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REVENUE ACT OF 1941

FRIDAY, AUGUST 8, 1941

ITNITED S'rA'ri.s SENATE,
Co.%mrI'rrt:E ON FINANCE,Wa sh~ington , D. C

The committee met at 10 a. Ill., plu1suant. to ctall, in room 312,
Senate Oflice Building, Senator Walter F. (eorge (chairman) pre-
siling.

The CHIIAIIMAN. Ml-. Sc'itllry, yOU ma1fly procee(l as you will.

STATEMENT OF HON. HENRY MORGENTHAU, JR., SECRETARY OF
THE TREASURY

The Cu',M.1NAR . You would not like to have in terriTl)tions util
you haveT finished your formal statement?

Se'reta-0oy.1'NfOi:.N'riA u. That is right.
The CIHAIRMAN. The C'onltlittee will 1W glid to observe that re-

quest,. Questions will not P, lrolioundied if thert ar' ily questions,
until Iaft(el yol hive finished your fol'n1li1 stitllnlt.

Ylolliay li'ory (,oee when you iare ready.
Setltlry NtOIt(;ENTI.IAi. Mr. (Chairman, ad ni illber of tile

conimlittee: My purpose ill ling here today is to ilisctuss taxation 1i.s
all sseiitial larlt of national defellse. ()lir great problem in pirovid -

ing for lhl li'fense of the Nation is fundamentally t lie prol)en of
prodictiol---of t tllinilll building plhilies and tlliks, ships, lilid gulns
with labor, ianageit, machinery, and raw materials. To solve
that lrolbleml without inilnirli Ug our ecolnollIy or welikening the
striletuar'e of deilocracy, OUr fiscal policy I .itist, be adhilted to t-h

ie(ils of the tiimes.
(in April 24 1 discussed with the Wiys andl Meis Colnuniitee of

lhe Ifoli se the lived of lrodiicil $3,5500,000,001) annutilly in iiddi-
tional mrev'uit'. Ih Tr( iTs!1, Il)el )artnnt resete it l suggested
program for raising thalllht milnoun, of moleV. As it passed the house,
this bill will l)tN)lli(,' il)iproxiintltl3 $3,200,00,000 annually in
additional revel'lil. Ill ly oiiiliin, it, is verv important that the
re've'ni(, ueit'hl y ie e raisee( to Pi iist. the original $3,5)0.t)00,000 level.
It, is lls( implorlinlt thit. the bill be liissel a. promptly is possible.
Income ttxpliier and excess-prolit.s taxpliaVes should klaow its quickly
as possible whit their taxes oil 19,1 iicomne and profits ate going to be,
silie iior', r lii ni 7 nimoiths of tlit' year liiye already 'jlapisied. Th
txcis(, tix(s tiid th (,;lt , lix enliot, h, ii)osedh retroact iv iild(1
every day's delay in tjn' passage( of this tax bill costs tlit T'auryill
SevetIill million olhirs il irevellue from tiose sourlces.

Thie rihl dev'lopmelit Is of hli hist few ioilithis hilve iide t his bill
iliadeqtill ( (vtli before it is piissl. Since mlly stiltelnliit l fore the
Ways tind Nit.'als Commiittee, mnv things li'h it happened. Two
amid olle-lialf mnt nlis ago tihe l'r"si(I't proliiminied the e xi.t i'ce of tin
unliinit, mited Iionial elne-rlg'y. I!I, called 1ll -

all loyall cit, izeis lit) laie Itile Naihl's needs fir-it in ipiiid miid ini aionil to tlie end

thWt we iit,%i mobilize anid have rvaiv for instant dlefei siv, ilsCt, tll of the tp)IdiCla
Power, all of the tnoral siregiih, niii! all of Ih li ttitral resources of this Nation.

I
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Since I appeared before the Ways and Means Committee, the
amount of appropriations, authorizations, and recommendations over
and above the Budget has increased by about $14,000,000,000, thus
completely changing the fiscal picture and greatly increasing the need
for revenue.

Since I appeared before the Ways and Means Committee, prices
and the cost of living have increased at an accelerated rate, thereby
accentuating the need for a strong fiscal program.

In the light of these and otlier developments resulting from all-out
defense, I should like to point out what, in my opinion, will be neces-
sary in all-out taxation to support such a program.

First of all, we shall need more revenue-much more revenue. The
defense program is an absolute necessity. It must be paid for.
Insofar as possible, it should be paid for now. Borrowing should
be kept to a minimum to maintain our fiscal strength. The rise in
the Federal debt means merely that the taxpayer's burden is being
postponed-that both principal and interest must be paid later out of
higher taxes collected at a time when they may be harder to pay and
less willingly paid than now.

Along with increased taxation should go the maximum reduction
in the ordinary nondefense expenditures of Government. The
burden of paying for defense is so heavy that it should be relieved at
every possible point.

Increased taxation is needed also to mr ;ntair, economic stability.
Rising purchasing power is exerting increasing pressure on the prices
of many kinds of goods, while at the same time production of these
goods is being increasingly curtailed by the necet-ity of diverting our
resources to defense uses. This complication of increased (lemandl and
restricted output is causing inflationary price rises whicii threaten to
increase the cost of the defense program, unbalance family budgets
and seriously disturb our economic life.

This larger needed revenue should come from all sources where
there is ability to pay-that's what an "all out" tax program means.
The people of this country have never been more ready to make sacri-
fices for the common good. Our tax program has not kept pace with
the defense program. We are still thinking too much of helping this
group or that to escape its share of the burden. We have now come
to the point where it is a matter not merely of fundamental equity,
but of the utmost necessity that all exemptions from taxation be
reduced to the absolute minimum.

An "all out" tax program for defense should reach ability to pay at
several points not now fully tapped:

1. In my opinion such a tax program might well involve a sub-
stantial lowering of personal exemptions and a consequent broadening
of the base of the income tax, if simultaneously we take immediate
steps to relnedy defects in the application of tle principle of ability
to pay in other parts of the tax structure. Under the bill before you,
the base has been broadened to add about 2 500,000 new taxpayers,
but even so there will remain a relatively large proportion of the
population in the lower income groups which will not be directly
affected by the income tax. A further lowering of the exemptions
would produce some additional revenue and in addition it would give
millions of Americlins an opportunity-a welcome opportunity-to
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make a direct contribution through taxes to the defense of their
country. It would enable them to feel that they were participating
personally and directly in the defense program. As the President
wrote to Chairman Doughton on July 31:

Most Americans who are in the lowest income brackets are willing and proud
to chip in directly even if their individual contributions are very small in terms
of dollars.

But I believe this committee will agree with me that we ought not
to accept such sacrifices, even though willing sacrifices, from millions
of people with low incomes on whom the burden of other types of
taxes falls most heavily, unless we reach in other places ability to pay
which is escaping its fair share of taxes. Among these are the for_
lowing:

2. The excess-profits tax exempt 1flt '61 Iie most prosperous
corporation, except to the extent that such profits fe in excess of its
average profits for the yeors 1936-39. Surely Congregf.will not wish
to impose additional tdkes on millions more of our low-income group,
unless it also imposes the excess profits tax on the exempt excess
profits of such cororations.

3. Families payllower Fe(roal indome t4xes whcn both husband and
wife receive incomes than ien tlib same total amount of income is
received by on! one of them. ThiA is a, discriminatioh Oif which miny
wealthy l)eol)l6 have taken a(vtantage 4y lrge giu s o4 income-pro-
(eing property between liusbanot nd *ife.

F urthermoi'b, in at least eight States of the Unfbn, Federal income
taxes are made substantially lower thari Ll 0 remaining States bi-
cause the loctil law perihnits th splitffikg 6 inboine between husbands
and wives. Here are discriminations against! the rest of the to*-
payers which, I believe your committee will a mee, nmst be eliminatd
if we are to extend the income tax downward to include millioni'of
persons with ldw income. The discriinatio is can b eliminated
by requiring hmiband and wife to file A sitigle joift retiirn with ajipro-
priate reliet granted only wherobl6th husband aMd Wife work ofitside
the home. , " j

Senator WALSH. t that your own qum) station or the quol'ation of
the President? '

Secretary MORGENTHA: I a m sorry, but I do not,jutderstand.
Senator WALSH. Up to wh'ereyou read. ,.
Secretary MOUGENTIAU. I will g06 1- ttlie President's quotation.

It goes down to-
Most Americans who are in the lowest income brackets are willing and proud

to chip in directly, even if their individual contributions are very small in terms
of dol ars.

Senator WALSH. Excuse the interruption.
Secretary MOROENTHAU. I am glad you interrupted. The rest is

nine.
4. For years, the concerns engaged in extracting certain of our

natural resources, notably oil have been granted far greater allow-
ances for depletion than can he justified on any reasonable basis of
tax equity. If the income tax is to be extended to lower incomes, this
privilege of tax escape should simultaneously be removed.

5. A few months ago the Congress eliminated the tax-exemption
privilege from new issues of Federal Securities. The purchasers of
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new State and local securities still enjoy this exemption. The exemp-
tion was inequitable and expensive even in more normal times. It
cannot be borne longer in a time like this, and especially if we are to
increase the direct tax burdens of persons with small incomes.

6. In its suggestions to the Ways and Meatis Committee the
Treasury recommended substantial increases in estate and gift taxes
and lower exemptions. In part, this recommendation was followed
but in my opinion, the estate and gift taxes should reach more estates
an(l provide more revenue if we are going to tax smaller incomes.

Those are some of the things that I mean when I say that an "all-
out" tax program for defense must go far beyond the present bill.

There is another condition whicli I would attach to lowering the
personal exemptions. I think we ought not to take into the income
tax system millions of new taxpayers with small incomes without
simphfying the way in which their tax is computed.

Take, for example, a single person with a $900 salary. Under the
present law, lie first figures out what (le(luctions lie lias--taxes )aid,
interest paid, contributions, and so on. Then lie comnputes his earned
income cre(lit. Then lie subtracts his personal exemptions from his in-
come after deductions. On the balance, uiler rates of the bill before
you, lie computes a surtax of 5 percent. Then lie goes back to the in-
come and (educts his earned incolne cre(hi . O; the balance, lie com-
putes a normal tax at 4 percent. IHe then adds the normal tax and the
surtax and takes 10 percent of the total for defense tax. He adds the
defense tax to the normal tax and surtax and finally arrives at his in-
collie tax.

Senator BARIKLEY. That, is partly (hue to the fact that the experts
have written most of these bills.

Secretary MORGENTnAU. That is right. If they left it to you and
me, it would be different.

Senator LA FOLLETTE. I think it is hardly fair, if I may interject,
to the experts. They did not invent this 10-percent defense tax.

Senator VANDENBEiG. It is hardly fair to the Secretary, because
le is supposed to be an expert, too.

Senator BARKLEY. No meml)er of the committee will lay claim to
such distinction.

Secretary MORGENTHAU. I am sure Senator Vandenberg will.
Senator VANDEN1ERG. I will not.
Secretary ,\ORGENTIIAU. When lie started to fill out his return, he

may have been full of patriotic enthusiasm to pay his share toward the
defense program, but by the time lie has finishedI his last computation
his cheerfulness may well lav e collapsed under the strain. It is difhi-
cult enough for persons With substantial incomes who are used to
dealing with financial papers and who can afford high-plriced lawyers
and accountants to make their computations for them. The persoii
with a small income should not be put to this annoyance and possible
expense.

Furthermore, the checking of these tax computations by the ad-
ministrative authorities takes time. Frequent errors are found which
must be rectified, requiring correspondence andi further annoyance of
the taxpayer as well as expense to the Government. We in the
Treasury (Io not enjoy pestering the taxl)ayer any more than he enjoys
being )estered by us.

For taxpayers with relatively large incomes, refinements in deter-
mining income anid computing taxes are troul)leson, e but, are necessary
in the interest, of equity. For small taxpayers, however, special"
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those now taxed for the first time, these refinements are cumbersome
and confusing without serving any important purpose. The income
taxes of millions of people can be determined with acceptable accuracy
by less involved methods.

As the President suggested to Chairman Doughton, there should be
a provision in the case of the small taxpayer-
for a straight, s11iple payment of some small contribution to the national tax
income through a simple agency and on a simple form.

For such taxpayers a plain and easily understood table could be
provided with th e aid of which the small taxpayer could compute his
tax bill in a very few moments. He would be spared time, trouble,
and annoyance and the Government would be spared expense.

To indi cate more clearly what I have in mind, I have had prepared
a sample table showing how this might be worked out in practice for
incomes tip to $3,000. This is only a preliminary table and improve-
ments ami changes will no doubt 1)e desirable, but it will illustrate
how the l)roposal can 1)e applied.

I have furnished each of you gentlemen with this table.
(The table referred to is as fol lows:)

KNOW Youn TAXES

Illustrative schedule of Federal income taxes for individuals with total incomes of less
than $3,000

SCIIEI)UIE A

If your totalYour tax Is- Income Is-

Single Married From- To-
person person

.. ........ $1,561 $1,525
$i ........ 1,528 1,550

2 ........ 1,5 M 1.575
3 - 1,576 1, 600
5 ........ 1, 60! 1.625
7 ........ 1. 626 1.650
0 ....... 1,651 1,675

II 1,676 1.700
13 ........ 1,101 1,725
15 1,726 1,7110
17 ....... 1.751 1,775
19 ........ 1,776 1,800
2 ........ 1.1 1,825
24 ........ 1,826 1,8'O
26 ........ 1, 851 1,875
2 ....... 1,876 1, 906
30 1,901 1,9 25

, WG1,951
1.976
2,001
2,026
2,051
2,070
2, 101
2,126
2, 151
2, 176
2,201
2,226

10 vaJ
1,975
2, 000
2,025

2,075
2,100
2,125
2,1.50
2, 175
2,200
2, 225
2,230

Your tax Is-

Single Married
person person:

$62 $1
64 2
66 3
68 4
70 6
73 7
75 8
77 10
79 12
81 14
81 19
M5 19
88 21

If your total Your tax Is-
income Is-

- To- Single MarriedFrom- person person I

$2,251 $2,275 $126 $59
2, 276 2,300 128 61
2,301 2,325 130 63
2,326 2 350 132 65
2, 351 2,375 134 68
2,376 2.400 136 70
2,401 2,425 139 72
2,426 2,450 141 74
2,451 2,475 143 76
2. 476 2.500 145 78
2,501
2,526
2,551
2, 576
2,601
2,626
2,651
2, 676
2,701
2, '726
2.751
2, 776
2,801
2,826
2,851
2,876
2,901
2926
2,951
2,976

2, 5252, 550
2, 575
2,600
2, 625
2,650
2, 675
z 700Z 723

2, 776
2,800
2,825
2, 50
2,875
2,900
2, 92.5
2. 9M
2. 975
3,000

I For each dependent, subtract $400 from your total Income and use the balance to determine your tax.

NOT.--The taxes In the above schedule, which Is i)urely Illustrative, were calculated on the following
assumptions: Personal exemption for single person, $750 and for married persons, $1,,; rates the same as
In Ii. . 17; tax for each Income block is the average of tie tax on the lower and upper limit of the block,
reduced by 10 percent as a rough equivalent for deductions from Ilomie; and the tax is shown to the nearest
dollar.

411977-41-2

If your total
Income is-

From-
1 To-

$1
751776

82

876
W01
9:26
951
976

1,001
1,026
1,051
1,076
1,101
1,126
1,151
1.176
1, 201
1,226
I, 251
1, 276
1,301
1,326
1, 351
1,376
1,401
1, 45
1,476

$750
775

825

875

925
9N)
9751,000

1,025
1,050
1,075
1.,100
1,125
1,150
1. 175

!, 2251,251. 2M'.
1,275

1,325
1,350
1.375
1,400
1,425
1,45
1,475
1,500

I
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Secretary MORGENTHAU. The idea is this: This is put up in every
post office and every public building. A man can just look down here
and if his income is $1,001, he pays $19, and if it is $1,026, he pays
$22; if you lower the exeml)tions and get an additional 5,000,000 return
filers, we feel that some such plan as this will make it so that they can
make their income-tax statements very readily.

Senator WALSH. This does away with all questions?
Secretary MORGENTHAU. Yes.
Senator WALSH. So he would just know from looking at this plan

what lie has to pay?
Secretary MORGENTHAU. Yes; just What he has to pay.
Senator bARKLEY. How can that be true, Mr. Secretary? Because

each individual may have different amounts of deductions which are
not figured in this tax.

Secretary MOOENTHAU. Well, we have the form which will go on
the other side of this, which accompanies this specimen tax return.

Senator WALSH. Have you thought of the system of just asking
the small taxpayers a series of questions and let the Treasury make
out the computation?

Secretary MORGENTHAU. We can do that. We think with the help
of you gentlemen, something like this can be proposed, with a very
simple form that we have.

The CHAIRMAN. We will wait until you finish.
Secretary MORGENTHAU. Shall I wait util I finish?
The CHAIRMAN. I think, Mr. Secretary, it would be better if we

wait until you finish your formal statement.
Secretary MORGENTHAU. We think it would be possible for a mnaii

to make out his income-tax statement in about 5 minutes without
the help of anybody other than maybe the l)ostmaster or some repre-
sentative of the Treasury, without having to hire a lawyer an(l an
accountant, and it would make the people a great deal hapl)ier about
it, and it would take care of about 90 percent of the income-tax people
that way.

The taxes imposed by the bill before youth are very heavy; the taxes
of an all-out program would be even heavier. I am convinced that
the people are not opposed to heavy taxes, that in fact they favor
heavy taxes because they know that the alternatives are much more
onerous. At a time when expanding incomes are operating to force
prices upward many kinds of measures must be employed if prices
are to be kept under control. Without heavy taxation, the other
measures have little chance to succeed.

Rising prices would take much more away from our people now and
in the future than higher taxes now will take. Under the tax bill in
its present form, a married couple with no dependents, having a net
income of $5,000 a year, will have its Federal income tax increased by
$198 or 4 percent of its income. Assuming that two-thirds of the
family's income is spent on items affected by a changing cost of living,
an increase in the cost of living of 6 percent would impose as great an
additional burden on this family as would the proposed income tax.
The cost of living index has increased 5 percent since September
1940. It is clear from this simple illustration that rising prices tax
the family income just as surely as do income taxes. Although, as
prices rise, the income of some families will increase, many incomes
will not increase and most incomes will not increase as fast or as
much as prices.
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If, in an attempt to protect the incomes of our people, we hold (town
taxes and as a result, the cost of living rises, we shal have taxed them
just as surely as if we had levied on them directly-and we shall still
have the inflated costs of defense to pay later from taxes.

An all-out tax prorain will build public morale in an all-out defense
progran1. By reducing the necessity for borrowing, it will strengthen
confidence in the impregnable fiscal position of the Government.
By contributing to the control of prices, it will help prevent the
demoralization which would result from inflation. By distributing
the defense burden fairly, it will help unite the Nation. It. will make
all the people equal partners in sharing the cost of the defense of our
country.

The CHAIRMAN. Senator Walsh, do you wish to ask the Secretary
ally questions?

Senator WALSH. Mr. Secretary, (toes ic Treasury Department
recommend the excess-profits-tax j)rovisiol.i of the H~olse bill?

Secretary MoRGE'NTIIAU. Not as they passed the House.
Senator W^ALSmm. Are you going to submit to the committee a sub-

stitute form of levying excess-p)rofits taxes?
Secretary MoIo:ENTI.AT. We Will be glad to if we ate asked to.
Senator WALSH. You have such a pl?Secretary MIIGElN'rIAU. We have such a p~lan.

Senator'WALSH. I (o not care to ask tiny more qjIstions now.
The CHAIRMAN. Senator La Follette?
Senator xLA FOL LET1E. I think not.
The CHIRMAN. Senator Barkley?
Senator BARiiKLEY. All'. Secret amy, you comment, h1er oil the joint

return Ina(le by husband and wife amnd I gather from your statement
that you still advocate the compulsory joint retut'l )by husband and
wife ais first carried in the House bill. '

Secretary 'IMORGENrHAU. 'itl the one slight proviso that I a(dled.
Senator J.3ARKLEY. You take dle Ijositiolt tlift the base is to l)e

lowered among the lower-income taxl)ayers in the country and that
this joint return ought to be incillided?

Secretary IORGENTItAU. That is right.
Senator BARKIEY. Are they iiecessarily connected?
Secretary MIoIwGENTIIAU. No.
Senior BARKLVE. In the letter of the President, to Mr. Doughton,

lie urged the (limination of the joint return; did he not?
Sec retary MOIHOENTHAU. No. Has somebody got his letter? I

did not mean to be so contradictory.
Th1e CHAIRMAN. He urged the liberalization of the joint return, by a

liberal treatment of the earned income of the two.
Senator W,\LSM. The committee has the letter before them.
The CHAIRMAN. We have it here, Mr. Secretary. Would you like

to have it?
Secretary MOROENTHAU. Thank you. I have a copy of it.
Senator 3ARKLEY. Of course, it is generally estimated that without

the joint return it results in a loss of some $300,000,000.
Secretary MORGENTHAU. Would you mind, Senator, if I just read a

paragraph from the President's letter?
Senator BARKLEY. No; go ahead.
Secretary MORGENTHAU. I am reading from the President's letter:
I am sure that I make it clear that the Treasury Depertment does not approve

of mandatory joint tax returns except on the condition of granting substantial
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relief to earned income of husband and wife. Ill this I heartily concur. But,
tile coimniittee draft leaves out the proviso altogether.

Ill other wor(s, we were for tile mandatory joint tax returns with
the proviso ad(1 the IPresident backed us ill) in that position.

Senator BARKLEY. Were the terms of the liberalization or the
details of it set up I)by the Treasury?

Secretary MIIGENTHAU. We preSented their before the Ways and
Means Conmlittee.

Senator BARKLEY. Frankly, I have not been enthusiastic about
the joint tax return, whether mandatory, or whether it carried a
provision such as you susggest for this reason, and I would like to
get your reaction to this; in nearly all the States over a period of years
the legislatures have liberalized the laws with respect to separate
ownership of property and rights of women in the control and owner-
ship of property. In other words, all the States, through their laws,
in the last generation, have constantly sought to free women from
the (lamination of the liusband in the control anl ownership of her
property. Now, I have felt and I feel yet that this provision, espe-
cially as it was carried in the House bill, before the House eliminated it,
and I am not so sure that it woulhi not, even under your suggestion,
have a tendency to break down that independence and that liber-
alizationi of the State law with resl)ect to the ownership) of property
by women and the control of property by women independent of
tfieir lhsblands, which has been the object of nearly all legislation
ini the past 35 or '10 years. What is your view about that?

Secretary MoolG.N' HAPt. Unfortunately, a great many wealthy
people have takeii advantage of that, the men have transferred their
property to the women in order to escape paying their fair share of the
taxes, Nvitli the result, we estimate, that if that privilege were taken
away, the Treasury would gain about $258,000,000. Tile privilege
which has been extended to them over this time, as I say, has beeni
abused.

Senator LA FOLLETTE. May I interrupt there, Senator?
Semtor BARIKLEY. Yes.
Se lator LA FOLLETTE. 1have you ally estimate, Mr. S(ecr(tary, on

what percentage of the pesenit incolme taxpayers would be asked to
pay tile additional revenue? If you or Mr. Sullivan could answer that,
I would appreciate it.

Secretary MOIRGENTHAU. I hear Mr. Sullivan saying lie has got it,
so let him answer that.

Mr. SuLIVAxN (John L. Sullivan, Assistant Secretary of the Treas-
ury). E4,xclusive of some 45,000 filing community property retllrns,
the last available figures were about 153,000 men and 153,0'00 women
filing separate tax returns on calendar year 1938 incomes.

Senator LA FolLmETTv'. Out. of a total of how many, approximately,
for tie record?

Mr. SUITIVAN. The husbands and wives filing joint returns, I be-
lieve, totaled 2,866,000 of which 1,038,000 were taxable returns.

Th CHAIRMAN. Mr. Sullivan, could you compile any figures to
indicate how much the estimated revenue would be reduced by an
allowance of the earned income, or by an applications of the earned
income?

Mr. SULLIVAN. Yes, sir. We estimate that the mandatory joint re-
turn originally provided in H. R. 5417 would yield $287,200,000. The
figure of $258,000,000 given by the Secretary is the additional yield
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from mandatory joint tax returns at the rates of tax contained in
H. R. 5417 if the eari(ed-income credit he recommends is allowed.

The CHAIRMAN. $258,000,000?
Mi'. SULLIVAN. Tlifat is corTCt, sir'.
Tile CHAIRMAN. Now, may I ask you if you have any additional

figures--I al)ppreleid it wotlfil be radter diflicult to be anIything like
accurate -. if there were also exenhl)ted from the joint tax return
property possessed by either the husband or wife at tle tine of mar-
riage? 'Would it he Possible to get a reasonable estimate?

Mr. SUI.LTVAN. We do 11ot have that figure, sit'. It will be pretty
dilficult to get, a. basis for that estimate.

Senator ;BARKM X '. May I ask this? The Seeretar,,, has referred to
the fact that many wealthy people escape the payenlwt of taxes by
transfer of )ropertv to wives. Of course, that only involves tle in-
come of stel 1)roJ)erty and in that case, the wife w'ouild make an inde-
penlent return on the propertyy that was owned by the husband.

SIN['. SULLIVAN. That is ('orI'ect, Senator Barkly. The ret urn of
income which each would make, would fall into lower brackets of
surtax than if a joint return were filed allid wouhIl therefore be subject
to a much lower s'tax.

SenaItor f.\IILEY. Ilow much in revenue has the Treasury lost by
the transfer of proleity from wealthy husbands to their wives?

Ir. SULLIVAN. I th ink, from 1932 through 1939, there has been
transferred by gifts reported for gift tax pIrposcs $5,000,000,000, but
we have 11o way of telling how much of that was from one spouse to
another, or what alditiolal gifts were made that were not Sutlject to
gift taxation.

Senator Bmiiimiv. )o yOu know what tie income on that trans-
ferred )roperty was?

Mr. SULmIv,,. We have tio way of knowing that, sir.
Setmator TA,,eKLEY. The tax lost to the Treasury would depend on

the income of this $5,000,000,000 worth of property?
Mr. SUIaVAN. That is right and the bracket il'l which the holders

of the l)roperty were l)laced.
Senator BA Ri:y. Would you estimate the difference between what

the wife woutild pay oin that transferred property and wlat the hits-
batnd and wife would pay if they were compelled to make a joint return?

Alr'. SULLIVAN. We have no way of estimating that, sit', bIUt as I
testified a few moments ago we estimate thtat the Treasury l)roposal
fot' man(latoIr joint, returns would yield $258,000,000 a year.

Senator CI,!U11. 'hey would have to pay the gift tax at, the time
of the transfer.

MI'. SUmLVAN. That. is right. The gift tax rates are three-fourths
of the estate tax rates, Senator Clark.

Senator BARKLEY. Is it, your coItention that all of the 153,000
families would be affected by, this change in the transfer of propertyy
back and forth Ibetween husband and wife?

Mr. SULIaVAN. No; that is not correct, sir.
Senator BAR1KLEY. Ilow many of them would you say have escaped

taxes by that method?
Mr. SULLIVAN. I ('atinot give you that offhand.
Senator BARKLEV. So, regardless of any transfers, regardless of

whether they are wealthy or not, 153,000 is the numl)er of those who
would be affected by the provisions of the House bill if it was ma-
dlatory?
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Mr. SULLIVAN. I think it would be a little bit more this year
Senator. Probably about 215,000 families would file separate an(l
community property returns under existing law.

Senator BARKLEY. While I am asking questions-I do not want to
take too much time-I wanted to ask the Secretary if lie has any
estimate on the total national income for 1941?

Secretary MOROENTHAU. Our men estimate somewhere between
88 and 90 billion dollars.

Senator BARKLEY. That is 10 or 12 billion dollars more than for
1940, isn't it? The 1940 income was some $76,000,000,000.

Secretary MORGENTIIAU. Yes. That is correct, Senator Barkley.
They say right now it is running at the rate of $88,000,000,000, but my
men think thiat before the year is over, it will be over $90,000,000,000.

Senator BARKLEY. My recollection is that the total income for 1940
was about $76,000,000,000 and if it is estimated for 1941, it will be
$90,000,000,000, that means an increase of $14,000,000,000.

Secretary MOIGENTHAU. That is right.
Senator BAIRKLEY. In the total income.
Secretary, MOGIENAHAU. That is right.
Senator, BAIiKtLEY. Now the point in myn mind is this, to try to

reach the source of that $14,000,000,000 increase in income.
Secretary MORGENTHAU. Yes.
Senator BARKLAEY. Now, to what extent has that $14,000,000,000

increase been distributed among the low-income taxpayers who would
be affected by a lowering of the base?

Secretary MORIGENTIAU. This is just my own opinion, without
consulting anybody-I do not think it has had time to get down-to
most of the really low-income people yet..

Senator BARKLE.Y. So that any tax bill that increases the tax of
the low income brackets, who have not participated as yet in this
increase of $14,000,000,00 would be, of course, an additional burden
upon them, who have not been compensated by the increase which we
are talking about, is that troe?

Secretary MORGENTHAU. As I say, I haven't got the exact figures.
It takes quite a while for this increase of national income to reach
the people at the bottom of the ladder.

Senator BAIKLEY. The 3% billion dollarss that this bill is supposed
to raise over and above present taxes then, is only about one-fourth
of the total increase in the national income?

Secretary MORGENTIHAU. Yes.
Senator BARKLEY. It seems to me that, if there is any way to arrive

at levying this tax where the increased income is going to benriit
people, it ought to be done, instead of assuming that the
$14,000,000,000 increase is being spread out over tihe whole popula-
tion and therefore, we would be justifie(d in taxing the small-salaried
mail who does not now pay an income tax or who does not pay as
much as he would before any increased schedule.

Secretary MoRGENT'rIAU. Eventually it. will reach everybody in
proportion to his earning power.

Senator BARKLEY. Well, it will not reach the salaried man unless
his salary is increased by reason of increased income.

Secretary MORGENTHIA U. Yes; it will hit him the hardest.
Senator'BARKLEY. It will not reach him at all, if the price of his

living expenses is to go up without. any increase in his income.
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Secretary IMORGENTHAU. That is right.
Senator WALSH. Is there any better way of reaching a portion of

that increased income than through the excess profits tax?
Secretary MORGENTHAU. I (10 not know any at the moment, I

mean other than these six suggestions which I made here today.
Senator BARKLEY. Do not you think that people who are not en-

gaged in defense work and whose profits are not to be increased, even
indflirectly, l)y the defense program, ought to bear their share of this
burden, as w'ell as every odly else? In other words, the tax ought not
to be limited siml)ly to those who are nmking direct profits out of
defense activities? *The general increase in income to some extent,
benefits a lot of peol)le who have no contract with the Government,
who are not engaged in the manufacture of defense articles.

Secretary, IOIGENTIHAU. That is right.
Senator BARTKIJY. And any tax based simply upon an increase

growing out of defense contracts might let a lot of people escape who
will share in this increased income?

Secretary MOI1RENTHAU. That is perfectly right.
Senator'CONNALLY. May I ask him some questions? Is it my

turn now?
The CHAIRMAN. Yes. There is no particular order in which the

committee members may ask questions.
Senator CONNALLY. Somebody suggested you were going down the

line. I aml willing to accept my humble 11ace when it is reached.
Mr. Secretary, I am sorry I was not here when you started.
Secretary MiORGENTH1AU. I am1n sorry, too.Senator'CONNALLY. I hope to be here when you end.

Secretary M[ORGENTIIAU. Are you participating in my end?
Senator CONNALLY. Well, if it is the right end, I will.
Secr'etll'y MNIORGENTHAU. Thank you.
Senator CONNALLY. I noticed you were on page 8 and then Mr.

Sullivan was reaching his climax on it when I came i, about the joint-
income return. Ile said something about billions of dollars of prop-
erty had been transferred in recent years from husband to wife, osten-
sibly to evade the payment of a heavier tax. I suppose that was your
iml)iication, was it not, Mr. Sullivan?

Mr. SULLIVAN. The question was, How much property had been
transferred?

Senator CONNALLY. I see here you say:

Furthermore, in at least eight States of the Union, Federal income taxes are
made substantially lower than in the remaining States because the local law per-
mits the splitting of income between husbands and wives.

Have you any reason to believe that a State like mine, that adopted
the community property as early as 1840, had in mind the avoidance
of a tax in 1641 by the adoption of the community-property rule?

Secretary MOROENTHAU. I doubt whether they' were that far-
Sigh ted.

Senator CONNALLY. Well, if they had known who was running the
Treasury in 1940, they might, have been that faisighted.

What I am talking'about is, you seek to pick out eight States hero
and make then more or less tile goat and credit them with putting
the idea in these rich States like your own of swapping back and forth
to avoid taxes. As a matter of fact, the community-property rule
was more or less an inheritance from the Roman law, tile civil law,
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and these (ight States that have it. were originally, most of tht'ln, parts
of Mexico, M y ow'n State, when it was a free repul)ic--it was not
even part of the Union, and therefore was not looking forward, maybo
at that time, to ever being a part of the Union; and while we are on
that, we have had reason several lilies to doubt whether we ought to
have joined or not.-but still the point, I am trying to iiiake is this,
that this was a domesticc social policy that our lieop1 adopted ill
1840 to give the wife half the income. It ought to he tlihe law every-
where. If a man and wife get married the wife ought to he allowed
something more thaii food, clothing, and a place to sleep. So there
is no thiorv at. all here that we adol)ted tiny policy such as this in tlie
(onlunity l)rol)erty States to evade taxes, and tle Federal Govern-
ment hls I) right,'tihrough the pressure-.ti indirect pressure of atax- to cause to change or modlify or alter our own laws that we
have had from time immemorial. N ow, if these piartlies are t raisfer-
ring their properties to evilde taxes, I1s suggested by Ir. Sullivan,
maybe We e ought to raise the gift. tax and )rovile that if a hIusl)l
gives his wife part, of his estate, he should pay a higher ra'te, or vice
VPI ,'Il.

I lhope it does not 11l))ly to the mieni givihig the wives pirt of their
property or the wives giving the husbands part of their property
without an11y intention of evaling the tax.

Secretary ]oNTIxr V. N 1113' int tl'tll)t Volt for one m11omenolit?
Semiator CONNALLY. I waW. to 1dl to thal. I jtlst result the inipli-

caiion here that we l)eohe who adopted this rule 1()0 years ago ire
trying to evade some tax.

Secretary NIono.Nrii.\T. ,kNay I interrupt?
Sena[tor' CONN\ALY. YVs.
Seettilry MOrcu.N'rr.tmu. Oil this page 8, in l)aragrpl)h 3, you notice

I siy--
families pay lower Federal income taxes whe both Ihlanmd and wife receive
come than when the samne t taI amount, of income is received by only one of

them.

Senator CONNALLY. There is no tax on families. There is a general
tax on individual incomes but You do not, tax families.

Secretary IOIIGEN'rI.u. This reads:
This is a diierimiaiion of which many wealhlhv peoplee have taken aivatitane

l)y large gifts of income-prohuig property between Ims11hand nd wife.

We are not talking about the eight States. Then I go on:
Furthermore, in at least eight States of the Union-

and so forth.
Senator CONNALLY. Yes.
Secretary fO mwNTHAu. So that the one thing is applicable to the

present law, wv'here you can file sepiirately or jointly.
Then I go on talking al)out the tight States there'. Fiurthermore, it

breaks tht thing into two thoughts.
Senator CONNALLY. I read the whole statement. That. is all, Mr.

Clia irmani.
The CHAIRMAN. Senator Capper, do you wish to ask any questions?
Senator CAPPER. No.
The CHAIRMAN. Senator Vandenberg?
Senator VANDENBERG. Mr. Secretary, I want to see if I can get at

just. oie figure for comparative purposes. I think it might, be inmtme-
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tive to the country. You put great elmlpihasis on the necessity for an
"all-out" tax program in connection with an "all-out" defense
program.

Secretary , IOIIGENTIIAU. That is right.
Senator VANDENBERG. At that original meeting iII your office in

April, I think--which was a very historic one for me, because that is
the only one I have ever been permitted to look in at--my recollec-
tion is you said the protection of public credit required inescapably
that we should go on a one-third, two-thirds basis, in other r words, that
we should pay two-thirds of our operating governmental costs. NIy
recollection is' ou said you wouhl be a little doubtful about what woull
happen to the; public credit if we did not go on a two-thirds pay-as-
you-go basis. Is that correct?

Senator MoI oRGtc:NrlAU. Yes.
Senator VANDENBERG. Well, at. that time, the Budget was $19,-

000,000,000 anld the revenue was $9,000,000,000. You estimated the
necessary new revenue at, $4,000,000,000 ill order to produce
$13,000,000,000 and that should be on a two-thirds pay-as-you-go
basis.

Secretary MIoRGENTHnAU. Yes.
Senator VANDENBIRG. What would this bill have to raise if we

were to still maintain our belief in your proposition that the l)ll)lic-
credit protection requires a. two-thirds, pay-as-Vou-go basis?

Secret arV MOIRGENTHAIU. ('an I ask Mr. Bell out loud, so you may
lirticipate iin whatever wisdom he has?

Selltor VANDENIIEI-G. Yes.

Secretary 1\1M ENTHA U. As I understand it, 1r'. Bell, the last
official figure we have from the Budget is that they are going to ask
for this fiscal year's expenditures, $22,000,000,000?

Mr. BELL (!). IV. Bell, Under Secretary of the treasury). That is
right'.

Secretary Mfoiic.Nr'r..\U. Ilow much (do they figure the revenueto ibe?

ir. BELL. Nine and four-tenths billions.
SecretruV 'MOI(; ENTII.U. That would leave a. deficit of how much?
Mr. B rLm. Twelve and eight-tenths billions. In order to raise

two-thir(ds of the expenditures )v revenue you would have to have
about $15,000,000,000, so that the increase of the taxes over the
l)resent tax structure would be about five and six-tenths billion.

Secretary NIORGENTHAU. Including this bill?
Mr. BELjLi. Yes.
Secretary NIOIIENTIIAU. Yol mean another five billion on top

of the three and five-tenths billion?
Mr. IlA,. No, sir; on top of the revenue we are now getting under

the present. tax law.
Secretary MOIGENTIIAU. How much on top of the three and five-

tenths billion?
Mr. BELL. About two billion.
Secretary MOI1GENTIHA I. Figuring three and five-tenths billion,

how much more--one and five-tenths billion?
Mr. BELL. I figure two billion more.
Senator VANDENBERG. I did not meanI to stall the machinery.
Secretary MORGENTHAu. The answer to your question is, if 'we had

another meeting in our office and you would be gracious enough to
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come, under present conditions, we would tell you we would need
another $2,000,000,000 in taxes.

Senator VANDENEIIRG. Your statement on page 3 says that $14,-
000,000,000 has been added to the Budget since our original meeting,
and if that is true, since you originally estimated it at $19,000,000,000,
the total now would be $33,000,000,000.

Secretary MORGENTHAU. If yOu will just take a monwnt, it is
appropriations, authorizations, and recommendations.
Mr, BELL. Not expense.
Senator VANDENBERG. Yes.
Secretary MORGENTHAU. We can only go by tile Budget figure of

what is going to be spent, and the most recent figure is $22,000,000,000.
Senator VANDENBER1G. So the answer to my question is, if we were

to cling to your two-thirds as-you-go formula , we would have to raise
$2,000,000,000 more than this bill raises?

Secretary MOROENTHAU. $2,000,000,000 on top of the $3,500,-
000,000.

Senator VANDENBERG. That is what I mean.
Secretary MIORGENTHAU. Yes.
Senator VANDENIERG. I want to ask about just one other thing in

connection with your national income, which you say is now $88,000,-
000,000 and which your experts conteml)lte will rise to $90,000,-
000,000.

Secretary MORGENTIIAI. Yes.
Senator "VANDENBERG. To what extent (Ioes that take into account

the decimation of little business, with the priorities handicap that little
business is now suffering from?

Secretary MORIGENrHAU. I could not answer that. Those figures
on national income are computed by the departmentt of Commerce.
We just take the figures from them; that is all. I do not know how
to answer your question.

Senator VANDENBERG. Do not, you feel that the operation of priori-
ties is going to seriously upset all' of your estimate es?

Secretary MOR('rENTHAU. I would not know how to answer that
question.

Senator VANDENIBERo. That is all.
Senator LA FOLIETTE. I think the record ought to show it was

stated here yesterday, insofar as the Treasury is capable of doing so,
they have allowed for dissemination of priorities in their ost inmates of
income. Of course, that is a very difficult task, since nobody knows
exactly the extent of it, although" I think everybody who knows any-
thing about it recognizes it should )e very great.

Mr. SULLIVAN. That is true, Senator Ia Follette, insofar as the
estimate we have given on tax revenues as distinguished from national
income.

Senator LA FOLLETTE. That is what I am talking about.
Mr. SULLIVAN. Yes.
Senator GERRY. How about the revenues from the increased

national income?
Secretary MOROENTHAU. Mr. Sullivan, will you answer that?
Mr. SULLIVAN. I will ask Mr. O'Donnell to answer that.
Mr. O'DONNELL (Al F. O'Donnell, Assistant 1)irectorof Research aind

Statistics, Treasury Department). Of course, we do not estimate
revenues from the national income, Senator Gerry. In each instance t
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where You pass a Iaw, the Congress definies each sJ('cifie base upon
which it tax is levied. For instance, iul ti' case of automobiles, we
tax the value of automobiles sold by the l11 illtfact i'(ers, aid thre-
fore it, becomes our problem to estiimaiite tht value of tho le1utoiliobiles
which will be produced. Wheci we m1e oiu Budget esti iatvs, for
instanlce, last )ecember, we were faced with production for the 1941
model automobile year of something like 5) million passenger cars
a1id t rtcks, of which perhaps 4.2 million would be passenger cars.

Now, in making our estimates of revenues for fiscal year 1942 last
December we saw alead to this prol)lem of priorities, that Seinator
Vandeclherg has m(ntione(l. We thought that the automoblile
ii(lustr, waIs going to I)' one of those industries most seriously hurt,
an1d in figuring our Bldget estimate of revenue from the inanuifacturers'
excise tax oil passenger auutocobiles, we cut down the estimated value
of production to something like the equivalent of 3,100,000 passenger
automobiles oil which taxes would be collectd in fiscal year 1942.
Now, evel todaV, 8 iiiociths after it was lacl(e, this estimate is not
materially out of line Nwith the projectedd hillss for the automobileindlust ry.

Thus, Sititor (erry, even though we expect cl Iigher levels of
ilitio ill income icl fiscal year 1942 than in the p)receding fiscal year,
t he estimate of tle, anticil)ited rev(ccues from this particularr tax were
lowered to take into account anticipated l)rioril ies.

Now, it is ill that sense that I say we tried to anticilat e what is
going to h ll)(cl.

Senator V.xN'DE':noRG. May I ask you, in coinetion with that par-
ticular exhibit

Mr'h. O'IDoNNELL. "YV8S ir.

Senator VANDENF RO. l)o you carry your concelption down into
the (lislocation throughout tile country among all the dealers of auto-
mobiles?

Mr. ()'1)oNNELL. We try to d10 that, sir, particularly when we (,sti-
matt, the vield of the ineo'me, taxes. We take into (;nsitheration the
fact tht ;, will no longer get i normal r(lationship bet ween the statis-
tical ic(lic's which we look to to indicate corporate and individual
incomes. The, i(loexes will not, indicate the relationships which pre-
vailed ici normal times, and we (10 try to cuake allowances for that fact.

Senator VANDENBIERG. My oM s rvatioil ici my ownI State, at least,
is that small business is going to the wail prettyy rapidly under the
l)ressure of priorities. In fact, I think tho, priority li:oposition is
p probably going to ho' more dangerous in hl next (6 months than ev('n
Mr. Mitler is.
1he CHAIRMAN. S,-cator Bailey, do you desire to ask any questions?
Senator BATI,.LY. I would like to have som suggestion by the

Secretary on this point: You want, 3.5 l)illion dollarss of revenue in
addition" to the present revenue?

Secretary MOROENTiHAU. Very much so.
Senator BAILY. What would be the total revenue then?
Secretary MORIGENT AU. About 12.7 billion or 12.8 billion dollars.
SenatorBAu mXY. It would be from 12 to 12.5 billion general revenue

to the Federal Treasury if this bill passes and we jack it up 3.5 billion.
To what extent could'you relieve the very bad situation which yoic
portray here by reducing the nondefense expen(litures, just assimfiing
that the Congress woulddo so?
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Secretary MORGENTHAIU. Well, to whatever amount the Congress
reduces it, it makes the gross expenditures of the Federal Govern-
inent that much less and it makes tile fiscal picture look that much
better.

Senator BAILEY. IS not that really a logical way, out of the situation?
Secretary MORGENTHAU. I think it is one of the ways. I still

think we ought to have our 3.5 billion.
Senator BAILEY. The 3.5 )illion is for defense purposes?
Secretary IMORGENTHIAU. Yes.
Senator BAILEY. Suppose we could reduce the nondefense expendi-

tures by 2 billions, you would not need your 3.5 billions to any such
degree as you now need it, at any rate?

Secretary MORGENTHAU. I am sorry , but I did not get the question.
Senator BAILEY. I say, if you shouldI rc(utc the nondlefense expendi-

tures by 2 billion, you would not need the 3 billion that you are now
(-ailing upon to nearly the extent, that you now need it?

Secret ary IMOiGENTtIAU. That is coVrect, hut we still ought to
have it..

Senator BAILEY. I al not c(hllleIngiIig that, but that situation would
be relieved.

Secretary 'IORGENTIJAU. Would be relieved to that extent.
Senator BAILEY. IS not that the sound 1111(1 reasonable way out of

this situiation?
Secretary MIORGENT'HAU. I think that all of Irs--if I may include

Imyself with you gentlemen as one, I mean ill the terrific responsibility
We are carry'ing-wel1, I will talk just for myself; I do not think that
1 would belfulfilling my duty if I did iot keep repeating, which I (10
every tine I get a ehamiee to collie before Congress, that everv (lolhar
for nondefeinse should be eliminated at this time which can be'spared.
Now, there are some things we have to have, l)ut there are a great
many things which I think we needed to get us oult of the depression
which we could very well (10 without at this time.

Senator BAILEY. Now, as the fiscal head of the Government, have
you made any estimate as to what we might reasonably reduce the
nont lefelnse expenditures to?

Secretary MOIGENTIIAU. Senator Baileh, we have our ow i(eas,
)ut it is really ill) to the Director of the Budget to furnish the comi-

mittee with that information, because he has all of the facts, he has
access to all of the (departments. 1 am just one of many departments.
He is the central agency who is charged with that (luty,.

Senator BAILEY. It, is the function of the Stecretary of the Treasury
to call for reduced expenditures, as well as to demandd increased
Ievenlies.

Secretary MOIIGENTHIAU. I have (101e that in Illy statemeIlt here.
Senator BAILEY. To what extent (1o you suggest a reduction of

nondefense expenditures?
Secretary MORGENTHAU. I (do not. name the figure. As I say, I feel

under our set-tip that is up to the Director of tle Budget." HeI is
available and lie has access to all the departments which I do not.

Senator BAILEY. Tile figure was a billion dollaIrs.
Secretary MOROENTHAU. That is right.
Senator'VANDENBERG. Have you seen any recent evideicc on the

part, of Congress of'a willingness to save any money at all?
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SecietarV ,I|OR(;ENTHAU. No. sir.
S'tnator' BAm IEn. None ill tie worll.
Selr'etarv MORIENTnAU. No, sir.
Senator BA.\ILEY. Oi t ie other Ilajid, we haivte ali)l)roplriit ed more ad

authorized more.
Senator B iti). Is not tihis true, Mi'. Secretary, that tlit, ,ely ci're-

tive way to reduce the nondefense spending is ti) incorportte it in ti t,
Budget and submit it by the President to ti congresss ?

Secretary M olnx'rN '.. 'That is one way, and the Congrvss colld
also take the initiative.

Senator Dma. l)o you think Congress should be expected to over-
ride the President an'l the Administration and tit( Budget to reduce
nondefense spJnlding?

Senator VANDEN GEt. 'rltey did vVStet'tlday.
SENATOR BYRD. I meal, is that * pra.tical matter' to do? If the

administration and the 1)irector of tit, Budget do not think that, the
nonthf'fensv spending should be reduced, why should Congress think
it?

Secretary NIo(;ENTIM'. Well, Setator, you anld I know tite facts
of life.

Senator B im. I am speaking about all this nondlefetlse spending.
As a matter of fact, it must come primarily in the Budget, and it is
submitted by thel' PrsidIlnt to the Congress.

Secretary ]|MORGENTHiAU. That is one way.
Senator BynD. I mean, isn't that the practical way and the only

way tinder the condition that confronts its here?
SeTi'tarV NMo1ENTIlAU. No.
Senator BilD. What other way should you suggest?Secretary MOI;E.NTHI:. Well, for me to give examples, I am afraid

some of you gentlemen might resent it as being in the nature of
criticism., I do not want to be )laced in that position.

Senat0or BAIKLEY. Of corsett, the ('olgls ('0111d (10 it if it would,
but it will not.

Senator BAILEY. I differ with tit Sena totr.
Set'('t a NI ot(; ENTIJA\U. You Catl say that, SeMtor Barkley. I

cannilot.
Sena tot.' BAILY. The Secretary ani the Congress Will (10 it if some

effort is made as to leadership and coordinationn. I think if the i'crsi-
dent, youl lf, and tiet, leaders oil both siles in the Illouse and Senate
get together oni 11lrogranl of retr'enchment, the Congress would
slistain it.

Secretary MOIIOENTHAU. Senator Bailey, I have made te sugges-
tion two or three times but nothing has come of it. I would be
delighted, at, least. to the extent of the opportunity you have given
me to make it myself, but, they tell me it. is impra'cttical and that is
this, that the taxing committees in tile Senate anid House and Appro-
l)riat ions Committee sit down with the appropriate Ieople ill execi-
tive government and work out a program, but just as long as the
appropriating committee is entirely independent of the taxing coi-
mittee and VQ (1 0o not sit, down with'the Budget and with the Treasury,
I do not think we will ever get. anvwhele.

Senator BAILEY. I think" that's just the point. We have not
undertaken to coordinate a prograin with the Treasury. We are left
at loose ends, and here we go with only one outlet, that is only an
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increase in the revenue. I notice the chairman of the Ways and
Means Committee said this was not the last tax bill. This is the last
one I am going to vote for of this character until we do reduce the
nondefense expenditures.

Senator BYRD. Would you be willing, Mr. Secretary, to use your
influence with the Director of the Budget to bring a Budget to the
Congress that will reduce the nondefense spending in the next fiscal
year?

Secretary MOROENTHAU. I am very glad to use whatever little
influence I have. He is in no way responsible to me, though, so I
do not have very much influence.

Senator BYRD. The President submits the Budget and he could
very well submit a Bu(get with a reduction in nondefense spending.

Secretary MIORGENTITAU. I ai glad to use whatever influence
goes with my position along these lines, because I feel it very deeply.

Senator BARKLEY. Would you consider that you had more'influence
with the President, or he had more influence with you?

Secretary NNORGENTHAU. I would put my money on the President.
Senator VANDENBERo. Do you consider the contiming purchases

of foreign golh and silver by the Treasury as a nondefense expenditure?
Secretary M'[OR]GENTHAU. As to the gold, if you (o not min(l, that

is in a separate category. As to the silver, if you gentlemen want to
strike all the silver legislation off the books, it is quite all right with me.

Senator VANDENBERG. Well that is a partial assistance.
Secretary MORGENTHAU. It is quite all right with me. The gold,

however, is in a (ategory 1)y itself. If you want to strike the silver
legislation off the books , it is all right with me.

Senator BARKLEY. If you strike off the silver legislation, you strike
it off for the silver in time United States as well as outside of the
United States?

Secretary MORGENTHAU. That is right.
The CHAIMAN. Are there any additional questions? Senator

Byrd, do you have any questions?
Senator BYRD. Mr. Secretary, I would like to ask this question:

Is it not possible and probable that the $22,000,000,000 that you now
estimate the total expenditures will be increased to, and inasmuch
as you increased your estimates repeatedly, from month to month,
is it not possible that the expenditures may reach $25,000,000,000
this fiscal year?

Secretary MOROENTJIAU. Perfectly possible.
Senator BYRD. I am entirely in aecor(i with your original plan to

pay for the expenditures two-thirds pay-as-you-go and one-third by
borrowing. Assuming that the $22,000,000,000 is the minimum, and
in my judgment it will be $25,000,000,000 and I think you agree it
could be $25,000,000,000-

Secretary MORGENTHIAU. I agree with you that the defense program
is going to work out to nearer $25,000,000,000 than $22,000,000,000.

Senator BYRD. Now, we will need $2,000,000,000 additional in order
to make your plan applicable to the $22,000,000,000. How would you
suggest raising $2,000,000,000 additional assuming the committee
would want to consider that and go into it?

Secretary MORENTHAU. In tis statement which you gentlemen
gave me an opportunity to read to you today, if all six of these sug-
gestions were made into the law they would raise somewhere between
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$800,000,000 to a billion dollars additional; between $800,000,000 to
a billion dollars revenue in those six suggestions which I read.

Senator BYRD. In other words, it would raise a total of 4.5 billion
if the present bill should be amended according to your suggestion?

Secretary MOROENTHAU. On top of 3.2 billion.
Senator]BYRD. I say 4 billion.
Secretaly MORGENTHAU. Yes.
Senator BYRD. How would you suggest getting the additional

billion?
SecretarT MORGENTHAU. I want to do a little thinking on that.
Senator"BYRD. Would you favor a general sales tax, a manufac-

turers' sales tax?
Secretary MORaENTHAU. That would be the last thing I would

recommend.

Senator BYRD. But you have no plans beyond that which you
recommended which raises approximately $800,000,000 ii, addition to
the bill as passed by the House?

Secretary MORENTHAU. Well, coming before this committee, we
take it very seriously. We take a great deal of pains anc care to
prepare a statement. Now to the best of my ability, I have 1iought
out what the Treasut y should say here today.

Senator BYRD. As a matter of fact your proposals today do not
carry out your formula?

Secretary MORGENTHAU. No.
Senator BYRD. Even on the most limited expen(litures?
Secretary MOROENTITAU. That is right.
Senator BYRD. The formula of two-thirds pay-as-you-go and

one-third borrowing.
Secretary Mf ORGENTIIAU. That is right.
Senator BYRD. Does this $800,000,000 additional include the

$300,000,000 that was lost by the House?
Secretary MORGENTHIAU. It is in that.
Senator BYRD. In not agreeing to the tax on husband and wife?
Secretary MOROENTHAU. Yes.
Senator BYRD. That is $500,000,000 of additional new taxes that

have not yet, been suggested, that your suggestions would bring in?
Secretary MOROENTHAU. That is approximately correct.
SenatorBYRD. Would you care to submit to the committee a pro-

)osal whereby your formula could be ca'ried out in full?
Secretary SIoRoENTHAU. I would be very glad to.
Senator BYRD. I would be glad to see it.
Senator BARKLEY. Let me ask you right on that point: Outside of

tile possible imposition of this general sales tax, concerning which
I agree with you, I would favor only as a last resort, what other new
sources of income are there from which we could get $501,000,000 or
$2,000,000,000 of income, or any substantial part of it?

Secretary MOROENTHAU. There are not any new sotoces, Senator
Barkley; you would just have to increase the present sources.

Senator BARKIhEY. That is it. It is a simple matter in one way,
provided you do not go so far as to kill the goose that lays the golden
egg, to increase the various rates that are now imposed in the bill to
raise tile required amount. Outside of the general sales tax which
you mentioned, there is no substantial new source which you can tap?

Secretary MOROENTIAu. That is correct.
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The CHAIRMAN. Any questions, Senator Gerry?
Senator Gi.iaiiy. No.
Senator BAILY:v. )o you know what we are SPeIldilg on le silver

programs now?
Secreti'y MOI, ENTiIAU. Yes. We bought something like 35,000,-

000 ounces. I will ask Mr. White to go intto that Subject.
MIr. WHITE (11lnr'y 1). White, Director of MoeItary Research,

Treasury Department). In the first 6 months of this year we bought
approximately 35,000,000 ounces of domestic silver. In dollars it
wotild b( alproximately $25,000,000.

Semitor BAIEY. How al)out the foreign silver?
Mr. WHITE. The foreign silver has been very much less than that.

I lhink soiietliiig in the neighborhood of $2,000,000 or $3,000,000 a
11o11thi.

Senator BuLf:v. At. the rate of $33,000,000 a year?
Mr. WHITE. Tle rate is not that high. Tihe first ( months of this

year we l)urchased a pproximately $12,000,000 of foreign silver.
Senator WALSH. Whmt wOuldwe save if we releal the silver legis-

lation?
M'r. WHIITE. The Treasury would not save allythilig, l)ecause the

Treasury issues curre ncy equ .al to the cost value of the silver which it
buys, anld theii there is tile silver seignioiage which it coul take
advantage of if it wished to. As fr as the budget is concerned,
neither the purchases of silver nor the l)urclases of gold ald to th,
expenses of the Government.

Senator BYRD. What have been the total purcliases of gold?
Mr. WHITE. This year?
Senator BYRD. Since the phl was adopted.
M'r. WIHITE. I calin1ot give you an exact figure. Ap)proximately

$15,500,000,000.
Senator l ,m) None of that exl)elditure is affected in the Bu(get?
Mr. WITE. No. Gold certificates or gold-certificate credits are

issued lgailist tile gold which is purchased.
Sent0tor VANDEN111:11G. If You repvaled the le islaition and let silver

take its normal l)ric'e ins;tead of a pumpe'd-up price, would not it mIake
a difference in the Treasmy's prospective situation?

M\if-. WII'E. lndiniectly, it lm ay Ilake Some di(l'ehncet in the selns
that tho contintlu( issue )f silver certific ates adt this time by increasiliig
tfl amount of money ill circulation has ai enilley to ill(,rese the
pricv.s slightly. With iin(asi iu, prices it iakes t financial l)ic(tn'
so fal as tie reisnmr'v is colc(ern'Id, a. little more diflfcult'. However,
when you talk about tie effect. of silver on tle filicial )ictunie, we
MY dealing ill tle real ot siiiall nialglnitithes.

S(enator VANDENI ERG. Is theli an inflationar-y influell(ce in the
gold ald silver purchases?

Mr. \Viii'r,. 'There is in the silver lbut, as I say, only slightly.
You are l(, aliig in magnitudes of $35,0)0,000 of sil ver l)rchases 'ii
a 6-months' l)eiod as against 45 billions of currency and demandd
deposits. You can appreciate the fact, that the consequences of stich
relatively sintll ad(litions to the money supply on tl)' price system
would not be very signiitiant.

Senator BARKLEY. As a matter of fact, the use of the phrase "pur-
chase of silver" is a misnomer, is it not? Tile Treasury does not
pay out any money for silver; it saves the silver and issues silver certifi-
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efaes which are taken back by tie person who brings the silver to tile
iniit and tie Treasury andi tie silver certificates are issued and put
in circulation?

Mr. WHITE. Yes.
Senator BARKLEY. You do not ad(! to the taxes by the purchase of

silver?
Mr. WHITE. No.
Senator BARKLEY. Or gold, either?
Mr. WHITE. No.
Senator BYRD. It is as good as any other money.
Senator BARKLEY. It, is paid to the man who brings the silver in.
Senator BYRD. That mail can take the money and spend it for

anything lie likes.
Senator BAIMKE. The Treasury did not lay for it.
Senator BYnD. Somebody paid for it. I have often wondered what

would happen if gold, for example, went back to its price of $20 an
ounce and the Government theii had a loss of eight or nine billion
dollars on the gold it paid $35 an ounce for. Ilow would that be
financed?

Mr. WHITE. Well, if you revalue the gold--
Sen1at(0r BYRD (interposing). I do not mean if you revaluo the gold.

Sul)pose the artificial level of gold were stopped anud gohl went to the
original level that it was wheii it started to go ill), of $20 an otmce an(d
thereby occasion a loss in the gold we now have by billions of dollars,
how Nvouh( that be finan ed in th(e Goveirmnent operations?

Mr. VHIT'E. Senator, I (10 not undlerstan(l what you mean when
you speak of an artificial price for gold. 'hhIe price of gold in any
country is the rate which the particular governmelt establishes as
tIe mint price, provided of course, the government is ready to buy or
sell gold at that mint plce.

Now then, that is t lie price of gold in this country, it is $35 an ounce.
Senator ByrD. It was increased arbitrarily from $20 an ounce.
Mrh'. \VHIuE. It WaS increased by legislation to $35 an ounce.
Selnator Bylu). I contend that that is an artificial price, and I am

assuming that the price went lown to the prior level.
Mr. W\ i'r.. Assuming tle Congress reduied the price from $35 an

ounce to $20 an oul.(, that. constitutes a revaluation of tle goll.
Senator Byi). Is it your judlglilent that the gold would be $35 an

ounce now in the event our Goveriment (lid not pay $35 for it?
Mr. WHITE. The price of gold is whatever Congress states that it

shall be, provided the Treasury buys and sells gold at the statutory
price.

Senator Byim. There is no question ill your mind but that the
value of gold was increased to $35 all ounce arbitrarily by the price
fixed. Was that not in excess of the world price that existed at the
time that price was fixed?

Mr. WHITE. I do not want to appear pedantic, l)ut obviously the
p rice of gold in tile United States is what, you gentlemen make it.
If Congress states it is $35 an ounce, that'is what it is. In each
country the price of gold is in the terms of the currency of that country.
In England it is in pounds, i I France it is francs, in Argentina it is
pesos. The answer to your question, I take it, is that the price of gold
in the United States is what Congress fixes it at.

Now, let us proceed from there? What was the further question?
01977-41--3
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Senator CONNALLY. Let me ask a question. The gold is worth in
any country whatever that country says it is worth in terms of the
money of that country, is it not?

Mr. WHITE. That is not wholly true, Senator. It may fix a price
for gold, and the price in that country, in the currency of that country,
might be out of alinement with the market price because the govern-
ment cannot or does not wish to buy and sell gold at the statutory
price.

Senator CONNALLY. That would not be because it did not have a
sound currency. In the United States, for instance, we called it
worth $20 an ounce; it was worth $20 an ounce because we said 20
grains of gold was a dollar.

Mr. WHITE. Exactly.
Senator CONNALLY. And it is worth $35 an ounce now because we

say that the same amount of gold is now worth $35, which was for-
merly worth $20.

Mr. WHITF. Exactly.
Senator BYID. It. is only worth $35 on the assumption that we buy

all of the gold offered at $35.
Senator CONNALLY. No; it would be worth just the saine regardless

of that.
Senator BYRD. It would not be worth that over the world unless

we were willing to pay $35 an ounce for all the gold that was offered us.
Mr. WHITE. When Congress says that the price of gold is $35 an

ounce, and if we (t1 not impose any restrictions on the amount of gold
bought and sold, then whatever go1d comes in we pay $35 an ounce for.

Senator BYRD. We have bought all the golly that, has been offered
to us, at $35 an ounce, have we not?

Mr. WHITE. We have.
Senator BYRD. Russia or any other country in the world?
Mr. WHITE. From countries all over the world.
Senator BYRD. What is the cost of production of gold?
Mr. WHITE,. It varies very greatly, not only from country to county

but from mine to mine. It, not only varies from mine to nine but as
you well know, it, will vary from portions of the same mine.

Senator BYRD. There must be some average figure.
Mr. WHITE. The possibility or likelihood of getting an accurate

average figure on the cost of production of gold the world over is
extremely small, because gold mines do not issue their cost figures.

Senator BYRD. You are an expert and well-informated about it.
What is your opinion about it?

Mr. WHITE. Let me put it this way, Senator, and see whether this
answers your question. There are some very rich gold-mines that
can produce gold at a cost roughly equivalent to $12 an ounce.
There are very few such gold mines, however. There are a large
number of gold mines that produce gold at costs running from $20
to $30 an ounce. There are some gold mines that produce gold and
make a very small profit.

Senator BYRD. What would be the average for these larger mines,
75 percent, say of the production?

Mr. WHITE. I should say somewhere between $20 and $30. It is
just a guess and nothing more.

Senator BYRD. We are paying more, considerably more for gold
than the cost of production?
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Mr. WHITE. For gold from many mines that is true.
Senator BYRD. What percentage of the total gold in the world does

this country now own?
Mr. WHITE. I should say roughly about 75 l)ercent.
Senator BYRD. As long as we pay substantially more than the cost

of production of gold, then we are paying an artificial price, are
we not?

Mr. WHITE. No; I should not say that. Would you say, Senator,
that the price of wheat on the market is artificial because there. were
different costs and some farmers get more than the cost of production?

Senator BYRD. That would be governed by how much the fluctua-
tion would be. As I understand you, some large mines produced it
at $12 an ounce.

Mr. WIHTE. Yes.
Senator BYRD. If you pay $35 an ounce, that is considerably in

excess of the cost of'production at practically any mine?
Mr. WHITE. If you wish to say when Congress passes a law fixing

the price of gold, that Congress is doing something artificial, that is
all right.

Senator BARKLEY. What Congress does is not to fix the price of
gold, except indirectly by saying how much gold is going into a dollar.

Mr. WHITE. That is correct.
Senator BYRD. I want to differ with you, Senator Barkley. We

are buying all the gold that is offered to us from all over the world,
and the Treasury will pay $35 an ounce for that gold.

Senator BARKLEY. How much of this 75 percent of the gold does
the United States own?

Mr. WHITE. It owns all of it. It has title to all of it.
Senator BARKLEY. I am distinguishing between the Government

of the United States and the Federal Reserve Bank. What is the
proportion of that gold that is in the Treasury?

Mr. WHITE. The title to gold rests in the Government.
Senator CONNALLY. The Government issues gold certificates against

the gold, it issues certificates to the Federal Reserve bank.
Mr. WHITE. That is right.
Senator BARKLEY. Not to the public. The average man does not

get any gold certificates.
Senator BYRD. The gold certificates are passed between the Govern-

ment and the banks.
Senator LA FOLLETTE. I would like to very respectfully suggest that

the Banking and Currency Committee may feel we are impinging on
their domain.

Senator DANAHER. We (1o not get any further there either.
The CHAIRMAN. Senator Gerry, any questions?
Senator GERRY. No.
The CHAIRMAN. Senator Guffey?
Senator GuFFEY. I have no questions.
The CHAIRMAN. Senator Danaher?
Senator DANAHEAR. Mr. Chairman, I would like to ask the Secre-

tary if there is under consideration some new plan for the taxation of
insurance companies?

Secretary MORGENTHAi. Not as far as I know. It has not been
brought to my attention.
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Senator DANAIIER. I understood you in your statement, or at least
in answer to some questions, you said the last thing you wished to
impose would be a general manufacturers' sales tax, or words to that
effect?

Secretary MORGENTIIAU. That is right.
Senator DANAIIER. Well, would not you consider the imposition

of this manufacturers' sales tax, which we call an excise tax in the bill
submitted, to be just that?

Secretary MORGENTHAU. To my mind, there is quite a difference.
Senator D\NATER. "There shall be imposed on thme following ar-

ticles sold by the manufacturers: Sporting goods, electrical appliances,
office equipment, photographic apparatus, washing machines," those
are not excise taxes, are they?

Secretary MORGENTHAu. That list has been very carefully selected
from the point of view of articles which would compete with our na-
tional defense, or articles which are considered luxuries at this time.

Senator DANAHER. Do you consider typewriters to be luxuries?
Secretary MORGENTHAU. That depends upon who uses them.
Senator DANAIIFR. The Government uses over half of those pro-

duced. Are you going to drive those out of business on that l)rinciple?
Secretary MIORGENTHAU. We may have to. [Laughter.]
The CHAIRMAN. Senator Radcliff e, have you any questions?
Senator RADCLIFFE. Mr. Secretary, do you believe that the manda-

tory joint return is essentially soundl, or i1 you approve of it merely
because of the fact that there hiave been certain transfers of the charac-
ter which you referred to?

Secretary MORGENTIJAU. I would say a combination of both.
Senator RADCLIFFE. Will you explain that?
Secretary MORGENTHAU. I just feel this Way, that at this time, a

husband and wife through being able to make separate returns, have
a privilege that enal)les them to pay less than if they paid on one return
by each one of them, and if we are going to go out an dask the mail who
earns $70 a year to pay a dollar or two of tax, I for one, cannot face
that man unless I can say to him,"I have exhausted every other oppor-
tunity to make every other group pay their fair contribution."

Senator RADCLIFE. That is, you think the method is sound even
though there were not these transfers to which you referred. Do you
think that is a sound way of doing it, even though they were not trans-
ferred from husband to wife and therefore, the taxes niot reduced?

Secretary MORGENTHAU. I believe, under the present abnormal
Conditions, it is Sound.

The CHAIRMAN. Senator Brown, do you wish to ask the Secretary
any questions?

Senator BROWN. Mr. Secretary, this bill is divi(led into main parts,
income taxes producing 2M billion and miscellaneous income-revenue
taxes producing the balance of about a little over a billion. How
much are we losing every day or every month by not having the
excise taxes ill effect now?

Secretary MORGENTHAU. May Mr. Sullivan answer that?
Senator BROWN. Yes.
Mr. SULLIVAN. A little over $2,400,000.
Senator BROWN. Per day?
Mr. SULLIVAN. Per day, sir.
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Senator BROWN. It took the Ways and Means Committee roughly
3 months to perfect this bill anl present if for passage in the House.
I made a suggestion sonim time ago that I thought it would be wise to
attni, pt to divide the tax bill and give consideration as rapidly and
as early as possiblee to tie excise taxes. While there would be con-
siderable discussion, I (1o not think there will be as much discussion
as there will be over the income taxes, with the joint return fight,
lowering the base fight, so on and so forth. Would it, from your
standpoint, be possible and desirable to attempt to divide this bill
into two parts and pass the excise tax section anleave out the incomnP
tax for further consideration, having in mind that the income taxes
(10 not and cannot he effective until January 1, while the excise taxes,
as I recall it, under this bill would go into effect 10 (lays after passage?

Mr. SULLIVAN. Our exl)erience, Senator Brown, has been that the
members of the committees feel that there is an interrelation between
the (liff'erent parts of the taxes; that is, what they are willing to do in
personal income taxes dependss in some measure upon what they do
in excise taxes. Now we share with you the view that it is important
and profitable to have the excise portions of this bill go into effect as
soon as possible.

We also feel that it, is important to the taxpayer, as Secretary
Morgenthau said in his statement,, that the individual and the cor-
orate income taxpayer shall have a fair idea of what his taxes are to
e as soon as possil)le.
Senator BROWN. My view is, we are losing pretty close to $0,000,-

000 a month l)y not having these excise taxes in effect. We have been
in difficulties over the income-tax side of this bill. If we take as long
a time as the Ways and Means Committee did-which I hope we will
not-if it takes 3 months-we might get these excise-tax difficulties
out of the way in a month and we would save $180,000,000; that is,
we would gain $180,000,000 if we could do that.

Mr. SULLIVAN. That would be about $2,500,000 a (lay.
Senator BARKLEY. Inasmuch as the House has sent this bill over

as a whole, if we simply struck out all of it except the excise taxes
aid( passed it, the whole bill would have to go to conference between
the House and Senate.

Senator CLARK. That would mean striking out all except the
excise taxes and then going over it again?

Senator BARKLEY. WT could not initiate the excise taxes and
raise the income we are talking about.

Senator JOHNSON. I wanted to ask, Mr. Secretary if the Treasury
is entirely satisfied with title V and title VI that have to do with
the levying of excise taxes, or will there be additional recommenda-
tions from the Treasury with respect to these two titles?

Secretary MOROENTHAU. Senator, I would be glad to answer, but
I believe Mr. Sullivan is going to follow me. Will it be agreeable to
you to wait?

Senator JOHNSON. Perfectly agreeable.
Secretary MOIGENTHAU. I think that is right.
Does not lie follow me, Mr. Chairman?
The CHAIRMAN. Yes; if you wish him to.
Secretary MOROENTHAU. That is agreeable.
The CHAIRMAN. That is entirely up to the Treasury.
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Secretary MORGENTHAU. Could he take care of that?
The CHAIRMAN. Yes.
Secretary MORGENTIAU. Is that agreeable?
Senator JOHNSON. Perfectly agreeable.
Senator WALSH. Mr. Secretary, I was impressed with your sugges-

tion about simplifying the form on which tax returns can be made by
people with incomes under $3,000. Has the Treasury thought of a
system to simply ask the taxpayer questions in writing and having

im file it and the Treasury compute a tax and send him his tax bill,
which is done by local communities very often?

Secretary MOROENTHAU. We have not thought of that, but Mr.
Sullivan has the simplest blank I have ever seen.

Senator WALSH. It requires a taxpayer, however, to do the com-
pilation?

Secretary MORGENTHAU. This woqld not.
Senator WALsII. He would not /have to figure what his tax was

finally?
Mr. SULLIVAN. No, sir.
Senator WALSH. Very good. it is along the line on which I

have been speaking.
Secretary MORGENTHAU. Yes.
Senator WALSH. There is one other thing I would like to ask about.

Will you or somebody from the Treasury submit the proposed increases
of the estate and gift taxes?

Secr~taryMOGENTHAU. We will be glad to.
SenatorWA LSH. And the Treasury's plan for excess-profits taxes?
Secretary MORGENTHAU. Yes, sir; we will be glad to.
Senator GUFFY. Mr. Secretary, is it your intention, or the int6n-

tion of your Department, to offer a modified joint tax return on the
lines you suggested to the present form?

Secretary MO IOGENTHAU. This blank which I was talking about is
in connection with income of people under $3,000.

Senator GUFFEY. I mean a modified joint tax return for husband
and wife.

Secretary MORGENTHAU. We can.
Senator GUFFEY. Are you going to submit one on that?
Secretary MORGENTHAU. We will, at your request, be glad to.
Senator CONNALLY. It will not include the Senator from Pennsyl-

vania, of course.
The CHAIRMAN. Senator Clark, did you have anything?
Senator CLARK. No.
The CHAIRMAN. Are there any other questions for the Secretary

to answer? If there are no other questions, we will proceed with Mr.
Sullivan.

Senator CONNALLY. I want to ask some questions of somebody.
The CHAIRMAN. Do you wish to ask him some additional questions?
Senator CONNALLY. Yes, Mr. Chairman. Is there a tax on yachts

now?
Mr. SULLIVAN. Under this bill there is a tax.
Senator CONNALLY. Has there not been all the time?
Mr. SULLIVAN. No, sir.
Senator CONNALLY. You do tax yachts. How about sporting

goods?
Mr. SULLIVAN. Sporting goods are included.
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Senator CONNALLY. Shotguns and rifles for sporting purposes?
Mr. SULLIVAN. They are already taxed under the present law.
Senator CONNALLY. We haven't any increase on those?
Mr. SULLIVAN. No, sir.
The CHAIRMAN. Mr. Secretary and Mr. Sullivan, will you please

supply the committee, if you are not presently prepared to do so, with
the estimated yield from the excise taxes for 1942?

Mr. SULLIVAN. Yes, sir.
The CHAIRMAN. Under existing law?
Mr. SULLIVAN. Yes, 'sir.
The CHAIRMAN. We will be glad to have tlat. And you will also,

of course, have the estimated yield under this bill.
Mr. SULLIVAN. Yes.
The CHAIRMAN. I was particularly interested in getting the 1942

fiscal estimate under existing law and the yield from the excise taxes.
Mr. SULLIVAN. I think it might be helpful to the committee, Mr.

Chairman, if we prepared that chart in a form showing the anticipated
yield under the present law, the additional yield tinder the proposed
bill, and then the total in the third column.

Mr. CHAIRMAN. Exactly.
Mr. SULLIVAN. Provided this bill is enacted into the law. We will

have that for you as soon as possible, sir.
The CHAIRMAN. Would it be possible to have also a statement from

the Treasury of the total number of corporations that would pay
excess-profits taxes under the present law and indicating the per-
centage of the taxpaying corporations paying excess-profits taxes
between the two classes, that is, those who take the earned income
credit and those who take the invested capital credit?

Mr. SULLIVAN. I can give that to you now if you like it, sir.
The CHAIRMAN. When you come on the witness stand.
Mr. SULLIVAN. I have that;yes, sir.
The CHAIRMAN. You have that already?
Mr. SULLIVAN. Yes.
The CHAIRMAN. Now, Mr. Secretary, I believe there are no other

questions.
Senator CONNALLY. I want to ask him a. little short question.
The CHAIRMAN. All right.
Senator CONNALLY. MJyr. Secretary, what is the present limit on the

amount of earned income that you can deduct?
Secretary MORGENTHAU. $14 000.
Senator BARKLEY. May I ask, Mr. Sullivan, if he has prepared or

can furnish the committee with a table or a list of a numerical estimate
of the couples, husbands and wives, who would be included in the
modification of the joint return suggestion that has been made by the
Secretary You said awhile ago that your revised figures would
estimate about 170,000 families.

Mr. SULLIVAN. About 215,000 families would file separate and com-
munity property returns under existing law.

Senator BARKLEY. How many of them would be included in your
earned income brackets as applying to both husband and wife?

Mr. SULLIVAN. I will try and give you our best guess on that as
soon as possible, Senator Barkley.

Senator VANDENBERG. May I ask if there is any estimate available
as to what this would produce if we were to follow this?

Mr. SULLIVAN. We will have that for you; yes, sir.
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Senator BAILEY. Have you a table as to the consolidated return Or
the prohibition of the separate return of husband and wife, by States,
as to how niany people wouhl be affected in each State?

Mr. SULIAV,N. Yes.
Senator BAIEY. That, is in the flouse report?
Mr. SULLIVAN. Yes, sir'. That is already in.
(See 11. Rept. 1040, 77th Cong., 1st, sess., p. 16.)
The CHIAIRMAN. Nlr. Se retarv, we thank you for your appearance

before the committee. You desiree Mr. Sullivan to come on next?
Secretary,\ lo1o, ENrnT. Thank you, M r. Chairman, for the

courtesy. I am available at, any time.
The CHIAIRMAN. All right, Mr. Sullivan, you may proceed wiil

you are ready.

STATEMENT OF HON. JOHN L. SULLIVAN, ASSISTANT SECRETARY
OF THE TREASURY

The CHA,,IRMA!.N. Mr. Sullivan, you have a prepared state einent?
Mr. SLLIV,\N. I have, sir.
The CHAIRMAN. )o yoU wish to roeed with that until You finish

before questions are asked?
Mr. SuIwImm. Whichever way is preferable to the committee. I

think we might perhaps save a lit tie time if I did finish, because in the
statement, I might eventually answer questions which might other-
wise be asked.

The CnAIM N. It probably would be more orderly if you finish
your prepared statement, first. As you say, it might answer some
questions thalat would arise in the mind of someone.

Mr. SULtaI1 AN. Mr. Chairman, and members of the committee: In
his discussion of taxation as an essential part, of national defelise,
Secretary NIorgenthau emphasized the l need for paying a large pro-
portion of the dh defense costs from present taxes and the need for making
full use of the potentialities of the tax system in resisting price infla-
tion. In the final analysis, the jol of defense is lai'gely a pro(luction01). The tax system therefore, must be designed to e-rhane and not

bur(len defense'output. The jol) of defense is also one of national
unity. This makes it imperative that as far as possible the hiuie
tax burden necessitated by the emergency be apportioned among tei
various groups of our' population equita)3' and without discrIiminat ion.

The Secretary has lai(l Iefore you the broad outlines of oiir' tax
problem. My statement will deal more directly with tle provisions
of the pentiing bill.

In tile Secretary's statement, before the Ways and Means Com-
mittee lie indicatell a lieed for legislation to produce annually $3,500,-
000,000 additional revenue. This recommendation was based on the
conclusion that current taxes should provide approximately two-
thirds of the Federal expenditures during the emergency periO~d. In
terms of the fiscal year 1942 reveries anl expentithi'es indicated
last April, $3,500,000,000 additional revenue would have met the
two-thirds-one-third ratio of taxes to borrowing.

In the past, 3 months the fiscal situation has undergone further
change. Expenditures for the fiscal year 1942 are now estimated at.
$22,169,000,000 rather than the $19,000,000,000 as of April 24. Re-
ceipts fron- the existing revenue system, without the pending bill, are
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estimated at $9,402,000,000. Thus, even with $3,500,000,000 addi-
tional revenue, the revenue system would still be $1,900,000,000 short
of the two-thirds-one-third goal.

This bill, 1-1. It. 5417, is estimated to produce in a year of full Opera-
tion $3,216,400,000 or $283,600,000 less than the amount, recon-
nended by the Secretary. Of this total, $864,800,000 or 26.9 per-
cent of the additional re enues will be derived front increases in indi-
vidual income taxes, $1,345,200,000 or 41.8 percent from increases in
corporation taxes, $151,900,000 or 4.7 percent front increases in estate
and gift taxes and $854,500,000 or 26.6 percent from new excise and
increases in existing excises.

With respect to the individual income tax, the provisions of the bill
are confined principally to increases in the tax rates. The present,
rate of the normal individual income tax is unchanged, but the surtax
rates are increased substantially. Moreover, the surtax under the
revised schedule applies to the fir st dollar of surtax net income, where-
as, under existing law the first $4,000 of surtax net income is free from
surtax. The bill provides for increases in the surtax rather than in
the normal tax, in order to place most of the additional tax burden on
the recipients of interest from partially tax-exempt securities.

The rate schedule under the bill differs in certain respects from that
roposed to the Ways and Means Committee by the Treasury. The
ill imposes a tax of 5 percent upon the first'$2,000 of surtax net

income and increases existing rates up to those applicable to $750,000.
The Treasury recommended that the surtax start at II percent on
the first $2,000 of surtax net income. Because of the importance of
curbing the present inflationary tendency anl because of the revenue
it wou(I produce, the Tr('asury. repeats its recommendation.

Senator BYRD. Could you give me the estimate of revenue that.
would be derived from that as compared to the I) percent ?

Mr. SULLIVAN. Yes; under the original Treasury proposal for an
individual income tax surtax schedule without mandatory joint re-
turns, it yielded a little bit in excess of 1.5 billion dollars gross yield
and 1.3 billions net after allowing for the increased corporation taxes.
The surtax schedule that was enacted by the House, including the
mandatory joint returns which accounteAl for about $300,000,000, I
think totaled a net increase of about 1.2 billion dollars. Is that
correct, Mr. O'I)onnell?

Mr. O'IoNNELL. The additional net, yield after allowing for the
effect of increases in corporation taxes, ot the individual income taxes
at, calendar year 1941 estimated levels of business is now estimated at
$864,800,000 after the exclusion of the mandatory joint return pro-
vision which was contained in the original H1ouso bill. That pro-
vision was estimate(] to yield $287,200,000 net as compared with the
$258,000,000 net which 'we estimate will be raised by the present
Treasury proposal for a mandatory joint return provision.

Mr. RUIAAVAN. $864,800,000 without the mandatory joint return.
Senator BYRD. If that was increased to 11 percent, as you recom-

mended, how much additional would be raisedas compared to the 5
percent?

Mr. SULLIVAN. About $450,000,000.
Senator CONNALY. That is $436,000,000 is it, not?
Mr. SULLIVAN. Yes.
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Senator WALSH. That leaves out the joint returns?
Mr. SULLIVAN. Yes, sir.
Senator WALSH. $450,000,000?
Mr. SULLIVAN. Yes. The pending bill leaves the amount of the

personal exemptions and the credit for dependents unchanged. The
Revenue Act of 1940 decreased the exemptions from $1,000 to $800
for a single person and from $2,500 to $2,000 for a married couple.
Approximately 8,200,000 new returns are expected to be filed in 1941,
and it is estimated that there were approximately 4,000,000 new
taxpayers.

Although it leaves the personal exemptions unchanged, this bill will
actually broaden the base. It makes the surtax applicable to the first
dollar of income after the personal exemption and credit for dependents
and since the earned income credit is allowed for normal tax but not
for surtax purposes, some income not now subject to tax will be subject
to the surtax. Under existing law the earned income credit permits
a single person to be free of income tax umless his income is in excess
of $888 while a married couple with no dependents is free of income
tax unless it receives more than $2,222, although the personal exemp-
tions in these instances are only $800 and $2,000 respectively. The
result of the application of the "surtax to the first dollar of surtax net
income, as provided in the bill, is to make taxable approximately
2,470,000 people who otherwise would be free of tax with the same
income. These, together with the persons who will become taxable
as a result of increases in their income are expected to raise the number
of 1942 income taxpayers 3,405,000 over the 1941 number.

Senator VANDENBJERG. And what does that make the total number
of taxpay0re?

Mr. SULLIVAN. It is estimated, Senator Vandenburg, that if the
ending bill is enacted, 17,107,000 individual income-tax returns will
e filed during the calendar year 1942, and of this number 10,P25;000

will be taxable. To complete the picture at this point, if you care to
write these figures down, if the recommendations subsequently to be
made in this statement are adopted, that will add to the 17,107,000
people filing income tax returns, another 4,900,000, so that there will

e a grand total of 22,000,000 individual income-tax returns filed in
1942.

Senator CONNALLY. Mr. Sullivan, let me ask you, the figures
10,000,000 who file returns and do not pay any tax

Mr. SULLIVAN (interposing). The 10,000,000 are the ones who are
taxable.

Senator CONNALLY. 7,000,000 who will file returns will not pay any
tax. Whom do you require to file a return now under this bill?

Mr. SULLIVAN. The requirements are on gross income, rather than
net income, you see. A person could have a gross income and the
deductions may be such as not to require him to pay any tax.

Senator CONNALLY. You mean, if he haF, a gross income of over $800
he has got to file a return whether he pays any tax or not?

Mr. SULLIVAN. That is correct.
Senator CONNALLY. That is what I am trying to get at.
Mr. SULLIVAN. Even though there is a cost in our handling of the

nontaxable returns, Senator Connally, it is not very great. It only
averages about 50 cents per nontaxable return. We think it is well
worth while to maintain a continuity of tax record on the individual,
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because if the next year he goes over and he has not filed, we look
him up and we would get more than the 50 cents.

Senator Connally. You would get more taxes from people who are
now not filing any return at all, thinking they are not taxable?

Mr. SULLIVAN. That is correct, sir. That is our anticipation.
Senator VANDENBERG. Will you add one more figure at that point?

You are going to have 22,000,000 returns under your proposal?
Mr. SULLIVAN. Yes.
Senator VANDENBERG: How many will be taxable?
Mr. SIULLIVAN. Well, under the pending bill, of the 17,107,000 we

would ai'ticipate that 10,925,000 would file taxable returns. Now,
I estimate that if exemptions are lowered to $750 and $1,500 an
additional 4,900,000 returns would be filed, of Which 2,276,000 would
be taxable.

Senator VANDENBERG. In round numbers, you would *have 13,-
000,000 returns?

Mr. SULLIVAN. Just about.
Senator LA FOLLETTE. While you are getting more money from the

people in the upper brackets when you reduce the exemption?
Mr. SULLIVAN. That is quite true.
Senator LA FOLLETTE. That is where the real revenue actually comes

from.
Mr. SULLIVAN. Of the $303,000,000 we anti,ipate we will gain as

the result of lowering the exemptions, the overwhelming portion
comes from the people who today, last year, over the last few year
have already been on the tax roll. When you lower the personal exemp.
tion for married people $500 as you didlast year, one of the results
of that is that the married person who is already paying a tax has
$500 removed from his exemption and put on his income at the
very top bracket.

Senator VANDENBERG. There is not any doubt about that. I was
just trying to find out how much you were broadening the base in
terms of people.

Mr. SULLIVAN. Yes.
Senator CONNALLY. What would you say about reducing the married

exemption to $1,500 but not taxing them as high as you would, say
from $2,000 up, say 4 percent, 3 percent, do not you think we would
get a good deal of money there?

Mr. SULLIVAN. I think when we come to the tables you will see
that the schedules that are now in the law are not at all too harsh on
those people in the lowest brackets.

Senator CONNALLY. I am talking about reducing the exemption
from $2,000.

Mr. SULLIVAN. I am going to recommend that they be reduced to
$1,500 for married people and $750 for single people, and that the
surtax rates apply on that basis, and we have the tables here to show
just what they will have to pay in taxes.

Senator VANDENBERG. The total bill passes far beyond the figures
you and I have been talking about. For instance, the automobile
use tax will reach around 32,000,000 people.

Mr. SULLIVAN. It will if it is enacted.
Senator VANDENBERG. That is what I mean. Certainly it will not,

if it is not.
Mr. SULLIVAN. I beg pardon?
Senator VANDENBERG. Certainly it will not if it is not enacted.
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' * Mr. SULLIVAN. That is right. I will reserve my comment on that
for a moment.
,, Senator VANDENBERG. All right.

Mr. SULLIVAN. In the early stages of this bill the Treasury Depart-
ment took the position that, in view of this substantial broadening of
,the base, personal exemptions should not be lowered further. How-
ever, the threat of rising prices alters the situation. If the cost of
living rises substantially, the effect will be to tax small incomes much
more than an income tax would at the rates provided in this bill.
The reduction of personal exemptions will make it possible for a large
number of persons in the country to feel that they are making direct
.contributions to the defense program. During the course of this tax
bill we have had evidence that many people want to make such a
direct contribution.

As the Secretary pointed out, persons with small incomes should
have an opportunity for filing a short, simple return and finding the
amount of the tax on a table instead of being obliged to file the regular
return and to make the regular tax computation. The secretary has
placed in your hands an illustrative schedule and discussed briefly its
application.

I would like to indicate in somewhat more detail how the proposal
would operate.

(At this point the following return form was distributed to members
,of the committee:)
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Form 1040A
TREASURY )EI'ARTM ENTIt TxaR4AL lt~vE. tr's SE.RVICE

[Front)

33,

1941

UNITED STATES
OPTIONAL INDIVIDUAL INCOME AND DEFENSE TAX

(Auditor's Applicable to salaries, wages, and other
Stamp) iidental income not in excess of $3,000.

(NOTE-FIf yoU are engaged In a profession or business (Includ-
Ing farmine), or are a nuember of a partnership, or had income
or losses from the sale of property, use Form 0lo0)

To be filed with the Collector of Internal Revenue for your
district on or before ,March 15, 1941

PRINT NAME AND IIOME OR RESIDENTIAL
AI)DItESS PLAINLY BELOW

(Name) ('qe given names of both husband and wife, if this

is a Joint return)

(Street and number, or rural route)

(ositoilce.. ..... (Cnunty) (StWte)

RETURN

)o not write In
these spaces

Serial
No.

Amount
'ald, $

(Cashier's
Stamp)

Cash-Check-
M. 0.

QUESTIONS

1. What is your occupation? ...................... 4. Are Items of income or deductions of both husband
2" Check whether you are a citizen 0 or a resident and wife included in this return? ............

alien 0 5. State name of husband or wife if a separate return
3. Did you file a return for any prior year? ....... was made, personal exemption, if any, claimed

If so, what was the latest year? ........ To thereon, and the Collector's office to which it
which Collector's office was it sent? .......... was sent: .....................................
............................................... ...............................................

t
iem No.

I. Salaries and other coapensation for personal services ............................ S. . _ --
2. Tll other income .................................................................. ....... ....

I. Total Income....................................................------ -$.........--

,. Tax to be paid (from Schedule A on reverse side) ................................. ....

Explanation of status with respect to personal exemption and credit for dependents

(1) Personal Exemption (2) Credit for Dependents

Nam ofDepnd-Under Over
Status Ced ent and Relation- 1 18 Credit

Claimed ship years years Claimed
old old

Single, or married and not living . . . ................... ................
with husband or wife ............. $ ........ . ............................

Married and living with husband . .
or wife ............................................. ........... ....

Lead of family (explain below) ...... .......... .... R
Reason for support if

----------. I..............................over 18 years old ......... ...............

AFFIDAVIT
l/we swear (or affirm) that this return has been examined by me/us, and, to the best of my/our knowledge

and belief, isa true, correct, and complete return, made in good faith, for the taxable year stated, pursuant
to the Internal Revenue Code and regulations Issued under authority thereof; and that I fwe had no income
from sources other than stated hereon.

Subscribed and sworn to by ........................ ...................................................
(Signature)

before me this ..... day of ....... .. 1942....................................... ' --
(Signature)

...... ................................. -...... (If this is a joint return (not made by agcnt), It
( ignature and title of officer administering oath) must be signed by both husband and wife It.tust. I

be sworn to before a proper officer by te spQqso .
preparing the return. Ifneither or both teipeo o i Ireturn, It must be sworn to by both spouses.)
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(Back)

Schedule A

If your total
income Is-

From- To-

$1
751
776
801
826
851
876
901
926
931
976

1,001
1,026
1.051
1,076
1,101
1,126
1,151
1,176
1,201
1,226
1,251
1, 276
1,301
1,326
1,351
1, 376
1,401
1,426
1,451
1,478

$750
776
800

850
875
90O925
950
975

1,000
1,025
1,050
1,075
1,100
1, 125
1,150
1, 175
1,200
1,225
1, 250
1, 275
1,300
1, 325
1,350
1 ,375
1,400
1,425
1,450
1,475
1,500

Your tax Is-

Single Married
person I person'

........ ........

$1 ........
2 ........

3 ........

5 ........

7 --------

0 ....... .

it ........
13 --------
15 . . . .
17 ........
19 ........
22 ........

24 ........
26........

28 ........

30 ........

32 ........
34 ........
36 ........
39 ........
41 ........
43 ........
45 ........
47 ..... ..
49 ........
51 .. ..

2' ...
36..

If your total
Income Is-

$I 2501 $1,525
126 1.6W0
1,521 1,676

1,01 1,625
1,626 1,65
1,651 1,075

,676 1,700
1,701 1,725
1,726 1,750
1,751 1, 776
1,776 1,800
1,801 1,825
1,826 1,850
1,851 1,875
1,876 1,900
1,901 1,925
1, 926 1,950
1,951 1,975
1,976 2,000
2,001 2, 02
2,026 2, 050
2,051 2,076
2,078 2,100
2,201 2,125
2,126 2,150
2,151 2,176
2,170 2,200
2,201 2, 22
2,2-26 2,250

Your tax Is-

Single Married
person 11 person I

If your totalincome is-

From- To-

$2,251 $2,275
2,276 2 300
2,301 2,325
2,326 2,350
2,351 2,375
2,376 2,400
2,401 2,425
2,426 2,450
2,451 2, 475
2,476 2,500
2,501 2,525
2, 526 2, 50
2, 51 2, 675
2,576 2,600
2, 601 2,625
2,620 2,650
2,651 2,675
2, 76 2,700
2, 701 2, 725
2,726 2 750
2,751 2,775
2,776 2,800
2, 801 2, 825
2,826 2,850
2, 51 2,875
2, 876 2,900
2, 90 Z9M5
2,926 2,950
2,951 2, 975
2,976 3,000

Your tax is-

Single Married
person person I

$126 $59
128 61
130 63
132 65
134 68
136 70
139 72
141 74
143 76
145 78
147 80
149 82
151 85
153 87
156 89
158 91
160 93
102 95
164 97
166 99
169 102
172 104
174 106
177 108
180 110
183 112
186 114
189 116
192 119
195 121

I For each dependent, subtract $40 from your total Income and use the balance to determine your tax.

The proposal is inten(led to apply primarily to persons with incomes
from wages, salaries, and interest. A great majority of small incomes
is of these types. The incomes of small businessmen, however, are
more complicated, involving, as they do, costs of materials, inven-
tories, depreciation, and otler expense items.

The simple return form would not be of value to them since coil)u-
tations of these items would be necessary before income couhl be deter-
mined. For other taxpayers with incomes of not more than $3,000,
however, the short form would be provided.

Since the short form would be made optional rather than comptil-
sory, the taxpayer woulh not lose any rights lie has under existing law
to benefit if lie desires from specific deductions such as losses not cov-
ered by insurance or capital losses.,

In order that the typical taxpayer using the simple table might
derive substantially the same tax benefit from deductions that he now
derives, the tax appearing on the table should take into account the
average amount now deducted by persons with small incomes. Fin-
ally, in order to simplify the income-tax table, incomes would be
grouped in blocks of $25 with the same tax payable for all incomes
within that particular block.

For example, take the case of a single man with a salary of $1,880.
If we assume that the personal exemptions recommended by the Presi-
dent of $750 for single persons and $1,500 for married persons and
heads of families were adopted, this taxpayer would compute his tax
in the following manner:
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Now, before I go further with my statement, I would like particu-
larly to call to your attention that this is merely an illustrative schedule
and an illustrative form. [Referring to the schedule introduced by
Secretary Morgenthau.] It has been drawn up on certain assumptions
and it is being presented to you here today, not for reconnendation
in the form in which you now find it, but to demonstrate the general
idea that is involved in this recommendation.

Senator WALSH. It does not need any action by us. The Treasury
itself, can adopt this form; can it not?

Mr. SULLIVAN. No. I think we will have to have some provision
in the statute, Senator Walsh, to (1o it.

Here is a man who has an income of $1,880; on the face of the short
income-tax form, he would write down his salary of $1,880 on line 1;
he would then look at the back of the return and see that his income
fell in the block from $1,876 to $1,900, and being single, he would
find that his tax would be $94 and this he would enter on the front of
the return at line 4. That would comprise all of the computation
that man would have to make.

Now, let us assume that it is a married couple with two children
and they have a salary income of $2,700 and an interest of $54;
they enier the $2,700 on line 1 and the $54 interest on line 2 under
the heading "all other income"; they add them together and get
$2,754; they turn the form over, they follow it down and they find
out where $2,754 is. From this $2,754 of course they have to deduct
$800 for the credit for their two dependents. That leaves them
$1,954. They look down the table for the $1,954 and they find that
they owe a tax of $33 which they write in on the fourth line, and that
is the end of their computation.

We believe that this is an extremely simple method which will be
very helpful to these people, many of whom have had no financial
experience and many of whom have never even seen an income-tax
return.

Senator RADCLIFFE. Mr. Sullivan, do you think it is advisable to
make a reference, to include husband and wife? As you say, many
of the people do not know anything about the returns. The word
"dependents" might not be clear to them.

Mr. SULLIVAN. There are some complications in this thing that can
easily be ironed out; that I was saving for our discussions when we go
into executive session. As a matter of fact, to use just one table, we
will have to provide that married spouses, where they both work, will
have to report jointly, or if, they choose to report individually they
will have to report as single persons, since under these recommenda-
tions the personal exemption for a married couple will be exactly
twice that of a single person. That works out mathematically correct.
We will also have to provide that they cannot pro rate their personal
exemption to their credit for dependents. One or the other will have
to take that.

Senator BARKLEY. In your illustration here, if a man has got
interest in addition to salary, you add $54 interest.

Mr. SULLIVAN. That is right.
Senator BAnRKLEY. Suppose, instead of receiving interest, he is

paying interest; where would he put that?
Mr. SULLIVAN. That is just one of these cases, Senator Barkley

where that man might choose to use the other form. That is one of
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tile reaslls why this form has to be optional. Ill other words, you
note that this relates to the person or the couple who earn no more
than $3,000. Now, I doul)t very much if the court. would sustain
legislation forcing l)eol)le to use this form iul) to $3,000 which would
make a single man pay $195 or a married person $121 and leave in the
law the fact that a person who made $3,050 and had to suffer a capital
loss, whose house burned( down and he suffered a loss of $2,000, he
woul be paying a lesser tax than tie man who omiy earned $3,000
ald for that reason, where there are unusual deductions, we allow
them to use the regular 1040 form. They use this at their own election
for the purpose of saving the annoyance of coml)utation ; and this is
h'awn up on this basis, that we have tried to allow them, in the coin-
putation of this tax, the average amount of deductions which in tihe
last years have ibeeii taken by l)eople in those particular bIrackets. I
think it, is a good average, bltit it is not going to answer every case.

Senator BAIKLEy. This is comfmenlabhe in its simplicit.,, but it,
seems to me it could be used almost alone by nonl)roperty owners who
(h'aw a salary, because anybody who owns )roperty would be entitled
to a deduction for his taxes. "There is no l)lace in here for him to
deduct his property taxes.

Mr. SuLmLIvAN. That is right,, sir. In computing this we have used
as (leductions a rough reduction in the tax of about. 10 percent, which
is about what thie average deductionss of people in those brackets
come to. People who have deductions that are out of line with that,
who have capital losses, and other unusual types of de(luctiois, would
still use the present, form. We think that this woull )e extremely
help fil to the people who (10 not own property and whose fiiinan-
cialantl business experience is limited.

The CHAIRMAN. Would it be possible to let me throw this out? I
see Mr. LIelvering is here. Would not it be feasible and practicable
to provide for the repayment of any overpayment of taxes by the low
bracket taxpayer without application for refund? Immediate repay-
mnent in other words? For instance, would it not be possible to say
that any taxpayer whose total ultimate liability did not exceed, X
(dollars would be reimbursed for any actual overpayment lie made
without application for refund, or without filing any application,
simply paid by the Treasury under its own computation?

Mr. SULLIVAN. I think tiat happen ns under the law today.
The CHAIRMAN. Does it happen today?
Mr. SULLIVAN. Yes. Any error that, appears on the face of the

return is immediately corrected by the receiving office. I have known
instances of people coming into thie office and saying. "A miracle Ias
happened here. I just got a notice thitt I overpaid my tax. Is this
really true?"

Senator CONNALLY. I got a check back a year or two ago for $4
and something that I overpaid.

Mr. SULLIVAN. I once proposedd that there lbe a tax on refunli.
Senator CONNALLY. What?
Mr. SULrIAN. I once proposed that there be a tax on refuierIs on

the theory that the recipient, would gladly pay.
The CHAIRMAN. But the lower income taxpayer would not have to

protect himself against the statute of limitations unless there was on
immediate reimbursement,?
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Mr. SULLIVAN. If we did not find it before tlle statute of limitations
expired I doubt it would be likely that we would ever find it.

The CHAIRMAN. You would never find it?
Mr. SULLIVAN. No.
Tite CHAIRMAN. The i.ncome-tax laiw is not quite as bad as I thought

it was.
M'. SULLIVAN. Thank you, sir. The estate tax changes in tile bill

are likewise limited to rate increases. Tile Treasury's reconinendii-
tions that the $40,000 insurance exclusion under the estate tax aid
the $40,000 specific exemption under the estate and gift taxes be
reduced to $25,000 each, were not incorporated in this bill. The
increases in the estate-tax rates iii the bill extend throughout tile rate
schedule but are substantially lower than those proposed by the
Treasury. Tfhe present 2 l)erent rate on the first, bracket of thie net
estate lils been increased to 3 percent. The maximum rate of 70
percent effective on the bracket in excess of $50,000,000 has been
shifted to become effective on that portion of the net estate exceeding
$10,000,000. The gift-tax rates have also been increased so that they
continue to be three-fourths of the estate-tax rates. The anticipatedh
revenue increase from these changes anmounts to $151,900,000. It,
has been estimated that, if the higher rates and lower exemptions pro-
posed by tilt Treasury were adopted, the increased yield would be
$347,200,000 over present law yiels.

The pending bill makes several clhanfges in the corporation taxes.
It, gives expression to the principle that corporations generally, even
those without excessive profits, should bear part of the heavy burden
imposed by the defense program. To that end, it provides for an
increase hi the corporation income tax of 5 percent on the first $25,000
of surtax net income and 6 percent on the balance. This increase-
as that of the personal income tax-is imposed in the form of a surtax,
in order to reacli a substantial part of the interest from more than
$20,000,000,000 of partially tax-exempt securities which are held by
corporations, principally banks an(h insurance companies. Corpora-
tions having incomes over $25,000 will thus be taxed at. an effective
rate of almost 30 percent.

When these partially tax-exempt securities were issued it, was
impossible to foresee the extraor(finary demands which would be
made upon the American people. Neither the Government nor the
corporate purchasers anticipated that the tax benefit from these par-
tially tax-exempt securities would be as great. as it, is. Each increase
iti the normal tax rate has increased the tax savings which accrue to
the corporate holders of these bonds. To avoid grantiiig a further
unexpected bonus, it is necessary that the increase in rates be in the
form of a surtax.

Senator BROWN. You are satisfied, Mr. Sullivan, that there are no
legal difficulties there?

Mr. SULLIVAN. We are. It has been pointed out, however, that
the combined effect of this surtax, together with the postponement
of deductions attributable to bonds purchased at a premium until
the bonds mature or are sold, may adversely affect, the market for
liany outstanding Treasury securities. We therefore suggest that
consideration be given, in thle case of public and private bonds pur-
clhsed at a premium, to requiring the holder to amortize the pre-

61977-41 ----4
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mium over the life of the bond in place o the present system of
allowing a capital loss at the time of maturity measured by the
difference between purchase price and redemption price. Such a
proposal would, in effect, treat the interest on such bonds at the
effective rate rather than at the coupon rate for tax purposes and
would thus be both more realistic and in accordance with commercial
practice.

The bill makes permanent the defense taxes which were imposed
for a 5-year period by the Revenue Act of 1940. These defense taxes
amount, in general, to 10 percent of the taxes to which they are
added. In view of their now permanent nature, I suggest that these
defense tax rates be integrated with the basic rates, so that the
amount of the various taxes can be computed on the basis of a single-
rate structure. This will simplify both the text of the revenue laws
and the computations to be made by taxpayers thereunder. In
the case of the capital stock tax, the House bill increases the tax rate
from $1.10 to $1.25 upon each $1,000 of the declared value of capital
stock. The anticipated gross increase in revenue from this change
is $22,300,000.

The propose(l changes in the excess-profits tax are estimated to
increase the revenue from this tax by 1,198.3 million dollars. This
increase in revenue is accomplished without change in the optional
methods of computing the excess-profits credit provided by the Second
Revenue Act of 1940. The Secretary has already called to your
attention the fact that the Department does not favor a continuation
of a method which leaves free of excess-profits tax those corporations
with consistently high earnings which represent the greatest ability
to pay.

The bill increases the rates of tax, modifies the excess-profits tax
base, and imposes a special tax on corporations using tile invested
capital credit.

The tax brackets of the existing law, graduated according to the
amount of the adjusted excess profits net income, are retained. The
increase in the tax rate amounts to 10 percentage points in each bracket
The proposed rates range from 35 percent on adjusted excess profits
net income of not more than $20,000 to 60 percent on amounts over
$500,000. The corresponding rates in the existing law are 25 percent
and 50 percent.

The most important structural change provided by the bill is the
disallowance of the income tax as a deduction in computing the excess-
profits tax. This change will increase the amount of income subject
to the excess-profits tax and hence the revenue from the excess-profits
tax. However, the increase will be partly offset by a decrease in the
income subject to the corporation income tax because the excess-
profits tax is allowed as a deduction for the purpose of computing the
income tax, both normal and surtax.

The excessiveness of profits should be measured by the whole of
corporate profits as proposed in the bill and not by the part remaining
after income tax as in the present law. Under graduated rates the
present procedure results in dropping the taxable excess profits into
the lower-bracket rates, thus diminishing the revenue. Further,
because the base period income tax is lower than the current income
tax-16% percent as against 24 percent for 1940 and 30 percent for
1941-corporations using the average earnings method are allowed a
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greater deduction from profits of the current year than from the profits
of the base period average. Such reduction in the excess-profits tax
of corporations using the average earnings method seems entirely un-
warranted in view of the already liberal excess-profits credits.

In the existing law the invested capital credit is a flat 8 percent on
the entire amount of the invested capital. The bill provides that the
credit be reduced to 7 percent on invested capital exceeding $5,000,000.

In order not to discourage new equity financing
Senator CONNALLY (interposing). What would you say al)out re-

ducing the rate from 8 to 6?
Mr. SULLIVAN. With the reversal of the precedence of deductions

in the bill what you are virtually doing is reducing that to 4.9 percent,
sir. That is the result of reversing the precedence of the (educt ions.

In order not to discourage new equity financing, it is desirable to
allow a larger tax-free return on new capital than would be obtained
under the reversal in method of computing the tax. A special allow-
affce on new capital investment when the excess-profits credit is com-
l)uted under the invested capital method is made by including new
capital at 125 percent of its value. This is the equivalent of allowing
an invested capital credit with respect to new capital of 10 percent
where the total invested capital is less than $5,000,000 and 8% percent
where the invested capital is more than $5,000,000.

Senator BYRD. Will you explain that? The allowance does not
apply to borrowed money.

Mr. SULLIVAN. That is right.
Senator BYRD. Only to the extent of 50 percent.
Mr. SULLIVAN. That is right.
Senator BYRD. Still I do not think that is right. There is too much

difference.
Mr. SULLIVAN. That is even a greater allowance than has ever been

allowed under the law before, Senator Byrd.
The allowance is applicable only on new capital which consists of

money or property paid in for stock. It does not extend to new
capital raised by borrowing nor to earnings and profits retained in
the business. Safeguards are prbvided against the use of the new
capital allowance for tax-avoidance purposes.

The excess-profits tax in the present law fails to reach a very large
part of defense profits, despite the clear expression of congressional
intent that profits growing out of the defense effort should be subject
to excess-profits tax. Our examination of the available data shows
that many corporations that are the principal beneficiaries of the
defense effort and whose profits in 1940 were many times larger than
in 1939 and in any of the preceding base period years will pay little
or no excess-profits tax. This situation cannot be justified in the light
of the growing revenue requirements. In order to reach these profits
which are attributable solely to the defense program, the Treasury
recommended, and the bill provides, that a flat rate of 10 percent
should be applied in such cases to that part of the current profits that
exceeds the base period earnings but does not exceed the invested
capital credit.

Senator VANDENBERG. Do you consider that an adequate and satis-
factory answer to the situation you described?

Mr. SULLIVAN. No, sir; we consider that an improvement to the
present bill.
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Senator CLARK. What would be the Treasury's recommendation?
Mr. SULLIVAN. The Treasury recommendation was that all cor-

panies be obliged to rel)ort on an invested-capital basis. Last year
you recall we 'ecommen(led that these companies get a. credit of not
less than 4 percent of their invested capital but not more than 10
percent of their invested capital. That figure in general *'otild be
determined by tie average earnings during the base-period years.
In view of the reversal of the precedence of the deductions, we want to
raise those brackets, because the .4 percent under the reversal of
deductions would be very much less and altogether too small. I
think we would recommend the same prol)osal with those brackets
changed to 6 or 12 or 15.

The excise portions of the pending bill are estimated to yield
$854,500,000. Forty-seven percent of this total derives from raising
the rates or broadening the bases of 14 existing excises. Twenty-two
new excises are expected to yield 53 percent of the total.

The Treasury recommended but the bill does not contain increases
in the existing rates of tax on gasoline, tobacco products, and beer.
The Treasury also recommended that the present tax on passenger
automobiles 'be increased to 15 percent; the bill provides for an
increase to only 7 percent. At the same time, the Treasury does not
approve all the excises incorporated in the present bill. Particularly,
it disapproves the proposed $5 use tax on every motor vehicle.

Senator CONNALLY. You mean it, is a flat tax? They charge a
fellow just as much for riding around in a Ford as a Cadillac?

Mr. SULLIVAN. Yes; and if lIe uses it, only I (lay in the week we
charge him just as much mis the taxial) that runs 24 hours a lay
except when it, is laidl up for repairs.

This tax will conflict directly with one of the most important State
and local sources of revenue. In some States the proposed tax will
in effect increase the average cost of automobile registration by more
than 100 percent.

The proposed tax has no relationship to the extent of use o' the
value of the object taxed and, therefore, is usually inequitable.
It taxes a $5,000 town car exactly tMe same $5 as the fifth-hen( car
worth only $20. This proposed use tax must be collected from
32,000,000 taxpayers located throughout every State and county in
the country. This would require an additional personnel in' the
Bureau of Internal Revenie of at least 3,800 new employees. The
administrative cost is estimated to lbe $91,600,000 or alpl)iOximiatelv $6
pe' $100 of tax collected, which is more than five times the average
cost of collecting other excise taxes. This automobile use tax is esti-
imated to yield aboit $160,000,000. Contrast these figiures with those
pertaining, for example, to the gasoline tax. That tax, yielding
$343:000,000 a year, is collected by 15 internal-revenue eill)lovees.
In this regard it should be noted thai to the average motorist who
travels 10,000 miles annually the use tax is equivalent in burden to a
one-half cent gasoline tax. Or, contrast the proposed auoioobile
use tax with the tobacco taxes. Their annual yield is $698,000,000,
which is collected by 88 internal-revenue employees. An increase in
either the gasoline tax or tie tobacco tax, moreover, would not require
any additional personnel.

The measure before you will constitute the largest, tax act in his-
toy. The Committee' n Ways and Means has labored on.it assidu-
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ously and conscientiously for the past 33J months. Some have criti-
cized this bill as severe, but our present national peril requires many
sacrifices. The severity of this bill is minor when compared to the
severity of other sacrifices which are cheerfully made by our citizens.
At a time when many men are being called upon to forego gainful
occupations to enter our armed forces for a remuneration of $21 per
month and at a time when it has become necessary to extend their
perio( of service, those citizens in civilian life will, 1 am sure, cheer-
filly make the contributions called for under this bill and will be
ready to make ever greater contributions if it becomes necessary.

The CHAIRMAN. Mr. Sullivan, I asked while the Secretary was in
the witness chair what the estimated yield for fiscal 1942 of the
present excise taxes is.

Mr. SULLIVAN. Mr. O'Donnell will answer that.
The CHAIRMAN. You have here the estimated yield of excise taxes

under the pending bill.
Mr. O'DONNELL. Yes, sir.
I will offer for the record at this point a table showing the estimated

increased yield over present law of the provisions of 11. R. 5417 as it
passed the House.

Estimated increase or decrease (-) in revenue yield due to revenue bill of 1941(H. R. 5417)1

Estimated
increase or

Tax Proposed change decrease (-)
over presentlaw J

Income taxes:
Corporation:

N normal tax ............... Allow excess-profits tax as a deduction in computing -$520,100,000
normal tax net income; Increase withholding rate
and increase Income-tax rate on nonresident alien
individuals and corporations.

Surtax ................... 5 perce, nt on surtax net income not In excess of $25,000; 644, 7W, 000
41 percent on surtax net Income in excess of $25,000.

Excess.proflts tax ......... Rcve basis; Increase rates 10 percentage points in 1,198,300,000
each bracket.

Total .......................................................................... 1, 322 900, 000
Individual ............. Increase surtax rates .................................. 864,800,000

Total income taxes ........................................................... 2,187,700,000
Miscellaneous internal revenue:

Capital-stock tax ............ Increase rate from $1.10 to $1.ZS ........................ 22,300,000
Estate tax .................... Increae rates ......................................... 13 ,000,000
(lift tax ................ .... do ................................................. 16000,000

Total ............................................................................... 174,200,000

Manufacturers' and retailers'
excise taxes:

Distilled spirits ........... Increase rates $1 per gallon ............................ 1122,300, 000
Wines .................... Increase rates ......................................... '5,000000
Passenger automobiles, Double rates; revise base .............................. 72,200000

paris, and accessories.
Automobile trucks,. .... do ................................................. 16,100.000

busses, and trailers.
Tires and tubes ........... Double rates ................................... 44.600,000
Refrigerators, refrigerat. Increase rates from 56 percent to 10 percent; revise 1,600,000

Ing apparatus, and air- base.
conditioners.

Matches .................. 2 cents per 1,000 except fancy wooden or colored '8,200,000
wooden (unchanged).

'As passed by House, Aug. 4, 1941.
'Full.year effect, Estimates for corporation and individual Income taxesand the Rift tax are based on

Income levels estimated for calendar year 1941; all other estimates are based on income levels estimated for
fiscal year 1942.

1 Excluding nonrecurring floor-stocks taxes collectible only in fiscal year 1942-distilled spirits $3,000,000
wines $1,000,000; tires and tubes, $8,700,000; matches $700,000.
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Estimated increase or decrease (-) in revenue yield due to revenue bill of 1941
(H. R. 6417)-Continued

Estimated
increase or

Tax Proposed change decrease (-)
over present

Miscellaneous internal revenue-
Continued.

Manufacturers'and retailers'
excise taxes-Continued.

Playing cards ............
Radio receiving sets and

parts.
Phonographs and phono

graph records.
Musical instruments....
Sport Ing goods ...........
Luggae ..........
Electael appliances .....
Photographic apparatus..Electric signs .............
Business and store ma-

chines.
Rubber articles ...........
Washing machines (corn-

mercial).
Optical equipment .......
8oft drinks ...............

Jewelry, etc.........
Furs ...............
Toilet preparations .......

Total manufacturers'
and retailers' excise
taxes.

Miscellaneous taxes:
Admissions ...................

Cabarets, roof gardens, etc ....
Clb dues ....................
telf.-deposit boxes.: ..........
Telephone, telegraph, radio.

and cable facilities. leased
wires, etc.

Telephone bill ................

Transportation of persons ....
Use of motor vehicles and

boats.
Bowling alleys, and billiard

and pool tables.
Coin-operated amusement

and gaming devices.
Radio broadcasting ...........

Outdoor advertising ..........

Total miscellaneous taxes...

Total excise and miscella-
noous taxes.

Total miscellaneous inter-
nal revenue.

Total .......................

Increase rate from 11 cents to 13 cents .................
Increase rate from 5) percent to 10 percent; revise

base.
10 percent of manufacturers' sales price ................

.... do ..................................
..... ........... o .. . ............ ...............
......... ..... 10 ...............................
..... d...do .... ..........................
.....do.................... ..........
..... do ..... ...... ......................
.......do ........... ...............

..... do ...........................................
.....do ...........do..............................

.....do .................................................
Various rates on bottled soft drinks, finished or foun-

tain sirups and carbonic acid gas.
10 percent of retailers' sales price ......................

... do......................................
_...do .............. ..........................

4.$00,000

3,600,000
8.500.000
4,600,000

12.600.000
10.000.000
2.700.000

13 O00,O 00

21,300.000
400.000

300,000
22.000,000

5.200.000
20. 700.000
19. 700.000

i.

o

Reduce exemption to 9 cents and eliminate certain 60,000,000
present law exemptions. Exempt service men in
uniform when admitted free, or at reduced rates on
reduced admission charge.

5 percent of total bill .................................. 29 000. 0O0
teduco exemption to $10 and tax certain privilege fees 2.8W0,00

Increase rate from 1I percent to 20 percent.. ., 70-, (0)0
On dispatches, messages, or conversations for which 20,60,10)5

the charge is more than 24 cents. 5 cents for ach 50
cents or fraction thereof; revise defilnitlon of leased
wires.

5 percent of total bill excluding messages subject to 43,0,000
tax above.

5 percent of amount pal(l; 35-cent exemption .......... 38. WO 000
$5 per motor vehicle; boats at graduated rates deter- 160, 2W. (150

mined by size.
$15 per alloy, billiard or pool table per year ............ 2, 000, 0OO

$25 per device per year ................................ 8, 900, 00

Various rates based on amount of net time sales: sta- 12, 500 00
tons with net time sales of $I00,000 or less per year
exempt.

Various rates determined by size of sign ............... 1, 700,000

....................................................... 1. 500. 000

....................................................... 854, 0. 000

....................................................... 1, 028 700. 000

....................................................... 3 218, 400, OOD

Treasury Department, Division of Research and Staistics. Aug. 8, 1941.

. . .................................... I 496.000,00D

406,000,000
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Mr. O'DONNELL. With reference to the yield of the present law
excise taxes, I will give you those by broad categories, and I will ex-
clude from my oral discussion what are technically called excise taxes,
namely, capital stock,. estate, and gift taxes, but will include those esti-
mates in the table which I will insert in the record at the conclusion of
my remarks.

The CHAIRMAN. Yes.
Mr. O'DONNELL. The liquor taxes are estimated to produce

$839,500,000.
The CHAIRMAN. That is the existing tax now?
Mr. O'DONNELL. That is correct., sir. This is not encompassing

any changes in the bill.
The CHAIRMAN. Will you give me that again?
Mr. O'DONNELL. $839,500,000.
Tobacco taxes, $723,530,000.
Stamp taxes, including the taxes on issues of securities, bond trans-

fers, and (eeds of conveyance, stock transfers, silver bullion sales
transfers, an(l playhIig card stamp taxes are estimated to yield $44,-
180,000. The manufacturers' excise taxes-and the table which we
will insert in the record will give you the retaill of what taxes are in-
cluded-are estimated to yield $676,000,000.

Miscellaneous taxes, which comprises the taxes on telephone, tele-
graph, radio and cable facilities, transportation of oil by pipe line,
leases of safe deposit boxes, admissions to theaters, concerts, cab-
arets, club( dues, initiation fees, oleomargarine and those special taxes
on adulterated butter, coconut and vegetable oils, bituminous coal
tax, sugar taxes, and other miscellaneous taxes are expected to yield
$208,320,000.

Senator CONNALLY. Those vegetable oils are excise taxes?
Mr. O'DONNELL. Yes, sir.
Senator CONNALLY. On foreign oils or (o1estic?
Mr. O'DONNELL. I would rather yield to Mr. Tarleau to answer

that question.
Senator CONNALLY. You do not have excise taxes on oils?
Mr. TARLEAU. (Thomas Tarleau, Legislative Counsel, Treasury

Department). Import excise taxes.
1The CHAIRMAN. These are the existing taxes?
Mr. O'DONNEL,. Yes, sir; and the estimated total yield of the mis-

cellaneous internal revenue taxes now in the law for fiscal year 1942
is $3,135,630,000 as shown in the table which will be inserted in the
record at, this )oint. The fiscal y(ar 1942 collections of the excise
taxes will not reflect, a full year's operations of the increased excise taxes
colleted under this bill: For the information of the committee,
however, there has been included a second column in the table which
shows the amount of a full year's collections of tlese excises at levels
of biisiiness estimated for fiscal year 1942. This presentation is there-
fore hypothetical but it. enables us to present, in the third column, the
total amount of miscellaneous internal revenue which would be col-
lected in a full year of collections with business levels comparable to
those estimated to prevail in fiscal year 1942.
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Miscellaneous internal revenue-Estimated fiscal year 1942 receipts under present
law I and estimated full year effect of the revenue bill of 1941 (I. R. 5117) 2 at levels
of income estimated for fiscal year 1942

(Thousands of dollars]

EstimatedIncrease Estimated
icreas o total re-

(-) dre ceiptsunder
Estimate revenue 1)1I1 revenue bill

receipts ti of 14 of 1Q41 2
der present of 141

law

Itypothet- Jylmthei-
ical 1ful lel l fiscal

year effect year 3

Capital stock tax ..............------------------------------------ 193, 400 22, 300 215, 700
Estate tax ---------------------------------------------- 350, 700 135, 9 486, CO0
Gift tax ------------------------------------------------------------- 100,000 16,000 116,000

Liquor taxes:
Distilled spirits (excise tax) ------------------------------------ 45. 800 122,300 581. 100
Fermented malt liquors -------------------------------------- . 330. 80 ......... 30. 800
Wines (domestic and imported) (excise tax) -------------------- 15,200 5,000 20,200
Rectification tax ----------------------------------------------- 12,800 ......... 12, 800
Container stamp ps ---------------------------------------------- 1 0,400 ........ 10,400
Special taxes in connect ion with liquor occupations ------------- 1 0,200 -........ 10,200
All other ------------------------------------------------------- 1,300 ........ 1.300

Total liquor taxes ------------------------------------------- 8 39, 500 127.300 96, 800

Tobacco taxes:
Cigars (laree) -------------------------------------------------- 13,900 ------------ 13, 900
Cigarettes (small) ------------------------------------------- - 645,10 ........... 645,100
Snuff. ---------------------------------------------- 6----------- 6, 80- ......... 6, 800
Tobacco (chewing and smoking) --------------------------- -50,100- ......... - 56, 100
Cigarette paper and tubes ------------------------------------- , 00 -------------- I,50
All other ------------------------------------------------------- 130 .......... 130

Total tobacco taxes --------------------------------- 723,530----7 23,&0 .......... , 0,

Stamp taxes:
Issues of securities, bond transfers, and deeds of conveyance ----- 25,300 ------------ 25,300
Stock transfers -------------------------.----------------------- 11,000 ------------ 14,000
Silver bullion sales or transfers --------------------------------- 80 ......... 90
Playing cards -------------------------------------------------- 4,800 1,000 5,800

Total stamp taxes ------------------------------------------- 44,180 1,000 45,180

Manufacturers' excise taxes:
Lubricating oils ------------------------------------------------ 37, 100 .......... 37.100
(lasoline--- ......----------------------------------------- 399,800 .......... 399,800
E lectrical energy ----------------------------------------------- 1,400 .......... 51,400
Tires and Inner tubes ------------------------------------------ 5,200 44, 600 98,800
Automobile trucks -------------------------------------------- 12, 400 16,100 28,500
Passenger automobiles and motorcycles ------------------------ 73.400 72, 200 158,900
Parts and accessories for automobiles ------------------------ - 13,300
Radio sets, te . . . . . . . ..----------------------------------------- 7,090 9,400 17,300
Mechanical refrigerators ------------------------------------- 12,300 16,600 28, 90
Firearms, shells, pistols, and revolvers ------------------------ 5,400 .......... 5.400
Matches -------------------------------------------------------------------- .200 8,200
Electrical appliances ----------------------------------------------------- 12,000 12,600
Phonographs and phonograph records ------------------------------------ 4,500 4,500
Musical Instruments -------------------------------------- ------------ 3,6ow 3,600

sporting goor t8s .. ............................................ .......... 8,600 3 00
Iuggage-------------------------------------------------------- 4,50 4.500

Potogra phic apparatus ----------------------------------- ------------ 10,000 10,000
Electric signs -------------------------------------------- ------------ 2,00 2,700
business and store machines----------------------------------- ------------ 13,000 13,000
Was thing machines (commercial) --------------------------------------- 400 400
Rubber articles ---------------------------------------------------------- 21,300 21,300
Optical equipment --------------------------------------------- ------------ 300 300
Soft drinkq---------------------------------------------------- ------------ 22,600 22,60
Toilet preparations -------------------------------------------- 8,800 -8,800 -----------

Total manufacturers' excise taxes ---------------------------- 676,000 262.300 938.300

I Detail of estimates released in summary form by the Bureau of the Budget, June 1, 1941.
2 As passed by House of Representatives, Aug. 4, 1941.
3 Assuming that all provisions of the law were fully reflected in receipts for an entire year.
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Miscellaneous internal revenue--Estimated fiscal year 19.0 receipts under present
foiloln fl I nffn0  , -'~,o,"u vp ,l 1%*1 f 191 1!1Pi In) 2

levels of income estimated for fiscal year 1942-Contiltied

. [Thousands of dollars]

Estimated
receipts In
der )resent

JaW

Retailers' excise taxes:
Jewelry, etc .----------------------.--------------------------------------
Furs ......................................................................
T oilet preparations -------------------------------------........ ...........

Total retailers' excise taxes .................................... ...

Miscellaneous taxes:
Transportation of persons ...... -------------------------- ---------------
Use of lm motor vehicles and boats ................................. ...........
Bowling alleys, llliard and pool tables -----------------------------------
CoIn-oserated amusement and gaming devices ..................
Radio broadettstlng ............................................. ...........
Outdoor advertising .......................................................
Telephone bill ........ ....................................................
Telephone, telegraph, radio, and cable facilities, leased wires,

etc ----------------------------------------------------------- 28,0
Transportation of oil by pipe line ............................... 13. 300
Leases of safe deposit boxes .................................... 2, 2X
Admissions to theaters, concerts, cabarets, tc ------------------ 83,100
Club dues and Initiation fees ................. 7,000
Oleomargarine, etc., including special taxes, and adulterated

b u tter ...... .......... .... ............ ......................- 2. 300
Coconut and other vegetable oils processed ...................... 4,500
Bituminous-coal tax ------------------------------------------- 4, 10)
Sugar tax -----------------.----------------------------------- 62,400
All other, Including repealed taxes .............................. 620

Total miscellaneous taxes ------------------------------------ 20, 320

Total (other than capital stock, estate and gift taxes) --------- 2,491, 0

Total miscellaneous internal revenue ------------------------- 3, 135, 630

Estimated Estimated
Increase or total re-decreas celptsunder
(-) due to revenue bill

revenue bill of 1941 2
of 1941 1

Hypothet- Ilyp)othet-
ieal full ical fiscal

year effect I year 8
......

* 54,200
20, 7IX)
28,500

10)5, 400

30. 50
160. 20)

2,0
8, 900

12, 500
1,700

43,600

20,600
S............

1, 700
62, 000
2,800

58200
20, 700
28, 500

105, 400

36,500
160, 200

2, 000
8,)00

12,0
1,700

43,600

4, O0
13,300
3,900

145, 100
9,800

2.300
4, M)0
4,900

62, 400
620

3W8, 500 W5. 820

854,500 3,346,030

1,028,700 4, 1611. 330

I Detail of estimates released in summary form by the Bureau of the Budget, June 1, 1941.
'As passed by House of Representatives, Aug. 4, 1941.
Assuming that all provisions of the law were fully reflected In receipts for an entire year.

Treasury Department, Division of Research and Statistics. Aug. 8, 1941.

Mr. O'DONNELL,. Another table has been prepared at the request
of the committee and is offer for the record tit this point. This
table shows the estimated calendar-year liabilities under present
law and estiniiatttl increased income-tax liabilities under a full-year
effect at levels of income estimated for calendar year 1941 of the in-
come-tax provisions of the revenue bill of 1941 as it passed the House
of Replreselt a ties.
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Income taxes-estimated calendar year 1941 liabilities under present law and esti-
mated increased income-tax tuabuzities under a fuil-year effect of ihe iuoie-ux
provisions of the revenue bill of 1941 (I. R. 5417)1 at levels of income estimated for
calendar year 1941

(In thousands of dollars]

Estimated EstimatedEstimated Increse (+) total Incomeliabilities or decrease (-) tax liabilitiesunder present due to revenue under revenuelaw bill of 1941 bill of 1941

Income taxes:
Corporation normal tax ---------------------------- 2,939,200 -520,100 2,419,100
Corporation surtax ---------------.---------------------------- 1 +4, 700 64, 70(0
Individual .......................................... 2.223,300 +8&4, 800 3,088,10
Back taxes ----------------------------------------- 260, 000 ------------_ 200, 000
Excess.profits tax ---------------------............. 1,026, 100 +, 198, 300 2,224, 700
Declared value excess-profits tax .................... 37,000 ................ 37,000
Unjust-enrlchment tax --------------------------- 4,000 ---------------- 4,000

Total income taxes ------------------------------- 6,489,900 +2,187,700 8, 677, 600

a As passed by the House of Representatives, Aug. 4, 1941.

Source: Treasury Department, Division of Research and Statistics.* Aug. 8,1941.

Senator BARKLEY. Mr. Sullivan in his statement a moment ago as
to the amount of tobacco taxes put the figure at $698,000,000. What
was the figure of $723,000,000 that was read just a moment ago?

Mr. SULLIVAN. The figure I gave you, sir, was what was actually
collected in fiscal 1941 just closed. The $723,530,000 figure is the
estimate for fiscal year 1942.

The CHAIRMAN. This is the estimate for the existing excise taxes.
Senator CONNALLY. This motor-vehicle tax, that includes motor-

cycles, I suppose, does it not?
Mr. SULLIVAN. Yes; and buses.
Senator CONNALLY. Could you tax them at a higher rate than you

do an automobile?
Mr. SULLIVAN. I could not, but you could.
Senator CONNALLY. I think they ought to be.
Senator WALSH. Mr. Sullivan.
Mr. SULLIVAN. Yes; Senator Walsh.
Senator WALSH. As I understand your presentation, there are two

sharp differences between the House bill and the committee's recom-
mendations, one relating to the form of levying excess-profits taxes
and the other relating to the estate tax, estate and gift taxes. Will
you state, if you can, how much increased revenue would come to the
Government by adopting the Treasury's excess-profits tax plan which
is going to be sul)mltted later, and how much more would come by
adopting the Treasury's plan for the estate and gift taxes?

Mr. SULLIVAN. If the Treasury plan on the estate and gift taxes
were adopted, it would yield $195,300,000 in excess of the present
provisions of the bill. If the Treasury's proposal under excess profits
were to be adopted with the same reversal in the precedence of deduc-
tions as in H. R. 5417, you would get, depending on how much money
you wished to get, the same amount of money that can be raised under
the present proposals, with this difference, that the average effective
tax rate on corporations would be about 6.3 percent less than it is
under the present bill.

You see, the effect of adopting the Treasury proposal on excess
profits would be to widen the base and whatever particular burden
this committee determined should be levied on corporations in the
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form of excess profits taxes would be spread over a wider base, and
the rate to raise the same amount of money would be about 6.3 per-
centage points lower than the rates that have to be used to raise that
same amount of money uhder the proposal in the bill as it comes to you.

Senator WALSH. The Treasury is of the opinion that their proposal
would reach a larger percentage and more of the manufacturers or
producers of defense materials than the House provisions?

Mr. SULLIVAN. Yes; and beyond that and perhaps of more impor-
tance, Senator Walsh, is the fact that it would reach a greater amount
of the profits of those concerns who are now being lightly tapped by
the present excess-profits tax bill.

The CHAIRMAN. You would not actually reach any more of the
direct defense profits, because for the most part your defense work
is'done by highly capitalized corporations which are on the invested
capital basis now.

Mr. SULLIVAN. That is true, although there are outstanding
examples the other way around. In the main, that is true.

The CHAIRMAN. Yes.
Mr. SULLIVAN. I think you asked me for some figures.
The CHAIRMAN. Yes.
Mr. SULLIVAN. Would you like those now, Mr. Chairman?
The CHAIRMAN. Yes.
Mr. SULLIVAN. On the returns that were received?
The CHAIRMAN. Yes.
Mr. SULLIVAN. I think I should preface this statement by remind-

ing you that the amendments to the excess-profits tax passed very
shortly before March 15.

The CHAIRMAN. Yes; and you gave them an additional time.
Mr. SULLIVAN. And because of that the Commissioner felt obliged

to give very liberal extensions in the filing date to corporations and
for that reason the picture is not clearly set forth, is not ne,,rly as
complete at this time as last year we hoped it would be. The report
I now give you deals with the excess-profits tax returns received iii
the InternalRevenue Bureau through July 17, 1941. There were
a total of taxable returns of 10,468. Of this number, 3,583 used the
invested-capital method and 6,885 used the average-earnings method.
Roughly speaking, those who used the average-earnings method out-
numbered those who used the invested-capitalmethod about 2 to 1.

Senator CONNALLY. Were those mostly small corporations that used
the invested-capital method?

Mr. SULLIVAN. We can give you the break-down by size, too,
Senator Connally. Now those 6,800 Who used the average-earnings
method reported excess-profits taxes of $135,000,000, whereas the
3,500 using the invested-capital method reported excess-profits taxes
of $35,000,000. In other words, that ratio is almost 4 to 1.

Senator CLARK. Mr. Sullivan, what would be the result it the way
of additional revenue if you retained the rates of the pending bill and
then went to the Treasury's method of invested capital?

Mr. SULLIVAN. I think you might want to lower the rates, Senator.
Senator CLARK. I say, what would be the effect in the revenue if

you (lid retain the rates of the pendipg bill and then went to the Treas-
ury's method of invested capital?

Mr. SULLIVAN. The increase in revenue would be substantial.
Senator CONNALLY. You would lose a lot of money?
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Mr. SULLIVAN. No; we would make a lot of money.
Senator CLARK. It would be a tremendotls increase?
Mr. SuLLIVAN. That is correct, sir.
Senator CLARK. Will you make an1 estimat( of that?
Mr. SULLIVAN. We can and will insert it in the record.
(The figures referred to are as follows:)

Estimated increase over yield of the present law of the Treasury excess-profits plan
using II. 1. 6417 tax brackets and rates compared with estimated increase due to
II. R. 5417, at levels of income estimated for calendar year 19.$1

Iln millions of dollars]

Increase (+), decrease (-) over Increase (+),
yiehl of present law decrease (-)

Tax Treasury plan
yold over yield

Treasury plan 1I. R. 5417 of 1I. It. 5417

Cor1,oration:
nro ---t..--------------------------------------- -003. - 520. 9 -11.0Surtax ... ....................................... + 60 3. 8 +-t44.7 -40. 9

Excess profits ..................... ................. +1, 880. 7 , 198.3 +682.4

Total -------------------------------------------- +1 ,800. 1 +1.322.9 +477.5
Individual, net increase ................................. +781.9 +841.8 -79.9

Total Increase, Income taxes ...................... +2, 585.3 +2,187. 7 +397.6

Treasury )epartment, Aug. 9, 1911, Division of Research and Statistics.

Senator CONNALLY. You would make a lot even on the reduction of
the 8-percent rate?

Mr. SULLIVAN. Yes.
Senator CONNALLY. I thought you wanted to reduce that.
Mr. SULLIVAN. We do, but you see under the present law some

companies that are making 30, 40, and 50 percent are not subject to
tax if they made that amount during the base period. I have a
further r6sum6 of these returns if you would like to have them, Mr.
Chairman.

The CHAIRMAN. Yes; I would be very glad to get them.
Mr. SULLIVAN. This through June 30. The total number filed and

that were taxable, 11,845; nontaxable, 79,000. The estimated totals
that we will expect when the year is over to have received, 88,000 non-
taxable excess-profits-tax returns and 13,400 taxable returns.

Tie CHAIRMAN. What do you estimate it will yield? The total
yield of excess-profits taxes?
. Mr. SULLIVAN. I am afraid that no figure I could give you, Senator,

would be helpful, because there are now outstanding, or there were
as of today, August 8, 4,200 extensions. Now many of those are very
large concerns.

The CHAIRMAN. You haven't any way of estimating that?
Mr. SULLIVAN. We can. I mean we can go to the financial journals

and get financial evidence of their invested capital and their earnings,
but it is not going to be at all an accurate picture, and I am afraid it
would not be helpful to you.

Tite CHAIRMAN. Under the House bill, of course, you would increase
the total number of excess-profits-tax returns?

Mr. SULLIVAN. Very appreciably.
The CHAIRMAN. You estimate the House bill will now produce from

excess profits in fiscal 1942 how much?
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Mr. SULLIVAN. $1,198,000,000 increase over existing law. That is
on en Iendnir venr 1942 inhilitv.

The CHAIR4MAN. YoU IICaL calendar 1941?
Mr. SULLIVAN. Oil the liability at calendar year 1941 estimated

levels of income; that is correct.
The CHAIRMAN. Yes.
Mr. SULLIVAN. Only about 45 percent of which we will probably

collect in fiscal 1942.
Senator BeIn). You said you had some figures about the smaller

corporations, as to whether they used the invested capital or average
earnings methods.

Mr. SULLIVAN. Yes.
The CHAIRMAN. If the estimated yield oii the calendar year 1941

under existing rates holds goo(l, how much would it be?
Mr. SULLIVAN. $1,026,000,000, sir.
The CHAIRMAN. That would make a total from excess profits then

of how much?
Mr. SULLIVAN. $2,224,000,000.
The CHAIRMAN. From excess profits?
Mr'. SULLIVAN. That is correct, coming from the provisions of the

present lawf and the proposed changes in the pending bill.
The CHAIRMAN. And assuming the estimate under the present rates

holds good for the whole year?
Mr. SULLIVAN. We aVlays assume that, sir.
Senator CONNALLY. Are'you finish ed, Senator George?
The CHAIMAN. No; I want, to ask him another question. I notice

your particular criticism, Mr. Sullivan, is on the $5 use tax on
automobiles.

Mr'. SULLIVAN. Yes, Sir.
The CHAIRMAN. You very well stated objections, which of course

are obvious. I suppose the House hadl in view this thought, had it
not, that this tax would be paid only by those people who were able
to own or possess an automobile and that it would carry a certain
tax consciousness aill the way down as far as those users went?

Mr. SULLIVAN. Oh, yes, sir; and I think that their thinking on that,
so far, as that objective was concerned, was correct, but now if we are
to reduce the personal exemptions to $1,500 for married couples and
$750 for single personsi--

The CHAIRMAN (interposing). We would get into that same class
of owners.

Mr. SULLIVAN. That means, Senator, that a single individual who
earns $14.43 a week will pay all income tax.

The CHAIRMAN,. He will pay an income tax if the base is decreased.
Mr. SULLIVAN. Yes.
Senator WALSH. If he has an automobile lie would pay $5 more.
Senator BYRD. He would pay about $1.
Mr. SULLIVAN. $1, that is iglit, but we are reaching down far

enough to get hold of almost any body who has an automobile, I think.
Senator BYRD. May I ask Mr. Sullivan some questions? What

percentage of the smaller corporations use the average-earnings method
for computing the excess-profits tax and what percentage use the
invested-capital method?
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Mr. SULLIVAN. I do not know how helpful these figures are. You
remember I said there were 3,500 corporations that used the invested-
capital method. Of that 3,500, 2,800 were under $20,000 of excess-
profits income. Of the 6,800 reporting by the average-earnings
method, 4,800 were under $20,000 excess profits net income.

Senator BYRD. You did not get my question. What I want to know
is what percentage of the smaller corporations use the average-earnings
method for computing the excess profits and what percentage use the
invested-capital method.

Mr. SULLIVAN. I will figure the percentage for you.
Senator CONNALLY. Are you through, Senator?
Mr. SULLIVAN. Just a minute. There is a misunderstanding as'to

the Senator's question. When you say the smaller corporations, you
mean the corporations with small assets? The figures I gave you were
on the basis of small excess profits net incomes. Now, do you want
that on small corporate assets?

Senator BYRD. Yes.
Mr. SULLIVAN. Small companies?
Senator BYRD. Reasonably small companies.
Mr. SULLIVAN. Would it be satisfactory if we gave that to you

later?
Senator BYRD. Yes.
Mr. SULLIVAN. Have we got it, Mr. Blough?
Mr. BLOUGH (Roy Blough, Director of Tax Research, Treasury

Department). These figures are for concerns classified by income
after normal taxes?

Senator BYRD. What I want to know is whether the small corpora-
tions are using the invested capital method or average-earnings
method.

Mr. BLOUGH. I think these figures will show that.
Senator BYRD. I want to ascertain the facts about it.
Mr. SULLIVAN. We will be very happy to give you the facts about

it, Senator Byrd, they are as follows:
Of corporations with total assets of under $250,000, filing taxable

excess-profits tax returns and received in the Bureau through July 17,
1941, 34 percent used the invested-capital method and 66 percent
the income (average earnings) method. Of those using the income
method, 54 percent used the general-average method and 46 percent
the increased-earnings method.

Senator CONNALLY. Mr. Sullivan, may I ask you a question, not
on this point? Is there a clause in this bill exempting from tariff
duties all articles imported for national-defense purposes?

Mr. SULLIVAN. No, sir.
Senator CONNALLY. Not, any?
Mr. SULLIVAN. No, sir.
Senator CONNALLY. There is somewhere a bill that does.
Mr. SULLIVAN. I am sorry, but I was not aware of it.
Senator BARKLEY. Let me ask you this, Mr. Sullivan. It has no

relationship to any particular rate or schedule. Let us supl)ose that
instead of trying to raise $3,200,000,000, that we try to raise $4,000,-
000,000, would you be l)pepared, would the Treasury be prepared to
make suggestions as to where the other $800,000,000 could be iaise(1
over and above the $3,200,000,000, both with the joint return in and
with it out?
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Mr. SULLIVAN. Yes, sir; we woull
Senator BARKLEY. Would you mind doing that?
Mr. SULLIVAN. No; we would be very happy to.
Senator BARKLEY. I would like to have it myself.
Senator DANAHER. Mr. Chairman, on that point, and to make it

perfectly clear, the Treasury has not recommended to this Senate
committee any new tax or any change in the taxes appearing in the
House bill to replace the $300,000,000 lost by the House elimination
of the joint return provision.

'. SULLIVAN. Yes; I think the Secretary this morning made six
specific recommendations as to that, sir.

Senator DANAJimt. That are new to us?
Mr. SULLIVAN. That are new to you, and the additional bill which

is now pending before you, Senator Danaher.
Senator DANAHETI. And were they contained in his recommenda-

tions to the House committee?
Mr. SULLIVAN. Some were and some were not.
Senator DANAIJER. I asked him if there was any plan, new plan, to

tax the income of insurance companies. I notice from your state-
ment at the bottom of page 8 and the top of page 9 a plan to increase
the tax on corp oration income 5 percent on the first $25,000 of surtax
net income and6 percent on the balance, the increase being intended to
reach partially tax-exempt securities which are held by banks and
insurance companies.

Mr. SULLIVAN. That is correct.
Senator DANAHER. So there is a new plan on that particular phase,

is there not?
Mr. SULLIVAN. Oh, yes; and there have been conversations in the

Joint Committee staff, and among my staff, and between the two staffs
on the insurance problem.
: Senator DANAHER. Yes. I notice the Secretary said "not that he
knew of" in answer to mny question. I just wanted the record to show
that there was a discussion on that.

Mr. SULLIVAN. Those were general discussions. I think the Secre-
tary said he was not l)repared to make definite recommendations.

Senator DANAHER. Yes.
Mr. SULLIVAN. As a matter of fact, some of the work done by my

staff and I think by Mr. Stam'ts staff-correct me if I am wrong-
has been done at the request of members of your committee.

Senator DANAJIER. Yes. Thank you.
The CHAIIM..IN. Are there any other questions that anyone desires

to ask Mr. Sullivan?
Senator BROwN. Mr. Sullivan, would the tax that this bill imposes

on motor vehicles, the $5 tax, the tax on bowling alleys, billiard tables,
and so forth, be very much like the general property tax imposition
in the State of Michigan and in a great many otler States in the
Middle West? While I presume they would be called excise or
occupational taxes, it, seems to me they are pretty much in the line of
property taxes. I think they are legally and constitutionally sound,
but I would like to see a mnemorandumfrom the legal department of

the T17reasury as to the constitutional basis for that kind of a tax.
Mr. SULIT VAN. Just those three, sir?
Senator BRowN. Well, any of a similar nature.
Mr. SULLIVAN. We will get it for you.
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Senator CONNALLY. Does this bill tax slot machines, and things of
that kind?

lr. SULLIVAN. Yes. The bill taxes coin-oporated machines, if they
are not Vending maehllies.

Senator CONNALLY. I am talking about ti ordinary slot machine,
where you can drop a quiliter in and get 3 penfies back.

M|r. SULLIVAN. Everythliig is taxed (excel)t the 3 Cents that you
get am( I know you will report that on your Income tax.

Senator CONN,mLL. 1 do not fool with them. I see a lot of )eople
just chuck their monevy into the slot machines. What (10 you tax?
The sales price of the machine? There are so many already out I
think you ought to get those that are already out.

Mr. SULLIVAN. Each one of those machines, sir, is taxed $25 each
year un(ier this bill.

Tie CHAIRMAN. A use tax?
Mr. SULLIVAN. That is correct, sir.
Senator DANAIIER. If they should pay out, let us say, a box of

aspirill, would you tax them?
Mr. SULLIVAN. No.
Senator DANAHEIR. There would be no tax?
Mr. SULLIVAN. No tax.
Senator DANAII'u. You neel aspirin after you use some of those

slot machines.
Senator GERRY. Has the Treasury suggested any other excise taxes

than those that are in the bill?
Mr. SULLIVAN. Oh, yes; we suggested an additional tax of a cent and

a half on cigarettes, whIich are now taxed 6) cents a )ackage. We sug-
gested an additional tax of half a cent a gallon on gasoline. We
recommended an additional tax of $1 a barrel on beer.

Senator GEmRY. Is that all?
Mr. SULLIVAN. Those three.
Senator GEmY. Those are the onlo ones you suggested?
Mr. SULLIVAN. We also suggested a bankl-check tax, and a tax on

candy and chewing gum. I think that is about all.
Senator Grumty. How does that compare with the excise taxes in

the last war, in the 1917-18 act?
Mr. SULLIVAN. In the 1917-18 act there were more retail taxes than

there are in here, and many of them, such as the tax on sporting goods,
have been very much improved in the present draft.

The CHAIRMAN. Are there any other questions of Mr. Sullivan?
Senator CONNALLY. Let me ask you a question. Does this musical

instrument tax reach sheet music, or anything like that?
Mr. SULLIVAN. No.
Senator CONNALLY. It includes phonograph records, though?
Mr. SULLIVAN. Yes, sir.
Senator CONNALLY. I think it ought to include sheet music.
Senator GUFFEv. Does the advertising tax apply just to billboards?
Mr. SULLIVAN. That is all, sir. That was not a Treasury recomi-

men(lation.
Senator CONNALLY. It applies to radios, does it not?
Mr. SULLIVAN. I beg your pardon. There are two distinct taxes.

I think the tax Senator Guffey was referring to was the tax oi outdoor
advertising, and I think you have in mind the tax on radio-broadcast-
ing stations and networks.
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Senator BYRD. Did the Treasury recommend that?
\I'. SULIAN. No; they did not.
Senator CLARK. Somebody stated here the other (lay in am execu-

tive session of the committee that the tax, as it came out of the House,
only raised $1,700,000. What woull it cost to collect that tax?

Shr. SULLIvAN. I hope we never have to find out, Senator Clark.
Senator CLARK. What I am getting at, I have always been opposed

to taxes where the cost of collection was so great ai( the returned
revenue was so small that it was practically no revenue for the Govern-
Ilienit and lit the simine time was a tremendous burden and nuisance
on the l)eople engaged in industry.

Mr. SULLIV.N. You see the 1ill as now drafted applies only to
concerns that adve(rtise for somebody else. Thie self-advertiser is not
taxed, and I do not think we have to he very far-sighted to anticipate
if this passed, at least in this form, that the companies that are manu-
facturing and selling articles will buy the boards.

Serator CLARK. And (1o their own advertising.
Mr'. SULLIVAN. And do their own advertising, and they will be free

from the tax as it is drafted in its present form.
Seniator CONNALLY. Don't you think it, would be a mistake for

Congressmen and Senators to vote a tax on self-advertising?
rf. SULLIVAN. I think that is the best opporttlnity I have had to

say nothing sinev I got here this morning.
SPt110te- CONNAtLLY. Why) 1not tax t1he11?

Mr. SULLIVAN. That is something I (o not care to express an
Opinion of).

Senator GUFFEY. Do you have an increased tax on cigars in your
rt1colntilelidation ?

f r. SULLIVAN. We did originally, and then we changed that merely
to a reclassification of the ty)es of cigars.

The CHAIRMAN. Is there any other member of the Treasury that
you wish to call?

Mr. SULLIVAN. No, sir. The entire staff is at the disposal of the
committee for any information that you want to get and that we are
able to give you.

The CHJAIRMAN. If there is any additional information that is
desired of the Treasury by way of 'estimates, it would be a very good
thing for the members of'the committee to make that request o the
Treasury as early as possible, so you may not be delayed in getting it
in. I make that suggestion to the committee.

Senator DANAHER. Mr. Chairman, it may be that Mr. Sullivan can
answer this question now. At the top of page 9 of your prepared
statement, you talk about the increase in the form of surtax to reach a
substantial part of the interest from more than $20,000,000,000 of
partially tax-exempt securities which are held by corporations, prin-
cipally 'banks and insurance companies. What yield do you expect
to get, from that item?

Mr. SULLIVAN. $31,600,000 from individuals and corporations.
Senator DANAHER. Thank you.
Senator WALSH. I move we adj ourn, Mr. Chairman.
The CHAIRMAN. If there are no other questions of Mr. Sullivan or

any other member of the Treasury staff, we will adjourn until Monday
morning at 10 o'clock.

(Whereupon, at the hour of 12:45 p. n., the committee adjourned
until 10 a. m., Monday, August 11, 1941.)

61977-41-5
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AUGUST 11, 1941

UNITED STATES SENATE,
COMMITTEi': ON FINANCE,

Wl'ashing;ton, 1). C.
Th'le commllittee Ilet fit 10 1a. Ill., purll'lI~t to adjollrnllIinell t, ill rooml

312, Senate Office Building, Senator WaIllter F'. (huorge (clair'ian )
presiding.

'hle CuAII. N. [lie colIlmittee will co'11 to order, please.
Il ariraliging for tile appearances of the taxpIyelrs or represeu ita tive-;

of the taxpayers who wish to be heard oil this tax bill, tile committee
will appreciate it if yot, will avoid duplication as much as possible,
and likewise collils( Your eimalrks as Inu'ch as possible. You realize
tlat you lilive got a soniiwlat. l)igger problem thaii you had in tin,
way of paying taxes through any one particular theory. You wa iit,
to exerise tile right, of colors, to he heard, and tile collmlittee wants
to hel' you. We l e two ve'ry simple , sug gestions that we would
like to hiave adhered to. WlIe;'e there are a 1111ff dozen w%'it nesses on
one particular point, if you will consolidate your renlarks and have
themil presented by oie, mit iiss(, Illess tlie'e alre vculiarl'i circullistllices
thilt coipeli(' I)l'res('litation of more t hlllli(' o lnlelse of tile matter,
yVou W ill gratly expedite tlie shelling and greatly assist the columittee
ll ti 'Ving to )'epare the bill for a report to (lie Senate.

Now, in arranging the witnesses, day by dlay, if there should be
failure oii the part of any witliesses to appear and there should be an
Ol)porttinity here of anyone (else who is lie'e on any other question
before recessing or adjourning for the day, the collilittee will supple-
11ent tihe witnesses on tlie list so as hot ito losIs any time.

'Tlie first wit ness this morning is Mi. l)ockwelhr of Los Angeles,
Calif.
,l. l)ockweihe'r.

STATEMENT OF ISIDORE B. DOCKWEILER, REPRESENTING RE-
PAIRERS OF AUTO ACCESSORIES AND PARTS, LOS ANGELES,
CALIF.

.Mi'. )OCKWnILI.. Nh'. C]'hli'llan1 anid gen tlenIen of ie Comiiiittee,
we appear o1 )('half of the repairers of automotive parts aul accos-
soris, not manufacturers of arts and accessorits, and we respect-
fully relutst the committee to amlend oil line 20, page 49, of tho
House' ill, immediately after the words "parts or accessories (other
than tires and inn1r tubes and other than radios, 'h-ere insert, the
following words, "al other than repaired, overhilauhd, or rebuilt,
parts 01' accesso'ies, when sold as such)' and then continue, "for any
of the articles enumneratel in subsections (a) oi' (b), 5 per centum."
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I wish to state to the coinlittee that ,we arrived too late to effec-
tively present our matters to the House WNays and Means Comnittee,
and that is wvhy we Ire here presenting (;Ill. proposed amement.
We find that because of confusion in the admfinist ration of the act,
the ol act, which confusion will probablyy aecolipany this act unless
the elarificatiol that, w( request is imiade," that the (litif ulties that we
have had with the Internal Revenule l)epartment will not omily exist
but will increase.

Now, I will ask, with the consent of tile 'liirmnun and the memlibiers
of this commit tee to have my associate, Mr. Einzig of Los Angeles,
present a few remarks and marshal tihe witnesses. We will he just, as
brief and as quick as possible in ilh(' presentation of our case.

(Mr. Dockweiler submitted a memorandum ias follo\m s:)
Repairers of automotive parts andi accessories urge ial amendment ly isert 1i

of t he words "other than repaired, overhauled or rel)uilt paris o r accessories, wheo
sold as such)" at pige .19, lies 19 -20 -21 of I. 1. 5 117, itmiiediately after the
words, 'ljarts or accessories (other thanl tires atlnd itttr lllbeS and1(1 other than
radios" [here] for any of the articles * * *" and so forl h.
This sectiolt hits been misilterl)reted by the Internal lHeveue 1)epartilietl in

administrator aml therefore needs clarification. The excise tax ill tie )resent
act (34103, suttsee. (C) of I'. S. ('ode) was intended and so reads that it shall be

1)11 manufacturers, ot re)airers.
Origittally, the costoti was that if a generator, dist rilmltor or atty accessory of

til alto becatte (amaged, t lie garageman took this part out aid repaired this unit,
iii his own shop, and replaced the same unit, absorbing several hours ill this opera-
lion, thereby prevcteing the use of the auto for such length of time, while Ihe re-
pairs w-ere leing made.

however, hieatise of time lost, and inexperience of garage mechtaics, the )resent
custom now is to take out tihe damaged unit, iu tie garage, andtl immediately sub-
stituite t second-hand accessory, )reviously repaired andi overlauled. Girages
setid this dmihtagedi uttit to tile specialty repairer, who exclattges tihie damaged unit
for repaired itit, thus saving time adul eltbling auto owners to restime their
journey without delay.

Cost of repairing is the only charge made by the repairer i the atbove illus-
tratitn, 1)ut if tlie repairer does not receive thte hatiaged unit illtitediael', tic
imposes a deposit charge uitil this (lamagcd accessory is delivered to the repairer
and theu the deposit charge is canceled against tile garagemait.

Internal Revenie l)cparttet, citees that garagemiti are 11 stihjvct, to
excise taxes )1t, insists that repairers must pay excise taxes as it contetids the
repairer is a itatnufacturer becatse lie repairs more than1 onIC acces.-ory at a tittie,
although the operations are idientiical.

For exat I ple, the repairitig charge for a distributor is $1.10 autd if the damaged
unit i,; not received at the titue of the transactiou, a $5 deposit is etarged. yet ttil
Internal Revettite l)epairtmeit'nit assesses a tax oti the S6.10, alttotgh the rel)aircr
rece ives only 8 t1. 10 because tie $,i dleltt.it, i. credited back to th( garageman when
the damaged unit is delivered to tie repairer.

Repairers (o no caring, or tuantifactu ritig, hitut repair otily itsed it its.
Strange as it, otay seeti, no uniformity exists throutgltuit the t'nited States ill

making tax asseslents. Itt manv Internal Itevente districts he repairer has
heett ittforiec no charge calt be made, mid yet ill oily i ftvw (istries ttie Internal
Revenue collectors are insistenit iflt itavient (if thlte excise tax 11l)11 tie altgcd
ground that the replairers are niatifact ltrer., although utsed 11nit; were once taxed
when new.

Therefore such repairers are respectfilly ttrging tie addition of the following
1.1 words, printed itt italic, to the presetit bill, at page .19, lilt( 19, 11. It. 5117,
to read as follows :

"Parts or accessories (othr tihan tires and inner tulcs amd other than radios
and nher than repaired, overutiilcd, or rebuilI paris or acccssorics ulhit Sold as such)
for any of the articles enumerated * * *' and so forth.



REVENUE ACT OF 1041

STATEMENT OF BEN WHITE EINZIG, REPRESENTING REPAIRERS
OF AUTO ACCESSORIES AND PARTS, HOLLYWOOD, CALIF.

The CHAIRMAN. Will you state your namo for the record?
Mr. l, IzI, Bn White Einzig.
Tle (HAI .JMAN. Of Ilollywood, Calif.?
M'. E.INZIG. Yes.
The Cniua.\NA-". lepresvnling whom?
Mr1. ENzm. Tel repaire's of auto aeevssories and parts of Los

Angeles.
Th(, C IIAN.u. Is it cletm tlptt tit(, louse bill intended to impose

the tax tIhat you a'e noOW ('0oiilaining of, or is it a question of inter-
pretilti o?

Mlr. /,EINZT. It is a q itesti ol, I believe, of ('larilication.
The Ct.11..NAIMN. Is tiere anyone here representing the Treasury or

tile stair?
ir. RAY (George, E. Ray of )flice of the Legislative Counsel of tho

Tresury). I',s, sit.
The imlitu a.i. Wits it intenl(dd to cover in this bill th repairs

about which these gentlemtn are conplaiting?
.\It. R.. No; the intention of tile bill was not to cover repairs, but

if) ce'ttain eases transactions which might. be Construed as repairs or
sales are confusing, and in such cases tile Bureau of Intermal Revenue
hi1s lprescril)ed 'uhles to de terrine what constitute merely repairs and
what constitutes accessories.

The CHA IRMA N. All right,. You may proceed .
'.. EINZIG. MI'. Chairman, the act specifically provides that there

s1ll Ihe a tax ill the Old bill of 232 percentt ul)O1 manufactire(l parts
and accessorites. We contend that these repairers d Ito manufac-
turing whatsoever. There is an exchange that. takes place, and u1 on
that ,x('tltge, a 'repair is mnade. These individuals (10 no nanu Sc-
turing or stingg of any kind, they merely exchange the old unit,
rel)ai' the old unit, and then again give it. hack to the garageman.
We have been told hIeretofor, by the Treasury Department that

W( can have this mat ter adjusted by teil adminiistl'ation, but the fact
remains that+ in th( State of Califoriia, especially in Los Angeles, the
collctols of internal r''v'nti say that the tax shall be paid because
these gent hemen ait miau itit ifactl i'ers. Iour hundred Iies away in
San Francisco the satie ol)erators have beeln told that the operations
are repttiring, therefore there is no tax. In Denver, Colo., til(, same
thing exists, there is ito tax; they have been told that they are not
taxable; and in Chicago th(y have been told that they are not, taxable.

The CHA M.AN. This would get right down to tle point, and you
will help us by answering this: Do you want its to insert an amend-
m'nt here, that will ha'ify that. Is that th( idea?

Mtr. ,NZIG. l' r. I)ockweiler has rSI)Ie tel that 3itndlent.
There s(ms to h)e some difficulty with tht Tlr(easury Department as
to whether we ar ttmti1ftctl itors not; we have therefore brought
tih'('e gentlemen' who are i'epaitl', who have the parts, lh old parts,
and I believe can demonstrate within tho period of 3 or 4 minutes
wltilt we (ho.

Senator TAFT. I)o you mitan you do not want a tax on remade
pai'ts or accessories? "Is this Ibusi,.ss a sort of remade parts and
accessori'ies, Or are they just rel)airs?
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Mr. EINzIG. It is strictly repairs. We have to have all Old unit as
an exchange. You see, the old unit we exchange, we repair (he unit
and hol( it for tile next one.

Senator TAFT. Your anmendhnent is rebuiltt l)airts or accessories".
Tit iml)ies tile sale of seeoi(l-hand parts that itave been re)aire(.

Mr'. EINZIG. It is an exchange I)IIs a relailr charge.
Senator TAFT. It may not be. Under this amendment it, may be no

exchange at all.
Mr. EINZIO. When sold as such; when sold not as a used imit.
Senator T.AFT. You are talking about exchanges and repairs. It, is

tile suggestion that the repaired work, according to this amnendnient,
would l)e excepted?

M r. , INZIG. Yes; tllt is CoeTCt.
Sena lomr 'AFT. 1)oes lot that applV to all second-hand paris, l)Iri'-

Iicallyv, where any work is (lone?
Mr. EINzIO+. 'hat is correct. In this situation, however, the price

of the repair is usually $1 or $2, i)lus the fact that oni the exchange they
)lace a deposit until we get the old unit back, until we make t ie rel)air,
and we keep tile money for tile repair and we must refund ihe deposit.

Senator TA\FT. I (do not, see what that has got to (10 with tIis amend-
ment; if you feel to (10 that you have got to treat it ill some olher way.
This covers the second-haild repairs, no matter whetiler it is an
exchange or not.

1\Ir. EINZIG. There seems to be tremendous confusion in tlhe
Treasury Department whether we should or should not pay on those
items. Ihe only, purpose of this particularl aiendilent is to clarify
that particular point. If there are 11o other questions, I should like to
have Nlr. Van Alen, a repairer of ]Los Angeles, to bring forth a generator.

he CHAIRMAN. Su)pose you bring him around as a witness? You
do not need to make any exhibit, because I think we can understand
what you are getting at.

STATEMENT OF RALPH A. VAN ALEN, REPRESENTING THE RE-
PAIRERS OF AUTO ACCESSORIES AND PARTS, LOS ANGELES,
CALIF.

The CHAIRMAN. Will you l)'ase gi'e your nalite?
Mr. VAN ALEN. Ralph A. Van Alei, los Anlgeles, Calif.
The CIIAIRMAN. How 1o you (hescri)e your business , .r. Van Alen?
Mr. VAN ALEN. Mr. Chairman and members of tile committee:

We are in the business of repairing used automobile parts and acces-
sories, to provide a faster and better service for the car owner, the
truck owner, or tie tractor owner.

The CHAIRMAN. Do you sell a1y new l)arts?
Mr. VAN ALEN. We do nOt sell new parts, we (10 not make any new

parts, and we must have tile ol )art repaid or we could not, con-
tmue ilI business. The process of the )usmness is all for the purpose of
saving time for the owner of it piece of equipment repaired if the unit
is rell)airable, or for the purpose of saving time for the owner of a cal'
or a truck or tractor. A repaired unit is available so that when the
garagemnan wants one he does not have to tie ul) the piece of equipment
for several hours either while lie is doing the work on that car or while
lie is doing work on some other car. All of the units that we furnish
are made from old units, such as will be returned to us.
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The process of tile business, the flow of tratle, is that if we have
Such a umnit on hand, tile galagelan alfl y call upo us for a generator,
oi pump, to fit a certain model of car, alid we will send it out to him,
receiving ill retirui' the oneHi that ihe has removed from that car on which
a tax was paid, anti tliei we will repair that unit so that it will be
availalle for the next one.

S(')iltO' TAFT. Tile title passes iii each case? You acquire title
to the one you get I)ack?

Mr. V.\, Ar, :N. Yes, sir; we do.
Senator TAFrT. You sell the otlier )ieCe to him?
.MIr. V.Ax ALEN. We sell tle 1)iVCe Oil which a1 tax lius olice been

paid. If thI uiiit waIs taxe',l every time it cam' into our uinls it may
imply taxation six or sevel tinmies in it couple of years o thtle sallie ar-
tie('.* We (10 not make any new articles, we could not make any new
articles, we must have tlie oll one to work on, w, nlist have thde one
which haims come from that luittonlo)ile as a coml)lete unit to work ol.
'Tlie part tilit we )lac'l ill t hat timit, if parts are required, if it is more
han labor and adj list ment, t hose parts are plurcliase, from factories

who pay taxes on those parts and who pass tile taxes oil to us. In
inaiiy cst's tit' )arts we 1is,, are oflred to t'le car owner foi' doing tle
same work that we ((0. In fact, in soic instances t hey are put lip ill
packages and labeled "Repair kit,' so that tile car owner in tilie remote
territory may purchase such a kit, and make his own repairs.

In or' case what happens is we may get, a unit such as t his, a Fortd
(list ributor, sent in to us, which is v'er' dirty , which neetds to be cleaned,
which needs to be atijusted, anid probably needs a new st't of contact
l)oiiits. Wlt'n we rce't'iv(' it, we will take it, apart, we will wash it
Comple)telv and lheck tile pailts in it, st' w\hat parts, if any, ar(, lle(he(e
and if sutch) parts are needed they will )e rel)lced with tax-paid parts.

The Rev'em Bureau has consistently and repeatedlly told us if we
put that 1init back on tlie sanime auitoll)ihe there would be no tax oii it,
causee it would l)' a t'pair job, I tut if it went into some other liiito-
mnolile it would be considered mia im at lre, alt hoiigl, frankly, tile
work is identical in eitler cast'. We (o not know where to tlraw tile
line.

'I,'v avt ' also toltl us if we wash one of tlise at a time it is a
i,'l)ai' job, but-, if we wash 2, 5, or 10I at a time it becomes manufacture.
For' the l)ir'ose of improving our service we will wash several at one
time, hecalst we can wash 5 or 1(W at. a time faster than we can wash
5 0o. 1) individual pieces.

'liey havt told us ili some instances tie item is ]lot taxable, and in
otler instances such an item is taxable.

In evel'v case, the unit we sell bas come from a tax-paid automobile,
and the ullit we work on is a coml)l'tet unit. We 'araot make any
parts in the unit.; we must have all of the parts to work on. When it
goes back it is exactly the same kind of unit that we received. We
have not created anything new or different.

If we have rec,,ivel an armature, as sometimes happens, a man
wants an armaiture, such as this article [indicating], or at shaft with
this particular armature gone, where tle commutator is all dirty or
sooted or carhoned up, it is not making a good contact or performing
properly, or it may he that the shaft is bent and sprung from service.
It suieli a case we would clean u) tile commutator and make certain
it was round before we put it, back, or we might straighten the shaft
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by pounding it, and it would have a complete contact bearing surface
and performing in good order. It would look like this [indicating].
It is still tile same article when we get through, but the Revenue Bureau
has said it would be a manufactured armature in a great many
instances.

Senator TAFT. Mr. Chairman, may I ask the Treasury what hap-
pens if a second-hand automobile is extensively repaired, because the
car is broken ill) in an accident, and then sold as a secondl-hand auto.
mobile?

Is there a tax on that?
MIr. RAY. There is no tax on second-hand automobiles.
Senator TAFT. No matter how much repair is done on them?
Mr. RAY. No.
Senator VANDENBERG. Is this problem localized in California?
Mr. VAN AILEN. No, sir; I he problem exists throughout the country.
We have objecte(d to the Revenue Bureau iliterl)retationl by taxilg

us an(l not taxing someone else. They said, "Maybe the collector
in that, district is niot 011 the job as well,'' but they will get around to
him. We say, '"We (10 not know whlich of these uniits wve alre expected
to pay at tax Onl 1111d1 whlich we atre not, anid theii lie says, ''You better
have'Congress clarify the law for you." They have come in to us
and told us, at one tie or another, that certain articles are not sul)ject
to the tax, and then after several years they come back and make
another assessment of the tax upo)01 us based upon different values.
Sometimes they tax the work we (1o only, oil the repair charge, an1d
in other cases they have (101e this, they have said, "You have ex-
clanged that to a man for a (Iollar"'-l)erhaps I can explain better
with tie distributor. They said, "You have exchanged that, to a
man for a dollar, you have given him this new article in llace of one
which is not new, )ut is second-hanid, the exclamge man ordered this
from you before he took the old one, maybe, from the car." Now,
mayev the 1111111 waiits to keel) his cal runnilig, S) wheh we send it
out to him we bill him $1 for the rel)air service an( $5 for a del)osit,
so we will get the ol unit back. If we did not get the ol unit back
we would not have another to'work on for the next customer. We
would be out of business if we were, to (1o that. The Treasury De-
partment has taxed us on the basis of $6 in this instance, although our
total income was just the $1. They have told us the tax applied,
thr'y have re)eate(ily held to the ruling that the tax applies to the
value of tie repair )lus the ol article taken in.

The CHAIRMAN. If you buy any new parts from the dealer, the
wholesaler, or the factory, you have to pay a tax on it?

Mr. VAN ALIEN. If we buy new parts from a manufacturer or
wholesaler, those parts have been taxed at the point of manufacture,
and in most cases the invoice states specifically, at, the, )ottom of the
invoice, "excise tax," or "manufacturer's excise tax, 2,112 percent."

Senator CONNALLY. What about the old parts that you take out
from a knocked-down automobile?

Mr. VAN ALEN. You mean if we use them? You mean if we
rebuild and recondition such a part?

Senator CONNALLY. No. A fellow comes along and he wants a
new part, you are going to repair his car, you need a part, and instead
of giving him a new part you give him a )art out of another car.
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i'. VAN ALIN. le does not order a new part from us, because
we are not ill that )usiaess, but in such all instance what ' would

Senator Co NN\ LLY (interloSilig). unId'terstan( what would happen.
The (itest ion is: Youit l thte l car to the ShI to be reliedl, it tleU1s
a c(lilin l)ilt, a1n(1 itlstelld of using i new part yoll use ia lse(d l)irf off
of sonile car that has bell jui ked. thenl what?

Mrt1. VAN ALEN. I (10 l ow Wiat you mlean by ''Thiei what?"
bult that. cirt'llnstince wotl(d not occur very ft equilenlly.

Seniator CONN,\LLY. I di(d iiot ask vol tut. Su!lll)OSiilg it did oCCi',
What, woul(I happen? )on't you (10 that at, all? )on't yol use iliy
liSe(I parts in reptiiring the fiuttoiiobile?

Alr'. VAN AL.i.'N. Sonmetiles they night; yes, sir.

Seittol' CONNALLY. Ti. is what. I in is-llkiti yol.
M'. VAN ALEN. Yes; sonmetinies they miight.
Selltotr CONNALLY. io they )av a1l1V tax?
Mr. VAIN ALEN. Those parts had taxes pai(d On theiln when they

were put ill the automobile.
Senator CONNALLY. Do you pay ally tax on them?
Mr. VAN ALEN. Not in that ease.
Senator CONNALLY. Tihtit is going a long way aroui( to get the

question answered.
Mr. VAN AL EN. Not in that case. What has happened is this:

This is an exact case. ve received a telegram from down in Arizona
that they neede(1 a starter for a certain automobile. We did not have
such a starter on 11111(1, so we went to lookigli around here and there
for a. suitable starter. We went to the wrecking yard and bought a
starter. 'Tie wrecking yar( woul(l have sol( it as a secon(I-han1 start-
er aild there wouhl be no tfix, there would lie no assessment, made
on that second-hand starter. Ave thought it., we brought it to the
plant, washed it up a. bit, got, to working on it, tested it, to make certain
that it worked Properly, ind shipped it out. Il a few dt'ys we got
back the old starter from the car in Arizona, which we then fixed up
to go out on the next call for sutch ait lit. Some (lay tile Treasry
Department will come along and go over our billing and charge us a
tax on the starter even though we never toulcle(d it, even though we
(id not open it. up, simply because we handled it in a different manner
than the wrecking yard, or because it went into a different car from
the one that it came out of.

Senator RADCLIFFE. Mr. Van Alen.
Mr. VAN ALEN. Yes.
Senator RADCLIFFE. Do I understand the part from the damaged

car is used in substitution for the repaire( part, the idlea being tiat
the (lamaged part will then be put in con(lition, repaired if necessary,
cleaned, and put in a condition to be available for some subsequent
transaction?

X11'. VAN ALEN. That is right, sir.
Senator RADCLIFFE. That p resuppos I suppose, that the damaged

part Call be repaired and fixed up?
Mir. VAN ALEN. Yes.
Mr. RADCLIFFE. I would assume in many cases it could not be

done, an( in that event there mist. be a need for second-hand parts
that would nlot come through that transaction.
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Mr. VAN ALEN. 1 (0 not know of 111y cases wleil that (damaged(part 'oul not be repaired, whenl it would bie senlt ill to lis or 1('(elpeted

and handled by us. If it could not b rel)aiid there wouhl be 110
benefit, in sen(in it in.

As a matter of fact, in a (istril)ltor like this [indica ting], where an
essenltial part of the unit such as tihle housing is b'oken, and where
we canliot make or e'(ate any housing, we (lefi iiielv refuse to a(ce)t
that (list rii)utor front tile customer. Tle only (il'iffrenee between
our work and the work of a gi ragenian is that we (10 it for the ga r1ge-
mall instead of h doing it for Ii himself. If hie (id the same work ill hlis
place, there would be no tax assesse( ) upo him.

An installed thlt I know of was where a geltleman hadl a lPackard
till toloil anI he ec(le!d another Armauiiie for it. %\ hen lie wn(, n to
tle slvice stiltion lie IIn(1 ha(1 to viit several hoirs for h liita 11111111r.
In Or(ler to avoid that loss of tinle again, and I believe with several
hours in(lude(,d running ovrtIight, he procured another armature that
the garageillinl told him "will fit that autoolobile," tIat lie might use
als il part, tlie same as a spare tir'e. hIe took that, lack to his g'ara,'ge
an(I kept it, oil hianId Is it spril'e. It was not a Illalinfiu('ture, it was
simply the, sano as his Own Ilia, h d n r)e re('.ii('(l When it was
originally installed in thli ear, a tax h(d be('n ('olle('t(,(I upon it.

Senator R.DCLIFFE.. When you take a spare lpIrt of an automobile
fali( fix it 1ll) SO it, lnaly bie ava ilal)Ie for a subsequent trIilnsa(ltion--
that is what you lleall?

Mh'. VAN ALEN. Yes.
Sealor RADCLIFFE. SIil)l)OSe the old IIrt ('lllllOt be fixed ul), Or

that the (lillnlges to it in many cases would )e so serious that it coul
not be fixed u); in that ase where (Io you find your source of niateriil
in order to meet a new transaction?

IM1'. VAN AIEN. Ill inst lhl('('s W ( we (o not have it part Oil hn(
we have to buy a ew part lit a higher price than we would sell the r'el)air
service for. When new models ('om out an(d there alre no used l)arts
available, as for instance the 1941 moe(ls of automobiles, we buy a
number of new Ones so as to start this rotation. We start with a new
one oil the first call and receive the used one back, which we recoil-
dition.

Senato' RADCLIIFFE. CoulI not you buy those parts front se.oil-
han( (eaMle's who wvire'k cars?

\M'. VA.N ALEIN. Sometiles we ('oul, but ve Coul not find ile
miscellaneols parts for the latci' lno(hl Cars.

Senator TA FT. Ar( not there a lot of l)eopl h in the busine.s who
Supply Ol )ir'ts from junlIIk yI'|s lind '( recondition those l)lrts?

M'. VAN AL. I (1o not'believe so foi' the lulrl)ose of selling thell
outright, because the only place that the good business is, is on this
exchange of parts. People (1o not bIuy SeconI-hanl parts to lt Oil
the shelf and maintain theI there.

Senator TAFT. You say you (1o not buy junk l)arts. Who does buy
all the junlk )alts that comule from junk yards?

Mr. VAN ALEN. We sell a lot of junk l)ats, if we have salvage mia -
terial, at so much a )oun(.

Senator TAFT. Are not a lot of the parts iii the junk yards salvaged
an I reeonditione.M?MNr. VAN ALEN. Yes, sir. Mfany of the parts are Salvagedl.
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Seiiii tor T.r .Now, is it j)(in01 ill talit business taxed under the
pi'e'lt, law or liot?

N 1'. V. N ALEN. In the wrecking yards ife is 1iot. Tiis is what
occiui's: All iauitoilobile 11v be i it fit'(, or 1)11y be wrecked aud theradliator 11n1d frol, wheels lfighlt I)v lbu'ned 11l),'lbt thev 'p-,ierator, or
tihe i'ear viid, niight he just as good as it was before. The wrecking

yard Iiight get the au1itoillobile liuiI throw away the )arts tlit ain'o
wre'ked and ilk out tll(' )arts that are not wrecked, which are still
uisth, as secon(-hii0(1 parts. Their is n1 tix ap)lied to the sale of
s5('Ii(MI-laiu(I parts, but if we go to tlie wrecking yard and bIuy it and
then sell it all( pass it, oil, fuid tlike an ol one ill trade for it

Senator 'TAFr (interposing). I do not care what the business 01' tih
trade does with it, )ut tile importauit question is (he work that, is (10110
oi tile ol part.

Nilr. VAN ALIEN. Yes.
Senator TAFT. And anybody in that business might be called it

1aluuilifaCturer. conceivably.
N1'. V.AN AiLE,,. He is called a repairman.
Senator TAFT. Is anybody taxed except your )articular kind ofbusiness?
N1i'. VAN ALEN. I (do 1ot thilink anyione eXeel)t 0111- class of business

is taxe(. I know l)eol), ill our class of l)usiness aure taxed, and 1 (Io
not think Congress int ended to tax the repair work ill the old law.

Senator TA FT. How woUld youl dist inguish your business from a
man buying 1i s(ecoid-hanil flut(mobih,, re(,ondlifioning the alltomiiobilewhich Was not taxed?

Ni. VAN ALLEN. I could not (listingilish it, fr'om nthat, except WC
also will (10 teplair. work for anybody.

rle C:uRMAN. Is theie lnythinig else?
Senate' RAD('LIFFE. A dealer who wrecks fll ol car and, as *you say,

disearls tile parts which are of no value and retains those which have
some value, of course, ill many cases, those parts have to e l)ut ill
condition, he has to repair them, and then he sells them as a seconI-
hanild dealer, Or as other second-hand dealers ill part's (10; (foes he pay
any tax?

Mr. VAN ALE.N. lie does not pay any tax, any 11101e thia1 a annii who
sells second-hand clothing )ays tax oi manufacturing. There must
be l)eol)le who buy and sell secon(l-handi lotliing.

SCnator IR:AILIFFIi. lIe is lisposinig of a secondl-hand part which h
may or may not rel)air?

M'. VAN ALEN. That, is correct, but lie (lots not, pay any tax on it.
Sellator VANDENIBERIG. \41'. Chairman, in Coiiection with t his

witness' testimony, 1 would like to have p rinted in the i'cord, if 1
may, a letter fromn the Michigan Engine Rebuiden, Association of
Detroit,, which ndiliates that, the need for clarifieation, at least, in
the law is so pressing, because the tax is being collected retroactively,
andil in nny instances iin the Detroit area tie accumulated back assess-
ilents total more 111111 the value of the business.

Mi'. VAN ALEx. linit, is quite true.
Senator VANDENBERO. I woUld like to have (hat 1tinted in th

record, if I niny.
The C I,\,TI,'AN. Very well.
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(The letter referred to is as follows:)
MIC1IlI(AN ENGINE EIBUILDEIS AssocITvrON,

Detroit, Mich., July 80, 1941.
'lie lHonorable AirTiitU VANDENIERtG,

Senate Ofice Building, Washington, D. C.
l)F: \I Sift: In confirmation of our telegram of this (late, regarding tihe tax on

repaired nutomohile parts and accessories, we wish to submit t hoe facts regarding
a deplorable situation which has arisen and which we believe was never content-
)lated by Congress.

.Susb.eetion (' of section 3403 of the United States Codes placedI a tax on tile
sale by tile rnallufaclt urer, producer, or inlorter of automobile l)arts or acces-
sories. The atIminist rat ive int(erlpretation whichll has hel )laced oil this section
has restulted in every parts jobher. dealer, garage, iiiachine. and repair shop that
repairs, overhauls, or rebIuilds and sells any used auitomobile engine. part, or
accessory being taxed a. a iamautactrmier, even though ite advertises tlie fact that
they are relaire(d, overhauled, or rebuilt.

This initer)retation has resulted in thousands of parts jobbers, dealers, garages,
machiu,, and repair shops becominig taxable as manufacturers, simply l)ecalse
they have repaired and sol( sole used automobile engine, part, or iecessory.
The Commissioner of Internia lievenue is now applying this principle retro-
actively, resulting in enormous assessinients being place(i against smiiall businesses,
which (0 no manu fatiuring whatsoever, and resulting in liens being filed and onIds
demanded to insure payment. II ninny instances these asses,4ments far exceed
he entire worth of the businesses, which can only result in ultimate coiitiscation.

It is unthinkalle that tite Congress ever intenilel such vicious and wholesale
destruction of otherwise valial)le suiall taxiavers.

The initerl)retatio, which ha,It hen Iplaced 'on the act as it now stands and
which will continue if the act is not claritied, has resulted and will continue to
result in assessments of large sums of moey, which, in fact, will never be collected,
(1h1 to the inability of these sitiall businesses to liquidate for the amount's involved.

The act as now interpreted has not only defeated itself by assessiig uncol-
lectible taxes, but also threatens ruin for those that have been assese(l. The
result is the destruction of the small taxpayer who constitutes the backbone Qf
the present defense-tax structure.

The simplest clarification is to immediately amnend subsection C of section
3403, United States Codes [by inserting the words printed iin italic], to read in
part as follows:

"(C) Parts or accessories (other than repaired, overhauled, or rebudil pars or
accessories when sold as such, and tires and inner tubes) * *

We apl)eal to your sense of justice and fair play to lift this threat of destruction
from tie small one-man businesses scattered throughout our land, all operated
by loyal and industrious Americans.

Yours very truly,
THOMAS V. LOCICEIO,

Executive Secretary.

Mr. VAN ALAEN. If I may add, I would like to say in Los Angeles,
there are 10 or 11 people in the style of business I am in, and not
less than 3 of them have said to me, "If you want to assume the tax
bill that is presented to me, I will give you my business, because it
is really far more than the business," and one man has said, "Although
the Revenue Bureau is willing to take my bill in settlement, it means
for the next 4 years I shall be working for nothing."

The CHATIMAN. I think we get your point. Ts there anything else?
Mr. EINzIG. We have one more witness, Mr. Thompson, of New

Jersey.
The CHAIRMAN. Covering the same ground, Mr. Thompson?
Mr. TOIMPSON. No; now, just to show how the Internal Revenue

Bureau has collected the taxes in the past. I am not going into any
detail about the articles.
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STATEMENT OF ROBERT R. THOMPSON, REPAIRERS OF AUTO
ACCESSORIES AND PARTS, OF NEW JERSEY

The CH TM.\N. Give the reporter your name. We have given you
30 minutes on this matter. It is a1 very simple matter.

Mr. THOMPSON. It will just take 2 minutes.
The CH.IRMAN. What we want to see is the regulation of tihe 'l'ras-

ury- that it will be put into the record. I wish you gentlemen would
provide lie regulation of the Commissioner of Internal Revenue.

Mr. R.v (George E. Ray, principal attorney, Office of the Legis-
lative Counsel, Treasury J)epartnuent). Yes, sir.

Thle CHAIRMAN. I Wan1t to ask you just this one question: When
the tax is imposed upol l)eolple who engage in thie work that these
genthlenl(n are engaged in, is it on the theory that they are manu-
facturers?

Mr. RAY. Yes, Senator. F'umd(amntally, that is the theory.
The CHAIMAN. I suppose so, on the theory that they ame manu-

factilrers. If you put that regulation in the record, I tfink xe (an
understand the whole case.

(The memorandum from the Treasury Department ref('rved to is !is
follows:)

le: Manufacturers' excise tax on the sale of automobile parts and
accessories.

The following provisions of lRegulations 46 (1910 edition) have a direct bearing
on the tax status of rebuilt geulerators and other automobile parts and accessories:

"S(c. 316.4. l'ho is a mann ufcurr.--'lhe term 'manufacturer' includes a
person who produces a taxable article from scrap, salvage, or junk material, as
well as from HOw or raw material, (1) by processing, manipulating, or changing
the form of ,in article, or (2) )y combining or asscmhliig two or more articles.

"hder certainn circuimstances. as where a person maniufaetures or )roduceS a
taxable article for a person who furnishes materials and retain,; title thereto, the
person for whom Ilie taxable article is manufactured or produced, and not. the
persoii who actually manufactures or produces it, will be considered the
mallifact IllOr.

"A minuffacitrer who sells a taxable article in a knockdown condition, but
complete as to all coml)oinlt parts, is liable for the tax, and not the person who
buys, ald as.einbles a taxable article from, such component pars,"

* * * * * * *

'PARTS AND A'Cl, SORIES

"[S'c. 3 103. Tor on amdomobiles. ete.
'TI'ere shall be imposed ipon the following articles sold by the manufacturer,

prodlicer, or. impiorter. a fItx equivalent to the following percentages of the price
for which so sold:1

* * * * * * *

"(c) Parts or accessories (other thait fires and inner tubes) for any of the
articles enuimieratedl in subsection (a) or ()), 2 per ceiim. For tie l)urpioscs
of this slbsection alid suisections (a) and (1)), spark plugs, storage batteries,
leaf springs, coils, timers, and tire chains, which are soitaile for use ol or in
connection witi, or as component parts of, aiy of the articles eiuniratcd ill
subsection (a) or (1), shall be considered parts or accessories; ^,rr such articles,
whether or not, )riniarihy adapted for such use. This subseetion :'hall not apply
to ebassis or bodies for automobile trucks or other automobiles. *' * *

"Spc. 316.55. Definition of pars or accessories.--'he term 'parts or acces-
sories' for all automobile truck or other automobile chassis or body, taxable
tractor, or motorcycle, includes (a) any article the primary use of Avhich is to
inireve, repair, replace, or serve as a colmponent part, of such vehicle or article,
(b) any article designed to be attached to or used in connection with such vehicle
or article to add to its utility or ornamentation, and (c) any article the primary
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us( of wIhich is ill CU)liliectilli with such veliiele or artich, whether ri' r nIt sselitial
to its operations or lse.

'"lhe turn ill'ars and( alC(,,s. i'h,' Shllll bel iiiderstoo(d tol eiilbravle all suclh

airtielhs as have reached stich a stage of iiiaiiifactr thiti they are coimiiiily
Ort' coiiierciiilly kiown its paiirts alid! ac('(ss~ori(s whether or iiot fittinig iperatiis
are re(uIiiii'ed iii eoiinectioni with inistallntion. h'le, t(,ilii shall liolt he utllherstood(
to elibrace raw iaterials ised il t lie lilaiifliat ilre of stich articles.

"Spiirk iligs, stiorage Ibatteries, leaf sprt'iligs, coils, tillnr.s, all(I tire elhaiils,
'wliih alt, silalh for itsv oil or ill ci)inciinii wvith, o1 11 olliil)onit larts lIf,
altitolnI()ilh trick (r (Ith(,r autliomit)leth Chassis, taxalbih tractors, i illotreycles,
tire (Olsidere(l arts (If Or access'rivs for sucli articles whtlier or init, primailirily
(esiginel (it adapted for such iise.

"S'. 316.561. ille of ax.---Tihe tax is ilyallh y t- lie ilalllfait ilrer at t li rate
(If 2 percetit (2.12' percent, for Ih lierid(l Jll% I, 19.i0, to .11itie 30, 1915, iiilil.iv(')
(If t lie sale Ipi'i(,e ls (hlerlliii(d iller sect iols 31 (i.8 tt 3111. 15, inclusive.

EXEMPTT SA\ILES- OF PARTS AND) .\('CPSS. IlIF

"[SE(. 3.103. Tax on automobiles, etc.]
"(cl * * * Under regulations prescribed by tihe Commissioner, with ithe

:h)l)roval of the Secretary, the tax lnder tlis sil)sctiIil shall not al)ply il Iihe case
of sales of llirts or accessories by the nlantifacturei', prodtier, or importer to a
manufacturers or lro(lticer of ally of the articles enumlerated iii sil)sedtion (a) or
(b) If aiiy such parts or accessot'ies are resol(d hy silch 'eltdee otherwise that Oil
Or ili eOlili,ectioi wvitli, or with the sale of, lil artele eitierated ill stilbsetioli
(a) or (b) 1iii(d naiiifactire(l cr produced by siilh vendee, thea for the liirpIOses of
this s('tion t le v'ei(lce shall be consi(ered th l iiaifacttirer or pro(hicer (if the
parts or access(oirecs so r(sol(.

"dS .316.57. 'arls til (IcCessor'.' es sdd Itl mIm farltmrrs.- Not tx will le illi-
posed Ii)Oli iarts or ace(,ssiiries sold to a inailifactulrer (If alitoiolile Irick or
other altllollil, chassis, )(d1ies. t axable tractors, or iiotolrcveh's, provided tI(,
'endor oltlailns from tli( hillrchaser. alidl retains ill his a0(siti as )l'(I\'ided ill

sect ion 3111.21, a cei'tificat e of lit'( ltirchaser establlishiig thlil Ihc lie)ltlr s('ir is a
iiantfactireir of silch artie'l.

"'ndeir s.c., tio 3-112. s:!h-s of p:rts I1' ordessoiriis tlI allt lieir Ii alfii(lilrr of
liartls or a(''e,.sl'ries f il ,(e ii lie, nilitfact lire el.' 11'11lld1 ioilit ei ills oir produ'ctilo'n(s
are likewise( eXeilt, whet Siln)l)or'(I I" e\il j)t e lile ((pion ifiitt' ats lrovidd ill set'-
tion 316.21.
"If th( piirelinsI Ies to' r('s(lls llirt. o1' o (('e.ssoi'i,. , 1)irchlasu'd by' hi Im 1w; frt't',

lie shall I)e conside'ed th lillt'lluattirer, anid mnulst paY l lltaN I ii(,lo'r( i ill tillh
ease of resale (stahllisli by' ,Xviill ertliticate (ti file 1ha1t hil, ,I' \\.its Illix free.

",JolbbIers 1' dealers m1ii(It hers lito aie iol Iliil llfati tl's lf taxal eiat leles
are iot entitled to pilrchase tax free. I tieae a iiialift e llier ( iltl f bh taxllbl
anid nontnlaxal11e arliles liS,.s pAilr il' ie' .otszol'i4s, ili'4,lia.(,(I ? fa\ free t ilider ('(,r-
tificate ill the, illufactilre of i niontaxail it, ai ve, 11 is liable for tax ol tin, palls
'or accessori(s so ised 1bIa',d 4il tlhe faii' market !p)'ie, (hlerine( az pro'idd ill

section 316.15."

N11'. THIOM'SON. Niv l11111i' is Roi)r(ItR. Thosoniii. il. (1hii'n.
I wish to olt iilly iiy eXI)e,'ile('v with Ith th nlotrlim IeVl'lll'ttC I it riill
Oil tle ('x('cise lax.

Wilen this ('xcis(' tlx N)-glil ill ,Jll( of 1932 w'e ('onsilt (,(I oll' ittor-
ilVy as to w\hvdhiT we \,,',1'( litleh, ailtd Ile inifor'med( IIs that olilt' Ibisi-

]iSs WiS of ii r'Ci ii illttl' i1ndd iiret'ore, wC, W(T1'( liot t ixiilh,. This
sailli(' ('onlt(lition was heh 1 V other cic(('li's ill 0111. lo(,litv.

Ilit 1934 two hle)lity ('oli'i'to' from tiit' Newmn'k oilit'e eilied (Ill uS
and ilspeced'I 011l' books lin( 0111' mei(thoi((1 (If oJ)Ci'li h l0.1. In'v told
US tit, t hey woilI ('I)lliii lr liisiness to their SIi)l'ioi ill Nwar'i'k
aildl adviseli s winh'her w ,vre slibvel, to thlis tax. UpTlon their

return, they info'mi(d us thiit, 0111' I)Iisiess was '(l)ti's a1lt(! not O(i( of
mantfuictue nd(1 wIe wi'(, not t axle)h,.

In July 1937 two (lir(f.imit, (hlput i(,s from tie New York office called
oi us And advisedlis that N(' were Subect)j to this tax. I'y assesse(I
its frrom nill 1932 to ,Juy 1937, singg their figures oli ' xilehange

prices, whiich Ill(eans the aletlilil receil)ts receivedd by tis for repairing.
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iDurilig the course of tlhe next, year Avv hadI ninny .oil frences with
ihe L3t(' reau, hilt no settlhiient was arrived at. In August 19:38

another i(h')ty front the Newark office atid it o('( Ihooks for the yl i
July 1, 1937, to July 1, 1938. The hasis of tIl( a iit was tile same as
nm(le by Itl(e New York del)uti(s. Before leaving, this (e)uty drew
Ul1) 1t work sheet ('ofnit l tax due for tit' month of July 1938.
('oilitneinlg with tiati Month we have filed and paid taxes exactly
-is slowni us by tlle (h('l)t 'v. As we were not in a1 fi nancial positionn to
piay the total amount of bitek taxes assesseI against, us, t lie Buret au,
iii Noveinl)eI 19:39, a('('el)te(l a offer i compromise of l) pl)roxilnately
.)0 J)ereelit . , 'et Ii ri('e( I amiotun t wat s it great ar is hil) for us,
but we jma naged to ala iti f Il pay.iit in l) m henilr 1940.

In March 1941, tin agent of til( Bureau, working directlyy ouil of
Washington, ('ale(d on us, an( after examiliing 0111' books, toll us,
titiuch to o1 Surlrise, that we werle not (,orreetly(oml)ulting the aitiotit
of tlax('s ( line, as we (id not include , for tax ptilposes, tlie 'alti placed
o0n the( old uil lt taken ill exchange, but were paying only on the actual
ititmotint receive(d )y us to Cover tihe cost of repairs. This agent, then
proce(led to set il)a(litioiml taxes for the period, July 1938 to
F(,Ibruarv 28, 1941.

In Mitrcl 1941, lit a confei rule l)e fore Deputy Ageits leopold and
Garwin here ill Washington, I protested strongly against this propose( d
a(hditional tax, its I felt tile lirieiaut was not c(oliSist(llt or justified in
their ways of taxing oui' art i'es. My protest was to no avutil and tie
il(l(litioliill tax wits ssseSS(l.

This, gentlemen, I wllit to bring out to yoti, that we Iave all these
methlo(s of t xing otir articles. First, there wits no tax. Then a tax
onlv oil Ith repairs, aild now a1 tax on tie repairs )lis tie 'lue
of ille, articles received in trl(le.

The CHAIRMAN. Is there aitytthing further?
Mr. 1)oeiwvi..T."It. Mi'. Chairman, nlfy I say it few words? I want

to explain o1r 1)ostion here. We cattle Ul) to Washington here, we
came to see Assistalnt See'(ttry Sullivan, we explained olr positionn
aind explained to him tht. tile 'ork (lkonl by these repairers was repair
work and not. work of maitufactu're. He s'lt us to i-. lelveriig,
andi NIL. li(lve'ing Sent us to Mi. Christie. Mr. Christie had Some
glitIell'il, who werue S ol)l)osed to lbe (XIvelts. Well, finally, Mr.
('hristie sent us to two gentemn who went into it. in (letail and we
explihilt(Il tht operations, and so forth. I am not quoting anybody,
hit we welt away with til( impression that everything WIts fill riglit.

l141tel' oil, tile Biireit all(! M1r. SullivNat SeeI( l to I)e of tile opinion
tht this 1aier cohill bet arranged )y regulation, fill Internal Revenue
',g tlatiou.

Now, .\Il. Chairmn, we walnt )Iotection agilinst regulation in this
maltter. If it is possible at till, if it is fair and just. an( )roper, we wlit
this allendillment, or if tile languange of tih( amellndmelt is ill))aroI)riate
in any otih til, we would like to have the apl)rol)riate langua(e inserte(d,
just uts radios are exCli(lh' and as tires an(l inner titbes ai'e excluded,
we. want this special repair work to be (lefintitely exclhi(h(e )y legislative
act iolt.

In California, in my district at Los Angeles, the collectors of Internal
Revelue, a splendid u)ublic official, is however, imposing a tax upon
soe of these people. They are going hack oit their books 4 or 5 year's,
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6 years, and if this method that is bIeing exercised in Our district is
followed all over the United States, the United States Governuient
will have, as owners, a lot of repair shops; throwing out of business
two or three or four or five men in each shop who are earning a living
for themselves and their families.

In the San Francisco district , the repairers there are informed by
the Internal Revenue Bureau officials that there is no tax to )e u-
posed, for the reason that these repairer's are repairers and not mam-
facturers. Of course, they have the correct aititu(le. In other sections
of the United States, in only t few as compared to tile I)alance of the
United States, the imposition of taxes has been made, and in tit
majority of districts there has been so far no imposition of the taxes.
This affair, dealing with the rel)airers, that is the alleged law or regu-
lations, has been unfairly and improperly-I am not ascribing any
improper motive, but it has been unfairly handled.

Senator CONNALLY. May I interrupt you, Mr. Doekweiler?
Xl'. DocmewILEM. Yes, Senator.
Senator CONNALLY. 1)o they tax them just on the cost of the par-

ticular l)art that goes into the repairs?
Mr. l)oCKA w LER:. They impose a tax in one ease on the $1.10

charged for repair, and then the $5 deposit, which is immediately
returned or cre(itel to tile garageman upon the retu'n of the old and
disabled part. That would mean, say, 5 percent, 5 times 6 that is 30,
ad we are paying 30 percent instead of 5) percent on $1.

Of course, I would like to hear the answer of the Treasury l)epart-
ment. We are lt a (lisatlvantage in not being a)le to find'out what
their attitude andi position is, but we think that the case is sufficiently
grave to justify the enactment of an allten1lmnent, to this statute so that
the law and the )rocedtre is already laid down for ilie gentlemen in the
Internal Revenue Bureau.

Now, you all realize better than I do, that the American people are
going to be obliged to pay taxes such as their fathers amid grald-
fathers nhd great-grandfathers were never called upon to pay, and
therefore, it is most important that. the administrators of our tax
assessments, of our tax legislation, should he fail' and courteous and
kind and considerate to the people who pay, and that, a rule should not
be enforced in one district which is not enfoi'ced in another district.
We feel that, unli, the circumstances, this amen(dment., or some other
apl)ro)ria e langualge, should be uisell to h1rotect tihe re)airers.

Tile CHAIRMAN. We have your point, \Mr-. Doclkweiler.
Mr. l)ocKwEILm.. Thmik you.
Mitr. ETNZIG. Thank you ve'ry kindly.
Th1e CHAIIMAN. Mr. Ilarcourt Amory.

STATEMENT OF HARCOURT AMORY, BOSTON, MASS., CHAIRMAN,
COMMITTEE ON FEDERAL TAXATION, INVESTMENT BANKERS
ASSOCIATION OF AMERICA

[iThe C1AIRMAN. Will you give yoi11r name to the rel)orter?
MNlr. Amoity. l1arcotirt Amory of Bostoun, rei)reseiting the Invest-

mnent Ba-amkers Association of Anier-ica.
'[lie CuAm. ,AN. Have you a prepared brief?
Ir. Amony. I have, sir.

The CHAIRMAN. I)o you wish to rea( it or p)Ilt it in the record?
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Mrh'. Amony. I would )refer to read it.
Tihe (HA:I, 1M N. low long will it take you to coveI' it?
,Mlr. AMoity. It, will tiike us about, 20 minutes, sir, I think. We

will try to make it us brief as )ossibhl, bl)t as it is a general plan, it
is ii little liard to coileiise it much.

The CHAItRMAN. Will you state exactly to what point in the act
you are speakimlg, So we may follow you?

Mlr. AMoity. We are speaking to the general act. We have a
general tax )rool)osal.

Seitlor CONNALLY. A coipl)lete slbstitute for tihe bill?
Mir. Amomv. Not a complete substitute for the bill, but, it covers

all factors in the bill, sir'.
The CHAIRM.AN. It ('overs all th taxes?
Mir. Amony. No; but in at general way, it (loes, Senator.
Senator GUFFEv. IHow much revenue does your plan raise?
.l'r. AMoI,,. It rinses about $600,000,000 more thann the Illouse, it

rises $3,800,000,000.
Sela1tor CONNALLY. IS that a soles tlax?
AMr'. Amioit. Something along that line, sir.
Seiitor CONNAILY. I SS)e(ted thit.
M\I. Amoia. It has got a diflerelt name.
The CHA\IRMAxN. Proceed. Make it as brief as you can. Since you

have a written brief, you 1ouhl l)ut it in the rEcor(l and simply talk to
us oflhanld about your program.

Mr. Amoin-. I will delete, wherever I can, Senator George.
Tit(, CHAIRMAN. Yes.
N\r. Amoitv. The Investment Bankers Association of America,

represented 1)y its Committee on Federal Taxation, respectfully
submits a tax program. The assoc-iation has no special axe to grinl
and lias tiken the broad view that what is, over the long pull, good
for' the Government, will, over the long pull, be good for the taxpayer
and business, including the investment banking business.

1. Income tax mi individuals.-OuI' associatioii believes in graduated
income taxes on individuals and is of the opinion that this tax should
be one of out' )rincilal sources of revenue ill normal tiles. However,
experience has shown that in times of severe depression it, ('anot
always be one of the principal sources of revenue.

For example, although on the average, income-tax rates were
al)l)roxinlt Ilvy douh)le( in 1932, nevertheless for the fiscal yvar ending
Jume 30, 1933, the total revenue collections from individual income
taxes (including back taix collections for prior years) were only
$352,573,620. Ini this same is('al year t he , federal" Government (o'-
lected fronm toba('co taxes Iloiie, $402,739,059 or $50.165,439 more
thaii was (colle(ted frlom individual income tlaxes.

Senator BARKRLEY. You are just $300,000,000 off oil the tobacco
taxes. The tobacco taxes are $723,000,000.

Ir. A~mour. This is for the fiscal year 1933, si'.
Senator' BARKLEY. I beg your par(on.
Mi'. Amoity. ()i the o ther hand, in a time of high national income,

like the fiscal year 192)..even at low-inconie tax rates, the Govern-
ment collected from iindividaIlls more than tl'e times the revenue
it colletd in 1933, amnd income tax collections from individuals wero
over 2 .1 times tobacco-tlax collections.

61977-41-0
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In vi ew of IIhe extrell'ei filll(itlions which talkv phlce inl I"Vor(ia
iaconic talx collections, demillin.la I lrelv oil and ma,,n ifviI,.. ilctlli-
tions ill national income, the Investnt(ni Banhket Assotiation believvs
that a scientific shedile of income tax I'11tes alnd sal'tIx rwI,,; solul1h
be wo'ke I out for norma tin(,S I based on a reasonlabHe cowl of rulli ,
the Govet'invint ill such lines, itelliiitg interest costs, (s Is of in,,ili-
ta inii outr Arli aInd Navy iii l)ri (roer (l'tiv('eless, 2111d costs for at
coliserviteive anorliza tion (of lie Naiall (e)t. In nlemiril. st ich
a st'tndlrd seheduh of rites, we believe can-'efil rei'n rd should I)
given to preserving t he )rofit motiv'e of otr i'it izel.i, tI's giviitg thetl
tite itcen t ive to work. invest an lpr oucle. Colnsiler'ttil sloiuld
also bv vi' ein to bro de(leing.. the ba's-e of otr in'ont e ll ax b lower
exell )t iOlIS.

Selltlo' CONN%'IY. Rih~l tlr, how low (1o Vot ant, to lt it.?
Mr. AmoinY. The Treasury Department sti,'mste(d( $7.50 for indi-

viduals and $1,500 for married couples. Thitt woahl seen to 1)e a
reasonable )'base.

Senator CONNALLY. I Wis just wonIld(ring. You said you W(l'r
going to slibstit it( 1i bill. You Would not put it ainy lower than
that, hli?

'Mr. AMoiI. I (o not, believe you ('oul (1o it ait this tile, sir. No.
SemItor CONN.i.L,). Harlt i' ly.
M'. AntoMti. Grc, t B'itlin hats, for imn y years, IIScI lin income

tax svste('i wit il i )1o111 base with Iitle results that proport1ol1telv
11ior r('velllle btas beell seculre( ad 111(1 tax has been lilllch llore stable
ill vihlI t ht'ollh LooI times alnd lbad. For exlmle, at ('Olall'piratie
stady of the British ilncomet ltix re' ,v( and oie il ,l F eral il'lome fox
r'eveInie, ma(I0 some years iio (1It ii lm('( i lies, showeI, (I11iinz the
1 -yeir period 1923 to 193:3, inelitsivye, th1t H'itish in(ome, tfix reventle

vaIied from a miunitim of $1,436.000,000) to a m11ximin l1\'(nti( of
$1,936,000,000, while inl the, United( States, the mininilim rl'i'[ne

severe(! in this 11-yeilr I)erio(d! was $7,17,000,)000 while he 1 a pxitltiln1
i'vena e aMounted to $2,842,000,0)0. Ill ot(r words, il Great
Britain the ('naximlial revenue was o lV 35 I) (''('('nt ahove t Ilainintllrevenues while ill tis (,olrytl. the, maximum revenue, \\,if, 280 1)u,l'ent
above the linimmil revenue.

Thus we are (ertla in that, broadelling tilie i'('(lte lix base' wolil
not only 'result in more revette, biut wo t(l m11e he viheld from this
source more still)h,. We believe that. stabilitv is glel Ilv to be desi'ed.
Otlr association is atso of thl( opinion lhi l)ta 'Solt ht viio fIt inoillies
of fi'om $2,000 to $10,000 aInnitally cold pay consid(h'ili lv t-or, t ax
than proposed in the bill. It, should be i)ot e;l in this cotet(,(,tion Iht
the Treasury I)epartrment. has recommended highi(r taxes ott still
incomes.

Having set 1i) a stanl(l ( scle(hlle of rat es, it is stl',(,st(,(I that a11t i-
ionnal re'eCnuie requirements be met, so fill' as in(lividilll in('om( tia xe,

are related to the total tax blir(len, by (l(lintu to tle ltx (Omlitedl it,
the standar(l rates, a cet'ta in percent ae ill times of ne(l, or bv sitl)-
tiractinr from such saln '(lrd tax a (erltai pe(e(ntag' wheit the Govern-
ment, does not, require as much revenue as "t.Iis stlindi'd sele(lule of
rates aire impose(l should also le sta1nd1,r'ize1'.

Such a policy, if Cirried out, Wolldl give certaintly, and ceriai'lv
is one of the clir(iill princile)ls of soun(l taix legislation. This is
especially true if we are to have, as we have had (luring recent years,
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bixiiig stilts lt wh VIichi arvi ret 1(111et iv over () it p Jeriod of fiota 5. to( 9

2toit. en x' icroain.-Acrigt i( ldeIes

of thle Piv)sidj( (, I of ii iincomew ta i ll ( iI ie fiscal vill.a sending .1 one 30,
19.42? wvill iiotiiit to $4,f509,500,000( miidltr tlit' llaiw as lillile(( h) the
levt'(1i( Acts of 1940.

I'vl viil. oit of aiccou nt 1)1 lc t ax coll'ctIjins, decelad((-val Ilie excess-
prolits tax a11111 ijist. 4'1iriclilllt'1t tax, the inicomle tax onl indlividuals
was ('St ilila ited to v iv(id $ IA604 .000,0(00 an it( i incm mC~i d~ e111 xcess
jpioli Is t a xes, oil (01pora tions, $2,6 14 ,(00,000. ThI'( louse bill pr1o-

pssrevisioni ill inratIes a11(I il provs'ionsi1 a fleeti ,nsg t it( taix v ir'h wh iclh
are e'st li at e to restiIt. over at hill Year of opera tionis, it) adde I 'I venlei
front iildiVi(il ill'oilliv talx of $829,000,000) and from ('0mpoi'lt(' inicomle
anid excess prlit 5 talXe's of 81,.322,900,000. Thus, undei' thle 11 ousev
phln, 0111 tax systems is estimlatedI to yil 8243,00.000) from income
tax oil inIi vidl 1111 and $31,9.30,9.00,000 from income and excess profit s
taxes oil ('l-orlti onS. lt 01 th IibaIove, thle iimipor't ance of income
liixes oil c'orporonl bs is ('vii('ll sillee such'I taxes are itvxp'ct d to yield

over 1,12,billionl dolliirs, mole thli the ilcome taxes oil ind~ividtllfl.
It a ppears, to uts that the lPedet'al inlcomei talx s yste ('ill)jlyinaL to

cor'poralt iolns is (lit ilel ,y too1 'omplllic'atedl and1( places a trl'le(lus birl--
dell of vxjpeiise 011 corporatIions ill tilie wilyV of accoulng costs anld
vxlpvit 11(1vie.

If tOle vxil u Ilw, k revisedi Its lyroposev by tlhe H ouse bill. there-
\\ill het tilie follow\ingllx( 1s of yenel-I a pplica jtio4)1 imposed onl corpora-
tio ns:

1.Nornm t ax 24 l~et'Ici
2. "UNitiix 5 aMd 6 percent.
:3. 1Excess lprofits5 tax, gra'lduled 35 to 6) l)''ellt.
4. Special MI fl-eeut tax based 1 rela tion bet wevl curren t y'ear

earnings 111( uld 4 laelpeiod I ezilligs.
5. t)ehire-d vallll4 excess priofit s tax, 6 and 12 pereti

f. Defense talx (10 ())iceit. lidde~d).
Inll dit ion to the Il~ove, ('0' )oilltio)Is imust geelly"11N live under ( he

feari of thle heavy tlax inpm e I 111114' sect ion 10t2 ill the case of ail

There are i~, well, other 1110lT sJ )eCillli'ted inlcomle talxes besides nolinel'-
Otis excise taxes'. Thus, t 114' taxI )1i-d en oil corporato'll 4)1 is lillihei 'icvri
thanl woul 1( appeart from (ble c'onsid Ierat tin of illconlie t axe, on 41ly.

A corpora tion ki arlt ificial p person . It does not of it self ha i'e a1
heartl, or a1 soiul, or1 feelings, buit its stoc'kholdlers halve aill of these th lns.
('orpoli'at 1(1115 i'piesvil t. coop9eraltive' en t erprlise' al thIeir existe(nlce hils
iiiile it possible for' oul. I'it i'/ens of s111lilallas to ill'est, thliu iioiiev
inl blminess, whet her, t hose businesses be large or)1'1mall. Thle Citizenis
of 11nlill l s are'4 more liIkelv to in i'est inl tilie sec'i'it ies of lli'e conli-
1)1111 es t 11111 inl those of Situ) II ones. This is not, t1ll assillmpt 14)11; it is 11
faict, bornie out 1not (lilly bv tie( records of melt) herls of 4)111' lssocili (ionl
bu1t, by thle experience ~of *vaiolis ill ve't ilelit serv~i'es.

lit *View of t his, while 4)111' l1550('iltiolt dloe", not, wish to ('1it i('i'4,
We ar'e fit. a loss", to tllnleI'stailld wvhy thev Ipr('slt. (xcvss-1)rofits tax hills
dollar bra'icke4ts instead of per'lcen~tage brtack~ets. It. Seeils clefi'. to uts
flint the Jplesilt. "shst1ei r4'acts more lln1favolralbly on) tile Small11 investor
thanl o1l tll( large investors'. For' example, tinlder tIle- proposed bill,
if it (orpol'it ion) hais all aju~stedl exceSS-pl)oit's tax ilet. Income( of
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$100,000, it will pay a tax of $41,500, or fill aver-1age rate of 4 1.5 percelt..
Oin the other hand, if a corporation lils an adjtIsted execess-l)rofits net
income of $1,000,000, it will pay a tax of $554,000, or till average rate
of 55.,4 l)ercent. This will oceir in spite of tih fact th at both realize
the same pe,'eretage of pofi t oil their invested capitall ,al, ill spite of
the fact. that the first, orationin liiay have only one stockholder and
the second hun reds of stockholders.

The list which las been given shows that there are six incolme taxes
of general aJiplication imposed on corporations. We have no sugges-
tions to make with respect to the normal tax upol corporations f11d
believe this tax should be adjusted to accolint for the main 1o tion
of the revelilie yield expected from corporations. We thiik it wfld
have been better to have imlposed a uniform tax on corporations of
30 percent, than to have arrived at practically tile same result through
the surtax, which appears to have been desige(l l)rineilally for ti
purpose of plaving a tax on partially tax-exempt interest f1om Gov-
of ament securities.

Wef now come to the exoess-I)rofits tax first iml)osed by the Revenue
Act of 1940 and sul)sequenlly amended and now proposed to be again
amended. Tbis is probably the most (ifficult tax of all taxes to
design in a manner which will produce equitable results. However,
We recogilize the Government's need for reveniue and also the desira-
bility of preventing profiteering during this period whin we are con-
(en trati g on enormously increasing 011 (efenses. We can only say
that we think this tax should be made as equitable as possible by means
of relief provisions, by retaililig )oth the average-'amiings lhot!
and the invested-ca pital metho(l of computing excess-i)rofits tax, a1d,
as before stated, by changing the brackets from do10 11r brackets to
percentage brackets. V(, also think it should be mad,e plain, in view
of the unsatisfactory nhatiore of the tax, that this is a temporary tax
to be eliminated wleni t lie present enmergeiicy is over.

With resl)ect to the d(eclarel-vale excess-profits tax, we believe
that, this tax should be simp)lified and. in view of the fact. that. there
is now anotiir excess-profits tax to take care of profitc(eriniga ad
extIlaordinary profits, that th I' rats imposed by such (le'elare(-valiie
excess-profits tax should merely 1w hirh eiiough to insure the declara-
tion of a fair capital stock tax value, fli ls avoiding too high a penalty
on a wrong guess as to fhitilre profits. We be!ievl that the rates
establishedd ill 1933 acooml)ished this purpose.

As to the defense tax, which is computed by ai(hling 10 percent to
certain other income taxes, We do not think that this is object imonl)IP
because it is so easily coml)uted.

Finally, we believe it would be of great benefit to standardize pro-
visions dealing with tile comiputatioln of net ilicomie so flit there would
be certainty at least as to method in the case of corporate taxes. Tile
ilportance of maiii t airing such a standard method of computing
taxes, we believe, cannot be overestimated. It, will give business tile
courage to go ahead.

3. Es'mte avd flif? toxes.-The estate- and gift-tax rates have becI
substantially raised luringg the last 8 years and it is now proposed to
make a still further increase ill rates. It is (iiflicuit to see why a
lllan should be penalized for dying in a depression or in a national
emergency. We endorse tile estate tax and the gift tax, but, believe
that theyshould be imposed at rates which could be kept practically
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constant. Your attention is also drawn to the fact that tile estate tax
is ill-aidapted for use in an eiergeney. This is because tile tax is
not (111e until 15 months after the (late of the decedent's (lentla, and
tie Commissioner is empowered to grai t extensions of time for tile
paylment of the tax, allowing as much as 10 years from the dle (late
for such ilayment.

We oppose tile new rates on gifts, believing that, tile high rates
pr-oposed would discourage gifts and therefore that we will secure less
money from this source than if more reasonable rates are retained.

Senator OI+Kir:y. )f course, that deferred paymentt may be for
some tinie on the books, but we would gain by the taxes we raised
even before the 10 years exl)ired.

M r. AMomY. \Vell, we lavei a suggest ion to cover that a little Iter
Oil lol'v.

-(. Capital Stock ta.' ilts tax is plractically a capitolevy, althomh
tha icnIilv it is tll excis, tax on the privih''e of doingl business. The

in Is+ ifiposed oi fill ('olporlitio'lS (loiig lsiness wlt her ori not they
have fiy fl(t income. It is diligerolfs 111)(l uifair to rflis,' th, rate
imposeli)I this tx to too liti a ,level. 'I'hl' pr's('n , rate is $1.10 per
$1,000 of (hechired capit :l stock tax value. T'imo rate now proposed is
$1 25 per $1,000. Ini view of the estimate of only $22,300,000 from
tlh ilicrease, or 11s(e1 ioftn believes the l)r(,enit rate should be
retained.

Seina tor CONNALLY. Yo11' association gen rtilly deals il stocks?Mr'. Amony+. Sit-?
S0,nator CONNALLY. YoU (heal in stocks? You sell b0ds 1111(d

stocks, Io voif?
Mir. Amo nv. Yes, sir. Bonds and stocks.
Svlnit 01' CONNALLY. All right.
Mir. Amo oy. 5. Taxc, on tobacco and tobacco products.-These

taxes are oil lioiiesseiit ials mmd while they are now high, they 1fire V(ry
munch lower than the taxes illposed on such items by most countries.
Tobacco taxes are very l)roductive of revenue. The tax oil cigarettes
alone is estimated to yi(,ld $638,000,000 ill the fiscal year 1942, even
though tie House bill ))O1)OSeS 11o rate increases oil tobacco or tobacco
pr-oducts.

S0n1001' CONNALLY. Do you advocate an increase?
Mr. Amioty. We do. We are coming to specific suggestions a little

later.
Senator BAIRKLEY. YOU are advocating an increase. 1)o you take

into consideration the fact that tobacco ild tobacco products, which
constitute a Very considerable 1)ortion of agricul tu re ill this country,
ale tie only )rolucts, or the only items it tile old tax system that
continued to I)ear tile World War taxes after tle Worl(I War was over,
alil that that reflected upo n the grower of this product whose price is
frequently beaten down because the l)urchasers of it saiv they cannot
pay any more because of the tax? Have you taken that into conisid-
eration?

Mr. Amorv. We have, sir. We are not recommending increases of
taxes oi cigars or chewing tobacco, but we believe, particularly, uliher
tie )resenit conditions in this country, where the average fellow is
l)retty well fixed, working ill defense industries, lie is not going to
question at all paying a slight fraction more for cigarettes.
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Senator1 BARKLEYv. 1 m11 no0t, going to arguet thalt- With IYou nlow.
Mr I. Amoity. 6. Liquor hiait S,.--- -1 ert' aigain i WIN v titxeS oil IioTICs-

sent jails aind we lhelive t he tlax talets should lbe aust ('(, its ill dive ase
of toll1cC0. ''lite 1House bill1 prFoposes to inee(li ti tlxe.s onl distilled
spirits find( winles buat (101s not il('Fetse tie( tax on) beer. Th'lere ilre
revelltt ti Jossihilit jes inl a fia iiher increase inl these taxes.

7. Alanlifycluu i' (Jvisc toxcN .- At. tw lie 1weSe t, tunie, we have a1 fairly'
reuasoitaible list of e.xcise. ta Xes onl S~(itic it enis such its galsolinle, 1111)11
ca titig oil, tires and1( tithbes, electrticii I iterv (ositl('tics, find( So forthI.
'lhe Hluse bill Iprolpos(s to 11(1(1 a cotisidler He. ii umber. of itew% :'xcise
taxes' and also prioposes to increased thle tax oil Somei of tie( excises flow

inl exist ene. With Ii Fsject to thins slillJect, we believe that tltisattnee
tixes 0il it emls produ lcing only at few million dollars of even ule should
be elinnila ted tan less stuch tiixe(s alet II ecessary to put lbusilless of)tt afuir
colliJ)(it ive hasi., or to retit th (.li onslitionl of mia teria Is taccessarv-
for t Iw~ deflise fFogliI III.

.1 li'dlaitil,:u hae. W nve nto suggrestiobus to ma ke onl these
taxes ait, this litlne.

0). Mhsettlancoaus ?.ectipix.-- It is ttinecessaruy for its, to (lisetiss tecevil)!
frotii Sociatl Sec(iiai tNy and1( ('ttploylliet taiixes, OF- from clistotais, Fenlts
antd roval ties, Ilerilits Iiuld licetises, ilit (est, feves, forfeit ire-s, teimiiihiase-
illnit s, sitlev of ( ~ov eaunIleit t lplo)hmety~, and rezal iza t iil u11)01 assets,
sillce ino (.111ittp. is exp~ected ol 1(ggest eIwitI ar e o mschl it emls.

Tlhe point hals niow beenl ritVIlietl where it seenis iitl istlble to sitint-
tiW laize thle total rece ipjts of t ie( Fe(vieal ( oveiliiil t tas eSCill mu ted
1taider e-xist iitg law-A-tlae ilcrelasedl reveiiies (xlect cd fromn the( IIottse
bill liFoposils', anId itllY. t li total of t liese two classes, wiich Shows
lie totali est imute re( tceipt s frontt existing law als proposed to he

a iito le I by tie( HIoulse bill. Such a suiitmi IvIIII will be foundao ill (exlhibit
I, aittIached to this stalt etnemit. A conitetised tabtalat iol of I lie I otuti
shown illti t(e sitiuni tyIII- referred to is as follows:

Kin 3( it uvS or soulrce (If reventie

inmate for fiscal odd i revi3, from
yviIrl'i It e1M hill revisedl systeml

focoilm' taxes $l, 509, W48, IWO $2, 1.51, 9M(, 0010 $6. 661, 10l4), 01(K
Estale, gill, 11111 calitral .4ck taIws .. 5617, WO(1, (Ill1 174. 20u4, I((00 742, i100,04M0

'loimeco taw\s. . . . 0 i61, 110,1 Hil)) 7 1 Il.(610,00X0
Lijlr Imies - 839.500. 1(I)) 127, 300). (00) two-,,5i00mg
Sirilopl taxcis..........................................:39, RSO, 1(13 1, (41I, um)1 -1I), 9,O 001)
Mautfrictliri-rs' exc1se 1(4---------------- ----- '11 4001, 0001 3M1 1,00, 000( 1,1053, 00 (XXI
MiseeliioeIII s -515 ---- ----- . 19S, 925. (RIO 3615, 2011 0 41Mi, 12.5. 0(
EIII 33.11l and1( Iold-rige henefi1 taws 96 ;i, 3(491, 0001 0I 9(i 1, 310o,000

'Total, infe~rnl~ revomv ------ ---------------- 8.6100 F. 001 3. 20(1, 200. 000( 1If.706, 335, 000

O1ur association has the following comments to sublmit with respect
to (lie proposed tax lntmdetl:

First. With reslptet to income taxes, the blill is (Irawnl so as to be
retroactfive to the 1st of januailry 1941 . It, seemls gleilly concedled
litat the bill will niot, 1)ass atnd become law until Septemiber 1941.
This mleanls thiat the bill will be retr-oactive Oveir a. petiod of nearly 9
months. During this period thl~i Is Of buIsiness tranl salCtions8 Will
have taken place and tlie taxp~ayer will 1)e in tlie (lark as to ]low lie
is to 1)e taxedl titereon. Doubtless, Other thousands of tranlsact-ionis
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will h delayed 1111d, it) innity istalnces, liever take' )lac(' Ol accoittit
of Ih(, uncertainty which exists. 'T'laousands of illdividluals living on
at salary, tot rveliidg the degree to whieh their taxes will be itrenased,
will fail to put ettotlgll aside to meet, their tax patyi nts larcl 15
next. ('oaportious will 1)e afraid to spend motley in plant expaltsion
wheln they (10 ]lot kaaow how l much of that mote y must be, ret aimed to
meet tax patymetits. \lorcoveTr, hew features 'havve beu added to
their tax trool)hs, such as Ilie reve',rstl of tle preseua t system of credit-
imt normal tllx against exc(ess profits tax net iteollie ;111(1 such ts lhe
new 10 percent Special tatx. The average tax iltertase )ro)oS(d in all
income tnxes amotittts to almost 48 pl('r(,t.
Ill view of tle above, with ill] reaizltion of t lie fact thilt tthe

( ;ovrfIul tt must suhstal tlilly iut'n('aste its re'euatev, oat r associa I iou
bIoli eves tht Iit h ile rcease ill ii-(.oiv 11axts is too st il(l , (,sj)e iallv ill
a retro li've lw, and11I that it would be better to be satisfied wiihI a
total inei'atse froli in'om(' taxes of 40 pe(ett I itist(ll! of th 48 per-
('('it )rol)OSedl. Of (ourste, this would telltc(d t iletitrvase(I yield from
it('otte, tfixes )ropose(d ilt the louse bill from $2,151,900,000 to
$1,803,800,000, or at loss of $3-8,100,000. 1 however, we believe this
loss ('t Ihe made up with less (lisril)tiol of litr alitioal ( ,.omy
fronm ot hte' Sources. lOt'(cover rv c I'((Olanlll( lowering tI l(, ersoiil
eX(II)l iiols so its to bri ai in atore ta l)tyets 11n( I inr crase tatx .consciotus-
ttts's atnd also re'commnId ii('r(,itsitli to sor.II, extent, srttx a tes 11)
to $10,00 wIlil wNe )eli('ve a re solewlat to o low in tle I lsouis bill.
II eatsolatalc (liauges ill exet pt ions 1u1l ir1ttuS !is suggest e(I shtolI(
account for $100,000,000 of it lulitioial reveliate, r'eitlly giving ts,
inisl(adl of $348,100,000l), tle stlm of $448,100,000 with which to make
iml)rovements in the, bill. The mail features which we, believe
should be, to(lifi((d in this bill and which we believe can be accom-
plished with the 4,18,000,000 just ,neltione(1 atre its follows:

L The proposition of computing the excess-l)rofits tax on the
e'nir itti(nt ut('ome alld Ilhve computing the normal tax on such atet
incoln, after the dedlactioti of the, exc('ss-profits tax se(ms illogical
anl re'vrses thae 1.ih. of pr(s('lt anw which is believed sound.

.lh, (x('efss-l)rofi ts-tax brackets should be ('xpr('sse( ill per-
c("'ti e('s instead( of dollars ts previously p'la led.
3. The surtax s'he(dul should bei revised flnd stilndardiz(dl its

ba'forv ,lioletitlleI.
4. Reasoit able expenses ill the miaa(me nt of )ro)erty sholild be

allowed. Such allowa uaees Were granted by the Treasur'y Depar'tmeiit
fo' matty yeats, hut since tflie f/lf/lS caseh, tlie policy hars bIeat cliatiged
and tle lh'(lw ttions (Iistillowed, If oat ' ('onc(l)t of a fair ibase of taxation
is tet i llc(ille rather tihai gross, tliet we should ci'taily allow
expenses' i('cesstla'y in the production of ,iet, inconle.
5. Numerous minor atdj aist mets should he ma1de ill the COml)ttation

of nti itncolne ill order to produce greater equity. For example,
('onsi(dlat ion iglt well lie given to alimoaty Iallymeats, a ststa n-
fitlly grater eredit for earned income, ad fill extetision of the $400
ce'('(it for depene(nts to cover children betwl(, 18 and 21 att('tlling
college.

SeconI. i'lni-ig out' attention now to estate, gift, ald ,Ial)itatl-
st(ck tax('s, we, fitnd (Iv r'efe'ence to exhibit. 1) that it, is ri'olos(d to
increase thI' ('eStit(-tax Ibir(lei by 39 J)'rceit , t he gift-tax burden by
49 percent atid lie capital-stock-tax bui'(lIn by somewhat over 11
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),reent. 'I'ere is it rcl(,l danger in )reaking up going and well-1mnag(,d
msi)lesses through tile O)erltion of too iwevy an (,stita, tax. We
Smt.,g(,. t, (luring ih l(, nilt eleirgency, keep)inig t he rates Its in the
existing I Wli%( (( ing 30 percent to the tlx its coimlputed hider
such rates with 1 a maximum limit to prevent colisclit ion. However,
we believe the est ate should be entitled to receive for this lillitiolild
30 percent tax 10-yeari no linegot ill! ( ioverlilent, Io)nd'; bearing
2 l)ern('it int('rest. This would (e Somet hing like tile British 1)11h of
(,oml)ulsory loIais from tllxpiyers Irouglt I about throtigh the )OWver
of tll atiol. \Ve, suggest the slime with respect to tile gift. tafx.

Senator (oN.\ i.'. You meaIn if' you i ax them :0 )ercent, you
wolld )ay it back in 10 ve:ars?

.Mr. AMoivn. Yes, aI linswers tlhe qlueAtion tllil, Sem actor Bllrldey
asked v'aril i('.

Senator (o ONNALLY. Yost Wou1ld tiot !(t nItiCh money out of it.
Ir. Amon-. I hope we, wouhl Illav, reservoir of capJ)ital in 10 y(ars

whinh mi.ht he verv Isefil to tI' collitnv rit tlit time.
Attention has tlrea lv )(,(n nuallv,(l to the fact, ili t, too Ii,.,, rates

will result ill all emirharro on gifts a nd no monev will come into tIe
Treasury in suclit aise. The tiln fiirness of t Ii. elpit'al-s(ok ix
I-lite lis iireidv been di sClss(,(I an( we believe thel(, preselit, C1,1t( should
be retail(,(l. The loss of Ipreviit, rev(,iii from I hiese ,nhiiiges should
not exceed $50,000,000 over the H]ouse bi l)rol)osals.

Third. With r eSpct to the taxes oil tobac(o and tobacco prodIunts,
these are expe('e to y'ieli $716,630,000 in tile fiscal yelar 1942. Tile
House bill mIake s no i(,reases ill tliesu' taxes. Ill otir opinion, these
taxes co1ld (, iner(,ls(,d at. least 71' pe('rvent on cigiretts (fliat is, to 7
cents per package of 20) without coming linywhere munar the point of
dimiinishiinz retur m. If this were doe, we would sectire about
$48,000,000 more than is proposed by thi louse bill from this sour((.

Fourth. With rel)eet to the taxes on liquor, wine, and beer, these
are exi)eete(d to yi(id, aft'e the increases l)rol)ose(I by the IHouse bill,
$977,600,000. We believe distilled spirits could easily )e taxed $1
per gli1loi more ill i(dition to tit( $1 per gallon increase pol)osed in
the louise bill. This (,lilinge would bring in libotlt, $100,000,000 of
a(l(hitionl revenue. W, also believe the tlax on beer, fie, aind so forth,
could I)' in(,l'r(lse( $1 per hlrI', without lilly imm being (lone, ill spito
of the 'lant t hatt i h leouse bill proposes 110 11(tiontil tax oii these
products. This would bring in a total of about $50,000,000 of addi-
tional reventi,. The toted adl I-eV(nule from the slggested (,l nig(es
ill ates o) distilled spirits an(d beer would therefore lilloilit to lio)olt
$150,000,000 more tian the IHotse bill l)rol)oseS to obtail from this

Fifth. With respect. to still) taxes (stimated to viel $40,980,000
we suggest n(o nlilnges. Th( only ,linge Ina(e in the bill is tai increase
ill the stallip tix oil playing cardIs.

Sixth. At teniion is now drawn to manufacturers' excise taxes.
These taxes as )ropos('i I)y tit( Iious( h)iil are (,xl)('ct(i to yield
$1 ,053,000,000. This represents lil increase over existing law, oil
account of the increased rat(s and new items prol)oSed of about
60 percent. We suggest elimiiating a few of ti new nuutisflc(, taxes
yielding less t11an $19,000,000 find hardly paying for tile cost of their
administlition.
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Tl gasoline tax is the most productive tax in) this group of mann-
facturrs ' excise taxes. A tax increase of 1 (ent per gallon wouli
raise nearly $260,000,000. We suggest this increase in spite of the
htavy taxes iml)ose(d oi this ro(li(t by the Stals because we (10 hot
believe eitlier the industry oF the (,ois't1(ir will bt seriously af,'te(.

Senator TAFT. (110 ((elt inStea(d of a half (ilit in tdhi bill.
Mr. Amoiy . A tax increase?
Th"Ie CHAIRMAN. Ti(I'e is 110 iflCl'elSt,.
Mir. AMory. Tliere is no increase iin tlh )res('nt bill.
Seventh. We hfive 11o comments to illike with r('Spect. to miscel-

hiiieous taxes eX)ected to yield $564,,125,000 under t ll( pi)osted bill.
Let us flow compareii tie receipts ('X)'cted from tile House bill plan

with the receipts ('XI)veted front Our 1 lla as so fat' presented.

Estimated revenue reclpts

Kind of tax House bill Investment
plan lBankers Asso.

elation plan

Income taxes ............................................................ $6, 661, 400, 000 $6, 313, 0, 000
Estate, gift, and capital-stoek taxes ..................................... 742, 100, 000 692,100,()0
'Tbllacco taxes ........................................................... 716, W O, ) 761, 60 .000
1IiqUor taxes ........................... 9.................................. i , 8m, (0 1, 116, 800,000
Stamp taxes _- --.----------------......-----------.------- -------- 40, 9S0, 0() 40, 950,000"
M manufacturers' excise taxes ........... ................................. I, 053, 000, 000 1,294,300, t0
M iscellaneous taws ....... ......................................... ;------ ' , 125,000 54, 125,000
Einioyinent and old-age benefit taxes ................................... - - - I- - - 300.0 0(1,300,000

Total, internal revenue ........................................... 11, 700, 335, 000 11, 747,535,000

Thus, ou' associatiopl 1)11111 )rodlces more thaln $41,000,000 in excess
of the House bill. It is tru( that the ,ayS ind adl [eas Committee bill
produced $323,000,000 More than the sti111 provided for by the House.
This came about trliough the climiniation of the conl)iulsory joint
re1i1'n--a clhnge which we strongly endorse. T, Treasury recoi-
1en(h(ld, as fi1l amount necessary to I'aise through additional tiixation,

the sum of $3,500,000,000.
That was the Secr'tary's estimate hire Friday, I believe.
ro tcoml)iishi, this l)url)os(, we nikw a serious suggestion Aw which we

believe will pro(luce tie required amount and much more without (ls-
tuirbing Our national econonlby.
We sluggest a1 )rca1se tlax similar to the one now emiployed by Great

Britain. What is this tax? P'eriaps the best general ide'can lIe
gained by quoting as follows from a report to the Joint Committee on
Internal Revenu 'I'lTixaiiout oln the subject of Britishf and Ca nadian
Tax Systems, petel)ared( by AI. B. C. Brown of its staff an( approved
by Mi'. Colin F. Stain, Chief of Staff, under (late of M[ay 21, 1941:

The purchase tax.-''lie United Kingdom incorporated a purchase tax, or general
sales tax, in its taxing system in Septetber 1940. Prior to that. tlise, the British
had relied upon the so-called ability to pay taxes, customs and excise taxes oil
selected articles, for revenue.

Its a(lopt ion was based oil the urgentt and imlperative need bothI to limit, civilian
conAlllnlptioln and also to obtain a new source of reventce." It. was considered
necessary to levy a tax oi lersomal ex)endilire, or )pon the ability to buy, to
supplement tlie existing t axing st rctlire.
The tax was imposed oil tile transfer from registered dealers (generally whole-

salers) to registered purchasers and was based upon the wholesale vilue. Thus
the tax falls but, once and )yrani(lilg is avoided.
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inito thiiree etitegotit's. lit tit(- first claiss, wieli was ito i lit- vni rel *y e'xeplit fr'oi ti t
tax!, were pldtior thle golols whtje!i were (10i't;Hidvlt'i-e i aisolite tit'v'osit as for wopie

uts those for rent. foodi, gus, elect ricityv, eti t iou, o ist ic wages, coa tl, eliild reti'

miedlical iijtjliaiio'is. It, was ('oisideri('( t hat these weore goods t hut evervione tutist

'l'lip ec~''od c'las.sjfii'ut i was sti I ct ed to it redticed rtt p of 1 ('12! perceoi if oflie
wholesalei ptiev, which is sid to in; 'cscul t h ahlt 12 lpi''('iii of flit I .etaoil p~riceP.
I'he giomls ililhiied ill t iiis ('at Pvi'vn li1113 It' sid fto fall h~it 'ii tw lie t'liici'lt jolt
of live'(ssit its an (if( lie l ,t %.ii (.I itssiheaf iiot. It wus designed to iteltilde pr ot Is tiot
ill the( ('atetuiiii of luixie~(s but which, to :u'iiiirv, ntecessitate(s grea~ter ability tio
Ititi th lo ittMat pl)s.t's.i'I lby thle lower intciome gritups.

'l'lie tihtrd cutegorv w .%its ilesit.(Itl to itieltide goods ill th llatitre oif l11iixiit's. iir
goods thie ru'phelcit of whieh could hi' postponeitd itiit il bet ter t itlis. Sitih
rotods are liIkelY to he ao'q iiitd dhiriiu thle w%-it vm'iiirizt'tic v clielly I y litlple withI
amtuple Itiiitv to hiuv. Sti'h vomitl us fill,.,, real silk, china, jewelrY, tutilit plmr.1~ a-
t ioli., 011(1 vosilltt(t os were inludeditill iifthis chIussitioit tiou , which wits sob ~jected fti a
full ratv cf 3M3' li'r('itt of t ii', whide-sale pri'e, said to irprsenit ahmt 2 1 ptercen'it
oiltthle re tail prliO'P.

1,11itts i't wats e.Xpecte tolhalt I the t ax wi~~ld cowitite I a soti ixe if cioisideralde
reW11V i'uiid fit t Io siiti Iii r.'st tict ('ust imio ohutf t hi sv goods nivst, likely
toi eouijite wit h lprdi iet io for' tie( war' etfort.

It wits ('st imatted hv thle Covent uttet11i t thlait oif i t nt ional itioout of iproxi-
nmutely : 120,oo0,000,okf onily tiotit 20 percent. would be affected byv thle tax,
aid Nioutlo lpr'dillti'O' altii tiall 110,000,000 pittilids oir aout $4[10,000,000.

TJlt' naitionatl iiiltlt' for' dwt Liitv't Kitwodoli fort' li ve'ot I 94()-11
hats l)(e'1 offlicially lv st i n'it cl of $22,80 00(,000. nwt thle 1weIioil
1 94 1-42 ft'e tittiona iii ic'oivu of ft'e I ln tied State is It is beeit oflio'ili v
est minted lit $95.000,090.000. 7'fl1ts, tie mi noatina iii(olt' of tWe
United Stites is foul. and1 oii(-fotlI th filt's ft' na tiol itt('oiie of
tIlie United Kitirdlot. Wv e liev(' thlat tw li e io'Js from the puir-
'illisi' t Ox would 1)v pleO(t i lY- 01 I-iopoi' 01t i'11 oti n l'

Se111tot' C'ONNA LLY. If oI otx f wite as la',,l u ft' Eit1d kit,

Mrf. Am~o ii (in It't')osini). No, sir'; we do( not p1 ill t liii
Setfilittot' C'ONNAI.LLY. It WoiiI( ilt hV)( fotit' th~e iflit'S t Ill l('l.
Mr. Amtoiiy. Tuel nitjiol incomei is foot'. and oite-fotii'-t i ivs as

nitwitl.
Menu tot' C'ONNA~LLY. I knloW.
Mr t. Am inI f 1Avei list' till' saitiI( rte, we i.vt foulnd' o11(1 t t-lh

t hat is what I Sayv.
Menu tot' CO)NN U L. Y~OU saly font1' ond 0one 1-tit' iliiois?
mi'. kmoin-. 'Fint isizlt
SMena tot' C'ONNALILY. All Iiriht.
MrIt. Amolity. Inaosmuhil 0s flit Bi'itishi tax iSst itliit t'c to Iptodlic(e

X110,000,000, or $440,000,000, it seems tat, we' (could( (xve't from
tI It somle kin oii(f lox lt('1'(' l(vvi((l it th lt'sail(' rte(s, ai i(v('ille of
$1,870,000,000.

Of course5(, w ouild ntl r'e'ommiend lit present aopt'ilg such hligh
rotes as are used in Gr'eat. Biit ni i. I Iowevvi', if wve sh~ou1ld ad(opt it
stadr n1(n'I-i'te of 10 J)(''((ilt , 'oirresphond(inhg to I li Br'itki' rt(e of 313'
pecenC(ft, anid a rote, of 5 perent, 'orre'(sp)onding to the Brifish r'ate of
16%,1 percent, we ('old~ still figure b~y ihlens of 1i p~i'urhse talX to) 01)t nin
addl~itional revenue of $561 ,000,00o. Thius, Nve wouldI obtain1 fromi our'
1)1111 pr'eviously 0111linevd, lovellet' withI a purcha'ltse lox, levied lit roles
of 5 and 10 pe('r'ent,~ $602,200,000 more tihit is priovide~d for' 1tilde' tile
House b)ill, or' 0 total inlcreasedi revenue of appr)1oximateliy $3,800,000,000.
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We)belie've sluch at taitx is pr)I'itt' I i'il 1( would 1w benteficiail ill en rt iliii g

tt( dvlt'tsv ptoogi'ltiil
Seialt,0o VA NDENBERG11. Would this be ill fldlit ioul 1o tiw e'xcise taIxes

NMr. A moll. ft wvould (11uring tile pr'esenit emergencyy, Seit tot' Vat ii-
(i'l)ei'-g; yes.

Before t'olcitt'iiit wve itlso i'esIeetflly N.suggest I tlt. you rive st udy
to I lhe possibilities of ti exess-profits t ai~x oil lidi vidiliak. This mi~it,
lbe pr'operily t~(t oil wvage ant 11(1 ar i ri ic'ases aifte ile dalte of thle
('1111(1illilt, of tilet at. Stuchl ait tx pltcd tit 1 0 pecen'ut of the t(- ntui

W0tiiiltl iikt t host' iniidultis fortuttaite eniougit to bienttfit (irecttlv. 01,
i Id; rle ct I *v front ilie tlcfeItc pr'ogr'am on troibiute at Sma111l share of tile
'tenvteit 5 l.''''evii to 1,ile (Governmilent "I TIie ittIt piofi Is of c'0rpJ)-
lat ions tI i r e ictly or ii idii'et't l to thle tiefetise priogiim ire t ilkli
care'( of 1) yN till i cxt'SS-jiofits taix. Profit s of i di vi tilltIs aitlldipart ner-
sihips of 1iiiA silis ti 1lit il it ze a(rei t't'lt cl l-vtt( of ii li'iv sutdaxes, bit

:int iiutg tward the de(fenise pro'gram i fiom -Wli(' It(li benefits. A
rltsoutable t ax onl wige initeasvs d urn tgIhis ('livelee peiriodl would,
We believe, be julst ified andt would not de tcreas lit li Wile cornet' e's
s-tan datd( of Ii vi hgr since it is only prloposetl to put a mlotleiit tax oil

St'IIIItoi' VANDEtNBERlG. Lt liisk Yoil it qtvst jolt ait, thu It poitt
Mrt. AkmoinY es 's, ir'.
St'it.itol' VAND)ENBiERG. I think tha-t is tit' wav to niost, lii'ectly

letith ~ ~ ~ ~ ~ ~ 3 t t'ltuSi vt tssi''yIhe bellt'tit fr'omt the defense priogin.11,
is it ntot,? Bv exp~loing the Slibivct w~itli t he Tr'(easury De)par'tment

I i':t I ptrjiollls. Le.ot lilt' aisk yot u t Vttti woutld do about this,
because I tin~k it i-s flititltltt'tttitl:- Witatit At-ll 'olt tdo wvith indtividttal
VNCV's'-".i't-fitS taxes? flTow w~ouldl~l o apply diemil to thle wagectie

Nf jIA ou vy. W' ugtst Ill] tivc'itgt date ot)t il l'ti'tmnt, of thle
tict wlh'ch giv It's I a ase. This woll~ not tipply un11til sntlat'v increased's
V T('t Ititi' itt Steptembtiet'r, fr'otm netxt mo1 1th Oh)

StVI til' V\ANDENBERGt~i. The( new wage vaezil,i wtoultd just c'totme ill,
bit.W w oul~t)itd ha~vt' nto pieviotis experlitente.

NMrt. Amoai v I dlo Ilt set' how vvt ('old possibly 't htim, Senlatot'
\illdeitbt'rg, unless You I u'y staiit mthod 1o1tf Iltaving'o himt make 1i
dct'ltl-ti'o io of inc(omett untter' oili, whit'h would be lpr'tty loose, I
should thiiik.

Sentiior H~ lilY ow woutld vou apply it to it maui11 whose Pill-
ploynteoit, is not u'eguiliIu', evt'n thlitttl lit is 'workitag ill Sottivt indtustry
bettefi t tt by th lie 'fenlsa p)iogrl'ai)?

Mrt. A~moHY. Such its 1 ('at i'pettt en, for instatitce, Senaitor Barukley?
Sentnor Bmumiu,v. Ytes.
.NI '. Amton%' We thintk it should atplY t) him tlefiuaitely. it' is

attiki ntr, poerIlips, thIret' times his utontuatl1 il)C1011t0.
Seatot'Ir t~Jv If lie works all tie( hintiiititn'

Mr'. Amuoity. If lite works till the tiie?
Sit ot' BARtKLEY. Spoelie. only. WtOi'kS l)II't tOf thle tile a(t YOt

Comipar'e the i111to11l of eiilloylltlollt andi~ wages With tile previous
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amount of wages and employment, how could you figure that out?
I call un(lerstan( where a man, working every day, or substantially
all the time in 1940, and works all the time in 1941 and gets anl in-
crease. I call understand how you could estimate it.

Ir. Atoity. I think there are a lot of difficulties.
Senator BAIRKLEY. Suppose he,*orks only half time in 1941, or

two-thirds of the time, or three-fourths of the time, in either of those
years, 1940 and 1941, how are you going to estimate the amount, as
to whether that rel)resents the excess salary or earnings?

Mr. AmoiY. Would not you have the total amount for the year?
Supposing lie gets $1,500 in 1940 and $4,000 in 1941, whether lie
works continually or not, could not you estimate that?

Senator BAIRKLEY. I assume that would be the (ifference; it would
be a substantial difference, but suppose lie got $2,000 in 1941 an(]
maybe $2,500 or even $1,500 in 1941, based upon the number of (lays
or months that lie worked, you would find administrative difficulty
there.

Mr. Artony. I think so, Senator. We are making this as a general
suggestion for study, because there are obviously a lot of bitches i
the plan. I assume you would have to make exemptionfu for civil-
service employees who are on an annual step-up. They ,re going to
be caught up'by the income tax anyway by reducing the exemption,
broadening the base. It does not seem quite fair'to tax them on
their increases. We also have definitely in mind, if this call be
accomplished, the entire inflationary results it would produce.

Senator VANDENBERG. I might say I have explored this with the
Treasury at some length. They said they throw up their hands in
the face of the administrative conundrum that they are confronted
with.

Mr. AMORY. You do not think it is practical, Senator?
Senator VANDENBERG. That is it.
Mr. AMoRY. I think the idea has merit, though, and it should be

studied.
Senator VANDENBERG. It certainly ha1s.
Mr. AMoiIY. Our association also'is strongly in favor of curtailing

as much as possible expend ittires not connected with the defeilse pro-
gram and in eliminating unnecessary waste and extravagance in the
defense program itself. A dollar saved is equivalent to a dollar of ad-
ditional revenue. Oi the question of nondefense expenditures, Secre-
tary of the Treasury Morgenthian made the following statement in his
testimony l)efore thie Ways and Means Committee on this bill under
date of April 21, 1941:

It seems to me, using round figures, it is possible to cut the nondefense items to
the extent of $1,000,000,000.

It is difficult to understand why such a cut is not made, since it would
have the same effect on Federal finances as raising $1,000,000,000 of
additional revenue.

In conclusion, we would reiterate that there is great needle for cer-
tainty in our taxing system and also that we believe it most impor-
tant to design such a system so that it will fairly distribute the tax
burden, be not too oppressive on business, and be not so severe as to
remove incentive and the profit motive.

(The exhibit submitted by Mr. Amory in connection with his
statement is as follows:)
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ExliimIr J.--Estimated revenue receipts for first full year of operation of revised tax
system

Budget 'otal annual
Kind of tax estimate Ad(ded br revenue from

r f a e a House hill revised tax
for 1912 sim

I system

Income tax on individuals (current) .................... $1, c1.w000, 000 $ 29. 0(, 000 $2. 433, 000, 000X
Ineome-and ewcess-trolits taxes on corporations currentt) . 2, 014, 0, 000 1,322, 900, 0X 3, 936, 900, 000
Income- tflx collectimns for prior %ears .................... ,0, 000, 00 ................ 260, 000, WOo
Pikclared value excess profits tax- ......................... 29, 2,. 0000000
Unjust enrichment t-:-- - -- - - -- - -2..................... 2,0000 ............... 2, b00, 00

Subtotal, income taxes --------------------------- 4,509, 50000 2,. 1, 900, 000 6,661,400000

State tax .................................------------- 341, 0 1( o, 00 47.C,00.000
(lift tax-------------------------------------------- .2. 1 000 19, 0 o 48.800.00)
Capital-stock tax ...................................... 193, 400, 0 22, 00, 000 ?15, 700,000

Suhtotal, estate, gift, and capiial-stock taxes ...... 7, 900,00 174, 200, 000 - 742, 100, 000

Taxon lcigarettes-- ---....... --------------- 0. 638, 000,000 ------------- 638, 0 ,000
Tax on all other tobacco products ------------ _----- - 78,630,000 ............... m 630,000

Subtotal, tobacco taxes --------------------------- 716,030,000 ............... 716, 30, 000

Tistiille' spiris ----------------------------------------- 446,200,000 122, 30, 0W0 5(, 50, 000
Wines ........-. ................................. 14, 900, 000 5, 000, 000 19, 900, 000
liver, ale, and malt liquors .............................. 312.700,00- ................ 312,700,000
ML -ellano(us liquor tae .......------------------------ 35, 700, 000 ................ -35,700.1)00

Subtotal, liquor tax ......-...................... 839,W0, 000 127, 300,000 9W, 800, 000

Stamp taxes (total) --------------..................... 39,980,000 1,000,000 40,980,000
Manufacturers' exese tax on gasoline .......-............ 3 2M9, WO --, 000 -- 389, 200,000
Other manufacturers excise taxes Impsod yexisting law. 277, 200,Uj00 185,, 000 462, 900, 00
New manufacturers' excise taxes proposd.. ............ ..-- - - - ; 200,900, 000 200,900,000

Subtotal, manufacturers' excise taxes ----------- 660,400,000 6,600, 000 1,053,000,000

Admissions tax ................................. 200---- 7.1,20,000 co,00, 000 134,200,000'
Telephone and telegraph messages ------------_------- 29, 3M0, 000 26, 600, 000 55. !00,000
Sugar tax............ ................................ 60,100,000 ............... - 60, 100, 000
Oler miscellaneous taxes (oli) ----------------------- 35,325,000 4, W),000 39,825,000
New miscellaneous taxes proposed ...................................... 274, 100,000 274, 100,000

Subtotal, iniscellaneous taxes----------------.. 198, 925,000 36, 200,000 604, 12,000

Total employment and old-age benefit taxes ............ 901,390,00O ................ 901, 30, 000

Total, Internal Revenue .......................... 8,500,135,000 3,200,200,000 11,70,335,000
customs ----------- -........ ------------------- 295,000,000 - 295,000,000
All other miscellaneous receipts ----------. . .----------- 176,600,000 ---------------- 176,600,000

Total recelpts, generall and Special Accounts - 8,971, 735,000 3, 200,200,000 12,177,935,000
Ileduct appropriations for Federal old-age benefits, eto.. 696, 300, 000 ....... 696,300,000

Total net receipts, Oeneral and Special Accounts. 8, 27 , 435, 000 3, 200,000,000 11,481,635,000

Senator CONNALLY. May I ask if you are in the investment-bank-
ing business personally?

Mr. Amony. Yes.
Senator CONNALLY. You are not representing the Investment

Bankers' Association as an attorney?
Mr. AMmso . I happen to be the chairman of tho1ederal taxation

committee of the association for the current year.
Senator CONNALLY. Thank you very much.
Senator Bmin4 Y. Now, YOU are askino, us to decrease the rates of

taxes on capital-stock transactions and" increase Jic rates on pur-
clhises.

Mr. Amony. That is what it amounts to.
Senator BAILE1-. What is your firm?
Mr. Amfo n. Smith, Barney & Co.
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Senator B YouI2.Y. Yot might trto iplly tintt Inlrchis( tux to
stocks lu(d lonli.

Se2A1tor CONNALLY. Y1s.

The CAII.Im.%N. Ally other Iem( stioIs':
Set'nhtr (CONNL2,I. WI11 wo)ulhl you shy its to it little tI insa(ctioi

tax on tli(, sleh of securities?
'Mr. AmoII. I donI't think you would get, 1,ny nmney front it.
Seiltor Bl..E''. Vell, there ilts heeii i s11)bst iti 1 increase in

stock sides onil the nurket, in New York; I l)elieve tievy ire it million
sloires over Inst vear.

.Nil. AMoHY. Jliey are still lit it v'erv low level.
SenitItor IBA ILY:. Well, 3,500,000 s1u Ires ..
N 1r. Amoin. I think the vol ll1iie k4 about oine-thirl of what, it wNva

5 years 11go.
SeItmitor BARKLAKEY'. YotiUlesigiti this 1 "l)!!rchnlsc" tax ilt order

to get., liwaV froi llthe o1( word "snivs"?
NI'. AMoHY. No; we didn't. )(out will notice we li(I,'t, strike out

the word "silsvs"; but the British hiuve referred to it is I, l)trclillse
tax and that is why I used that tveil!.

SenItor BI BAILEY. Well, theri iso'i 1i1v differenie Ietweeti it,) urchlise
and i silehs tlix, is there?

NIlr. Amoitv. No; it is siml)v it nitit tvr of wor(lintg.
Se1n ator CONNAILY. SeriousV, Oll a1(d vocat I Illhrnl ise tix for tilei

ri'lS()S lou Iave givel; why sllildii't yol tax itmit1 wN(ll ie buys
iI bolld, too? I nys it l)(e('lIIse lie lts soi sulplus (islill. If le
1)2 illises solli' art ie you wItIt to llx it illlhat IrtsactlO an( yet if lie
I)IIVS it )ol11(11( it is tll investnitllt, You don't wiliti to IlIx hil. ..11iY
is that?

,Nir. AMon. heree is ia certaili t211uoillit of risk in biyiii i1ny kilio
of security. Snilitor ('+oinilly.

Seiiatlr CONNALLY. Yes; there is 1 hiiziird, too, ill bigl v ititoino-
biles or iiythilihig else whlh yo lgl(ree shuiil he tllxe(h. If yoU gci
oit oil tiie 'rolil and hii'e it wreck ihlere is Some risk ill i t , too.

Seiilitor .Ai KmlJ;v. One is physical iind the othli2 finllancial, I
Suppose,

Se2il tl' CONNALLY. Yes; oie nity kill yout, nd the oilier may let
you live. Is that it?

(No rlespo21se.)
The CIAIRMAN. Mr. Willever, (o you wish to be heard?
.Ml'. VILLEVElt. Yes.

STATEMENT OF 3. C. WILLEVER, FIRST VICE PRESIDENT, THE
WESTERN UNION TELEGRAPH CO.

Nih'. IVlLu VEit. Mrh'. Chalirmnai, ly limllne is ,J. C. Willever, ainidi I
amll first vice president of the lVestert Union TvIhgraph Co.

1 full SlvIllkiig for the tle'gral)h industry as rep'rvs'lnte(l by my colni-
all I, lie ,('ste cr Union, the Postal 'IPlegraph Co., tihe Collmlercial

Cable Co., the Miackay liadio Cos., and All-Ainerica Cible & Radio.
I11C., ill Illging Som(, modification of the tlax proposed t.0 le imposed
upon tel( h''ll phic comnmuniciiltions, dolslisic 111(i foreign.

All of the, coi2paties enl(,ntionied a'lre desirous of the closest cOOl),I'lt-
tioni with the Goverlnnnt ilitill nilt2tters (l( particularly in the vital
uiatter of niatlionial (lefelilse. In common with uu!any other concerns



REVENUE ACT OF 1941

th(y lv(' long borne without Complaint the very sul)stantial burdell
of Collecting itlid ticountitg for tile taxes assessed( against their prod-
nld. They recognize ilhe imlperliltiv need for large flhitional sims
of money to )e raised by taxation, 113(! the-y have no disposition to
shirk the-ir Irt in the iiecessarv moneY-ra isimg progratn.

But they do lsk that the aldded taxes lssesed against their product
shill not bev out of line with tit( increase s in other items, and for this
very defiliite and import11t reason:

Ali eli('ienI titl liJ)eith lh' domestic telegraph and Ov'erseas writer
communiceation sivi(e, is f13 til (I is nsil )e atdjuliet to tlie national
(l(ft'iise a dtI it hIas beeti so recognizedl ill tite compositionon of the Nil-
tional defensee Board. Anviiling whicli tenls to illair lithe eflicielley
of Ihiese services should )e a voided I it, this pitri('ular ti te.

Both services alet, dl)ei(l('lt on v'oltiiie for )rosperity. Western
unionn iii 1926, with t gross operatIing revenue of $134,000,000, had
iet income of $15,000,000. In 1932, with ia gross of $83,000,000,

it operated th t t dtficit of nearly $1,00,0000. Ili 1940, with gross
rieveule of liean fNy $100,0)0,000, it'l1(i a liet income of $3,600,000.

In other wors, in 1940 WVestern Union out of $100,000,000 revenue
nia11de $3,600,000 ('t while , in 1926, with rev('ntie only one-third
gleren, it mate $15,000,000, or five Iint's ts muhll. Nothing ('ioul
shmw iiiore t'ltal'Ny tia11 these ligires (o (he iml)ortane't of voI 1iile inthe tleghglt in(lu..qry alti! the"- disatstro)us effect of eveen 11 lmltdhirl(,
Shrinkage ill revvilluv.

plielresent tax is .5-1weeni oil dollwstii.' messages andI 10 centts
t(.C ilt (.1 lrgil Inls. 'Tie proposed hlw imposts grluite( taxes
hit'giniug at .5 cents for iiitsslages wlii(h t't)st from 25 to 50 cents and
increasing to 2.5 cents for messiiges wli'h cost Ietw'ein $2.01 tl
S2.50, plus ,5 ('tents for veh adlitiontl 5) cents or fi-lit io the'eof.
We Ivt, ap Jli('d these in('reasedI taxes to taxale Itraflli' origilling
o03 July 23 it Atlhnt a; Boston; (hi('lgo; ( inhtIiu lit, M..; 1)1lilas;
evere; (ranid Ra pitIs, Miich.; ('eeiill Bay, W'is.; llrrisi)urg, PIa.;

Lexiiigton, Ky.; Ri'hond, 'a.; Stlt Ilike ('iv; Sti Frli(isco;
Sprinigfi('l, I .; fill(l 'I'l'onill, 11a:h1. '1se plact'es represent, in
general, one il rge oue litediltiii, itnd one siiilI-size place ill tih of
0111' operating divisions.The volume vilbr(ledi ill tile stld represents 14t p.,re'ent, of tile

totul votmifii throughout tile t'ountry, thus coistitutiing a ifeijlble
s mlth. Ve find tlt tit(' percentage utati('rt'iise in tilt' tax on ()mestic
messatges riiges from 1:84 p r'iiit at Stn l'rancisco anti Taconi to
I6s J)ere'l lit I'xiilgtoit. Tht ivt'rutge int'realse is 151 percet'i, lin
it is siife to syi that this average, will ap)j)ly to otii' dollst'it, traffic its
it wliet. 'lit(' increase iii tit(' cast' of (al),grimis is :3406 im-cent.

A sthull which hias beten 1uimldt shows that tit'. proposed tax as
fl)1)lit'tl t ) (ht it'stic t g'hegnaIlls is eq Ill to 13. I pert'ct of taxable tolls
al oii Ve'stetrn Union (i blhgra ilis is eqI3l to 10.5 percent of tile gross
through cliarges. Actually, 1s it percent age of tlite tolls retaindtt by
(Ih(. Altlti('ll (cOmluelti(s ()Itl overlseals me~tssages, (If( i~x Illlioli)[lS to

20 )t(''int ili tIlt cuise of Wt'stte Union tanti in the east' of Postal,
which parfticipa tt's only Its to hlant-lin, ehilirges, it is in tie neighbor-
htood of ,80 wieroent.In the (,its(, of tit(, radlio 'Olnil,,, which ('ist Ontorilyv split Oil 1
51) 5(0 basis witli fo~reigna staliolls, tile (fix is ill tile neighborhood of
20 percent.
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It is the considered Opinion of the industry that the traffic will not
stand so heavy an impost, and that if the tax is increased to tle ('extent
pr-oposed ili this bill there will be a fiulther diversion of traffic to tle
air mail, which, ill addition to being lieivily subsidized )y the (ov-
ertlineiit, is not Subject to ally tax.

Notwithstanding the heavily increased traffic in 1940 die to al-
normal conditions, Vest etiq' [Tnljoll on 1u(le only $,t,0,0. IPostal

Oiieatvdtit at it loss. 'Plie cal)le Isiness, except to SoutlhI America,
is badly shot, dil' to comlitions overseas. None of the other olll-
panics which I represent is making a fail- retir,1 upoi its investment,
not wit list andnil the l)res(nt tm)orary bulge in Iraffic.

Like industries getiallv, fill tie comllnies which I represent. an
utinder prssllri' from their labor for llore money. If wages are in-
creased and if as a result of excessive taxation tle blusineiss does not
hold up, ntecessary retreichluent lleasiltes will injuriously affect tle
Service. Some of the colplillies may11 1)1' driven to liev wt'il.

As to tlie erect of excessive taxation on volumlle, 1 quote as follows
from a letter writteti by President Chinilund of the Postal Co. to Chair-
man l)oumzlton of the |louse conlnliittee if) refr'tence to this bill. I
may say, il passing that, that letter, like a similar letter written by

;chite f, un fort unately did not reach the committee iitil after it
had disposed of the bill.

'he (H.AmIM.AN. Woe You representld in tile Ilohise?
.Mr. NIoLEvEi. '0; we werte not, represvtitod there at all.
I tim now quoting from the letter:
Ih 1937 the Federal Coimmications Commissioi, iii denying a rate inease

to the telearal)h eoidpfliies, stated as ton, of the rai;ons for such denial that."w,
are not satisfied that the anticipated itireaae in revetmits would not. )o offset ivy
the permanent loss of traffic to lower-cost services of thie ltjitilionters atid to
competing carriers."

It is urmgently slutg(ste(l that the tax on tel,.'t'amis should be fixed
at not more than It percent or double tile present tax and that tie
tax on overseas messages should he fixed at. i5 pl'rcent, Which would
be double the l)resent, tax lit, ! Would represent around 1( l)ercent oti
that proportion of the tolls on such messages which acerue to Aniericaii
carriers.

Senator CONNALLY. Why is it, sugge(stedl tdhit the tax oil domestic
telegrams be so much lrllel thall tile tax on overseas messages?

i'. W'I,:V mI. That proposal has in mind tilc fact tiat the charges
of the connecting lilies beyond this country somiimes are two or three
times that. of the American companies .
The CHAIRMAN. All thise charges are passed on to the public.
M'. WILL ,VEit. Yes.
it, CIIAIRMAN. Bit. your l)oint is that you reduce your volume, of

business (treby?
Mr. V1aEfR;r. That is tle point, sir.
Senator VANTENDEAU(. What is the revenue untler your proposal

as comlpare(d with that of the I loust?
Mr. WurEvEmi. I haven't figil'td that. It is three-thirteenths of

what, is anticipated. For till the companies, about $3,000,000, my
associate tells met.

Taxes so established would lihave the merit of progressing l)rol)or-
tionately with the cost of communications, while the proposed tax
as applied d to domestic messages ranges from 20 l)ercent to 10 y)ercCit,
dcreasing percentagewise as the cost, of the communication rises.
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Such a result cannot possil)ly have beeli ill con templat ion by tile
pvrsols who drafted( the tax iiiasiire, anid it is strikingly shown on tire
.lui It which I (xhibi 1111d ('opy of which is fow before'; you.

While it has nothing tireetly to (o with the ease, it is perhaps not
out of phace to call the attelltion of the (omilitt(e to the fact that the
tegrapl comlei s are (1ar9ying a iea vy l burden of contributions
to tie( Govi'enment I)y being paid for a rf'prelerntial service only about
60 l)(e'r(lnt of their reguluti rates.

This l)urd(l is increasing rapidly as the volunie of tlegralphling (lone
by Covernmniit agencies eXluids with increasing activity in defense
uuvasiurs, to say nothing of th l heavy t'legralphing of private con-
tiaet ing concerns operating 1nader cost-pllus ('ol tricts which are claim-
ing ,Government rates on their iessiges with thl( Support of the
Government, agencies involved.

What this 60-1)erenl rate iltuans wvill be bettot li)plrecia ted if it, is
understood that about 63 centss of each dollar of tvegraph revenlle is
disbursed for wags, social-sctirity taxes, pensions, and other em-
ployee lnolfits. As contrasted with this reduced rate oil its telegrams
the Government )ays the tehel)leone conl)anties 100 percent of their
regular rates for telephone service, wiehih is another principal coi-
petitor of the telegraph service.

Incidentally, the teletypewriter service of the telephone company,
which is a written-message ser-vcie Competitive with i th v thlehon e
conipuiiies', as well as the tax on its leased wires, which is another form
of written service, is, Iunhder the bill under consideration by your
committee, subject to a tax of 5 percent as against the prOl)OSe, 13.1
percent on the Iratie of the telegraph carriers. Obviously the tax, at
whatever figure it, is fixed, should bv the same for all carriers and for
all forms of written service in the domestic field. tUnder the present
law this condition exists.

The plight of th( t(legraph industry and the reason why the volume
of its t ralic should not be n('edlssly, curtailh(e bv excessive taxation
thereon ias probably never been better stated thaiin by Chairman Fly
of the Federal Communications Commission in his recent testimony
before a special sil)committee of the Senate Commitee on Interstate
Commerce holding hearings uider Senate resolution No. 95, which
state ,nt is as follows:

Competition and other facts have (riven the two major telegraph carriers to the
point where their very existence is ill jeopar(ly. "''he uitiional d(efe.se, the interests
of empjloyees, mid other coussid(eratiuls make it ind(esirahle that we should permit
either to e forced to the wall * * *

Here, to ,1sum u), we have a pittire of two tlegraph companies coiallig
(sl erately with one another and simuultaneously faced with overwhelming
coilipetition from tl(ie telephone, ra(lio-telgral)h, air mail, and hell System
tclegraiphie services.

In conclusion I (Iraw attention to tile fact that except on Special
occasions such as Christmas, New Year's Duay, and so forth, fully 90
percent of all telegrams or cal)hegrams are of a businesss nature, 'lhe
same consideration which l)romlpt(,(d omission of a tax on freight ship-
menils becllause rhev are so largely, ia(e in pursuance of business
should suappln'lin ttthe plea of tle'teh'grailh carriers t hat tle tax on
telegrams and overseas niessages shaill not be unduly increase( l(st
their tratlic be so affected that they will be unable t) function in an
adeqluat(, and satisfactory manner.

61977- -41-7
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The study that I have referred to is reflected in a synopsis attached
to this statement. In addition we have brought with us and will
leave for the consideration of the committee or Treasury Department
the details of the study so that you may be satisfied our computa-
tions are correct.

Senator VANDENBEIG. How much does it mean to the Government
to enjoy this 60-percent preferential rate?

MrN. WILEVEI. What it means ej)en(ds on the volume. It is very
substantial, I know. Inl tile cable field, where it was minor, it has now
become major. In the domestic field, where the Government gets 60-
l)ercent preferential, the amount involved is very large andi runs into
the millions of dollars.

Unfortunately, I am not prepared to answer the questionn extactly.
SenalItor VANDENIAIZG. I should think it would be a very good figure

for you to present to hel) your own cause.
'i . VILLEVE . I will bie glad to Su))lV it.
(The information requested is as follows:)

U. S. Government don(lsic and overseas Iralic handed by major tcgraph, cahh.
and radio companies at preferential Govrn men! rates, I.? months em/ed June M1,
1941 (Radio Corpor, lion of America communications for Ye',ar ended Dec. 31
19410)

Dometlicr
Chiding laild- Iraffi le bv
lint, tolls of) -mlt| borders ""I, "I

O 1'4IS of t'nl1ted
11tes

Estimated revenues Calculated at commercial rates $3, 695,5 m1 1 $1, ,04(. 892 $1. 7413. 923
Revenues charged for at plrrential (loveruuuieuit rates (aver-

age about A) peIrent for dollec izessages atilt 50 ilwrent
for over'as -mt messages) ................ 2,271,661 524, 4116 2.7W, 107

Estimated amounts saved by tile It. S. governmentt I
t through application of preferential (inverninvint rates,
wMileh anlolOnts are lost to tile record comunulnationt
coinlpailes ............................. . ,423, 370 521,446 1, 9 u, SIf-

This data represnts file aggregate results submitted by the Western Unoioi Telegraph Co.; Postal Tele-
graph, Inc.; AI I-America ('aides & Itaido, Inc.: tle (ommnercial ('able ('o.; Mackay Radio & 'l'eegraph
Co. (Delaware); ,Mackay Itadlo & Telograihl ('o. (California); Hadio ('orporation of America (, Ollililuiila-
ions I(,.; tii ('t nn Co iercial i'aeltle Cable ('o.; anil tle Mexiean ''elegralib ('o. ('omjiailes not IniihldiiI

are: renh ''elegraphi (aie Co.; (lobe Wireless. Ltd.; Northern Telegraph Co.; l'resq WIreless, Inc.:
Radlomarine ('orpirathn of America; Tropical Radio 'l'el,gral ('o.: atlt . .,itria Radio ('orora-
tion, and certain smaller companies whose annual tolerating revelles dto not eeet $5t),i50.

Senator CONNALLY. What rate 0d0s the Goverm ent get on comn-
mercial business?

Mr. WILLrmVE . Fifty percent.
Senator CONNALLY. 'W hat salary does the lresidlt of Western

Union receive?
Mr. WILLEVER. $60,000.
I nmade a statement awhile ago which was erroneous; I stated that

the changes in the bill l)roposed by us would effect a difference in the
amount involved. It is $1,600,000 instead of the larger figure I
mentioned.
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Senlator GUFFEY. I low does tile tax on telephone tIlrltisact ions com-
pare with that, on telegramls?

Mr. WiLTuEVEIt. It is thelI sallie.
Senator GUJFFrYv. When does the tax start?
Mr. WI[4 , ,Vi.mc Twevity-fiv' c('ents or twenty-four cents, andIt runs

indefinitely.
Senator Gumrv. And where (h(s the tax oi telephone service

start'?
Mr. WLJ.EVEI. The saiII as telegrals, the difference being that

the thelelhoie companies are very prosperous andl extraordinarily so
at the present time an(1 their business can stan( a tax that under' tiet
l)resent c(oitions ie telegraph companies could not.

Selattor ('ONNALLY. )O yOU make any money oil rovernm('nt
business with foreign countries?

1Mr. WILL:VER. I don't think so, but that wits l obligation im-
posed oin Americani carriers by Great Britain when the cal)es were
lail letwee the U'nited Stat(s and Great Britain, and although at
that time we were unler no obligation to exten(d tile benefit to the
American Government we felt we should put the American Govern-
Inent. on a most-favored-lition basis and not treat it ally different
from the Government of Geat Britain.

Seltor CONNALLY. With this inCrease in Government, business you
ought to know whether you are or are not making any money as it
result of it.

Mr. WvIIuavmII. We are losing money on tile crble business as a
wvhol; there is no question whatever about that. At the 50-percent
rate the Government business is on sul)stantially a parity with the
commercial business, which is largely) made up" of business oil the
deferred rate, so that tile Governnent business, which is not, is
ierefore aboul l tnall average with the commercial business.
Senator TArr. Don't you feel that by reason of the reduced rate

Government officials use more words?
Mr. WI LLvt. I don't know that that is so; I think they aro

quite liberal users of tie service. I (lon't know that they pay much
attention to the use of words.

Senator V. ANDENII.. Government officials always use n1ore
words; don't, they?

Senator CONNALY. They don't handle the Senate debates.
Tihe CIHlAIMA N. Anything else?
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(Mr. Willover submitted the following tables and chart for the
recordd)
•Summary of exhibits showing by offices listed telegraph message charges and present

and proposed message tax thereon for tra.lic dated Ju!y .3, 19; I

Office
Ex-
hibit
bind-

er No.

2
3

.5

.5

5

5
5
S

5

4

Ta'abe telegraph
message charges Taxuer Tax u p o Increa.o in

(c mmerclal tele- present law Tap uner p a Proi).sd law
graph tolls)

percentt toren Percent
lrent 1po Amn..t to ' Amount te tota- 1 'er.

law aiOs A able 'I I able ntcharges l cajeharges

$2, 786. 4532, 7M. 78 $13 Oia 6. It CliC)l3ir1.3$Mg6e16.
5.Z30. 0) 5,147.09 270.83 5.2 192. 60 13.2 13.5 

42
1.

67 
155.7

15,193. 75 14, 899. 61 770.321 5.1 1,971.20 13.0 13.2 1.191.8$ 153.9

77.41 73.41 3.98 5.1 10.00 13.0 13.6 6.02 151.3
2.432.41 2.407,23 125. 26 5.1 311.8) 12.8 13.0 18. M 118.9
2, 2). 18 2,26S.55 117. Oj 5.2 289.9 12.7 12.8 172.00 145.9

CO5.50 597.26 31.271 5.2 82.55 13.6 13.8 51.28 164. 0152.71 160,451 7.8S1 5.2 20. 5 13.5 13.7i 12.67] 16"0. 8320.25 316.25 17.14 5.4 44.05 13.8 13.9 24.91 157.0

241.47 241.23 12.47 5.2 33.45 13.9 13.9 20.9S 16. 2
827.13 813l01 42.90 5.2 111.40 13.5 13.7 69.41 159.1

949.51 844,1 48.98 5.2 121.65 12.8 12.9 72.07 148.4

5,163.01 5,092. 0 263.85 5.1 017.40 12.0 12.1 353.55 134.0
178.35 177.31 9.13 5.1 24.45 13.7 13.8 15.32 167.8
347.90 345.00 18.08 5.2 42.30 12.2 12.3 24.22 131.0

36,786.18 36,228.141 1,889.17 5.1 4,739.80 12.9 13.1; 2,850.63 150.0

,Summary of exhibits showing by offices listed cable message charges and present and
proposed message tax thereon for traffic dated July 23, 1941

Tax under pres- Tax under pro- Increase In pro-
Cable ent law poed law posed law

E x h i b i t m e s s a g e . ... . .
binder Office charges

No. (cable l'ercent percentt
tolls) Amount to Amount to Amount Percent

charges charges

6 Atlanta, Oa ----------------- $18.35 $0.50 2.7 $1.90 10.4 $1.40 280.0
6 Boston, Mass ................ 484.78 12.90 2.7 51.50 10.6 38.60 299.2
0 Chicago Ill ----------- 713.68 13.90 1.9 74.25 10.4 60.35 434.2
6 Cumbeland, Md ........... 3.84 .10 2.6 .40 10.4 .30 300.0
6 Dallas, Texas ................. 215.60 3.90 1.8 22.35 10.4 18.45 473.1
6 Denver Colo ............. 30.22 1.10 3.0 3.30 10.9 2.20 200.0
6 Grand Rapids, Mich ......... 2.10 .10 4.8 .25 11.9 .15 150.0
6 Green Bay, Wis ............................ .......... ...... ......... ........
6 Harrisburg, 'a...............3.10 .10 3.2 .35 11.3 .25 250.0
6 LexIngton. K y ................ .......... . ....................... .. ........
6 Hichnmond, Va ............... 41.74 1.10 2.0 4.40 10.5 3.30 300.0
6 Salt Lake City, Utah ......... 11.30 .30 2.7 1.20 10.6 .90 300.11
6 San Francisco, Calif .......... 869.73 22.80 2.6 91.90 10.6 69.10 303.1
6 Springfield, Mo .................................................... .......
6 Tacoma, Wash .............. 26.62 .20 .8 2.70 10.1 2.50 1,2146.0

Total ............... 2,421.06 57.00 2.4 2.0 10 31.

Atlanta, (a ......
Boston, 'Mass....
('hicago. I11-._
C mi be rl an d

Md ..........
Dallas, Tex .....
Denver, Colo....
(1rand Rapihs,

M ich .........
Green Bay, Wis..
Harrisburg, Ila...
Lexington Ky.Igiehtnond, Vo...1
Salt Lake City,

Utah ...........
San Francisco,
Calif ...........

Sprlingf.el, Me.
Tacoma, W ash-

Total ......



COMPARATIVE CHART SHOWING TELEGRAPH MESSAGE TAX IN TERMS OF PERCENTAGE

RELATIONSHIP TO TELEGRAPH MESSAGE CHARGE, UNDER PRESENT AND

REVENUE ACTS.
PROPOSED

iz

C,

2

AMOUNT OF TELESRUAP MESSAGE CHARGE

ze -1 1 1 1 1 1 1 1 1 1 1 1 1 - -- ~ .
216

20 i

16

PROPOSED TAX

li-- 'I II - I I
12i 

; -

I I I

PRESENT TAX

S. L .2 .3 .0 .5U .60 .70 .- ,1 910 .0 .10 .0L- 0 30 1.40 1.:01.601.70 10 eO . .w ': .( 1 1?24
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STATEMENT OF ARTHUR B. HYMAN, NEW YORK, N. Y.

Mr. IIYMAN. I may be alone ill 111y class her,. I don't speak for
anybody; I represent no one. I come to give the views I have level-
oped oat of long experience in tile practice of the law antil particularly
one which has been devoted to practice before the Treasury I)epari-
mient..

I have had a ver'y considerable Iexlwie1ce in tile iat iter of taxation
and I am not prepared to submit in final form a memorandum which
I started tit, preparation of la4 week and which I have added to ini
th( last few hours.

I shall try to be as brief as )ossible. I want to make iily positionclar at the ver, outset because the imlpression might arise that I was

in favor of curtailing expenditures for the national defensee ; nothing
of that kind is on my 11ind.

On the contrary, it would not make a )article of differencee to me
if the necessity were five times as great; I would still think that neces-
sity ought to be met anld that Whatever funds had to be raised should
be raised to meet the necessity.

But there are Several things that enter into that consideration and
the first, it seems to me, is that when we started to and signified our
willingness antl readiness to acc(p't any sacrifices that must he faced
in the emergency, we have tile fight to expect thilt, the cost, of the
d(l(felise program will be borne in the soundest mannr 111and that we
won't be. called 111)011 to make sacrifices that are not albsolutely neces-
sary.

In other words, what I wish to colnve'y is that , everv consideration hw
accorded to us who miiust bear tlihe buirtel, and I ha've heard so much
from members of this committee as well as from members of the I louse
coinnuttee to the effect that we, must raise all tihe money that is pos-
sible, but I have not, vet heard anyone say that Ni e ought'nIot raise any
more than is I bsol iteiv iiecessti 'v.

Now, having that ini mind, it, see ms to me that we have gotten oil
to a wrong start. Whei we caiie to consider financing the cost of this
defense program we started with the notion, I believe, that it should
I)e financed in the proportion of two-thirds fly taxation and one-third
by borrowing.

I suppose that is an 111lbitrary figure and no one could give us any
fOod reason why so vast a part of the expeli(litilres necessary should

Sralised by direct taxation.
If, as I am informed, we proceeded oil another theory in the World

War and financed our ,expendlitures by raising onie-t.hii'd by taxation
and two-thirds bv borrowing, I cannot see any reason why w'e should
not. follow that l)rocetdure at this time.

Senator B.mimi.iv. At the start of tite World War the Government
h)gin owing very little; now it has a (hebt. of $44,000,000,000 or
$45,000,000,000.

Mr. l1,NAN. I ap)preciate that, but it still secnis to me, as a matter
of common logic, that there is a point you imist consider in this con-
nection, and that is: I low much ought, in good consciemnce, to he borne
at, this time Il1d how much spread over it longer period of years and
be faced ili the future?
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In other words, you recital point where you j ust cannot take it.;
the tax burdeli becoiiies so heavy you caiiiot hanidiile it.; it bogs down.
And ill the Inieanitimie You have' s;tfered verve seriosly.

Sector BAI'lEY. Th'l(, Secretary of the T'reasurv fixed the ratio of
two-thirds find oiie-tiird oil the proposition that was liecessary to
present inflat ion.

Mr. H1YM.AN. I wonder if that is a proper approach to tle p roblem.
I ha 've evVer considered that a bill to raise revenue was anything
but a bill for that piuirpose; 1 (10 not think it should be punitive or
that fears, such as the fear of inflation, should be primarily considered.

Seulator coNN.%.L~uv. 'Yol don't think any economic comnsiderations
oiliht to ('lter into it?

Mr. IIYM.AN. ()h, ill a remot( sense; yes.
SeIIat or CONN.ALLY. TIhiei, ill the iliterest of the t ine allotted to

you, I suggest you get down to cases and tell us what you want to (ho.
Mr. HIYMAN: All right; I will (1o that.
Whel I prepa red the miemorand uii I hai 110 intention of discussing

the joint ret 111rns. I sll)posed that anything that appears to me quite
so l)ernicioUs and inlh' fensibhl as thiit afte(1 it, had been deleted by
the Hlouse, Noul not come ill) again for consideration by the. Senate.

Senator CONNALLY. You are bringing it up; it- hasn't been men-
tionied.

.Mr. llyM.A. The Secretary of the Treasury brought it ill) anid said
a rood deal about it and thati is what imlelh 11d me to make a memo-
rmilum on the subject.

I don't want to take Iil) time unnecessarily, but 1 (1o want to advert
to the arguments that have been adr:anced. Senator Barkley brought
up one of them; he pointed out that we had been striving for many
years to establish the independent status of a man and his wife and
such a tax goes contrary to that tradition.

It. goes more than that; it violates the idea that an income tax
should be levied on the person who received the income, not to be
measured by the income received by someone else.

Now, I pass that. lie recommnled and I have heard recom-
mendedl here also a reduction in exemtl)ions. It has been my theory
that exemptions, general exeml)tions, personal exeiil)tions, are ul-
sotuind in themselves. They are a matter of grace, representing a
luxury the Government might indulge in when there is no great
emergency threatening us and when we are endeavoring to reach
t remenid(ous sources of income for Government purposes.

In my opinion the Treasury has not gone far enough, nor the
gentleman representing the American bankers, the Investment
Bankers Association. My own notion is that exemptions should be
entirely abolished; that we cannot afford them; and that such money
is a sound way of raising income.

Senator CONNALLY. How much would you tax a person getting $10a month?

Mr. IHYMAN. Oh, I Sul)pose there are eases ill the United States
where men are earning $10 a month.

Senator CONNALLY. Well, some are not, earning anything at all.
Mr. LYMAN. That is right; but, they won't pay anything, either.

We should start with a minimum of I percent. Starting low enough,
it is not going to hurt anyone very materially.

For example, take a man earning $1,000 a year.
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Sl1ator CONNALLY. We are going to tax him under this bill.
M\Ir. HIYMAN. Yes; after an exemption of $750. 1 say that exemp-

tion is not, sound and I say it should be either abolished coml)letely or
substantially reduced. T'|here have been two arguments advanced
against that, one political and the other economic.

That it wouIl be (ifficult of collection. I (lon't think that is a sound
argument. We have had experience with withholding the tax it tihe
source and I think we can reach all sources of income by the proper
application of that principle.

The CHAIRMAN. Excuse me.
For the benefit of the members present, the leader, Senator Barkley,

advises me that lie will call the calendar, so that, when we recess,
around 12 o'clock, we will come back at 2 o'clock.

All right. Proceed.
Mr. HYMAN. Now, there is another thing which I call luxury tnder

the l)resent circumstances that, we are indulging in and which h I think
ought to be eliminated, and that is the exemption for earned income.

I think that the fundamental difference between earned income and
income from other sources is not so important or so great that we
should perpetuate it; I think it could be well eliminated and we could
wait for happier times to grant such exemption.

Now, in one has taken ul) the question of excess-profits taxes,
assuming, suppose, that the House views will be followed in the
Senate.

I have only to say that I think the alternative method of com-
puting excess profits is a very sound one. It eliminates many of the
unfortunate experiences we had uinder the act of 1918 and it will not
leave those so unfortunately placed as to be amenable to it to. the
tender mercies of the collecting authorities.

The CHAIRMAN. Do you agree to the principle of the 10 percent as
contained in the House bill?

Mr. HYMAN. I don't know as to that sJ)ecifically; I was speaking of
the fundamental question of taxation.

The CHAIRMAN. Your theory is that this is a sound or at, least an
advisable method?

Mr. HYMAN. Yes; it is.
The CHAIRMAN. Of course, you have to have some standard.
Mr. IYMAN. Yes; but the alternative method, it seems to me, does

pay some attention to what really constitutes excess profits.
Now, another thing which has not been touched upon here: I sup-

pose I am going to be on very controversial ground again when I ask
the committee of the Senate to explore again the capital-gainls tax. I
think there is a source of revenue that we have not nearly begun to
explore, and 1 think the (ifliculty lies in the fact that we havNe always
taxed them on too high a rate. I have entertained that view and ex-
I )ressed it more times than now. I have written before to the Senate

inance Committee aml the House Ways and Means Committee.
I think the capital-gains tax is helping to defeat its own purpose.

Just taking a glance at the record of transactions on the New York
Stock Exchange, alone, it seems to me, will bear out that notion.

In my opinion, 350,000- and 400,000- and 500,000-share (lays on the
New York Stock Exchange are just as abnormal as 8,000,000-
9,000,000-, and 10,000,000-share (lays were in the panic of 1929 and
1930, and transactions in securities are being very much curtailed.
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h'liere is no doubt that Cho, high tax rate is a serious deterrent to
such transactions.

Senator BAIlE.rY. The some is true, is it not, of transactions in real
estate?

Mr. IIYMAN. Yes. I use this only as an illustration. Two or
three of these types illustrate to nue better thaln anything else the
old theory that you can defeat your desired end of raising revenue by
putting excessive taxs Ol the transactions.

I say that there is nothing so conlucive to the prosperity of this
coullntlr, and that means conducive to the raising of additional revenue,
as opei trading to the utmost possible limits.

Now, if we coul get what appears to ni, just as a guess, normal
trading of about 2,500,000 or 3,000,000 shares on the New York Stock
Exchange daily, which imany people think wouhl be quite normial,
tihe revenue raised from tile capital-gaiIs tax, if it was reduced two-
thirds, say, would produce reveille, ill my opinion, beyond the wildest

rIanims ol' tile most optimistic.
Not only is that so but, there is a tremendous amount of money

being lost in stock-transfer transactions both by the Federal Govern-
nient and State governments, estimated by the New York taxing
authority at $200,000,000 a ye'ar. Whether that is extravagant or
not I &;0not know, but I know this:

e haven't a thing in the world to lost, l)y adopting the theory of
reducing the tax on cal)ital gains to see if, in 1 year, we (1o not 'ealize
the promises mnade in that connection.

In ly lemor'andunl I su ggested tit, outright repeal of this tax
but I know at this time, un er the conditions existing, that such is
not possible, and I therefore suggested, as a compromise, we try the
reduction ill the rate of tax on capital gains.

When you have an active market those securities pass from hand
to hand so manly more times and each time the transaction produces
r( velilll.

Senator BAILEY. Would you make a distinction between a specu-
lative transaction and an investment?

Mr. IJYMAN. I would not; there isn't any difference. Every time
anyone purchases a security lie does it, of course, for purposes of
sound income, which involves stability; but, there is all actuating
motive all the time, which is the l)irofit motive.

lie thinks that this is a fine stock and some time that. stock is going
to be worth, 25, 50, or 100 times more than when lie bought it; so
tih( speculative element is there anyway.

Therefore, why, say if you buy and sell a stock within 12 months
you have engaged ill a speculative transaction whereas, if you keep
it for 2 or 3 or 5 years, you have not.? They should be put oji a parity
and a flai rate hvied uIpon them.

Now, the next. proposal I wish to make is one already adverted to;
that is in regard to gift taxes. And almost the same thing might be
said as to it that was said of the capital-gains tax.

We presumably levied a gift tax in 1932 for the purpose of deriving
revenue from that source; at least., it was so said.

Tie CHAIRMAN. It was to make the estate tax effective.
Mr. IIYMAN. Of course, it was needed as a complement to prevent

the avoidance of any (state tax whatever, but they put a three-
quarter tax on gifts in relation to the tax on estates for the purpose,
so it. was said, of realizing revenue by tie Government.
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Senator BAiEY. With the gift tax abolished and your proposal oil
the se paait (-retnIlls (jitestion, every 11an would immediately give
one-half of his income to his wife. Now, where would you get your
revel(lle?

Mr. 11HYMAN. Are you asking me oil tlie basis of adopting or faille
to ad(opt, the joilnt, retllrll?

Sellator B.ItEY. Stavinig where Ave are noW, well it 1111ll hts tilt
income of $75,000 and you have al)olished the gilt. tax

Mr. IHYMAN. Oh, 110.
Sena11tor BAILEY. You (1o not lrol)ose to abolish the gift tax?
\lr. llv .m. No; I want to maintain it. Bit what 1 (1o say is the

gift-tax revenue has bogged down. Anld why ias it.? Because it is
almost iml)ossibhle for a man to make a taxable gift today without he
iakes a eomplhte delivery and divests himself of every tiieal of

o0Vlershlip.
Now, if you want to have the revenue from gifts, why (1o we not

put a lower rate than presently maintained and why don't we tax
every kind of gift, whether in trust, revocable, or irrevocable, or any
other kind?

And if, in one instance that, I vis'mlize, the trust is so drawn that
the corpus finds its way back into the hands of the setthlr, make pro-
vision that up)on his death proper credit may then be given.

I wouldn't think it was a serious matter even if you kept the rate;
I only believe a lower rate will increase the revenue.

At ally rate, the object I am after is-and if you just read the gift-
tax statute and the estate-tax statute, supposed to le cohlll elleltary
of course, you will tind, whereas you it ended to encourage gifts, you
have mllade it, practically itl)ossible to have them; you will find the
wealth of litigation which has developed from them.

The Supreme Court, the circuit court, and the Board of Tax Appeals
are busy day after (lay trying to solve the problems created by penny
ellasingl ani that is what. I call the habit of the I)elmrtment'; penny
cihasiig; ahv.,vs worried lest. somebody escape with $10 that he might
have paid f,+ a gift, tax.

You will find that; atlnd I could dlemonstrate it to you ill scores of
way s. There has been this constant rush to the House and Senate for
am'eldilments because some individual was ingenious enough to get
away with a little tax.

I say if you will broaden out the gift tax and make it apply to all
trmisactions you will encourage gifts. By so doiig you will derive
tle revenue which you are niot getting ne0w. And I tell you that
many people would'wvelcome all opportunity to )ut their houses in
order instead of facing tile chaos which they know will be present at
the time of their death.

Now, some years ago I suggested that the most effective method of
taxation, in my opinion, would be based upon income and sales.
This gentleman called it a purchasing tax, a distinction, I think,
without very much difference. But the point of the matter is that if
we had those two basic methods of raising revenue I think we would
be in a position where we coul go on without constant revision and
constant upping of tax rates, constant unsettlement which business
suffers from this sort of thing; we would establish a stable systeln of
taxation based, on the one hand, on income, and, on the other,'on sales.
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Now, ther-e may be lots of arguments made against it, partly eco-
nomic and )artly political, but it seems to me that a very low rate of
tax applied to sales would produce a tremendous amount of revenue
without upsetting our system or shocking it in the slightest degree.

Sometimes it is said iT we are going to tax on the ability to pay, that
is not one of the forms we 0 should( adopt. Not, that is not true because
We overcome any objections of that kind by a gradtlating of the scale.
Therefore those two systems, if worked together, would he effective
as compensating each othel.

If Our incomes Were down and thus revenue from that source were
lowered, it would be ulpped from the sales side; whereas, wheln we are
prosperous and revenue from income or other form of taxation is
sufficient, the rate on sales could be lowered.

In other words, the two seem to me to be natural avenues of revenue.
Senator BAILEY. You would put that tax on food an1 clothing?
Mr'. II A.N. No; I would exeml)t food. I would want to give

Voisidenition to clothing. But food, mediines, and those things
th at are al)sollitelv necessary, I think, should be exeml)t. •

After all, we ar'e paving'a tv'rifi(c sales tax already and the poor
atl'( getting it ,s well its the rich every t ine they b;uy anything if)
the long list, of t things tnat an subject to excise taxes, %vlicliare salts
taxes under another nanl1'le.

Senator B.nAI v. Tre sales-tax revenue n1w is something better
than $2,000,000,000.

,Mr. Hl YMAN. Yes; 1111d it ('0111d bV made m11(h1 gret('r, and it
would be easy to ('oll(,t ; and that is certainly one objective to be
sought. 'lThei), furthermore, I think one of the mellbers of the
Ways and Means Committee reniarked that you were coming to it.
anyway, probably next year, when further revenue would he nec-
essary; all, if that is so, I doll't see any reason why we should post.-
pOI1(' that (lay. If it is to come eventually, why nuot now? In my
opinion, it sluld have colite many years ago.

I think I have covered the major things that I wanted to present.
If I may have tle privilege, I would like to complete the muemo-
l'anl(1um and submit it.

Tie CHlAIRMAN. YOU may (10 that.
(The memorandum submitted by Mr. Ilymna is as follows:)

MEMORANDUM ON PROPOSED REVENuE AC'T OF 1941

By ARTHUR B. IYMAN

To the Finance Commitlce of the United States Senate:
We approach the consideration of a new tax bill again under the pressure of an

emergency. Hasty and ill-advised legislation might reasonably be expected
under such circumstances, but since emergency legislation has collie to be the
rule rather than the exception, we should by tils time have acquired the virtue
of being able to give calm an1(1 considered judgment to this subject.

At the outset, I wish to make my position clear. We arc engaged in an all-out
prograi of national defense. Whiatever price we have to pay is not too great,

ut whei called upon to make the sacrifices that are necessary (and they will
be very great), t he people are entitled to have their representatives approach this
subject not, as seems to be the ease, with the idea of raising all the lkolney that is
)ossible, but, rather, with a fixed determination to raise Ito more than is abso-
tutely necessary, and even that in a manner that will least affect their well-being.

It is almost a truisn to say that the most desirable method of raising revenue
is that which occasions the least shock to the economic system. There was a
time when Congress considered that objective to be paramount. Under the
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pressure of constant emergencies, however, it has apparently lvel relegated to
le background, although lip service is pIid to the concept (Ways and Means

Committee Report, ). 3).
The Ways aid Means Comnittee expresses the hope that the immense burden

of the new levies will be met cheerfully by the American people, and that the people
realize that the risk to life and property from inadequate preparedness would
make a much heavier burden attractive by coiilparisoll.

The latter of these observations is fully justified, al there is no doubt that tile
American people will accept whatever burdens may I le properly imposed upon
then for the purpose of financing the program. They have the right to demaiid,
however, that the hurden e poorlyy distributed, that is to say, that a fair pro-
portion of the cost be raised by taxation and a fair proportion v borrowing.

Expenditures for defense have reached astronomicaI figures. Their necessity
is not questioned. Ini a program of such magnitude, however, it is olviotisly
inl)ossil)le to raise the sums required by aty reasonable method of taxation.
The (lumestion, therefore, iimincdiately arises: Ilow imuich of the hilrden can he
carried by taxation without oppression, or, perhaps, how imuch of it can be carried
by taxation without injury to the economic system?

Prior to oir emlbarkation til)Oii the defense program. expallsion of govern-
mental activities had tremendously increased the burden of taxation imposed upon
tile l)eo)le. Their willingness to lueet these new exactiois was inspired )y a
thorough realization of their necessity. This spirit should not be imposed upon,
nor will it endure in the face of a realization that thiet, have been saddled with an
unnecessary liurden or one greater than they should be called upon to bear.

The Reveinue Acts of 19.10 made the prior imlositions pale into comparative
insigtnfieance. It. is now lrOlosed to further increase t hs hurdenm by raising,
through taxation, aii additional 312" billions of dollars. If this is necessary, the
people will bear it cheerfully. But the Congress must not, mistake their attitude
or suppose that they will permit themselves to be oppressed or exploited. There
is no convincing evi(lence of the iieed for raising the additional stim sought by the
administration. It is a matter of great concern that Cotgress hns reached so
complacent a state of nind in regard to expenditures that unlimited 8111118 are
made available upo the mere reoluest of the administration. Something is
obviously wrong with the picture.

Iln 199, President Roosevelt declared in his Budget, message to Congress that
Treasury figures, based upon the proposals then before the Congress, indicated
that. if the Nation's iicome reached $90,000,000,000, the yield would be
$10,600,000,000.

Since that time, approximately 1 'A billions have been added under the Reveime
Act of 1940. Thie Treasury estimates that the national inicoime will reach
$90,000,000,000 this year. On that basis, the vield will be only a few hundred
millions less than the amioutnt which the Treasury estimates require. Why, their,
should the Congress impose tpon the people's Iatriotism by adding further to)
burdens already beconling too onerous? It woulh(l be a national calaiitv to
destroy the confidence of the people that their representatives will at all tines
zealously guard them against profligacy and call upon them for sacrifices only
when the need for such sacrifices arises.

A further and most important consideration also enters into tle situation. In
the report of the Ways and Means Committee, it is pointed out. that tile expenli-
tures in the World W'ar were financed one-third by taxation and two-thirds by
borrowing. The defense program is not for the be-nefil of this generation alone.
There is no somid reason why it should bear a disproportionate part, of the expense
of it. If the financing of the World War was accompllished iby taxation and
borrowing in the proportions of (e-third and two-thirds, respectively, why, in
the face of the heavy burden already imposed by (e act of 1940, should those
proportions be practically reversed in connection with a program far more
extensive anmdl for more enduring?

Justification is sought for this in the fact. that our national debt at the beginning
of the World War was unimportant in contrast to that which now exists. That
is a factor that must be taken into consideration, Iut. it falls very short of ade-
quacy to justify tile imposit ion of so great, a bturden of taxation uipon the present
generation of taxpayers, There is obviously a limit beyond which taxation
cannot, go withoutt, actual oppression. The cost of our dlefenise program must, he
tipread over a sufficient Ieriod of years so that its economic impact, will not be
destructive.

It. has often been said that excessive rates of taxation defeat their own purpose.
I think we shall presently find this to be trite, for, ini the aggregate, there will be a
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tremendous reduction in incomes subject to the tax, and this will be the result of
the operation of the law itself. Recent reports of corporations will serve to throw
considerable light upon this subject. Some of then s how taxation per share
mfany times the amount paid out to stockholders, or evei available for such pur-
)ose; and, already impelled by sound financial consi(lerations, corporations have
eglnii to cut and to suspeni action oi their dividends. This practice will

undoubtedly grow, for the policy of the Goverinient seens to be to curtail profits
and, at the same time, to take as large a share a.,; possible of those which corporate
taxpayers are permitted to earn. Individual incomes from this source will
steadily decrease and, as a consequence, the national revenue from this source
will suffer curtailment.

The reluctance to accept the theory that excessive rates of taxation result in
diminishing returns has persisted in political circles despite its demonstrated
soutidness. This attitude has, beyond doubt, retarded our recovery. If our
efforts ha(d been devoted to increasing the national income, tile neceds of the
Government could be readily met without taking anl unconscionable part of it.

Business anid industry feed upon the constant flow of capital. Investment
and reinvestment are their lifeblood. The withdrawal, through taxation, of vast
sutims of capital which would otherwise be plowed back into business and industry
cannot but retard recovery and expansion. It may seem rather extraordinary
to speak of recovery in the face of income figures that are being released from
time to tinie. Nevertheless, it, is clear that we have not recovered from tile eco-
nomic expressionn, and while the aggregate of income in the United States is
steadily mounting, it is illainly (fie to the defense program, an( it is restricted
and lililite(d; accumulate(d capital is still in hiding, and there is little incentive for
its reemployment.

If these considerations (d0 not lead to the conclusion that it. wotild be sounder
policy to raise by borrowing t lie sumis required beyond t hose which will be received
under the Revenue Acts of 1940, maintaining a ratio of raising, let us say, 40
percent of requirements by taxation and the balance by borrowing, attention
should be turned to other nieans of increasing the revenue by taxation.

I had not, intended to discuss the subject of joint returns. I had thought that
the proposal was so pernicious and indefensible that tile action of the House would
relegate it to the limbo of forgotten things. However, tile Secretary of the
Treasury has brought it to the fore again. His arguments in sul)port of it are
utterly Illogical. In the first place, lie atteml)ts to justify it i)y the suggestion
that it would raise a very large 81u1. That argument might be advanced to
support any tax, no matter how heinous. It seems not to matter to him that it
completely violates tile eoncel)tioli of separate estates of husband and wife for
which we have been striving for generations, nior that it violates the American
conep1 )t of laying ilposts only onl the income of him who receives it. When
Senator Barkiey called the attention ot tile Secretary to our long history of en-
(leavor to create all independent status for married women, the Secretary aiiswered
that many had taken advantage of that attitude.

, TUpon what theory may a husband be condemned for establishing a separate
estate for his wife, an objective heretofore thought to be desirable? None sug-
gests itself.

The Secretary's argument, in detaill, will not stand analysis. For example, it
takes no account of tile time when such separate estate was established, nor of
the l)ossibility that it existed prior to tile creation of the marital status, nor,
again, of the fact that, if established by the husband, it may have had no value,
or only a nominal one, at the time of it.4 creation and have (leveloped value smibse-
quently, and, finally, that if more recently established, very large imposts have
beell levied upoil him for tile privilege. The Secretary has not, suggested even
that. these taxes be retulred.

The fact. emphasized heavily by the Secretary-- that in several community
States, (lie husbandl's earnings are, bI law, equally divided between husband and
wife, thus bringing about preferent al treatment il contrast to that accorded
residemits of other States--hardly justifies the further maltreatment of the less
fort unate. If the good fortune of those living in community States is deplorable
from the Federal tax standpoint, why not endeavor to remedy that, situation by a
provision which ignores that status created by State statutes in regard to the
earningss of a spouse. That, perhaps, would be too simple, ani t hat it is not the
Secretary's true objective is quite obvious.

If the argument is imiade that such a provision is of (loultful constitutionality,
tile saiiie Ilay be said with equal force of the joint-return proposal.
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ELIMINATION OF EXEMIPTIONS

Considerable argument has take place concernihig the adfvi ailily of reldueilig
tXelmiiois anid thiis Iroa(lhting the base of ordinary iicoime taxation. lExeniii-
lion from taxation i5 Ui5sound ito princilell. Every person eiijoyiig th le etefit and
p protection of hi.s governmentt should coitriblite t; (i the expense of its maini, ene,.
While individual contribuitiois from this source may be small, in Ilie aggregate
they would be sublstaitial.

'fihe opposition to the proposal is twofold. ()O is political, tie other (eooiiiie.
The former is 'itith'd to no consideration. A--pnbI'Ial approach t(I a purek
ecoiionie icoleptionl is indefensible., alld its long as it persists w'e cannot have it
s50llnd fiscal system. Oin file econtoie side, it is asseirtetl that the cost of colhby-
lion is 1)l'oihi iti ye. Tha t arglllneit (lot's not appeal' to lI te ellle, aiid nltil
reliah statistics are filrished to shuppljort it, we should proceed 1il l the citrrv
assuiption. We have already y adopted the principle of withholding at the soircl-.
That system S tvtni to have worked weII eiouglih ii lrlitice. If e\ivlnpt0ion iire
enitirel" abolished and it low rate If tax is applied, collection 11'lli be ass ure(d ly a
provisfoli roluirmigt lit, withholding (If the tax ol that ineoniv at the so re. A
$10 iliilost ii ln a $1,000 salary works lio hard hilp, and tlher is io re'asoi to
Ielie\ve that t ie recilit oif such all income' is less willing to Share th li pi.i' if
his Government than those in the higher brackts s. And it perptinetilatta llrhiciple
w\'hich seems to hi' saluiarv, that i.s, eqiililt' (list rilltitui if li, cost of goverll-
ment among all recipients o incme, tle elijyniit if which is mai11de lo.;ilblh by
the Goverlnien.

It i-, lrolpisel to redluce exill si from 'W00 to $750 for single niili, iid froll
$2,000 to $1,500 for married oies, 'l'his, it seeiis to miite, is a rat her feeh, gesture
in the right direction. If taxatilnu illt~li i'(Ilincme is a thoroughly Soulid method
of raising rtvete, which onte io longer Itlillts, why do we lithsitiate to apply it
eimlilete'ly. Why setk other and more clilitrov' rsiiil iethiods when i thoroiuiglily
acctltahble Omie is It liaiid? The albllition of exemiiiltonis for hot h single aid mar-
rited men will bring in ia very large tlmltilit of rt'veile. The redhictimi llrolosed
will accomplish nothiing of comparative valle.

Another exemninili calls for r(eoliiileration in tihe lresenlt tiiergency. It is
the earned-incoine exempt ion. It isa lxurywhh'h, i)'l, fhf)s, we iii lit Wlrord
al( which we ought to forego. The distinct lioll beltw,'ii earnitd ani ulniarnied
ilicoime is not so flidllnilelit al that It litl(1 to lie hperlletu'tat ed. In happier thies
it iay he restored.

REPEAL OF TIlE 'APlTAI,-(A.INS TAX

There is alilother source of revenue which has not. been fully or lrolerly ex-
ploited; iaiely, ilicome derived from the sale of capital assttls. The capital-
gains tax ia Iseen the subject of conltroversy ,or siice its enact'iit. Its pro-
ponents urge that the profit derived from fhe sale of callital asset,; has nio 'list
clain to exemptinlli froli taxation iiltsel ilipon ot her forlis of iliclme. I'lie
fUndiailiental difterences letweeli inc'oliie derived from labor or capital anid that,
derived from the sale of Capital assets have liven discussed freqult', lyl aid ex-
haust ively. They are recogiized in the complicated lirovisionlls of ev'ery' act
pIasSed since that of 1I921, where the subject was first d'alt with.

There is v'ery lersiasive evidence that thlit taxation of lprotits from sichli mh's
was not original templated iler tit, sixtentIi alii'li(ilieit. iFor i lig
period of years ithas constittlted l a lart of otir systemti of raising revetie, hutl it
still remains to be dtterlnilied whether its eolilihiiiiee as ia part of that system ii
is jlstitied aid, if so, whether it cannot be liideh o lroidtlc( revenues far in ('xcess
of those which are cirretntly being realized.

Year after year repeal or modification of the rapit al-galills tax h111S bein urged
by eminent alit lhority. All arginients illipport of its relpeal have fallen on deaf
ears. In the preseiti eiergeicy, any vitort to procure i rplleial If the eapital-gainis
tax appears to be foredoonied to failure regardless of the merits of stllh it prollosal.

That slilh taxation is not economically solilnd, has been amply dtmm'oistrat('cd.
Nothing is more eotidiicive toward prospl-rity thanil he eleoltrigemielit of free
trading. Whatever tends to limit or retard such trading puts tle brakes omi busi-
ies- in the )roatdest. sense (I of lhe term. It clicks individual activity, reduces

eimpllloyientl, cirtails the circullation of inoliety, antd siltis otr lhe Ilow of capital
ilto hprotlictlye enterprise. There is lio doibi, that the patiie of 1929 resulted in
1o siiall liieasilre front I it high taxes illod ie(i poii profits derived front tlit sale
of seciirities. Tl' natural relietance to realize stieh lrofits creatl'l, Iy t he heavy
impost t hereon rt'siiltt'tl ii a curtailinen'. of siillyy whili lherwise would have
I)ei available to meet ('ndll. An iniexiraleh tecoioiiii law forced prices to
heights which had no regard (for act ill1 valuations, aid this conilhliled ulitil tlhe
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whole stritettire toppled over like a hlitse of cards and ihroigh t tli'.ste'r to the
(ftire couIit ry.

As i prodticer of reventie,, this foill Of I ixtax tion fills lieeii it vot'ilehte and glhosll"
ftulire. !li years of great buisintss act i\'ivty, tl)staillil sIlls Illay Ite {voll,4)1 lt'(I.
Thor will be giv'tl back, liowever', ill stilw:qlifnt periods whieni lIhe t rend has Ievii
i,'e1Vrsttl. While, its points ed out Iefore. Ilie' is gi'eoat reltictaitce to sell ill it period
of rising prices oii account of the punliiv i il\Oliol, there is lio slich re.lictallc
wheil it. hecomies lesirale te(id I,,sihle to tako e hses. AlIy fel hod ti of hn\tit ion
which is so l indepeidohle as t s .rce tf reveille is mo felf, i tmisotiid. IIs
uistltliliti as a reveiiue producer -rioisly aflre, the orlerly aiiink traliol if
goveriiiienitil taffirs atid creat 's it sitltin 1io 12 llholitu l ho, a vodcltl g ill costs.

il' repeal of telit, pro.isi uis of t lie \- law elinig \wit i 1 lie shject would lllot 1t1,w
it loss of reveitie t o I lie (overilm li. Its ir'epoal wtilhl s act'elerioafl t radiig ill
securities that thlie revetie to he lderivttl ill the formn of st ok-tra .,fer lax(,.s wmihl
far exct'e dlt lithe alli rev eitie rvalizettl lirotigli it., cof titilice. 'rll, New York
Stitt( ltixiiig alithorities estililltte ihat flit ciitl-gaiiis tax has cnlloscd ia los.s of
reve\ tie ill excess of S200,f00).000f) pv'r anumitilll. Iler. ag ain. lie r'hlctimllce oif te

congresss to take action alliars Io he iolitial, re.t log ulpn its far ht it a rcpeal
ttr o drastic iodificationi of tlie capifill-gaitis lax will creaf e Ihe iiiprtvs-itoi aiioiig
liiir cionslittlenls lint they are favoring fli(, so -caled Wall Streel elineot . 'l'he
ax, of eoalrse. hears il)oii all who hoave i,sessiaii. Ihideed. it probably olfect.s
lose in flile miiddle class to i greater ext etinlihan ally others. ail it i111\*v 1 well he

(ltihted that its rt'peal will evoke ally crificiii. Thil, argnieiit.s which hove h'eill
advanced fromiiii t lime t lim' agailisf this fornm tf I axillion41 tire iiow ftoir)'v well
kiiown thllroiighltit tlit, comlry, ad if the restills of rei)eal accord with I)r(ii.se,

actih ac iol will hriig Ilistitif'd approval.

MODIFICATION OF TilE CAPITAI,-GAINS TAX

Ill sile of ilievws of IIiiily wel l-iformiied personsthltf t Ihe r,\'einl' would he
iereosel y hv ite reltal of the 'lill l-gllills lx. it is 1l ot I te exptc'f('d thlt ill
the lrestl'iit'lit'rgt'lit'y 'liorls ill tIiis dirt''fioni, which lot e failed ii less larlois
lites. call sit'ceed nlow. Site I this is so. and sinc' we are faced with thte de.sir-

ahility (if i, reasiig thle r'viit' with as litl' tcoioirnic tisltocation as litossilck
and \\'it h Ilie great est possiblt' ad vantagt. we, suggest I not t ransactitmis invol rilg
the salt of capital osset s le treattld se 'laratt'ly; litha lieit' ltrolifs realized from
such transttitti lit tax'd at a rate low t'ltitgli to encourage, rathtr thlan restrain
ithen. and tlht whitre losses excetdl gains lit' raft he al)l)liedI to liea (,xct'. aild

allowed its a deduction agailist lit, tax on orditiary inictutl'.
'Tie rtcortd of dealings on thle Ntew Ytrk Sltck Exclhange sleiks l(tIllent ly of

fli( ctrtailiit in stcurily tradiiig which las laktil place ilili last few years.
Not all of this, of course, is du to the calital-gaills ta., hut that li t tlax has
ilayetd a great piart in reducing slh activities to t heir preseit hvel, is generally
.os'vrtt'd. dyirmtil-foilr-hulidrt-liond-slire dhys are as inormilly low

in fhis comlllry today is thl (cighlf-to-f 'n-niillioi-sli:irt, dlys we're aluorunully high
firingg thl paiic oft 1929. If a flat rote of 5 perceiit wtre appllietd, it is olhviotms
whale lit norinail share day woult Io ill aigit'lling Ihtli revenue froni this source
and fro t iht' i'rase which would Ite dteriv'ed frot slock-trouisfer litaxes.

Ti' rh(,'st' it revel ie a't oltiltl( lie syst'n tif lllilig capital git ins uli lhe
Iasis of file leiiglh o ti Im iuring which fit'- asstfs involv'td are hil Iw t l teax-
pay'r. Tht imll ict'o hrilitit tiu liis is thit profits earni'd ill t'apital trais-
ae'lions during flh first 13 ntitlhs art' sletilative. This has no hasis ill facI.

T' tlilefre'ce it ,wt,,i sp'eculat ion a iit invest nit' lll li e t'h tltrniild by aly
,,(,lih stalldhard. E'vtry ilivt'lstint'iit. ill fat't. t'vt'ry traisact iii ent'it' o ilt o ft(ir
irolitI is iorvi tir ltss spe)e('tlhiv(e ill claract't'r. Met' iivt'sls ill soiid st'tirifit's
not for tie IUrltst of holding thein itdliittly, and not alone ftir stability of
iictme. I it(rtnt in f lit'! t of lltirchasi, is lit' li)t also of t, ihimenittt. *If a
sill ('4t o hti l(enIha iit't'llitll t should d o kt plact' whin lhe yt'ear of purchase. sotind
jmttlgint'lit IIoy li'tate tlh' alvisability of realizing tlie !ro1It. )11t thot protit is Ilit
miore, to It' Iicit'd ill flht siWculati' (' ategory t han if it had betn aketi in flie
so, ot ird, or htntl year. A low, flat rate of fax, alpllietI t ( all caiilal trans-
act ions, is somiltr nid sinplt'r an t akt's away tlit incent i'e to dt\lay lhe taking of
gaiins aiitd lh' st iiiilaf iol to realizte hosst's. It in¢oiiragts t ratld (Olist'tlti(eienly
iiit'reases revenutte. It ltis litvein conlthen d t lint tiert is no just ifit'at ion for a lower
fax ol i sl)t''lator tlian on al individual receiving like itcollie front salary or
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business. The hazard in tile one case makes tie distinctionn and justifies tite lower
rate. One who renders services has a reasonable certainty of compeisation: one
who invests capital ill speculative transactions runs a serious risk not onfy of
making no profit, but of losing one's investment.

No one will gainsay that the present method of taxing capital gains has not
been satisfactory. If there be doubt that the proposal made herein will produce
the asserted results, there is still no reason why we should not try the exp)eriment
for at least 1 year. We are certain that there'will be no loss in revenue resulting
from the adol)tion of the proposal. There is every reason to hope for a gaiin that
may reach proportions beyond the most optimistic expectations.

(IFT TAXES

The search for additional revenue will le rewarded by a revision of tile provi-
sions of thepresent revenue act imposing estate and gift taxes.

In 1932 Congress imposed upon property passing by gift taxes at tile rate of
al)roximately three-quarters of those imposed upon property passing Iby death.
These taxes %vere levied, of course, for the purpose of mcreasing revenue, and tile
difflerential was established, or so it was said, for the purpose of encouraging the
making of gifts.

The preaching and the practice are at variance. It is almost impossible to
incur gift-tax liability except by an outright transfer and delivery of l)rol)erty
to the do1ee. The statement is made in this forni for the purpose of empl basis.

The changes in the law made at the suggestion of the "I reasury Department
and their attitude in regard to these two methods of raising revem emphasize
the criticism made at the outset of this memorandum.

The imposing provisions of title III of the act of 1932 are as follows:
"(a) For the calendar year 1932 and each calendar year thereafter, a tax

* * * shall be imposed upon the transfer during such calendar year )y ally
individual, resident or nonresident, of property by gift.

"(b) The tax shall apl)ly whether the transfer is in trust or otherwise, whether
the gift is direct or indirect, and whether the l)roperty is real or personal, tangible
or intangible * * *

"(c) The tax shall not aplply to a transfer of property in trust where the power
to revest ill the donor title to such property is vested in the donor, either filone
or in conjunction with any person not having a substantial adverse interest in
thle disposition of suchb property or income therefrom * * *

Under section 302 of the estate-tax law, there muiist be included inl the gross
estate of every decedent:

"(c) Any interest of which the decedent has at any time nmade a transfer, I
trust or otherwise, under which Ie has retained for his life or for any period not
ascertainable without, reference to his death, or for any period which does not in
fact end before his death, (1) the possession or enjoyment of, or the right to the
income from, the property, or (2) the right, either alone or in conjunction with
any person, to designate the persons who shall possess or enjoy the lrolerty or
tie income therefrom.

"(d) Any interest of which the decedent has at any time made a transfer, in
trust or otherwise, where the enjoyment thereof was'subject at tie (late of his
lentli to any change through the exercise of a power by the decedent alone or by

tie decedent in conjunction with any other person (without regard to whien or
from what source the decedent acquired such power), to alter, amend, revoke, or
tei inmate, or where any such power is relinquished in contemplation of deCedet, 's
(ldep.t h."

These provisions of the Gift Tax Act and the Estate Tax Act show clearly the
inconsistency between tile avowed piurlose of encouraging tlie making of gifts,
with the consequent cihanenient of current revenues, and the evident purl)ose
of subjecting almost every gift that one cal make to estate taxation.

This inconsistency is emphasized by the provision authorizing a credit. for a
port ion of the gift taxes paid if it should happen that the Commissioner of Internal
Revenue subsequently decides that the money which lie Ias taken for gift. taxes
was erroneously collected. It is idle to pretend that, this credit was for the
benefit of the taxpayer. Its purpose was to relieve the Commissioner from the
responsibility of determining whether the transfer came under the gift tax pro-
visions or estate-tax provisions of the act, notwithstanding the statement of the
Supreme Court in Burnc v. Guggcnhcimer that, a choice must, be made as to
whether the gift. shall be taxed at the time of the creation of the trust or at the
death of the settler.



REVENUE ACT OF 1941 101

If the impost on gifts inter vivos was designed to raise revenue, it is difficult to
understand why 'Congress has permitted that design to be frustrated. The
Treasury )eparttment seems to be entirely unsympathetic to the Congressional
will. This has been amply demonstrated ont ninny occasions, and is illustrated
by what has happened in relation to the two forms of taxation now under discus-
sion. The agility with hich the Treasury has placed itself upon opposite sides
of the Same question and tile avidity m hich it, has displayed in seeking judgments
which it niust afterward regret are truly remarkable. The incentive to tile inak-
ing of gifts established by tile differentitl has been completely destroyed.

There should I:e a reversion to the purpose of tile Gift rax Act. The act should
not be encumbered with a mass of fine distinctions and restrictions. Every trans-
fer in trust or otherwise should be subjected to the tax, and further enleourage-
meat should be olered by reducing the rate of taxation on stich gifts. Provision
can readily ibe i,atle for those cases of transfers in trust in which tile corpus finds
its wav back to the donor or to the settler and is in his hands at the time of death.
In such cases, the corpus should be subjected to estate taxes and credit given for
the full amount of the gift, tax paid.

Ilow substantial the increase ill revenue to the Government would be, it is
impossible to estimate, but there is little doubt. that any wotill welcome this
opportunity of setting their affairs in order during their lives, rather than to have
those who coitie after them face the chaos that has become all too frequent in the
administration of substantial estates. The adoption of these suggestions would
also be ill the interest of simplification in a field in which litigation has assimied
eniormious proport ions.

Of course, if the Government persists in the policy of having its cake and
eating it too, these proposals will have no appeal. If the need for revenue is as
great as we are led to believe, and it is desirable to raise it in the least oppressive
manner, these suggestions embody one of the ways of accomplishment.

INCOME AND SALES TAXES

Sotie yeers ago, we suggested the adoption of a fundamental system of taxation
based tlpoll income and sales. Working int combination, these two methods could
l)robably be counted upon ider all circumstances to raise whatever smils
might be needed to finance the operations of the Federal Government. Having
the two primary methods of raising revenue, both of theil reasonably flexible,
would enalble us to dispense with many other imposts. In the years in which the
yield from income taxes is high, tile rate of tax Oil sales could be low. The rate
of tax oil sales could be increased in the years in which the yield from income
taxes is unsatisfactory.

Much can be s(aid, of course, in opposition to this suggestion, and we are not
unnindful of the objections. It. will be said, for example, that in years when the
yield from itwome taxes is unsatisfactory, it will not be feasible to raise the rate
of taxation on sales. If tile sales tax is made comprehensive, a very low rate will
produce a very large return, so that, it will never become necessary to raise it to a
poilit where it can become oppressive.

In alty event, the matter of raising revenue is simplified by using income an(
sales taxes as basic and coml)lementary, and we believe they constitute the most
reliable means of raising revenue.

hfere again, political cotisi(lerations appear upon the stage. It is continually
assertd that sales taxes impose an iiequitablh burden upon those in the lowr-
income brackets. As a matter of fact, while they are being liersiuded to the
contrary, those in tite lwer-inconme brackets are being very heavily taxed as a
result of the mitultittide of ilmposts already laid. We think a sales tax would lighten
their bIurden, rather than increase it, an(1 they would have the satisfaction of
knowing what they were paying. While the aggregate of such taxes wotld ie
tremendotis, individual contributions would not be great. On the other hand,
if it ibe argued that the obligation to contribute toward the cost of Government
should be based upont ability to pay, that claim is satisfied Iy the graduated levies
of the income tax.

Experience has demonstrated that sales taxes are easily collected. The result-
ing flow of funds into the Treasury would Ie constant. Complications are present,
but they present no oificulty coinmparable with those experienced ill tile develop-
mnent of income and (xcess-proits taxation. The asstimptioi that the imposition
of a general sales tax would meet with resistance (toes not, appear to ibe valid in the
light of tile acceptalIce by tile people of excise taxes oni the inmnmerable items which
have been subjected to it. No pretense can ihe made that this tax is iot paid by
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those in the lower rackets as well as by those ill the middle ad upper ol(es. Poor
and rich alike art conirilmting vast sums in tit form of excise taxes which are
sales taxes mider a ditferent title. Why maintain the t(eception?

Ill tite last analysis, tile common sense of tit American people call be counted
ui)oi to appreciate and approve any system of taxation which is simple in opera-
tion and not diserikiitory or oppressive.

In (liscussing the sul)jct. of taxation, one of the inembers of the House Ways
and Means ('omnittee recently predicted that, next year we would be faced wiilh
the necessity of resorting to this form of taxation.' We were very close to its

adoption not so long ago, and, in our opinion, its acceptance by congress s w.its
prevented (only by an intense campaign waged against it. We d not. believe an
attenilit to miuIstv(I. such ol)lposition would, under lresvent circumstances, be
suIccessful.

We believe that the soiinnlnss of this form of raising revenue is becoming more
and more al)lreciated. If that is so, there is every reason for action ipon it now.
The MNIet for spee(l in tlie emmactineit of a new tax bill is not so great its to justify
the exelision from consideration of the proposall for a general levy omi sales.

The Secretary of the Treauiry urges tie Seniate to adopt a lrolposal, defeated
in the I louse, for limit ing the conputation of tit( excess profits tax by ctmsideration
of invested cal)ital only. The unfairness of this has hen thoroiighly exposed.
Here, again, the motive sens to he to get. revenue with out regard to e(iiity.
That is hot an appealing consideration. It will expose us again to the exl)erimice,
under the 1918 act and leavet those unfortmnately placed iin the matter of in'ti.ted
cal)ital to tei tender mercies of the colleclig atliorit y. That is not a comsmimmma-
tio to be wivhed. The alt ernat ive method, now a part of the lawt, has regard to
the true ineaning of exc(ss protit s and should he retained.

Ill colcluision, we contend t hat the nie('essity for raising al(hitnioml revenue by
taxation ha 1s not beeni dlemnuistrated and( does noit appear to exist; that if the con-
trarv coielhisioni is reached ly ('ongress, stich adlitiomial no ney be raisIed by tlter
lll(eails t hai ali increase ill i ncome or l)rofits taxes aIll(I iy resort, amIoinig othler
things, to elimination of exemlltions froni incomle taxation, inemlditig that for
earned ;income; y a releal or reduction of tihe tax on capital gains; lby changes in
the estate and gift taxes an(d by the iil)(ositioll of a general sal(s tax.

Il passilig, let us say that tle habit (If speidilig iiolney is easy to acquire. This
apl)lies wit hart ictilar force when other lelople's money is involved, and especially
s(o when it comes from tie l)pck(ts of 130,000,000 peole. We are engaged in an
all-out effort to safeguard ouir security atid our way of life. No price is too great
o pay for it. In tie course of our elforts, there will le some waste mid extrava-

ganc, bit we should not permit ourselves to le carried ofl oti feet by wild, mind
lerhals irres)oisil)le, est imates of the cost oif our program. The tinue has come
for Congress to scrutinized lhe demands of the governmentt with the utmost care
and also to have ill mind halt there is a liiit to what can lie taken from the m-
tiomal income without destroyingg that income itself,

A final vord will mt )e amiss. The olbligations imposed l110 tile people have
their origin ini a welter of words, the meaning of which eludes eveni th expert ill
such matters. The dilicul ty of asevrtainiung one's respmisililiti's mm(r liii is
little less burdensome than t'he obligations t heunselve,. N'o greater service could
)e ren(leled to the people than the complete review and revision of our ii'tll1d

of raising r1(vem . E've ai (xliert apllroaches lilt' solution Iof lrolblemns ire-
senttd to him by taxpayers with a feeling of fuitilily ald reeit ilenlt it his iiahilitv
to answer with reas(onal)le assurance tlit' questions lr(senled to him from t imie to
time. A tax law so complicated is an ahoiination which oml, th i to e tloler-
ated for a moment longer than is absoltely necessary.

Itespect fully submilted,
ARTmU B. ITYMA.

AJ STs 8, 1911.

(At 12:05 1). m. the coinnitt'e, recessed until 2 p.m.)

AFTERNOON SESSION

(Ptii'sUant to adjoui'Imnent, the committee resumlled the hearing
at 2 p. m.)

The CHAIII'M.N. Is M'r. R. ,J. Price here?
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STATEMENT OF R. J. PRICE, BOSTON, MASS.

1e CH.\IIMAN. 'All'. l'rie, give you Ilamlfe to the reporter.
Mr. Pluck. 1i. J. Price, Boston, f ass.
The J.xIRM.N. YOU May l)roeeed.
Alr. PRIICE. 1 ha\ve 1ot prepared a formal brief to submit to the

comnlnittee. I have merely come dowul to sl)yali a few words on behalf
of some of the smaller taxpaveis who are going to bear quite a burden
this year. 1 am1 the head of my own aeountilng firi, and ill the past
couple of years we have had increasing numbers of small taxlavers
come to us for advice and counsel on tax problems. Consequently,
we have gotten quite an insight into their re letiolis to the proposed
measures anld just how tho tax bill might alfect, their perlonal welfare.

In one, sevise, I am a reporter in that we have found that the Con-
gress is in a rather unique position this year. The people want to
pay taxes.

'he ('11AIIRM.AN. 1 anm not so sure they want to pa)Y as e much as
soie people have lli(l in the past.

M r. liI('E. That may le.
1h (HAIRMAN. 1 think they want to pay rea.onabh, taxeS.
.Nlr. I iemF. They want to pay their equitalble share.
The ('1 .AxiiMN. "rhe' want to PRaY what they are able to pay. I am

inclined to think that at good m1n1y of them woui say that they are
not going to he able to paty except ;'lmat is in the bill at least.

Senator VANDENBE . They (to not want to pay any tax except
this particular' one.

Mr. iucE. I thought I would mention that, because I know we
have had quite a bit of talk about, ability to pay or wanting to pay in a
big way. Some (f us are inclined to discount it. There is so nuch
newspal)tr tall, about it. We do know most, of them feel that they
should bear an equitable proportion of the nat.ional-defense expenses.

Senator VANDENIIET. They are going to get. their wish.
Mr. l3PIcE. es; I think they will, Senator. In that connection,

I might say I will speak briefly on the mandatory joint return, on
broadening the tax base, anld the excise taxes.

The Cm.'knimN. Are you in favor of the mandatory joint return?
Th'. Pirce. I am not, Mr. Chairman. My reason for that is that

I believe it is inequitalble. I believe it, jeoplardizes tile right of the
individual. I bJelieve our whole constitutional concepts are l)ased on

the superiority of the individual; that an individual cannot be arbi-
trarily merged with another individual, and that he, as an individual,
has every right before the law, and where you arbitrarily merge them,
as this proposal tends to do, you are jeoplardizing the right of either
the husband or the wife as an'individual, you are making each one as
an individual paying a higher proportion'of taxes on his or her own
individual incoilie than someone else who is making a similar amount
of money. I think that that is a rather tricky proposal. I spent
quite a bit of time going through tile reasoning of the 1-ouse W1 ays
and Meais Committee on it, ad I have broken it. (own, I have taken
it step by step as we found they set it. forth.

First,, they say that "each spouse," I am quoting here, "is required
to pay a tax only upon his or her separate income.'' That is all
right, to there. The intent here is to treat tile husband and wife as
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separate taxpayers and as individuals. Now they go on and say
that there is no imposition of liability upon one person for the taxes
payable by another.

i assume here they mean simply each spouse will be held liable only
for the tax liability accruing to each individual income.

Now they wind tip and say that there is only an increase of tax
upon the individual income of each spouse. The only conclusion you
can draw there is that they are not going to treat'individuals like,
after all. We are going to impose a higher rate oil some individuals
than others, bien though, as lntlivi iuaIs they are earning the same
amount of money. It, is almost the same as say ing that one plus one
if married, equals one, and one plus one, if not married, equals two.
It is probably justified psychologically, that one plus one equals one
if Illarrie(l, Il)t practically it is not so. I think you camnot abrilge the
rights of the individuals, just because they have entered into some
contract al legal partnership.

Senator VANDNBERG. Row often does it happen that all of the
income belongs to one spouse and they just Split it for the sake of
evading the tax?

Mr. lucf:. I would not say that they were seeking to evade the
tax, Senator.

Senator VANDENBEIR-G. Do you think it is all right, if the income tall
belongs to one Spouse, to divide it?

Mr L' mric. To divide it between the two?
Senator VANDENTBERG. Yes; to divide it for tax purposes.
M.\r. PIjtie'. No; I die not. If one earns it Ie should pay on what lie

earns, but if both earn it, they should pay a rate on what each earns.
1 (10 not say that you can merge the inldividlials into one. You have
set. up a famiiily mit, they have set upi a concept of the ability to pay
as a family unit.. I think you are confusing the family with the indil-
vidual. Under that I cannot see where you cannot include everyone
in the family, if you had several children in the family, I cannot see
why you cold not add them altogether.

Senator VANDENBERO. In your experience as tax consultant, do
you fin(d it is used for the purpose of tax evasion?

Mr. PrtE. I will have to admit in some cases that is true, par-
ticularly with reference to partnerships.

Senaior VANDENBERO. Could we close up the loopholes?
Mr. Pmci.. The only way I could see that you could close a loop-

hole on a partnership -I (1o not know whether you couhl do it by
legislation, I think it is it matter of the tax boards and the courts
using a little better judgment in determining whether a partnership
between a man and wife i, evading the spirit of the law, because they
can, teclically, of course, appear to be within the law and very often
actually evading the spirit of it. I should think the court would have
jurisdiction theme to determine whether they evade the spirit of the
1aw or not. I think, in many instances, they (10.

Senator GuvIT'v. Mr. Pice, lhve you analyzed the tables on pages
15 and 16 of the report, of the Ways and Means Committee by 'r.
I)ought on?

Mr. luc:. Is that the one, Senator, where hie mentions the num-
ber in 1938 who filed jointly?

Senator GUFFEY. Yes.
Mr. PRIcE. Yes, I did.
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Senator GUFFEI'. What conclusion ldid You (111w from them?
Mr. PrcE. I drew this conclusion, that back ill 1938 we had a

much lower tax rate, ainid there probably woulh not )e miuich of an
advantage to anyone to file separately thon, and furtliernio e, I think
in niny instances, the small individlual taxpayer did not know whether
lie ought to file jointly or singly, so he filed whichever way )oppel in
his, mind that lie thought was t.h1e easiest.

Senator GUF'iFY. Do you think the 2,866,000 married couples in
the United States who filed jointly did not know what they were
doing and 175,000 who filed separately did know what they were
doing?

Mr. Pmnct. I do not go so far as to say that. Did you say the
larger number filed jointly?

Senator GUFFEY. Yes; 2,866,000, something like that.
Mr. PlcE. All right. I think, in most instances, it was a matter

of convenience and not a matter of seeking to lower the taxes, because
I think you will find that the greater nunimber of taxpayers are in the
low-income group. I notice the committee talked a good deal of
$5,000 and $10,000 incomes. I (1o not. think you will find that those
people are in that. elegant, income group; I think you will find the3y are
in a low-income groul).

Senator GUFFEY. In my State 261,722 filed joint returns for that
year and 9,518 filed separate returns.

Mr. PRIcE.. I think that that was more a matter of convenience,
Senator, than to seek to lower the taxes. What, State are you from,
may I ask?

Senator G-UFFEY. Plennsvlvania.
Mr. PIlicE. Pennsylvania is a veT rich State.
Senator GTFFEY. They wanted to pay their taxes. They were not

trying to (lodge them. I will say that 9,000 are making a lot of fuss
now about it,.

Mr. PlumC. I think it, goes further, Senator, than just, the question
of whether you are going to get, additional income from these people
or not. I think it strikes fundamentally at the right of the individual
as such to have equality before the law .

Senator GUFFEY. 1)O yOU have any theory, aiiy program here to
raise the $3,000,000,000?

Mr. PIIcE. Yes. I agree With Secretary Morgenthau that tile
base should be broadened.

Seiator GUFFEY. Wh1t?
Mr. PlIcE. I agree with Secretary Morgenthau that the base should

be broadened, at. least by lowering the exemptions.
Senator G(UFFEY. He (hlil not cut out tie joint returns.
Mr. PircaE. No, no. I said I agree with him on the broadening of

the base. I think that would raise part of it,. I would not be so
presumptuous as to estimate how much additional revenue it would
raise.

Senator GUFFEY. l)o you have the kind of program that puts the
taxes on somebody else?,

Mr. PmicE. No; I do not have that kind of program.
Senator GUFFEY. I am sorry for the interruption.
Mr. PRlc. I was going to mention that I believe Senator Barkley

llientioned thle other da, that lie had some question in his mind about
reviving the concept, ot the common law, that what a woman earns
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or has belongs to her husband. Now in the process today, we (10 not
recognize that, anld I wonder if it would not. be well to consider possil)ly
that we have beeni viewing the common law as a static thing wheni
it should be viewed as dynamic. As you know, originally, the com-
mon law came about as the early judiciary decided in each section,
what was actually done in that section and they decided accordingly.
Today we commonly look upon a woman as absolutely equal to a
man. Could not we change the common law? Would not a liberal
court interpret it to mean that she has absolute equality before the
law? If you (Icily the woman the right to hold that income herself,
wold not that carry over to (leny her the right to hold property that
has been transferred to her?

I notice quite a. section in the House report relative to pIoperty
transferred to wives.

Tile CHAIIRMAN. Now, Mr. Price, that is not involved. There is
not but one thing involved. Of course, the question of policy is a
very big one, but one legal aspect of the whole thing, that is, whether
or not it is reasonable or sensible or a justified classification of tax-
payers by simply saying that those who occupy the relationship of
husband and wife, who live together, may i)e treated as one taxpayer.

lr. PlmIE. Thank you for setting Ie straight, Mr. Chailmnll.
The CHAIRMAN. Do not worry about the other part. We have tile

jurisdiction anyway, if it was involved in "L.
Mr. PRIciE'. My opinion still stands then ; that it (es jeopardize

the right as an individual and I think it is very unfair.
Tile CHAIRMAN. That is a question of policy.Mr. P11ICt"'. Yes.
The CHAIRMAN. The question of justice, of course, is involved.
Mr. Pnicm That is a question that only the conscience of' the

committee and the Senate can decide, as you have no restrictions as
to how much or ill what manner you will levy your income tax.

I had started to mention about the broadening of the base. I have
not figured any estimates on it, because, as I said before, I do not think
any one of us in a private capacity, has the resources that would en-
able us to make an estimate such as the Treasury departmentt can
make. My purpose in favoring the broadening of tile base, in other
words, lowering the exemption, is because I believe it. will drive home
to the individual taxpayer his financial responsibility to the Govern-
ment in addition to raising additional revenue. I think that there is
a tendency in recent years-we have been talking of billions of dollars
of appropriations and the average man has been inclined to think,
"Well, that (loes not affect me. They have been borrowing money.
I do not understand billions anyway.' I think if you drive it, home to
him by reducing the exempti(iis, he will take a greater interest and
realize he actually has financial responsibility to the Government, and
it will bring in that lower income group wlio,*I believe do want to make
some contribution.

In that connection, I think the simplified set-u) as suggested by
Secretary Morgenthau is very good. I might add you might give
them the alternative of coml)uting their tax, the same as anyone else
would, if anyone thinks they might be inequitably treated.

The CHAIRMAN. What the Secretary proposed there was simply
an option of a short form, that is all. 'It is not binding.

Mr. PiucE. He did make it optional?

106



REVENUE ACT OF 1941

Tie CHAIRMAN. Oh, yes.
Mr. PlRmC. I have often felt that some simple method should be

devised, because so many people are turning to other individuals and
they pay money to assist them in paying taxes. 1 do not think the
low income group have to pay anybody, to hell) them make out the
taxes that they pay to the Governnent; they ought to make it, then-
selves.

There is one other point on the excise, or the nuisance taxes. I do
not see that you have to contract that right away. I do not think
that will answer the problem. I think you should be a little bit
careful I) how many additional taxes you ad(d on, because it conceals
the true cost, of the Government to the Ipeople. In the cases where
the taxes are actually labeled, they get some idea but, inl most instances
the taxes are hidden and the cost of government is hidden and most
people pay without realizing it. I think they should know how mumcli
the Government is costing then to run. They are entitled to know
that.

I think tile problem, as far as the smaller taxpayer is concerned,
divides itself into the equity of the bill and the equity of its adminis-
rat ion. As to the equity of the bill, of course that rests within tile

Conscience of the Congress. As to its administration, you will have to
delegate the administration of the bill to the Treasuiy department ,
and I have been somewhat concerned with the burden that is placed
on some of the collectors of the offices when it comes to the matter of
handling refund claims of small taxpayers,

1 know they have had lots of their in the past, anld there is no
Unifying the agency similar to a small-claims court, that could give
thelml a final anti equital)le decision. It is too expensive for the small
man, who, perhaps has overlaid $30 or $50 to try to fight that through
the tax board, so if lie is turned down, he hasn't got, someone to go in
between for him, he j ust, lets it go, but it engenders a misunderstanding
between the individual taxpayer and the Treasury Department.
If anything could be worked out for him in that resp('ct, it would be a
goodthing. I think it would redound to the benefit of the Govern-
Inelt.

I think there has been a tendency today, on the part of some wit-
nesses, to divorce the revenue measure from the war economy that
we are operating under. I recall one witness mentioning soimetling
about increased taxes acting as a deterrent on inflation. I think that
the Congress, in levying the tax, has every right to levy a tax in every
way that will benefit the economic welfare of the country, but I do
not think the higher taxes alone woildl act as the deterrent that some
think it might. I think it is tied ull) with that also, considering the
integration of a price-control bill with it,. It is not the purpose of tis
hearing to discuss price control, or the price-control bill, but I think
it might be borne in mind that you have got to integrate those two
aspects of your fiscal problem, you have got to realize the fact that
the tax alone will only go part w, ay, and unless you enact the other,
you will not get the desiredeffects.

I am going to close as I have overrun my time. I am just going
to say one word about the excess-profits tax. As nearly as I can
jidge, the theory of the Treasury Department is that they are seeking
a fair return on the capital during the period of the emergency. Some
have been worried about it destroying the incentive for capital to
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become invested ill business elterprise; under War ecollony, I (10 not
think you have to worry about incentive of capital to be invested in
new enterprise; all voH have to be worried about is that the existing
enterprise will return to war production. If We need to establish new
plants for war production, the defense corporation is very glad to
furnish the money, and you have been very gllerolls in ])iroviding
tile amortization clause, w which is a sufficient incentive for anyone who
is entering war production.

I believe that. there is 011 possible objection to merely a rate of
reti'n oil invested capital, 1111A that might l)e ill the cases of smaller
.corporations where it. is (lifficult to deteriline the amount, of their
invested cal)ital. There are some1W verve small ones who have very
little invested( Capiital and vet perform" essential services. There is
one inequity that will have to )e considered and you will have to
see if there'is some way around it. The only alvic(' I ('al give to
allyone on that is if vou'should penalize, to some extent, say $100,000,
you n uighit as well dissolve your corporations anld make them a partler-
sai). I )elieve that is all.

The CIIAIRMAN. Thank YOU very much, Mr. Price.
Xl'. Robert B. Skinner.

STATEMENT OF ROBERT B. SKINNER, OF NEWARK, N. J., LAUNDRY
MACHINERY MANUFACTURERS' ASSOCIATION, LAUNDRY AND
CLEANERS ALLIED TRADES ASSOCIATION, AND AMERICAN
INSTITUTE OF LAUNDERING

1Mr. SKINNER. N1'. Chairman and gentlemen of the committee,
I have, ill my hand here, a statement of our position in connection
with the )hase of tile bill at, hearing that we object to, and if it meets
with your consent, I would like tile l)rivilege of reading that state-
ment. It is very short.

Tile CHAIRMAN. You may proceed.
Mr. SKINNER. After that, if you wish to ask any questions, of

course, I shall )e gla(d to answer them.
My niame is R. B. Skinner, a laundry owaer whose business is

situated in the city of Newark, N. J. f have the honor of having
been appointed to speak for tile American Institute of Laundering,
the national association for the laundry in(lustry, whose members
processs al)proximately 75 percent of all of the laundry work done ill

this country; and also for the Launtlry Machinery Manufacturers'
Association and the Laundrv, Allied Trades' Association, eacti of
which does 95 percent of tile iotal sales in their respective fields.

Tile l)urpose of our apl)earance here is to place )efore you our
reasons for protesting tiIe inclusion ill tile bill at hearing, nia11ely II. H.
5417, a tax of 10 percent Ol washing machines of the kind llse( in
commercial laundries. This tax is rvecortded on page 75, paragraph 8,
subsection 3406 of section 552, reading as follows:

Washing inachiues of the kind used in coninereial laundries, I0 per eviutum.
No tax shall he imposed uider this paragraph on washing machines of the house-
hold type.

The laundry industry as you must know, is a service industry. It
manufactures nothing; it simply reconditions the lilells and wearing
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apparel for a large part of the people of this Nation. In addition to
this, however, 1111d even far more important it serves in a veqv large
measure to maintain the health, the well-being, an( the morale of all
of ou[r peol)le. In 110 sense is it a luxury industry. It serves a very
vital need of fll of our peol)le. In connection with this, it, might be(,
of interest to know that the American Institute of Laundering is at
the present time in conference with the Office of Production Manage-
ment and the Office of Price Administration and Civilian Supply aiid
with Secretary Ickes, as Petroleum Fuel Coordinator, requesting that
the necvessary supplies required by the lamh'nry industry be placed on
the priorities list, because or industry is so'highly essential to the
health, and so forth, of our l)eol)le.

During the first World War, the Priorities Boardi at that time de-
clared that the laundry industry should be placed on the "'Preference
list of industries whose oJeration as a war measure is of exceptional
importance.''

Attiaclled to this brief is a Copy of a brief sent to 'the three (hlpart-
ments mentioned before. Th, pEricij)al points brought out in th(
attaichtd brief Ilr siiimirized as allows:

1. 10,000,00 families or ap)roximatelv 35,000,000 peopl] depend
upoi laundries for their family washing., In addition, the launltdries
are essential with hospitals, hotels, charitable institutions, steamship
lies, railroad lies, and many other institutions of like character.

2. ('ontinued and uninterrupted operations of laundries will result
in great savings of supplies, labor, find power during the period of the
emergency its Coml)aredl with home methods.

3. Laundries are ess(,ntil ill maintaining publicc health and national
morale.
4. Laundries provide regular employmeni to 250,000( people, of

whom 70 percent are women witi amual wages of $275,000,000 as
against an estimated sales volume of $500,000,000.

During the last few vears the laundry industry has gone through a
vrv trying periodl. It was found that'if prices were raised, it, would
lowtr t'he volume, and volume is mecessarv to )rol)erly ol)rat(i a
service organization. Prices tit the l)resent time fire, ill the main, evem
lower than before the imposition of such taxes as ol-age benefits,
social security, State unemployment , and so forth.

The total volume of sales'is divided among 6,700 different small
plants scattered throughout the United States, the vast majority of
whom ear operating heavily mortgaged plants with insufficient capital.
The records show that tle average earnings of the most successful
groups ili the industry are less than 2 percent of sales. We recognize
that all industries are called upon to pay social-security taxes, but in
the case of the laundry in(lustry, because our pay roll "amounts to 55
percent of our total revenue, it is a particularly dlifficult burdell to
bear. It seems to us, therefore, in view of the above reasons give.
that the laundry industry is in no )osition to bear any further tax
burden at the preselit time.

It is our contention that under this bill a tax on commercial washing
machinies is (iscriminatory inl its flature principally because it fails to
tax many other types of processing mlclies in a variety of other
industries. . It is not in order for us, of Course, to list these nmerous
industries but we refer to those industries that are serving civilian
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needs. I other words, why particularly shouhl the laundry industry
be singled out to lhear this extra tax when many other industri(s
serving civilian needs are not called ul)on to bear a'similar tax.

We couhl not even understand this (iscrimination if tile revenue
which is to he derived therefrom would be a substantial amount. It.
is liberally estimated by the laundry-machinery manufacturers that
their sales in commercial washing machines for 1940 amounted to
about $4,500,000. On this basis, the total tax of 10 percent would
yield a revenue of only $450,000 as against the estimate of $1,100,000
as reported by tile HIlse Ways and Means Committee.

For o)viouls reasons, the :olumni( of sales for the duration of the
emnerge(I, will l)robal)ly be greatly reduced over 1940 with the
result that th(, revenue derived from'this tax will be far hss than the
figure here quoted.

We note with particular interest that tile home washing machine is
not taxe(l. Just exactly why, we (10 not know but, it is 01 u(hltr-
standing that one of tile plrineipal reasons why the home washing
maclies are not taxed under this bill is because it, is considered a
device for relieving the American housewife of much of her hoe(
(Irulgery.

If this argument be true, how much more so it applies to the ('0111-
mercial washing machine. The home washing machine may relieve
her of some of the (rudlgery but the commercial washing machine
relieves her of all of the (Irldgey; furthermore, it, is har(l to luinder-
stand why a tax should l)e placed on a l)rtocessing machine that serves
to keep nitny people in employment, and no tax is placed oi a wash-
ing machinegoing into the hoine that tends to decrease emlployment
in tl commercial laundry. In view of ti l)resent emergency, it
would seem axiomatic for' the governmentt to (do everything l)ossihle
to encourage emplovnent and not to discourage it.

The home wash ing machine is a direct competitor of the commercial
laundry and it seems highly unjust and discriminatoryy to place a tax
on commercial washing machines.

Senator TAFT. Do you have any figure on the total volume of in-
dividual and commercial washing machines?

Mr. SKINNER~. Tile sale of washing machines?
Senator TAFT. Yes.
Mr. SKINNER. I have with me Mr. Matthews, who is prominent in

the field of laundry machinery manufacturing, and Mr. Matthews is
able to answer the question with more authority than I.

Mr. MATTHEWS. For 1940 the report is $104,000,000, 1,456,000
units.

Senator TAFT. As compared to what?
Mr. SKINNER. As compared to $4,500,000 on the commercial wash-

ing machines. Our plea, then, is based on four main contentions:
First, that we are in no sense a luxury industry but serve a very vital
need in maintaining the health and the well-being of our people ;
second, the financial condition of laundries and machinery manufactur-
ing companies is such that to impose this 10-percent tax on them at.
tis time would inflict a hardship far out of proportion to tile antici-
pated revenue from the proposed tax; third, that tile tax as it now
stands is discriminatory in that it singles out the laundry industry;
and fourth, that it creates a condition of unfair competition by taxing
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a processing machine of the laundry industry while it fails to tax in a
like manner the source of our greatest competition-the liome washing
machine.

We, therefore, respectfully urge this committee to strike out para-
jraph 8, subsection 3406 of section 552 on pago 75 of the bill tit

euiring.
(Mr. Skinner submitted tie following brief:)

BRIEF CONCEiNING PRIORITY AND PREFEIRENCE RATINGS ON LAUNDRY MIA-
TEIRIALS, SUPPLIES, AND EQUIPMENT REQUIRED AND [USE!D BY TIlE LAUNDRY
INDUSTRY OF TIlE ['NITED STATES

Prepared by AmEiIICAN INSTITUTE OF LAUNDERINO, Joliet, Ill., July 18, 1941

Submitted to: laroll L. Ickes, Secretary, Departimenit of the Interior;
Fdward It. Stettinius, Jr., i)irector of the Office of Production Man-
agement; Joseph Weiner, Assistant to Leon lHe(lerson of the Office
of Price Administration and Civilian Supply

We siibnii that lie laundry industry, especially in ihi iIeriod of na oioial
emergecly, is essenmial ,o tile livilhi, well-being, and morale of all of the )e(ple
in the Na'tion.

If, ini tlie jiltgmiienit of t hose to whon t he respoi sihlity has been entruste(l, it
l)eco(l es iiecesarv to recl('(, t he varieties and (lIllalititie.s of services andl coil-
Iiilio ie.s now avnihble -o he general public, in order to expedite an all-out defense
program or it) prosveile it war, flie laundltlry indiu.it ry of hlie I'nilted Siates s ibmiits
the following reasons in stiliort of ilts comietion halt it is an essential industry
to the public welfare, aid, therefore, emitled to prefercniial Ircatnietil by those
govermnenilil agencie." ent rIsted wit h the respon-ibili ty of allocating i hose colmi-
mI(lideies (,szcntial for uniierrupled Oleration of dhe laiinIdry industry.

CONTINUOUS LAUNDRY OPERATION ESSENTIAL FOR MAINTAINING PUBLIC IIEALTill

Any reduction in the Nation's stan(lard of cleanliness and lersolnal hygiene 'i
contributed to ll Iipswing of the inroads of disease and epidemics wit h their result-
ant loss of man-hours tlrouighout olr (lefelse in(lstries alii armed forces. Ever'-
one will recall the "fll" epidelmic of the first World War and the disturbing elfec-t
it had, not only upon the Naion's military forces bm also ulpon lie civilian popu-
lation and factory production. Even in those (lays when far fewer l)rofessional
laundries were in existence han is trie today, -they were very useful in coi-
batting the spread of aii epidemic that admittedly was serious. The value of
every 1)resent-da laundry in a similar situations shioillI not he (iiscoilted. (le-
scar('h data on the sanitiary condition of the commercial laundry output will be
furnished gladly.)

Within continental United States, at least 10,000,000 families are depending
ilpon the laundry inhuist ry for the weekly washing and ironing of their linens and
wearing apparel, while, in addition, tlie laundry industry is vital in the operation
of it wide range of 1mblic ad(1 private institutions including:
Hospitals. Civilian Conservation Corps camps.
Asy lus. Coast wise shipping.
Orphanages. Dining and sleeping car railway service.
Sanitariums. Restaurants.
Colnnercial and industrial cafeterias. Hotels.
Army cantonmel ts. Mechanics' overall service.
Naval stations. Towels in commercial offices and indus-
Schools. trial plants.
Work camps. Commercial air service.
Physicians' and dentists' coat and Public baths and pools.

towel supply service. Federal construction project canils.

Thirty-five million of our citizens, who constitute the 10,000,000 families
referred to (our industry exten(ls into every sizable city and town in the Nation),
as well as the thousands of units embraced in the above enumeration of Federal,
commercial, eleemosynary, and other types of institutions, depend upon the
approximately 6,725 conmiercial laundries scattered throughout the United States
for 011 indispensable service, any curtailment or dis)ensing of which would at once
create a serious threat to the maintenance of public health.
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LAUNDRIES CANNOT OPERATE WITHOUT SUPPLIES AND REPAIR PARTS

Although tile laundry industry's chief production req irement is its labor, it
does consume ainially, at retailingg market quotations, approximately
$75,000,000 of essential supplies consisting in the main of fuel, gasoline, soapI,
detergents, paper products, repair parts, and cotton goods. Any interruption il
the supply of these products to the laundry industry must, of necessity, result in
suspension or curtailment. of laundry service, depending upon how serious the
reduction of these supplies or repair parts might become. The laundry Industry,
in the interest of the public welfare, therefore, petitions that it 1,e officially declared
an essential industry for the duration of the national emergency, and that if and
when any priorities affecting its needed commodities are declared, it be placed
upon such priority list of essential industries.

We would point out that such a recognition was given on April 6, 1918, by the
then Priorities Board which functioned (hiring the days of the First World War.
By the resolution creating preference list No. I, the Priorities Board, with 1'dwin
B. Parker as chairman, saw to it that the laundry industry received sufficient fuel
and other sul)l)lies to continue its (aily operations withmnit interrj)tiom to the
lml)lie and the Nation. It declared that the laundry imidustry should he placed
on tile "Preference list of industries, whose operation as a war measure is ()f
exeel"tional importance." Because the rainifications of the laundry indust rv's
service to the public have vastly increased since 1918, it is, more than, ever in
this-present mtional emergency, essential in the mnaimtelaimee of public health
ad morale.

Obviously, if the laundry industry of the Nation is to coimtimie to serve the
pmlblie, it. must receive operating supplies such as fuel, gasoline, soap, detergents,
paper products, cotton goods, repair parts, etc. Without these everyday oper-
ating sul)plies, the laundries of America can m) longer service not only the public
but also, as previously suggested, the hospitals, orphanages, hotels, restaurants,
and other public institut ions that rely on laundries in order that they in turn
may operate.

There, furthermore, is one definite pr(lability that intnst be considered in the
sttI(ly of the current. problem, anl that is the factor of economy . It seems ob-
vious that. laundry units especially designed fur the prpose are in a better position
to operate more economically in the matter of supplies than could be the case
with Imany small widely scattered units. As an example of this point, the sub-
ject of laundry-soal consumption may well he considered. In hard-water areas,
thousands, if not, millions, of pounds of soap are wasted amually in home coti-
suml)tioI with the use of hard water. Laundries ili these self-same areas operate
zeolite softening units that remove the hardening constituents of a water supply,
thereby saving enormously in soap consumption per plltud of soiled goods.

It likewise should be kept iII mind that tile same equipment and employees that
are used to l)roces hotel, hospital, and similar work often are used to laumide
work from private homes. One cannot he separated from the other, This point
is so well recogliized il1 England that the laundry industry is permitted to operate
conltinuously, in spite of. the far more serious commodity sit nation that England
faces thawt does the United States.

Another factor of equal importance is the matter of power. It must be quite
apparent that laundries will use far less power when washing and ironing in bulk
than would be the ease if this work were distributed in millions of homes (even
if such a thing were possible), using an almost unlimited amount of electrical
power in the home for washing machines, electric irons, etc. As a matter of
record, practically every laundry generates its own power, excess steam being
used to heat hot water. Thus, laundries relieve the power load on public service
stations in areas in which a shortage of power might be felt.

CONCLUSIONS

The following conclusions are recognized facts:
1. Laundries are iin the first line of defense againts the spread of infectious

disease and, therefore, of great value in maintaining pul)lic health and riationial
morale.

2. Laundries are essential for the daily living and operation of millions of homes
and l)ublic institutions including hospitals, sanitariums, orphanages, steamships,
hotels, restaurants, and other similar services.
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3. Lamuidri,. are providing regular employment to 250,000 people, of whoin
70 percent are wolneii.

4. Laundries are evei, more essential iin the modern-day oPeratimm of the
l'iited States than was tle case in 1918, whwn tile industry was declared by the
Prioridcs lmard of the day to be an industry of "except tioal importance."'

Inder the circuimstancs, the American institute of laundering. tile national
trade association of tleI lanidry iiilistry, respectfully urges t hat serious cmisitl-
cration 1e given to the matter of tile coiititmous finishing of suilicient laundry
supplies. gasoline. 1ll(i fluel to tile lauidries of the Nat ion to eiialle thii to
render a service which. while mrovidiig employment for 250,000 people. results
in a service of vital importance to tile Nation.

In order that this whode question of declaring the laundry industry ,til essetitial
oie (hiring the inatiunal einiergeicy may be brought to fitial co ichusioi, we re-
spectfuilly request an opportunity to be heard before tile liropcr official or officials
at. al varly (late. The American Instituite of Lau neriig h.; apil)ointed a small
coiiimiitte to handle this entire matter. aid simply awaits your request for a
conference iin Viisl1iigthui. lie i1ssuired that it is our earnest desire to cooperate
wholelieartedh with otir Natioial (overnment. °

Noirt.--(h'ru sltlislicnl injormntion.--The American ]Istit ite of Laundering
was established ii 1 883. Its membership processes approximately 75 percent
of all laundry work done iii the l'iiited States.

The ('II.\nM. N,. Art thle'e any q(,istions, gentlemen, that you
wish to ask Mr. Skinner? If not, M r. Skinner, thank you for your
apj)J' iira tc,,.

;\1'. SKINNEI. )'Oil are-V w(IC(ome1, SelitOr. I thiaink tl,( (',comlittee
for this opportunity.

The CAitM,\N. Do you wish to make a statement in regard to the
matter, Mr. Matthews?

Mr. MATTHEWS. I am here just, to support Mr. Skijmner,
M1r. SKINNER. Mlr. Matthews is l1e0' SiJmply to Support me in a

technical way, he beingg more familiar with the laundry Imehinery
manufacturing business.

Senator I).AN..IIEr. Mr. Chairman, oime question.
[le CHrIMAN. Yes.
Senator l).\NAiIER. As to whether or not, during the period of the

lst wmlr, or just subsequent tlreto, your industry was taxed oi the
manufacture of washing machine, s?

Mr. MAl'rriwws. I coild not answer that.
Mr. SKINNER. You mean whether there was a tax on washing

machines?
Sellttor )DAN.AII . Yes.
Mr. SKINNER. I woUld say "no." I am not 100 percent sure of that

statement, lioweVer.
Mr. MATThEWS. liere is one thing I Iiight add. The figure

given of the $4,500,000 on washing machines is based on tie fact. hat
they art built out of llOlel and nonferrous metals. Well, we cannot
get t hem, so we, will hatve to build wood machines, anld wood machines
will sell at, 40 percent, apI)roxinmtely, less than this figure.

The ('HAIRMAN. I do not know whether nm recollection is correct,
but that is one of the reasons why the deense committee rc('onl-
iiineted this type, so as to I)r'event Compt ition with necessary ilefense
|)ul'posvs.

M 1r. MATTI.MWS. It is iiIpoSSil)le for us to get it. W' arv okdt of it
and we cannot get it so we will have togo to wood, and when we go to
wood, it will be 40 percent less thiani this, so you see you will get io-
where near the amount of taxes that. you expect to get.
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NM1'. SKINNER. It seems lMr. Stettinius has taken care of that. He
has put, priority on it so we cannot get but very little monel metal;
and very little steel.

The CHATItMAN. Thank you very much.
(The following letter was received from Mr. Matthews and ordered

inserted in the record:)
THE AMERICAN LAUNDRY MACHINERY CO.,

Cincinnati, Ohio, August 15, 1941.
The Honorable WALTER P. GEoRo,

Acting Chairman, United States Senate Committee on Finance,
Washington, D. C.

M f)EAR SENATOR: On Monday, August11, 1041, Ihad the honor of appearing
with Mr. R. 11. Skinner and a group of men representing the American Institute
of Laundering (a national association representing 75 percent of all work done in
laiundries in this country), also the Laundry and Dry Cleaners Machinery Manu-
facturers Association, and the Latindry and Cleaners Allied Trades Association,
each of which represents 95 percent of the volume in their respective fields. The
purpose of our appearance was to protest against the proposed 10-percent tax to be
placed on washing machines of the type used in commercial laundries. This tax
is referred to on page 75, paragraph 8, subsection 3406 of section 552, and reads
as follows:

"Washing machines of the kind used in commercial laundries, 10 percent. No
tax shall be imposed under this paragraph on washing machines of the household
type."

You made the statement during this hearing that one of the reasons this tax was
placed was (lie to tile necessity of restricting the use of monel and nickel in the
nianufacttire of these machines. It was pointe(l out it, is now impossible to secure
any of these materials, even though we do not have a tax at tile present time.

it was expected that a revenue of $1,100,000 would be realized on the basis of a
10-percent tax oil the sale of commercial washing machines. It was )rought out
this was in error. It was liberally estimated that during tile year of 1940 not over
$4,500,000 worth of conmnercial washing machines were manufactured in this
country. In the year 1941 the amount of sales probably will be increased con-
sileralbly due to the fact the Government purchased a large number of this type
inachitie for cantonment lauindries. However, the Government is not subject to
tax; therefore, the revenue would be materially reduced and it would be question-
able whether dlutring the y ear of 1941 even $350,000 would be realized if a tax of
10 percent were imposed on the sale of all commercial washing machines.

We are faced with the necessity of sul)stituting vood ini the construction of
commercial washing machines due to the fact that it is impossible for us to secure
noncorrosive metals. In event we (!o manufacture machines of wood, tile selling
price would be reduced at least 40 percent over the price of those machines manu-
factured of noncorrosive metals, which would mean a large reduction in the esti-
mated amount of revenue to 1)e derived from such a tax.

Furthermore, this tax is discriminatory (1ite to the fact, as brought out In tile
brief by Mr. Skinner, it taxes one type of processing machine, and many other
types of processing machines bear n tax whatsoever.

The household washing machine Industry, which is a direct competitor of the
commercial washing machine, manufacturea in the year 1940, $104,000,000 worth
of household washing machines. A 1 percent tax on this class of machine would
bring forth as much money as it vas expected to receive from the proposed 10
percent tax oin commercial washing machines.

In view of the fact that this proposed tax is so discrhninatory we are asking
you to support 11s in our plea to remove this proposed 10 percent tax on commercial
washing machines from the new tax bill.

Respectflly submitted. THE AMERICAN LAUNDRY MACHINERY CO.,
By A. MATT'HiEWS,

Assistant to President, General Sales Manager.
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The CHAIRMAN. Mr. Hugh M. Bennett.

STATEMENT OF HUGH M. BENNETT, COLUMBUS, OHIO, REPRE.
SENTING THE SUPERINTENDENT OF INSURANCE OF OHIO

The CHAIRMAN. Mr. Bennett, would you please give the reporter
your name and address, for whom you appear here, if you appear for
someone other than yourself?

Mr. BENNETT. Mr. Chairman, my name is Hugh M. Bennett and
I appear on behalf of the Superintendent of Insurance of Ohio. I
have a prepared statement which it is my hope you will receive in due
(ourse and perinit to be placed into the record. I would rather not
read the statement, I would rather speak informally to the members
of the coninittee.

The CHAIRMAN. You may )put your statement in, Mr. Bennett.
We would rather approve that course, if you are ready to explain
what you have in mind without reading the statement. You may
give it to the reporter and it, will be inserted in the record, or such
parts of it as you wish.

Mlr. BENNETT. The American Insurance Union is one of the old
fraternal benefit societies that have rapidly passed out of existence.
It had more than 20,000 members an(l its claims are widely scattered
throughout the United'States, and in fact tile company was, at, one
time authorized to do businesss in 28 different States.

It became necessary to reorganize ahnost its sole asset, the largest,
office building in the city of Columbus. It is a 46-story building.
For the purpose of that reorganization they used the method that
all you lawyers on the committee understand, and that is, the equity
foreclosure method to transfer title from the predecessor.

Senator IIHERRING. Some of the rest, of us un(lerStand it, too, some
of us who are not lawyers.

Mr. BENNETT. If you had that misfortune, that really calls for
sympathy.

Of course, the ol American Insurance Union issued a block of
bonds to build the building back in 1927. A committee was directed
to be formed by the court in Ohio to solicit the deposit of these
bonds. A plan of reorganization was approved by two courts, the
Federal court of Columbus as well as the Ohio Court of Appeals.
As a result the plan was consummnated finally by having a sale made at
an upset price fixed by the Federal judge, and the sale transferred the
title to the taxpayer corporation in tuis case. The sale was made
for $1,650,000, which I submit has no bearing whatever upon the
value of the property. The property cost in 1927, exclusive of the
land, $8,000,000 approximately. I submit naturally that that is not
its value today, nor was it its value on July 1, 1937, when the transfer
of title was supposed to have taken place but which was not finally
consummated, due to court involvement, until December 16, 1938.

Now, I am not down here, gentlemen, pleading the case of an indi-
vidual taxpayer. I merely go into these preliminary details for the
purpose of laying before you an illustrative case which applies to
hundreds of corporations in this country.

The Treasury may say to you, as the said to me when I thought
I might got relief without an amendment to the law, that this was an
isolated transaction. There are over 15 cases today, either in the
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circuit courts of al))eals or tile United States Supreme Court involving
aiialogous angles, which has led to a great amount of litigation, i great
amount. of expense, and the Government, has not. received its tax.
The solution is not administrative, the solution is not judicial, tile
solution is legislative.

The ''reasury, said that tie solution might lay with tile adminis-
tration of the Iaw. The reorganization sections are so complex that
Mr. Stuni himself will tell yon that perhaps they are not easily
understood, and 1 know that for the professions, either ill the accoun-
tancy profession or legal .profession, they tre not understood at aill.

N)wv, the imielediate problem which brings me before the cominittee'
is because in last March the Congress of the United States repealed
section 722 of tile Excess Prolits Tax Act of 1940. Section 722 vested
in the Commissioner absolute discretion to give relief where there were
abnormalities in invested capital. Today we (1o not have that
privilege. 1 have perfect fait i in the Commissioner. Some groups
did not want to vest, that power in the Commissioner and therefore
they sought, to have the section stricken out. Th'lie result is that today
there is no relief where a corporation has an abnormality in investel
capital, yet tile excess-profits tax credit is based upon*tie invested
capital.

I sav that the revenue law now being consideredl l)y this com-
mittee by the Senate, an( by, t it -ire congress eve ntlally, should
provide that when a judicial stale occurs and there is a transfer of title
to a new corporation, the transferee corporation should receive the
same basis as the transferor whether it comes within tie technical
definition of tax-free reorganization or not. Why (1o I take that
position? The Treasury very properly i)rotect (l the Government in
July last year by sl)onsoring before tie Congress, and the Congress
passed it as an amendment to the Chandler Act, an amendment to
the bankruptcy law by which not to exceed tih( fair value of the prop-
er-ty transferr(l through a bankrul)tcy reorganization could be used
as a basis for tile transferee. that is, the l)urchaser at the I)ankruptcy
sale. But I submit, and all of you lawyers know that all corl)orations
cannot use tie bankruptcy law. .Muniicipal corporations, insurance
companies, building and loan companies, and banks cannot re-
organize through bankruiptcv, never have been able to (o so, yet
there is a gross discrimination against those corporations because
they cannot seek that method of reorganization. The American
Insurance Union was an insurance corporation under the insurance
laws of Ohio. It could not reorganize this large office building,
46 stories inl height, excel)t, in om manner, that is, through an equitable
foreclosure suit.

The Treasury's purpose in having the Chandler Act amended
last, summnier was to prevent, so it has been explained to me by the
Treasury, a group of bidders who had the defaulted bonds getting
together. and pooling their interests through del)osit with a coin-
mittee, which is a usual method, or any other manner, whereby tie
interests are )ooleh, aind getting an upset price fixed that was away in
excess of tile market value of the property at that, time and using it
fig It base.

Let us see what mi-hit have been done. The bondholdeirs in this
case, instead of bidding $1,650,000 for this building, we have enough
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1)od(sg witlh accruedl illterest that were in default, oul11 have bid
approximately $4,000,000 for this building. There would have be)en
no doubt that our base then, under the section 112 of the Revenue
Act wouhll havo been $4,000,000, but because we only paid $1,650,000,
which is an arbitrary upset price, the Treasury says and the Comn-
missioner says:

That is your basis, that is all you can have a, invested capital, that is all you
cau have as a basis for deJ)reeiaiion. If you sell your building later, that is all
you can have to coml)ut your gaini or los.

I submit that. the books are full of precedents that the fair market
value has very little, if anything, whatever, to (10 with a foreclosure
sade price, therefore I ask that in all judicial sales the basis be the
predecessor basis. If thee must be a limit, on it, I say limit it. to
50 percent of the predecessor basis. In fact, I d!o not, see why there
should be a limit at all. but if from political expediency, economic
expediency, we cannot have a full predecessor basis passed on to the
transferee, then put a 50-percent ilinit on it. I will show you in a
noment why I arrive at, 50 percent.

I\fay I reiterate for a momenict saying there is no sound reason
why an industrial plant, a manufacturing establishment, should have
th(l privilege of reorganizing through bankrliptcy and having the
benefit of the amendltlent of last sunmer, in July, by which its basis
is its predecessor's basis, but never to be more flan the fair market
value of the property at the time of tie transfer.

If this present contention of the Commissioner in his enforcement
of the law would prevail, that would destroy entirely the invested
capital of this new transferee company wiu0 was created by the
superintendent of insurance in Ohio to fiold title to this tall building.
W1y would it, destrov all such credit for excess-profits taxes? Because
the old Ibondlldehers lad to receive nlew bonds; those bonds were scaled
(lown. The ol bond issue face vahle was $3,450,000, virtuwilly
$3,500,000. Thw scaledl it (lown to $2,600,000, and therefore the
new corporation owes imonev today. The building, if it is to be
valued as the Commissioner' colteitds, is to be valued tit $1,650,000,
the foreclosure sales price, therefore we are insolvent when we get
through with ouri reorganization. We owe $2,600,000 and we only
have $1,650,000 of assets, but as a consequence w lehve rio invested
capital because we owe more than we ever put into the business,
according to his computation. We are only allowed to itse 50 percent
of borrowed money for invested capital in applying the credit under the
Excess Profits Tax Act.

h'lhe demand of the Commissioner, I say here in my statement, is so
extreme as to be almost absurd, because we have a 4(-story" building
completed in 1927 at a cost, of a little in excess of $8,000,000 exclusive
of the land, and it is now to be limited for invested capital purposes,
for depreciation purl)oses, for gain and loss purposes to $1,650,000.

Now, there has been placed before the desk of each member a com-
putation sheet which is marked "Exhibit A." I direct, your attention
particularly to columns 3 and 4, which show the unjust and inequita-
l1e result by applying the present rule as insisted upon by the Coi-
missioner. 'In other words, in column 3 there is the situation which
confronts this particular company and hundreds of other companies
just like ours if the foreclosure sale price is the basis. In other words,

01977-41-9
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the taxal)le income is $113,000 annually there. Yet if the rule for
which I contend, that is a sound reproduction value, is adopted by an
amend(nent to the law, the income which would ha subject to the in-
come tax would be $56,000. You will observe, however, that if we
would have the predecessor basis we would have a net loss before the
reorganization, as shown in column 1, of $120,000, and in cohunn 2,
if it is a nontaxable reorganization, we would have $14,000 net loss.
Well, the Government has its eye out for revenue, so naturally it
construes all these reorganization cases to be taxable reorganizations,
so they are denied their predecessor basis.

Senator HERRING. Mr. Bennett, what is the assessed value for
real-estate taxes?

Mr. BENNETT. I (1o not happen to know, Your Honor.
Senator HERRING. You do not?
Mr. BENNETT. I do not happen to know.
The CHAIRMAN. Mr. Bennett, the Commis~ ',,ner would not allow

you to set up the fair market value of the prope:uy?
Mr. BENNETT. He is not interested in hearing us on the fair market

because of the United States Supreme Court decision in the Midland
Mutual Life Insurance 6o. case (300 U. S. 216). If you would adopt
the bankruptcy rule, that is the last July bankruptcy rule, the rule of
last summer, in the tax law, then, of course, he would have to hear us
on fair market value. His regulation, but not the revenue law, says
he should hear us on fair market value, because the regulation says,
I think it is in paragraph 19.23 (k) 3, if I remember my symbols
properly, that any foreclosure sales price shall be determined to
be the fair market value unless "clear and convincing evidence" is
introduced to the contrary, but if it is a nontaxable reorganization we
get the predecessor basis, and if it is a taxable reorganization we get
the foreclosure sale price unless they will hear us on fair market value.
It is impossible to find "clear and convincing evidence" of the fair
market value of a 46-story building at a given time when there are
no comparable properties sold at about the same time. I want a
rule in the law by which fair market value is written into the law,
but preferably a sound reproduction cost, because I submit that
property of this type and character does not have a fair market
value. For it, there is not such a thing as fair market value.

A 46-story building in our little city will not be sold in a quarter of
a century, and I do not believe it will be sold in half a century. I do
not believe there are any comparative properties from which you will
find fair market value. We have in the State of Ohio only four prop-
erties with which this might be compared, and they are all in other
cities. Fair market value is the most elusive test in the world. What
is fair market value for a white elephant that nobody wants? It (loes
not have a fair market value. I want a formula used that is real,
that is genuine. I want a sound reproduction cost that is capable of
engineering computation and of careful computation in a court. Fair
market value means nothing, Mr. Chairman, with relation to a prop-
erty of this kind.

The CHAIRMAN. You have got a building reproduced in a place
where there is no demand for it at all. You might have the same sit-
uation there. It might be utterly worthless.
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Mr. BENNETT. Nevertheless there would be the invested capital.
If somebody was foolish enough to put that building up, although they
would not get a return they wouldhave the invested capital and they
would be entitled to their credit against the excess-profits taxes on
that invested capital. If this is an improvident investment, that is
their loss, but they should not be penalized by being deprived of the
8 percent or 7 percent on the invested capital.

Senator TAFT. Mr. Bennett, the new company in this case is a
company the stock of which is owned by the State of Ohio?

Mr. BAENNETT. Fifty percent of it is owned by the State of Ohio.
Senator TAFT. Fifty percent of it, is owned by the bondholders?
Mr. BENNETT. By tie bondholders.
Senator TAFT. And 50 percent by the State of Ohio?
Mr. BENNETT. For the benefit of the old policyholders.
Senator TAFT. Thte ol policyholders of the old company?
Mr. BENNETT. That is right.
Senator TAFT. So it is really a continuation, largely, of the old comn-

pany?
Mr. BENNETT. That is right.
Senator TAFT. Do I understand that although you may have a

loss, for instance, of $120,000, a net loss for income-tax purposes, for
the ordinary accounting purposes you still might have to pay a tax
of $113,000?

Mr. BENNETT. A tax on $113,000.
Senator TAFT. A tax on $113,000 of income?
Mr. BENNETT. That is right.
Senator TAFT. That you haven't got?
Mr. BENNETT. That Is right. Now, exhibit B to this statement of

ours is now being l)laced on your respective (Iesks, and that shows the
result if we would use tihe *ankruptcy rule which is in the United
States Code today as an aiendimnent of last July to the Chandler Act.
If you will use a fair market value there of $4,000,000 the result is that
we will have a taxable income of $66,000. Now, that is just one-half
of the cost of the l)uilding alone, the $4,000,000, it is less than one-half
of the entire investment in the land and building. I say that the
revenue law haes for many years recognized the 50-percent rule in
relation to individual investors, that is in relation to individual
bondholders. In other words, under the capital gains and losses
provisions of the revenue laws it is provided that lwlere bonds or other
securities are held for 2 years or longer, then are sold or exchan ed,
the result in taxable gain or loss is taxable only to the extent of 50
percent of that actual gain or loss.

Thus, the 50-percent clause, I submit, should now be extended to
corporations themselves; that is, if they are in presently taxable re-
organizations. I hope that this type of reorganization will be non-
taxable by amendment to the law, but today, of course, it is called a
taxable reorganization according to the contention of the Commis-
sioner. This we disputed, of course, for the matter of the record.

Now, what specifically is it that we seek? This is stated in the
following language in my statement, which I ask to be included in the
record. I urge that section 112 (g) (1) of the Internal Revenue Code,
which now defines a tax-free reorganization, be amplified so that a
transfer of substantially all the property of one corporation to
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another cra'potation I)y any judicial sale will be included. Now, this
will require an aneI(Iilelt to sect ion 113 (a) (7), that is the basis
section, So as to conform it to tile aimiediiient, if adie, to section
112 (g) (1).

Why, I repeat, gent lemen, there should be all of this favoritism
shown to a reorgalizaition carried out through balkruptcy when it, is
implossil)h, to have the sailte tax result if you clary your reorganization
t i'ough equity foreclosure, through exet -liion, stlh, after a judgment,
through an attachment sale, o, through lhe rl)OSSessio of pro)ert
by a transfer unler a trust indenture which is permiitted in soni'c
States without ally judicial process whiltever, I d1o Iot know. Why
should only l)ankuil)ttcv tet the preferential t rat meat ?

Now, I say that. the Government itself should have the protectio
which I urge'should be extended to the tax law from the Chandler Act.
Why (to I say that? The Government requires tihe protection for
the reason that this corporation, these bondholders, could have done
tile very thing that the sharp fellows could have (lone last July with
relation" to a l)ankruptcy reorganization. We could have hld our
property at. $4,000,000, we could have had that is a basis, and we
could have used that in computing our del)reeiation, we could have
used that, in determining ou' credit against the excess-profits tax, but
because we did not, run ill) the price at tle sale ii 1937, before we ever
thought, of an excess-protits tax or ilmvste~d c l)ital, now we are pe-
nalized as we coul not use hie bankruptcy met ilod of reorganization,
nor can hundreds of institutions Its( it, or corPorations, because it. is
bIarred to them, it is denied to their.

I (10 not see why the t lax law cannot invoke the same rile that the
Chandler Act lais used.

The ('Y.uniM.\N. (roi gig oi ( presumption that if you
have no evidence of market value that what. you gave for Ihe land a1id
building is to be taken into consideration, anid if it were nontaxable
land it should take tle basis of youri' tri'ansferoi', lit original tiaxpave'r.

M1'. BENNETT. If it were nontaxable we wouhl get t lhe l)redhcessor'
basis.

' 1he (P m.HnmMAN. YoU Volld get. the I)iedc('ecssor basis?
i'. BENINETT. That is r-ighit, Ml'. (hIairMan.

The CH\IR ,\N. And they have held this to 1w, taxable.
A1'. BENNETT. They have not, held anything about. this yet. It is

just, in the state of flux.
The CHAIRIMAN. Maybe it is better than you think.
Mi'. BENNETr. I (10 not think so. I am trying to be a riealist

bolit this.
The CnAIIMN. WVe get your' poilt; I think ie committee does.

You think at. this time this equity forcelosure proceeding through
which this particular property, as an illust rat ion merely, has gone,
that that ought to 1e regarded as tax-free, or' (flat, some other equit-
able I-ule should be worked on t, rat ler than tie application of the strict,
nontaxable reorganization.

lr. I think wherever there hts been a transfer of title
byjulieial salt' that should Ie the case.

'1'lie CHAIIMAN. I uinderstaid.
Senator JOHNSON. )oes yor trouble all grosw out of the excess-

profits feature of the tax bill?
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\I'. 1B:N.i:T'r. Whtent section 722 was repealed then our troubles
lhegl. I woilhl lver be, hro' if you had11 not repealed section 722, as
it was eiiictt'id last veari, in 19-10, as a1 part of the original Excess
lrofits Tax Act. 'rhlen the commissioner hind it right to give ai
adjustment for ahiorm'lity in invested capital. Helre is a gildingg
lit stands .0i( stories lil: What is o011r invested ciapi tal? According

to t liell oiniss ion ('it's contt ,ioll it is 500l, the cash paid in when the
taxpiver was incorj orated.

Semit or '' AFT. It i, till in the top brackelts?
Mr. BE.NNET. Y'cs it is in a top bracket. We reorganized to

sHAT Jilon, to the policylholders. As I say in illy statement, we
would have been ni tich better ofl to have staved in reetivrslhip for-
(everi, because , in rcceivership we would have hatid the predecessor basis,
we would hav eiiollih for de(preciation, we would have enough to
pay the income tax, our policyhiolIrs would get something. We
haVe Diow to give our ('lings, that, w have tried to conserve for the
policyholders, for excess-prolits taxes. We (10 not have liny war ind1huis-
try, Nve do not have any armament, (hfense work; we "Simply rent
oflicos in a building and in a hotel, and ye, t we are in a top bracket,
as Seiiator l'aft. IOits out, for the Purpose of the excess-profits tax.
If you cannot, restore secti on 722, then let, us have it. defined, and give
us it sound reproduction v'aue as a measure for our basis.

'lank you.
Thle CHAIRMAN. Thank you very mu1ch, r. Bennett.
(The brief submitted 1)y' r. Bennett is as follows:)

11i-" IN SUPORI' T OF RELIEF RESULTING FiRoM ABNORMAL, CITIES IN INVESTED
CAPITAL, IN 'ii1H COMiTTATION OF EXCISS-PIROFITS TAX

My name is lHugh M. lliinett. I appear here on behalf of the Superintendent,
of Insurance of Oh io, 115 fll attorney-at-law from Colimhis, Ohio. For the last
S rs the Siijperiiitendent of iistirance of Ohio and I have been serving as core-
ceivers of the American Tiisurance Tnion, which was a fraternal benefit society
locale( in Coliiilis, Ohio, and organized under the insurance laws of that State.
This insurance conI pany has more than 20,000 members and claimants widely
scattered throughout the 28 States in which it, was qualified to (o business.

'Tlie insurance company owned a 46-story Office building, which is the largest
building in Colm)us. lsclusive of the land, the building itself cost approxi-
itately $S,000,000. )iie to the financial involvement of tie insurance company,
it was necessary to reorganize the above office building property through the
means of an vquity forveclosure proceeding in the United States District Court
at Coilums, and also thrmgh a quo warranto action in the court of appeals of
Franklin County, Ohio, which also sit,; in Columbus. This reorganization w\'as
concluded in )ecenliber 1938. One of the steps to consummate the reorganiza-
tion was a foreclosure sale in the United States districtt Court. in ami action
instituted by the trustee for the holders of mortgage bonds, secured by a mort-
gage on this office building. The bond isste went into default in 1932 because
the insurance coniliany was umhabh to pay principal installments and interest due
thereon.

Bondholders' committvs were organized iii 1933 and 1931 to lrotect the holders
of thliese miortgape bonds. 'l'heqv connmittees ,igr(,c,(l uoii) a plan of reorganization
which was a approved 1)y both of the ahove courts. h is plan provided for the
aihove-illelitiomld fiecI.:, si he. so as to I rqllsfer litih, from t lt, insulran1ce coll-
p'lny to he prv ,nlt taxpayer corporat ionm which holds titll( to 11be office building.

lh, superintell lnden t (of ilsil r ice az cor('c('i\'er of Alerican ii nrallce I'lliol,
iller tite reorg:iiizolion pan i holds .5 percent( of ite oit,0:din capit al stock

of this new traitn.fer, corl oalion which is lnmed lifly West 1Broad, Inc.
Th'le.- Ilnniholders' cl:ilit ees. acl ing on behalf of t h i. new corporal ion, which

ilhie pla l prop :ed shml he orvanized, hid in he property at flie forvclouire sale
for an iulpse lprice appro(d bY Ivhe Federal court for only $1 ,P,015l0). This
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upset price was paid for the most part ill tile old mortgage bonds issued by the
insurance company, which bonds had been deposited with the committees by the
holders thereof.

I have gone into this detailed statement of our own situation because it is
illustrative of hundreds of other comparable situations throughout the United
States. As many of the lawyers on the Senate Finance Committee know, this
method of reorganizing a company in financial difficulties is cust omary and has
been uniformly followed in Federal and State courts for more than half a century.
The relief which should be granted to Fifty West loard, Inc., should be by means
of a general provision which would bring more eluital)le tax treatment to hundreds
of other corporations created in a similar manner because of financial difliculties.

The immediate l)roblem which has promised me to appear before you today
was created only in March of this year by the repeal of section 722 of ie l"xeess
Profits Tax Act of 1940. Section 722 thus repealed gave to the Commissioner
discretion to grant. relief from undue hardship resulting from abnormalities in
invested capital. Since March of this year the ('onmissioner has no such power
or authority and the taxpayer with an'abnormal investe(d capital is without any
means of redress.

The revenue law now being drafted should afford more equitable tax treatment
by means of a provision which would give to the transferee corporation, acquiring
title by a judicial sale or by means of the foreclosure of an instrument of lien
securing the defaulted securities of the transferor corl)oration, the sound value
(reproduction cost depreciated), or at least the value fixed by the Chandler Act
amendment in July of last year, but not less than 50 percent of the basis of the
transferor or predecessor corporation. This basis should also be the measure of
invested capital under the Excess Profits 'Fax Act. This relief provision should
apply in all instances of taxable reorganization, where gain or loss is recognized,
involving judicial sales such as mortgage foreclosures, judgment executions,
attachment sales, sales for nonpayment of real-estate taxes, and as mentioned
above, transfer of title in those States where the law permits it without judicial
process, but in according with the provisions in the instrument of lien.

I do not propose that such an anmnendment to the Revenue Act should apply
to sales In a bankruptcy proceeding because the Congress in July 1940 amended
the Chandler Act to protect the Government from the scheinng of taxpayers to
get a very high base by having an upset price fixed by the bankruptcy court at
an amount which could be bid by holders of the defaulted bonds, but, neverthe-
less, much ill excess of the then fair market value of the property. However, I
do urge that, at least, the basis for corporations resulting from reorganizations
under the Chandler Act, as amended in July of last year, should be umade avail-
able to all corporations resulting from reorganizations under anmy other procedure.
The Government requires the protection, which it now has under the above
Chandler Act amendment, in all other fields of reorganizations. Thus t lie Treas-
ury should endorse my recommendation. Without this protection for the Gov-
ernment, we could have done what hundreds of other groups of holders of defaulted
bonds may yet (10 to minimize their taxes, that is, we could have bid approxi-
mately $4,000,000 for this property an(I have paid the bid price ill defaulted
bonds. Iii this manner we should clearly have obtained a basis for depreciation,
subsequent sale, invested capital, etc., equal to the amount bid.

The Bankruptcy Act expressly excludes insurance companies, banks, building
and loan companies, and municipal corporations from taking advantage of a
reorganization under its provisions. Thus those businesses are treated most in-
equitably. No sound reason appears why reorganizations, no matter in what
manner effected, whether through bankrup~tev or otherwise, should not all have
the same tax result. No preferential treatmnient should be granted to a corpora-
tion which happens to be so organized that it can avail itself of the bankruptcy
procedure. Insurance companies should not be discriminated against merely
because they cannot reorganize under the Chandler Act.

In short, I urge that section 112 (g) (1) of the Internal Revenue Code, which
now defines a tax-free reorganization, be amplified, so t hat a transfer of substa n-
tially all tile property of one corporation to another corporation by any judicial
sale will be included. This will also require an amendment to section 113 (a)
(7) so as to conform it to the amendment, to section 112 (g) (1).

Now, however, the Commissioner of Internal Revenue contends in our case
and in hundreds of other cases that the above reorganization plan did not, pro-
vide for a tax-free reorganization under section 112 of the Internal Revenue Code
and, hence, that Fifty West Broad, Inc., does not have for the purpose of depre-
ciation the basis of its predecessor insurance company, as defined in section 113.



REVENUE ACT OF 1041 123

The Commissioner demands that the foreclosure sale price limits our basis for
depreciation. This would wholly destroy our invested capital, leaving no credit
against the excess-I)rofits tax. Tfhe Commissioner has made a similar demand
upon hundreds of other corporations resulting front comparable reorganizations.
This delCand is no extreme as to Ie almost absurd, because a 46-story building
which cost in 1927 apl)roximtately $8,000,000, exclusive of the land, 'when the
land itself was valued at $1,000,000 additional, is now to be limited for deprecia.
tion purposes to a foreclosure sale price or upset price of merely $1,650,000-
less than 20 percent of the original cost of the la1l anti huildiIg.

In comlputting the anmmual depreciation, the value of the land must. be deducted,
according to the demands of the Comnissioner, from the foreclosure sale price of
$1, (150,000, which leaves a relatively insignificant aniount a- a basis for depre-
ciation.

We have attached to this statement as an exhibit a computation showing the
hardship) upon the large class of taxpayers to which Fifty West Broad, Inc.,
belongs un(ler the income-tax law, which would result from obedience to the
Commissioner's demands that invested capital be limited by the foreclosure sale
price.

Congress has enacted from time to time during the past many years laws
to prevent unfair competition. Yet by omitting front the present excess profits
tax laws any provision by which the Commissioner may grant relief from abnormal-
ities in invested capital, it is causing all corporations resulting from reorganiza-
tions to engage in competition on an extremely unfair and prejudicial basis with
their competitors which have not been requirZ-d to reorganize. B reorganizing
and scaling down its mortgage debt, and its interest, rate thereon, the insurance
company in the instant case planned to place its building upon a sound financial
footing, but if the Commissioner's demandss are not to be modified by the revenue
law to be enacted this summer, this reorganization has in reality handicapped
the insurance company, its policyholders, and its bondholders because it would
have been much better to have hald the company remain in receivership. Under
receivership it. would have had an invested capital based upon the cost, of the
building and land and an annual depreciation deduction from taxable income
based upon the cost of the building, instead of one-fifth of that, cost, which is the
foreclosure sale price that has no relation to sound value whatsoever. Reorganized
corporations should be permitted to pay taxes on the sane basis as their conipeti-
tors. This cannot. b achieved if an upset price at a foreclosure sale is to determine
the basis for depreciation or invested capital.

If no relief is to be granted by the new revenue law, this company may have
to reorganize again by having the mortgage securing its l)resent outstanding
bonds foreclosed and bidding in (he property through a new corporation to be
created for that. 1)lrpose, not. at a nominal upset, price, but at. its sound value,
making payment thecefor in bonds presently outstanding of Fifty West. Broad,
Inc. In that matnmer it can increase its invested capital and secure a fairer basis
for depreciation.

The reason why the tax amendment I advocate is more practical than the remedy
given by the Chandler Act amendment of last summer is emphasized by the
following considerations: Fair market value is no criterion for the basis for do-

reciation of the transferee corporation-in our situation, Fifty West Broad,
n. Hardly ever is there any comparable property which will be of any assist-

ance to the Commissioner of Internal Revenue it determining the fair market
value of the taxpayer's property. Forty-six-story office buildings, such as ours,
are not sold once in a quarter of a century to establish a fair market value. There
is only one such building in the city of Colutlbus, so there can be no fair market
value determined by examining the sale price of another such property.

It has been suggested above that the transferee corporation should have as a
basis the sound value of the building, but not less than 50 percent of its prcdeces-
sor's basis. The 50-percent rule has been applied to the individual bondholder
under revenue acts for the last several years. This is found in the capital gain
and loss provisions of tle revenue laws where it is provided that bonds or other
securities held for 2 years or longer, when sold or exchanged, result in taxable
gain or loss only to the extent of 50 percent of the actual gain or loss. Thus, the
50-percent rule'might now be extended to the corporations themselves in taxable
reorganizations.
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Exiinn A.---Typical reorganization through judicial sate

Afh'r r.r.

Before r or- After ruor- After reore R ettimIlion
II Ironc..) m t (jildicial .. l llral ( i tiil on tbtIin ( ~~eable) prie) reprodtctin

value)

i) (2) (3) (4)

lasis of luilin:
( t Iri(t (I rtv .s.,or) . ... ..... .. .. N, (NK, ), (0 1 ks, Ot), ( ..)..J ici alii 'd,. Irite'. . .. . $1, tv(, aIok
,(moun repro it bi %T i n . . . 1, r(x), (1)i

Ilonds oltstalfillir;
ti I r r l t . . . .. 3 , ! A ) , (K 0 .- - - -
4 IR-reent I. 2, I M. (N X) 2, C4 X). (5X) 2, CA), I w w

Income before interest anl delre ,itin . 2 0. 1Kt) X 2A. (510 1t., 1. 2-A . 1(K)

Interest:
6 percent - 210, )100
4 p ,rt ,in n .I ..... 10 1.(X.0 11 .1. X)

)epredation: 2 Iercent ......... .. .... I.... A), (XM) , 1 tC ) 3 33, w.I N10, (5(1)

Total interest and deprclation... 37000 1 2i1, (5X) 137,15)1 19 5, W"Taxable hn1col, . ...................... ......... "..... i',

Los.. .I12 1 (0 11. IX) -7 f -

Sondhollers receive new bonds and stock.
Connment: Columns (2) and (3) of tie above table illustrate the widely varying results under the tech.

teal provIslons for the bask, of propertyl after a reorgantzat ion through judielal sale. ('olunn (I) repr-eents
the application of our t)ropoal for the correction of these Inequalities.

ExInx'tr B--.Taxable inCome from a reorganization undr the bankruptcy law a3
amend, d in July, 19410. This amendment was sponsored by the Trcasury
Dcpartimct

Basis of building; fair market value. S4I, 000, 000
Bowls ontsianding, 4 percent .. 2, 600, 000
Income, before interest and depreciation ... ... . 250, 000

Interest, -4 percent.. 10., 000
Depreciation, 2 percent ... ..-------- ------- - 80, 000

Total, interest, and deprecifitio -.......................... 18-1, 000
'raxable incone -..---------------------------- ------------ 66,000

1 This resultant taxable Income from a reorganization effected under the present bankruptcy law should
be contrasted with taxable Inchng of $113.000. resulting from the same reorganization through the proced-
ure under any Judicial sale (see col. 3. exhibit A) other than a bankruptcy sale. This grossly Inequitable
result should he corrected by an atnendtuent finmedlately In the manner presented in thu statement of Ilugh
M. Bennett, In behalf of the superintendent of Insurance of Ohio.

The C IA1i1N. M'. Milton 1)iaunoud.

STATEMENT OF MILTON DIAMOND, REPRESENTING DECCA
RECORDS, INC., NEW YORK, N. Y.

The CITAIIlMAN. .\'r. 1)ianiond, will you give your a mle, please,
sir, andt address?

.[r. DIAMOND. M[y name is Mfilton Diamond. 598 MXfadison Ave-
flue, New York. I rel)resent 1)ecea Records, Inc.

I have prepared, Mlr. Chairnm an, a statement that I would respect-
fully ask to be included in the record , and which I would also like to
pass arllot(1, if I may.

h'lle CRATIRMAN. Yes; you may (10 So. You appear with reference
to a particular thing in the tax bill, Mr. I)iamond?
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Mr. DIAMOND. I do. I appear to urge the elimination of the pro-
posed levy of 10 percent Ol phonograph records.

S(nator CONNALLY. All of them, or just. some kind of records?
\I'. DIAMOND. All of the phonograph records.
Senator CONNALLY. Oh, yes.
Mr. )IAMOND. The company J represent is one of the three major

companies engaged in the recording and manufacture of phonograph
records. I assume it is pertinent to examine the extent by which
the proposed tax levy may be affected by a consideration of the item
to which I am addressing myself.

The Treasury's shieule of anticipated revenue refers to the item
of phonogra 1)h record,, and phonogra)hs together and indicates a
possible yield of $4,500,000 from that source on the basis of a 10-per-
cent levy on the manufacturer's cost. I am not addressing myself
to the subject of phonographs at all, I appear only in relation to
phonograph records, and it is our estimate that the'maximum yield
from that source as distinguished from the combined items of pliono-
graphs and phonograph records would not exceed $1,500,000.

At this point, it might )e important, to refer briefly to some of the
history of the phonograplh-record business. Il 1929 that industry
reached a high level of well over 100,000,000 units which were sold in
the American market. By 1933--and I say this tinaceusingly-- as the
result, of a combination of circumstances the total units that, were
(listrilltted in the United States had been reduhced'to something around
12,000,000. In the following year a supreme effort was made to restore
public interest inl phonograph recorIs, and the device was resorted to
of offering to the l)ublic records at. a retail price of 35 cents as dis-
tinguished from the evailiig price for comparable records u) to
that fine of 75 cent... 'mI p)lic indlicated a renewed interest il
)lonographi records in that year and in succeeding years. We found,
however, that it was Inot. )ossihle to operate J)rofitalhly amul continue to

market records at that, price in the light of an excise tax of 5 percent
to which we were then subject and which was absorbed by tihe man-
ufact urers. The margin of profit on a 135-cent record which sells to
dealers for 21 cents is not very great, as you might very well imagine,
and absorbing the 5 percent excise tax we found there, was m1 1)0OSS-
bility for contimiing gainfully ill the conIduct of that business.

So, we addressed ourselves to the (Congress, amd in 1937 we made
representations urging tie repeal of the excise tax. Il doing so, we
called attention to, first, the fact that a l)homograph record had a
useful purpose as a cultural medium, and, secondly, that the taxyield
was nioiminal nd , perlmaps (hid not represent Is much as it cost, the
Government to collect it.

For example, in 1936, the tax yield from the entire phoniogral)i-
record industry was $290,000, and ii 1937 it reached $325,000.

Also we male some promises anti predictions when addressing our-
selves to the Congress in an effort to remove that tax. We said if
that tax were removed the industry would really prosper, that it.
would continue in its effort at. revival, that, the ihonograph record
was an important part of the cultural life of the community, that it,
would result in increased employment and in increased taxes to he
paid by the manufacturers, by thie artists who were employed by the
manufacturers, by the suppliers of materials, and others.
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Congress gave sympathetic consideration, and effective as of June
1938, the tax was removed, and since that time there have been rather
important developments in that little industry of which we have the
honor to be a part.

For example, in the year 1838 the company which I represent paid
out in salaries $673,000; in 1940 it paid out in salaries over $1,235,000.
In 1938 we employed 614 people, and in 1940, 2 years after the removal
of the tax, the number of employees almost doubled. In 1940, this
company paid in direct taxes $186,000, as compared with $78,000
which it paid in the year (luring which the tax was removed. We
think 1941 will be an even more important year.

Senator VANDENBER(. Why would the removal of the tax be
responsible for the increase if you absorb the tax?

Mr. DIAMOND. We were not. al)le to carry on our business profitably
until that tax was removed. It was not until 1938 that the tax was
removed.

Senator VANDENBERG. I understand that.
Mr. DIAMOND. When the tax was removed it camee possible for

us to expand to the point where we coulh em)loy additional capital
and additional labor and additional artists and additional suppliers of
materials, bringing about this increased consumption of our material
by the public.

Senator VANDENBERG. It was not the wholesale price of the record
to the public?

Mr. DIAMOND. Well, the price of the record to the public is what
reawakened the interest in the records on the part of the public. We
could not carry on the business and maintain that price and absorb
the tax at the same time. That is why we applied for the removal'of
the tax, and when our efforts became successful and the tax was re-
moved, it was possible for us to expand.

Senator DANATIER. What were your gross sales for the period in
which you had $1,253,000-plus of salaries?

Mr. DIAMOND. Our gross sales in 1940 were under $6,000,000.
The CHAIRMAN. Mr. Diamond, what is the average price of your

record, the manufacturer's price, I mean, the wholesale price?
Mr. DIAMOND. The wholesale price of more than two-thirds of the

product that we sell is 21 cents. The manufacturer's cost is less than
that, of course, but the price which dealers pay is 21 cents. That is
the wholesale price for the 35-cent record.

The CHAIRMAN. The tax is on the wholesale price?
Mr. DIAMOND. The tax is on the manufacturer's cost. It would be

somewhere between 1% to 2 cents.
The CHAIRMAN. On each record?
Mr. DIAMOND. On each record.
The CHAIRMAN. Or is that the average?
Mr. DIAMOND. On each of the 35-cent records.
The CHAIRMAN. That is about two-thirds of the business?
Mr. DIAMOND. That is about two-thirds of the business. On the

basis of the 1940 figures, had there been an excise tax the tax collectible
on the 35-cent records would not have been greater than $600,000.

Now, we say that we have passed through these vicissitudes, that
we have rendered and are rendering an important service, that the
phonograph record has definite value, as a cultural medium, and that
it would be unprofitable to take the hazard of reimposing a tax which
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Congress, u poni a complete understanding of all the circumstances,
removed only a few years ago, and then perhaps bring this industry
back to the condition in which it was in 1938 before Congress had
removed tie tax.

The CHAIRMAN. Did you enter into this recommendation, do you
recall, by the manufacturer of the records with the defense people?
Did the (lefense commission or the defense people make any suggestion
that this was a necessary defense material?

Mr. ) AMOND. No such suggestion has been made, Mr. Chairman.
The CHAIRMAN. That does not enter into it?
Mr. DIAMOND. That does not enter into it, because the amount of

metal used is so small, and the importance of the phonograph record
in connection with defense work is appreciable, because there is no
camp without phonograph records. One of the first items that was
acquired by those in charge of operating the camps for tie entertain-
inent and edification of our young men in the camps was tie pliono-
graph record, and there has hbeen no suggestion that we are not entitled
to Continue to use the small amount of metal that we (10 use in the
processing of the masters.

The CH-AmMAN. I was making inquiries because I was not familiar
with it. I did not know whether they did include you in the recom-
mendation that they submitted to the Ways and Means Committee
of the House.

Mr. )IAMOND. If that has Well done, I am not aware of it. My
information is it. has not been done.

The (H RmMA.N. Is there any further statement you wish to make?
Mr. I)rAMOND. T hat is all I would like to say at this time, except

I would like to ask that my statement be incorporated and made a
part, of the record.

The CHAIRMAN. You may leave it with the reporter.
(Tile statement referred 'to is as follows:)

MEMORANDItM IN OPPrOSITION TO PnoPosrD MANUFACTURERs' EXcieS TAX ON
PIIONO(RAPII RECORDS

FACTS

Decca Records, Inc., advonating the repeal of the 5-percent excise tax on phono-
graph records imposed by section 607 of the Revenue Act of 1932, stated in 1930
an 1937 that the elimination of this levy-

(1) Would increase employment In the industry;
(2) Would increase the taxable income of and'create new taxpayers among

its employees;
(3) Would bring into existence large taxable incomes of record manufacturers

subject, to excess-profits taxes and taxes on corporate accumulations;
anti

(4) Would generally contribute to the economic recovery of the Nation.
The tax was repealed in 1038. These promised benefits occurred and, Indeed,

exceeded the expectations of the advocates of repeal. Now, the threatened re-
Imposition of an excise tax on phonograph records-at the rate of 10 percent as
contrasted with the former 5 percent--spells the doom of these gains and jeopar-
dizes, once again, the existence of the phonograph record industry.
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ARGUMENT

Decca Records, Inc., respectfully submits this memorandum in which it will
demonstrate that-

(1) The proposed levy will be an ineffective revenue-raising device;
(2) To reimpose this tax so recently abolished will be to reverse the general

tax policy of unburdening media for the dissemination of culture and
education;

(3) The recreation of this levy will be in total disregard of the proved benefits
derived from its recent repeal; and

(4) In any event, the proposed levy should not apply to inexpensive records.

POINT I.-The proposed manufacturers' excise tax on phonograph records will be an
ineffective revenue-raising device

In 1936 that part of section 607 of the 1932 Revenue Act applying to phono-
graph records yielded the Government the approximate sum of $290,000. 1I
1937, the return from the excise levy was about $325,000. This infinitesimal
revenue was further diminished by administrative expenses necessitated in the
collection thereof. For these reasons it was foreseen that the small amount of
revenue derivable from the levy on phonograph records would more than be offset
by liberating the industry from its burden. That foresight should be applied
again today.

Although exact statistics are not available, it is liberally estinated that no more
than $2,000,000 would be currently forthcoming in the current year from the pro
p)osed 10-percent excise levy. This sum is based on sales of all types of records.
But this figure presupposes that the industry can continue on its present basis.
The imposition of this tax will reduce b, more than two-thirds the profit on recorc s
produced to sell at a retail price of 35 cents. It will also be shown that this d(-
crease when added to the inroads presently Icing imde by higher production costs
Will all but erase any possible profit. Record production will radically decrease
and, with this curtailment, expected revenues from the proposed excise tax will
vanish. At the same time the rapid irend of reemployment in the industry and
the creation and augmentation of taxable income of employees will be radically
reversed. Consequently, the revenue realized from the industry front all fornis
of levy will be greatly if not entirely curtailed.

POINT II.-The manufacturers' excise tax on phonograph records is completely
inconsistent with the general tax policy of the United States since it burdens an
important means of disseminating culture and education

Formulation of this Nation's tax program has always aimed at avoiding undue
burdens upon educational and cultural media. The revenue acts have specifi-
cally allowed deductions from gross incoiae of contributions to educational insti-
tutions (I. R. C., sees 23 (o), 23 (q), and 162 (a)) among which are included
associations sponsoring classical concerts (1 C. 13, 147-8). Such associations
themselves are exempt from income taxation (I. It. C., sec. 101 (6)). iWdmis-
sions tax provisions specifically exempt performances of symphony societies and
concerts given by civic membership associations (I. I. C., see. 1701 (a) and (c)).
The Tariff Act of 1930 does not apply to certain books, paintings, and works of
art (19 U. S. C. A. 1201, pars. 1628, 1630, 1631, 1807-1812). Libraries are
accorded reduced postal rates (39 U. S. C. A. see. 293 (a)). These examples taken
at random clearly demonstrate the aim and desire of the Government to foster
and not to burden culture and education.

Any proposed special taxation on phonograph records should be considered in
the light of this long-established policy. 'hey are a significant and ever-in-
creasing medium for the dissemination of education and culture. The uses of
phonograph records have become manifold. The blind may read, children may

ear the songs and stories which are their social and cultural heritage; diction,
phonetics and foreign languages may be taught in a manner not attainable from
lhe printed page; the voices of historic characters and occurrences of world-shaping

events may be preserved for posterity; the instant of dramatic creation of a
Barrymore or Cornell may he relived in the future.

And the musical value of records is even more transcendent. Musical study
relies on recourse to phonograph records. The monophonous beginnings of mod-
ern music may be traced; the l)rimitive chants of the American Indian, the
Chinese, and the Hindu are preserved. Caruso and Cluhliapin Alill sing. Musical
appreciation courses rely almost entirely on recordings. Full instructions for
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listening to symphonic works have been recorded by such internationally known
artists as Walter I )aivirosvh' anit Loeopohl Stokowski. The music and folk sog
of Latin America are brought to all sections of the Americant public. And after
love of music has heeui instilled, it is ohvioi,:ly nuirtured most economically and
conveniently Iv recordings, since only a few of the popillation of this country find
concerts readily available. Records are no longtr Ilxuri,,s. They are necesit is.
and their pro(luetion should be encom'iwcd.

Taxation of recor(l therefore is t axation of American ciclt ire quid education:
This misapplied and lmlroductive levy was recently relmove(d. 'To restore it is lo
niegate the intelligent, progressive, and liberal consideration of this quest ion -o
recently adopted by the ('ongress.

POINT II1.--Elimination in I93 of the 5 percent excise tax on phoanograph records
has been atf, add by a sharp increase in employment and taxes paid by phonograph
record ianufacturers

The Revenue Act. of 1938 eliminated the 5-percent excise tax on phonograph
records imposed by section 607 of the 1932 law. This tax had been placed on the
books in 1932 without debate and with little consideration of its basis or effect.
(See Cong. Re., March 29, 1932, p. 7037.) It administered what almost amounted
to the final blow to an industry already prostrate front the catastrophic competi-
tion of radio broadcasting. In 1921"tle manufacturers' value of phonograph
records sold exceeded $47,000,000. In 1933, the total volume of business barely
reached $2,500,000. And, few crumbs from the replenishing table of national
recovery fell to this industry. In 1935, the value of record sales rose to $3,-
700,000; in 1937 disk record siles were valued at $4,750,000. Following is a table
of phonograph record sales front 1921 to 1937 prepared biennially by the Bureau
of Foreign and Domestic Commerce of the Department of Commerce:

SDisk records Cylinder records and blanks
Year I

Number Valu1e Number Value

1921 ........................... .... 103. 436, 710 $17,322.951 1.755.219 $520,902
1923 .................................- -- - -92,855, 073 35,714,191 5,249,206 658,216
1925 ........................................... (1) ()0 82,125,060 1 2. 790,847
1927 ........................................ 104,766.228 31,486,279 935,074 29S, 16
1929 .......................................... 105, 0S5, 012 1 34, 128, 735 (1) (1)
1931 ............................................ 30,&5,2S2 2 7,697, 787 (I) ()
19,33 . ..................................... (4) 2,500, 477 (1) (1)
1935 ........................................... (4) 13. 705,016 ()) (3)
1937 ............................................ (4) 14.755.877 (4) 1,267,986
1937 ............................................ () 11, 613, 530 ............................
1937 ............................................ 4) 1 185, 799. . . . . . . . .

I Disk, cylinder, and blank records combined In order to avoid disclosing data for Individual estab-
lishments.

I Disk records only.
I Blank cylinder records not reported but Included in "Other products of the Industry."
'Not reported.
s Includes both disk and electrical transcriptions.
I Electrical transcriptions only.

Other records.

In 1938 when the excise levy was eliminated, Decca Records, Ie. foresaw the
immediate benefits which would result from the abolition of this tax. In ad-
vocating the abolition of the levy, it promisedd that relief from the tax would
result in an increase of its employees, the creation of new income taxpayers and
the increase of the taxable income of record producers. This pledge has been
more than ftilfilled. Following is a table showing the salaries paid to employees,
the number of persons employed and the taxes paid by Decca Records, Inc. ever
increasing in the years 1938, 1939, and 1940:

Number of Taxes paid (all

levies, State
Year Salaries paid pproxyime and Federalaverage) except social

security taxes)

1938 ....................................................... $073,669.92 614 $78,434.91
1939 ............................... . ............... ....... 1,073.202.25 936 1 ,506. 81940 ....................................................... 1,253,597.18 1,007 186,195.99
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Thus, in the year following the abolition of the excise levy, 1939, tile nu1imber
of Decca's employees increased over 50 percent; in 140 the increase was almost
100 percent over 1938. Salaries paid followed a similar pattern of increase.
Taxes paid rose accordingly. Generally, in 1939 the value of disk records sold in
the entire industry had risen to $15,980,130. Obviously, tile benefits derived
from the abolition of the excise levy more than compensated the Federal Gov-
ernment for the relinquishment of the inconsequential revenue it had formerly
derived from this source. And, what is most important, the benefits were directly
passed on to working men and women who became taxpayers, to recording artists
whose augmented incomes placed them in the surtax brackets, and generally to
the public. This situation found its counterpart in other major phonograph
record manufacturers.

It can definitely be said that the elimination of the excise tax substantially if
not entirely contributed to this rise in the Decca figures. For, Decca operates
on an extremely close margin. The preponderant bulk of its records retail for
35 cents. Decca's billing price to its distributing company is less than one-half
of "he retail price. A minute margin of profit, obviously irreducible, is thus
presently maintained.

The 1932, 5 percent excise levy discouraged production and jeopardized the
realization of profit. The currently proposed 10 percent excise levy would amount
to more than two-thirds of this margin of profit. And this inroad into net receipts
is not the only one currently threatened. Time cost of oil supplies is skyrocketing.
For example, shellac, the basic ingredient from which records are pressed has
recently increased in cost by 80 percent. Other ingredients have also risen in price.
And a substantial increase in wages has also beccn entirely absorbed. Obviously,
tile small profit would be almost entirely eliminated by the reimposition of tiis
proposed excise levy. Tile industry will fall back into the doldrums.

Nor can this proposed tax be passed on to the public by Decca. Until Decca's
advent into the recording field, records similar to its 35-cent type were sold at a
retail price of 75 cents, although many previous but unsuccessful essays had been
made into the lower priced field. The successful production and marketing of the
35-cent record has been almost entirely responsible for the revitalization of the
industry. It is estimated that one-half of all phonograph records sold annually
in the United States are of the 35-cent class, although the higher l)riced records
account for two-thirds of tle revenue received by record manufacturers. Obvi-
ously, the 35-cent record is purchased by those of the music-loving public who
cannot afford the higher priced records.

It is therefore respectfully urged that the proposed reimposition of an excise
levy on phonograph records will be unproductive of revenue, will be a reversal of
long established and carefully considered policy against burdening media for the
dissemination of culture, andi will be in direct, disregard of the benefits derived
from recent abolition of a similar levy. Consequently, this tax should not be
reimposed upon phonograph records.

POINT IV.-In any event, phonograph records retailing at 35 cents or less sholdd be
exempted from any excise lax

What has been said above repesents our considered view as to tile advisability
of not again placing a crushing excise tax on the now revitalized phonograph
record industry. However, we recognize that there will be those who will say
that no industry should be entirely exempted from the burden of national defense,
and that some tax should be paid by the record industry. For the reasons set
forth in this memorandum, we believe such an argument to be fallaciouR but if
despite this the Congress should feel that some part of the load must be borne by
the phonograph record industry, then it is submitted the committee recognize tile
principle that those who are best able to pay should do so. We therefore respect-
fully urge that the law exempt from the birden of the tax records made to retail
at 35 cents or less.

As has been demonstrated, these records are marketed by manufacturers at
a price which keeps profits at the bare minimum. They are the records to which
the poor man turns for his entertainment. These records are marketed at a price
which is so close to cost as to render the manufacturer's excise tax the difference
between a possible profit and a certain loss. In the 75-cent field, yes, even in the
50-cent field, there may be some slack and consequent ability to absorb additional
tax; but not so in the 35-cent field. Material, labor, advertising, talent, packing
and shipping costs, plant overhead-all these items and others enter into a 35-
cent record almost to the same extent as in a 50-cent, a 75-cent, or a $1 record;
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but the return to the manufacturer is substantially less. Thus, while the 35-
cent record hovers just above the subsistence level, the higher priced record enjoys
a margin of profit which secures its existence. We ask the commit tee to recognize
this problem and, if there must be a new tax l)laced upon the industry, to place it
where it can best, be borne--on the more expensive record.

Nor will the application of this exemption result in any material curtailhnmt
in revenue. Thie 35-cent record accounts for but one-third of the total income of
the industry. In 1940, the total value of 35-cent records subject to the proposed
levy would have been opp)-oximately $6,000,000. The total tax derivable there-
from would have been $600,000. Yet, the injury resulting from such levy would
Ie p)rofollnd and immensurable.

This principle of exemption at the lower end of the scale has repeatedly found
recognition in other taxing statutes. Admissions taxes begin at 20 cents (I. It. C.,
sec. 1700 (a)); even the l)roposed amended statute would exempt admissions
under 10 cents (press releases of April 23, 1941). Admissions to roof gardens,
cabarets, and the like are exempt from tax when they fall below 51 cents (I. It. C.,
see. 1700 (e)). Tie New York City sales tax apl)lies only to purchases over 12
cents (regulations tinder Local Law No. 21 of 1938, art. 4): and on food served in
restaurants it attaches only when the price of the mcal is $1 or over (regulations
under Local Law No. 21 of 1938, art. 57). Incomes in the lower brackets are
exempt from surtax (I. R. C., see. 12), and personal exemptions plus an earned
income credit are allowed (I. R. C., see. 25). Telephone calls costing less than
50 cents are tax free (I. R. C., see. 3465). The statute provides exemptions for
annual dues under $25, and for initiation fees less than $10 (I. R. C., sec. 1710 (a)).

The same principle may be found in various former excise-tax laws. For
example, the tax on furs from 1934 to 1936 did not apply to fur articles where the
sale was in an amount less than $75 (see. 604 of the Revenue Act of 1932, as
amended). The excise tax on jewelry originally provided an exemption only for
watch parts costing less than 10 cents (see. 605 of the Revenue Act of 1932).
In 1934, the same tax rate was maintained, but an exemption was introduced for
all articles of jewelry tinder $3 in price. Later in the same year, the act was again
amended to provide an exemption for all sales of jewelry inder $25 (see. 609 of
the Revenue Act of 1934); and this exemption was continued with the tax at the
same rate until it was terminated in 1936 (see. 809 of the Revenue Act of 1936).
An analogous situation is found in the excise tax on toilet preparations. Although
no exemption has been declared on the price of an article, mouth washes, den-
tifrices, and toilet soaps were exempted from the operation of the tax in 1938
(see. 701 (a) of the Revenue Act of 1938).

It thus appears thai the problem of necessity as against luxury has been in the
minds of the legislators who have drafted our tax statutes in the iast. Significant
are the exemptions in the former jewelry tax, which seems to recognize the fact
that the meanest of us might have an inexpensive watch or some article of personal
adornment, and the similar exemption in the fur tax. So, those toilet. preparations
which are used by practically the entire population of the country have been
exempted from tie excise tax. Not, only the prol)lem of the manufacturer in
bearing the proposed tax of 10 percent on a phonograph record which is made to
retail at 35 cents or less and marketed at a wholesale price which produces an
extremely low margin of profit, but also the problem of the consuming public which
has come to depend upon this low-priced record as a part of normal living, demands
consideration at this time. 'lhc problem has been recognized in the other taxes
discussed above. We believe that the position of the producer and consumer of
the phonograph record in the lowest price bracket falls into the aame category.

Resl)ectftilly submitted. MILTON DIAMOND,

Attorney for Decca Records, Inc.,

New York, N. Y.

Senator VANDENBERG. How many records are still sold at the higher
cost, more than 35 cents?

Mr. DIAMOND. As of 1940, 1 think that about 15 or 18 million
records were sohl in this country at, the higher price. I do make the
suggestion in concluding my memorandum that, if a tax in the form
of an excise tax be made on records, that it apply to records that retail
for more than 35 cents because there is a possibility for a greater
profit margin. It may very well be that the manufacturers would
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he able to afford that tax on the higher-priced records; there is no
possibility of the tax being absorbed oil the 35-cent records.

Senltor NANDENBIEtO. What is the comparison in dollar value of
the sales at 35 cents and over 35 cents? )o you have that?

Mr. DI.AMOND. Yes; f think I have it here. I think in dollarr value,
the recOr01s thlt are so1l at more than 35 cents would represent over
50 percent of the gross revenue of the industry, despite the fact
that tit- unit value of 35 cents wouhl number about two-thirds of the
records sold by the industry.

Sellator VANDENIIERG. And ti gross revenue of the industry in
1939 was about $16,000,000?

Senator TAFT. Have you found that tile imposition of a sales tax

in the State of Ohio has retarded the sale of records?
Mr. DIAMOND. We found that the State of Ohio was about as well

off" as other States in responding to the efforts to revive the inIlustry.
Senator TAFT. Well, we have a sales tax in Ohio, 36 cents for a

35-cent record, which tax has to be passed on. I wondered whether
that deterred the sales?

X1r. DIAIOND. I am afraid I am not able to answer ats to the (feet
of that on sales for that State in relation to States of coInplralble
population andl purchasing power.

Senator TA FT. I have heard no complaint of the Ohio sales tax, 111d
New York also carries such a sales tax, does it not?

Mr. DIAMONn. Yes.
Senator DANAHER. Has there been any shortage of tile shellac

from which you make the records?
Mr. JIA,\OND. Well, it, COmes from India. We have all tried to

provide in advance for the supply of it, but we have also carried 'n0
considerable research to l)ro(luce a material which will enal)le us to
reduce the shellac content of the record without impairing, in any way,
its quality. We have been successful, in the main, to the point wiere
I don't think we shall ever feel the need of shellac inl the event there
is any difficulty in continuing its importation.

Senator DAAIEInE. It has about doubled ill )rice this year, hasn't it?
Mr. DIANMOND. Yes; and labor has increased, and all other materials

have increased in price. All of that we have been able to absorb
and I believe, are prepared to continue to absorb, but obviously an
excise tax of anywhere from 1 ) to 2 cents per record would corn-
pletely wipe out the spread between the cost and sales price of the
manufacturer.

Senator DAN:\HER. You wohill just have to fold up?
The CHAIMAN. Is rubber used in the manufacture?
Mr. D\IMOND. No; we use a carbon black.
The CHAIRMAN. You don't use rubber?
'rh'. DIAMOND. No.
The CHAIRMAN. Very well.
Mr. George A. Hughes; you are appearing for the Edison General

Electric Appliance Co.?
Mr. IuGHES. Yes.
The CHAIRMAN. Oil electrical appliances?
Mr. HUOHES. Yes. I have been asked to represent the electrical

range and electric water heater manufacturers. If you will bear with
me, 1 will be just as brief as I possibly can. It will'take me about 15
minutes, I think, to go over this.
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STATEMENT OF GEORGE A. HUGHES, CHICAGO, ILL., CHAIRMAN,
EDISON GENERAL ELECTRIC APPLIANCE CO.

M[r. HUGHEs. Gentlemen, the need for additional revenue is not,
qiiestioiied, an(1, we o(1 niot oppose taxation oH o111 r)io(uct. I am sure
it is your wish that whatever lprograin is adopted for raising this rev-
ernue will l)e 'onsistent with the public welfare, and as free is possible
from discrimination. N lav I direct your attention to that section of
the bill beforee you, where it seems to us that a diserilinaltoi'y tax hlas
been l)roposed'?

I refer specifically to section 552, "New Manufacturers Excise Tax,'?
subchapter A of chapter 29, section 3496, item 3, reading as follows:

Electric appliancs.-Electric motor-driven fans and air circulators; electric
storage water heaters; electric flatirons; electric air heaters (not including fur-
naces); electric immersion heaters; electric heating pads and blankets; electric ap-
J)liances of the type used for cooking, warming or keeping warm food or Ieverages
or consumption on the premises; electric mixers, whippers and juicers, and house-

hold type electric vacuum cleaners, 10 per centum.

It may be that electrical alliances are viewed as luxuries byr some,
because of their advantages in use-value over ol-style (levic:es, and
it is perfectly natural that the draftsmell of this bill'should have in-
cluded, without realizing it, some items of electrical equipment which
are not luxuries, but necessities. Gentlemen, an electric stove is a
necessity-not a luxury. It. is necessary as the food that is cooked
on it. 'his view is held by many builders of low-cost, housing projects,
where large numbers of electric'ranges have been installed.

My belief that electric cook stoves were unintentionally included
in the bill is sul)ported by the fact that the Ways andl Means Com-
inittee included the housewife's friend, the washing machine, in their
original bill, but later eliminated this device. I am further encour-
aged to believe that the tax on electric cook stoves was not intended,
because another (leplrtment of the Government, the Office of Civilian
Supply, is dealing with tle stove industry as a whole.

Senator XANDENBEIG. Do I nderstald you are not complaining
of the tax against any of the other electrical'appliances?

Mfr. HUGHES. I am not complaining against this tax except that
it discriminates against our in(lustry.

Senator VANDENBERG. IIoW much is involved in the tax just on
electric stoves?

Mr. HUGHEs. About 13 percent of the total; I have the figures. I
will read them.

May I ask, therefore, is it the intention, gentlemen, to put a tax on
the cook stove? If so then it is only fair to put a tax on all cook
stoves, just as the bill (foes in taxing all mechanical refrigerators, elec-
tric, gas, or any other kind, without discrimination.

If it is not intended to tax cook stoves, then the clause to which I
refer, on page 73 of the amendments to the bill introduced under
Report 1040, lines 9, 10, and I 1 should be changed to read as follows:

Electric table appliances of the type used for household cooking, warming or
keeping warm food or beverages for consumnltion on dhe premises.

This change in the wording would obviously exclude cook stoves.
However, gentlemen, if, in your min(s, the emergency requires

taxation of the family cook stove e, may I suggest. these- facts for your
consideration? The 1939 census valie of till cook stoves produced

61977-41-10
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was approximately $124,000,000. This does not include the value of
high-pressure cylinders on customers' premises necessary where bot-
tled gas is used. From the best figures available, wc estimate that
the value of all cook stoves produced in 1940 amounted to approxi-
mately $161,000,000. The value of electric cook stoves amounted to
only 13 percent of this total. It is obvious that as a tax-revenue
producing item, the electric cook stoves by themselves, are relatively
unimport ant.

Wouhl it not be wiser to consider a smaller tax on the entire cook
stove industry? For example, a 1-pereent tax on all cook stoves
would raise as much revenue as you would get from a 10-percent tax on
electric cook stoves alone; a 2h-percent tax on all cook stoves would
yield twice as much, and on on. The revenue thus obtained would

e a very substantial sum, but the smaller tax would be much less
burdensome.

May I elaborate a little on this matter of discriminationn? Gentle-
men, there are K2, million homes wired for electricity which (1o not
have city gas. There are 7 States that have more electric ranges in
use than gas ranges. The population of these States live in small
cities and villages, many of which enjoy low-cost hydroelectric power.
They are not industrial States. In addition, there are 8 States in
which electric and gas ranges are almost equal in number. For
example, Senator George, your own State of Georgia is among these
15. What would the people of Georgia think if their electric ranges
were singled out for taxation as luxuries? In your town of Vienna,
they do not have city gas, and yet it, costs only $2 a month on the
average to cook electrically. Tluee of you gentlemen come from cities
which have no city gas. The average costs to use electric cook stoves
vary from about $1 to $3.25, while the average cost to cook by gas
varies from 90 cents to $3.50 a month, in the 20 cities where you'have
residences, as shown by the table which I will leave with you. Should
the people in these small cities and villages be discriminate(d against?

One-third of the farms of this country are already electrified, and
many of these farmers are buying electric ranges. Should they be
discriminated against? Should the entire Rural Electrification pro-
gram be handicapped by a discriminatory tax? It is the working
people of the country, on the farms and in the towns, who buy elec-
tric ranges. Should they be discriminated against?

Aside from the unfairness of this proposed discrimination, let, me
point out that this is no time to discourage the use of electric cooking.
I realize that this committee cannot take time to listen to a eulogy
of our product, but in this tine of national emergency, a cooking de-
vice which enables the housewife to save time and labor, conserve the
vitamins and minerals in food, which is safe, clean, and economical,
is an article to be appreciated and encouraged. In addition to its
contribution to the health and welfare of its users, the electric range
has advantages from the standpoint of national defense. By weight,
electric ranges use less iron and steel. Even though oil stoves are
lighter in structure, they require heavy fuel containers. In the United
States Navy, where minimum weight, maximum efficiency and safety
are really vital, electric cooking equipment is used 100 percent.

In that connection, I might say that my company alone has already
eliminated 1,250,000 pounds of aluminum. We use no aluminum
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now; we do use 40 cents less of nickel on a $140 article; we cannot get
away from that.

Senator VANDENBERG. III your statement to Senator George,
"What would the people of Georgia think if their electric ranges were
singled out for taxation as luxuries?" this tax would not apply to any
range now owned in the State of Georgia, would it?

Mr. ]hUGIES. No, sir; it woul(l have to be sold in the future, but
there is a large market there that is not yet filled.

Senator VANDENBIEiG. I just Wanted senator George to have an
answer to seni down.

The CHAIRMAN. If they traded in the ol one and got a new one,
there would 1)e a tax.

Mr. HUGHES. Electric ranges tend to conserve transportation
facilities. It is estimated that 40 percent of the rnn,_es in use are
served by electricity )roduced from water power. They eliminate
the transportation of fuel to service them. I have )ointe out that
the majority of electric ranges have not gone into industrial areas.
We hear estimates of oil shortages mainly because of the transporta-
tion problem; coal and other fuels must be transported also.

May 1 also direct your attention to the similar discrimination pro-
posed against electric cooking for commercial and industrial uses?
If it. is the intention to include all electric cooking and baking equip-
ment under the proposed excise tax, then I think you will agree that
the tax should also l)e placed on corresponding nonelectric cooking
and baking equipment.

Following that is a statement from your home towns of what it
costs for all of this and the next sheet contains a census of manufac-
turers so you can see what the situation was in 1939.

Following that is a list of 15 States where we have more, or almost
as many, electric ranges as gas ranges, and the total number of cus-
tomers. I would like to say just a word about the electric water
heater.

I think you will find those figures interesting.
A brief has just been presented by us, asking that you free the

family's electric cook stove from possible discriminatory taxation.
For some reason "electric storage water heaters" are specifically men-
tioned in the bifi. Possibly this is because they so appeared in the
Census of Manufactures under the heading "Electrical appliances."

As the proposed bill comes to you, section 3406, item 3, previously
quoted, contains this specific reference. Possibly this is because some
consider electric water heaters are luxuries and so these heaters are
singled out without intentional discrimination.

Please understand me, I do not oppose taxing my company's prod-
ucts, nor those of the electrical industry, of which" my company is a
part. Gentlemen, I ask that, if it is necessary to produce revenue
from taxing household hot water supply systems or appliances, then
please apply the same percentage of tax to'all kinds.

Electric water heaters, like stoves or furnaces, are part of the house
we live in, and are no more a luxury device (except in the sense that
they give superior service) than are other forms, commonplace or
ingenious-such as solar systems made a part of the roof for heating
water in Florida bungalows.

The Census of Manufactures for 1939 shows that the value of
electric water heaters produced is only 13.7 perfect of the total value
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of all kinds of water heaters reported. Therefore, a discriminatory
tax on electric heaters would provide the Government with only a
little more than one-eighth of the total revenue available from il equal
tax applied to all water heaters.

Storage electric water heaters are the most efficient form of heating
water for the home, and are very economical. This is due to the
fact that electric water heaters, generally apply the heat at 100 percent
conversion of energy through heating units immersed in the water
inside the tank. They enjoy extremely low-cost rates for the elec-
tricity they use, which use occurs largely during off-peak hours, much
of it in the early morning. And by this sarhe token, this technically
perfected yet commonplace, package ty)e of hot water supply system,
least of all interferes with the other necessary demands for electricity.
Their wide use has contributed in a substantial way to economically
sound reduction of electric rates for all other electricity used in the
home.
. Many people in the low-income brackets are purchasing electric
water heaters for their homes, and they boast of the low-operating cost.

With your permission, Senator George, I should like to use your
home State of Georgia to illustrate again. In Georgia, the average
monthly bill for approximately all of the electric water heaters in
use is $2.30.

Senator GEORGE. I am afraid you have been writing my people
because I have been hearing from them on this.

Mr. HUGHES. Well, Georgia happens to have one of the most
progressive utility company isers in the country.

Gentlemen, a supply of hot water for each'family's welfare and
health is necessary. There are 150 uses of hot water familiar to the
homemaker-and only 3 uses for cold water, drinking, fire protection,
and sewerage. Hot water is used every 20 minutes of the lay in the
home. Its use is even more needed on the farm, particularly the
dairy farm.

The storage electric heater is probably the most economically desir-
able appliance which the farmer buys. Gentlemen, this will interest
you-private and public power authorities can be said to agree on the
economic necessity of the electric water heater and the electric cook
stove to the successful completion of the electrification of our rural
areas.

Over 15,000,000 wired homes in this country can have rates of 1.2
cents per kilowatt-hour for water heating. These contributions to
public welfare should not be discriminated against.

In the brief on electric cook stoves, it was pointed out that there
are 8% million homes which have electricity but are without city gas.
These would include, of course, the 2,000,000 electrified farms, a num-
ber rapidly increasing. Would you propose to penalize the people
in these rural homes, as they mostly are, by taxing their electric water
heater while the people in large cities could buy a water heater tax-
free?

The cities have the choice--gas or electricity-but that doesn't
apply to the farm.

Like the electric cook stove, electric water heaters conserve trans-
portation of fuels and of materials by -weight. It is estimated that a
majority of the electric water heaters in use are served by electricity
from water power, an energy conversion involving no solid, liquid, or
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gaseous" fuel. . In Comparing weights of materials, the necessary
auxiliary equipment for storage of fuels in basements or back. yards
shoul be borne in mind;

This brief, considered in connection with electric cook stoves,
provides ample information upon which your considered judgment
will, I believe, free these necessary devices in tho home from any
discriminatory tax.

Senator TAFT. These figures are based on what?
Mr. HUGHES. That is the average rate of the homes in these

communities.
Senator TAFT. Those figures are not taken from actual bills?
Mr. HuoGHES. The average; yes.
Senator TAFT. Or, is it just arbitrarily calculated from what that

much electricity would cost a certain number of users?
Mr. HUGHES. Let us say there are 250 homes and the bill is $1,000.

We know the average would be $4. Of courso the bill would vary
very much but it does indicate an average. -
.Senator DANAHERI. I have a question or two: These so-called
manufacturers' excise taxes which include electrical appliances were
inquired of by me the other day, when the Secretary was here, and
lie said some of them had been included on the ground they dealt
with luxuries, and when I asked him if he considered a typewriter
to be a luxury, he added a good many of the items had been included.
here because their manufacture would conflict with our defense.

Now what is there about an electric-stove that would conflict with
our production for defense needs?

Mr. HUGHES. Well, it uses iron; about 40 cents worth of nickel;
and that is about all. The water heater used iron too, but that is
true of all our competitors. The only difference between the elec-
tric and gas ran e is that the gas range also uses a stainless steel
ring which is halfnickel, so they would all use some nickel.I Senator DANAHER. And iron; so that, if we are going to include that
on the theory that its manufacture would conflict with production
for defense needs, and you are going to try to discourage the manu-
facture of eectric stoves entirely, then I should say we ought to increase
the. rate, too, shouldn't we? I mean, to be logical about this claim
that this manufacture interferes with defense production, we should
raise the.rate?

Mr. HUOHES. You mean, it increases the use of the gas range also?
We are not complaining about the fact of the tax; our complaint is
the discriminatory nature of it.

Senator DANAHER. If we limit the tax to electric stoves, but really
wish to discourage the manufacture of them, we should increase the
rate on that item, should we not?

Mr. HUGHES. Well, I hope you won't.
The CHAIRMAN. I suppose the use of electric energy is one of the

things the defense people might have had in mind, although you
don't manufacture that and aren't concerned with it.

Mr. HUGHES. Yes; we are very greatly concerned with it. Our
products go very largely in the rural areas, in the great waterpower
section of the Northwest. For instance, in the State of Idaho, which
is a waterpower State, we have 56 percent saturation on electric
ranges and 35 percent saturation on electric water heaters. In other
words, the farther west you go, the greater use of electricity is evident.
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The CHAIRMAN. I suppose you have pretty rigid restrictions on
nickel?

Mr. HUGHES. Yes; we manufacture practically all the equipment
for the Army and Navy, practically every boat that is built today is
so equipped. We have priorities on all that stuff, of course.

The CHAIRMAN. Any further questions?
Senator WALSH. Were these manufacturers given an opportunity

to appear before the Ways and Means Committee with reference to
these taxes?

The CHAIRMAN. I don't think so. You didn't appear before the
Ways and Means Committee?

Mr. HUGHES. No, sir. I did not; I knew about the tax on some
other things but I thought our industry was so small they would over-
look us, but the first thing I knew, it was in. That is the reason I am
here.

(The Comparison of cooking stove and range values based on 1939
Census of Manufactures; Statement from your home towns relative
to costs: Census of Manufactures, and list of 15 States giving com-
parison of electric ranges to gas ranges, referred to l)y Mr. Hughes, are
as follows:)

Comparison of cooking stove and range values, based on 1989 Census of Manufactures

Per unitNumber Value value

Electric household ranges (2I, kilowatts and over) .................. 237,128 $16,181,782 $8. 24

Nonelectric stoves and ranges:
Coal and wood .................................................. .633,151 20,069,912 31.70
Gas (exclusive of hotplates) ..................................... 11,500,319 63,724,354 42.47
Kerosene, distillate and fuel oil ................................ 1 , 107, 568 13,603,219 12.28
Gasoline (exclusive of camp stoves) 3 ............................ 51,384 834,713 16.24
Combination coal, wood, and gas .............................. $100,167 0,714,787 96.99

Total nonelectric .............................................. 3,392,589 107,940, 985 31.82

Total l pctrle and nonelectric ................................. 3,629,717 124, 128, 77 34.20

Percent Percent Percent
Ratio electric to nonelectric .................................... 7.0 15.0 214.6
Ratio electric to total ......................................... .5 13.0 199.5
1940 estimated at 30 percent above 1939 ($124,128,767X1.3) .................. $161,300,000 ..........

I Approximate-no data available on number with value of $22,902, so number not included.
3 Gasoline camp stoves: Number, 121,066; value $314,751.
1 Approximate-no data available on number with value of $192,697, so number not included.
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Statement from your home town relative to cost, based on 1989
Census of Afanufactures

Name Town

W. F. George () ........... Vienna, Oa --- .........
). 1. Walsh (D) ............. Clinton, Mass . --

A. W. larkley (D) .......... Pladuca(i Ky ...
T. Connally (D) ............ Marlin, Tex.. .
J. IV Balley (I)) ............ Raleigh N. C
B. C. Clark (1)) ............. St. Loubs, m ...:......
11. F. Byrd (D) ........... lerryville, Va ..........
P. 0. (Jerry (D) .......... Warwick, R. I ..........
J. F. (uitey ()) ............ Pittsburgh, Ila ..........
P. M. lrown (D) ........... St. Ignace, Mich .......
C. L,. herring (D) ...... . esM ines, Iowa._
H. C. Johnson ()) ......... Denver, Colo ...........
0 . L. Radcliffe ( )) ........ Baltim ore M d ----
R. At. 1.a Follette (1) ....... Madison, Wis
A. Cal)j r (It) ............. Topeka Kans .......
A. M. Vanenberg (R) ...... (Irand hapids, Melt ....
J. J. Davis (It) .............. Pittsburgh Pa
E. C. Lodge, Jr. (it) ......... Beverly Mfa.s .. ..
J. A. lanah r (Ii) ........... Ilartford, Conn .........
1. A. Taft (It) .............. Cincinnati, Ohio ........

- -I I . . .

SUMMARY

Maximum Mifnimum Average

Cooking:
Electricity ..................................................... $3.27 $1.05 $2.34
at .heating:. .......................................... 3.54 .91 2.08Water heating":
Electricity .................................................... ! .10 . 2.90 3.99
Oa. ............................. .............................. 4.18 1.25 2.6,

I No gas. I No rate.

romparfson of domestic water-heatcr ralucs based on 1939 Census of Manufactures

NPer unit
Number Value value

Electric household storage water heater, ............................ 81,741 $3,339.M5 $40.88

Nonelectric (domestle supply):
Coal and wood:

With storage tanks ......................................... 58,091 1,597,910 ............
Without storage tanks ...................................... 251,233 1,759,419 ............

Total .................................................... 309.324 3,357.329 10.85

(las:
Vith storage tanks ......................................... 462, 184 13,850,911 29.97

Without storage tanks ..................................... '3,959 2,226 515 0.24

Total ........................................... 819,143 16230.888 19.82
Kerosene and distillate (pot, wick, and wickless storage tanks). 70, 939 1 .484,910 20.93

Total, nonelectric 4 ............................................ 1,199,406 21,079,127 17.67

Total, electric and nonelectric ............................ 1,281.147 24,418,602 19.08

Percent Percent
Ratio, electric and nonelectric ................................... 6.8 10...........
Ratio, electric to total .............................................. 6.4 13.7 ............

I Side-arm heaters not Included because census lists them with auxiliary and nonpressure heaters with
total value of $113,891.

I Approximate; no data available on number with value of $159,462, so number not Included.
a Census does not mention fuel-oil water heaters nor storage tanks.
4 Approximately 5 percent of the nonelectric heaters do not Include storage tanks, thereby increasing

amount of labor necessary to assemble or Install on premises.

Monthly cost for-

Cooking Water heating

( Electricity Gas (22.00
Electricity Gas (10.75 (310 KWI th

(105 KWi1) th) N.; 290 18.80 th
KWh! 8.) S.)

$2.10 Z) $2.90 (I)
3.15 $3.4 5.10 $4.18
2.60 2.82 3.20 2.78
2.07 1.17 ............ 1.26
2.45 3.09 14.51 3.20
2.49 2.03 ....... 2.50
2.70 (1) 3. 85 ()
3,15 2.60 5.10 3.89
1.8M 1.37 ............ 1.25
2.10 () 3.90 ()
2.(3 2.02 3.60 3.79
2.10 1.89 3.40 2.03
3.47 1.83 '4.08 3.24
1.60 2.05 3.00 3.54
1.05 1.31 4.10 1.68
2.10 1. W 3.40 1.98
1.85 1.37 1.25
3.27 3.11 5.10 3.68
2.45 2.5M 3.80 3.13
1.58 .91 4.20 1.68



REVENUE ACT OF 1941

The State of North Carolina as of January 1, 1941, had 01,680 electric ranges
and 47,350 gas ranges inl use.

There are seven States where electric ranges exceed gas ranges inl use, namely,
North Carolina South Carolina, Idaho, Nevada, Tennessee, Utah, Washingtoil.

There are eight additional States where the number of electric ranges in use is
close to the number of gas ranges in use (within 30 percent or less), namely,
Maine, Vermont, North Dakota, South Dakota, Oregon, Georgia, Florida.

Source: Bureau of Census, Department of Commerce.

Total electric domestic customers ----------------------------- 25, 600, 000
Total gas domestic customers -------------------------------- 16, 900, 000
Difference (wired homes without gas) ..------------------------ 8, 600, 000

Ratio of manufactured gas customers to total domestic gas customers is 10. to
17; 10 manufactured gas to 7 naturally mixed Fas.

Thirty-two and six-tenths percent of the United States farms are electrified as
of .Januarv 1, 1041. Electrified farms, 1,988,361; total farms, 6,096,789.

As of January 1, 1941, there are 15,238,000 household meters with water-heater
rates of 1.2 cents per kilowatt-hour or less. There are 20,342,213 household
meters with water-heater rates of 1/ cents per kilowatt-hour.

Three hundred and ninety-four private utilities included in this survey.

The CHAIRMAN. 'r. Blodgett,, will you give the reporter your name,
address, and information as to whom you appear for?

STATEMENT OF GEORGE R. BLODGETT, BOSTON, MASS.

Mr. BLODGETr. My name is George R. Blodgett. I am an at-
torney, a member of the law firm of Herrick, Smith, Donald & Farley,
1 Federal Street, Boston, and I do a considerable amount of corporate
tax work. I am not appearing here specifically for any client. I ran
into serious problems of the nature I am going to mention for about
eight clients. They appeared to me so serious that, after discuss-
ing the matter with ot iers similarly engaged, I felt that they should
bo brought to the attention of the committee.

The CHAIRMAN. I see you refer to section 734. I never quite
understood it; I don't know how it works out in practice.

Mr. BLODoMi-r. The main purpose of my talk is to point out some
practical problems which have arisen in the mere )reparation of
clients' excess-profits returns. These problems have arisen under
section 734 of the code, which was added to the excess l)rolits tax law
by the March 1941 amendments.

This section makes provision for adjustments in cases of so-called
inconsistent position. The underlying purpose of this section is
apparently to prevent a taxpayer from reducing its excess-l)rofits tax
through unconscionably reversing a position which had been erron-
cously allowed to it, in some prior year tax matter and which had
reduced its tax for that prior year. But, it, goes far beyond such a
purpose and produces totally different, and unfair results as I shall
show by illustrations.

The section was enacted without general publicc discussion. The
text of the, section is not easy to read, nor are many of its possible
results and im)lications apparent upon superficial analysis. , In the
months that have intervened, some of us have begun to realize how
serious these may be. Apparently neither the taxpayers nor tax prac-
titioners in general as yet understand the effect of the section,.and
the serious consequences under it involved in the mere filing of an
excess-profits tax return, their ignorance being probably due to the
fact that the section was not enacted until just before excess-profits
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tax returns wero(due, and the regulations were not issued until weeks
afterward, and the pitfalls in merely filing a return do not appear oil
a first reading.

Section 734 provides in principal part that: If a taxpayer, in con-
nection with its current excess-profits tax return, maintains a position
as regards any item, which position is finally adopted (the words
''maintaining a position" are not defined), and that position is incon-
sistent with the way that item was actually but incorrectly treated in
determining the tax liability for any year 'beginning 1913 of the tax-
payer or any "predecessor"' (the wor "predecessor" is not defined in
the law), then there is added to the excess-protits tax otherwise pay-
able for the current year the amount of all taxes saved to the taxpayer
an(l its l)redecessol's, in all years since 1913, through the erroneous
and inconsistent treatment of the item in the earlier years, together
with interest at 6 percent from the time those prior-year taxes should
have been paid. In other words, the penalty is not to fairly adjust
its invested capital or other items entering into its 1 940) excess-profits
tax. The etfect of the section is to go back and charge it with an item
occurring in 1913 or 1920, and that is the penalty, even though there
would be no excess-prolits tax payable for 194) regardless of which
position it takes-whether consistent or inconsistent.
. And that. is so despite the fact that the statute of limitations has
otherwise run, and despite the fact that the Bureau may have ruled
that the taxpayer's prior-year treatment was correct. un(h'r the regula-
tions, decisions, and rulings in force when the prior-year return was
made and audited.

This has much greater scope than a statute merely waiving tile
statute of limitat-ions back to 191:3 because (1) it imposes on a tax-
paver the unpaid-tax liabilities of other independent taxpayers for
which it may never have been liable under former law; and (2) it,
permits the Government to reopen specific tax liabilities previously
brought to a final court or Board decision between the taxpayer (or a
so-calle(l "predecessor") and the Government.

It is not my purpose to discuss the philosophy mderlying the sec-
tion. I shall talk only about the hardships resulting fromii tile present
wording to taxpavers'who are striving not to take inconsistent posi-
tions or to be otherwise unfair. I hope that a recital of a few of these
hardships will lead the committee to ask the experts to carefully and
fully consider this section because specific amendlimn its can best be
worked out in connection with such a full consideration, and I do not,
have the time to discuss the remedies here.

The section is seriously defective in leaving several of its most
important terms totally undefined, as--

XI) Wllt, constitutes 'maintaining a position' by the taxpayer.
A1 Ie regulations say that, the mere filing of a return by the taxlpayer

does this, and there is no indication in the law or regulations that.
having once( taken a position in this manner a taxpavr may later
voluntarily withdraw or eliantre his position. Probably most. tax-
payers iave already irrevocably maintained inconsistent positions
under this regulation without laving any idea that they have done so,
or that section 734 is in any, way applicable to them.

(2) Tihe statute (hoes not fine what constitutes a predecessor"
whose unpaid taxes may by the law be collected from this taxpayer.
The regulations define this as any other taxpay r whose income-tax
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liability for a prior year would have been different if there had been
no inconsistency between the treatment of the item for the current
year's excess-profits tax and the way the item was treated in finally
determining the other taxpayer's taxes for the prior year. This makes
the present corporation liable for taxes of persons for whom it never
could possibly have been liable before section 734 was enacted, and
whose action'it could not have controlled. For instance, if a corpo-
ration has consistently and correctly treated its past (istril)utions to
stockholders as dividends out of earnings, it is nevertheless liable
under section 734 for the unpaid taxes, however far back, of any
stockholders who have treated any part of those distributions as non-
taxable returns of capital. In no other case until section 734 was
enacted has a corporation ever been liable for the taxes payable by
its stockholders.

Using an extremely simple examl)le to illustrate some of the diffi-
culties with section 734 which arise before the current excess-
profits return can be filed, assume that in 1920 a going corporation
issue(] substantial amounts of its stock to many individuals for prop-
erty in a transaction which everyone has always correctly treated as
taxable to the individuals. The value of that stock when issued is
material in computing the corporation's invested capital for excess
profits tax purposes in 1940 and its depreciation in intervening years.
While the value of stock is always a matter of opinion, which no one
can answer definitely, even in the case of a stock listed on a national
stock exchange when large blocks are involved, let us assume that
$200 a share was the correct value which the corporation has 'consist-
ently used and which the Bureau, after investigation, has alwVays
accepted. I have to warn the corporation tlt, if the 1920 taxes of
any of the sellers of the property were determinedd by using a value of
less than $200 a. share, it will be liable for all the 1920 taxes those
sellers thereby avoided )lus 6 percent interest thereon since 1921.
I must also warn the client that it must solve its problems before it
files the excess profits tax return, because however serious the result
under section 734, it probal)ly will have no opportunity later to retreat
from the position taken on its return

The corporation asks first how it can be liable for the seller's taxes
since it. could not possibly have been liable for them under the 1920
law or any other law until section 734 was (nacted in 1941. I can only
say that this section, as interpreted in the regulations, flatly makes it
liable for taxes for which it could never otherwise have been liable,
even if there were no statute of limitations. It imposes a brand
new liability on my client to pay somebody else's 1920 taxes, and
neither my client, nor any business to which it succeeded, was ever
liable for those taxes, or ever had any opportunity to control them,
or can now in practice find out their amount or anything else about
them.

My client next points out that it would not have any 1940 excess-
profits tax even if it valued that stock at zero and that, accordingly,
it is not doing anything fair or unfair to reduce its excess-profits tax
since there would not be any tax anyway. But these considerations
make no difference in the application of section 734. It must pay
the seller's 1920 taxes even though it has no 1940 excess-profits tax.

My client next suggests that we put on the return a rider disclaiming
any intention to take any inconsistent position, and offering to let
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the Commissioner reduce its invested capital to any figure necessary
to avoid an inconsistency. But that will not help my client for the
law does not allow such procedure to have any effect under section
734 on the addition of the 1920 tax, and does not give the Commis-
sioner any discretion to reach a more equitable result.

The corporation then suggests that in order to avoid maintaining
an inconsistent position in filing its return, it should value the stock
at the lowest possible reasonable figure, say $150 a share, or even at
zero. But I have to point out that it has no right to do anything
like this; that it is required by law to file and swear to a correct excess-
profits tax return, and that the use of any figure which it knows to be
lower than the correct figure would constitute a fraudulent and false
return in order to avoid the addition to the tax under section 734.
The taxpayer is given no option to abide by its former incorrect tax
position and pay the additional excess-profits tax thereby occasioned,
as the alternative to paying the very large adjustment under section
734. It is required to file and swear to a correct excess-profits tax re-
turn, and therefore it has no option but to maintain the inconsistent po-
sition since, by assumption, the former position was wrong. A return
which knowingly continued the former error and which gave the
Government the additional excess-profits tax resulting from not mak-
ing the so-called unconscionable change in position would be a return
fraudulently made in order to avoid any larger additional tax under
section 734 if a correct (though inconsistent) return was filed.

I also point out that if my client uses $150 on its excess-profits tax
return and the Commissioner does not choose to attack the $150
figure even though he knows it is wrong, the taxpayer will have to
pay all the additional taxes for every intervening year from 1920 to
the present which result fiom reducing its annual depreciation allow-
ance on the property because of this reduction in purchase price, as
well as any 1920 deficiency in taxes of the sellers resulting from their
having used a value of less than $150.

Senator WALSH. Are these illustrations possibilities of construction,
or have the constructions already actually been made?

Mr. BLODGINTT. Returns involving these questions have been made;
they have not been audited yet.

Senator WALSH. By the regulation and by the taxpayer's having
been ordered to comply with them?

Mr. BLODGETT: There is no ambiguous language in the law; the
Commissioner has no discretion.

Senator WAi4 Sir. And you are arguing that these regulations will
result in these confusions and these hardships if the present language
is permitted to stand?

Mr. BLODOETT. That is correct.
Senator WALSH. There have been no such tax returns yet?
Mr. BLODGETT. They have not yet been audited; they have been

filed.
I next point out to the corporation that the law provides that when

the people from whom it bought the property for stock sell the stock,
if they paid too much tax then by using as a cost to them of the stock
less than its real value in 1920, there is to be an adjustment under
section 734 in my client's favor measured by the excess tax which
these individuals paid on sales in the intervening years. Of course
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it is entirely inipossible for my client to determine, let alone beair
the burden of proving, how much these unrelated sellers may have
overpai( their taxes in the years between 1921 and the present.

In1 addition to the theoretical ditticulties included above, consider
the followimr practical ones:

(1) My client cannot determine the fair value of the stock in 1920,
even if it knows all the basic facts, as value is a matter of opinion.

(2) Probably most records ahl(l data are destroyed and witnesses
(lead, so that the necessary basic facts cannot now be )roved.

(3) It cannot determine how the sellers were taxed in 1920, what
values they used for the stock, what surtax rates they paid, and what
tie property originally cost them; in all probability their taxes were
settled by the Government on some informal compromise of time (Iles-
tion of value at somewhat less than tile $200 a share assumed to be
correct.

(4) My client cannot prove the favorable adjustments to which
it would be entitled )ecause of unnecessary taxes paid by tile sellers
(through use of the low value) when they sold the stock.

(5) Under established principles, the'burden of proving every one
of these facts before the Bureau of Internal Revenue, a court or the
Board of Tax Appeals, is on my client.

Finally, I must point out to my client one other possibility of trouble
which seems so unjust that my client may question my sanity. It is
reasonable to suppose that if the present taxpayer files a 1940 excess-
profits tax return and under section 734 pays a large addition to that
tax measured by unpaid 1920 taxes of the sellers, plus interest since
1920, it can then file its excess-profits return for the next year (1941)
on the same basis without having to pay the 1920 taxes all over again
as an addition to its 1941 excess-profits tax also. But the law (toes
not, so provi(le-section 734 makes the same 1920 adjustment an
addition to the current excess-profits tax for each year. To he sure,
the regulations provide the very sensible result that the additional
1920 tax is to be paid only once. However, even if we assume that the
Commissioner will not amend this regulation in this respect, there is
a serious question whether or not the Commissioner can by regulation
entirely waive a tax required by act of Congress-that is, collection a
second time as an addition to 1941 excess-profits tax of a 1920 tax
adjustment already collected in connection with the 1940 excess-profits
tax.

The corporation would be in no better position if the question of the
value of the stock had previously been fought out to a final court or
board decision in determining a prior year tax of either the taxpayer
or the sellers. Section 734 allows the whole matter to 1)e opened up
(even though there is such a final decision) and the congressional
committee report expressly contemplates that that shall be (lone.

The illustration above related to a simple case where the only
trouble centered around the value of the stock. More difficult cases
arise continually where there is a question of law as to whether tIhe
issuance of the stock for the l)roperty was a tax-free transaction to the
seller because of some rule of law, such as that pertaining to non-
taxable exchanges. A corporation's invested capital maybe greatly
affected by whether property which it acquired by issuing its stock was
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acquired in a transaction which was tax-free to the seller of the
property.

For instance, suppose the present taxpayer, corporation A, years
ago when it was already a going concern, acquired property 'from
corporation B by issuing'some of its stock to B, and( B then proml)tly
distributed A's stock to its stockholders and dissolved. Assuming that
the stockholders of B were entirely different persons from the stock-
holders of A, there is no fairness in now making A pay any taxes which
B or its stockholders should have paid years ago. If the transaction
was in fact, treated as tax free to B and(l its stockholders, either as aresult of applying specific provisions of the regulations then in fwcrcv,

or as the result of full investigation by the Bureau, or even as a result
of a final court decision on the particular transaction, the whole matter
may now l)e reopened. As a result A may now be required to pay all
the taxes that B or its stockholders shouhl have paid (since they are
A's predecessors within the definition in the regulations) if it is now
held under principles of cases decided perhaps 20 years after the trais-
action that it should have been treated as taxable.

This is a very real danger because of the great uncertainty as to
what constitutes tax-free exchanges in reorganization, particularly in
early years. Until 1924 no provision of the law specifically perinit ted
a corlporation to avoid a tax oii the gain resulting to it from disposing
of its property in a reorganization, ult from 1918 on, the regulations
permittedl that to be done in many tyj)es of transactions which were
rather loosely defined in the regulations. The question of the validity
of those regulations anl the question of whether a corporation could
ever dis)ose of its l)roperty tax free in a reorganization between 1917
and( 1924 has never been settled by any satisfactory court decisions;
ill fact, there are very few decisiomis on "the entire subject.

The ,freet of ,eeti6n 734 is to now ropen all thonw (liestiol's. If
the early year transaction is now held taxable, corporation A will have
to pill. ill the taxes which corporation B and its stockholders should
have paid 20 years ago, with interest at 6 percent, although it, was
never liable for any of those taxes, particularly those of B's stock-
holders, until section 734 was enacted. What is'probablv much' worse
in practice--iitler the present corporation A nor the Comnmissioner
of Interl Revenuie can now possiblv ascertain with any degree of
accuracy any of the facts rlating to those former taxes, such as the
cost, of the property to the selling corporation and the cost to its stock-
holders of their stock, the surtax rates which the stockholders thenl
paid, or the facts necessary to determine the value of the stock issued
which will measure the taxable profit. Presuinably the Commissioner
will "guess" at, these amounts and arrive at a back tax liability ade-
quate to surely protect the Government's interest, and the taxpayer
cannot possibly bear the burden legally imposed upon it of both iis-
proving the correctness of the Commissioner's figures and establishing
the correctness of the figures which it wishes to have substituted.

In the 1924 act, a long detailed definition of what constitutes a
tax-.free reorganization is inserted anti has been maintained since in
large part, but despite the comprehensiveness of that statutory defini-
tion the exemptions have been greatly whittled down in recent years
by Supreme Court decisions imposing further requirements for tax-
free exchanges which are'not even hinted at in the statutory definition.
I refer to such cases as the decisions handed down in'the middle
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1930's requiring a "continuity of interest" in the transferor's stock-
holders in order to have a tax-free reorganization-this extra statutory
limitation being still largely undefined by the decisions after 17 years
of this statute. Another limitation introduced by the Supreme Court
is the requirement of the Gregory case that a reorganization must
have been for a business purpose. The effect of section 734 seems to
be to now reopen the question of fact or law in all those cases closed
by the Bureau in previous years as to whether there was a business
purpose behind the reorganization-and the meaning of that phrase
is still pretty vague.

As another example, decisions of five different circuit courts of
appeals in the last few years show unutterable confusion on what is
the basis to a corporation of assets acquired in a bondholders reorgan-
ization, at least three different rules being now in effect in differentt
circuits. This is a question that enters into the computation of in-
vested capital, and it is pretty hard to make the successor corporation
guess correctly at this time which of the three rules will finally be
adopted by the Supreme Court and if it guesses wrong to penalize it
under section 734 by imposing taxes which ought to have been paid
by bondholders individually.

There are an almost infinite number of other entirely different ways
in which section 734 can operate unfairly or impractically, but I cannot
go into them here.

In conclusion, I have stated that time does not permit me to dis-
cuss remedies which are needed and the particular form they should
take. That is a problem falling within the competence of the technical
experts.

Senator GERRY. Were any of these questions brought out in ally
of the House hearings?

Mr. BLODOETT. No, sir. So far as I know they were not.
Senator GERRY. Any hearing on this section before it was passed?
The CHAIRMAN. No; there were no hearings.
Senator GERRY. My recollection is there were no bearings.
The CHAIRMAN. There was an effort made to iron out a great many

of the inequalities and a great many of the hard situations developed
by the excess-profits tax and in certain respects, there were very con-
structive things worked out in that 1941 act, but there were no public
hearings.

Mr. BLODGETT. I have sought to point out by concrete illustrations
some of the dangers and probabilities of crushing hardship which the
section in its present form contains. I believe the Congress has no
desire to inflict unnecessary hardships and inequities upon tax payers,
and that this section was enacted without a clear realization of many
of its possible effects. In the interests of ordinary fairness, I respect-
fully submit that it should either be revised on the basis of more
equitable principles, or at least be limited in its operation to a reason-
able period in the past. If these suggestions prove for any reason not
to be feasible, then it is my conviction the section should be repealed.

The CHAIRMAN. Thank you very much.
Senator WALSH. Have you discussed this matter with the Treasury

experts?
Mr. BLODGETT. This matter came up so suddenly that I have not

had an opportunity; I have, however, communicated with them and
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sent diem copies and I hope to have an opportunity to discuss it
further with them.

(Mr. Blodgett submitted the following additional memorandum:)

MEMORANDUM REGARDING SECTION 734 OF TIlE INTERNAL REVENUE
CODE

Submitted by GEORGE R. BLODGETT, Esq., of Boston, Mass., supplemellting
his verbal state meant

The great hardships which may result from section 734, as discussed below,
shoul be corrected in the pending tax bill, rather than that correction be post-
polled until the proposed second tax bill planned to embody technical corrections.
I fear that reenactment of the law by the present bill will be construed by the
courts to give congressional approval to the present regulations which are responsi-
ble for niany, but by no means all, of thc inequities. Furthermore, any amend-
ments affecting such vital matters with respect to 1940 excess-profits-tax liabilities
should be passed as soon as possible in order that audits of 1940 excess-profits-
tax returns (which presumably will coninence shortly) may proceed without the
unnecessary investigations and (isputes which are certain to arise under the pres-
ent section and which will waste t ie time of both the Bureau and taxpayers and
involve the taxpayers in substantial expense. Taxpayers need to know where
they stand oi items having such large bearing on 1940 and future excess-profits-
tax liabilities. The possibility of a large addition to 1940 tax under section 734,
which is probably present in the case of most reorganized companies and many
others, will furnish a serious obstacle to the sale by a corporation of its business
or its reorganization into soime other corporation, because such a sale or reor-
ganization is often prevented if there is uncertainty involving a large amount of
back taxes. If no extensions are to be granted for 1941 excess-profits-tax returns
as announced, taxpayers will have to do much of the work of rearingg them, if
not actually filing them, before the l)roposcd second tax bill is enacted. My
office is now, because of section 734, spending weeks trying to ascertain the facts
about certain clients' reorganizations before 1920, and our clients should be
relieved of this burden as soon as possible.

The problems which have arisen in my practice and to which ny speech before
the Senate Finance Committee and this Inenorandum are devoted center around
corporations which have no desire to take any unconscionable inconsistent posi-
tion, but which on the contrary are striving to ind some honorable way, by making
concessions or otherwise, to avoil the tremendous penalties which may be imposed
by section 734.

The remainder of this Inenorandum falls under the following heads:
1. THE STATUTE SHOULD BE SPECIFICALLY AMENDED, AND RELIEF SHOULD

NOT BE LEFT TO ADMINISTRATIVE PRACTICE.

II. LISTING OF OBJECTIONS TO TIlE PRESENT STATUTE.

1II. A FEW ILLUSTRATIONS OF SITUATIONS TO WHICH SECTION 734 MAY RELATE.

IV. SOME GENERAL SUGGESTIONS ABOUT REMEDIES.

I. The statute should be specifically amended, and relief should not be left to
administrative practice.-It has been suggested that instead of amending the
statute, Congress and taxpayers should hope that the Bureau of Internal Revenue
will not apply the statute except in cases where the taxpayer is knowingly adopting
some clearly unconscionable change of position, and then only to the extent neces-
sary to l)revent all unconscionable reduction of current excess-profits tax.

The statute gives neither the Commissioncr, time Board, nor the courts the
slightest discretion to waive or ameliorate its effect In any respect, nor do the
Conmissioner's regulations contain the slightest hint that anything of this kind
is to be done. Tax practitioners seldom find employees of the Bureau waiving in
the taxpayer's favor tax liabilities which are nanilatory under the statute and
regulations. Tax practitioners may well fear that the Connissioner's true atti-
tilde toward administration of this section is well indicated by the provisions of
his recent regulations on section 734 which are much more oppressive than any-
thing required by the statute in that they:
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(1) Greatly extend til me uiing of "preecesor" beyond anything required by.
tile wor(liig of the law, so ais to subject tile taxpayer to prior year tax liabilities
of otier taxpayers for which it was tiever lial)Ie until section 734 was enacted.
See illustrativ,li (z), (b) .n'!t (c) Ilow.

The reaulation.s ignore one limitation given in the congressional committee
reports as to what constitutes a "predecessor." See discussion under objectiou
(5) 'elow.

(2) Provide that the mere filing of a tax return is maintaining a position by
the taxpayer, thereby l)robal)ly subjecting thousands of taxpayers to unfavorable
a(ljustnents under section 734 who had no idea from the wording of the law that
the were filing of a return subjected them to section 734 and even though tile
regulation was "not issued until weeks after the return was filed. See discussion
tnder objection (3) below.

I have not learned of any instructions issued )y the Bureau to field agents
indicating that section 73,1 is to be applied otherwise than in accordance with tie
literal terms of the law and regulations.

But even if the statute were amended so as to expressly give the Coi)Iissioner
a discretion both as to whether to apply section 73,1 in any case or to waive part
of the adjustment required, and even if we assume that the Commissioner, and
all his subordinates, would show great courage and a wonderful sense of fairness
in applying this section, the l)rineil)al difficulties would still remain. It would
be an entirely novel departure in taxation, and a most, dangerous experiment, to
pass laws unqualifiedly subjecting taxpayers to heavy taxes and then give the
Commissioner a discretion to waive the tax in the 1hol) that he and all his sub.
ordinates would develo) the unusupi qualities necessary to administer it fairly.
Many questions of statutory interpretation governing prior-year tax liabilities
are still entirely unsettled. It. cannot l)e supposed that in such cases the Coin-
missioner will fully abandon the possibility that a prior-year tax may be unpaid,
or that, the taxl)ayer will be happy to concede the Government's arguments and
pay an adjustment under section 734. For instance, I point out below that, while
regulations and administrative practice permitted corporations to dispose of assets-
tax-free in reorganizations before 1924, there was no provision of law to that, effect,
anl(d it is still entirely uncertain whether those transactions were in fact tax-free.
Call anyone expect that tile Commissioner, if vested mith a discretion, wou!d
exercise it so as to waive all adjustment under section 734 until this point of law
is finally settled by a Supreme Court decision? As shown under objection (8)
below, many of the facts relating to a deficiency in prior years' taxes cannot nowv
be either ascertained or l)roved, particularly those which relate to so-called
"predecessors": and it is iml)ossible that, any exercise of an expressly granted
discretion would generally reach fair results in such cases.

The existence of any such discretion in the Commissioner would in effect
negative any benefit of the taxpayer from applying to the Board or the courts.
If the Commissioner is given a (liscretion and olers a compromise, the taxpayer
imust accept it however unfair, or lose the benefit of the offered comlpromiso if
it, auipeals; for it, is well established that, the Board and the courts decide tax
liabilities according to the meaning of the law and without. any discretion what-
soever to relieve against hardships or results not contemplated by the framers of
the law.

And whatever the Bureau intends to (to in administering section 734, 1 (1o not
believe that the members of the field staff of the Bureau are competent )y training
or experience to exercise any discretion which might )y express amendment of the
statute be given them to enforce the statute only so far as necessary to l)revent
grossly inequitable changes in position to the manifestly unfair disadvantage of
the Government. My experience is that most of the Bureau's field representa-
tives are sincere, honest men who would like to be fair but who feel obliged by
the Bureau's rules of procedure to give no consideration at all to questions of
fairness or equity, but to follow tile letter of the law and regulations (even though
inconsistent with all decided cases) in order to assert the maxinuit tax possible,
and, where a question of doubt arises, to take tie position most favorable to the
Government in the particular case, even though that results in the Government
arguing at the saine time for both sides of a single question. I dotl)t whether
the average revenue agent or conferee will have any better view than I have
been able to form as to whether reorganizations of corporations before 1924 were
taxable to the original corporation, and many other unsettled questions of law
which will arise to a great extent in applying section 734. 1 shall expect the
average revenue agent to assert the niaximuin addition to tax under section 734
sustainable oi any theory that is not clearly discredited by decided cases, and I
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see years of litigation ahead because I do not think any of his superiors will take
the res onsibility for reducing his determination materially until the wiolo
matter has been thrashed out ill court.

Furthermore, I usually find that if I (do get a concession from tile Bureau on
one J)oiint iin a case, I an forced to pay a pretty heavy price for it ill conceding to
tie (iovernient other independent points.

I1. Objcctions to the present slatute.-() While the purpose of section 734 was
apparently to prevent a reduction of the current excess-profits tax through al

onra Orsciornable change of position, the reivedy provided by section 734 is not the
reduction of invested capital or income credit so far as jiccessary to avoid such
an unconIscionalle advantage, lmut is ill effect a penalty mesamied )y some prior
year tax which hears no relation in amount to the current year's excess-profits-
tax saving resulting from the so-called change of position, coniscionahle or uncon-
scionalle. For instance, I have clients who might be subject to a staggering
prior-year adjustineiit under section 734, even though they have no current
excess-profits tax to pay whichever of two positions they take (one consistent
with the prior year determinatioii, the other inconsistent). I am told of a case
involving a war-profits tax of 60 percent. This means, on each million dollars
of profit which was not taxed in 1917 Irlmer rulings then ill force )ut subsequently
urset, all adljustment under section 734 of $600,000 tax, plus $900,000 interest
(25 years at, 6 percewi), or a total adjustment under section 734 of $1,500,000.
'1The effect on invested capital cannot lie greater than the increased credit of
S percent, $80,000, and the current excess-profits tax saved cantiot be greater
than the nmaxinim 50 percent rate of $40,000. Ill other words, the penalty on
the taxpayer because the Government determined its 1917 taxes incorrectly
although in accordance with tile Bureaus' rulings then existing is, as to each
$1,000,000 of error ill taxable income, all adjustment of $1,500,000, in tax under
section 734 even though the maximum reduction of current excess-profits-tax is
$40,000.

(2) The taxpayer is given no right, to continue itq former position, pay the
increased current excess-profits tax and thereby avoid any adjustment under
section 734. As tie purpose of section 73. is to prevent the taxpayer from taking
inconsistent positions, he should be allowed to do just this. But, assuming, as tile
statute presupposes, that the former position is incorrect, the taxpayer in filing its
19.11 return cannot conitme that former position because it is required by law to
file and swear to a correct tax return, which necessarily forces it. to take all incon-
sistent )osition. Any return knowingly continuing the former error would be
false and fraudulent, to evade tax (i. e., the adjustment under see. 734). Example
(d) below gives all instance where the only 19410 excess-profits tax return which tie
taxpayer can correctly file is necessarily inconsistent with t he prior-year determina-
tion, and tile correct. excess-i)rofits-tax return has the effect of increasing the cur-
rent excess-profits tax over what it. would be if the taxpayer continued the former
erroneous posit ion, but t he taxpayer is nevertheless subjected to an adverse prior-
year adjuist ment uider sect ion 734.

(3) While the regulation (sec. 30.731-2) says that "(le making of the excess-
profits-tax return * * * is a determination by the taxpayer," from which lie
al)parently cannot later withdraw, the taxpayer has no right to put on his return
a statement either (a) denying any intention to take all inconsistent position, or
(b) agreeing to reduce its invested capital, or otherwise increase its excess-profits
tax, so far as necessary to avoid unconscionable benefit from any inconsistency
and to )revent any averse adjustment under section 734.

(4) By requiring a(Ijuistments for all prior year.; back to 1913,1 the taxl)ayer is
charged with back lax liabilities for years (a) when ito one then knew, or may
iiow know, what the correct rule of law was; (b) for which the cave was closed
after full consideration of tie express transaction ill accordance with the existing
regulations alid decisions; and (c) when the necessary facts to determine time tax
liability cannot now be ascertained by anyone. For instance, I have ill my
practice enicounitered many cases where going corporations before 1924 issued
their stock to ac(uiire other businesses. No provision of the law expressly per-
milled a corporation to dispose of its assets tax-free in a reorganization before
1921. The regulations provided that this could be done tax-free in certain loosely
defined cases, but only if tie sole consideration received was stock. Bureau prac-
tice regularly held reorganizations of that general type tax-free. There are no
authoritative court decisions on this subject, amid what few decisions exist, are in

I Except recent years not barred hy the statute of Iralttons.

01977-.11-11
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considerable confusion. My client should not now be required to litigate a ques-
tion of law as to whether the reorganization was tax-free to the absorbed corpora-
tion, and such questions of fact as the value, years ago, of my client's stock issued
on the reorganization and the tax cost to each of the absorbed corporations of the
assets transferred. As all additional complexity in such cases, the llendler case 2
indicates that the invariably necessary assumption of the absorbed corporation's
liabilities prevents the absorbed corporation from having disposed of its assets
solely for stock, which was one of the flat requirements of the regulations before
1924,3 and the amendatory legislation following the Ilendler case 4 does not apply
to taxable years before 1924.

(5) The term "predecessor" is not defined in the law. It is defined by the
regulations to include: "aiy taxpayer * * * whose income tax liability for
such prior taxable year would have been different if there had been no inconsist-
ency between the treatment accorded an item or transaction in the determinationn
of the excess profits tax liability of the taxpayer and the treatment accorded such
item or transaction in the determination of its (i. e. the predecessor's) own income
tax liability for such prior taxable year" (see. 30.734-1).

fhis regulation has the effect of saddling the taxpayer with tax liabilities of
other persons for which it, could never possible have been liable until section 734
was enacted. In that, respect section 734 goes far beyond any waiver of the
statute of limitations or any purpose to prevent the taxpayer from taking a
position inconsistent with one which it has previously taken. For example, under
the definition in the regulations:

(i) A mining corporation which has consistently and correctly treated all, or
part, of its distributions to its stockholders as taxable dividends, is liable for the
unpaid taxes back to 1913 of any of its stockholders who have reported less than
the proper amount as taxable dividends.

(ii) AESle that corporation A acquired the assets of corporation B before or
after 1924 for A's stock, that B then distributed A's stock to B's stockholders,
and that the transaction was incorrectly ruled a nontaxable reorganization.
Section 734 makes A liable not only for B's unpaid taxes but for all the unpaid
taxes of B's stockholders for which latter taxes it could not conceivably have
been liable before section 734 was enacted.

In fact, it has been suggested, apparently correctly, that every expense item
or capital disbursement ever previously made by a corporation may give rise to
an adjustment under section 734. For instance, assume payment of a cash
salary or a purchase of supplies for cash in 1920. If the employee or supplier
fraudulently or negligently failed to report the receipt of the cash, there seems
to be an inconsistency between his failure and the reflection of the item in the
corporation's statement of accumulated earnings and profits on the excess-l)rofits-
tax return, which under the regulations makes the corporation liable for the unpaid
1920 tax of the eml)loyee or supplier.

Note that the regulation entirely omits the following additional requirement
contained in the definition of "predecessor" given in the committee report on the
1941 bill as one "whose tax liability in a prior taxable year in respect of a partic-
ular item affects the liability of a taxpayer under chapter 2E with respect to
such item * * * "

Whatever the foregoing statement means, it clearly shows a congressional
intent that in none of the examples given above shall the corporation be liable
for the unpaid taxes of its own stockholders or those of corporation B's stock-
holders or of its employees or suppliers.

(6) The statute does not define what constitutes maintaining a position by
the taxpayer. The regulations, section 30.734-2, state: "the making of the
excess-profits-tax return required by section 729 or section 730 is a determination
by the taxpayer * *

Neither the statute nor the regulations indicateithat having once filed its tax
return, the taxpayer may later withdraw therefrom or take some other position.
Of course, the taxpayer may be relieved from his original position if the Commis-
sioner takes some other position on the item or a board or court fiuds otherwise.
But such a result is unlikely if the taxpayer has fulfilled his duty of filing a correct
return in the first place, anid the taxpayer is thereby l)robabl'bound to pay any
adjustment under section 734 because of some prior year error.

The statute is defective in not plainly defining what constitutes "maintaining
a position" by the taxpayer. The practical difficulties are accentuated by tile

303 U. S. 564 (1938).
Regulation 62, art. 15 6.

4 Sec. 213 or the iRevenuc Act of 1939.
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fact. that the taxpayer puts on its 1940 excess-profits tax return only a few figures
for the components of invested capital (such as the totals of accumulated earnings
and profits, anI( of property paid in for stock) and certain figures for its income for
the 4 hase-period years. There is no requirement that it explain the computation
of these items, an(l it, will not normally do so nor state specifically its position
with regard to any prior-year transaction. Accordingly, the regulations must,
mean that filling in a single figure, as the total of earnings and profits, constitutes
maintaining a position by the taxpayer as to every single item in its entire past
history which enters into the comptation of that figure, even though neither the
detail of that computation nor any statement concerning any transaction ie.
required to be set out. on the return.

Section 734 is usually thought of as relating to invested capital matters, but
items of income or expense for the 4 base-period years are within its scope. 'l'h
taxpayer has no alternative but to use the correct. figure, for such base-period years
on its excess-profits-tax return, and is thereby maintaining in connection with
its 1940 excess-proits-tax return a position on every item which enters int, its
1936 to 1939, and even 19,10, taxable net. income. Among such items will b(-
depreciation, so that it is maintaining a position as regards the cost to it. of all
depreciable property, which may well be inconsistent with some )rior year deter-
rination with regard thereto as applied to it. or a predecessor. lit it has no
choice but to insert as its base-period income the correct figures for its base-perio(I
years.

The theoretical concept may be that, before filing an excess-profits-tax return,.
the taxpayer should go back aiid analyze every transaction it ever had in order to"
determine its correct effect on accumnulated earnings and profits, etc., under the-
most recent retroactive decisions and statutory changes. But in practice that.
theoretical ideal is never reached-the taxpayer usually takes its book figures,
particularly where no excess-profits tax is involved anyway. I am firmly con-
vinced that if the foregoing regulation is correct the large majority of taxpavcr
who filed excess-profits-tax returns have subjected themselves to adjustments
under section 734, which bear no relation to the amount of any reduction of the
excess-profits tax, because the returns involve a change of position, conscious or
unconscious, and that most of those taxpayers have either never heard of sectioli
731, or have no idea that it applies to their acts. After all, the regulations greatly
extending the meaning of "predecessor" and "maintaining a position" were not;
issued until weeks after the 1940 excess-profits-tax returns were originally due.

(7) It permits reopening of cases already specifically decided by final decision
of the Board and couts in a proceeding between the taxpayer (or its so-called
"predecessor") and the Commissioner. In that respect it goes far beyond a
waiver of the statute of limitations. The congressional report on the 1941 bilf
expressly contemplates (end of first paragraph under see. 11) thet neither as
"~closing agreement, Board decision, or rule of res judica to, etc. * shall~
bar an adjustment under section 734.

(8) Of the utmost importance to the tax l)ractitionei is the practical impoasi-
bility of anyone determining, let alone proving, the facts relating to the prior
year transactions. Consider the many cases of reorganizations before 1924 whieli
have come u) in my practice. I have not, in most instances, been able even to,
find out whether the reorganization was finally determined, in settling prior taxes
of the predecessor, to be taxable or tax free. Whether as a matter of law it should
have been taxable or tax free is still entirely vague. And I cannot determine there
facts necessary to prove the value of the successor corporation's stock issued for
the assets on the reorganization, let alone the tax cost to the absorbed corporatimn
of the assets involved, or, as regards the stockholders of the absorbed corpora'-
tions, the tax cost to each of them of the stock which they previously held and
their surtax rates, etc. In no case have I been able to make even the roughest
estimate of what the adjustment under section 734 might, amount to. In most
cases the records of the predecessor corporations are destroyed and their officials
are dead. I do not know how to even start finding out who their stockholders.
were.

The Commissioner will be in little if any better position to determine these,
back facts. Presumably lie will be unable to determine them in large part, and
will accordingly "guess" at the amount of the tax liability to be determined against.
my client under section 734, which guess will presumably be large enough to con-
tain a margin necessary to fully protect the Government's interest. How cal I
hope to bear the burden of proof imposed upon the taxpayer by the Comnissioner,
the Board, and the courts of both affirmatively disapproving the Commissioner's.
determination and affirmatively proving the correct figure?



152 REVENUE ACT OF 1041

(9) Tile statute apparently conten)lates some adjustments in my client's
favor in computing the net a(justnent to be paid by it under section 734. For
instance, in the illustrations given above where my client is made liable for taxes
not paid by: (1) its former stockholders on dividend distributions, or (2) by
stockholders of the absorbed corporation upon a reorganization, the statute con-
templates that my client shall have a favorable adjustment measured I)y the tax
paid by such stockholder on later selling his stock which would not have been
payable if lie had treated tile prior year transaction correctly. But it is utterly
m)ossible to claim ally sich favorable adjustment because of lack of ability to
ascertain and prove whether or not tile stockholders sold their stock, the price
received, tile tax rate, etc. Tihe Bureau could not let my client see any of the
tax returns of the stockholders.

Any such favorable adjustment relating to a year for which correction is not
prevente(l will be iyde by refund to the stockholder or other "predecessor". 6

If my client is charged with the original adverse adjustment nider section 734,
it, should be entitle(i to the benefit of all subsequent reductions of tax liability
consequent thereon, but the statute prevents any such favoral.le adjustment
being made to it under section 734 In respect of a year for which correction is not
prevented, and it is given no right, to recover any refund made to the stockholder
er other so-called "predecessor."

(10) The statute contemplates that in some cases the net adjustment under
section 734 may be favorable to the taxpayer. But that benefit is largely illusory.

The adjustment is to Ibe male only if the Commissioner "maintains'' a certain
position. This necessarily means a position different. from that taken by the tax-
payer. Assuming that tlie honest, reasonably intelligent to xpayer, in whom alone
I am interested, has probably made out correct excess-profits tax returns (at least
unless the question involved is one of law which is still tllsettlCd), the Cominis-
sioner will then have no occasion to maintain any position different from the tax-
Ipayer and there will Ibe no favorable adjustment under section 734, however
much the taxes were improperly overpaid ill a prior year, because the Commis-
sioner has not met the statutory requirement of maintaining a position . Further-
more, it i.s difficult to imagine that the Commissioner will ever maintain a imsition
wilich will lave the effect of reducing the total taxes to be paid by the taxpayer.

Also, t1w favorable adjustment to the taxpayer can only operate as "a net
,decrease" to "be subtracted from, the tax otherwise comptedi under this stilb-
.chal)ter * * *" (Section 734 (e) (1)), so that the favorable adjustineit cannot
exceed the excess-profits tax otherwise due. Oil the other hand, the adverse
adjustment against the taxpayer is unlimited under section 734, and my bI) a
very large amount even though no excess-profits tax at all would have been (1i1e
ha( the taxpayer been legally able to file an excess-profits tax return note ntaining
the inconsistent position.

(11) The statute should plainly adopt the statement of the regulati )11s that, if
the taxpayer fully pays tile prior year tax as an addition under section 734 to its
1910 excess-profits tax, it does not have to pay the same prior-year tax over again,
if succeeding excess-profits tax returns taking the same incorlsipte'it, position are
filed. The statute requires all annual adjustment under section 734, measured
eeh year by the full amount of the pirior-year tax anl(i interest. While the regula-
tion provides that the adjustment sliall be made only once, there is doubt about
the Commissioller's power to waive totally a tax provided by act of Congress,
(i. e., the adjustment mnder section 731).

III. Afeu' illu.strations of situations to which section 78.1 may rel dte.-Application
of section 734 may result from an infinite number of types of prior year transac-
tions. ''lie excess-profits tax returns require that one figure be filled in for
"Property paid in for stock, or as paid-in surplus, or as a contribution to capital,"

and one for "Accumulated earnings an~d profits" (schedule I, lines 2 arid 4).
Practically ever past transaction will be reflected ill these items or in other in-
formation" called for by schedule 13, or in the base period pvars' data required in
schedule A, so that in filing the return the taxpayer is, under the regulation, main-
taining a po ;ition oi1 each past item which enters into any of these figures. If any
of those past transactions were incorrectly taxed to either the taxpayer or its so-
ealled predecessors, section 734 becomes applicable.

A principal source of trouble will certainly be the question of whether prior-
year reorganizations of corporations were tax-free or taxable under rules which
vary with statutory changes (some retroactive) and with decisions which always

6 Note the use of the phrase "such year" In tho third sentence of section 734 (d)
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have retroactive effect. There is still grave doubt whether, prior to 1924, a cor-
poratioll could dispose of its property tax-free in any type of reorganization, and
the rules governing tax-free exchanges then by stockholders are still entirely in-
settled in many of their most important respects. The statutory provisions intro-
duced in 1924 were greatly varied or limited by subsequent Supreme Court liter-
pretations, such as the Gregory case, which did not colie down until 1935, and the
Pinellas case, about the extrastatutory requireinenit of a continuity of interest,
which did not collie down until 1933. My address to the Senate lFinance Con-
mittee referred to the fact that five different circuit courts of appeal by recent,
cases hold at the present time three different views of the basis to a corporation
which results from a bondholders' reorganizatiou.

The following other illustrations are given above:
(a) The case where an officer, employee, or supplier has Incorrectly failed to

report as income wages, salaries, or price of supplies paid him.
(b) The case where stockholders of taxpayer have failed to report the proper

amount of distributions as taxable dividends.
(c) The case where corporation A acquired corporation B's business for stock

of A which B lropltly distributed in liquidntion to B's stockholders. Corpora-
tion A may be liable for adjustment under section 734 if B's stockholders in-
correctly paid too little tax on the transaction through treating it as4 either tax ble
or nontaxable.

Additional instances which will probably frequently arise in practice are:
(d) Whether a transaction under which property wa.s acquired for stock con-

stituted a tax-free exchange under section 112 (b) (5) or corresp,,nding provisions
of a prior law (transfer to a controlled corporation). This section was first
interpreted to apply only where the property was other than cash (GCM 2862;
VII-I C1 161 (1928)).

This former Bureau rule was overturned by the courts, (Ilalliburion el al v.
Commissioner 78, F. 2d, 205-CCA9-1935). As a result, the taxpayer which fol-
lowed the Bureau', prior-year determination and claimed a new, higher, basis of
property so acquired will be taking an inconsistent. position if it files its excess-
profits tax return on the correct, basis using its predecessor's cost. It. would
therehy heenme liable for a section 734 adjustment measured by excessive de-
preciation claimed and allowed in prior years through using the higher basis,
even though the effect of using the low basis on its excess-prolits tax return is to
increase, rather than reduce, its current excess-profits tax. The only escape from
this result, would be to file knowingly false excess-profits tax returns continuing
the erroneous position adopted by the Bureau in closing the prior years' taxes.

(e) Whether the acquisition of property by a parent Corporation on a liquida-
tion of a subsidiary during a consolidated return period before 1929, was a tax-
free exchange. Manv such cases were treated as tax-free by the parent company
under Sol. 0p. 131 (1-1 Cl 18-1922); GCM 1501-VI-I CI3 260-1927 and these
rulings were not authoritatively revoked by the Bureau until GCM 1167G-XII-1
C11 75 in 1933.

(f) The illustration in my address to the Senate Finance Committee, relating
to the situation where a corporation at any tine issues stock for property in a
transaction correctly treated as taxable by everyone involved, stressed that the
corporationi is taking an inconsistent posit ion and subjecting itself to penalties
under section 73. if it values the stock which it issued (for purposes of determin-
ig the cost at, which to enter tlie property acquired, and hence invested capital
under see. 718 (a)) at a higher figure than the Bureau used in deteruitillitig the
seller's taxes. This holds true even though the corporation's determination of
value is correct, or as correct as any determination of value cail be.

(g) Inconisistenit positions milay be forced upon the taxpayer by retroactive
changes in the law. I refer to the retroactive amendments under section 115
about computing earnitigs or profits which are applicable under all prior revenue
acts as of the (late of their enactment. 6 Similarly, with regard to legislation to
correct the lHendler case situation which was retroactive to 1924.7 Under these,
the taxlpayer may be able to file a correct 1940 excess-profits tax return only if It
adopts a position inconsistent with one it took under the prior law but whicl was
correct umder the prior law, and may, nevertheless, be subject to a prior year tax
adjustment under section 734 because the prior-year law has beein amended retro-
actively so as to increase taxable income beyond what it would have been under
the law originally applicable to such prior year. Nothing iin section 734 says that

$Section 01 of the Speond Revenue Act of 9940.
I Section 213 of the Revenue Act of 1939.
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the correction is to be determined by the law originally applicable to tile prior
year, rather than by such law as amended after tile )rior year tax ability was
finally (leterinined.

(h) Prior year matters concerning the amount of depreciation allowances, and
questions of "allowable" against "allowed" depreciation, may be reopened under
section 734. If the taxpayer, in correctly computing its base period normal tax
iiet income in scliedule A of its 1940 return, uses figures arrived at by claiming
,depreciation on certain property oin the basis of a 50-year life, whereas it formerly
claimed and was allowed depreciation on a 33,s-year life, it, is maintaining an
inconsistent position and may be charged with the tax avoided by using tho
higher depreciation in the earlier years. This is trite even though it is willing to
concede that the full amount of irior year depreciation is an adjtiisent to its
cost basis so that there will be no duplication of depreciation deduction in the
future.

IV. Some general suggestions about rcmedies.-I disapplirove of the whole philos-
ophy of section 734 and believe that it. should Ie stricken otit in tolo. I feel that
the general principles which make the statiites of liiitaion desirable in other
fields of law are particularly al)licable in tax iiatters, where returns are proti ly
audited, where large amounts are involved, and where (lles ionls of fact, and law
tistially are so uncertain and dilliciilt to prove that it. iimposes a serious burden on
ull parties to reopen que.t ions years afterward. The burden is particularly
serious oii tile taxpayer, who almost invariably hat to bear the Iirden of proof.

But, if there unst be something of this kind in the law, lie correction should
logically and sensibly be a prevention of any inequit able excess-l)rotis tax a(l-
vaiti age which the taxpayer might obtain t hroumah a chaiige of posit ion, rather than
: A penalty ineastired in some other entirely different, way. Ini other words, the
taxpayer's current year excess-profits tax credit, based either on invested capital
4)r on base period income, ntay be reduced so far as necessary to prevent its
receiving tile benefits of an unconscionable change of position, unless and until
#-it her:

(1) It aftirtmatively chooses to pay the deficiency in lirior-yetar taxes it order
to avoid such a reduction of its current excess-1irofits tax credit (in suich case it,
should not ibe penalized by having interest added to the prior-year ax); or,

(2) The aggregate ainouit of additional excess-profits tax paid by it, over a
period of years as a result of such redietion in its exeiilition equals the ani6int
f the prior year deficiency.

After that there should be no reductioii of its excess-profits tax credit because
of the inconsistency.

Such a remedy would effectively prevent any unconscionaile advantage
,which I believe section 73.4 was designedd to prevent. It does not impose the
hardship of a large penalty adjustment under section 73-1 ou a taxpayer which
hias iierely followed the statutory re(uireminit of filing a correct exccss-profits
tax return aud which would not have paid any excess-profits tax whichever of
the several possible positions it. had adopted oii its returi with regard to a given
item.

There should be a provision that the taxpayer is not required to elect. whether
to pay the back tax or to stiffer a reduction of its credit until the auotint of the
back tax has been finally deternmined by agreement with the (overnment or by
.board or court decision.

'lie party, Commissioner o taxl)ayer, which is seeking an adjtustnient favorable
to it under this section shotild be required to bear the burden of proof, for in iany
cases this will prove in pract ice an impossil)le burden to bear.

No adjustment because of deficiency in taxes for any year should be considered
except for years commencing after Dccmber 31, 1935. l'his is due to the dithicil-
ties of proving facts ftirt-her back than that (late, ail to the many changes ill tho
rles of law inade since that (late by court decisions which interpret the reorgani-
2ation sections retroactively to 1924, and other sections of the law evei ftirtwlier
back. I select this (late because it iarks the beginning of tax years following
the rendering of tevoltionary decisions interpreting t he reorganizat ion and liqui-
dation sections in ways not previously contemplated. I have in tind, particularly
(1) the Gregory case in 1935, itiposing an entirely extrastatutory limitation on re-
organizations that they be for a business purpose, a largely undefined term; (2) the
Pinellas case (1933) and I the Minnesota Tea case (1935) inuposing the extrestatutory
limitation on a tax-free reorganization that there be a "continuity of interest";
xnd (3) the Riggs National Bank case in 1932 and the Aluminuim Goods Co. case in
1P33, holding that liquidations of consolidated stibsidiaries before 1929 were tax-
able transactions.
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The statute shtiuld definm what coiat tituste "maintaining a position," and a tax-
payer should be expressly allowed to withdraw without penalty from any position
which it has take until final determination of the ttx.
The terin "predecessor" should be expre,'.sy defined in the statute and shold be

limited to the present taxpayer, or to taxpayers whose aetions the present tax-
payer controlled inl i the earlier taxable year through ownership) of a majority of
their voting stek. A taxpayer is not noraially liable for any otlr party's prior-
year deficiencies. It ,liouhl certainly not be liable for taxes oil its stockholders
or for taxes of 51 ocill olders of companies absorbed by it a- it is made liable under
sctiolt 7:3.1, its showii ill exampe- given above. It k not e(luitabli to iliake tlhe
taxpayer liable bv adjustment onder se(lion 73-1 for deficiencies of every huIsinvs,4
to which it .,tlceef lef aid for whose tintpaid income taxes , it was originally iiaible
as tratisferee o)r heetiuse of the ol)eramiou tf sote sdtlv-in-ulk law. The retolt
why thi. would be iie(quitabe is found ill tile Irct'fdre usually adopted lien
corloration A absorbs forja ratiol It's hlsille.s. I \iially an estilntat e ik made of
B'', prohale lax liabilities ad the con.-idera tion to he paid v A for It's lisiiiess
inl -tock or ittherwis. ik fixed iin rchit uti to hlh .-e lax liabilities, "tll A is sectlrt ill
.Smit ithir agaiulist I laithigill any larger tax tlitit. '. mTik tay lie dtne
by fheferritig iti l ti yniii of th-epi rc lnv riev 1netil It's tax liahilitii- are Oiltnd
lp, or I iy to ki ig a gmarlint *V (s eitrId or Itm: iire-i of some of It's otctht~r. or stock-
htilhihft . A " hi.%- s ih rigl.; which A trvvimii.y ilailitd to protect it elf \%otild Ibe
va~tvle'- to it if the Ioirlen (if B's former Itaxes is flow imitpot-d on it thriigh li
s:et in 731 ,tdjist i i, sintT, il the ca- tf a ! realist itfl to taking pla'e eve Oily
a few years ago. ilhe parti es wioulf have Ihilieved that he prior Yvar taxe; were ail

ouiitd 1l) \ hinti the .-t!' ltv ; if limii:tions exlpiredl,andt !he l)turchnii prive wotiltl
hia'e heei finally tpaid andt lit seeirit -y relvaeaud or guaranty caiiel l. Furter-
iore, nilly ulii i greiiett il or gialal'liitis' oilh Iti'd l!u ret:l d strictly to itieoll

taxis pmid ill l'.pct if years h ieforv, lie reiorgaii za (it In, ta fit adjul st m ii tllltter
seet it n 731 woulf w'it cm th it iliv Iteir !:ep)pe beeauise the additional ailloillnt to

e paid kinder seclion 731 i nolt paid w; a pirior-year tax. a1 uch. hit a-til a ddi-
lim it t' illilit f'\e(' -Ivrtiiit tax. m ee S e . 731 (c).)

'Ilte (11t IR MN, . ('1a1h,1.0 E. .IiCilw i.it

STATEMENT OF CHARLES E. MICKELWAIT, NEW YORK, N. Y.

"Thie Ci .AiMN. rI. M1ickehviiit, are \.oi aiddressing yotirself to
anil" particular portion of this, bill?

Ir. Mylci':i.\ r. N l v views 11re 10ny own. I have Ito interest
other thanl tle 10,000,000 other bettors, who 1 ho)e will tix'ee with
what I am about to tell your (oiliittee.

svilt tor \A 1.\LS.\, Ate vtit going to sl)elk generally, on the b .ill?
NIr.I 1 lii goitig to spetk geitrallv'on the 10-)percentL

tix oil t,]-aiuii e betting. I hope that lhe other 10,00)0,000
1igr'( wil) me. I know tilt the ( overttetil t needs, tile mon ev I
think it is justifiable. I think I tn ('amoil)etent to speak on tlie subIet.
I at a ret ied i'aeing olhial; I have hd 11 much experie'e n 11
,onusidhered an o;uthol-itY.
The ("M..X'N. There is nothing ill thit bill on that als it now

Stands. )o I tindersat iii t hat 0you wish to recommend the inclusion
of such a tax?

NiIr. NfI'KELWAIT. Yes.
The ('u AltM ,1. It is not in tile hill. Ilowever, we are not Ilr!iid

by what is in there. Ve call consider it. (o on.
MrI1'. NII('KI':I,\VA IT. I read over a stat en'nt N I)V r. ('ar', who )I'e-

sented t-hi( si(de of theI racing assoeiaitions, and I livee lhail my itlas
reflect, the views, or I hol they do, of the other bettors.

Siitor (t:ol(;E. )'ou fully proceed.
,Nir. NItcKI',iW.IT. The point I would like to intike is that an added

tax of 10 l)ermit woill not disrupt it. greatly, and tile suggestion I
have to offer is that, itl order to accomplish this, the p)rogrtlns should
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be reduced to six iaces daily, vhich would have the effect of sending
people homi(e earlier and make it, generally more satisfactory. The.
majority of bettors are $2 lettors; none of them win. They may he
temporary wililers but, in the e1d(1 tley are all losers. It is a very
desiral)le means of securing money for the Governent. Those are
my views.

The CHAIRMAN. If you have any particular brief or memorandum
you wish to file, you may give it to the reporter.

Mr. MICKELWAIr. I wouhl be glad to give any further information
that would be helpful to the committee.

Senator WALSH. How much lnoney (10 you estimate this plan would
bring in?

Mr. MICKELWAIT. I should say there will be about $500,000,000
bet this year and you could realize $50,000,000 on a 10-percent. tax.

Senator WASm That is all.
The CHAIRIMAN. That is all. I believe that completes the list of

witnesses for the afternoon, unless there is someone here who desires
to make a statement so as to avoid returning in the morning.

Is there anyone here who would care to be heard this afternoon?
(No response.)
The CHAIRMAN. We will recess until 10 o'clock in the morning.
(Thereupon, at 4:15 p. m., a recess was taken until 10 a. in., Tuesday,

August 12, 1941.)
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AUG11ST 12, 1941

UNITED STATES SENATE,
C OWrET'In]E ON FINANCE,

Ia hwhigton, D. 0.
The committee met at 10 a. 111., l'suant to adjournment in room

312, Senate Office Building, Senator Walter F. George (chairman)
presiding.

The CIIAInMAN. The committee will come to order. Congressman
Harter, please.

STATEMENT OF HON. DOW W. HARTER, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF OHIO

Mr. HArERAl'. Mr. Chairman, 1111an gentlemen of the committee, my
name is Dow W. Charter. I represent the Fourteenth District of
Ohio, which includes Akron, the largest manufacturing center for
tires and tubes in this country. Because of the special interest
which my district, has in this question, I am making this presentation
oil behalf of the industry. ir. C. W. Hlalligan, of the Rubber
Manufacturers Associatioll, will assist in answering any questions
which you may wish to ask when I have finished my statement.

The'rubber industry recognizes that that total tax load of this
country must be increased heavily. The rubber industry is prepared
to ay cheerfully whatever )art of this increased tax burden can
be fairly assigned to it.

We know that any industry which raises the question regarding
the proposed tax program may expose itself to the charge tlat it
welcomes taxes for everybody'else except itself, but rate of excise
taxes on tires and tubes is already so far out of line, on the high side,
when comnl)ared with the tax ol similar products that we are not
in the least ashamed to call your attention as forcibly as possible
to this inequity.

Tires and tubes.-The excise tax on tires and tubes is o1 a weight
basis; 21/2 cents a )ound oil tires and 5 cents a pound oil tubes. This
amounts to 8.9 l)ercent ad valorem. lres and tubes obviously are
automobile parts anld accessories. The tax on all other automobile
parts and accessories is only 21/2 cents. In the revenue acts prior to
1932, the rate of excise tax on tires and tubes had always been exactly
the same as the tax on other parts and accessories, as it logically
should be.

In the 1932 act, when these taxes were revived after a lapse, the
House l)ropose( the same basis for tires and tubes as for other parts
and accessories. The Senate proposed to substitute an import tax
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on crude rubber for the excise tax on tires and tubes. This plan
was abandoned and the excise tax based on weight was hastily
adopted apparently without the realization that the rates would
work out to be almost four times as heavy percentage-wise as they
should be. Not only is the tax on tires and tubes much heavier
than on other automobile parts and accessories and similar products
where the rate is only 21/2 and 3 percent, it is even higher than it
is on many luxuries. Tires are not a luxury, but a necessity used
by all classes of people including most laborers and farmers, and
they should not be taxed at luxury rates.

Section 535 of H. R. 5417 the revenue bill of 1941 passed by the
House of Representatives doubles the excise taxes on many items
including tires and tubes. We recognize that it is a natural instinct
at a time like this when more money must be raised by taxation to
make a flat increase of a given rate in all taxes of a certain type,
but if the tax on tires and tubes is doubled, it will be 18 percent,
whereas the tax on other automobile parts and accessories will be
only 5 percent. The 8.9 percent tax which already exists on tires
and tubes is almost twice as heavy as the new tax will be on other
automobile parts and accessories it it is double

We submit that no item of necessity such as tires and tubes should
bear an excise tax as high as 18 percent. Apparently we shy away
from even a small general manufacturers' sales tax and yet it is pro-
posed to lay a tax of 18 percent on an item of strict necessity. which
many millions of people use to earn their living.

in this connection, it is worth pointing out that perhaps the most
significant development that has taken place in the tire industry in
many years is the recent rapid growth in the use of rubber tires on
tractors and other farm implements. We do not believe that the
tires which a farmer uses on machines and vehicles to plow his
ground and to harvest his crop or haul it to market or which the
laborer uses to go to his work should be subject to any higher tax
than that which is levied on similar products. The rate on similar
products is 21/2 percent with a 5 percent proposed in the new bill.
We submit that in logic and in fairness the rate on tires and tubes
should not be 18 percent or should not be increased at all because it
is already almost double the new rate on similar products.

Our case boils down to this. We started off on the wrong basis
when these excise taxes were revived in 1932; our rate being almost
four tivdes as high ad valorem as on like products. Every time that
excise texes are increased by a flat rate, inequality is broadened.
As a matter of fact, the ad valorem equivalent on the weight tax on
tires and tubes has been increased automatically over recent years
because the weight and quality of the product have been increased
much more rapidly than its price.

Put tires and tubes on the right basis, make the rate of their tax
the same or approximately the same as the rate on similar products,
then increase the tax by whatever flat rate is necessary, no matter
how much, and the tire and tube manufacturers will pay this tax
like good soldiers and without any argument.

The present method of assessing the tax'on a pound basis has
proved to be convenient from an administrative standpoint, both to
the industry and to the Treasury Department and we recommend
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that this method be kept, but that you do not raise the present pound
rate and increase the tax disparity between tires and tubes and other
comparable goods.

This tax has a bearing on one of our most acute agricultural prob-
lems, cotton. The tire industry of this country is the largest single
user of American cotton in the world. The present price of cotton
is about 17 cents a pound. The excise tax on tires 2Y2 cents a pound
on total weight means that there is a tax of nearly 15 percent oin
all cotton used in tires. If the excise tax should be doubled, it would
mean a tax of nearly 30 percent on all cotton consumed by the larg-
est single user. There is no denying the fact that a tax this high
places'a penalty upon the cotton grower.

It has been suggested by some people that since crude rubber is a
strategic material for which we are,,eutirely dependent on imports
an especially high tax on tirs- and tubes" is"WaJviable in order to
conserve crude rubber. It has even been proposed "that a tax of 20
percent be placed on all' automobiles, parts, and accessories to throttle
civilian use of the materials needed for defense.

It is perfectly t rte that crude rubber i a strategic material 6f which
the Government jS trying to build a stok pile as rapidly as possible
and that steps love been taken by 0. P. M. to conserve the use of rub-
ber. We all kl1ow that defense needs come first in al products' nd
that the use of essential material for automobiles automobile paits,
and accessorio, or for anything elW, mlst becontrolled to whatever
degree is required by the defeifs6 program. Butewe miost remember
that automoles, tires ,i d tubes arid other aut6mbile parts are itexs1
of necessity. In effect they aretWol neded bt the vast majorityf
our people in"'naking their liviIg. TheI'are-not luxury items. Tlo
automotive iUtdustry s ne of theprime' factors responsible for Pies
tremendous e onomic strength of this country iand any unnecessary
brake placed on that industry would'cause a profound adverse effect
on our whole economy, would weakew:instead 0o strengthen outf de-
fense effort.

Surely at a timeNhen the cry is to preserve the democratio *'ay of
living, we are not proposing to copuserve a product with which the
mass of our people inhke their living, by jacking u the price. If we
act on this principle, the pepl6 with plenty of moiiey.who want auto-
mobiles and tires for nonesseAtial reasons cou14pesily afford them,
while the people who need them"' t6-earnthOW living might not be
able to buy them. Now that the time has come to conserve rubbea-
and other materials used in the automotive industry, should we not
do it according to the use to which the products are to be put and not
according to the ability to pay.

The argument that a heavy tax on tires and tubes and other automo-
tive products would raise prices bears very close attention. One of
the most important and most difficult problems the country has to
cope with is to prevent an inflationary spiral of prices. The prices of
all commodities, especially of necessities, are being watched with
utmost care. Is it not obvious then that we should avoid any tax
which automatically increased by 9 percent the manufacturers cost;
of tires in a product that is indispensihble to American business and
the American public. Tires may not be in the forefront of our gen-
eral price structure as prominently as some othei' items, such as steel
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l)ut they enter more vitally aind more directly in the budget of tIle
average person than steel 'and many other products and an unduly
high tax on an item of necessity imkes it more difficult to control
inflation.

We submit the equities of the ease dictate that tle tax on tires
and tubes be tie equal and no more than the tax imposed on other
automobile I)arts and accessories.

Other, utbber prodtirts.-And this is a new imposition fixed by the
bill l)asse(l by the House of Representativ~es-

Senator V\ANDENI1IRO (interposing). Before you reach that, Con-
gressmnln, tell mie how niucl is involved in this prol)oled inerase(l
tax. How much in total is involved?

Al'. HITATEI. It, WOUld be (1011l)le the l)resent tax, which yields in
the neighborhood of $40,000.000 r nmally.

Mr. IIAI,.T.,N. About that., I would say, at present, but. it. would
reach $60,000,000 or more. according to the volume involved.

Mr. H.\n'rFn. That is the excise tax on tires a.id tubes, and what
I am going to speak of now is the tax that is imposed under the
House bill )on rubber articles or rubber p roducts.

Senator V\NDNnEc,. The House bill increased tires and tubes
$-I0.(000.000?

Mr. HARTER. Yes; it doubles the present excise tax rate on tires
and tubes, and imposes an additional tax which is a new excise tax
upon other rubber products.

UIIder section 3406 of the revenue bill of 1941 passed by the House
of Representatives, a new excise tax is imposed on rubber articles
described as follows:

Articles of which ribier is the component material of chief weight, 10 per
ceinn. The tax Imposed uider the paragraph shall not )e applicable to
foot weair, articles designed especially for hospital or surgical use, or articles
taxable unoer any other provision of ths chapter.

We oppose this proposed tax on certain rubber products. It is
totally unfair to single out one industry and saddle it. with such( a
high percentagee. of the excise tax burden. The tax on tires and
t1l)e increased as proposed in the House bill already represents
ad valoremle tax of almost 18 percent Onl these articles, which con-
stituted the pinopal Nol he propsdct. in therben iacte inh
inhtastry. 'the imposition of a fulsteer tax o nl other rtibber
prohucis will result l) series aggravation of tle excise tax
burden on tie industryu which is already out of proportion with
colnparalle induistriesbotl cl er the aw as it is presently Conl-
stittee and also under the payroose 100-percent increase.' The
total amonlnt of tax which the bill seeks to impose on tilhe rbber
iomdiistri through this 10-percent tax oil rbber prodets is estimated

a.$21,000,000 annually.
This 5111is relatively small in relation to tile total revenue to be

ob~tainedl andl it is (loulbtful whether even half of this amnolnt wold be
actually realized because articles soIld to tile Government would 1)e tax
free and it would be found that miany rubber articles would 1)e exempt
by reason of being taxed under other sections of the bill. The burden
of administering this newv excise tax will be both very heavy for the
taxpayer as well as for the Government. It is therefore respectfully
urged that this section be entirely eliminated from the bill as being
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impractical of application and difficult and costly to administer.
There is aiotler serious objection to this proposed tax which will
make its administration lostt difficult. The wording of the House
bill is very ambiguous, restricting the tax to "articles of which rubber
is the comiponelit of chief weight." It is not evident in the bill as to
whether tie House intended the word "rubber" to apply to crude rub-
ber solely or to include synthetic rubbers and recailin from its scope.

There are over 30,000 articles covered by the rubber industry many
of which should be taxable under the terms of the proposed bill andl
many others would not be taxable. On some articles one manufac-
turier would pay a tax and another manltactu'er could sell the same
product tax-free Iecause of differences in manufacturing processes.

The rubber manufacturing industry as a whole is a l)rogi'essive one
and maintains large research stars who are constantly experimenting
to iml)rove the quality of their product. As a result, the specifica-
tions for most of the products are constantly changing so that on
one (lay a product may be taxable or subject, to tax and the next (lay
the same )roduct would cease to be subject to tax.

In niany cases, it will be impossible to determine whether some
articles are taxable until they are ultimately consumed. An example
of this is the material used for retreading tires. Under the regula-
tions of the Revenue Bureau, if a tire is retreaded from bead to bead,
completely obliterating the original markings and identity of the
original tire, the retreaded tire is then subject to the full excise tax
and the camelback or retreading material would not be taxable as a
"rul))ber product." On tie. other hand, if tie original mark ings on a
tire are not obliterated in the retreading operation, the tire would not
be subject to the excise tax on the tires, but the retreading material
or (a inelback wouhl be subject to the I'lul ber-prod Icts tax.

Simil'arTy, solid rubber tiring sold in lengths by rubber manufac-
turers to juvenile-vehicle manufacturers to be made into tires is
subject to the excise tax on tires at the time the tiring is cut to the
exact length necessary to form a tire at the vehicle. manufacturer's
plant. If it is not cut to length or not used on a juvenile vehicle,
it, would lie subject to the ri er'-pro(dlcts tax. Neither event1tuality
would be known to tie rulbher manufacturer at the time the goo(s
are Sold or slipl)ed.

(ompeting articles manlfactured by other industries are not simi-
larly taxed which will result in ilacing rubber malllfacturers at a
serious (lisadvantage. [le imposition of this tax will therefore re-
sult in causing the rubber industry customers to turn to substitutes,
thus directly plyenalizinlg the in(lustry. but in effect subsidizing its
Coi l)et itors. 

"

For example, leather and fabric l)ower-trailsinission belting, unler
the l)rol)osed revenue bill, may be sold tax free, while rubber belting,
includig agricultural belting, will be sul)ject to tax when the rub-
ber content exceeds the other ingredients by weight. Oilskin rain-
coats and clothing, oilcloti, lund liinoleuln will he sold free of tax,
while their competitive products made of rubber, such as rubber
raincoats aild clothilig 111d rubber flooring, will lie subject. to'tax.

It would be impossible to eiumnerate iimy of these thoulsaids of
alticles mnilluficlt ured largely of rulllber ini(d which would he taxable
tnlder the provision included in the House bill. For instaiiee, there



162 REVENUE ACT OF 1941

is all extensive manufareie of rubber toys of all kinds and descrip-
lions, including toy balloons. )ue to lack of iml)ortations from
J1apan, Germany, and England in recent years, the rubber-toy in-
(hlstry has taken on greater volume and importance in the United
States. It would bei a gross injustice to tax thl products of this
rubber-toy industry, which is in competition with toys made of
metal, plastic, glass, wood, and other materials. 'Ihe salme arru-

inent, of course, holds good with reference to a myria(l of rubber
products, which are in daily competition with commercial counter-
1)arts usable for like purlposes, upon which this bill imposes no tax
-whatsoever.

According to the wording of the House bill, the tax iml)osed does
not apply to footwear. We assume this exception was taken as
rubber footwear is an article of clothing. If footwear be accel)ted
on these grounds, rubber clothing of all types should also be ex-
Cel)ted as articles of necessity in the family budget of tlhe American
Public generally.

Again the teri "footwear" is not coml)lete mnlhss it includes the
-hoe bottom. Therefore it is submitted that rubber heels and soles,
.s01i1I. slqbs, and top lift strips should be specifically exempted from

lpplhcation )f excise tax, both when used in the maiilifacltiring of
i1ew shoes and the repair of worn shoes. It is a fact that rubber
heel and sole products are used in the production of types of shoes
which are used extensively by farmers, workmen, and I)eople in the
.low-income brackets.

Undoubtedly it will be necessary to specify the "articles designed
,especially for hospital or surgical use" which are to be exempted
•from the new excise tax. As an aid to your committee in doing so,
mid to enable it most clearly to visualize the probable scope of this
intended exemption, we should like to submit a list of such articles
which, in the opinion of the industry, is quite complete.

I might say that that list has been made up and will be handed
to the reporter for the purpose of the record.

(The list referred to is as follows:)

UEXIIJBIT A.-List of article cxcmpt because cspccialijy drsigncd for hospital or
surgical use

Accessories.
Atomizer bulbs.
Attachment sets.
lBabies' water bottles.
.Bath sponges.
iBath sprays.
Bottles, water.
Breast forms, sponge

rubber.
*Breast )umips.
Bulb syringes.

{7al)S, nursing-bottle.
k:athleters.
,Colon tubes.
4 (olostoiny outfits.
4'ominbimaions, syringe.
Comfort cushions.
'Compacto.
4Cots, light-weight.
Crutch tips.
4'mshions, Invalid.

Cushions, operating.
Douches, vaginal.
Droppers, medicine.
Ear syringes.
Electrosheet.
Face bottles.
Finger cots.
Fittings.
Flat goods.
Gloves, obstetrical.
Gloves, surgeons'.
Hard rui)ber pipes.
Htard rubber syringes.
Hosl)iltal standard line.
Hot-water bottles.
Ice caps.
Infant syringes.
Invalid cushions.
Laboratory stopples.
Medicine droppers.

Nipples, nursing-bottle.
Obstetrical gloves.
Orthopedic devices.
Packette.
PIenrose tubing.
Pessaries.
Pile pipes.
Pipes, hard rubber.
Rectal syringes.
Rectal tubes.
Serum stopples.
Sheeting, hospital.
Stomach tubes.
Stopples, laboratory and

serumi.
Surgeons' gloves.
SyrInges, bulb:

Combination.
liar.
Fountain.
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$ yringes, bulb-Cmi(lued 'rilsue cots. Tubes, ceon:
Iard rubber. Throatt Ibgs. RectII.
Infalnt. Tubing, surgical. 81oiuuch.
Vaginal. Tubing, l)('iose. Urinals:

It is ui(loubtedl.y evident to You that the "other rubber l)ro(lucts"
embraced by section 3406 of the House bill includes many arti,-les
which are definitely of a defense and semidefense nature such as con-
veyor aid power transmission belting, air, water, steam, welding, oil,
gasoline, and other types of hose in l)articular fire hose for general
fire-protection service. These so-called mechanical or industrial rub-
ber goods and hard rubber goods are essential to the operation of key
industries that are definitely of a defense character-food and kin-
dired l)roducts; textile mill ald other fiber manufactures; al)arel and
other finished products made from fabrics; lumber and timber; chemi-
cals, petroleum; coal; steel; electrical machinery; all forms of trans-
portation ; all types of mining operations; and others too numerous
to meant ion. Tle question naturally arises whether it is the wish of
Congress to imps) an additional 10 percent burden on all of these
essential defense industries.

W1e must emphasize the point that the rubber manufacturing in-
dustry appears to have been singled out for taxation in this proposed
bill. There does not appear to be another essential in(lustry, other
than automobiles, that would be subject to the contemplated taxation
and entirely aside from our statement with respect to the proposed
rates on tires and tubes, we again make the point that under the pro-
posed bill industrial rubber goods of highly essential character would
be involved.

We submit that the excise tax as l)rol)osed in section 3406 of H. R.
5417 as written is unfair to the industry and too iml)ractical to ad-
minister and works an undue hardship 6o the industry as compared
with other industries.

I might say that I have here a few articles that I would like to hand
to the chairjm an and members of the committee which illustrate how
difficult is going to be the fair manner of the imposition of this tax
and the fact. that articles which have slightly less than 50 percent con-
tent. of rubber will be in competition witli those that contain more
than 50 l)ercent, or 50 percent or more lider the House bill, so it
will result, in the most. unfair competition.

These are camel-backs [indicating] or the rubber strips that are
used for the retreading of tires. One contains more than 50 percent
of rul)ber and one less.

Here are two types of rubber backing, one of which contains in
excess of 50 percent and the other less [Indicating].
These are samples of conveyor beltig, one of which would be

taxable and the other would not [indicatig].
Senator VANDENBERG. Was this viewpoint. presented to the House

Ways and Means Committee?
Mr. HAMMrEI. The viewpoint with reference to excise tax was pre-

sented to the House Ways and Means Committee. At that time, we
did not know that the 10 percent tax was to be imposed upon rubber
products, so the presentation of the latter part was not made to the
House Ways and Means Committee.

Senator VANDENBER0. By the way, the figure we were discussing
previously as to the increased revenue from the new tax on tires and
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tubes is estimated in the House report at $44,600,000, rather than
$30,000.000.

Mr. HARTER. It ran in my mind that the tax raised, under the
present rate, sone, $39,000,000 or $40,000,000.

Senator Gu'EfPY. Mr. Charter. was this suggested by the House coni-
mittee itself, or the Treasury Department?

Mr. HIlnTF. Senator. I am r11iable to auswer that. I do not 1(1ow.
I know for a number of years when revetiue bills have been u), tlhe
matter has been lai(l before the Ways an1d1( Means Comnitee as to
lie inequity of the excise tax 1po tl1(s 1111d tulbts as coiiprlled with
otlier automotive accessories 1111d parts. We felt, for nilaiy years. it
wAas most 1ifair that tlis )articular accessol3 w, because i i v tires
ail( tibes are accessories. shiotl bei, the iifai 1pril)orti 0 1 tf lx
tiit hits ell their 'bideni 1111der the li(ts ill recent veill's.

Senator V,\NDENBFIP31. Well. to meet the entire difficlilty which you
pyra i into a rather staggering proposition, would not you have to

fall back on the general manufacturers' sales tax as far as your theory
is colncerned ?

Mr. HRTEii. Either that 01' see that all excise taxes, particularly
with reference to the automotive, products, were placed oil a fair,
equitable, 11d reasonable basis.

Seti' VAN)DENBET. Of ('oir'se. I tiloirougily sV'lll)lt ii ize wviti 'our
fundamental point of view that the automotive industry and related
parts is a traditional goat when it comes to the tax policy of the
Government.

Mr. I.Rrll. And the rubber industry, even to a greater extent than
ot her kindred automotive manufacturers.

Mr. Chairnian, I want to thank you for the courtesy of appearing
first, as t lie House is in session. Ar'e there any further questions?

'Plhe Clrn~I,\,A. Are there any questions that any member of the
(.oliiiiiittee wants to ask? Mr. Htalligan, is there any statement that
yoll wish to make?

Mr. HtLI.AN. No; I have nothing to add to the statement that
we aided in preparing.

The CM1CI.\N. Thank you.
Mr. Hi,\iI. 'lh1ul Vou 'ery much.
'Tlie ('1lAIUt.\N. it.'SatteilIe.

STATEMENT OF HUGH SATTERLEE, NEW YORK, N. Y., CHAIRMAN,
COMMITTEE ON TAXATION, NEW YORK COUNTY LAWYERS
ASSOCIATION

Mir. SATTERITJE. My name is Ilugh Satterlee. I am chairman of
the committee oi1 taxatioln of the New York County Lawyers Associ-
ation. On behalf of the committee oil taxation 'oild oin behalf of
the New York County Lawyers Association, I should like to submit
ai stateinenit iuvolviiig the sbllIject of joint returns of husband and
wife. This was prepared before tile provisioii was eliminated from
the Ilouse bill I)ut, illasimiclhi as the sul)ject may be revived, I should
like to file this statement and( have it considered in that event, al-
though I see no )resent need for asking you gentlemen to listen to
any oral statement oil that, subject so, if agreeable, I should like
to file copies Of this statement with the clerk.
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The CHAIRMAN. That is agreeable, Mr. Satterlee. Do you wish
it printed in the record?

Mr. SA r1 1E . I think it may be well worth while. We have
spent some time on the law on the subject.

The CHAIRMAN. It will be printed in the record. You may file
a copy with the reporter or the clerk.

Mr. SAvITriEiE. There are two other matters on which I would like
to Speak briefly, although, is I llve no formal 1liorizatioll fromi
ile association , tll i really speaking as an individual.

One involves a l)rl)ose -im l(Inent to tihe len.onal holding coi-
flu iy pl-i'isim0s. JThe )ersimill hoIdin g (0oll)a li r p*'-isio1 til he
statute which, as you will recall, were first eacte(l inl 1934, were l)linly
(lesialle(l torluel t 1li isrii)ution of earnings of that class of coiji-
pa11s, its ilced was the undistriut(d profits tax under tile 1936 act.
]Iowever, by the 1937 anien(nient to lie 1936 act, an error-which I
think was -i error-occurred which resulted in very gieat injustice.
I can illustrate briefly by giving you an actual examp 1ie with figures.

The B coli')oratloll, with a a l)11 al deficit on January 1, 1937, had
Iaxiihble 1net mIIm( I(or 1937 (1' ,14,)0), receive( froii i Intelest an(1
d1ividIenld-s. blit. hecalisp o' losses ill excess of $100.000 oil tile sale of
capital assets., it 1:t1inn I ly Ii ( a I:nier cl)ital deficit o I)ecember 31,
1937, and no earning i-'s 01 I)rofils of lie !axable year. During 1937 it
(list Iil1l(d 1o its stocklldhhi,'s "36.00. which lie corporation tre'atet(
-is dividelds I ia and which thAe st OCkhohlrs treated Ns taxal)le ill-
(1(iCni 41d IeliolteCII as stiid in heir ret m11. Nevertheless this cor-
Il oalionl. whiich realized h)s:e.s I'r (le vvlr greater than its gains.
but (,vel so) d( i.tIilited I:3(;.00()0 to st(ckll('lens, is taxable not onlv as
to tihe Ir l ax. Ill i also as to the 1l ist ri but (1-)Ir(fiIs si itax and
-is to the I)esolIul hhlidig-coia y suiti, resulting ill Fe(erail tulxes
of ov'er $30,000. or 88 Iercent of its techn ical taxable net income. If
tile corlratioln hild suffered n( losses for 1937 its tax would have
been less Ian $1,000 instead of $30,00)0.

Tihat was the 1)trIose, of the statute. However in ul case where a
corporation, as did this (orl)oration. had losses, Capita I loses silb-
stllntially ill excess of its liet income it, under the then interlre lit ion
of the word earningsgs" had no earnings for he year: and therefore,
.llthoiigh $36.00) was ii0tliiiv (listriulted and the tax 1aid oil such
(list riblit ioll by the stockiolhers. it was no regilrde(ld as a ,dividend
out of enliiinlgs. 'The corfI)olation having iad (1 occtliil Illt ed profits
prior to that year it wv1ls not. entitled to a divi(elids-plaid cre(lit. uanid
the corporation was taxed not oly wit the i(irniml tax but il Iso
with the )ersonl holding-comliany tax and un( ist ribilted-)rofit s tax
llolinting to over $3o0.00. So that o11 Ii new income, technical liet
income which invohvedl net e11n,11igs because of the losses, and l-
though it distribultedi more than its net income the corl)or Ition was
really taxed on. its losses almost to the entire extent of its net. ilmicle.

Now, 1112 lniatter has been brought to the attention of tlie 'reas-
Ilry )epartment and it has assured a niublner of lawyers who alre
interested in that question that it realized that a1 injust ice was dolie
and that if called upon it would recommend ti lldment to take
care of tilit, situation.Wilot iposilg 111)011 your time further as to that, I should
like to file a letter ill which I set forth a proposed amneihnent to
the ilncolie-t 'x provisions of the l)resent bill which I think would
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cover the situation, but I am informed, tis I said, that the 'Treasury
Department ltis an amendment of its own which it, would recont-
mend if called upon for the submission of such an amendment.

The CIIIIMAXN. You may file your letter so we may br-img it to
the attention of the Treasury.

(The letter referred to is tis follows:)
SA'CERLEI. & (lIsEN.

New York. N. Y., Ailuust II, 19JI.
Holo. WALTIR P. (EOROE,

('hairnan, Committec oil lin ne, Scnautc Office Bluilding,
i ashingtoni, D. C.

DmImt Silt: To correet an atdmltitted injustice whih ti s existed sinci the
atendmient of the lievenue Act of 1936 by tite lwenue A(M of 1937, 1 resl,'.-
fully propose the Isertlon lit the end of title I of Ihe revenue tbill of 1941
of the following provision:

"Sectio 356 of title LA of the lteveuiue Act of 1936. its added by title I
of the lteveute Act of 1937, amending section 351 of title IA of the Ievenue
Act of 1936; section 403 of the Hevenue Act of 19311: and section 505 of this
Interml Revenue Code as amended by the Revemtie Act of 1939, are aeitended
by inserting at the end thereof the following suhdivision :

l'Pcyinlent of irtax on pro rata sluarc..-The ttx inilmsed by this title or
subclalter sliull not npply If (1) all the shareholders of the corporation
Include (at the time of tiling their returns) in their gross income their entire
pro rota shares, whether distiriblted or itot, of tih(, adjusted or title IA or
subchapter A net Income of the corporation for suh( year, and (2) 90 percent
or more of such net Income Is so Included in the gross Income of shareholders
other thanui corporations. Any amount so included in the gross icotue of a
slrelilder shall be treated its a dividend received. Any subsequent dis-
tribution made by the cortioration out of earnings or profits for su(h taxable
year shall, If distributed to any shareholder who has so Included in Ilis gross
Income his pro rata share, be exempt frotnl tlx it the atlnolint of the share so
Included.

"This amendment shall 1PlY with respect to taxable years begiullig after
December 31. 1936."

I am assured that the Treasury I)epartment favors such it provision, which wits
included with respect to corls)rate surtaxes it all revue nits (except 1924) from
1921 to 1936, l)ut was omitted in the 1937 revision of the 1936 net o the mistaken
assumption that the same result was achieved by the provision for it dividends
paid credit

To prevent the imlosition of the surtax on undistributed profits where the share-
lolders reported and Ild taxes oil (list ributions from the corporation which,
although rel)resenting "net income" to It, were not out of "earnings," a similar
provision should be added to section 14 or section 27 (i) of the Revenue Act of
1936; and section 28 (c) of the Revenue Act of 1938 and of the Internal Revenue
Code might be amended so as to eliminate time words enclosed in brackets, as
follows:

"There shall be allowed to the corporation, as a )art of its basic surtax credit
for the taxable year, a consent dividends credit equal to [such portion of] the total
sum agreed to he Included In the gross Income of shareholders by their consents
filed under subsection (d) [as it would have been entitled to Include In computing
Its basic surtax credit If actual distribution of un amount equal to such total sutim
had been made In cash and each shareholder making such a consent had received,
o1 tile consent dividends day, the amount011] specified In the consent."

I understand that the Treasury I)epartment hait prepared a recommendation
for aiendlldimelits designed to achieve tile sime result as the foregoing, and I respect-
fully suggest that it be requested to submit such recommendation.

Yours very truly,
(Signed) IUGH SA'MrMrIXF..

Mr. SATrERI,EE. The other point I have is this: Uhnder the excess-
lrofits tax amendments of 1941 there was added section 734 to the excess-
profits tax law by section 11 of the 1941 act, and I notice by this morn-
Ing's paper that, 'Mr. Blodgett, of Boston, discussed that subject. before
you yesterday (see p. 140), but I should like to add a word oui that.
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Tile efle'ct of that seeion 734 is, iii tile first. instance, to remove the
bar of the statute of limitations so far as the Government is concerned,
butJ without helping the taxl)ayer. It goes even further than that. The
second effect that it has is the one Avhich I think is unfair, and which
shoul be eliminated by aln amen(ent.

It the case of a transaction, we will say, that took )lace in 1930, where
property was transferred to a taxpayer l)y another corporation, inder
tle law as it stood, thenl in certain circumstances it made n(o diflfrence
to the transferee corporation whether or not that wits a nontaxable
transfer so far as the tI'ansferor corl)oration was concerned. So that,
so far as the transferee was concerned, it derived 110 benefit from tihe
transferor attempting to shape I lie transaction in such form that it
would be nontaxable as to it. Since then, however, the law has been
changed its to basis, so that the basis of t ie transferee would be better,
would be higher, if that were a taxable transaction than if it hadbeen a nontaxable transaction, and tie coits have (leci(lel in situa-
tions such as those I have in mind that it was a taxable transaction
so fari as the transferor was concerned.

Now, this section 734 provides ill effect that if-
Senator CONNALLY. Let me ask you right there: You mentioned

the transfer of property. They transferred all the assets of the
corporation?

Mr. SArMRLEE. Yes.
Senator CONNALLY. All right. Thank you.
Mr. SxA-rwa Fl. Now, however, section 734 provides this drastic

thing: It sayH that if the transferee now wants to claim that its
basis is higher, that that was a taxable transaction even though at
the time it was made it made not. the slightest difference to it, whether
it was taxable or nontaxable. If it now takes that position, and that
is ia correct position under the law as held by the courts, it would
make itself subject not to any tax which it avoided by the original
form of the transaction but to the entire tax which the transferor
would have had to pay if at the tine that the transaction occurred
it had been held to be a taxable transaction. In other words, the
transferee is called upon not to assume now a burden which it justly
should have assumed at the time of the transaction on the basis of
the claim it is now making, but it is compelled to pay a tax which,
under no view of the law, would it ever have been compelled to pay.
That is the part of the section which it seems to me is extremely
unfair, anl, in fact, vicious. It compels a t ransferee at the l)resenlt
time, who has derived no benefit from a form in which a transferor
has shaped a particular transaction, to pay the transferor's t4lx,
although that, of course, ]ms long since been barred by the statute of
limitations.

Tile CAIRMAN. That is the result of changing position?
Mr. SA'rimLEE. That is the result of changing position. But, as

a matter of fact, as I said to start with, inasmuci as the form of tile
transaction at the time it was consummated had no effect one way or
another on the transferee, the transferee is not really changing its
position, because it was a matter of indifference to it. It needed to
take no position at that time at all, it was only the transferor's
positionn claimed at that time that the transferee is now saying waw

erroneous.
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The CHAIRMAN. InI other Words, ill your vase, in the calse that you
are presenting, it is rather tile taking of the position ill the first in-
stance. actually taking a11 position in the first instance.

Mr. S,%rrm, Pr. That is correct. It, never took any position previ-
ously, because it did not, need to take any position .

The CHAInRMAN. But technically it does take that. position now,
and il that particular instance, ('le lrol)rerty transferred from one
corporation to another back in 1930, it assumes the liability of the
predecessor?

M1'. SAxmrE:riul . The l)redecessor. not i tllhe sense that it was the
successor corporation but it, was simply a transfer in part of a thein
still existing corporation's prol)erty to it. So that the )redecessor,
so-called, is still in exisieice, bit its liabilitv has beu )arred bv
the statute of limitations, and that liability is now, )y the statute,
saddled ulpon the transferee as a condition" for it taking a lositliol
which the law entitles it to take.

Senator 11AsH. Mr. Chairman, I think the Treasury should be
asked to make a report on the objections made by Mr. Satterlee and
Mr. Blodgett. on this section.

The CHAR n,\N. I think we will call on the Treasury to do that.
We will let, them know. That is section 7,34. We would like to have
lie Treasury examine the testimony of Mr. Satterlee and the testi-
mony of Mr . Blodgett on yesterday and then give us the. advantage
of a report on it.

Mr. SA'URrLEE. In anticipation of the criticism which may be made
against what I said, that it does not hell) to increase the taxes, as
matter of fact, it, would, to an insigiicaiil degree possibly, redluep
the revenue, I should like to add that. the last speaker's discussion
made me think that it might be well to add that ever since 1920, when
I was converted to the principle of a general sales tax, I have been
very much in favor of a general sales tax as complementary to the
income tax.

Ill illy opinion, and for what little it may be wortl, I have for
aver 20 years devoted most of my practice to tax matters. I believe

a,,it areat many of the inequities of the income tax which cannot
be avoi(1d, andi a great mIlally object iomis to the general so ic tax
which I believe exist to a lesser extent thaln is comIuiuomilv sol)lposi,.
would offset each other if tile two taxes were combinci . I thiik. fol
examl)le, that the proposed possibility. which I believe is nowy ii nler
(illscussion. of lesseninug exemptions so as to subject to icome-tltx
peol)e, individuals with much smaller incomes tIln are now taxed,
that that Could lbe avoided and yet. the saine result of sl)lreadiimg. of
wi(lening the base of taxation couill )e achieved by a general sales
tax, which would also obviate sonie of the inequities that the last
speaker has mentioned, as existing in the case of the rubber in(llstrv.

It. seems to me that if there were imposed a general tuin-over sales
tax at a low rate, it would solve a great many of the difficulties that
you gentlemen are now facing.

Back early in the 1920's or earlier, when general sales taxes were
first prolosd, the economists and others said, among other tilings
that a sales tax was very inequitable and it could not be thought of
in connection with a single State or single city for example. Since
then, as we know, a number of States have adopted sales taxes which
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live not proved 1111dlulY burdensome. E4"ven cities have dora, so . [1)
ilie city of New York wt have it sales tax which is il'Q or es an
iioying, hut I have not heard of anyolue who considers it really bu-.
deilsolle.

Seltuit or (ONNALLY. IS llot Ihe IIrllnieuit against a saleVS tax that ile
States mid c(ties have already levity , them? D )o you wanut to levy
al oth er onc (ml to!) of it ?

Mi. SATrEHI.:. I said a uiiner of St attes navt hI vi(,) he i 1(
soMe cities. I doubt if mayAi (ities have levied them lut if a .reieral
sales lax wvere im)osed III tlhe F'edeuv'i 1 (Goverinivlt it might he that
I lie States al(d cit ies couhl'lie provided forill smile ofIit'oNIe way or e01,(ur-
ll((!d to abanldonl theml.

Seiinat or 1At~miTY. Tn other words. y'ou r theory is that the Federal
'overnnlent oltVlh to invade all I t' sources of reve(t- possible 'l let
lie cit ies a d St itis s(,liallle a rou1 tile Iest t hey ('iiii to raise revenue

for their own purposes ?
3'-. S'ri:-ru.l:. I rememher some lears ago, Senator, that tlhe

lropositioi was veury largely itvola'd that estate taxes should he
eft to tile States. a'(1 that the Federal (1overmvlt should elimilte

any estate taxatiou from its taxinig systein. Of course, that idta
ha. had to he abandoned. Of coiuse, 'tihe States and localities now
have the general property taxes, a1(1 a. good many States too. have
adopted income taxes, as 'has the State of New Yor'k. for exalldme.

Seator B.%riImFY. We may have to collie to a general sales tax.
I am not chsing the door to; it, but it, seems to m ve o ht. not, to
(10 it until we have to.

AlM'. SA r 'rTuE,. Well, it seems to me that with the incrieasing 1111111-
ber of these special excise taxes, which, of course, are sales taxts.
and the differences in rates, that before very long. even without veall-
ing to, there will be so many articles taxed that you will have, in effect,
a general sales tax with t he disadvantages of (iffering rates which
it would be, I should say it is imlpossible to work out to ahs.4lutt fair-
)less in everv (.eit, and 'vet without tile ealse of adhnin istration which
would come fronu imlposiuig ii low ra11e of lax oil p'acticaly all a rti-
(Ies. A tax of t l)eiceait oil a specific article is, of ('ourse: i biu'ldeiw
not only oil tilt 11anufacft uIer. the reta iler, or01 whomever the tax is
iml)osed upon, but also on the )uri'chaser, hut a tuix of 2 percent or I
)e'cent on eve article %'. what ever ihlqlitY the'e is. is pl'etv nit'h

smoot ied out by the fact that the size of flie tax, fle. rate of the tax
1s So smll..

Smat 01' HI vi. May T aslc you a question right tlht'ue?
Mr. S.''n~i:r. Sur'ely.
Se lat r lYi). Youi j lst Sp ke of at tax oil everv ariih,. Do vour

.t ladies conv'ice you t hat tihe ,ales tax should ut' all-invlusive, or
should voN exemil)t food, clothing, medicine, and fuel, which are
so-Vi. I iec ut('essit it's

Mr. SAI''E1LEE:. Well, Selato, I have not made, in tile last 'ear'
or two, aIny reuiewal of studies on (le sales tax. As a matter of fact.
most of tlie vork I did oi tile sall's tax was 10 years or so ago. I
would not have any positive opinion a1S to that. It seems to me that,
the rate of the tax'has ii good deal to do with it. I cannot conceive
Iliat, a tax of 1 l)ercent, for examl)le, on food would be a very serious
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matter. Quite possibly, however, that could te done, and possibly
some other articles which, for instance, are not consunable. or do not
go into the final possession of the purchaser, but which are sold and
resold could( have some special provision.

For example, stocks and bonds. It would be rather difficult to in-
pose a sales tax on every sale of those, becnise it. would practically
deter people, from making reinvestments.

Senator BYRI). What would you say as to articles, for example, that
are being sold at one point and then later go into the manufactured
article? Would your plan be for a manfnfacturer's cides tax as to
those articles?

Mr. SATrImu. Personally, I am very much in favor of a straight
turn-over tax at a low rate. Of course, there is argument against
that, which I think is offset by making it a ve.y low rate. However,
that could be handled too, as has been suggested in the last, in the
case of every subsequent sale by taxing only the l)roceeds from that
sul)sequent sale in excess of the cost of the article or material oil which
a tax has already been imposed.

Senator BYD. What machinery have. you had in mind? Would
you collect it at. the source? You would not attempt. to collect a retail
sales tax, would you? Because that is the system most- of the States
have.

Mr. SATrrEM:AIE. You mean, whether it should be iml)osed on tie
consumer, on the purchaser?

Senator BYRD.I mean the method of collection. For instance, in
a manufactured article, would you collect it from the manufacturer or
the retailer?

Mr. S,%rr~nuF. I would collect it from the seller.
Senator BYRD. In other words, you would collect it on the wholesale

price?
Mr. SAWrBLEE. Yes.
Senator BYID. Not on the retail price?
Mr. S.IrWuLMz. Well, on the wholesale l)rice and then again on the

retail price, subject to this possible provision which I just mentioned
of giving the retailer the credit for what the article cost him.

Senator GERRY. Don't you terminate with the tax on the retailer
if you do that?

Mr. S. rRuLl.:E. You would if you had a high rate of tax. I think
the researches which were made some time ago-as I said, I am rather
rusty on it-show that the average amounts to 4 percent.

Senator BIyiD. Your plan is somewhat similar then to tile gross
sales tax, is it not?

Mr. S, nmFRiy,. Quite similar; yes.
T1he CHAIRMAN. Thank you very much.
(Tile statement submittd by Mr. Satterlee is as follows:)

NEW YORKC COUNTY LAWYEiS' ASSOCIATION,
CoMMrITEs ON TAXATION,

August 1, 1941.
Hen. WATER.: F. Gl.OwwO,

Chairman, Commiltce on Finance, cnate 0101cc Building,
Washington, D. 0.

DEAR Sii : The provision in H. R. 15417, as reported by the Committee on
Ways and Means of tMe House of Representatives, for requiring a Joint return
of the separate ineonies of lusiand and wife, in our opinion seriously violates
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established )rillelples of (conl5)1itioial law find Sound theory of income taxa-
tioit, as well ats preeilting grave social questions. As lawyers we address
ourselves to the legal issues.
1. The prorlvsion for the taxation of the combined invoanc of husband and

wife, (is though it f'o r the income of one prson, violates the fifth am('indCnt
to the ( Monstitution of the United ,tatcs in that it iwoull deprive the taxpayer
of his property without due process of law.

The sixteenth allendlnlent provides that "Tie Congress shall have power to lay
and collect taxes on Incomes, from whatever source derived, without apportion-
meat aniong the several State,,, and without regard to any census or enmera-
tion." The tax contemplated by this amendment is it tax levied upoii the re-
ciplent of Income, based find computed upon the amount of income received by
hini, an( not a tax levied upon the recipient of Income based and computed
upon Income received by some other person. Tie latter proposition Is what the
bill attempts. It levies a tax upon the husband based and computed upon tie
income and property of the wife.

This practice has been heretofore condenuled by the Supreme Court. In
Klnowlton v. Moore (178 U. S. 41), the Supreme Court held that a tax levied
upon separate legacies or distributive shares could not be measured by the
amount of the whole estate. The Court there sald on page 77:

"It iny be doubted by some, ..dde from express constitutional restrictions,
whether the taxation by C(ongre"s.of the property of one person, acompanied
with till arbitrary l)rovision that the rate of tax shall be fixed with reference
to the sum of the property of iniother, thus bringing about the l)rofolund inequality
which we have noticed, woulh not transcend the limitations arl.4ing from those
fundanentalI conelu)ttons of free government whieh underlie fll constitutional

1ystelis."
A State law siilhar to tile prolsed statute has been held by the Supreme

court t to be unconstitutional (Hoeper v. Tax Cominis.iou of Wisconsin, 284 U. S.
206). In that case a statute of tile State of Wisconsin l)rovided :

"SEc. 71.05 (2) (d): '* * * InI computing tlxes and the amount of taxes
payable by persons residing together as itienibers of a family, til Income of the
wife and the income of each child under eighteen years of age shall be added
to that of the husband or father, or if lie be not living, to that of tile head of
tile fallilly and assessed to hif1 except a1s hereinlifter llrovided. The taxes
levied shall be payable by such husband or head of tile family, but if not pail
by h1hn may be enforced against fifty person whose income Is included within
the tax conlplitatoln.'

* * * * * * *

"SEa. 71.09 (4) (c): 'Malrried persons living together as husband and wife.
ilay make separate returns or join In a single Joint return. In either case the
tax shall be computed o1 tile combined average taxable income. Tile exemptions
provided for In subseetion (2) of § 71.05 slil be allowed but once and divided
(iluaily and tile lilliount of tax due shall be paid by each ill the proportion tlat
the average income of each bears to tile comnbilned average Income.' "

Tile Suprene Court 1in tile Hoeper case set forth all the various rights and
privileges accorded to married women under the laws of Wisconsin, including the
right to hold find convey property, nd then went on to say:

"Since, then, In law and Ill fact, the wife's income is in the fullest degree
her separate property and il no sense that of her husband, the queton pre-
sented Is whether the State has power by ti1l income-tax law to measure his
tax, not by his own incomie but, il part, by that of another. * * *

"We have no doubt that, because of tile fundamental conceptions which
underlie our system, filly attempt by a State to measure the tax on one person's
property or income by reference to the property or Income of another is
contrary to due process of law as guaranteed by the fourte nth amendment.
That which is not in fiaet the taxpayer's Income cannot be niade such by calling
It income. * * *"

Tile Tax omnilsslon attempted to Justify tie tax upon the ground that
It was necessary in order to prevent frauds and evasions of the tax by mar-
ried persons. The argument, the Court fiel, was answered in tile case of
Sehlesingcr v. Wisconsin (270 U. S. 230), where it was said:

"That Is to say, 'A' may lie required to subinit to an exactinent forbidden by
the Consttutlon if this seems necessary il order to enable the State readily
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to collect lawful charges against 'I.' iglits guaranteed by the Federal Coll-
stltution are not to be so lightly treated; they are superior to this supposed
necessity. The State Is forbidden to (leny due process of law or the equal
protection of the laws for any purpose whatsoever."

The second argument urge(] by the Tax Commission as a justification for
the tax was that it was a regulation of marriage, something directly within
tie power of the State to do. This argument was llnswered by tile Court
when it said,

"Again, it Is clear that the law is a revenue measure, ti1n(1 not one Imposing
regulatory taxes * * *. It Is obvious that the act does not purport to
regulate tile statr. or relationships of any person, natural or artiflclal.
Arbitrary and (lisC'hilniatory provisions contained III It cannot ie justified
by calling ti ni spe(lal regulations of the persons or relationslips which are
the object of ile dlisc.hinitflol * * *"

Perhaps the gist of the entire opinion is found ill tile following quotation
froim the opinion at page 217:

"* * * tile State has, except in Its purely social aspects. tllen from tile
marriage status ill the elements which differentilate It fromn that of tie single
person. Inl property, isiness, and ecollolll relations they are the Same. It
can hardly bC claimed that a mere difference in social relatlion-s. so alters the
taxable status of ono receiving Income as to justif i a different measutre for the
tar." [Italics ours.]
Tile Court then concluded:

"Neither of tie reasons advanced ill sulllrt of ti( validity of the siltite as
applied to tile appllalt justitie. the reslitilng diselrlinlnatlol. Tie exaction is
arbitrary and Is a denial of due process."

It wouhl seem, therefore, that the Hoeper ease answers tie (luestitll of the
constitutlonality of the proposed statute. Although that ease Involved a State
statute, It is settled that there is no distinction between the "due process" of the
fourteenth amendment and the "due process" of the fifth amendment (Jlclncr v.
Donnan, 285 U. S. 315). That which is a violation under tile one is if vilolaion
under tie other. Tile mere fact that tile proposed Statute is a Federal law. 111111
tlit the statute Involved ill tile Ioelier Caelse was a State law cannot change Mvhe
finding that tile statute Is a "discriminatlol," "is arbitrary," and "is a denial
of due process."

Tile Ifoeper case does not stand alone ti its condemnation of it tax upo "A"
ba. (I u)on the property of "B." In the case of ,chlesinIcr v. Wisconsin, supra.
tlw 14upreme Court held that a statute of the Stlate of Wisconsil, whicl Inluldedl
witli the estate of a decedelt l gifts made within 6 years oIf tile tine of the
decedent's death, was arbitrary and i1 1 plain conflict with tile fourteenth amllend-
meat.

ImI Frew v. Bowers (12 F. (2d) 625, C. C. A. 2d) tie Government contended
that a Federal statute was to be Interpreted as incllding within the estate of a
decedent property which had been irrevocably transferred to a trust 12 years
prior to decedent's death. Justice Hand, ill a concurring opinion, after pointing
out that this property at tile tihe of decedent's death belonged to the trust and
not to the decedent, stated at page 630:

"Such a law is far more capricious than merely retroactive taxes. Those
do indeed impose unexpected burdens, but at least they distribute the in iac-
cordance with tile taxi)ayer's wealth. But this section distributes them in ac-
cordance with another's wealth; that is it far more grievous injustice."

Tile practice was again condemned in tile case of eiwer v. Donnan (285 U. S.
315), where the statute Involve( in effect created an rrebulttalle presumptihn
that gifts made within 2 years of the death of the donor were made ill content-
)laltion of depth. The Court there said:

'Tile result Is that upon those who succeed to the decedent's estate there is
imposed tile burden of a tax, measured In part by property which comprises
no portion of the estate, to which the estate Is it no way related, and from
wh'ch the estate derives no benefit of any description. Plainly, tills Is to
lleaul'e the tax on A's property by Iputilng to It i part tie value of the
property of B, a result whici both tile Schlesilnger and Hoeper ca8e8 condemn
its arbitrary and a denial of due process of law. Such an exaction is not taxa-
tion but spoliation. 'It is not taxation that Government should take from one
tie profits and gains of another. That is taxation wlcji compels one to pay
for tile support of the Government from his own gains and of his own property.'
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(United States v. Baltinorc & 0. R. Co., 17 Wall. 322, 32(6, 21 L. E'd. 597, 59))."

If it it' argued tait Ithe stlt ute doets iot tax A t1ol tile initotllti of It,
It"4 II])lJt'III'S 10 1W 0 lttlois ititiltittit , |ht'ih it itus h' tM!agiut'd rtat the ihwoe(if 'B belongs to A. Ti'he st itute itt effett, thtert'fore. raises fin Irrebuttable
presittillt loil 'that tile ionit'ue of tht wife belongs to the husb:atd atnd theJ ti'oill(' f tit' husband bt'hmilgs to tih wife. Tills procedure has lik'wlsebettn cotidettited by the Sulpreuit' ('0olrt. li Rehicck'e v. Smilth (61 F. (2d) 324,
325) tie court t saitd

"1t'1el. tile Irott'.st conception of legishtlve power, that which is not theltn(,olluti of tlit il ItIxpyt'r and I iilwi it is itnitossil t for in to nnl e ia paIrtof his hicotie may tit i reqilred arbitrarily to Ie included Ii his Inconme.Sui fti i lla tempt 1ttoilttts to colillsit ll ll fill( oll'll, the fifth tilllet(lttllett."
In Dtary v. ('olnmissio ,r ((16 F. (2d) 581, 5,45) the (Cotrt said:
"W(re agree ihItt what is tit inone In fact .ittitot be made ittcoune by

lt'gislative flt aid so brought wlthii tihe incomte-tax lws."
Ili Ilch'ringy v. City Bapihk ,'ornrs "'rust Co. (296 U. 8. 85) the Court

sateid:
"A legislative dtlt'irat lol that a status of tit(, txl)tyer's reactionn shall,In hit' aplilcatiot of the tax, be deenied the equlivaient of another statusflitlilhig Ioriltlly witillt tit' s'ope of the taxing power, if retsontl)iy req'ulsite

to prevent evlsiol, does Itot take prole'ty without (ltfe process. But If Ihemlits ale uitt('cessiry or ilnappropriate to the propoeldt end, ire lireasot-
aily iirsh or oppressive, when vewed it the light of the exlpect(d benefit,
or arbitrarilyy If/tore recognized rights to (n joy or to (onlrvy indiridital prop-
erty, the /ul(alty of (tife Process is inlfringed." I Italics sliil(NI.I

The eases of lloeper N. "I'a.r (,omllnssilon of fi'l.lo(], d Heiner v. )onfill,Supra, at'0. again i politt. The (Coiurt Ili tit' Hoepr case stilled, it page 215:
"That whilh Is not li fat the taxlpatyer's income cannot lie imtade such by

calling It ilntone.
,.. * * Under (lte hlw (of Wliscoisin the iticontie of the wife dot'es not fit

ilnl notnettt or to iny t'xtelit become the irioip('ty of tlie husbatid. Ilt Iteveris itty tille to It, or ('(llt trols fily ltti't of it. That incit retitinus herstintil ith tax Is pa id, flnd whilit is l'ft ,oiliites to lie hers iftt'r tiat payinit'it.'i'liTe Stil' nt'rely levies it tax ilpoli It. What Wiscoisi has done Ws to taxis ia jolint it'(ite tlhat which under its hW is Owli( Seprilatl3ely find thus toset'ctre ia hight' a ilx tian would lie tlie sl1l of the taxes oil the seliarate iti-
come".),

What the Wiscotisin Legislature (lI there, nd what the proposed legislation
herein under eoinsiderat liolt would effect, tire the samet thing, viz, raising finrt'litttlille presitltiptloti as to the reeiplelit of the incotie. This Is clearlyIn vhilatilii of tile flftlh mieitndent, its it deprives the taxpayer of his property
wilholit die process of law.
Itn tile hfcier care, upra, the Coulrt in speikig of the statute imposing anirrebiftialil rt' inilion of coittemplation of death upon gifts made within 2

years of deal, sald:
"The lileStiiiitioli here ex(,hi(les coilsiolelliot of every fact and c'irctilli-stillit'e tetnding to show the real motive if the donor. 'he yollng mnlitl inPhotinding health, liereft of life by a stroke of lighithig within 2 years after

niukiig i gift, is Conclusively lirt'4ittiie(l to have Acted in(ler lie ilidUcetliielt oftile thought of death, equally with tle old itnd willing who already Staiti ithe sliidow of the inevitable end. Aidt although the tax explicitly is based
(ilon thie 'reliilstance that tle thought of death tist be lhe impelling cause
of the tratisfer * * * tle presitptfott, nevertlieless, prec'ldes tlhe asce'-talitient (if the truth lit respect of that requisite utpoi which the lhibility Islnade to rest, will the result, In the present case aih In ianty others, of pIt-tiig ullon an estate the burden of a tax leasitired In part by the vale (if
property lever owiied hy tile estate or in the reitiotest (legret (olinet(led willhthe leath which llought It lito existeii(e. Stich a statute i more aririiry
find less defeisible against attack thiil one imposing arbitrarily retroactive
taxes, which this court has (le('Ile(l to be ii clear violation of the fifth aiiend-
Ileilt."

As in the Heiner ce, the presumptton here excludes consideration of everyfact and circumstance tending to show the real destiny of the income. Thehtlsbintd, whose wife's income is used for purposes enti'ely removed and dis-assoclated from the marital relationship, Is conchlisively presumed to havebeneficltlhy remived the Income, equally with the husband whose Wife turns
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over her weekly pay entvOlop to him to be expended for the upkeep of tile
family home. And although the tax Is based upon the taxpayer receiving
income, either actually or beneflelally, the presumniption precludes the aiscer-
tainment of the truth iu respect of that requisite upon which the liability is
made to rest, witl tile result of taxing ihciime to one who has never, either
actually or heneflclally, received It.

1I. The prov'islon for taxing separate incomes as joint income irouhd effect an
unconstitutional usu'pation of the States' polcer to regulate property

The lilrolOsed st lit ite iII efret wAolld stllto that illv of tilt I iI'dei t s of file
owler.lil) of property by a married persol is tait the spouse of such person
shall he taxed thereon. 'riis is ai assumption of the power of the Stale to
regulate the ownership of prot, rty and, under the tenth amendment, Is uncon-
stitutlonal.

The tenth anendnent to the Constitution reads:
"'i'le liWel's not de'logatlol to flit' IIlil('d Stels by the ('1111 It it l ll, 1lor1 pro-

hilbited lky it to the States, are reserved to the States respectively, or' to lhe
people."
The power to regulate property tins long been a recognized right of tile States.
It was not relegatedd to the Federal Government by tile Constitution and thus
Iaus reiIleil, siellce tli III'h of 41111' (0ollll'y. withili the 1rb1t of Sitt control.
The proposedl satute would result, therefore, in usurping this power by the
Federal Govermlpnt.

i Itoul''r V. Tax ('otmission of li'i.'on.,in (2,R- U. S. 2610. which hold that
a Wi!emsin state t e Imposing ('4 inipulsory jtPiit illciluIe-tox retllrn for hlusilall.
wi'4, awl childrenn nidlr 1 years of age, vas uucollistut llonl, .]'lih'p ll llleC
Wol'(to( a 1iSS(,lk t lg piihdoll whh1'h WVI5 l(Mti,'14rr ill by Jut i lIe T |rllnlis 1rl(
liow ('hief .Tnstie) Sti le. Ilk opitioll as was 1iso 1111l Ihe prenlise that the

States had ilhelelit power to r'g hilt' rlOplerty 1an(1 tiht sinwe lthe Stoli Ef
Wisc.nslI 114 h('ll ili' oll(,ie to gl'aOit to miarriedI women the right to hold fill(]
eOllVv lro'Yp1' l'i3. Ill ('4lo t I'll vi'il loll to tit villilliOll law 111llf l it- Silt .loct . il('State Ill:|,wiso h1m tile power to c.urtail filis rit litll y illnnerlv ill Wilet It
saw fit. It hlid that. byi itp eneil(ent of ti14 statlte fliere Ill (luestblit. Ill(
Safi, was eXeI'eislng is bright to r'pgtlte pr'Elpel'ty.

It call hll sv~ell. thervip[or'e, thi~t even if Otto gr'ali& l, l 'valsollll i t of(ills'ise t
Ill Ilwt frore r !'~ to b e v'(l'I've(l, file p pIl svi. shl tvll( Wollh| stlill h(, II1l(.oll-
siltil ll 01101 r i( le tolt t1nllinlient because of Its u.surltatioin of tIh(, State's
lpower to reihlfate property.

.Jusite, Holnes in fith Ift'peri ca.c (iisent sail. fIt page 220:
"So fill' as tin' ('0ons itlit4 of Ihe l'llifed State, Is li('t'lin th(' hglslauttre

Seft('.1 has luowor' to del lni tie w'latfl (fl '1t('jlnlpielt'. of iniarrtiag' siall hle.
flit(] as it may provide that the n uslband shall o1 shall iiot have ('vrtaln rights
Ill hi' wifp' opert 111101 ,All or shall not Ie lhile fil' lis wife's dehts. it
ifaty elat that lie sh1ll bp liable for taxes ol 11 Inicome that il every prola-
billy will make ls lifte easier alt(d ]loll) to pay lliis bills * * *."
Agatn gloanting tills to he trute, what has hpell stated above In regard to the power
to regulate pt'oporty Is equally applhvalile to the power to regulate marriage.
pias Is also t power whieh was not delegated to the Iederal Government and
iettee wit reserved to tile States. If the proposal( statute he Interpreted then as a
regulation and colsqluee' of marriage, it Is likewise it usurpation of the States'
power.

ITT. comesmes" a.s tt.ed it the sixatecnth amendment, cerer contemplated the
iclru.,zinx of a life's incomeo in hc'r hitbandls. taxable ineiome

The sixteenth aieldnelit states:
"The Collt'ms shatll have power to 11y amid ,nlle't taxes oil ieoutr's, frole

whatever som e derived, withou11 lit lolInenlt alliong tile sepl'al Sttfes.
,11l(] without r'egird to ally cetisil or e('llliit'JlltiOhll.
A dethflion of Ineolme, as conttenlllfp'd by tIte sixtOPatlh anliilltlt. was set
forth Ill 'isor),' v. facombr' (252 U. S. 189), whilh lifts often beetn qu ited and
reaffirmed. It states:

"ieonlp may lie defined as the gain derived from capital, from labor, or from
both combined, provided it le understood to Include profit gained through a
sale or conversion of capital assets, * * *."
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It Is clear, therefore, that Ili order for property to he Iixible I's "inicoiae," it must
fall within this defillitioli.

Assainhiig, now, that one s jioiie receives it )enefleil advantage from tile
income of tile other spouse, how Is tis Interiest el(Jlired' T tl!re is no
valuable colisilra flioi whicl Is pald for it. A husband and wife who ive
a single Income are Just as much boand til(] morally obligated to each other as
the husband a1d wife who have two Il(,Oeies. And a wife who has been working
Is entitled to no less from ler husband id wIen she eeass to work. In other words,
then, when a 1111111 and Wonlal enter ito IIIIIIriIge, fhey ailnie ertahil dfllis
and obligations toward each other. If subsequently, one or the other aqulires
an itconme whlhh lheretofore had not existed, the obligations and dittles of the
o(,ir i poniso Ire Il Iio way Increased, even though it lieneticiil interest ii the
new hticoin Is acquired. Nothing Is given in return for tl co In(come nd there
are no ' all.,v iml'Otipises miiale. The new lilierest is acollred wilhoitt ile
Iayment of a valuable consideration and, therefore, cannot be considered ally-
hilng but a gift.

It Is cIhI:tr that 'i gift does not fall within tile 'Ji.Cr v. .Mlaomber definitionn.
It is liitiher 1i gahit derived from capital nor a guaill derived frmili labor, atind it Is
iiof lIrAlt gainiied through it sile or conversion of capital ii ,.set s. It lia. beei
(d(flne'l Its "i V1lil\, If'y tillsfet, ort' prolii"ty lby onie to U liothiel witblloit 1lty (Oll-
shihra I'1n 01' Ciileqiis!atln th ere~or." Jhilr v. Ro.tseler (33 FeiI. (2I) 286),
Voel V. ) "I'rroll (13 'e. (2d) 669, 671).

Since Ithe euneltinit of the first Federal Income-tax law su.qnenllyt to tie
adoPt lli of tile sixteenth amendment, gifts have not ben included ill thle coal-
plita tln of Incole for Inicoiiie-tax plltliioes. fhlt what dues tite proposed statute
purport to (o? It li Irprts to tax thils gift to it sliSe Is in.ome. This Is coal-
pletely hIiconsisteit with section 22 (b) (3) of the Internal Revenue Code which
slielfleally exempt s gifts from Iiclushoi il gross Icome, to(d It Is Inconsistent
wlth the defiiton of Income as stated In tle 1 hl'islc V. lv'olnbr uac'.

In tit(, ease of 'l'owne v. Ei.,uWr (2.12 Fell. 702, afliriied 245 U. S. 418), the ques-
lion Involved wa, whether' a sthiik i ivIeiind miade ill 191- agaln Il sllplus ea'rled
prior to ,Iimliiiialy 1. 1111:3, was hixable as "l aciile." The (Court there said lit
phge 701 :

"Now It is manuifest that the sock dividend Ini quwestion (arnot he re:Icled by
lill. Ilole 'ax Act, and could not, ev(en. tliolgi i Coligres eXpIWssly dechrel It
to hv' taxible itS Inclilie, uliless It Is ill fael illemone."
The ( ourt then went oil to find that a Irue .sloek dividend Is not Incoie anid
therefore not txalle I)s such.

Thlle tlistion was again raised In I.M.,ier v. Mla'omibr, snpra, this tie follow-
Ing Ile enactment of it statute specilically declaring stock div'idels to be taxable
as Income,. Ti( Court rejecteld it( statute as heing uncontstittiuia and quoted
tihe langange of ihe owner e v. Ei.mier case, s hpra. It lhen went oi to say at
pigo 203:

".' ad if, for the reasons thus expressed, such a dividend is not to lie regarded
ns 'im-one' or 'dividends' within file iiieaiig of tile act of 1913, we aire unable
to see how It can be brought within tle iiieanlig of 'Incomes' ill tlie sixteenth
altieliditeilt; It beitg very chear that Collgress Intended In I hat Inet to exert its
piwer to Ile extent p)erlyitted 1) ti(- amendment. * * *

The reasoning expressed Ini the Towu' v. Ei.ner ald the Eisnr v. lfagomber
cvlse8 Is autalogill to tile present sit nation. If it spouse r(celves ally beiieflelal
a('anlage at all front the Income of his spouse, it Is received as a gift and not
as income. If the sixteenth ancndmlent did not contemplate the Inclusion of
gifts within the feral "Incomes,"t an act of Congress may not do so.

IV. The fundamental fallacy in tlhe proposal to tax the separti.A, inlcomc8 of
hlusb(d alnd ife as joint income is the treatmCt of ti: [1mil. aned ot
lh(e individuall, as th r'('ipicti of income

The Committee oi Ways and Means Ii Its report starts out with the lproposl-
tioll that ulder tile present law, if tie entire Iicoine is earned by the husband,
ilie family is required to pay a greater tax than If the wife had conltrliblted
to the family Iacome. Except by assuming the point whlh the colmlttee
desires to prove, there is no such thing as family income for icome-tax lur-
poses. There is the Income oif the husband and there is the Income of the wife.

The theory underlying the proposed provision Is that the legal r'glits of the
Svl,'ll'ile spotises to their separate incomes tire to be Ignored and that the Joint
inconie Is to be treated as available to meet the family obligations Iillposea



176 REVENUE ACT OF 1941

11l41 ti' lowusba. This IissIIne-its i sil 'ls whiclh is contrary to tlw 10w., that
exist III 11),st of lite Stales a. well as to ti' eXlperihe'e of the average couple
whli'i both Ive mlles, Ins 1I0 ail ice so4ll fallilhes, Ilislll ly Wvlero it he inolle
of the( separillf. iielli)ers is ilall, lllay pi''d their resources, bilt III te (lse

(of families whose members uire iii tle indium brackets, tlir tr1at11411t of 1il
tihie ilvol of ellell of tile illienihers 21 om111n litolle Is tilumStil. If i man

with Inlelicne sllilelilt to slipport a wife-. a after dedlie'htn of taxv.,: c('oillted (ii
sutch Ione. shoiilld marry a woman with a little Icileil of ]ler owul, whicll
Is not used toward tle suplprt of the family, why should Ill, hIusband's tax
bu'den he Inerellsed atid tile wife I)e subjected to tax at high ralvs on her
small income?

The11 length to wilch the e(olllln1itee's nlsullpported theory of so-called "family
ineonli" 1as driven It, 1, ltis t"Ittod by tit le1leluIoll set fort ll Tnillp 11
of its report (which may or IvIy iti be imlhl kit ill the proposed act) thit
"Ili thp ease of death, the Silrt'uivig spollse lilt( tile' decedetl's personal I'epre-
sentil ive are require( to Il'e a iJoint ret urn for ti4' full to xalle year in which
tie death oeuirrefl." This would not merely result iii a shrtling Joinder of
legal bedfellows. but woild st lip the fitioii of t11' (lt ili'ld existence of a
"family" after fili$ death of o(i(, spouse, even thmugl (as indicated in a prior
sente'e In file eommitte,,'s mlort) It appears to concede that tIb 114'"'foNly" is
extlingilshed "pll dlvor(e or legal sejlirat tll." Death, apparently, Is a less
vital transition for Inmillne tlax pll'rlo.ses.

A ming grotes4(i,' results of tle ollmlittee's proposTal i Its impingenmnt on
('(1iltaet ll I obligations undertaken by linsbands lit divorce decrees or alimony
agreements. The% rate oif tax oil tile Income paid to the divorced spou1e ma1y
b ' onsiherally higher 1111111 lilat originally Colltelila (ed Inerely because tile
lu.sbaal might have sih' jequenitly renairleld 11 wolifn of substantial means.
For example, assuimiiig that an X-huishllnd ea$n ,30,000 a year, $15.(0( of
which he pays by way of alhony, and stubseqmntly marries a woman having
an income of $'20,000 a year, bis tax on1 tue $15.(0 lmid to the divored wife
would amount to about 40 percent rather than approximately 30 percent as
before. The result would be sul)stantially to increase the burden of the ialinony
contrla(,t or (deel'p.

Again, tile proposed bill would result in inequality where the wife's iwoleie
is received bv way of an annuity from a trust established by her husband
or another, seice ill such ('ae thi ncone iq taxed to the filduelry and not to
th' 'leflltry. Obviollsly, oiie way (it avoiding tie compulsory JoInt retlurli
would he to create a trust which provided for fixed payments to the benefleiary
rather than for distribution of the annual income.
The committee report refers to the dism'inaitiol between liusibands an i

wives living in eommunity-property States and those living it other States.
Whatever Inequity there is in such situation might le largely cured by taxing
to the husband the iucneom actually earned by him, even though upon Its
receipt the State law treated half of it as the property of the wife. But in
any event there is no equity itn subjecting husbands and wives in a State like-
New York to an additimal burden In order to solve a problem existing in the
comuniity-piroperty State4. It Is no co'(mfort to a New York hIusband to know
that omuiltY-r~l4rtv-State bu llnds are hit even harder.

The committee report refers to gifts ad family prtnemrsbips. If a huIsbanI
with a natural desire to provide for his wife hals made bona fide gifts to
heli and 1)l0 gift taxe.% thereon, It scarcely appears equltable to tax the in-
come from such gifts as if they had never been ninhe. If the husband and
wife are to be treated as a unit, theni there should lie ecomplanying changes
in tile slatutes e'lhniiiiitiig gift tax(s oi transfers from one spouse to tie
other and providing for the nonrecognition of gain in tile ease of sales nt
property as between the two spou.ses. As to family pai Inerships, If a wife
bona fide contributes to tihe sueeess of a business, there would appear to lie
no reason why she should not receive her share of the profits as her sepirae
or joint returns. OIviou~ly this potential disadvantage to the governmentt
income as though sh were a third person.

Ti Ways and Means Committee report suggests that one reason Indieating
need for the change is fte present provision giving aii option to spiluses to file
separate or Joint returns. Obviously ti1s potential disadvantage to the Gov-
ernment may be cured by elimnmttig the right to file joint returns.

It should be noted that in allowing ani exemption to a husband aiid wife-
slightly greater tian twice the exemption of a single Individual, Congress ha.
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heretofore favored liuslbaids and wives. The present proposal Is a reversal
of such policy find would severely pnalize marriage, particularly IlI tile case
of Iidividuls Ilollfh1g iW iioni( it the liidi lIn bra(ktt is. Ali examination of
(lie tale litb age 15 of tlit (01olinliltee's report sllows tlhat the effect of re(luirilg
a Joint return is slight it the low brackets find slight In I e high brackets,
but is substnnt lIII iII Ile hille, brackets, lin which the greatest increases In)
rates have been made in tile last 2 or 3 years.

,ilhm" |ihe ptPcesc ilt 10.I lie cilibi lied In mconie to xes of II hisbaniid Ini(d i fe who
eah(li 1b(d ii lii illollm of $10,009) would I)( $1,328.80. Under the proposed
rates, iII tile casl.e of iI lslbad aiid wife wit It thSile collibelled let Inlicoim e
of $20, , divided equally livi(oui I lheii, tihie aggregilte se'l 'lah (h4 lxsIi thei l
Income would anmoun to $2,38.fi and the tatx under a joint rdurn would b1
$4,338.40. 'ie i' propios41 Increase over the present tixes, oii tie basis of re.
quilring a Joint return, Is over 225 percent, and, If sepa rate returns ie con-
thlled, Is still over 110 percent. If the Iuslamnd had fa Ihcomne of $18,000
find the wife nn Income of $2,0(M, on which the separate taxes would lie
$3,757.60, tile wife's Income of $2,000 would under it Joint return be required
to pay till addltioml $680.80.

Whether it be right or wrong the result of the policy reflected in tie report
of tie Committee on Ways and Means Is tremendously to increase the tax
burdens of husbands til(] wives In the mnduni brackets in favor of Individuals
who pay no taxes or tire iii the lowest brackets and in favor of individluls in
the high brackets. If It is of very doubtful legality fnd equity to subjlc tie
middle class of taxpayers to such a Iurden, tile filet that this lmiprecedented
exaction would yield $300,000,000 Ini taxes seems Insufficient just ifcation.

It Is not the function of our committee to advocate or o)pos( tie forniula-
tlion of any policy which is fairly consistent with the framework of our Con-
stitution and with tie fundandmental rights of our people, but we have perhaps
been warranted, in addition to expressing our opinion as to legal nmatters, in
pointing out some of the effects of the adoption of the proposal for Joint returns
embodied in tile House bill.

lespeetfully submitted.
COMMIfEE OF TAXATION, Naw YORK COUNTY LAwYERS' ASSOcIATION,

By I HUGH SATTEIILEE, Chairman.
ItOuIFIrT G. TIUIMiR
MARY I. DONLON.
JACOB MEJITENS, JTr.
EuC.ENE L. MU LANgY.
DAVID OPPENHEIM.
WESTON VERNON, Jr.

(Messrs. WILBUR II. FRIED.MAN and 1OIRTON PEPPER, the remaining ienbers
of tie committee, itn part dissent front and in part concur with tie foregoing
statement.)

The CHArMAN. Mr'. Boyles.
fr. Boyles, liv way of eXI)plllnlat ion why you were called out of order,

Senator Connally will have to leave the committee at tan early hour.
le suggested thlt you Ile now called.

STATEMENT OF EDWARD S. BOYLES, HOUSTON, TEX., REPRESENT-
ING THE FIRST NATIONAL BANK OF HOUSTON

Nr. Bom:s. Thank you, sir. I am very much pleased. I would
not. want to kee l) you waiting.

Gentlemen, I aim Edwnrd S. Boyles, of Houston, Tex. I am repre-
senting here before you the First National Bank in Ilouston, and a very
large group of banks similarly situated ill their troubles, so many, in
fact, that the chairnian of the legislative committee of the Amerlican
Banker's Association is present with me, and I trust will feel able to
approve the remarks I make when I am through.
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My purpose, gentlemen, in coming here is to ask for an amendment
to section 22 (b) of the existing Internal Revenue Code. as amended in
1939, to take care of tle subject. of blad (lebts. I should like, in sub-
stalice, all amienm(lnent at the han(Is of this committee providing that
recoveries (on a bad (el)t charged off should not be taxe(l, except to the
extent of m'ny tax beneflit to the taxpayer in the year of tihe de(luction.

Gentlemen, tl:.-t is both a necessary and a comimon-sense request to
miiake.

'liere is today an exi:otiiig hurt and a very continuing hurt not only
to all taxpayeri(lealing in loans, but particula'ly to banks. The thingraiing i u ly independent of any schedule of rates or revenue

raising. Isam asking at the hands of the committee that they take time
out in raising revenue, to be fair, and to right a very deep hurt.

I miigit say here, if I ai permitted, that you gentlemen have all
been citizens before you were Senators. You all have been businessmen,
nuaybe sonie of you bankers, before you were Senators. This )ublic of
ours does not resent an increase in revenue where it is fairly spread out
over all the different groups, and particularly banks. You will not find
aiiy )anks ul) here hollering at reasonable increases in tax rates, but,
gentlemen, whenever you have any l)art of your tax-pul)lic feeling that
this committee repieenting then %vill leave a condition existing that
is hurting, it breeds resentment ; it breeds bitterness, it breed frustra-tion.

Senator BARAi.:Y. Let tie ask you, sul)poso a bank, or someone else
wiho is doing it, is allowed to charge off a )ad debt, say, of $2,000, in
1940, they de(duct that from their total net income, and then in 3 or 4
years, or at any tine afterward, they collect that $2,000, and it turns
out not to have been as bad as they thought, or they collect. $1,000, what
is it you want done in that case?

i-. BoYiEs. I want you to (to this Senator-I wanted to come to
it historically-but I i-ill stop and answer you right now. Under
G. C. M. 18525, the last thing Morris Shafroth wrote before he re-
,igie(l, providess that if a taxpayer took a tax-benefit or a charge-off,
then when lie gets recovery, lie ought to pay a tax on the recovery, but
if lie took no tax benefit, or got no tax benefit from it, when lie re-
covers, it is no different from a current bank loan; any more than
if you borrow $10,000 from your bank to(lay and pay it back 18
months from now. Do I make myself clear?

Senator BARKLEY. No. Take my illustration--or maybe it is too
simple.

Mr. BoYLS. No.
Senator BARIKLEY. Now you have got a deduction, say, for $2,000,

and the amount of tax on tlhat $2,000- which has been assessed-
Mr. BoYLES (interposing). Senator, may I interrupt you to say

this, that, you have to take two conditions into consideration there,
one is when the taxpayer deducts it does he need it for the tax? Ill
other words, when lie charged off the $2,000, if lie had otlier losses
sufficient to overcome it, where lie received no tax benefit, that is one
case. The otier is where it is a normal deduction lie pays the tax.

'Senubtor BAJIMUEY. Nobody is compelled ever to ask for a (leduct-ionl.
Mlr. Boyiurs. *Well, I lbeg to differ'. He is compelled under at super-

vision of banking officials.' It has been lield repeatedly.
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Senator BARKLEY. Ie is Dot required ordinarily by the revenue
lafws to vhim a reduction, he can just let it, go. 'Of'course, under
good banking a11(1 the regulations. of State banks and even the na-
tional banks, it is their duty to clare it off, but you are not dealing
simply with banks now, you are dealing with everybody, I under-
stan(ld. Your amendment covers everybody that males a loan. If I
make a loan to you-this is, of course, a ver" violent assumption that
I would make one in the first, place because I could not-but even
if I did and it. turned out. to be bad. I would deduct the $2,000 from
the next year's income, and I would be benefited.

Mr. Bomr.rs. No; not iiecessarilv. lhat is the p oint.
Mr. 13,JIT(Ly. I would be benefited by the reduction in the tax,

assimlingt that I would, at least.
Mr. Jloyj.Fs. If you assume it, I will answer your question.
Senator li~mr~lI,. Now, 3 years from now I collect that $2,000 from

you, or $1,000 of it, and it goes into my income-tax return for that
year.

Mr. BoYrs. Yes.
Senator l,BAmRLEY. Now. what would your amendment do to that

$1,000?
Mr. llov,E:s. Nothing, because there you took the tax benefit, you

said, -Ind I I hink yoii should pay tax on tihe recovery. That. is not the
cl.', Senator, tilit I am arguing for. I am arguing for the reverse
of that.

Senator CoNN.I, rv. Let me ask you a question, Mr. Boyles.
Mr. Bov Es. Yes, Senator Connallv.
Senator CONNALLY. As I understand your situation. say. 4 or 5 years

from now the examiner comes around and says you have got to charge
off t hat note, you chartre it off and take a loss; your contention is tlat
if the taking of that loss did not benefit you any by reducing your
tax, that when it. is repaid you ought not to pay any tax on the
repla vent ?

Mr. l3o0Y:s. That is PreciselV correct. Senator Connally.
Senator CONNALLY. Now, if -that debt had been paid back there in

that. taxable year instead of being charged off. your theory is that
there would fave been no tax because you had other losses, anid so on,
that taking that off did not alter your tax situation at all, and if it
had been paid back there when it was due there would have been
naturallv no change in the situation.

Mr. BoYLEs. That is correct.
Senator CONNALLY. Now, your contention is that if it is paid 3 or 4

years later, that. they ought not to tax you on that as an item of in-
come, because the taking it off back in prior years did not benefit you
aiiy.

Mr. BomsF.s. And 1phis the fact that it never was income, Senator.
it was always capital. That is correct.

Senator CoNN,%ty. On the other hand, you are not seeking, where
the bank deducted that charge-off and thereby reduced its tax for
that year. you are not contending iin such case that when it is repaid,
it should b e tax free?

Mr. Boy jps. That is correct.
SelatOr CONNALLIY. It ought to be taxable?
Mr. IIOYLES. That is correct.
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Senator B.\l A Y. Suppose it is not a bank and no bank examiner
comes along and says you have got to charge that off as a bad debt
but you (1o it just beca'lse you think it is a bad debt, then what?

Mr. Boym.s. 'hat is covered by, G. C. 20854.
Senator BmilI(IJxY. Your amel;idlent (loPs not cover that situation?
Mr. BOYl.ES. Yes; it would affect. it, whether it, is voluntary, under

i)anking supervision, if no tax benefit resulted.
Senator CONN.XTrLy. Let me ask you tiis: Up to 19-what year was

that?
Mr. BoYLES. 1940, July 8.
Senator CONNALLY. Plp to 1940 the Treasury officially took your

present position?
Mr. Boyms. Yes.
Senator CONNALLY. The Solicitor, whoever he is-
Mr. BoYLFS. The General Counsel.
Senator CoNN.LY. The General Counsel rule(l just exactly as you

are contending now?
Mr. BoYis. Yes.
Senator CONNALLY. But in 1910 the General Counsel made a new

ruling which brought that money into the Treasury.
Mr. Boymrxs. That is correct. Now, gentlemen,'I do not mind thequestions. I like it because we get our minds together. I want

to preface my remarks by saying that you are busy; you have got a
job and a responsibility that I (1o not einvy, but I do w ant to lay this
burden oil your 0 coclience; and that is while you are raising millions,
it. would Ibe awfully well to take just a little time out and correct
something. I can tell you first-hand that there are hundreds, not.a
few, of excellent, file blanks an( l)anlkers in these United States today
that are fretted, upset, worried because of a very unwise, very foolish
decisionn by the General Counsel. Tile committee can right it in 15
minutes, and I think you owe that duty to a bunch of men who are
trying to run good baiks.

Senator BARKLEY. Could you put in the testimony the original de-
cision an( the modified decision?

Alr. BoYL:s. Yes; I intend to do that, Senator, if you please.
Senator VANDFNBiu-m.O The situation would be entirely corrected if

the Treasury reverted to its 1940 decision?
Ai. BoYLEs. If it reverted to its decision prior to July 8, 1940;

that is correct.
Gentlemen, I think most of you remember the period in 1932 and

1933. I lived it in a xivid way. I am going to use that as an illus-
tration because it illustrates wlat I am going to try to get, over to
the committee. I lived through 1932 and 1933 as a bank lawyer. I
hope I will not have to (1o it. again.

Bankers were not worried about maybe their banks going out. of
existence; they were not worried par-ticularly about losing their
jobs, but thev'were worried about the faith of 20.000 to 30,000 little
accounts in those banks that might go u) in smoke. Back in 1932
and 1933, when these things were happening, I. T. 4633 was in force,
which provides that if a bank examiner orders a charge-off or charge-
down, as to the Government, that, is conclusive. It should be, be-
cause the bank had no option about it. In those days banks that
had stocks, bonds, commodity loans that looked awfully good before
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lhe (ollapso of the State institutions all around until the final mora-
torium point; these, banks, under the direction of bank examiners,
charged those items (town to almost nothing. They got no tax bene-
fit. from that. They were doing well to be able to navigate the
ship; they had so many losses tlt they did not need any tax benefit
from those charge-offs; and they received no tax benefits from those
charge-offs.

In 1937, tile last tiing, as I said a moment, ago, that Morris Sha-
froth did before he resigned as General Counsl for tile Income Tax
Section, was to write O. C. M. 18528, which holds crystal-clear that
where there has been a charge-off or charge-down in t year with no
tax benefit resulting to the taxl)ayer, there should be n~o tax on the
recovery. That is sound, gentlemen. That remained the law, and
in 1939--please bear this in mind-thei new General Counsel, Mr.
Wenchel, wrote 20854, and all that 20854 did was to extend the rule
to apply to those cases where tile banks or individuals of their own
motion ,chr1ged-oft.

(01. C. M. 18525 was confined to charge-offs by bank exalliters. Now,
Mr. Wenchel wrote the General Counsel's nemorandun ill 1939
which said, as I find this law to be under the rules ammd regulations
existing today, it, i4-my solemn judgment that tile rule ought to be
extended to A harge-ot's made voluntarily by banks. That. was good
law and(] sound sellse, geiitlemen. Listen to this iniguage. I will
quoto it. verbatim, tile language that Mr. W\enchel used in that

Until a taxpayer has had the Income equlvalent of a full return of the capital
represented by the db there is no valid grou d ttr treating as Income any
amount received in recovery of the debt. /

He could not have written it in simpler Pulnglish and lave said any-
thing more accurately.

All right, that. was'still good law.
Remember this, tot), that in 1939 this Internal Revenue Code, as

amlended, was passed by tile comtress; and to all legislative intent,
it. embodie(d in it. all the rules an(regulat-ioms and General Counsel's
itiemnoranda. lromnlulgated Ibefore that. date, or else it, would have
amended it or clanged it if they (lid not like it. That was the
state of tie law until -tie latter pai't of 1939.

I am going to stop and recite, because it. will hell) get. this picture
before you, the experience of the First, National Bank of Houston,
which will bring this thing before you very vividly.

In 1932 and 1933, (lite to til depression losses, we charged off a
whole lot, of debts. In 1936 some of those sick horses came to life,
and, thank God, we received a whole lot of money from them. We
reported it. We received no tax benefits ill the year we charged
Ihem off, in 1932 and 1933. When we got it back in 1936 we re-
l)lrted it. Did ive report it. is income? No; as it return to us
of cal)ital p)reviously loaned out.

Selnatmr BAIMFKIEY. 171lder tile pmesent ruling, getting back to my
simple $2,000 illustration, if later, $1,000 of tilat is recovered, is that
now regarded as income?

Senator CONNALLY. That is right.
Mr. BOYLES. Yes, sir. Thalt is what, this rather foolish G. C. M. 22163

'ow does. 'T hant is exactly what. I want to make clear, Senator. I
61977-11-13
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am giving you the experience of tile First National Bank of Houston.
You reiemliber I said we took the charge-off ill 1932 and 193:

we 1made the recoveries in 1936. On May 2, 1940, we received a
certificate of overassessnient from the Coimmissioner of Internal
Revenue, ordering the Department, to pay us some $48,000. Then
what happened ! Between May 2, the dte we got that. certificate
of overassessillent, and the, tillle it takes these 0. K.'d bills to get,
alromid to the other side of the otli('e to be paid by tle Treasury
Department, the same Mr. Wenchel-I do not mean to say that.
ill a harsh way, it is an u, nl)ersolal matter to mne, but I aum a little
ugly about the kind of nlciiioran(lim he wrote-the same, gentleanni
now that. wrote 20854, the same gentleman who said that until a
IaXlp -vel' hald received bac'k tlie inoie equivalent of t ie full return
of his capital, there is no vmilid ground for treating 's income any
amount received in recovery of the debt, that, same gentleman
slammed lie 100 door ill tile face of sonie of these gentlemen and Wrote
G. C. M. 221G3, that says, regardless of whel her 01' not there were ally
tax bc-nefits to the taxpayer, the recovery must bh reported in gross
inconie and a tax must he pai(l on it.

Now. gentlemen, there are two reasons he alleges in the G. C. M.
and neither one. is sound. He says in G. C. M. 22163 the first. reason
for his reversal is-well, we better go hack to the ol rules and
regulations at the time. They were that way and we would like
it, better. Of course, the revenue-raising plan, unadulterated revenue
raisin.. was one reason. The other reason, he says, is that it is
vxpedient to deal ill a calendar year.

(entlemen, that is silly. There is not a mn on this bench hlio
sometime in his life has not either borrowed front the bank and paid
baek ii lhe same calendar year or borrowed in one calendar year and
paid back in theiCeeee(liig calendar year. It. does not makn e sense.

t is money-raising reversa,11, and it does not, make common sense.
Senator BAI KuLy. Do you know how much money was raise(l ?
M'. BoYL:s. No; I do hiot, Mr. Senator.
Senator BAHIL:Y. I wondered if the amount riaisedl justified tie

r'eversa .
Mr. BoYLI.s. I wouhl say 11o amount raised would justify the rever-

sal. That is tile point.
Selat om I,\iurr'. In the view of the Treasury, I mean, if thai istdl

it was for.
Mm. Bov-r.s. Yes.
Seiiator F13ARK.EY. I want to know how much it raised.
M'. BOYLES. I do not know. I have no way of knowing.
Senator CoNALY. As I understand it, your particular bank, as

the result of its transactions in 1932 and 1936, c aimed an overpay-
ielnt.
Mh,. BoYLES. Yes.
Senator ('ON.ALTJ. The Treasury allowed you an overpayment cer-

t ificate of $48,000?
Mr'. Bo1YLEs. Yes.
Senator CoNN.ALLY. It officially declared that you were entitled to

n ,we,'yivlent certificate of $48,000?
Mr. Bonxe. Yes.
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Sa1ato' CONNALTLY. While thut was in l)rocess of Ce(,rtificaltiol, giv-
ing you the check, they came out With this other ruling, ond yo l
did jot ,get yor $ 18.(t .; is Iha correctt ?

Air. Bol-rlEs. Tilit is t'I(t Iv correct .
Senator VANIMIENii . Weie there liny eoirt decisions which inlter-

venled on which Mr. Wenchel sought to i'ely ?
Mr. BoyEs. No; Senator. ()n the contrary, there were two bard

decisions, he ('entlf Lwlt Inrves/ment v. Comnni.Wsioner (39 B. T. A.
981), and Nadoael Ihnk of (ommc,'e v. (Commis.'4oner (40 B. T. A.
72) : these two board eases I cite afliried and approved (G. C. A.
18525, as sound, find the Commissioner's office acquiesc'ed ini both of
these decisions.

Senator ('oxNr .mitx. Will '.oii pit in tihe record a brief mem orn lduni
01- o1(1 t(,hiiig. givillir both (oi)illioll)q?

Air. BoyLrs.. Witii the permission of tile colilit ee, I will )e ghI
to furi-iish-I do not like to Speak from any prepared lei 1Wamhl ill-
I will fii'iiish to (lie .omiltee a brief on tiny of these points ti;i I
make. Is t hat all riht, Senator George?

Senitor (,Voi.ol. ves.
SenuIt or CONNALLY. PUt ill both opiniionis of the solieiltors or counsel.

the former one fnd the latter one, so we can coml)are them.
Mi'. Jom-LEs. Yes.
(ent lemen, here is the situation lier. t h is reveulue-raising general

coutselP Ilemorandil in was issued, tl',. same rules and regulations
of the Treasury departmentt that had been in force, G. C. M. 18525,
that had heen juronnilgated theretofore, weNre still there, and had not
heee eeihnged.

When coiuisel unde(rtoolk to reverse himself, these two hoard deci-
siois find beeu, acquiesced in by his (el)artment, and they had not
withdIrawni their acquiescence. At that same time, Congress had, 1111d
is I say. I think it is logical, had passed ti is hew. revised revenue
amendlilent, hind an ainen led code alpproving the sollilless of (G. C. Al.
18525.

Seatlll li WTALsII. Is it a fact that, liriefly st ated, yoll reported as a
return of impaired capital and it was rulel it lly to be income?

Mr. loYlJrs. Yes.
Senator WmAsll. That is tho whole story.
Mr. BOYLES. Plus this-.ea1h one of tliese (qulestohls allows me to

make another, I hope, deficit e )litit, Senalor-a loan his been and
always will be a Ca)itial tlransact ion. The loan, the el rge-ofl, tlhe
recovery is all part and parcel of one elpitiil transactioll.

Senaior WXLsu. If a loan is made for 5 years. is it, :lways a piport
of tile capital transaction'?Mr. 13oYTms. yes, sit-.

Senllor WAI9H. So t{hat tie rule of reporting fill tral setiolls each
year does not apply to the loans?

Mr. Boyl,:s. I will a answer tlit. ThaIt is a fundamental question,
Senator. '1lho sixteenth amendiienit authorized you gent elme of the
congresss to tax income. You ci nlmot tax l"ital, you are forbidden
to tax el)ital. I say agaii that all the writ ing of the Gemeril ('oiinsi l
in the worl caIiol tmie cipit Il ilto income. You can wrile reams
oi reaii1s 111(d yoi1 (',ll ml ('liii i(.h tr'cjaj)itaI to ihfCome.
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Sentor BAIRKIJEY. Your contention is, if the loan had been repaid
and not charged off, the only part, of it that would represent income
would be the lniterest on it?

Mr. BoYLES. Precisely, Senator.
Senator BARKLYI. If iR is )aid back later in full plus interest, your

contention is that only the interest that would be paid back is taiible.
Mr. Boms. Precisely, unless there is the one exception that the

taxpayer foolishly tries to use it to get a tax benefit.
Let me ask you" another question. Most of you men have ha(d hank-

ing experience, some of you may have been in banks. If what, I am
talking about is not soumi, we better close up banks.

If Senator Coinally borrows $10,000 this year and unfortunately
is not able to pay it back next. year, if that make it. income instead of
capital-

Senator CONNALLY (interposing). I wish you would arrange such a
loan.

Mr. BOYLES. I might (1o that, Senator. I will be glad to.
All right. If Senator Vandenberg borrowed another $10,000.from

another hank (1and pays it in the calendar year, the fact, that one piaYs it
on January 1 in the hl'st calendar year alld the other pays it on Jill-
ary 1 in the following calendar year, if that can change capital to
income, then I am talking wrong. '[hat is tile whole mun and sub-
stance of it. I am trying to see this thing started out as a capital
transaction and it is always going to remain a capital transaction.

Senator Bymm. Do you favor an amendment to the law that a loss
of a capital asset should not be deducted from the income?

Mr. Boyms. Certainly, unless you take tile tax benefit from it.
Let us get back, because I want to get that point clear.

Senator Bynu. You contend that a loan is entirely a capital in-
vestment?

Mr. BoYs. I certainly (1o.
Senator BYRD. Therefore, if it becomes of interest to the income

tax, of course you deduct it at a loss?
Mr. Boyms. Let us get that straight.
Senator BYRD. Would you favor treating it entirely as a capital

investment?
Mr. BOYLES. Certainly it is a capital investment.
Senator BYRD. Wouhl you favor an amendment to the law that if

tlere was a loss to the loan that. was made, it could not be deducted
in any instance, from the income?

Mr. BoYLms. I (1o not want to say that; I do not want to be under-
stood as saying that. They are two separate things.

If you go to a bank, Senator, and borrow $10,000, and I trust
you do---

Senator BAIKLEY (interposing). Why not trust him for it?
Mr. BOYLE:S. 'That might be better, Senator. At any rate, if you

borrow $10,000-I want to follow that a minute and answer your
question-the thing I am talking about is what hapl)ens when tle
bank goes to make up its income tax. If, unfortunately, you can-
not pty it, and tile bank has enough losses generally, so that deduct-
ing that $10,000 does not give it one cent of tax benefit, then when
the recovery copies in, it. ought not to be taxed any more than if I
borrowed $10,000 today and paid it back tomorrow. It is a capital
transaction.
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Senator BAiRKLEY. Would not that only ha))en where the other
losses sustained by the bank wiped out this income entirely, so there
would be no object in putting in an additional loss, that would not
cause you to pay any tax anyhow?

Mr. BOYLES. That is exactly it, Senator.
Senator CONNALLY. Senator Byrd was talking about whether you

would favor treating it as capital and not taking a loss on it. The
only advantage of taking sonie loss is to get your tax cut. No
matter how mucli your cal)ital might be impaired, your bank might
be worse off than before, yet. as far as the Government is con('erned,
unless the only purpose in the worll of your bank claiming that on
account of lost capital would be to save some tax, if you do not have
that. result, your contention is it ought to remain is (apital and not
be taxed as iiome?

Mr. BiOYLES. Exactly. Let nie add another tiling. I do not want
to take too much time, but there are some of these points that I
would like to make. Gentlemen, I know that this committee is
interested in sound banking. If you gentlemen let this law stay
the way it is, there is an incentive to bad banking. Let me tell you
why I am talking common sense and( talking soundly about that.

If Senator George an( you gentlemen are on an executive board of
a bank, and you see the kYZ Co. beginning to get in a little trouble,
the smart thing for a first-class bank to do is to say to it, "You boy3
start writing down XYZ. Write it down 20 percent."

That. is sound banking. But if you let this present. G. C. M. stand,
no banker in the world is going to tell its controller to go and write
down XYZ 20 01r 30 percent, and then have Mr. Wencliel tell them
if they get recovery, they have got to pay a tax on that 20 or 30
l)ercent ; and it lha1s been i capital investment all tile time.

Have I made myself clear?
Senator IARKLEY. Is there any (lefinito )oint in such a loan as

that You say "write (town." I suppose you mean write down
tile value of the joan. If you did not write down the loan gradually,
it would mean a shut-down of the institution.

Mr. BOYLES. I do not mean that. Let me see if I can make myself
clearer.

Suppose KXVY Manufacturing Co. has a line of credit with
your bank for $100,000, you have loaned them $100,000 and you
have got a lot of their collateral in your portfolio, when their
monthly statement comes in, you say, "It looks like these fellows are
losing money there. They may not be able to pay 100 cents on the
dollar on the loan." You run a bank, you want to be sound all the
time. The smart thing for you to do is to say, "Now in order to
have a good bank, let us write the loan down 20 percent."

Senator BAIRKEY. That is an arbitrary procedure on the part of
tie bank. It makes up its mind that the loan worth $100,000 is now
worth only $80,000.

Mr. BOYLES. What differencee (foes it. make?' It is a bookkeeping
entry. L&t us not get fogged up in the woods because of the trees.
All Iai saying is t hat a capital transaction that starts out as capital
ends ul) as capital. The sixteenth amendment does not let anybody
tax capital, and the general counsel's memorandum cannot do that.
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If 1 his $100,000 loan is Iitade taud charged off, if the bank does not
-get, a tax benefit, then when the recovery comes in, it ought not to
vally a tax charge any more than an every day current loan niadedlail.; lby lbanks.

The CI.IMA,. If you (1o get a tax benefit, you ought to be
eCtop)jed ?

MI. lloYL:s. That, is eorreetly the word that I would use. That is
iii eu(lliiable thing. You ought to )i esiopped because yoll take a
benefit.

lhe ('InIAl.\N. Yomr point is, there ean be ino esop)el unless you
(lil reeive it tax 1tenefit

Mr. BoYL:s. Yes; alld it is always a capital transaction, there is
!10 (1115siion lbolt t hat, gentlemen.

The (ThHank. ' \lla oil \o y unulw, '. Bovlvs. f thank you
for your courtesy. You iiiay file with the rel)'ortr or the clerk the
Ifl13I1oI',(11l1l killed d for by Sellator Connallv.

(Ml'. lheVhs 811ll)itte(d tile following brief. ogether with the
Treasury Decisions reflered o, appended.)

TItIFF ,U1t'Ir'lh Iy EDWAEI 5. PlmWll TiO , AND APPR'OEID ltY A MI.:DT.\N SINKERS
ASSOcIATION Wi'lti AMENDMENT TO SFCTIoN 22 (1B) OF '111 -' INTERNAL IEV-
NUK CODE (As A.mIN:i i I i,Y FilE RiI'Nui.: A( O 1!'39)

AN AMENDMENT TO THE' IN11ilINAL ItEVNI'E COIDE

It is recommiIendied that section 22 (h) of tile Internal Ievenue ('odo (as
amended by the toveinue Act of 10)39), should be further amended by adding
thereto a new subdivision (10) :

"(10) II('oi'Eloll.S ON LAD DELTS.--AnOIntln recelivd on1 a'eomt of a debt for
which ai bad debt (edelwthon or deduct lom imtv been allowed lit a prior year. or
prior years uller section 23 (10 or under a corresponding section of any
revenue act to the extent that sueil deductho or de (lello So alloweil di not
reSull ill 1an income tax belli lit in h SI1I prior yuar or years. Thi paragraph shall
be effective beglhilag filer December 31, 19:15."

:,etlon 23 (k of thl Internal Revenue Act allows a deduction from gross li-
come for bad debts.

()n April 3, lt39, tie (ounmssioner of Internal Revenue issued T. I). 4633. In
substmnce this ruling ordered that where biauiks (or other corporatioas subject
to supervision), charged off debts Il whole or In part in obedience to specific
order of an examiner or other supervisory ofilcer, that such dets sliall be con-
elusively presunled, for Income-tax purposes, to be worthless, or recoverable only
in part, as tie Case may be.

On June 28, 1937, lion. Morrison Shaforth, chief counsel of the Ihureau of
Internal Revenue, Issued G.C.M. 18525 which held, in substatce, that amounts
recovered upon debts previously charged off at elt direction of ai examiner or
supervisory officer constitute no taxable Income for the year of recovery If the
prior allowance of deduction resulted il no tax benefit.

On May 24, 1939, the Board of Tax Appeals in centrall Loan and Investment
Conpanty v. 'onni,,sioncr (39 B. T. A. 9S1), appIroved G. C. M. 18525 above and
enforced It.

On June 9, 1939, the Board of Tax Appeals in the case of National Bank
of Commerce of Seattle v. Commissioncr (40 It. T. A. 72), again approved and
enforced he ruling announced in G. C. M. 18525 above.

Both of these decisions were acquiesced In by the Commissioner.
'ilhereafter, lit 1939, a1 new General Counsel for tile Bureau of Internal Reve-

nue, J. P. Wenehel, Issuel . C. M. 20854. This ruling not only approved
G. (. M. 18525 above, but extended lhe ruling to cover cases where the taxpayer
makes the charge-off on his own motion (and not at the direction of a Super-
visory officer). In this ruling counsel uses the following language:
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"It Is well Settl(d that iii tie ordinary (ase anillstit received lit rejalyinent
of loans do not cuinstilutat Income but are reimbursements (if capItal."

Again:
"Until a taxpayer has hi( tile hlicoine tax equivalent (if a full return of tile

capital relIre.v(ited by Ills debt, thl're Is i1( valid grotind foi tralig its illeonie
ally alioltit received III ('(iV'y of Ole debt."

[i 1939) tlie lHureuii of Internal lteveun, Issued I. ''. .172, Ii substiane re-
itlI-Lill ;ll, prev iiis i'gulahit iiis iid (iiit-rn I 0'(l i ( isetl. in )'ll 111' Ida. It held that
rec\' verl' hy 1li iiks loll bad lelt. deduieed In pri r yal'is do i con (list itlutl'
ilnlcmae wlz're lil' 1llnollilt ift liet ic(ivery is less i. h:ll Illat (lolrtbill if' tie debt
(l('lilhetll wilch (il lot ethel a redithlthn Ihi Inlx liaililily fov lie lim-ii year.
To l llltl4 pohi li , reveille alct itself, lie rlliigs of thlie 'l'riuasuiry I)eparillnil l

liere ll, lilld li ( h'llel' I ('i illmisea llienmimill)(] aie all iiill Ii(le rd; l l Cionsist-
lilly ' I 'l i II lill ollnid rlelh wlilt 'si,'cil (io i'eov' rbe's ill bil di'l.t .
''lierea(Iter, 4li Jnly S. 11110. tille sammii' ,I. I. Welle'hel, Ias (GAelllral I iiiisel of

the I liellll of Illieiini 1uvellmlle (who W'r ' lie liill ( G. C. 1. 21IS51 nahove)
Issued (. CI .11. 22163. Ili sribstalie, hlls rllng imodlles '. (C. ( 1. 18525 and
revotkes (4. C. .31. 20S i51. It hlds thntm uvwrl up' 'ii debts charged off in
prior years are taxable, regardless of Whiellher or not tlie tnxljnyer received
any tax benefit.1! Ills Ili, is Ilittemly iusuiillnd alnd tillufll'. 'l' oly excllses lie colllsel gives
for Ills reverl'Sal are:
(a) 'harht tie lfii menu Itself and previous (overnnient (,onisels simply (1id not

tindersIllnl tli( lIltent of tile act, and,
(b) That all ole'atloris must be conflned to a single calendar year.

l1oth gronlri( ilinteallle. There is Ilo intmber of tie committee who does not
know tlint hilnehil tIranisactionis with respect to debts (-an rarely le conflnetl to a
current year. It Is at rasonable deduct ion that tlill was i pressure ruling to
avoid tile allowallice of legitimate ('lalis then pending, and to secure additional
revenue.

All of tie rulings above mentioned will be found In full In nit appendix to tlils
brief.

The pirlpose of tlis bi'hf Is to se('ltlre an allnendilnent which will have tile effect,
of cori'eetly.statiig tihe lav, and continuing tile unbroken, consistent, fair, sound,
aid legal construction of tie act itself to July 8, 1940, Vhen tilte erroneous General
Coumsel's Mt'inoralilhlndm 221(93 was issued.

It Is ni answer that (lt' courts will eventually correct tie injustice. This com-
Illtteetii ('1i i 15 Minutes and witi two sentences correct (lie Injustice. Awaiting
court ci ntructlion Inis thalt Ilit taiXlalyer starts with tii uifalr le(ision against
limI by tie Bii'eau. Ile must employ counsel in(nd pny court costs. lie must wait
years for final determination. In the nieantime, lie is bitter illd resentful toward
lils Governnerit tlint nake-s such w'misted effort necessary ; and lie suffers from a
deel) selise of frustriition.

Every neniber of tlils ('olniltlee bias deep and vivid recollections of tie financial
tragedies of 1932-36. As bnik counsel, I lived those days and have no wish to
ever live thlein gain. Tile banks of the country, ats seipublic InstitutlIons, suf-
fered ai anguish that no other class of citizens knew. They were not concerned
l)imarily iIout posslule -losing of their banks, nor with the loss of their particular
positions; but they were seared to their souls with the thought of tile possible
losses to htindreds of t(liousaids of little depositors who lad trusted theat to keep
their money safely, 1111(1 give It back to them.

During those dark days securities which had been accepted lit full flith became
worthless. The bank examiners required lhat they lie written off tile books of tle
bank. The losses were so staggering tlint these charge-offs resulted in absolutely
no benefit to tile bank. In a few years some of these "dead ducks" began to revive,
and eventually very substantial recoveries were had.

Until July 8. 1940, the banks were fairly treated by the Bureau of Internal
Revenue. The Bureau recognlcd the comnnionplace, comiboii-ense fact biat a
loan Is always a capital transaction. The loan, the charge-off, tie recovery are all
ono capital transaction.

The sixteenth amendment to tile Constitution authorizes tle Congress to tax
income; it does not authorize any tax whatever on'capital. All of the words of
any general cowuisel. can never change capital to income, or income to capl.
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tal. The matter is so simple tlat I hesitate even to argue it. There is no distinc-
tion whatever between a loan that has become bad, charged off, and later recovered,
and nit every-day current loan made by a customer, with his bank. In both cases
they are capital transactions. There is no distinctlou between a loan made In
1 year and repaid in that year and a loan made in 1 year and repaid In a succeed.
Ing year. The matter can be reduced to an absurdity by saying that if 0. C. M.
22163 be the law, then every time you borrow $10,000 from your bank In 1940 but
fail to pay it back until 1941 the whole loan Is Income, and is taxable as such.

The history of one particular bank inakes clear by inference that the
General Counsel's reversal in 2210 was a pressitre opinion, The particular
hank in 1932-33 made large charge-offs at the direction of the examiner. In
1930 recoveries were had and the bank paid an Income tax thereon of approxi-
niately $50,000. When iln June 1937 the Department Itself had Issued T. U).
4633 and 0. C. M. 18525 had been promulgated. a clahn for refund was made.
This elain was allowed and on May 2, 1940, a certiicate of overassessment was
Issued and delivered to the bank, di'eeting that the Bureau refund sail sum
to the bank. It takes from 60 to 90 lduys for these orders to go through the
Department and be honored. During that Interval 0. (. M. 221(93 was issued.
and thereafter payment was refused.

Please bear In mind that the same counsel who wrote that opinion is tl,
one who said, less than a year before in 0. 0. M. 20854:

"Until a taxpayer has had the income tax equivalent of a full return of
the capital represented by his debt, there is no valil ground for treating as
Income any amount received In recovery of the debt."

I douht if the committee has alty idea of the number of banks who are being
hurt by this unfair ruling. There are hanks iln practically every State. The
officers of these banks do tnot resent additional taxes where, for governmental
purposes, such additions are needed( and are reasonable; but they do bitterly
resent the unfairness of the Bureau of Internal Revenue it leading them on to
it reasonable ani legal course of conduct and then turning about and slamming
the door in their faces. Every Senator otn this committee is familiar with this
psychology. There Is no resentment deeper titan the resentmenit of a citizen
who chafes under an unfair act of the Government which, after all. Is his
government. It is a kind of resentment that becomes more bitter and bttter
and ends in a lack of respect for the Government that call take his taxes
promptly when due; but Is unwilling to carry out its contract made with him
In good faith at the time his loss was taken.

0. 0. M. 18525, and the previous rulings, are conducive to good banking;
0. C. M. 22163 is detrimental to good banking. If a bank has a loan of $100,000
to the Smith-Jones Co. and If it develops that the company is getting Into
trouble, sound banking would require that the bank anticipate any possible loss
and charge off a reasonable amount of that debt. However, if the bank
operates under the threat that any charge-off it makes will be subjected to a
full tax as Income when It be received, it is not going to take any such step.

This request has nothing to do with more taxes or less taxes, or rates, or
schedules, but Is simply a plea to redress an injustice.

Respectfully submitted with the request that the committee do amend the
act as requested.

EnwAn S. Boymms.

TnEASURY DEPARTMENT,
OFFICE OF COMMISSIONER OF INTERNAL IIEVENUF,

T. D. 43Washington, 
D. C.

To Colleotors of Internal Revenue and Others Concerned:
The last paragraph of article 23 (k)-1 of Regulations 86 and the last pam-

graph of article 191 of Regulations 77 are amended to read:
"Where banks or other corporations which are subject to supervision by

Federal authorities (or by State authorities maintaining substantially equiva-
lent standards) in obedience to the specific orders of such supervisory officers
charge off debts In whole or in part, such debts shall be conclusively presumed,
for income tax purposes, to be worthless or recoverable only in part, as the case
may be, but in order that any amount of the charge-off may be allowed as a
deduction for any taxable year It must be shown that the charge-off took place
within such taxable year."
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This document is issued under the authority prescribed by section 62 of the
Revenue Act of 1934 and section 032 of the Revenue Act of 1932.

Guy T. RELVaRINO, Coin mi ssionor.
Approved April 3, 1930.

WAYNE C. TAYLOR,
Acting Secretary of the Trcasury.

63921 Iad debts: Charged off by banks --. pldication of T. D. J133, XV-t
('i1 118, re deductions for debts ascertained to be worthless in whole or in part
and ordered charged off by batk e* miners.

(. C. M. 1852-5

14ri:VNiur ACTS or 1932, 1934, AND 1936

Application of Trcasurly Decision 4j643 (C. B. X'-1, 118 (1936)), amending
article 191 of Reglulations 77 amd article , 23 (k-I of Regulations 801, atnd the
last paragraph of article 23 (k)-1 of Regulation 9f, relating to bad debts itn
the case of banks or other corporations subjeet to supervision of Federal or
State authorities.

An opinion is requested with respect to the application of Treasury Decision
4633 (C. B. XV-1, 118 (1936)), amending the last paragraph of article 191,
Regulations 77, applicable to the Revenue Act of 1932, and tile last paragraph
of article 23 (k)-1, Regulations 86, applicable to the Revenue Act of 1934, to
read as follows:

"Where banks or other corporations which are subject to supervision by
Federal authorities (or by State authorities maintaining substantially equiva-
lent standards) in obedience to the specific orders of such supervisory officers
(.-]arge off (ebts inI whole or in part, sucir debts shall be (onclusively presumed,
for income tax lrip)ses, to be worthless or recoverable only in part, ItS tile case
may be, but in order that any amount of the chargeoff may be allowed as a
deduction for any taxable year It must be shown that the charge-off took place
within such taxable year."

The same provision Is incorporated in article 23 (k)-1, Regulations 94,
relating to the Revenue Act of 1936. The pertinent statutory provisions are
section 23 (J) of the Revenue Act of 1932, section 23 (k) of the Revenue Act
of 1934, and section 23 (k) of the Revenue Act of 1930, which provide for the
allowance of-

"* * * Bad debts.-Debts ascertained to be worthless and charged off
within the taxable year * * *; ani when satisfied that a debt Is recoverable
only in part, tlhe Commissioner may allow such debt, il an amount not III excess
of the part chtlrged off within the taxable year, as it deduction."

It Is to be noted that the language of the statute relating to partially worthless
debts does not require the taxpayer to clain such partial worthlessness as a de-
diuct ion in any particular year. It is simply provideld that the Co.nmissioner mat,
allow its it deduction such partial worthlessness ill an amount not IIn excess of
tie part charged off within the taxable year. Treasury Decision 4033 must, of
course, be applied In the light of such controlling statutory provision. Moreover,
thlat decision must be construed in connection with the general regulations gov-
erning bad debts. (Article 191 et seq. of Regulations 77 and article 23 (k)-1
et seq. of Regulations 86 and 94.)

Treasury Decision 4(M3 and related regulations under tile Revenue Acts of 1932,
1934, and 1936 establish the following l)rinciples applicable in batik cases for the
years governed by those Acts:

(a) The ord(e of the hank examiner rehititng to the charge-off In whole or In
part of a debt owed to the batik is material only as establish 0ig ewiclutsirely either
total or partial worthlessness of such debt.

(b) Where total worthlessness of a debt has been so ascertained in any taxable
year and the debt charged off the books of the bank fit the same year, deduction
on account of such ascertainment and charge-off Is allowable only for the t~uxable
year in which such ascertainment and charge-off are made. In other words,
deduction for total worthlessness so ascertained may be taken only in the taxable
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year In which occur both asiertalnment of total wortilessness Anl1d tie necessary
charge-off.

(e) Where partut ivorthlescs.,s of a debt hiats been so ascertained, such Iarth l
worliles"siess iay be allowed Its it deducion i the year of such asertaininent,
proviiled such lpartlal worthlessness is charged off during such yeur.

(d) Vhere Partial ivurthle.ssne'ix of it debt has been so iscerhilinied but no
eharge-of illade In the year of such tweer lenient, no dedect ion Is allowable In
the icoHIe tax return off the bank for the year of snch asc'ertaltunent.

(e) Where partial tm'thlesmess of at delt )tits been so Ascertihnied lit it certain
a11noutit hi one taxable year but no harfe-off umiade or dedum tier atoiw('d thcre! or
in that taxable year, Atn(d ditritig it suliseqlueti taxhble yvar th;it anlount of such
partial worthlessness Is 't'ertained ii, iacoi(taliice Witii treasury Decislon 46 3
ill a greater aillolluit hall the liloutit of stch p hilt' wortlehss,ess ascertained
during the precellg takaible year, suc'h artitll worlhlessitess imtay lie allowed by
the Comtmissiionier lit sich ,mibsequent taxable yelr il tile greater a1m11oun11t asecr-
tailed and charged off il sttch later taxable lear.

(f) Whersulh partial Ivorthle.sit'ss has becn so ascertained in it pArtleular
taxaible yealr but not (liargei off or Alowel its it dedletitn for tininte tax rttr-
poses for that year, iatl1 total icorthlss.i.c., Is Ascertainted iii ite'ordance with
'Tlreatsury Deeisloi 4031 tit i later taxable year Aid the it.ceswlty ehiarge-off of
such total worthlessness Is made lit the litter taxable year, deduction for such
total worthlessness is allow ible for that year.

(Q) If a dealt has beell so Itsvertalited to he worthless either |i whole or lit
pairt in aiyty lmrliutir taxiibhe year blut has not beell allowed Its it deduetlon for
incoine I ltx itutr es it whole or 1 li]t ipr is the ( lse llay lie, Amounts subse-
qutently collected ot Atecount of suel debt ae not required to Ie iteluded it gross
Income for the taxable, yeair of such recellt (artilele 111, Reglutitions 77; article
23 (k)-1, Regulatlons S0 and 14).

(hi ) If a debt has ieen so Ascertained to lie ipartially worthless in a iarticular
taxable year but s1(ch partial worthhessness ]tits not been allowed its ii deduction
for income tax littrltoses lit such taxable year, aill the debt is sitbsequteittly sold,
no aldjusnlent of the basis of the debt should e made lit determinhlg gait or
loss from such sale. This rule is equally Applicable to vases where there has been
a1eertaliinent of partial worthlessness buttt no charge-off thereof, and to eagem
where there have been both nscertaInment of lIartlal worthlessness Ani a chiurge-
off, provided no Amouttit lills lven allowed as it deduction for Iteonte tuix pur oses
lit either situation.

(i) If a debt was so aseert itlted to lie totally tr'ortlhles. in 1932 or sulse(Ioit
years, which Are governed by Treasury leeishlo -1133 or irt( le 23 (k)-1, Regu-
latiotis WR, but to uintouhtt tins been hallowed its a dedtietlon for Ineline tax tiutrltoses
for the year of such aseer1ttinnient, and subsequently the ,, 'l' Is sold, the btink
fully not deduct any loss chased upon ftie lifferette hets'.,un the1 orlginhl basis of
such debt tll(] lhe sale I)rlce. It is tlhe opinion of lill., e lve that to allow it loss
bused uipon sale tnder suhl eircumstanes lit ii year subsequent to the year of
a seerta i mnit of total worthlesstSess wotld permit by indirection)t1 the evasion of
the staltutory l)rovisions requtritig dedlutieons based upon clanil. of totl worth-
lessness of a debt to be taken only lit the year of ascertalhnent of such total
wortl essness and ebarge-eff. This rule is equally aplillculile tu' cases where
the statute of linlintiotis oil refund- for the year of :tseertalhunent of worthless-
nvs has run tli(] to casess where such statutory perlo1 hns not expired. If. how-
ever, in any such ease the debt Is su bsequently sold for an amount In excess of
the original basis of uell debt, It Is held that lhe hiank Is not taxable on an
amount greater thani the exees, of the proceeds of the sale over stumi-h original
basis. A tax bIsed uion the entire proceeds of the sale in such ease would be of
doublill validity ilasilluch as It wotild lie ised in substantial lal part it1ton an
item which is not in reality gnIn or income. (See Goodrich ". Ediward.q 255 1. S.,
527: Kff,.lad v. Jll'erinp, 298 IU. S., 441,)

(I) Where, in cases governed by flte R[evenue Acts of 19.32 And 1034, a bad
dealt deduction based npon ileged total worthlessness was dlsallowe( to a bank
prior to tie proulgat lon of Treisury Deesion 4033 under eireumMtu nves which
would have entitled the bank to such a deduction under the viroviRlons of 're1sttry
Deeislon 463. and the Rtatute hts now barred a refund for the earlier taxable
period, It is the opinion of this ofilee that uno1 sib.lseuient sale (if siieh delt by
the blik no ndjuitaient should le nade in the ioriglnal basis of the debt for the
pImrinok of determining gain or lo,,, from the sale.

It Is believed that some of 1th difficulty in batnk eases hi1s arisiei from flltire
to reeognize that Treasury Decslon 483 can only olierate a1s it construetion or
application of a controlling statute, and that It must lie read In the light of the
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statutory proviions: vhh It .(,ks to interpret in the apllication of the statute
to tlhue sli'eelil cases bankk cass). It cannot, of course, be taken is selhlig
oit substailithle rules of law contrary to the plain provisions of the statute. Read
in this light, Treas'y Deelson 40:33 can only lie taken its setting up a practical
I-le for asCertaimmlnnt of total or partial worthlessness of debts In bank cases,
,and f1 t 11(4 undertaking to give any effect to .uci ascertainnient which will coil-
trave-ne provision of the statute or related regulations.

The edluctlls for bild debts coiltIlnlphl ttd by the clause "allowed as n dedhle-
lion for Income tax purposes" (as used In (f), (0q) (h), and (1) above) refer to
dedutlhions for bad debts which aecomnpllshed a retductlon in tax liability and d1o
iot refer to d(llltetiolm for w(d debts lit cases lit which the taxpayer, oil account of

other allowale letdlwtions, had no liet Income Irresletive of the deduction for
bad debt". ISigned by Morrison Slifroth, Chief Counsel, Bureau of Internal
RevenuE,. I

[ 61621 tad debt recoecries by thunks: T'J'ratnlent where chargie-off is (1) on
direction of bank c.ainer; (2) opt tax(lymer bank's owin initiatire; (3) by
ofher ftxpa!ycr..-In thc treatment of recoecrieq opt bl (lebits where the dedic-
tion was not itsed to redute taxable income in the year of ascertainment and
charfIetoff, the rule is the same whether the debts were charged off at the s)ecifi(
direction of the bank (unuline or by the bank on its own initiative. The rule
also applies to taxilyers other than. banks. It is immaterial in what year the
bad debt deduction ics taken (that is whether before 19)3, or thereafter) but
dite regard must be given to the n't loss provisions of the 1932 A.iN and jiio'
Acts to ascertain whether taxpayer received the benefit of the bad debt dedue-
tion through a, net loss earry-over.

Bad debt reeoreries by banks: ''reatment where more than opie debt charged
off -in same taxable y1ear.-The Bureau reconsiders its ruling in I. T. 3172,
1938-1 CB 150, and holds that if it, any year two or morc bad debt deductions
are taken and the aggregate is more than sumlfient to offset taxable net income
after applying all other allowable dedluetions. the bad debt deductions are trained
as a unit and later recoveries will lie treated as nontaxable until total collee-
tions on any and all such debts equal that portion of the total deduction, for
the particular year which did not operate to offset taxable income for such
year. Pxces.s amounts rcorcred will be income in the year recovery is madc.

See Art. 23(k)--2 at 391 CCII 207.(502 and 207.654.
G. C. M. 20854, 1939-9-9731 (p. 2).

C. C. M. 20854

Rccoveries of debts preriously deducted for Pederal income tax purposes do
not constitute taxable income unless the deduction of the debts in prior years
resulted iii a reduction of tax liability.

S. R. .940 (C. BI. IV-I, 129 (1925) ) modified. Recommended that I. T. 3172
(C. B, 1938-1, 150) be modified.

Advice is requested whether the ruling in G. C. M. 18525 (C. B. 1937-1, 80),
to the effect that recoveries of debts previously charged off at the direction
of Federal or Stiate supervisory officers by banks and other corporations
under Federal or State supervision do not constitute taxable incoimie unless tile
prior charge-off accomplished a reduction il tax liability, Is equally applicable
to recoveries of debts otherwise ascertained to be worthless and charged off
by banks all(l corporations urder Federal and State supervision s1d to recov-
eries of debts previously charged off by other taxpayers generally.

The inquiry is directed particularly to the following paragraphs of G. 0. M.
18525, supra:

(a) The order of tie bank examiner relating to the earge-off in whole or
In part of a debt owed to the bank is material only as establishing conclusively
either total or partial worthlessness of such debt.

* * * * * *

"(g) If a debt has been so ascertained to be worthless either iII whole or in
part in any particular taxable year but 1tile not been allowed 1s a dueitetion
for inome tax purposes In whole or in part its the case may be, amounts sub-
sequently collect d on account of such debt are not required to be Included in
gross income for the taxable year of such receipt (article 191, Regulations 77;
mrtlel6 23(k)-1, Regulations 80 and 94).

0 aa - .
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"Tile deductions for bad debts contemplated by th clause "allowed its a
deduction for Income tax purposes" (as uSed itn * * * (0) * * *
above) refer to deductions for bad debts which accomplished U reduction iII
tax liability and do not refer to deductiols for had debts ill cases Ili which tit,
taxpayer, on account of other allowable deductions, had no net income Irrespec-
lie of the deduction for bad debts."

The Issue presented requires a general discussion of the proper treatiueit.
for Federal Income tax purposes, of recoveries of debts charged off till(] claitd
a1s deductions iln prior years and Involves an interpretation of tine following
provisions of lRegulatlons 91:

"Any amount sulsequently received oil account of a bad debt or on account
of a part of such debt lpreviAsly charged off and allowed as a deduction for
Income tax purposes, lIust 1W included it gross income, for tile taxable year in
which received. (Article 23 (k)-.)

"Bad debts or accounts larged off subsequent to ,Mar'ch 1, 1913, because
of the fact that they were determined to be worthless, which tire substquently
recovered, whether or not by silt, constitute income for the year in which
recovered, regardless of the date wliei the aiiollults were charged off. (See
article 23 (k )-1.) (Art Ihl .2-1.)'"

It is well settled tit Iii ti, ordiinary (eUse aniounts received iii repilyment
of loans do not constitute Inicom01e but are reinbursements of capital. (Charlcs
M. lowell, Adnir., 21 11. T. A., 757 [CCH Dec. 6559], petition to review dis-
Illissed Oil iOtion1 of tile ('oIllIIssomiller, Burnet v. Holtell, AdMr., 59 Fed. (2d),
1053.) This is also true with respect to amounts received ill payment of debts
arising from nnplid vatgres, salaries, rents, and similar items of taxable income
which have beell include, d ini gross Inlome. ITilless it taxpayer has already re-
covered Ills callital for Income tax purposes, recoveries with respect to it debt,
iII the opinion of this office, call lot be consilered as income.

In ally case in which it ilt dehbt has been allowed as a deduction and has
had tile, effect of offse'ttlng taxable incoine (meaning, for present purposes, in-
('o11: whihll wo'iuli Ibe tile basis for ti1e comutation ( f U tax liability), the
taxpayer Ires, to that extent, III effect lhad the Iinat of it recovery of capital
for Ilcome tax lrlses. Ili deternininig tin' extent, if any, to which a tax-
payer lias thus Illenited1. tile credits against net ilncomne provided In tie Iteventle
Acts i11st 1Iw litenl into account. To the ,xtentht that it ddellctiol does not
result li suclI a Ibenefit to the taxpayer, the deduction ca not be said to have

ciccoi.lllplished a return of calllthll. Pot I a tliXlllyer hits had tile illeolne tax

eqiivillelt of a full return of Ilie capital represented by his debt, there is
nio Valid ground for trattlig as 1nvoille tiny a11o1lit received ill recovery of
the debt. Accordingly, Ihe al ove-(luoted provisions of tIhe regulations tire not
to be lhlt, ri)rete Its re(iilI li(', Ihe Inlusio ilI Incoeli of amounts received i
recovery of 11 debit unt tile taxpayer )ils tfnally recovered the (apital represented
by tile dh (eit her 1y tile means referred to above or 11artly by such meains
lilt(] partly by repalmneit by tile delltor.

G'. V. M. 18.p5, .,,lr, Involved only bad debt deductions by banks or other cor-
porations subject to supervisi(ol of Federal or State authorities as a result of
tile conIclusi1e' 'lsUi1lloti011 of partial or total worthlessness established by orders
of Federal or State supervisory officers. (I. T. 3172, C. It. 1938-1, 150.) How-
ever, the prilniple stated therein, that recoveries of debts previously deducted
do lot conllstitute taxable Income unless the deduction of the debts In prior
years resulted iIl a reduction of tax liability, is equally applicable In cases of re-
COveries of (ehtS voh'l1tflrIly deducted by banks or other corporations subject
to Federal or State Sulpervlsion and to recoveries of debts deducted by other
taxpayers.

In any case where tile total of tile allowable deductions, Including bad debt
deductions, taken by a taxpayer in Ills return exceeds tile gross Income less tile
credits against 1net illneo'0i, the question will arise as to tile extent to which tile
deduction of the bad debt results In a benefit. In such case It will be aissumled
that all deductions other than bad debt deductions first apply ili reduction of
the taxable Income. For example, If in his return for 19,3 a taxpayer showed
gross Ineome (less the credits aglilist net Income) of $6,000 and claied 1a bad
debt deduction of $10,00, and other deductlons nggregating $2,000, It would be
considered that only $4,000 of the deduction for the bad debt operated to offset
taxable Income. There would thus remain $0,000 of the debt as to which the
taxpayer did not have a return of capital.

If, In any one year, two or more bad debt deductions are taken lid the afre-
gate amount deducted on account thereof Is more than suflielent to offset the
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taxable net income reta Inhi g after 11plylng tite other allowable deluctiIs,
the bad debt deductlols will l)e treated its it 1ltilt (as If they constitutet a single
bad debt deduction) ; ainid If unilits are subselUottitly recovered oil any of sucl
debts, they will be treated as returns of capital until the aggregate collected
on1 any and till such debts equals thiat ltortlon of tile iitit which did ntot operate
to offset titaxlble Inicomtie. After tie etcital hits been tlius recovered, any aIttiOlttS
received itt recovery of any of the lehts will be treated its gross Income. 1. 2.
3172, s1pra, sets forth a different rtile, and it Is recommended that that ruling
Ie modiled to accord with the foregoing conclusion.

Wit hIs leeln sald here with respect to the extent to which bad debt
dedlctlions operate to offset taxable intcomtte ap1p~lies to delts deducted both before
and1(I 1fter the effective dale of the Revenue Act of 1934. However, as to debts
dhdctod liefe, tilte eff(ctlve, dile of the leveiue Act of 1934, inotlter factor
ituist be taken Into coitshert t ion. Under til' prior Itevelille Acts, it net loss.
sustained by 1it taxpayer ili one taxable yetr is allowtble 1S it dedltction in con.
luting iet income of other taxable yeats lil tle malliner and to tle extent pro-

I ided In the VII' iotis lieveilue Acts. Ste sect ion 117 of tile ihevenue Acts of 11)32
iant 1)24 ; section 206 of tle Revenue Acts of 1926 and 1924; and section 204
of tie Reovettue Acts of 1)21 atid 1918. Ilt d(eterlinhig whllter deductilont
of a bad (ebt ili itny year prior to the effective daIte.of th, Revenue Act of 1934
re.slted in offsetting taxable income (or, hi otier words, resulted Ilit 1 rtrtulr
of cap1tital), it must be deterniied whether sclh it result wits accomllished
by ineanis of tile appllIcationl of 1 Ile( loss.

ill view of Ille fiet thit It will Ie I1practicable for tile htreau to tt1der-
tltki' the glent ttioItint (If rexlr(ltic levssatry to deleltilite wietiher aniy particit-
htr debt wlich Itts liven I,, evi-tItv (hedlt'te( hadt(! tile tvffm't of ollsefttizlg ti1xatble
icotIte, every tttxl)llyer I. receives any tmountitttt ili 'tmplete or 11 irtil re-

covery of al debt pIevion.sly (ddlicte(l and1( who illis (biat stlch ilotilltt (colsti-
tilies ill whole or Il part (,litiltl rlttiter tititn Ineomlo will bitb i required to stibilt
with Ills return it sthlleinilt including complete (1it1ils with respct to the prior
deduction ind other facts litcesst ry for ililttlllitu to elerlllille the extent, if
11i1y, It which t it detIftll ,Sv'i'ed to offset ta.xttbh, Inttomte. Il the evet
tllttt tle taxa.tyer does iot rel.sotillly -bstlit lit te Ills htii nt 1l1t tile Iltttoiit
received it rc(i'ovr, or a 1lrlhitut thtereof, (onst itutes i tlit (If (llititl, tilte
full lliountI receiv('ld ill recovery will ie incluted itl gross inette for the year
it wtiht trcelve(h.

-N. I. 29) ((. ;. IV-1. 124) (1925)), in so fitt its it holds that 1niont whih
iIlghlt be received In recovery of (Iebts tn(ler tIle cirtilltistaltes there pre-
sented wuld (ottstitite taxable Income, is Ilereby tlodititd. ISlgted by J. l'.
Wenteltel. ('ltlhf ('olls',i, illrtllt of Itterlil Reveltlle.i

1 61u0 I luaunks: Recorcy of had debi after di'dilction.-- .Iuiit rccorri'd
bly hank on hld diti deducted il a prior n'i pilrstiint to chtr!e-off at tle

,'ci/i direct ion 01 litk of ,rtitk in(r doe.s Ymt ('(o18ilt(, ilomel where the a ohlut
of lhe rcyot, is less than that portion of the dcbt deluctionh h/i'h did plot
effet a reduction in ta. liiabilityi for the prior ltr.

SRe, At. 23(k)-I it .381 ('('ii 1207.0705.
/. .1/74. 19-38-11-9230 1),p 2.)

I. T. 3172

'ltxbility of aiitommixt r('trorired oil debts dc te'lrd bl a ballk in a prim. lietlr
ptr.itait to harle-off. at th' lpeific diretioi(f PeCdc0 r Or State hank
cpunliner's.

Advice Is relillh'ed relitti'e to l)ltrligrtllh1 (;) of (I. V. .1 2,.1 (C. 1. 1937-1.
S)), relthitilg to( dedictionts (Or bld dclts ill the vttse of Inkls or otter corpora-
fins sillbJect to 0cderil oir State sitervisiott.

Article 23 (k)-1 of ltegllhttlons 94, r'tlltilg to tite lI'evetite Act of 19311, pro-
vldes In litrt its follows:

"WVhere banks or other cril atios wli( which itre subJect tel supervision by
Federal authorities (or by State ituthoritles tuitittitllilng sibstaitially equlvl-
lent sttlndards) in obedience to tite specifle orders of such supervisory officers
charge off *debts In witole (ir i part, Sttch debts salthl Ile concllively presumed,
fol iltneroI toix pitroscs, to be wortlhles or recoverable only in 'part, as the
case nttty be, but Iti order that any tmittount of the ciarge-off iany be tillowIed
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as a deduction for any taxable year It must be shown that the charge-off took
place within such taxable year,"

l'aragra)h (g) of 0. V. M. 18525, .tipra, reads as follows:
"(y) If a debt has been so ascertained to be worthless either in whole or In

part in any particular taxable year but has not been allowed its a deduction
for Income tax purposes it whole or in part us the ease iiay be, almoun1ts
subsequently collected oi account of such debt air, not required to he included
in gross lIcom for the taxable year of such receipt (nrticle 1911, Ilegulathbus
77; article 23 (k)-1, Regulatios 86 aid 84)."

In the last paragraph of G. C. if. 18525 It is stated:
"Tie deductiois for bad debts couiteniplhted by the clatse "allowed as a

deduction for Income tax purposes" (its used lit * * * (y) * * *, above)
refer to deductions for bad debts which accomplished a reduction lit ax liability
ail (10 not refer to deductions for bad debts in eases in wlil1 he taxpayer, ou
account of other allowable deductions, had no net income irrespective of the
deduction for bad debts."

The question preseated Is what portion, If any, of recoveries in 11|37 on lh
bad debts set forth in the following case, which were clrged ill in 111136 i
a('cor(llcei witli orders of a bank exanilner, should he reported it' taxable
Income for 1937:

Net Income for 1930 before deduction of bad debts ----------------- $10, 00I
Mid debt No. I -------------------------------------------- 10,000
Bad debt No. 2 -------------------------------------------- 10,000

--- - 20, 001W

Loss on 1936 return ------------------------------------------------- 10,000

recovery in 1937 on bad debt No. 1 -------------------------- ---- 3, OW
Recovery in 1937 on had debt No. 2 ---------------------------------- 1, 000)

Total ---------------------------------------------------------- 4.00

G. C. Ml. 18525, sui ra, relates only to lnid delit delducthmis by banks or other
corlorations subject to supervision of Federal or State authorities Is a result
of the conclusive presumption of partial or total worthlessness established by
orders of FeWderal or State supervisory ollicers. Accordingly, paragraph (g)
of that memorandum relates only to recoveries on accoit of such debts and
does lOt relate to recoveries of debts of bmitks or other corlioratlons otherwise
ascertained to be worthless aid deducted in prior years. -

As Indicated in the last paragraph of G. C. 1. 18525, deductions for lad debts
Collt ifllated by the (clause "allowed 2as it deduction for Icome tax larposes"
refer to deductions wheh accomplish a reduoll in tax liability. In the
Distant case both charge-offs were made in 1936, and It iuust he assumed, fr

practical reasons, that tile taxable net i I('ie WatS offset by ti debt dedule-
tions li proportion to the amounit deducted on account of each debt. Thius,
it this case each debt, to tie extent of $5,X)(, served to offset the taxable net
lilome, and $5,000 of each debt resulted in no reduction of taxable net income.
Sice tie amount recovered it 1937 on eah debt was less than that portion
of each debt deduction which did not efTect a reducl n it tax liability, It Is
field that no taxable Income was derived from the recoveries in 19-37.

G. C. M. 22163

[Bad debt recovcry: Taxability.] An amount recovered upon a debt pro-
vioillsl charged off and allowed a8 a deduction for I.cderotl income tax p)irposes
(01181tute8 taxable income for the year of recovery regardless of whether th
prior alloiatice of the deduction r'suiltcd iMi a tax bie,Iefit to thet tal)y1Er.
G. 0. Al. 18525 (G. 1. 1937-1, 80) modified; a. V. Al. 208.5. (C. 1B. 1939-I
(Part 1), 102) rcvokcd: and S R. 21140 (C. B. IV-1, 129 ( 1925) 102) modifld.
1iccommetdcd that I. T. 3172 (0. 1. 19,8-1. 150) atd I. '1. 3251 (0. 1). 1939-!
(Part 1), 172) be revoked; that I. T. 3278 (0. I1. 1939-1 (Part 1). 76) be
modified; mid that the aleqlleseep(e it. centrall Loal, & Ircstmelt (lo. v.
Commissioner (39 B. T. A. 1981 [C1 )ec. 10,7061, acquitciicsc e, V. Ii. 19,9 2,
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6) and the acquiescence i, The National J1ank of Cor mncrce of Seattlc v. com-
mfrsionir (40 B. T. A., 72 [CII Dec. 10,71,81, acqflecsence, V. B. 1t39-2, 26)
be withdrawn.

See See. 19.23 (k)-1 at 401 CCII 207.0705, 207.045, 207.05-1, 207.655.
tecoxxsleration has been given to G. V. At. 18525 (C. It. 1937-1, 80) and

(. C. H. 2085, (C. B. 1939-1 (Part 1), 102), both relating to bad debts, with
particular attention to the question of the proper treatment for Federal Income
tax purposes of recoveries of debts (arged off tilt(] climbed a1s deductions In
prior years.

The last paragraph of (. C. M. 18525, supra, reads its follows:
"The deductions for bad debts contemplated by the clause 'allowed as a

deduction for Income tax purposes' (ias used in (f), (y), (h), and (i) above)
refer to deductions for bad (debts which accomplished a reduction II tax liability
and do not refer to deductions for bad debts in cases in which the taxpayer,
oi accontit of other allowable deductions, hlad no net income irrespective of
the deductions for bad debts."

(G. C. M. 18525, .supra, was published to illstrate the applicall on of the pro-
visions of artihcl 191 of Regulations 77 ai article 23 (k)-1 of Rtgulations '6.
both as amended by 'J'reastrll Decision 4J633 (C. I. XV-1, 118 (1936)), and
the provisions of the last paragraph of article 23 (1)-1 of Regulatiois 94,
which reads as follows:

"Where banks or other corporations which are subject to supervision by
Federal authorities (or by State authorities maintaining substantially equivalent
tandards) In obedience to the specific orders of such sulpervisory oticers charge

off debts i whole or in part, such debts shall be conclusively lirstimilui, for
jlcoile tax pullposes, to le worthless or recoverahle only lit part, as the case
may be, but i order that any aniount of the clliarge-off may be allowed as a
deduction for any taxable year It miust be shown that the charge-off took place
within such taxable year."

The last paragraplh of G. C. It. 18525, supra, in effect provide" that there sill
he n1o adjustxnent of the basIs of a dlbt its the result of tihe prior deduetlon of
such debt in whole or In part unless such prior deduction accomplished a re luc-
tion in tax liability. The prinmary purpose of the icorioration of that para-
graph lit I. C. Jf. 18525 was to set forth the rule that aiiounts recovered upon
debts dedvcted in prior years do not constitute taxable Income unless such de-
duction resulted in a reduction In tax liability. Thereafter, in I. T. 8172 (0. B.
193S-1, 150) there was set forth the method for determining the extent of the
benefit dier'ved by the deduction of bad debts. That ruling was later modified
by I. T. 3256 (C. I. 1939-1 (Part 1), 172), Ia accordance with the reconimienda-
lion contained In (. C. .f. 20854, stiprt, which is discussed in the next Imra-
graph of this nemorandun.

(. '. .11. 18525, stpra. Involved only bad debt deductions by blinks or other
corporations subject to sITpervislox of Federal or State authorities as a result
of the conclusive presunption of partial or total wortllessness established by
orders of Federal or State sUler'visory officers. However, in (. C. H. 2085-f, supra,
It was held that the piriellle stated in (I. C. 31. 18525. that recoveries of debts
previously deducted (10 not constitute taxable Icome unless the deduction of the
debts lit prior years resulted in a reduction In tax liability, !s equally applicable
In cast's of recoveries of debts voluitarily deducted by banks or other corlora-
lions subject to Federal or State slerv'slon and to recoveries of debts deducted
by other taxpayers. It was held that lit any case lit which a bad dlebt has
been allowed as a deduction ind lxs had the effect of offsetting taxnale Income,
the taIxpllye' ilas, to tlat extent, lit effect had the benefit of a recovery of capital
for Income tax purposes, but thilt aiiounts received Ii recovery of the debt
shouhl not be treated as ixablle come until the taxpayer has fully recovered
the caxilita repr.,ited by tle debt either by such means or partly by such means
and partly by repiynuint by tlie debtor.

hit 1. 7'. 3278 (C. It. 1139-1 (Part 1), 76) the principle of (. V. M. 2085-,
.'wia. was 'extendd to aniounts. of State taxes refunded or credited, and It was
held that the amxiouit refnhnded or credited should be treated as taxable income
only If and to the extent that It Is lxi excess of the potion of the prior deduction
whclh did not ihve th, effect of offsetting taxable income. That ruling (L. 'I'.
.278) modified .hlimncograph 3..8 (C. 13. XI-2, :13 (1932) ) and MImenUraph 4 56'1
(C. 11. 11'37-1, ,93), relating to the taxable status of refunds of customs duties

lit CrIntral 1oau, t lDirestnieat Co. '. 'ornnlissioa,r (3) I. T. A., 981 [CCII Dee.
10,7061, acqulescence, C. B. 1939-2, (1), the loard of Tax Appeals applied the rule
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Staltedt 111 1. '1. 327. v~). III refe'rencet (4 taIxes, d itlig III Its~ opititoti (I. C. Ml.I8?;
.*upra, andt G. C'. .11. 2(185 , *iupra. lit 'I'lic Naiohnal Blink of Comnmce of N'ca I tl4
r. ('onmnsiow'p (40 It. T1. A.. 72 [C01 Delc1)'. 10I,74I81, 14clipi4svt'ie, C. 11. 11139 -2, 20.
0)11 ITCO'(VV'1y had' deb4 1t1t ble1') tlt, Board1 14 1111i('41 th ait' 1. 1114. lI 44)1( 4ld debt. ligil 14
cling tlt' Iloii it-i it loled (io4 'm 'onsiI'. mn ionitit . itilit!! . o14r ilt',44'
Boardl( 441 Tax Ai 'itlis 414'4.'lo401 dill It'e Board4 rel4fer 1to Its 11411. 41tlcilI$ III 1a.41
ViE III Trusl1t (F S'II-11p Balfs nk v. ('omi.Nxnioner (2T It. T1. A., 29)11) 101 (''! It. 7S51 1.
lit Wich~I t was$ hold4 tha li 11114111! It't'4'lvt'4 IiillC recvery~ ) (14 ) det al lowe'd its dedliv-
11411$ IIIior141 yvill 's 411$Isltilt' taiixale'Il44 Incm I'$j)s4'tlit' fi1' whvlil. t'r$14Iv 'prior
b1110' lollsIn hi til effect of redcin'Iig tht ta xpa:ye's itle I 14(44111.

.9i$'Io 1 9)1 1.42-1 441 Re4giltl imi 11 14 I-4'111 II ig to t' I 1114.1I1111 Ite ei i1'4'4 1('414. 31141-
i'1I4'$ IlI par t 14$ follw 14:V

4* * * Itil 4 11bi or1 1444 it 441 11 11 rg4' d ) hils llgi i4'llt to .111 i'01 1, 19l 3. hv4.
va11s fir4 44the4 file(t tha the1I 1y wereI4 4 It'! t'iil 4'l4 I1444 I wori' i I'$'. wilivi or1 e 141'$41$'iist'1 It ly
II)T'14'1. ilit! or'I no 11bIy Still. co4414!!!ilit' 114444114 for ilt'- 1'4'4 1In whichl 'ttl
4'i('4, regarles 14 05 4f!1 tildl tv vilvtl Me alit'14144114ii4'I 11114 l~41144. * * V''

I'ry I11-r' ll in to114I4 t il 44se I 1'j 1'4 III 1114.
Setio 1941 1.23(k) -1 441 114-g114loii$ 144 un I tn~i 114$Ii il, as$ 1'41I w$

4 * * Aniy a111144111t sosill4t4lltl 
1

444'vve ll 1l4'44tIllt 44! it had14 41414 or1 fell

alliIlt 441 it 1)141 4(of 41411 (14-11t lrev4'iI44I 'I I1'1:e o1ff 11144 a1I14w4'41 14$ aI dI4'di44t1441
fo~r Intome t' lix purposes$4'. Init 11111lIi141 Iiil'l$ 111'ttIs t 144'l roh ilt' !l11111 Yv'11.

44ffll114 eiltioW'4 1$ilt-, i14I eff4ct t, li ir III' tllX i jll~tax itilioim l411'is ir ow t$

l io Ioe Stil. In Uiinv i G .8nno.v xura I Iiv ('ii. 122 1 had :onIsel il livid~

. tt all W .tS 1'l'tl e4l14 i Ii't $1 o4.di.t
4
.t tit1 aillil f 17.21 l5it- i I in lolt'd l~l-llit l

1411 an lt iXIIIl' am4( It ! vlll'ilt'tl 14$ glivo4s5 1 4114 ilt'l't't't'' 'itt  11il' e hItt' d lit gh'! ss1(

herefliivt til lthei4I3 11a1414 113' l''$akc 44'4 IIIip 11424! J- Sar lt$$ 1101 '11 4 ftwro dvIe ItI 3'l.

I. C. .11. 18525f (hie wI'r tinTax A(it'elil swllfo lletjmio 11'el ratlf ie .4

'illtill clit. 1101 eUkhu Vicl ust'~. Hait' i ('4!44'filtl xprI thert'4't'4I. t .lls v it'stit
folI lwd ThloIit' vll't44'ttllis Itll-levor it Ill'4 f$itl-viililgl ir lit 1111111. CIllt 1144'

C. *' hIt. -,33( 91)1 [",ill'r . 1131) h apyrIlBl'itr ufr flrpk
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Utidt'r filit, prlie iri flit, 811111,4-i1tv Cotur t's deefsli III fII S'ilifoui 4 dok
Co. (.s(., .,,,iiu,, fItems f't f'.Ni'iv,.s' liieiiii't' IlII carrying fill it I ititit or tisl its ll

nt14N o ferevlt hiiillit'ss tlt'ductiill file' (.su lit iir viiiii i i itf ti 'rif ,list firs Ii 01

restored's ititw r t' terie g' 1 ;ilt lii1111 flit' niiii ta illt tis ii f lth' 11ii' deibhits s charfed
lit' 11t111i itlil u s ark. 4l1vsfili fiii caital wheic piiisl fist oft fivetiii'ft'd i Ats

fl liilt'f11 Its rt lltlIar fand Iltiltc~." f i si lls vIllo s lii'lo are, evtyt'

less if ilo.yti wevh-iltli Itiv il itcouting prcti ces'' iqili i lit'd itsrflfiig at itt ex
Iw w fit itie li i si s lit' t -II~i'I' its -olth III ariv~ingi lit liv lit tliraii'g ti n or

lossdfor (h1 1'.od S., 29, '1.. Sev F. ('. I. V11ilep' 2. r 15l 4 112 I I ie 1113II J.lif was
Vo'h luf 1,iag :is'ifi7i, i an ti K aslr Prinip iii~le g guf t 44c,1'1g Flt lii fl ut'of pliii's

-16 i11t6,tvti flf 11 (1s '15s 1li iil toi' fli ilt p is tIl I Il byi vIl l t hilt Ni 4-11111
P tt'sti lit's 1110I re'tu' rg l t Is, l l fitti ci -Ittlit' tfill 'ir wi tr d o li llig i''i'r Is ll s 4

ill. coi detif hn. 71 '., f inv whll ich i tl' wthll ich I tlt'jirtstI be Itti-i e ils flit' i'

a efor a lut't l St oi' . I drivel'. I. I1v. t2is 11151po. aiu l'lii / .. 1
v0. $. .tI/llI iip-l upot I d i s p e llt' l 1:1-e Iil liii4 aiiitdt'r it i' tl' 2 41 lAgi i It is 45.

atifld Itl tratef i ts'gf la .114 ttt ,ati alilt ' tif' lg l-fli fits , fit' alliliti Ili,

fti'flit ' 3l'ii t'In ruvlu teli illi It a l f't'i i ltl . lit foi~layvT'r.i i' f fi'f I Ili

lIt' Is d tll. olilvliill fi thisu 11v Ig't l f .1 ho*111 e tilliil I ll I5 Ill d s'fir 11:11 ililt' otwing

Ill13 it li iiilsp l l i I m no'( ii iti i lvt' if l ti t't'tlv l ol wiI it' til I thu I llilfr .

'1111 V 01i', i I~IiS '1., OW 1ii O~r oltli vi sflit'tl: fI l as i ihit It has in -vl l.1:t' ol oii f I and1F

f llit' u 3( I l i lit tlt'3fit frli e:1 o lit' ti tli I 1 jxili't'I isl 3' i iespetive o htf w it. fi
i mi'q alowano titlu' Ow d itiollOU reOtt l if it'iliithtii 114.011 lt Il a br t'se'v.

sIlt l igtiig I til itls if .- if'I l f l it niniti f i 41,1 1 t1 lltfi fli I O.i't' 11i t' tI V(.oi t'..

flit dut ilt r uf t'diu' I It ('lit'11t' ii 'toii'it ' 11441rig t u c at lt '' '' twdi t l fit ifs

ci al St'e 14111 11122it Xll teaut e pgil fI i i ts 1 illivlllt' 11ff il l i s income tsiill
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and should be prorated or anortized over tle life of tie bonds. It further
provides that If the corloratiln purchases any of such bonds at a price In
excess of the issuing price plus aiiy amount of discount already deducted, tile
excess of tile purchase prle, ov-'r tho issuing price pis any amount of discount
already deducted Is a deductible expei-se for the taxable year. It Is provided,
however, that If the corporation purchases any of such bonds at n price les
than the Issuing price plus any amount of discount already deducted, the excess
of the Issuing price, plus any amount of discounit already deducted, over the
purchase price Is gaia or Income for tle taxable year. In computing the income
or deductible expense under the regulations, the Bureau has adopted the view
that It Is imnaterlal whether tite deductions on account of bond discount
resulted In a tax benefit to the taxpayer.

In view of the foregoiig, 0. C. .1. 18525, supra, Is modified by eliminating
the last paragraph thereof; 0. C. M. 20854, ,mpra, Is revoked; and S. R. 2940,
supra, Is modified to accord vith the views expressed herein. It is recom-
mended that I. 1'. 3172, supra, mid I. T. 32,16, supra, ie revoked; that I. T.
3278, supra, be nmodlled; and that the acquiescence lit Central Loan Invest-
HmCeat Co. V. CoM IisIob8wr, supra, and the acquiescence In The National Baik
of Commerce of cattle V. Commiis.io~mr, supra, be withdrawn. [Signed by
.1. P. Wenehel, Chief Counsel, Bureau of Internal Revenue.]

Mr. Boyi.yEs. Senator George, before I leave, I wait to l)reselt MIr.
Mylander.
The ('1Jr\l,31.N. Mr. MlinVder, will you come over, please?
Mr. BOYL,. It will not take but it moment of time. Gentlemen of

the committee, I would like to l)resenl Mr. ('harles Mylander, who
is chairman of the taxation committee of the American Bankers
Association.
The HLIRMAN. Yes, sir.

STATEMENT OF CHARLES MYLANDER, COLUMBUS, OHIO, CHAIR-
MAN, TAXATION COMMITTEE, AMERICAN BANKERS ASSOCIA-
TION

'The Cimui NI,.. Did you Wish to add your endorsement t ) what
Mr. Boyles hits said ?

Mr. MYI,.ANDEr. I sim) y want to say, Senator, that. we heartily
endorse everything that Mi'. Boyles has said. The condition o' which
he speaks ha's been a very fine e.xplanation of it.

TV, ('mI1AIInMAN. It is a matter that, I presume has been discussed
by the bankers?

Mr. ,MYLANDY1 . We have discussed it with the Treasury at great
length, starting way hack in 1933 and 1934 and on down through the
presenIt time.

The CHAIRMAN. You have been unable to get, what you conceive to
be the correction of the erroneous ruling? The Treasury still adheres
to that?

Mi'. MYLANDFR. No; because the ruling just came out, in 1940,
G. C l. 22163.

TIhe CImilmAN. There has been no modification of it?
Mr'. MYLANDEIt. A slight modification to take care of things which

banks had done while G. C. M. 18525 was in force.
'The ('H-MAXN. I see.
Mr. %YAl mxN. 'I'here was about a 2-year period in there.
The ('HAIRMAN. I see. Anything else?
Mr. MYLANDE.R. That is all." Thank you.
The (HIRAUA. Mr. Iglauter?
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STATEMENT OF JAY IGIAUER, CLEVELAND, OHIO, CHAIRMAN,
TAXATION COMMITTEE, NATIONAL RETAIL DRY GOODS ASSO.
CITATION

The C.RIMAN. Mr. 1glauer, will you give to tie reporter there your
full name, for whom y ou arv appearing, and so forth ?

Mr. hLAUE. Mr. Chajl mun and members of the Senate Finance
Comnmittee, I was very much interested in the statement made by Mr.
Satterlee a few miiutes iio in which lie discussed a general sales tax,
or a general excise tax. It was not quite clear which he jneant, but
you know, in our brief before tile House Ways and Means Committee,
we rTconmneni(led a general excise tax &o a large list of commodities,
on the whole list except food and medicines, and if there are any

cmbers hero who are interested in that qu e stion later, I will be glad
to answer questions.

Tie CHmIMAN. I see you have a brief.
Mr. Ioi.rui. Yes.
The CHAIrM,\N. Would you like to put that in the record and speak

extemporaneously here?
Mr. IoI..tim. No; I would rather follow the brief, if you do not

object. I shall be very glad to, however, answer any questions, I shall
be willing to be interrupted at any point in the p'resemtation.

The National Retail )ry Goods Assoeiation, for which I appear,
as chairman of its taxation committee, is more than 30 years old
and has in its direct nnbersup approximately 5,900 retail dry goods
and department stores located in every State in the Union.

These air6 days fraught with vexing problems and momentous deci-
sions. The answers you must give to the fateful qimstions of the
hour may well be the deciding factors in the preservation of the
Americanii way of life. At the hearings of your committee in the past
we have been impressed with your earnest concentration and yon-
scientious al)proach to the difficult task of raising unprecedented
amounts of revenue. In our discussion of time tax bill before you we
shall try to measure up to the standard set, by you.

Tie President, the 'reasury, atid the Congress have declared tile
)rincil)e that these new taxes should be predicated upon ability to

pay and upon equity to those with lower incomes. With this we areinaagreemnent.
The Treasury has indicated it. believes with the economists that

in the interest of adequate defense, it is necessary to put, a curb upon
further ex)1ansion in consumer purclshing pow ,r by the imposition
of heavy taxes. For several years the administration has engaged
in a 1nlber of activities designed to stimulate purchasing power
and to 1'etluce unemployment. To continue these activities, even on
the I)res'mlt scale, woull appear to be wholly inconsistent with our
Lpresent fiscal policy and With tile urgent demand for fids for
daefenlse.

While it may seem not germane to this discussion, we earnestly
recommend that, you, as individual members of the Senate, give con-
sideration to the s uggestion made by us in our brief to the Ways and
Means Committee, ind made by both parties in both House-that
a permanent committee be created composed of thrve uml)ers each
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oif the Ways and Means Commiittee, oIf the LIoII' Approp01riationis
Commiuittee of the Senate Finance Commuittee and of the Senitte Ap-
proipiaions11 (Committee. This collinitttee would have't the dutly of

making Stuies and1( recommllendat ions for econloilies and for. ciiminla-

Houis of those activities anld alttendalnt eXpenlses which were designed
to stiliiillite ellioYvilt 1111d p)Urchilig power.

'Fhc( National Retinil 1)rv (oods s, sociiit iol fels t hat these recoinl-
I1latliolis for greater dlllcietlcy 1111 ecollill3 ientdees ov-

(.,erlint activities are inl 110 wa VIniconisistenit wuth its previouly ex-

lpri'.e( slililort of 5(11.322 sectlirity, (If aid to the( aged or the itil-
viiij loyalfle.

Inill idual h1comeW /lwex.-( i ttllit t c kce hats Ito1 commiienit to nInke
with respect to t his port, of the proposed bill1 as palssedl by the( Ho01se.
We are( oppol)sed to lit, increase Ill iate.

('orp/Wra/bf iet w's.-lWe flilly app1)lrecialte the inhierently voelipli-
vat ed cill jucier. of th lenct ire tlax strtactilire. We Iti-ge )'(I to ('Iii -
sider1-sIle t 11111. Some1 veni-if no 10l1v-SitmtJ)iticutil 1(11(I Federal
corpora121te ta xc.s 111 i( ein ii lti 1(11(f theI (Iewswoi1 thati is iiivol ve illi
tI,( lielred v'alInc tax.

We have liceti doing 111111 forl 511111' titie. forl mollc y'ear". Wit hout
colnsidlerinhg soc ial Se,(itlit y an o21(th1er F~ed eral taxes, it corp~oration1

1111s iller thIiis il II Ilorl t111 a x, surtaiix, lilt excess pri(Iits ta-x, a
uvleetse tax. a cilpiftal st ock lindm dcli ei vatIitle t ax. i (an i i liilt v N
1tax foil those wito Ilse thle invested cpita jlt ba lsis, al11 out (If the( sallikW
iitlliime. To1 v Il fill ith commenIlil~itt oill t Iiis suggestil (12would2 hi ea

st ilflillolls.

Ill, the( Nati a 11 Retinil I. Go(odli s A ssoiti ( o iicm id th ltv--

NISS-pll2fit S cirilit, hecit se it lilet: ni10l1 Vqtl it ablY th lived., of
voII 1 r(io w(15~ ith idl vrig cli pit iii striti 11e11 121111 il1ill gS.

( apda/d .4wk 4I/it/n dec/a/ced rahwe c.#iv.s-pro#fl/~/.,.-Tlic pres-
(lilt Inaw provides fot it dec11 lrtion~ (If va lite every :1 yea is. It. is well -

11ii imlll)05i1lv to IlIlill 1111 ad1ldcillue ('sIilliite (If thle einii~gs of a1

lalt iilI 1ilv% -(0 tt t12(- p~IvSvIlt til 111111de11 (xi st i l(IiI1 il(1111 cod-
I ionls. For: 11(1st Clit)11iisit IS 11 glI 1

5i hg ((oitest Ililt wetet ilie vorI-

1(1111 iilit an dwi G1( (i verlulmenit . Ie , terefir III' p v1r
1 olt 1t1 V(llsidlel

dch-In:Ill 1 ion(f viiI ille.
Selltt o (I AN INIEI It 11121 es fthrev( gilessin l1 o(1111ests intstea of21 I

01121'.

MrI;t ~. That is right12 i il 121 r liii icli lea 111 Ilie fact,

A'sfitfe and !d/f~x- ittaalt (i~ i cm itt11e1 feels jiust died inl
Itt1tl( intg 11 sttggi'st ii ll under(' t Iiis Secdtill 2 Iecat se (It its l1 lJ)licaiit (1

to1 retl I est 2111ishllnits where o ftcli lprlct iiil lv 1111 the ellt forti ec of
lie tatx pavers. is illvested ill at S~ingle elle rj ise, thle (Iispersillll (If

whic Wi tugit be1 (1isalstru to12 tIt( 1111iI sitless is well Its t ti ( th e 'lls
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provide that insurance taken out, by a taxpayer, payable irrevocably
to the Treasurer of the United Siates, to the extent that such in-
surance is used for the payment of taxes levied by the United States
by reason of the d(lth of the insured, be eXeml)t from inclusion in
tie assilred's gross estate, for purposes of estate and inheritance
taxes, now or heretaftetr levied. Tile excess, if ally, of such insur-
alice proceeds over the amount So used for the payment of such
taxes shall be repaid without. interest to the estate of the decedent,
and shall 1w taxable ttreurll(ler its to stich excess. 'his permiis pro-
vision b, a taxpayer to Ineet tile estate and imheritance-tax lial)ility
and avoids tie lpyramiding of estate and iniheritalice taxes )resent
tinder tile existing law.

Senator 1),\NAllEU. Su)o)Ose that tie individual is not insura)le ?
Mr. IiAUEiR. Tl he yol (10 o0t have 11113 I)rol)leMil, l)eCa use you (o

ii()t have ally iisurl'l,,ce. This merely avoIs the paltlient ot 1t tax
on insuran •ce pil-Ciased just. for thbt thtil)ose.

I'.vbc '',xs.-Tlis is tihe m portant part of our presentation.
The retailers' excise taxes on jewelry, furs. and toilet l)reparaitiolls
provide(ld for il iatt V, cha)er 19, should 1)e changed to excise taxes
Iml)osed lit. the point of maiafacture.

The bill, for the most par, l)rovids,( that excise (axes shall ie im-
)osed at the point. of manufacture. There seems to be )0 ad(lequate

reason for singling out jewelry, furs, and toilet )rel)irIli 1. to Ite
treated differently, by imposing at retail sales tax.

'hey have very little (o do with tile defense situation.
Senaftoi' ,Ausn. Is the tax made upon the trailer becallse a good

ni1y of (hose commodities tire implorted?
Mr. UbAUER. No. I think it is )robal)by because of some state-

mnents made i)v the Treasurv. concerning tic (litliculties ()f interl )c-
ftion and ,eiblioni whici will he increased ole-lhn(h'rd-fol(l r
ofne-thousan(-fold if tley are made upon the retailer.

Senator W,\USLr. It is a fact that jewelry and furs that are ex-
peitsive ire imtorte(?

Mr. IAUER. They were iMt)(r'ted, and to it limited extent, tare
imported 11ow, but I question whether there will he a large aliount
imported in the immediate future. No; I think it is wholly a domes-
tic situation.

Uniformitv and ease of collection dictate that the tax le imposed
at the lpoint'of manufacture.

Irior revenue acts imposed taxes on such articles at tile point of
1itanufactu'e and not on thle sale at retail. Furthermore. the recent
Revenue Act of 1940 imposed a tamnlfactui'er's excise tax on toilet
pireplrat ions. Precoileit, therefore. w-'ould support it continuance of
le established method of collecting excise taxes, and would avoid
the creation of new administrative problems.

In our ol)inion, tie proposed taxes on retail sales will he almost
impossible of administration. Everyone knows of the sales coun-
ters lit, the entrIa'lces of office buildings, (he numerous l)eautv parlors
and barber shops, retail stores in homes, crossroad general stores,
and the numberless novelty stands in parks and resorts an( the so.
called 5- and 10-cent stores; all of Which sell toilet preparationss and
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jewelry. In addition, these items are sold in department. stores, spe-
cialty stores, drug stores, and countless other outlets. Acc4)rdiiig to
tile last census 1 there were 1,770,355 individual stores reporting to
the Census of Business-approximately 1 retail store for every 74
melt, women, and children in the United States. It would be a tre,-
niendols task to police all these places, collect, the taxes, and make
any kind of a thorough audit, of the returns filed. ''he adminis-
trative job wold be ma(le infinitely easier if the tax were made an
excise tax at the point of the manufacture.

SEC. 2400. Taxi on Jewelry, etc.-Sect ion 2400 impo.s a 10-percent
tax on the retail sale of all articles commonly or commercially
known as jewelry, whether real or imitation, and( articles iiade of,
or ornamented, inounted, or fitted with precious metals or imita-
tions thereof: and so forth. Unless some exemptions are made on
articles of small value, evasion will be widespread an(d the cost. of
collection will be disproportionate to the revenue derived therefrom.

Practically every roadside stand, (rug store, till(] every other form
of retail outlet sells sonie form of inexpensive novelty or souvenir
or article that might be described as jewelry or as an article "made
of or orlaniedtel, llunited, or fitted with i precious metals or imita-
tiois thereof."

Many womel's pocketbooks have a clasp or button which would
bring them within the definition. Men's suspenders with a clasp,
men's belts with bucldes, evening slippers with buckles, compacts,
lipstick holders, umbrellas, and many articles of widespread sale
would be subject to a tax of 10 percent on the full price, because
of ornamentations of insignificant value. The problems of distin-
guishing taxable items would be all but impossible in most stores
and the auditing and administrative problems of the Bureau of
internal Revenue would be well-nigh insurmountable.

For these reasons we urge that the jewelry tax be imposed at, the
point of manufacture.

If the tax on jewelry is to be a retail tax, we recomnmnend that arti-
cles sold at prices of $3 or less he exempted. This could be done
by inserting the words "at a price in excess of $3" after the word
"retail" in line 6, page 76, of H. R. 5417.

The proposed law is worded almost identical to a similar section
in the 1932 law which imposed a 10-percent tax on the sale. of
jewelrv by manufacturers. Although it rested on the smaller reve-
nue-proticing base of manufacturers' prices, nevertheless it. provided
that the 10-percent. tax did not apply to any article sold for less
than 43 at wholesale, except parts for watches or clocks. In the
1934 law, section 609, this exemption was raised to $25.

A $3 exemption on the sales price, we believe, would ledsen some
of the troublesome administrative problems with a inimimmn loss of
revenue. This is particularly true of the innumerable items coming
tinder the definition "mounted, ornamented, or fitted with, l)reious

Data from Bureau of the Census:

Population. Apr. 1. 1910. census -------------------------------- 131, 69, 27T
Stores: independents. chains. and others..------------------------- 1,770, 35
Total employees In above stores ------------------------------- *4, (00, 217
Employees, Including proprietors ------------------------------ *0, 213, 890

*Do not Include unmid family members.
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IlletalS Or imitations tlei'eof; etc.," Which caused gr(at difficulty in
tile Bureau and among retailhi's under the 1918 law.

Senator VANDE oNIERI. As letWell tit' two suggestions, yOu l)refer
to revert to the manufacturers' tax?

Mr. Ior0LAIvn. By all means. We prefer a general manullflcturel's'
tax against a specific tax which is (iIscriilinatory against thm indus-
tries so taxed.

Senator ,JOHNOIN. What would you do with the retail stock on
hland ?*

Mr. IGLAUI'Ri. I wou1d not (do anything Withli it.
Siiatl0oi' ,!OIINSON. YOU just would not tax it ?
Mr. IGLATIER. That is right. We would get rid of it Is fast as we

couid.
Sellatol JOHINSON. It inmight take several years.
Mr. IULAUErn. It does not lake long. As soon as they know there

is a tax going to be put on certain merchandise, they st ar, buying it III).
We already feel the impact of people trying to buiy a lot of lerchan-
(lise before the tax goes on.

Sc. 2401. Ta! on fiun.-Section 2401 imposes a retail tax on
fu's which we believe should he imposeWd at the point of manufacture.

It is copied literally from the 1918 law and regulations 47, article
31, which was the kinid of tax we recommend, namely, a manufac-
turers' excise tax. The manufacturer has availablle to him all the
information necessary to determine taxab'ility.

In the case of articles only partly made of fur, such as a fur-trimmed
coat. he knows front his records the value of eacli co!nl)onent part.
The retailer has 0no such knowle(lge, and in order to contumte the tax
he niust rely on hearsay Or ol)inion, Or must Obtain the information
front the manufacturer or wholes:aler who is under ,.o legal obligation
to disclose such information. The field examiner of the Bureau will
be in no better position to determine taxability from information ob-
tainable through the retailer whose records 'lie may be examining.
lie has to go back again to the manufacturer. [le variety of articles
mae partly of fill, is far greater today than it was 22 years ago. For
examl)le: Fur-trimmed coats, hats, gloves, slippers, scarves, rugs,
throws, and even toy animals; the retailer cannot be expected to know
tile relative value of the fur in all these articles. He does not now
have the information on large stocks of fur-trimmed garments and
other articles. How will he get it ?

Many manufacturers of fill, also sell at retail,- under the law it will
be diffiult to determine the extent of their taxable retail sales. Retail
fill- outlets are too numerous to police properly and the cost of audit
and collection will be disproportionate to the yield. A maiufac-
turers' tax is collected at the source and is therfore less difficult to
collect ali(l more easily susceptible of proof by the Bureau.

Senator VANDENIBERG. It seems to me that your l)osition is absolutely
incontrovertible with the single exception that. your floor-stock prob-
lem still remains, and I do not think your answer to Senator Johnson
covered it. I think you have got to close the gal) on floor stocks.

Mr. IrAvER. You lave had floor-stock taxe's in tile case of manu-
fact'urers' taxes for several years.

Senator 1,NDENnEI. There could not be a floor-stock tax to mot
that situation?
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Mr. ILAUEII. If you did Hot have tile retail tax; VVs. If you have
a retail tax, you coul not have it thor-sticlk tax.

The Cl* presss has hitherto recognized these aets as evidenced by
tie act of 1918 and the act of 1932 which was ltter amended in 1934
11i1d 1936; all of which were manfictuliers' exci.5e taxes.

Because tile proposed sec(ti( taxes articles of which fil' is the coin-
plonent material of chief value, till'd because it is impracticable for the
retailer to letermine such v'a le. the tax liability will be ditlivlIt of
letrmination, ni(d tax evasion and loss of reve(lale will result.
In fact, it is our welI-'onsidered belief that tile retailer (atiiot coui-

pyiv witlI the present 1)rovisions of this Section of the 1)t")p05svd bill.
'Neverthelessl, if thie tax is to remain as a retil tax, the law i mist

distinctly, provide that it sliall I be tile (dty of the mamtfactnrer or
wlIolesa l'i' to sp('cify oil: all invoices to tlit retailer for mer'landise
in which 1111. is (oly(tlle of the nuaterials, tile va1il ue of tle flr content
ill relation to otliir c(,milnent parts.

\e ir et not interitstt( in whithilr l gi ve's A'o0j each fraction of fill'
value, but lie iu11st in(licate wheln fur is tit( cmtipolent material of
chief value.

Seat ol'i ).\. ,\mii A que.stiol.
1111. hLA,,T(,1 (0-,rtil\'I.

Senator ).\N.nEI. Is ihis tile real purslme; is it int actually to levv
a tlax nii't'v to (urttail al indIividual lYing, thalt hat form of t aX
i('idence w11l have a greater tende'Iiv to 'edt'ice public buying?
Mr. l(;JmAI.ti. I (lo not think it wold make any difli'enfce one way

or thite other. Il fact, take the hosiery, for insth;ce. You ae rob -
ably fantiliar with that through reading about it in the newspapers.
AS sooti -ts there was a seair(,it\ al)lparent, tile women flocked to the
stores to get all the Iloserr tll,,- ('ould. I think what would (listurlb

'he econoniv t it' least is what we recommended to tie house Ways ail
Ma ts committeee , a general exis(e tax on a large list of cotltio(lities
al a low rate, Say, 3 peIrcent. even 4 percent. I have nmide some figures.
which I shall !e glad to give you, basel oni the census. The C'ieusts of
Manufactures for 1939 showms that the faii' value of products was
$,56,S28,000,000. Now, from that we have to t ake food and drugs, ie
two things that we said shouldd not It', taxed, and that would take oll
about. $11,200,000,000 leaving $45,628,000,000. Then there is the inter-
co10il)auny trunsfters. That item has to be taken out because that repre.
Sent item" that would be dlouble-taxe(t, unless there was a h'awback
arrangement such as was provided in the 1932 pro)osal for a man-
factul'eils' tax.

We take, out $12,319,000,000 for that and we are left with $33,309,-
o00,000; at, 3 percent hnt hwoild give you l)ra('tically a billion dollars.
If You add tile liquor taxes of $127,000,000, that gives you $1,127,000,-
00 as compared wit h $514,900,000, whii'h is the est imate of t lie Treas-
u'y on the yield from the same taxes, specifically charged at 10 percent
onl a certain group of commodities.

Senator TAr. Wliat would be le racticability of otnitting cloth-
ing also under ia certain value? Is that a difficult thing to do? I
sup)l)ose food and clothing are the necessities rather than food anddrij ss.,Mr. ' rfA. To eliminate clothing under a certain price would, I

think, assist the situation. It. would eliminate some of the tax. I
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cannot tell you how much it would eliminate. But this would more
than make up, you see, in amount for what was lost in taking out the
joint individu returns, which was, I think, $300,000,000.

Senator VANDENBERiO. Now, tie figures you have used eliminate all
duplications in sales and all pyraniding?

Mr. 1owIAu-E. I have used the Census of Manufactures. I have
gotten some figures which relate to the things on which there would be
duplication. I cannot put this in the record as an official record be-
cause it was very informally done, hut, I have taken out. the iitercom-
paty transfers 'which utmolint to about 27 percent of the total of
$55,000,000,000, so I have taken out the full 27 percent giving you a
net of $33,309,000,000. Now, you may' say wly is tile total pro-
duction at wholesale as much as th0, amount which is reported by the
Census of Manufactures as retail trade, which is $33,000,0000000. It
is because, iiciluded in the wholesale figures are the supplies to re-
tailers and other service indhlstries which would not be shown tit retail.
you see. That is what raises that amount at wholesale. It surprised
ine because it means a large amount of taxes have beeni lost sight of, I
sitppose because of the ratio between wholesale and retail.

Another advantage it has is that if in another year or two tile situi-
ation financially should be worse because of tie war and what not.
an increase of 1 or '2 perceiit in tile rate is much easier to accomplish
than to make specific changes and have a troup of men coming
here, each one telling you why the tax on his industry is bad. The
task on the part of your Bureau of Internal Revenue, and the task
on tile part of the iIndividuals in the industry would be, I think,
greatly sittiplified.

80ator VATANDENIEII. Of course, that is Completely sound, also.
Establish a principle ani(1 fit it to your necessities.

Mr. IOhAUEii. That is right.
Senator TaP-r. Mr. Iglauer, would you tell us what you think as

to the p assing-on inci(lence of these excise taxes? To what extent
the retailer is likely to pass them on or be able to pass them on
to the consumer?

Mr. IOLAUER. There is no shifting of burden when the retailer
says, "Make this it manufacturers' excise tax instead of a retail tax,"
because, if it is a manufacturers' excise tax, it appears on the invoice
which lie receives and lie has to recover oii the price that he pays
enough to make his margin, as lie usually does.

Senator TAF-r. He is likely to pass on the manufacturers' excise tax
by a readjustment of prices generally?

Mr. IOIAUERI. Yes; iii part, at least. So will lie l)ass on tire retailer's
tax. Tie tax on the retailer in all these cases will be passed on to the
consumer. The three taxes you have selected here, i. e., tile House has
selecteAl, provision is now being made iti a inber of States, and it, is
my intention to make it suggestion along that line, that the tax shall
be shown as a separate item on the bill, because that. is tie only way
you can get a fair administration of tie tax aind a fair audit of the.
tax, which I siall deal with separately in my brief.

Senator JOHNSON. Senator Brown on this committee suggested that
low-priced clothing, such as tile $5 shoe, should not be taxed, whereas
the $12 shoe should carry a tax. Following out the question asked
by Senator Taft, Is it possible to have a manufacturers' tax that
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would make a difference between low-cost clothing and high-cost
clothing? Could you (1o that?

Mi'. IOLAuER. Yes. As a matter of fact, in 1936 the fur tax was
a manufacturers' tax, but it set the price at $75, below which there
was no tax; and that very well disposed of the component material
of chief value, hecaw.-e a 'fur-trimned cloth coat that was in excess
of $75 in value left no( question but, that the fur was the col)oonent
material of chief value. So. a)plying that generally, if you wanted
to make the burden loss heavy, you should prohably reduce, it to
something like $300,000,000 or $400,000,000 or $500,000,000 instead
of the amount. indicated here, nearly a billion dollars, by putting in
certainn minian ill tile ianufiactirer's excise tlx which wolIld exempt
certain items of clothing.

Senator 'l'AF'. Mr. Ighlaer, I notice in (lealing with jewelry, you
said nothing anywhere about clocks and watches. Have you any
remark to make 4bout clocks and watches?

Mr. IOLA:UEi. No; I make no distinction. Clocks and watches are
included in the jewelry tax now. I would see no reason for making
any distinction, if the tax on jewelry is to be a separate tax.

SEc. 2,102. Tax o? /oit /,ncloiwt;on.,.-1 nler the )resent law
this tax is a mnaiu fictuirers' talx. It is released by this 1)roposed
measure and made a retail tax by the use of the same language.
As in the case of jewelry, a retail tax on toilet prel)aratios will
he (lificult to a(hninister beclse of tile Vast number of retail out-
lots. 'fiTe l)ro)ose( law attempts to reach beauty shops, barber
shops, anl mtany types of small stores that, keel p no recor(ls and have
no facilities for goingg so. Whatever may have been the difficulties
encountered in collecting the )resent manufacturers' tax evasion and
collection difficulties will he greatly multiplied if the tax on toilet
preparations is made a retail tax.

I mention this because in the Treasury report, I think, there was
some mention of tie administrative difficulties. It would be in-
creased one-hundred-fold.

The tax should remain a manufacturers' tax, with little disturb-
hnce to the existing tax structure and to the established precedents
of administrative procedure.

There was no occasion for us to make any recommendations before
the Ways and Means Committee because no indication was given
that the existing manufacturers' excise tax was to be changed to a
retailers' excise tax.

In the event. that the taxes on jewelry, furs, and toilet prepara-
tions are retained as retailers' excise taxes, we recommend that it
he made mandatory in the law that these taxes be shown as separate
items on the bill, statement or other evidence of sale.

Your attention is directed to regulations 54, covering the Revenue
Act of 1919 which states in part as follows:

* * * iThe tax Is nwasured by the price for which tile trti(.le Is
sold * * * The tax cannot be Included In the selling price, but tiust be billed
as a separate Item.

We suggest that this or similar language be inserted il the pro-
posed statute. Our reasons are as follows:

(a) All vendors would thus be required to administer the collec-
tion of the tax in a uniforn manner, and no leeway would b6e given
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the vendor to collect and pay the tax to suit his own selling and
advertising policies.
(b) Protection to the consumer is ill)h llilnted by preventing mis-

representation or manil)ltion )y soine venldors who might reduce
the quality of an article to cover the cost of the taxes.

(e) Protection to the Government would be insured, by requiring
proper and adequate itemized records by which the maximilill aiimouiit
of tax could be collected and audited at mininium expene by the
Bureau of Internal Revenue, and would assist the Bureau in prevent-
ing evasion of the tax.

(d) Present retail sales tax laws of many States provide for the
listing of the tax as a separate item. The consumer would tious be
in a position to check the amount of tax collected.
(e) The inclusion of a Federal tax in the sales price, if it is hidden,

would r sult in the imposition of a State or local sales tax upoln tle
Federal tax. Undoulbtedlly this will lead to ceonifusion( and litigation.

Let. me illustrate that. 'If you sold an article for $100 the LFe(leral
tax nilade it $110 1111d the State tax would be on the $110 instead of
(lie $1Ue , so the :1)1unt of the State tax would be $3.30 instead of $3,
because of the inclusion of the 10-percent tax.

Senatior VANNxmBmRG. Would this prolilit a mnufaeturer from
absorlbing the ii11a1ufacturers' tax

Mrl'. (rILA'YR. I am not talking of this as a manufacturers' tax. I
am talking of this as if it is a retail tax.

S enator VA\NIENIIEIIO. Yes.
M'. IGLAUFII. As far as the manufacturer is concerned, I can tell

you in 99 percent of the cases, the retailer will have the tax shown on
the bill that he gets from the manufacturer.

Senator T. The retailer could absorb the tax by increasing the
price of his goods, I suppose.

Mr. I.ui.WR. The small dealerr gets away with it, by representing
that lie is taking care of the tax.

Senator BARiKLEY. Where the manufacturer or a wholesaler sends a
bill for consignment, of goods with the price without the tax in one
column, and with the tax in another column, so the retailer knows
what the tax is that has already been paid?

Mr. IOLAUER. Yes. It very frequently comes in on a separate
invoice.

Senator Bmucuxa. When he sells to the public, the individual con-
sumer, lie does not. sel)arate it, lie adds it all together and prices it
in one item, and the tax is added in, is it not?

Mr. IoLAUER. That is correct. As a matter of fact, let. us be realists
about this. As Iong as we are going to have these taxes for a good
many years, and we have to raise a great deal of money the more pain-
less that tax is-the more painless we make this tax, as far as the
consuming public is concerned, the better.
Senator ARiLEY. That lhrmonizes-with the Hamiltonian theory

that, you can tax a coat off a man's back and if he does not know it, he
will inot kick. All he will do is know that he misses his coat.

If a State levies a retail sales tax, I do not see 'how you can avoid,
in some cases, having a tax upon a tax, because, otlerwise, yos'have
fot to keep a sel)arate set of books all the way through, front manu-
facturer down to the consumer.
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Mr. IGILAUFRi. No, no; there may lXA somo States, for instance, that
may not show their tax as at separate item. It is sul)X)sed to be a
lpwivilege tax. In that case there will be litigation, and there has beell
litigation in Michigan on that very point, because one or the other is
it tax on the tax.

''here are at least 18 States that I know of, and a great many others
I am sure. that, have sales taxes in one form or another. If this is
made a retail sales tax and, in all cases where it is a retail sales tax.
and it, is included in the price, th State sales tax will he a tax upon
a tax, which I do not think is fair, lut if it is shown as a separate iteiii.
then you will not have ainy trouble.

Senator BI ILEY. In (order to avoid that, you have got. to keep it
s(l)arite all the way from the manufacturer to tihe retailer ail to le
('ensumer.

Mr. 1(LAUER. I am not tialkillg, about a Ilallifactlurer's tax. I aill
talking ahoit. if this is a retail sales tax. '1'0n it sho0i1(l Ie shown tv
a separate item ill the ctistoiier's invoice or stlemenl. Then thie' eali
be no doulbt ahout it.

Senator BARKLEX. If a man is jlist iIIiviiig a hilt, ill somile Siats.
the tax is Separael. You pay $.- for th iIt.It and 15 vents tax, w
will say.

Mr. IoLumi. That is right.
Senator ]ARWu i.t.v. Am that is put into tle little bill that thit, n1aii

gets when lie lays for his hat and takes it lome \i1h him, but, that
is not, ti'ilo ill till States.

Mir. I(4,.tTEI. 1t11fortilatelv' it is nnot. We wisl it we've.
Sealtor BARKLEY. If thVe Alarge, you $5.15, smt iims $5.20) wheii

the tax is 0111y 15 cents, theiv is no wa t
that, is there?

Mr. II0,AT'Ei. Not in thiat. cas'.
Senator BARKILEY. All right.
Mrt'. OILAUEI. VP hlve studied this backward and fio'waI'd. We

have had 22 years of it. and the i'ecollileiidat ions we made were ilad
after a great, deal of thought, ad after coi nsidel'rable examiliat m) ot
tie questions ourselves.

Senator l',. Mr. Iglaner, the Ohio method ill which the stamp
is always added to the price has worked very satisfactorily in Ohio,
has it not?
Mr. Io.,kUTr.m For a State tax, it is excellent.
Senator IAvr. That is the sa1 principle you art al vocatii, heire ?
Mr. IotAUIr. Yes; I want to make that" feasible so the audit

does not have to ascertain whether it is hidden or weheth0' it is not.
It is always there. It is shown to him and he makes tile audit quickly.
Every sales check shows it.

If you want to collect the tax, collect it front everybody. )o not
let tile little dealer, or the midway dealer, the man" who thinks lie
can get away with something, get away without collecting the tax,
or give the impression to his customer: that lie is giving it to him
without the tax.

Senator BARKLEY. How would that work where they have tokens?
Mr. IGLAUTr. State tokens?
Senator BARKLEY. Yes.

208



REVENUE ACT OF 1941

Mr. IiAUTr. The same way as they do ilt Ohio. It is easy to
calculate tie tax, because then' the F'ederal tax is tihe same item as
the State tax.

Senator TAr. In caS. the Mtanufacturers' sales tax is passed on,
there will ho a State tax on that tax, will there not ?

Mr. IoI1Aupli. Yes; that is true. )rug l)reI)aratiots are taxed.
You cannot void that. May I go ont, Mr. (hairmitan'

T'he CHAIRMAN. Yes, sir.
Mr. IO ,AUER. For all or tie al)ove reasons, if these taxes are to )e

iltl)osed upoii sales at retail, the National Retail I)rv (Goods A5s(oeill-
tioull trges that it be, itade ttttt|.dat'ory in the law thai. tile retail e.x.ie
tax he shownit as a sel~atratte itent On the bill, statement, or other
evidence of sale.

Stvx. 2-105. Li'.,. t.oud;U;, ,/, .. c/c.-Sect ioml 2-105 l)provi(hs that
I )aviltents 11t1t1vhtt leases, (oltratcts for Sale, or (o(ditionaI sales shall
la'suibject to tle tax, iprovided I however , tha ti tansal atsction ilt re-
-[et. to which le li ver\N has lielt mat e and pil't (l tile consideration
laid, before .ly 1, 11941, slittll not be subject to thlie tax.

That was introduced illt ecolmttittee tearillgs without an oppor-
tittlity for its to iev heard.

l'liis provisiont d iscri infll es agit itst i)llhasers in the lower ilcotite
grolotips, ittaslttc i as their I )r 'hases are in ellect sillject to it retro-
at, ive tax.

I have had niore letters frot tlie Ineuttbersh ip oil that point than
anttlting else itl the law.

. otl exaltt)le, l)ltlhtlsers tltost alble to pay avoid the tax by mik-
ing their pliuhases for ctash or. otl at open charge acc'iItt after
July 1, titl(] prior to the effective dite of tile act. Those who have

eouch cot(litiotal sales (al pay theat ill) right away antd avoid paying
the ltax.

It colit rust, i working girl, )t having sutiieut resoit'(es, who
illakes a ) 'cltcse of a $35 fu r-trittteld coat oti i l)avmeitn plan
after July 1, wottld find that the balaee due on the effective (late
of the act would lie subject to the tax. Thus, all such persons of
low salary, who buy necessities out of income, such as fir-trimmed
coita, would be lx'nilized under the July 1 limitation.

We urge that this discrimitation l)el eliminated by making the
following changes:

Delete from line 25, page 78 of H. R. 5417, the words "delivery
thereun(ler was made," and substitute ott line 26, )age 78, the phrase
"prior to the effective date of the act" in place of tlte words "before
July 1, 1941."

Please. remember that, while it was known there would be excise
taxes, neither stores utor their customers could have foreseen that a
retroactive clause ott leases, contracts, allot conlditionlal sales would
be inserted. It is our opinion that customers will question the goo(l
faith of retailers il the imlposition of the tax and argultettts will
arise over the comipletion and deliveryy of garllens. and that re-
po)sN'ssions atud heavv cancelations of'cttstoner l)trchases may re-
stilt, if thte Jul 1 (lite. rather than the effective date of the act is
retaite(l.
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ASmmavry of recommendations on excise tuaes

Src. 2400. Tax on Jewery, etc.-Because of the multiplicity of
retail outlets, the dilficulty of definition an11(d because of tho auditing
a(1 a(liiiinistratie 1)robleins. this tax should be imposed at the
point of manufacture.

If a retail tax on jewehy is to be retained in that. form, articles
sold at the price of $3 or less should be exemnt from tle provision
of this section to elimiate part of the troublesome administrative
lprolbleis".

Src. 2401. Tax on furs.-The tax on furs should be imposed at
lie point, of manufacture, because it is only at this point that, in-

forimaton as to the taxability of articles made l)artly of fur is
available.

If such tax is to remain a retail tax, the law should provide that
the manufacturer specify on the invoice the value of the fur con-
tfeit ill relation to other componenmt materials to determine taxa-
bility.

Src. 2,102. T'ax on toilet preparatins.-Lhe tax mmder the present
law is a manufacturers' tax and 1sho1ld be continued as suel because
of the multiplicity of retail outlets.

If these taxes are to be retained as retail taxes we urge that it
be made mandatory in the law to show the tax as a separate item
on the bill, statement, or evidence of sale.

S:c. '2405. Leases, conditional sales, etc..-We recommend that the
discrimination against purchaserss in the low-income groups be elim-
inated l)y amending tle section to change the effective date with
respect to such leases and conditional sales from July 1, 1941, to th6
effective date of the act.

In .onclilmion may I sa, this-several of the memlbels of or' tax
committee have bleei coninullusly members (luring all the years in
which Federal excise taxes have ]el levied. We have confined dis-
cussion of the bill to matters which seemed to us to be of extreme
importance. Like your.selhes, we recogllize the inescapable necessity
of obtaining huge sums to meet. the emergency. We are glad to say
that our large membership has indicated its' willingness to assume
its shoitre of the imprecedented burden. Therefore, we are not asking
for reductions in tht burden-we are asking only for changes which
will clarify the act so that we may conscientiously comply with it.
,ve are asking:

1. For simplification of corporation taxes.
2. For an annual declaration of value under the cal)ital stock and

declared value excess profits tax.
3. For a provision to amend section 812 of the Revenue Code to

exemnpt from inclusion in the decedent's estate such insurance as is
taken out by the taxl)ayer for the irrevocable purpose of paying death
taxes, and

4. 'That all excise taxes be made taxes at, the point of manufacture
an1d not at retail. And we have included important suggestions in
connection with excise taxes which are, in our experience, essential
to compliance with the law.

We hope you will give c(,nsiderat oin to the recommendations herein
presented.
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Senator VANiwNIM'Io. You have also added orally a fifth recom-
mendtation that we substitute for tie entire tax structure--a manufac-
turers' sales tax.

Mr. IOLAUETI. eV think that would solve a great many of your dif-
ficulties, a great, many complaints that, have been pouring in here.
and would solve certainly a great many difficulties for the Bureau of
Internal Revenue.

Senator VANDENDIERI. I think so too.
The CHAIRMAN. Thank you very much, Mr. Iglatuer.
Mr. IoAITER. I will be glad to answer any questions, if you have

any more.
The CIHAIRIMAN. There seem to be no other questions now.
Mr. Davidson.

STATEMENT OF CLINTON DAVIDSON, JERSEY CITY, N. J, REPRE-
SENTING THE FIDUCIARY COUNSEL, INC.

The CIrMM, N. Mir. l)avidson, you are appearing here for tny
particular group of taxpayers. are you ?

Al. )AVIDsoN. Yes, siri; I represent the Fiduciary Counsel, Inc.
of ,Jersev ('it y, N. J., an investment advisory organization whose
clients reside ill every section of the United States, and I believe the
suggestion I will mee is pertinent to every one of them.

I wish to suggest an amendment to section 23 (a) for the purpose
of reestablishing a Treasury practice which has existed up to Febru-
ary of this year and whici, if not reestablished, will require many
people to pay tax on gross income instead of net income.

Feor many years it. has been the policy of the Revenue Bureau to
permit individuals to deductt ordinary and necessary expenses which
they incurred in lwrolueing tleir lax.;hle income-see I. T. 2751. 1. T.
2579 andi 0. 1). 877. Such expenses usually included lokkeveiniu.
stenographic work, office and afety-vault rent, auditing and advisory
fees, legal fees, etc. On February 3 of this year, the United States
Sp reme Court, in the case of !N'qgins v. Commissioner, disallowed
such expenses of Mr. Hi ggins beeaise of certain technical wording in
the act, and now indivi(uals who incur expenses in producing their
taxable income are, in the majority of cases, forced to pay tax on
gross income instead of net income.

'The" unintentional discrimina lion ind er the law as now construed
would be most amusing if it wew not so serious. For example. a Wall
Street, inivestieWt tiiist illv.(I deluel all of fihe necessary expenses it
incurs in managing and Iprotecting its investments and iicolie, liit if
an itIlividlial owns tile siille securities-identical in every reslec-
he iay deduct none of these expenses, nierelv hecatse the, individual
is not (leellied t4) he carryilig oil I trade or business within the Iliealin
of sect ion 23. The 1940 statement of Inland Invest ors, Inc., of Cleve-
1111(1. shows that hiis investment trust at the close of the year, had assets
totaling $1.560,172. gross incoiie of $135,000, nianagement fees of
$5,760. aml other expenses of $10,380. All of these exj)ense were de-
ductihle if the income was taxable income. However, if an in(lividual
had owned the same securities and ( had the same expenses, such as
investment advice, rent, stenographic services, and so forth, lie could
have de(lucted none of these, expenses. His tax would have been based
on the gross income-the investment trust's on the met.
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1 hiesitatedi ahll~lt Ipresett lg thet ]text. ilitist rat 1011, hlise lit first
I thought it Was too ext remle. butt filtutly deciddtoI ( (t) so for tho pm'-
1)050of showing What ext remel y itilfatir r-emults are heing (ltained right
)low from this uinittentionial discriinfat ion.

1'ltt' gItIII)ilig' llojpses ill H('io. Nev., with their rotilette tablhes, die
game1IRS, and other gambling equipmntt are permitted under the pres-
ei'it Rei'eitue Code1 to dedito bookkieeping, saevi an ttd till of their
other ordinary and' 111(1tcessllryN expetnses, Wut a, Widow, who, is Hotel%.
dle~edet up1)01 tile inicoime fioiii tile 5t'titi'ities left her byv her hits-
band, canniiot deduct bookkeepinig. safety-valt, ittild other eXjI('iseM
esmit( jul to thet produictiolt of her Itncomte.'

Agixtlt anyone u tay deduct gambling losses to thle extent of his
Imalilli trills. iittlit'l mayIN hot deduct cen ~it of ('XIeitseS 1used
for thle pi)Upo(st ol illvest ittg Nfi tv ill 5Iltitld Atttt't'icai nteriprtt~ises.

1 11111 certiliji thil ttlie d1isciinat itns jiUst tlitetile Niv( ere nieveri
so iiiteiided byv C congress.

Th'le ,;tthcoltiittit(ce of file Ways tand Mettits 1olintiitt'e (ift4le H oitse
(If Representatives ill I938 recogniized tile lack of claritY ill thle lw
it11( (Iimad(e the fol lowitng recoitttteilat 1011

tec ittli 01, pt'odietil tof 1itt littilitN t t1 ('tlh- Ilt gros n co e 111( 114', d it) ti5I d 3 J'retcIlt
41'f tile ii iflitittt cititeeteti oroducedti~'(.

allti~ the field ('ximliiit't trieaite d'I(eductionis 1 iht'llvIA. I ittdterstaund
tht it Wvas dlecidted toI potpo Ii' act ion oil thliis 1IM1lIuilhldtioul 1t101
iii(Jiiilie4 ('(111( 1be tmadte of tit(- Stattes lut.-t have siiilair pris(isti

have. tilit rt'sult (If these invest ]gat lols: I huavte ltters front t'e tax
dlepam enitts (If several States Statinug t hat thei' pr'ov.iin wh.'ichl pter-
unlits tilie tdedutction1 of these' expenses litis pr'.'ell entiirely satisfactory.

Th O()dalionia Tax ('otmissiou wr'otte ol April 2:3, 1941:

tax1 lnlvR 8stun' 193:3, litd ig fat iite.S,4 to 1114'v taxIlt-'IN 1itt1114 iit State ts ithilt

I light Say thtait ill Okdloma thIese e'xpentses arte (elt'lttilet.
Thle State Boatrd oif Equlthizato jolt(f Motutana onl April '22, 1941,

Wro'tet ill reply toI thet' quest ionl

Thelirt answer:

protviiontt (if uttr law.

Hasltei r poitsio '.tedfil o ohtlSttenrhelxiy

.t1 .:111 till, ' l 114'l ititi' itt ftil5)'I'l4' o ft' law lIO 4 thitlit t' eI fit ily 141 I 1l 1 Ii I lit

It1 tti ('if bthI l"itlt-iii I lim'i Sit i iXt'N WI'es we 1.1w N4Iitit very' irfit' li d voivtt'
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leiti'j.ltv I 111111 should Ill, hallowed (l IiIlie extent I llIt thIey are Iia'esi-iiy ill thle
sainte wily t hat it a Iyer (if Illeieiir dIe('i i It il'l Ff i e ai ieII 1 r
HitIT 1 11 IV ('XpI is I tutu rrt'd Ill prodlctig Ii (liit'l.

ilTe Si welli C'(ourit dev 1511)1. pill tIMfit'- prl)5it very' hiighi rtes'.
Itizike somle sui('l legislation11 imperatli ve. Pli g tax i lX0 gross Il-
COM111 W0114I I1 be' In Jail'1i ug ilt lt'I'e ti ol 1 tt ('5. ill to re'fust' the

Thie c'iiti lie AN-h ilt1 Ivv are slitir.i't ing Will teqit prac j1'ticllly 11()

vliaiig'e ill fte tttluiiistralit of(I till- law-utu I would1( like to aicelit
fthis next remit pk-a 11( w ill hlot deprive tile Goveriiint of 111Ny
1Inl('lit it hats be'ii IP('&iv lur lheret tofore. btcauise the regtil ht 1(oils per-
nli te 1 suich d edlictiol pr118J)Iir to Ft'lrti lr 1941. This 8Change will
(1o lit tie Ilii e than11 an l i rize t ie( lrealu iv to Con tinute its l)I'ltic e

of iniy ear's, stanldi g.
Thel PIT'St'iit ('tist i'ii0t'tl n tf tit(e law~~ not oly a lfl'eets t hese tatx-

pa% .ers ad versely bilt it al so ii elects fte lisitiess o;f accounttants, truls-
tees. lIa Wei-S. iii vest iletit ais 1ers IIIt idlal-esttte (lVI''.

its o)te examp ~ le I In iglit met'tion t111 11t 111a1t office buitildings halve
beeti Itotii ed Il1w t eltants w~ho tire, dlependent lipon Inicomie from ill-
vestmlient s. t hat fi ey call no longer' 11ffotd to ma int ainl these offices.
Tilie saili( ill vest ors hIave alIso h~eeti for(edI to d iselcl-ie, eIlIlploveeS who(
have been With them for' minliv' ears.

'['lie fiIlowingo fo-I'ti of silggrested amlenidileit is. we believe, onle
iulilod (df revisilig, hiitlpfllly the( present sitilatioli.

Wt' e -- not Ii-rimig tilmit thiis p .Itic l itihit itiendlit which 1 11111
111)011t to (I 'tatl lbt 111ioi0 1t'(. h)1ut t1is is onle miet hod.

.%Sr :i AmENIOIN1'i 10 SE(,iJloN 23j Or tlI INTEICNAI, CODEN~E o

14c. 23. 1Detductfil f11 romn gross Itcoime.
Ill etiiiipuit i g liit' Inlcomte Itere bea I hi(' a l it s dledtionbs:
(ft) IrXp lst s.

(3) Non blIics(X I'.FIe'?lc.-AJI thei orinaliilry anti necessaryli' expelist's pidh or
Itettired diii'litig it' Iitaxalelt yeair. the it'rhana those patid or Incurredlit carrying

t'tire'4 With Ii t'5t4't to lit' produttoi 1011 or(tl(I4 iou1 of, ort tto tit', niatt1iignti,
pltiti'i, tir const'rvit lolli of proijH'Fty-pr(td tI Iig litvoit' rt'qired to he hticluite't
lit gro(ss hitolitt under tis chaipt'r.

I iiglit filtilieu' suiggest thalt 3(111 giNve some coilisidjei'a1t ioii to making
retroactive Whiatever' provision you mad(ecidIe uponl. Otherwise,
there will lie at small galp (llitt'li wh-ich tllxlayel's will lie taxed onl
gross income, while those both Ii fore and1( after' will lie taxed Onl net
iuit'ouie. Such ret roaction Should, I believe, greatly sill plifyv the
adm111inist rat ion of the provision.

Mlay I take at milliite to s1umnia 1rize ?

S UMMARY

1. 'Tle deduct ion of Sutch expeiN )tis bee'n perithted for many years antd
buas hiecontie it Wei I-et'salislietl piletic'.

2. If dliscontinhtut't, it woldt require mnalty taxpayers to paty tax ott gross
ratheitr tim Iiiitt tit'uzues.
:1. 'Tit'- disctrhiminaitlont whilt jti'imis an Inivestmienit trs mid~ i1th1 Nevada

guinihhiiug house to (elt'lltt uiecesuiry expenses. Wh'il~e refuisig the snie deduction
019~77-41--15
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to Illeli and women wlo are solely (lellendent upomi the productlon of taxable
Income from their Investments, and which permilts de:hletIon of gambling losses
Without permitting expenses Inicurred in InveslIng Ii, sound AmerIhan enterprises
Is unfair nal(1 was never so tintendel by th, Tl'reasury nor by ( Oligless.

4. The extremely high rates now being proposed mlinke timt, deduction of
proper expenses more essential ihmt ever bIefore. It Is impe'ailve now almml If
not allowed, would be grossly unfair and would work serous hardships In many
Cases.

5. The statutes of several States liermit such deduction amd their explrleice
iumder Ihose statittis have been entirely satisfactory.

6. The amendment suggeste(d would not result Ill the loss of reveille As
compared with tlhint C(lleteed heretofore, ieause s(h deductIls lave beell
permitted uil to Fbruary 3, 1941.

7. 1 dlo not believe Ihat your commlIlltee, th( Treasury, nor Mr. Slal's stuff
call object to a change in the law which will result in reestablishling the
Treasury practice.

I might sav that I have discussed ( his subject. with men in the
Treasury staff, and with soiie of Mr. Stain's stair, and I have found
no oljection whatsoever to this general idea.

h'le CI.mIA.mN. 1ave you finished your statement ?
1%tr. DAVIDSoN. Yes.
S.miator T.'FT. Can the Treasurv go back to 19-10 and collect. the ad-

ditional taxes on account of this (disallowance?
Mr. D.Nji)FoN. Yes; I think tile examiiers are so0 ilsrtie't1ed. We

find, from rel)orts from all sections of the country i that tle deduction
of such expenses is not being allowed on retuI'lns made in March of
this year. On ill returns that are coming 11l) before the examiners,
thev aic 11o longer pepimitt lig the (leI(lCiol.

The C.\11T13.N. Mr. I)avidson, you appeared )efore the House
committee. I notice from the report. lou covered this same question,
did you not?

Mr. D.VIDSON. Yes, 5Si'.
ThIe CHAr.M.N. And the ]Iouse made 110 :tiienduitelit, the IhittISP

did not make the amendment that you N'ere urging?
Mr. DvmnsoN. 'that is right, sir.. 'Ilie reason I was told was that

the house was not considering any a(lliinistra ie measurles. but every
meIiulmber of the Ways and Means Committee with whom I (liseussel
the matter agreed it was proper, and several said if administrative
measures were agreed upon ) the committee to be accel)table. they
themselves were in favor of it.

'1he CHIuM.1110 You gentlemen of the treasuryy vill note this
)articular suggestion in this amendment so we maIy hear from you
perhaps later on about it.

Thank you very,, much. Mr. I)avidson. We will have tlie for one
other witness bef re lunch.

Mr. Edwards.
Will you give your namme to the rel)orter, please?

STATEMENT OF WALTER A. EDWARDS, PROVIDENCE, R. I., REPRE-
SENTING THE PROVIDENCE & WORCESTER RAILROAD CO.

IIr. En,%wnS. M' nme is Walter A. Edwards. Mv address is 15
W1,estminster Street, I iovidence, R. I. I have a copy ol my statement,
if you care for it.

'i'he ( 1II\IIAN. 0Wold y-ou1 OU'e to l)iTselt. you' statement as a
whole, or put it in the record and make such comments us you wish?
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Mr. EDWARcDS. I think the subject matter of it is such that I had
better present it as a whole.

T he (IIIuMAN. Very well.
Senator Bmi KY. Do you represent any particular Organization?
MIr. ED\.IUS. Yes; I aip)ear in behalf o? the Providence & Worcester

Railroad Co., which is one of the leased lines of the New York, New
Haven & Hartford Railroad Co. It had been planed that I Fliould
appear this niorning with Mr. Antion P. Wright, of Savanmah, wlo~e
statelmeint was to Su)plement 1ly statement, to a certai extent. We
had1( worked together to some extent in the preparat io of it. Ile has
been unable to tippear this morning, but I understand will appear next
week.

'rhie CMMAI tAx. lie will apear at a later date; yes.
Mr. EDmw.is. I simply want to call attentim to the fact that our

stateniits each sul)lelement the other to a certain extent.
The CHAIRiMAN. Yes, sir'.
,11r. EimvwAus. 'Ihe pl)oposal which I am to make is one which I sub-

iitted at the public hearings of the Committee oii Ways and Means of

the House of elepreselitatives oii the revenue bill. Since it was not cim-
bodied in that bill I desire to repeat it here.

At the outset, let mne say that I recognize the need for a drastic
increase in the income tax. Yet I believe that this lieed soul not
preclude changes in the preselit income-tax law Which would pre'ent.
injustices to the taxpayer, particularly in cas s in which such injustices
may" b~e 1)revenlte at a relatively small cost to tie Go-ernment.

1,or many years it was coitroverte(1 between the Goverimnent and the
taxpayer whether improvements to leased premises made by the lessee
tat his own expense ahId becoinig the property of the lessor gie rise
to taxable income to the lessor either (lurinr the continuance of the
lease or at its expiration or sooner termination.

Ini 1938 in M. .Bltt ('o. v. Unied Sttes (3,05 U. S. 267), the Su-
preme Court held that such iml)rovemnts do not "rive rise to taxable
ilconle to the lessor during the cont inualice of the lease. In 1940 ill

eld~ee/nq v. Brunn (309 U. S. 461), that court decide(] that such im-
provenlents give rise to taxable income to the lessor upo the preiat ure
termination of the lease to tile amount which they add to the value of
ti leased property, and the Court's reasoililg was such as to compel
the conclusion thai such imlprovemienlts also give rise to taxable income
to the lessor to tile saiiie amount upon the expiration of the lease if it
expires by its terms instead of being prematurely terminated. By
T . I). 4980, a)I)rove(l July 2,1940. the Treasury Department gave etrect
to this decision of the suiwreme Court by a re gulation applicable both
ill tie case of a l)relialllre termination of a lease and in tie case of the
expirat ion of a lease.

Tle question which confronted the Supreme Court in Heering v.
Brunn was a question of legal interpretation, viz, whether in the
circumstances of that case, the lessor received income within tihe
meaning of the sixteenth amendment. The questionn which confronits
us here is whether the law as iiterpreted by the Supreme Court. pro-
duces a just aild desirable result and it is to that question that. I shall
now a(h hess myself.

There is a serious objection to treating improvements to leased
premises made by the lessee tit his expense and becoming the l)rol)prtl
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.if tie lessor as, giving rise to tatxll)le iincomiie to tile leSr (itlhelr 11po
1ihe eXpiratlion or u,on the sooner termii,,ation of thle lease. This
objection arises from the faet ia it( h eased l)rol)erty with tihe im-
provelienit at. tile exI)iition or tile sooner terminatio l of the lease
may be and frequently actually is wort less than the cost of the
letised property to the lessor or lthan tile valiie of the leased propertyy
without the ill p'rovelielits at. the comillencemlit of tile lense. Iilee(,
in the case of the premattire termination of a lease-which, of course,
is generally an event. occurring because of the lessee's default-this
is particularly al)t to be the case since leases are most often terminated
for the defialilt of the lessee during periods of bIsiness depression.
Yet tile taxable income received by the lessor equivalent to tile amount
ilded to the wililie of the leased l'propert by e iIIproveilents is not
allowed to be offset. by any shrinkage inbthe vale of tle lesed prop-

etry itself. The result is ithait. (lelessor is taxed its the recipient of
the income arising out of the improvements when the 'esult of those
itill)rovemients is merely to diminish his impoverishment. In other
,words, in substance the lessor is taxed not because of' his enrichinent
1but becaiise of the reduction of his impoverishment.

Moreover, treating improvements to leased remiises Iiiade by !he
lessee at his expeI1 ail l)ecoming tile Pl)'it of tile lessor as givi iig
rise to taxable income to tile lessor, either upoli tIhe expiral imn or
upon the sooner termination of tile lease, is opeli to the objection thal
the iaiiount of tit tax is dependent upon the valuation placed upoii
tieo contribution iliade by the improvelments to tile value of the coim-
Im.ite unit consisting ot the leased proplerty 1anl the iipIl)Ovenlents;
and it. is often very difficult. 1111d sometimes Impossilde to determine
what value should be assigmied to that contribution. For example,
let us take the case of a railroad which has been leased for a term of
919 years by at lease under which the lessee covenants at its own e.x-
pesise to Iliike till nieces,.ary additions, betterments, and improvements
aml these are to become tlie lessor's property.

Many Years 1)as5., yards have been relocated, heavier rails have been
laid, new signal systems have been installed, and new stations and
other facilities erected and till the iInl)roveiients liecessary to adapt
the road to changing conditions have bee ln made. Mr. Wright, tile
)resident. of Southwestern Railroad Co., Which owlis a railroad leased

to Central Railway of Georgia, who will appear later at the, hear-
ings, will give you' an actual example of such a ease.

low much (10 till these changes conit.ril)iite to tile value of the rail-
road iat the time the lease expires or is terminated ? Nothing less tilin
at complete and Very expensive engineering stu(, would furnish 1iny
answer to this question, and it, may be doubted 'whether even such it
stud would furnish a satisfactory answer. Ii eases in which valhi-
tion is difficult tile (oimilisioner of Internal Revenue is likely to
make a somewhat arbitrary valuation which the taxpayer will he tul-
able successfully to contest because of the presumpt-ion which the
courts have held to exist in favor of the correctness of the Commis-
sioner's action. In saying what. I have said, I realize, of course, that
no income tax law (especially no income tax law which takes into
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account gainls or losses oil capital tI'lluisactioiis) can be so framed as
entirely to avoid difficult, questions of valuation which can be solved
only by, conjecture. But surely tile cases in which such questions may
arise should be limited so far as possible.

There is iso i third ol)jectioni to treating improvements of tile class
under (onsideration its giving rise to taxable income to the lessor.Although, as I shall late' eXl)laill, I (1o not believe that in the aggre-

gate the Government will l)rotit much from tle decisionl in HIIduerllq
v. Bunn, inl any 1)articular case the tax imln),sed in reliance on that
case is likely to; Ibe eulirely dis)rop)rtionate to the taxpayer's cash
receil)ts at 'or about the tine of the imlpsition of the tax. It. is
therefore, a tax for which it. should be possible to make adequate

visionn ill advance by means of a sinking fund out of earnings. Yet
this calillot be doule. ;If tile lease is )reimlaturely terminlte"id, no such
provision can be made, for the tine when a lease will have to be teti-
nate(l for the les'see's default cannot be foreseen. Even if the lease
exl)irts ill accordance with its terms, it is imlpossibre to foresee what
va ties or tax rates will be at a time many years in tile futiurv or, ill
tile case of a railroad or public utility lease, what hihl)rovements tile
lessee will make ; ,,1(1 tills ilossibilitv prevents tile comlputation
(except by mere guess work) of the ianount for which provision

sh mould be nmade by way of mu sinking fund.
The three objectiois, which I have mentioned, to treating imrl)ove-

Illents to leased property rlade by the lessee at his own expense an1d
becoming the property of tile lessor as giving rise to taxable incollm
to the lessor apply whether tile lease expires according to its terms
01' isleaturel'itiiinated. There is another objection which ap-
plies to treating such improvements as giving rise to taxable income to
the lessor ulon the l)remuture termination of tie lease. As has ill-
ready been pointed out, such it termination is generally because of tile
lessee,'s olefifult. I)efaults by, lessees are Illost likely to happen during
periods of business (lei)resson. Consequently, the tax is al)t to fall
11)on the lessor at. a time when he is least. able to itmeet it-lit a timo
w len very probably lie call firo no new tenant or hts had to make a
new lease'of his property at a much reduced rent.

Whether or not the decision of the Supreme Court in HJcbering v.
Brunn. was necessitated by the aiseuice of ally express statutory l)ro-
vision relatig to the problcnt with which it'dealt, tile objectionable
results of that decision imicate that tile imposition of till income tax
ill accordance with the Treasury decision bamed thereon is unjust. and
undesirable and that. there is Iecld for a legislative remedy which will
exclude from gross income income received byi a lessor Ul)oui the cx-
piration or termination of a lease by reason of additions, betterments,
or im)provements Illade to the leased propertyy by tile Jesee. But it
will bo asked Whether such it remedy wouhl not prove expensive to
the Government at at lie whieui it cannot afford to lose ay tix r revenues.
I do not believe that, it. wouhl ; find I shall attellmpt to justify this belief
by showing the probablee results of tile al)phication of the Treasury
decisionn to t three clitsses of cases which certainly include most of t'i
cases coming wvit ]ti its Scope.

The first class of cases consists of leases of land under which tho
lessees have erected buildings. In these cases, when the lease expires,
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the building erected by the lessee is apt to have become so obsolete as
not to add much to the value of the laud and, therefore, not to result,
ill a substantial tax. Nor do I think that upon the premature
termination of a lease of this class for the default of the lessee, a sub-
stantial tax by reason of the building erected by the lessee is likely
to be collected. My belief is that the result of the application of the
'Treasury decisioil would be that a lessor of this class coming withinits scope, instead of terminatin, a lease for the lessee's default, would
resort to some elaborate transactions to avoid the tax or would temporize
or compromise with the lessee.The second class of cases consists of leases of store property to
merchamits who have made improvemleiits to the stores. Such improve-
ments, I believe, are apt to become obsolete so quickly that they rarely
add much to the value of the leased property. Moicover. if they (10
add to that value, it is difficult to (letermil( how much they add. Con-
sequentl, it seems probable that the revenue derived fIom the Gov-
ernmenlt's taxing what they add to the leased property would be small
and would be obtained at sIlbstaltial administ rative expense.

The third class of cases consists of leases of railroads and public
utilities which provide ihat the lessee shall make all necessary addi-
tions, bettermeots, and imlrovemeilts. I believe that ill general such
leases have Leen made at. such times and for such periods that they
will not begin to expire for many years. The 'Treasury decision would
certainly operate to prevent their termniation because of defaults by
the lessees.

Cerlailily a coisideration of these three classes of cases indicates that
legislation excluding from gross income, income received by a lessor
it)0n the expiratiomi or termination of a lease by reason of additions,
betterments, or improvements made to the leased property by the
lessee would involve no serious loss of revenme to time Governmlent.

Such legislation may be simply expressed. Sulbsection (b) of section
22 of the ilJternal Rl'-enue Co(le, As heretofore amended, lists in nitie
paragralhs certain items which are not to be included in gross income
and are to le exempt from income tax. All that is necessary is to
amend this subsection by adding at. the end thereof a new paragraph
reading as follows:

(10) Income received Iby a lessor tipon ilhe exphiatlo or termination of a
lease by rva':on of additions, ~Iternents, aud inmlprovenwits to the leased
property imdle by the lessee.

Tf such aim amendment were adopted, 1mragrapli (e) of section 721
which treats similar income as abnormal income for the purposes of
time excess-lprof its tax, could be stricken out.

I most respectfully submit and most earnestly urge that in the reve-
nie bill of 19-11 subsection (b) of section 22 of the Internal Revenue
Cede, as heretofore amended, le amended by the addition of the para-
gral)h Which I have just mentioned.

The ('AR MAN. ATre there anV questions?
Sector D.%NAlwrmu. I have oe, l)1ease.
The CHAIRMAN. Yes.
Senator DAxNA1imII. I want clearly to mnderstanid that, this income is

treated as income antd is imposed omily for the year when the leaso
expires either by termination or default.
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Mr. EDWAmws. Tlit is so mider the present decisions of the Suprenle
Court. There is no income realized by reason of the iml)rovements
under those decisions during the continuance of the lease.

The CHAIRMAN. Thank you very much, Mr. Edwards. Tie com-
mittee will recess until 2 o'clock.

(Whereupon, at the hour of 12: 35 1). in., the committee recessed
until 2 . In., tile same (late.)

AFTERNOON SESSION

(Pursuant to a(ljourment, the committee resuleled the hearing at
2 p. in.)

Tile CHATIM NAN. The committee will come to order. I believe Mr.
Parton is next on the list.

STATEMENT OF GEORGE F. PARTON, NEW YORK, N. Y., MEMBER,
EXECUTIVE COMMITTEE, NATIONAL SAFE DEPOSIT ADVISORY
COUNCIL; PRESIDENT, NEW YORK STATE SAFE DEPOSIT ASSO-
CIATION

Mr. 1AwroN. M1y name is George F. Parton. I am appearing before
you as a meliber of the executive committee of the National Safe

el)osit Advisory , Council, and also as president of the New York
State Safe I)eposit Association. Both aire nonprofit associations, for
tie promotion of the general welfare of the safe-deposit business. I
have prel)aredi a statement, Mr. Chairman, which I should like to
read, and I have also filed with the clerk copies of this statement for
members of the committee.

The CIa. ,\x. I)o y'oi wish to enter the statement in the record?
Mr. PM'Rox. Yes, sir; I should like to (10 that.
The C1AIRMAN. Then discuss the matter?
Mr. Pm)'x. Yes; I should like to read the statement at this time.
The CHIARMaNr. You nal do that; you may l)roceed.
Mr. PAIITON. The membership of the National Safe Deposit Ad-

visory Council consists of 25 State associations, which include in their
respective memberships many hundreds of individual safe deposit
coml)anies. These State associations tire located throughout the
United States from New England to California.

One of the members of the advisory council is the New York State
Safe I)eposit Association of which I am president, and which in
itself has a membership of over 500 safe-deposit companies in 34
States of the Union.

In addition. I am appearing before you on behalf of the 4,500,000
renters in tlhe United States of safe-dq)osit, boxes, for they are the
peol)le who pay this particular tax which I wish to discuss.

At the outset I should like to place in tie record that the entire
safe-deposit inditstry is wholeheartedly behind tlhe present effort
of the overnmemt to raise every possible dollar by taxation and to
raise it as quickly as possible, to hell ) finance national defense. We
believe there is npo l)ob lem today which is of more vital importance.
Therefore, whatever is said in 'this statement should not. be inter-
l)reted as an effort on behalf of our industry to, in any way, sidestep
our )atriotic (luty in this respet. We exl)et. and we desire to do our
full share.
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It is proposed in tile present. tax bill to increase tile tax on safe-
deposit box rentals from 11 to 20 percent. This tax was first enacted
in 1932, at the rate of 10 percent, its i "eil1ergc01 y" e11yniasure 1111d
it was generally understood at. that time that the tax would expire
wheln the emerge ency ended.

Senator VANDENBREJ1. When was that?
Mr. PAIIMN. I (10 not know, sir; I understand it is still coli ining.
Oi each of the subsequent expiration dates the tax lias been ex-

tended and in 1940 it, was increased to 11 percent.
New excise taxes at the rate of only 10 percent are l)roposed on

sporting goods, luggage, electrical ph))lances, l)hotogra)hic allppara-
!us, business and store machines, rubber products, commercial wash-
ing machines, and optical equipment. III addition, the bill imposes
a new excise tax of only 10 percent upon tile retail sale of jewelry,
furs, and toilet 1)repaiations.

Tihe following are proposed increases in existing rates:
Passenger automobiles and motorcycles, from 31/2 to 7 percent.
Trucks, from 21/ to 5 percent.
Parts or accessories, from 21/2 to 5 percent.
Radio sets, )honogra)hs, )honograph records, aut oinobile radios,

and musical instruments, from 51/, to 10 percent.
Refrigerators and air conditioners, from 51/2 to 10 percent .
The )ropose(l increase in the rate on safe-deposit- box rentals is

from 11 to 20 percent and we cite these other instances il tile bill
because the safe-deposit rate is double most, of them. It some
cases, it, is considerably more than double, and in no case. is it. less
than double. In no other industry mentioned in the entire tax bill
is tile l)rOl)OsC( excise-tax rate 1s" high as that on safe-deposit box
rentals.

The amount which it is expected to realize from this increased
safe-deposit tax is $1,700,000, a relatively insignificant amoulnt of
money compared to the totll amount to'be raised. There are in
fact only three items in the bill on which the estimated revenue is
less, namely: Playing cards, on which the estimated yield is $1,000,000,
representing an increase in the present, rate from 11 to 13 cents;
optical equipment, estimated to yield $1,000,000, representing a new
tax of 10 percent; and bashing machines (commercial) estimated to
yield $1,100,000, representing a new tax of 10 percent.

In each of these three cases the proposed rate is very considerably
less than on safe-deposit box rentals. lry

Is it equitable that there should be such discrimination between
onr industry and all these others which I have citel ? I beg to submit
that this is not in accordance with the statement made by- tile Ways
and A eans Committee that it has been their "aim and desire to dis-
tribute flie additional tax )urden as equitably as possible among the
several classes of taxpayers." I also believe that, regardless of how
large or lhoN\ small may be the amount of revenue which it is hoped to
receive from any one industry or commodity, it is not equitable to
single out one of the smaller" industries, fr(m the point of view of
tax revenue, on which to impose the highest tax ratp.

In our opinlioll it, is inconsistent and misleading to classify safe-
deposit boxes as "luxuries," similarly as .iquor, tobacco, cosmctics,
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and so forth. Actually, a tax on the rental of a safe-deposit box is a
tax oil t le protection of valuables, and we believe it. quite unfair to
regard it as a luxury to rent a safe-deposit. box.

In this connection it has been estimated by competent authorities
that about 90 percent of all the box renters il the United States rent
hoxeS averaging $1 a year. 'lhese box renters are not wealthy people;
in the main, they are the people of small means and of the middle
classes. They are not the people with stocks and bonds; they rent
their boxes to put ia savings bank l)assbook in, or a life-insurance
policy, or a deed to their home. Their safe-deposit box is not rented
as a luxury, but solely as a means of protection for their small
possessions. It is conceded that tile remaining 10 percent of tile
renters ill tle country' may have more wealth to protect, but again,
it is l)roltetion wllic] they seek and 1 submit. that tile habit of pro-
tecting one's POsSessioIs is not something Which s1l0hli be penalized
by heavy taxation. We believe tlat tile Protection of one's valuables.
plrl icularly ill precarious tillies like tile present, is a laudable ob-
jective and" that it Shoul be encouraged rather than discouraged.

Every Illethod possible hitas been st resse(d by tIle Tireaury 1D)art-
lirnet to encourage tile people to bIuy defense, bonds. Nothing there-
fore should be (ile to bllild 1Il) sales resistance to this effort. Blit, if
a man or voman is forced to give u ) his or her safe-deposit box be-
cause of till exorbitant tax on tile rental thereof, tile Govermuent will,
in a great many instances, lose that pierson as a potential l)urchaser
of tlose bonds., If it 1a11y be argued tllt defeill.e I)(1lsd Ivill be held
by tie Federal Reserve banks flee of charge , tile l)eurclaser will still

:aIlt sonle secure )lace il which to keel) his receipt for them. He will
illore fre(llent l,, however, wish to have physical )osse.:.qion of them.
This was proven dining tile Libertv Loan period of tie last war, when
compllralt ively few purchasers availed thelliselves of tlh" offer at that
ilie of illl savings banlks to t ake dare of tile bo)ds without charge.
Most. of tlhe liberty' Loan bonds were placed in safe-deposit boxes
from which there cold be removed by tie owners : any t ine.

Purchasers of defense bonds will also wish to lace them in their
own safe deposit boxes. But without safe deposit boxes to place
them in they are not as likely to be prosl)ective pulcllasers.

There has been voiced general opl)osition to the proposal that a
Federal general sales tax be levied on tile grounds that it. would
severely penalize liersons of moderate incomes. Yet. it, has been
carefully estimate , as stated above, that about 90 percent of the
entire number of box renters throughout the United States are
people of small means. The well-known firm of McCam-Erickson,
Inc., made a survey for our association a few years ago which showed
that there were apl)roxillately 11,000,000 safe deposit boxes in the
United States of which only 40 l)ercent, or 4,400,000 were rented.
Therefore it will be a)p)roximately the 4,000,000 people of modest
means anld small incomes, constituting tile 90 percent of all the box
renters, who will be the ones severely penalized by this proposed tax.

From the economic stap(ll)oint, it is our belief, based upon facts
and ol)inions gathered from all over the country, that tile imposition
of a, 20 percent tax on safe deposit box rentals will defeat tI e pur-
pose for which it is intended, for the reason that many thousands
(of the renters of the larger boxes will take smaller space, and also
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because a great many of the little boxes will unquestionably be
closed out entirely by people who will take their small possessions
home, or' otherwise en(leavor to protect them, rather than pay such
all exorbitant tax. In our op)inion, therefore, the Government will
fall far short of receiving the anticipated $1,700,000. In addition,
the net profits which the individual safe deposit companies earn
will be so reduced because of this loss of business that the Govern-
ment, will receive far less than it is receiving at present from cor-
porate income taxes.

Throughout the Nation tie safe-deposit industry will receive a
cril)pling blow if this 20-percent tax is al)l)roved, amd tile question
we wish to submit in this regard is whether it is right that any one
industry, regardless of how large or how small it may be, shotild be
entirely disrul)ted, causing unemployment, and so foi'th, just in the
hopeful expectation that the Government may receive through that
source a million (ollars or so. Is that a fair price to pay for such
a relatively small sum of money, speaking relatively, of course, in
relation to the entire tax picture? It is our view that an industry
which is dedicated to encourage savings, thrift, and protection is one
which should be encouraged in wartimes rather than cripl)led.

Attached to this statement is copy of a letter which I mailed on
August 7 to Mr. Roy Blough, Director of Tax Research of the United
States Treasury Icp)artment, in MIIch are given several facts to Col-
firm our oini(n that the (overnment will not receive the hoped-for
revenue from this source, and that in adlition, the industry itself will
be dealt. a most severe set-l)ack at a iime w1hhenm its businesstlhrouglmout
the country is at an extremely low ebb.

But l)el'haps, more important than the effect of this tax on tile
industry itself is the effect it will have oi 4,000,000 of the middle-
class pe ople of tie country, not 6ily because the tax will be a distinct
hardship to them to pay, i addition to all their other taxes, but
also because it will react as an encouragement to these peol)le to get
away from the habit of protecting their savings and other v'aluables.
In times like the present, we believe this would be extremely short-
sighted policy. At the exiiise of repetition we again say tha., l)eol)he
should be encourage'l in vartimes to protect their vahlableh, not to
(o anything which would tend to weaken that protection. Even
in normal tines they should be so encouraged.

Again we would stress that safe (lel)osit box renters have already
been paying this tax for nearly 10 years. We feel therefore, that
they and we have been doing our part, and incidentally, it. might also
be mentioned that it costs tie (love'rnment pracicailly nothing to
collect this tax, for we act as their collecting agents. We collect tihe
money free of cost to them and remit the recollect ions each mont h,
thereby saving tile Govermnent an imunmense amount of detail and
expense. We are, of course, willing and anxious to contrilbte our
fair share toward national defense, but, we claim t hat our share should
be on an equitable and fair basis. At the prevailing rate of 11 per-
cent the tax is already in excess of most of the other excise taxes pro-
posed in the bill. At 20 percent it would be the highest rate. We
claim that this is neither fair nor equitable and we therefore most
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earnestly recommend that the present rate of 11 percent be not in-
creased. It should indeed be reduced to 10 percet to correspond
with the other comparable e>, -e taxes as listed in the bill.

Mi-. Chairman, I should like also, if I may, to read the letter to Mr.
Roy Blough, to which I have made reference. It will not take more
than a few minutes..

The CHAuI MA N. All right. Please be as brief as possible. *We
haven't placed any time limit, but we have a great many witnesses
here.

Mr. PArITON. If you would l)refer, I will not read it.
The CHIAM.N.'No. jo'u1a1 read it, partieularlv if it deals with

matters other than those'you have touched oil.
Mr. PAlTON. It d0eS.

AUGUST 7, 1941.
Mr. Roy Ilioimi,

lircctor of Tar Bescarch, Un cited S fa tes 'rcasutry,
l'ashington, 1). C.

DiAi Mt. BLOUGlI: Ill compliance with your suggestion last Tuesday morning
when I ba( the pleasure of discussing with you tie proposed ile ease in the tax
on safe-deposit box rentals, I give you below certain facts and information which
have a hearing on this question.

A survey Iade within recent years by the weili.known irm of M Cann.Erlck-
son, Inc., showed that at the thue of the survey there were aipproximately
11,000,000 safe-deposit boxes in the United States. Of these about 40 percent
or 4A0,000 were rented and the balance vacant.

Since that time ligiures of hue Internal Itevenue Bureau shi. tfiat tile gross
Income front safe-deposit box rentals has declined, from which it is evident
that less than 4,400,000 boxes are rented att tle present tilue.

According to the above-mentloned survey the average rental paid oa those
4,400,000 boxes was $4 per annum.

It has been estimated that those wio rent these boxes averaging $4 rer
aninum constitute approximately 90 percent of all the box renters in the United
States.

The survey also states that 87.2 percent of all box renters place insurance
policies in their boxes; 67.5 percent place deeds to real estate; 57 percent place
wills; 36.7 percent place contracts; 35.1 percent place jewelry, and lesser per-
centages apply to canceled checks, Iicome-tax returns, heirloous, birth certilleates,
and so forth. These facts are imentlioned to show tl-at safe-deposit boxes are
used in very large measure for the protection of valuables other than seculiiles.

Another point bi-ought out ill the survey is that -12 5 percent of all box renters
have locked bxes of one form or another ill their honies, from which It may be
assumed that large lillnluers of the sliiall-box renters will use those locked boxes
in their hlies for their valables -ather than retain their safe-deposit boxes
and pay a 2(-prcent tax oii tile reital thereon.

It Is stated that 41 Ipercent of the box renters also keep peirsoal possessions
in their oflice safes, another reason to believe that many will (lose (it their sfe-
deposit boxes iand use the otlice safe rather titai pay a 20-percent tax on the
former.

In the opinion of safe-deposit and bink olhials throughout tli country, a 20-
prcent tax on safe-deposit box r, tals will rea-ta definite sales resistance
against tile lurcliase of defense bonds, inasmuch as there will undoubtedly be
imaniy who would purchase those Imlds if they had a safe-deposit box to lit
them ill, hut who would refrain front purchasing them if they had no safe-
deposit box. This stlltelnelt Is taken from lIu the exlerleiee of tile World Wii-,
when most of the Liberty Loan bollds sold at that tline were placed Ill safe-deposit
boxes from which they could lie removed by the owners ut any time, and this
inotwithstanding the offer of the mutual savings banks at that tie to take car
of the bonds free of charge simil-arly as the Federal Reserve banks are offering
this service at time present tie. Ptirchasers of defense bonds should not, in our
opinion, be taxed for protecting then.
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The safe-delpsIt business generally has been on the deellne ever since the tax
on box rentals was first Imposed in 1932, is will be shown from tit, following
figures obtained from the Internal Ievenue Bureau:
Year ended June 30, 1933 (IWluding collections of June 21, 1932,

and thereafter-In other words, I year and 10 days) -------- $23, 050, 408. 30
Year ended June 30, 1934 (bank holiday and gold boardting).. 2, 158, 506. 70
Year ended June 30, 1935 ----------------------------- ------- 23, 176, im. 00
Year etided June 30, 1930 ------------------------------------ 1)., 9)74,06. 70
Year ended June 30, 37- ------------------------------ 20.397, 1-13. 70
Year enied June 30, 1938 ------------------------------------- 20, 131, M547. 30
Year endeil June 30, 11)39 ----------------------------------- 19, 05, 250. 30
Year ended June 30, 1940 ------------------------------------- 19, 8,9, 337. 90

The above figures indicate that there was i considerable jump fi Ihe gross It-
,oni. f rom s.afe-deposit box rentals during tlie year ended Jtne 30, 1934, which we

Ibelleve was largely and directly traceable to the gold-hoarding and bank-holldaN
period. This Increase was, however, more tlhan wiped olul utt following year intd
the figures will show that as of June 10, there was I decrease in gross Income
from rentals of $7,269,(K}) f'oln the high point over these p1lst 8 years. If ite
20.percent tax ls placed on these reitals, the business will unquesltonably be
further reduced.

Il our opinion, although we have no speelc facts to substantilate It other than
plain liunan nature, If the 20 percent Is linlmoiel, those wilo have the larger-
41ze(! boxes, as well'as olise who have t lie SlllI ones, will exallillie them wihl
tile view of phlellig the (contents in smaller boxes. Tills l'oeedlre will ollrale all
long the line from tit, company o 11ir1 which rents 1 $500 box onll down to those

,%lmo rent tie $3 box, and Ii ouir Jildgineit maiiy of those wlo rent the smnllest
size boxes will close them entIrely ratller than pay tile tax. This was tile ex-
luerellete of saife-deposit conillles till over time eomt'y when lit lO-pereent tax
,was first lmultosed Ili 11132, although no actual Ilgures are avalhablte to prove
exactly how mally of such boxes were reduced or closed out because of the tax.
But. every safe-deposit comamny to which I have ntlade Inqui'y has stated that Its
exlerlence was tf lat their business fell orf hninedl alely after Ihe tax waIu
Imposed.

A further falling off it business, which unqueslomaldy will follow tie In-
crealse in the tax to 20 li'reent, will result iln less corporate income taxes pahl
to tlhe Governlinelt by the safe-deposit companies.

Apart from the above there will, lit our oplnhm, be extreiiiely little Ilkellbuood
of the Governmenut rais ing tile ,T-l$l,,000 from thi lax oil rent tl, because of
the fact that so muany of tle little boxes will be closed tout entirely.

Summing pI), It Is our best Judgntet, based upoin facts and Infornml foil oil-
tained from safe-deposit companIes over the entire counti'y, thlit slouhl this
20-1ereent tax lie Imposed the Government will fal fitll smort of raisig the
addltliomal revenue holed for, and no only will this be true lint then safe-
deposit indlustr'y itself will come close to liig crippled, with resulting ituent-
jtloymnent ill mally of tie colpnles, imaslinclil 11,; ilrl(ehlly no safe-deposit
Colllltly Is iaitkling illy 11111' 'y to spemik of these ilays. Wve do not lielleve lite
Govermleiit would willingly lie responsible for disrupting a ltllional Ilustry,
small though it nay be, just for tia sake of raising a issible million dollars or
so, esliecllly when over 4,M0,000 people of tle mIlddle (lasses would be tile
tiles 'lrmarilly affected.

Tit, safe-deposit industry Is Ili full syniptby wilh the Government's efforts
to raise every dollar possible through taxation, hut we submilit that to ili'emte
by nearly 100 lercenit a tax which has al'eatly beeii in fore for nearly 10 years,
Is not equitable or fair, nor Is it at all in line with tie rolpoed taxes on other
11ies of business as shown by the pending tax lill.

Yours very truly,
(iF)R(F V". PARTON, Prcident.

Mr. PArroN. That concludes my statement.
The CIAmmAN. Any questions?
(No response.)
1i CHuImAN. Thank yoi. very much, Mr. Pa'ton,

MI'. P'A ,T. Thank youl, sir.
The CHAIRMAN. Mr. John W. Hart.
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STATEMENT OF JOHN W. HART, KENDALLVILLE, IND., PRESIDENT,
COMMERCIAL REFRIGERATOR MANUFACTURERS ASSOCIATION

I'he ('-UNlMAN. 11i1'. Hat, will you give your name to t he ,teiog-
rai yier

1r. IlAirr. Myv name iq John VV. Ilart. I aii president. 'inner-
cia 1 Refrierrat;r Ma nufacturers Association, albmt :10 mneibers. who
produce iiolit. 8,l) percent of tilt total commercial refrigerators in tlht
United States.

Now, we have a brief which we are Dasing aroutld and Ive wml d
like to lave it in the record. I have with me Mr. Still i van, secretary
of tile association, who has all the statistics pertaining to oulr lbiti-
ness. After reading this brief, we will be very glad to answer aiiv
questions and, with your permission, Mr. ('ha irnal, and iullbelwr'
of the Senate Finance' Coimmiittee, I would now like to read this brief.

The C.'IMAMA. You would like to read it rather than coninent
on it.?

Mr. I-LAtr. I would like to read it. and if there are any questions
we would like to answer them. We think we have smie very good
points which perhaps you woul like to hear and then ask sonie (pies-
tions about.

The CATRAMWN,,,. Proceed.
Mr. IlART. This prIesenlitat ion pertains to the lrolosal mw before

this committee under which sect ion :405 of the Intertal Revelite
('ode is amended to read as follows:
SLc. IMO6t. Tair on rcfrigrrators, refripcration aj)parattt, and air eomuitioers.--

There shall e imj'std oi the folhowing atIrhdles ( i1elditig Ill each vase parts
aid acems(rhi.ts therefor soldln il ori ('Olilmmet ion with lilt, sit, fheriforl sold by
tu iiniifacturer, plrobllicer, (ir linlirter a tax e(llivflleiit to 10 x 'rretw of lh
price for whihh )So sold:
(11 ife'fri!i,' -o,,a, clte.--lRefrigeraorN, beverage ctiolers. ice cr'ea cainets,

wail r (e miers, fod an1d beverage disphly cases, fq(l and leverage slorage cam-
lelps, each Sulh artlle Ilmiviig or ix'iiig prinarily designed for ise wilh it
uechiuil refrigerafla'g unit olm'rafted 1," electricity, gis, kerm-o-ue, or gasoline.
As representatives of the manufacturers of commercial rvfrigera-

toi., a type of refrigerated equipment generally designated by that.
name. We resl)e.ietflillv object to that portion of the above-quoted1 gen-
eral application whicl, although not. describing commercial iefri ger-
ato's specifically. .,uggests that it is the intent of this proposa Ito
impose tle 10-percent ecise tax oil all such products. 'his inference
is conveyed in the reference to "refrigerators ' and "food an(] beverage
display cases" and to "food and beverage storage cabinets."

'I'he foregoing terminology is not clear. inasmuch as we know of
11) coliutnercial refrigerator or refrigerated store fixture designed for
the combined display or storage of both food and beverages if by the
term beverageg" is meant soft drinks. heeir, or liquid beverages other
than milk or s4iilar liquid foods. These quest ions of phraseology
will be recognized ats techinicalities O1n1y. 1However, we cite theml at
this poiit With thle thought that if it. had1( heen thle intent of thle
framers of this bill to impose a tax upon the type of equipment mann-
facturelb 1by voi petitioners, the proper distinction between comier-
cial refrigerators and the other types of refrigerated equipment coll-
tenlmpated in tle measure would have been clearly drawn.
' erefore, we cannot overlook the possibility that such was not the
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intent, and that reference to "food and beverage display cases" or "food
and beverage cases" was merely all attempt to clarify the application
of the tax to a type of refrigerated storage and (lisplhy cabinet or case
commonly designated as a "beverage cooler," from which soft drinks
are usually dispensed( and sold in taverns, confectioneries, filling sta-
tions, and so forth.

A "commercial refrigerator" in the sense that we will use the term
in this presentation, refers to such equipment used in retail food and
meat stores, hotels, restaurants, hospitals, and other institutions as
(a) cabinets or cases wherein perishable foods are l)rotected against
spoifare, and maintained at healthful temperatures until consumed
o. sol(.(b) storage cabinets used for the same. pmripose, (c) refrigera-
(or cabinets or cases sl)ecialy (lesigned for the safe storage ant display
of foods requiring particular teml)erat ure and humidity coidit ions, as
in the case of fresh fruits and vegetables, nilk, butter, cheese, etc., (d)
cooling roo,,is or compartments of the portable type for thle storage of
perishable foods in large quantities. and (C) refr'igerated cahiniets for
use in hospitals or other institutions for the preserv'ation of serums,
pharmaceuticals , "blood banks," and so forth.

It should be apl)arent from the above defillition of our )roducts that
if the pl)opsed excise tax is to be assessed against them, it will be l)lac-
ing a burden oil two most vital factors in our national economy-food
and the public health-both of which constitute America's first line of
(iefeIe in the present emergency. We recommend . therefore, that. if
this committee is satisfied that it was not the intent of tle. authors of
tie bill to impose a tax on commercial refrigerators, the present )hrase-
ology of the questioned provision be clarified by eliminating all refer,
enco to food, or the use of the word "case" in' describing ainy of the
l)ro(licts intended to be covered. However, if the committee is not of
this view and feels that commercial refrigerators should be subject, to
the tax, we offer the following reasons why we believe 2vucl a step is
unjuist and unsound:

I. 7'his fa, ;x eq;uirid t to a faa on food.-Thlere are approximately
500,000 retail food merchants in the United States, plus some 200,000
restaurants, hotels, and other establishments where food is stored til-
der refrigeration for ultimate sale or consumption. Te commercial
refrigerator is the final link in the chain of distributive l)rocess(s re-
quired to bring perishable foods from their )oint of origin to the point
where it l)asses into the hands of the ultimate consumer. If this linh
is broken, as it will be if burdened with the l)roposed tax, it means that
either or both of two things will result:

1. The retail food merchant or other purveyor of perishable foods
will unquestionably pass on the tax, as reflected in the increased
cost of his refrigerated equipment, to his customers-the 1,30,000,00
people wvho use tile retail food store as their daily market basket.
This can only mean higher food prices-at a. time when every effort
is being made to keep living costs from soaring. As with any other
factor adding to the cost of our one indispensable living necessity,
this tax will fall disproportionately on that vast segment of our
)ol)ulation that is least able to shoulder the burden.

Sixty-two cents of every dollar spent. for food on the American
dinner table goes for 1)eri'shlable food-ieats, vegetables, fruits, and
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dairy products. Already burdened with mounting costs and nar-
rowing profit margins, t ie average retail food distributor will have
no recourse than to pass on the full amount, of any addition to the
cost of his essential investment in refrigera ted equipmlent-for in
or(ler to remain in business and comply wNith American standards of
health and sanitation, every food merchant or other purvevor of
foods must make use of one or more types of commercial re'friger-
aior.

2. Due to the increased cost of new refrigerated equipment, no
doubt many food distributors will strive to get along with equip-
Iment that, l)y reaisoi of age, obsolescence, and wear, is no longer
capable of maintaining food un(ler pl))er conditions. On an aver-
age, tile retail-food merchant finds it advisal)le to rel)lace his re-
frigerated equipment about every 10 years. Thus, in each year
many thousands of conmiercial refrigerators have reached tie point
where they can no longer be used without endangering the health
of tile public. We arm (f the opinion that the deterrent effect which
tile increased cost, of such equi)mentl will exert on this normal re-
placemeni policy will be great, and that a very real health hazard
is involved.

Marriner S. Eccles, Chairman of the Board of Governors of the
Federal Reserve System, in commenting on tie effects of tILe defense
l)rograni on our national economy, is quoted as saying:

Low-income groups s h110111d not he made to make sacrilices In food, clothing,
and other necessities, for they live liad too little. The sacrifices must come
from the more fortunate groups. Those who can get along with fewer auto.
mobiles and other goods needed for defense, but not essential for civilian well-
being.

We are told by tile same sources, that "ltrition has become a mat-
ter of national police" and that nothing must interfere with tile
Nation's task of giving food liriority as a war expedient, just as it
should comman(l tihe same priority "in peacetime. These views, we
feel, are indisputably sound and lave a direct bearing on our own
contentions here tllt tile adoption of any measure that will have
the effect of raising the (-(st of essential living necessities should be
avoided.

S,-nator ),ANAH1I. Right there, Mr. Chairman, I would like to
ask a question. What percentage of your sales are installment
sales?

Mr. I.ART. The l)erceilt age of the sales is ablIout TO pei'ceit.
Senator 1).N nmt. There was a report to(lay that by Executive

order, the President had conferred oii larrinier Ecches power to
supl)ress all installment sales. Won't that have an effect, more so
than this tax, of discouraging sales?

Mr. HAIRT. You mean Sfl)l)re.S all installment sales?
Senator 1 4DANAIMn. Well, the l)ower----
Mr. Hii'. A tightening ul). I may say that. our imustry has

already begun to l)Ut its house in or(ler by requiring larger initial cash
payments with a shorter tinie to pay the balance. The C. I. T. has

already tightened ul) in New York City.
Senator TA'r. That is, has tightenie(i the terms?
Mr. HART. Yes.
Senator DAN,\IIn. Won't, tilat have tile effect, won't that be a

far greater deterrent to sales than this tax would be?
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Mr. HART. I don't. think so, as our indtistry has always followed a
very conservative policy with respect to its installment sales, and our
terms and down-paymnent requirements are nuich more restrictive than
in the case of such products as household refrigerators and appliances
rIid various consumers' goods items. We learned a month ago of the
action contemplated b y the Federal Reserve Board and i have since
tightened ul) our requirements still further by requiring an increased
initial payment and cutting down the payment l)erio(.

Senator DANATEIi. I had ill m1ind that very argument you are
offering against the tax, would apply equally to any order that
would constitute a deterrent to installment sales.

Senator JOHNSON. Isn't it a fact that you are glad to have an
opportunity to get away from so much credit?

Mr. HAR. Yes; we believe there is a danger of inflation.
Senator DANAHER. Thank you.
II. Will encourage waste and spoilage.-The use of refrigerators

that are no longer in condition to maintain proper temperatures to
safeguard the contents results in rendering a portion of tie perish-
able foods stored in them unsalable. This spoiled food must be
thrown out. There is no substitute for food. At a time when
the cry is already being raised, as it was in 1917, the "Food will win
this war," we feel that the committee cannot conscientiously subscribe
to any measure that will actually encourage inefficient methods in
conserving the Nation's food supply.

The amount of revenue to be derived from the proposed tax on
commercial refrigerators, as we shall presently show, is insignificant
when compared with the probable waste in a commodity that is fulLy
as important as tanks, planes, or cannon in successfully concluding
our national emergency.

III. Tax is inequitable.-A's it is proposed to tax refrigeration
components, such as compressors, condensers, controls, and so forth,
in a great many instances the amount of the tax will be pyramided.
Under the old law, under which only household refrigerators were
taxed, a credit was allowed for taxable components. While the in-
tent of this portion of the measure is not clear, it is assumed that,
unless.this contingency is expressly provided for, a tax will be col-
lected. from manufacturers of such components as well as from the
manufacturer of the complete assembly. Despite the present, provi-
sion in the Internal Revenue Code designed to prevent this pyramid-
ing effect, the manufacturer of components that would otherwise be
taxable cannot always tell whether his products are going into the
fabrication of a completely assembled )roduct which is taxable, as
many smaller manufacturers in our line of business depend on local
dealers and jobbers for their supplies of such l)arts or components.

In the case of a commercial refrigerator, compressors and other
parts of the mechanical refrigeration system are purchased from
establishments specializing in such equipment, simply added to the
cabinet or case. Thus, if these taxes are to apply separately to the
finished product as well as to some of the components thereof the
manufacturers of the completely assembled refrigerator will have
paid not one, but an accumulation of such taxes. The result will
be a greater impact on food costs than would be the case were a
single comprehensive tax to be imposed.
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Perishable food must be maintained under refrigeration from its
point of origin to its delivery to the retail consumer. Under the
present provisions of this bill, every state of this process is affected.

The next paragraph is a very vital point.
IV. A commercial refrigerator is not a luxurq item.-Other provi-

sions of the excise-tax features of the bill lead us to believe that the
framers of the bill intended to tax so-called luxury, or nonessential
products. For example, a tax is imposed on sporting goods, phono-
graphs, automobiles, and electrical appliances. By no stretch of the
imagination do we feel that commercial refrigerators as distinguished
from domestic refrigerators, should be so classified. As we have pr.
viously pointed out, adequate refrigeration is essential in all stages in
the distribution of all forms of perishable foods.

When the excise-tax schedule was. originally drawn, we are under
the impression that a large portion of tho revenue now expected from
the taxes on refrigeration was to have been met by a tax on candy
and confections. However, the proposed tax on candy was stricken
out on the ground, we are told, that candy is a food. If candy is
considered an essential food, then commercial refrigerators deserve
similar consideration, for the candy industry makes liberal use of
the benefits of refrigeration, and is a good customer for this indus.
try's products. If it is inadvisable to place a tax directly on any
kind of food, it is equally illogical to impose a whole series of such
taxes on a class of commodities essential to the distribution and
preservation of food.

V. We also feel that the proposal i8 discriminatory.-In the )resent
schedule no mention is made of ice refrigeration; in fact, the tax is
specifically limited to mechanical refrigeration. To the extent, there-
fore, that a refrigerator using ice as the cooling medium is not taxed,
while the identical piece of equipment using a mechanical cooling
means is taxed, this feature of the bill is discriminatory.

Another possible discriminatory factor is the failure of the bill to
specifically name several types of refrigeration equipment, such as
refrigerated locker systems, of which there are many thousands now
in use. Presumably, the mechanical refrigeration cooling agency is
taxable as such, but the complete locker plant is not, according to a
strict interpretation of the language of the bill.

Senator VANDEN11FRO. On this question of discrimination and all
the related subjects, what would you say of cleaning up the whole
problem by eliminating the specific excises and substituting a general
manufacturers' sales tax?

Mr. HART. I would sort of like that because, Senator Vandenberg,
we are placing a burden on the small retail merchant.

In other words, if we take this small retail merchant 10 years
ago-your neighborhood merchant, and if he is still in business today,
and you analyze his business, you will find a 10-percent tax would be
a tremendous burden on him.

Conclusion.-In conclusion, we wish to briefly restate some of the
reasons why we believe this committee may consistently recommend
the elimination of the 10-p.arcent excise tax on commercial refrig-
erators-

1. Refrigerators of this type are essential for the proper preserva-
tion of food, as a protection against waste and spoilage and for the
maintenance of proper health and sanitation standards.

61977-41-16
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2. The proposed tax will producee a total annual revenue from this
one source of only about 11/2 million dollars, a very small fraction of
the savings in our food resources that the impositi(n of the tax would
prevent.
3. The proposed tax will prove a burden oni more than three-

quarters of a million small business establishments throughout tie
country, by increasing the cost of the one piece of capital equipment
they cannot. (10 without..

4. A tax on commercial refrigerators is a tax on food-the Nation's
first, line of defense in the present emergency.

5. The tax will be borne by the great m'rass of low-income groups
with in our population-those least able to afford it.

6. We repeat a statement that is heard time and again from tile
lips of those concerned with guiding our Nation safely through the
,Iresent emergency: "Food will win tie war and make the peace.
This life line must not be broken."

STATISTICAL EXIIIITS

I. Comparison of commercial-refrigerator production with that of other
ref'rigeiration equipment subject to pI'oposcd tax

lioncehol I refrigerators ... .............
W after voolers . . ....... ......... ...............
let, Cream cabinets .................... ........ ..............
lieverave coolers .

AM ilk coolers .. . ..... ....... . ..... ....... .... ...... ...
('on |1re,:sors ----
A Ir cou Ilit n ini ............... ...... ....... ..............
('onfrolk , coils, etc ........... ....... . .. ......... .. ..
Com mercial refrigerators ........................ .. . ...

T otal ............... ................................

Units Valuo Estinateirev'onlo

2, 720, 000 $118, O.W0 000 $25. 000,000
43, 00 4.900, 000 30(0. 000
61,000 11,0(0). S00,000
6, 000 7,351.000 600.000
10.0OK Al.000 70,000

2.. 000 16-5,0W.000 9, w0. 000
........ 2 0. 000 2,0W. 000

10. 000. 000 700.0(X)
45,900 I S.M300,000 1.0M A 000

...... (l, 419. 000 40,970.000

II. 11'herc commercial refrigerators are used

Indeliendent food stores --------------------------------------- ------ 316,000
Chain food stores- 40,000
Bakeries, fruit and vegetable markets, meat markets, dniry stores, ete___ 110, 0)
lesttllulluuts alll hotels_- 1(5, 000
Hospitllals and Insttutions t it...............t .......o ..............- 12, W i)

T o ta l . . .. . . . .. .. . . . . . . . .. .. . . . . . . . .. . .... . .. . ... .. . .. . . --- --- 7 13 ,0 00

1II. Commer;al refriicrators are of three priincipal tillps

lItefrigeraled case (mde in lengths
to4 16 feet.)

Puropooe utsed

Storage and (disply of meats, sea foods,
dairy products, fruits aind v'egelables,
etc., in retail grocery stores and meat
markets.

Seciitll cooler r (0rtage ill size til) to hulk storage of till types of lperlshable
several thtotusandll cubic feet ; lire fo d ; tseI wherever food Is stored ill
equipped with doors 1111d Windows, large quantities.
met rails and hook(s).

'Iemac.h in" refrigerators (up to see- Bulk storage of all lperishable foods, In
Sral hundred eti)1e feet). stores. eatingg esthlishments, etc. Spe-

cial types of hospitals and institutions.
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Now, in the back of your brief you will find some figures, giving
you the comparative tax that would be raised in our' industry as
corolpared with other groups, and you will also find in your brief
a descriptive folder of what I am talking about.

Commercial refrigerators-the case and the cooler you see in tie
small grocery store around tile corner' and around oil "IMainl Street"
here inl Washington-is what I have been talking about.

If there are any questions, the secretary of lhe association, Mr.
Sullivan, is here and will be glad to answer them.

Senator D),x 1AEnit. (til you tell me the conil)aratiive 1nuiber of
unit's of the noncomiunercial type produced in this country, as related
to the household refrigerators?

Mr. SuL1v. x. According to puld)Iisled fiutre.q, the total output of
household refrigreraiitors in 1940 was 2,720.000 units.

Selato1l).\x. ll. C )'()u tell us the amount of material ll-ed by
('ol llere.ial, as compared w~ith noncommercial, types of refrigeration ?

Mr. Su'lruv '. It is a small fraction. I canlmot tell exactly how
munch, bul the small production of commercial refrigerators as com-
pared with household anld other types shows that the amount of
material required by our industry is (juile small. For examl)le, our
total cosumlptli (;f steel last year was about 18.000 tons.

Senator 1) ANAJu:m. You iimean ihat the commercial inlusltr hit by
this bill uses only a small fraction of the material ?

Mr. IARTr. That is substantially correct.
Senator TAFr. That is of allh I'efrigerators ?
Mr. HIRT. Yes.
Senator TAil'. You are advocating then that even though we tax

the household ref rigerator, we exempt the commercial
Mr. ll.mr. T1hat is essentially so. althoutih it should he remembered

that household refrigerators have been .ub4ect to 111l excise tax for some
years, ai this is the first little all attempt) has been Illade to tax com-
Illercial ylpes. Iii (11io, for exmil)le, commercial refrigeratolrs are
exempt fr-om the sales or use tax law you have in your State, oil the
ground that they are e.,seltial for tile preservation of food, and to
elable food )urveyors to mede health aid sanit atiol standards. To
)lace this burden on tile small merchllant today is to drive many of

them out of busimless.
Senate or DI.\mN m. Are you having any trouble with priorities for

materials?
Mr. HART. Mr. Sullivan call tell you about that.
Mr. SULlVN. We face, very naturally, a very serious shortage.Thle O ACS is now conte mplit ing a severely curtailed allotment.
Semtor D.NAji r. The reason for my question is Secretary Mor-

geiithau test ified here that these items ha'd been very carefully selected
from a list. because they were competig with nation.ah-(lefen'se needs.

Mi'. HArT. Still 0111' poillt is, o1 l)roduct is e.'5e5lil to health.
You have heard it. said, "Waste is defense's enemy No. 1." You have
beard that time and time again. We waste enougll food here to feed
some of these smaller peoples ill Europe.

Senator V.ANDENEIIo. Do you agree, Mr. Sullivan, with what. tile
witness said, lamely, that he )referred a general manufacturers'
sales t ax ?

Mr. SULLIVAN. I do, sir.
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Senator VANDENBERo. Do you think that reflects the viewpoint, of
your membership ?

Mr. SuLLIAN. I do, sir. We have a number of them here and that
point has been discussed.
The Ch AnIMCNN. Thank you very kindly.
Mr. John E. Hughes.
Mlr. Hughes, give your name to the reporter and state the capacity

in which you appear.

STATEMENT OF JOHN E. HUGHES, CHICAGO, ILL., REPRESENTING
THE CHICAGO BAR ASSOCIATION

Mr. HIuhES. My name is John E. Hughes. I appear to present the
views of the Chicago Bar Association, which has between 6,000 an(
7,000 members, on the question of- taxation of income received, in 1
year but earned over a )eriod of 5 or more years.

I have my statement in writing and it I may read it I shall not.
detain the committee over 10 minutes at most.

The CHAIRMAN. I will be very glad if you will make it as short as
possible because we l.ve other witnesses.

Income earned ,ver a period of year.-Section 107 of the Internal
Revenue Code purports to give relief in cases where a law fee is
received in 1 year but earned over 5 or more years, but the section
is worded so narrowly that it rarely gives any relief at all.

As you know, one who has held stock in a corporation for over 2
years may sell it and pay a tax of only 161/, percent of the profit.
hnventors, authors, prospectors, and about everyone except, lawyers
may incorporate and get the benefit of this, but not lawyers because
corporations cannot practice law.

A lawyer might work 10 years on a large case on a largely con-
tingent basis. During the first, 9 years he might be paid a total of
$000 a year to carry him along. It, the tenth year if lie won the
case and received a fee of $100,000, under the House bill lie would
owe a Federal income tax of $54,168.40. He might never again in his
life get so a large a fee. As indicated above the law affords a means
of relief to almost everyone else. A contractor working on a contract
taking years to complete may pro rate his profit over the contract's
life.

The following report of the committee on Federal taxation of the
Chicago Bar Association was approved by its board of managers and
I have been appointed to )resent it to you for your consideration.

FINDINGS OF THE CHICAGO BI. ASSOCIATION COliMMITIr

Your committee finds that the law was written and as interln'eted i the
regulations (see. 19.107-1) has not served the hintended iimrjmse of extending
relief to Individuals who have realized I subsiliantial come inm a jiirticular
year for tax purposes as a result of services rendered over it lerlod of years.
No relief Is provided under the present law unless two conditions are fulillied-

(1) The services must cover a )erio(I of r5 calendar years or more, its di-
tinguished from 5 taxable years;

(2) Not less than 95 percent of the compensation Imst I)e lai o on completion
of the service.

The fact that the services have extended over (1) months Is not emeiugh If
these GO moths have not coimmeided with Ihe begimnlig t11d end of 5 fuil u(imiel-
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dar years; nor does It matter whether tile taxpayer reports Income on it calendar-
or fIscal-year basis. If the services of a taxpayer covered 5 full fiscal years,
lie cannot obtain the benefits of this section unless the services also at the
same time covered 5 full calendar years. Your committee also finds that the
phrase "for personal services rendered by an individual in his individual
capacity" is susceptible of several interpretations and may in particular cases
give rise to unnecessary litigation.

When the foregoing is considered along with the further requirement that
not less than 9)5 percent of the compensation be paid upon completion of the
services, it is believed that very few, if any, taxpayers woulh be given relief
under section 107 as now worded.

In studying this question, your committee has taken into consideration tile
drastic Increase i surtax rates under the first Itevenue Act of 1.940, as coia-
pared to surtax rates existing under several preceding revenue acts. Your
committee linus also recognized that it is the patriotic duty of every citizen to
willingly assume his responsibility toward his Government at all times, but
revenue lawii s 1luiavoil unreasonable hardships wherever possible. Where
possible taxpayers should lie placed on a basis of equality.

In view of the fact that surtax rates graduate upward, a net income of
$100,000 includllle in 1 year wouli be subject to a much higher tax than if
$20,000 of income was applied equally over 5 taxable years, or t3,000 over 3
taxable years. A taxpayer who has a stabilized or guaranteed Income of
$20,000 per year has greater economic security than a taxpayer whose income
Is largely contingent and frequently finds his income bulked in a particular year
for tax purposes.

Therefore, for the purpose of equalizing the present tax burden and the
avoidance of unreasonable bardship, your connittee nnkes time following recon-
mendations:

Section 107 should be amended In four ways-
(1) By striking out the words '195 per centuma" and substituting therefor

the words "75 per century."
(2) Striking out the words "5 calendar years" and substituting therefor the

words "36 monthss"
(3) Striking out the words "In his individual capacity."
(4) Inserting the words "taxable" before the fifth word from the end of

the section.
Section 107 would then read as follows:
"Ill time case of comlpnsation (a) received, for personal services rendered by

an Individual, or as a member of a lrtnership, and covering a period of 16
months or more from time megliming to the completion of such services (b) laid
(or not less than 75 per centum of which is paid) only ol completion of such
services, and (c) required to lie included in gross Income of such Individual
for any taxable year begiming after December 31, 1938, the tax attributable to
such compensation shall be time tax that would have been payable had it been
recelv(l In: equal portions in each of the taxable years included In such
period."

Now, Senator, I have views here on other sections of the tax law.
The CiIlmM,%N. Yes; I believe we undertook to deal with this

question in 1939 and we had quite a struLggle to do what we did for
you. I agree, so far as I am concerned, that the 95 percent provision
is an unjumst one; 75 ,percent woul be more clearly correct, and tie 5
calendar year lrovisin is prettyy rigid, but we did have considerable
ol))osition. The Treasury (dd ot like it-this consi(lerable. loss of
revenue; tile difficulty was not so mch in (lealihig with lawyers as
dealing With other taxpayers.

Mr. 1li(nJKS. After me a representative of the American Bar As-
sociation and the Illinois Bar Association speaks onl tle sanie point
to the coimilnittee. Of course, it. is ia discrimination. If I Ri l)lros-
pect ling for oil or an inventor seeking a patent for my invention, I
call iicomrorate. issue stock, hl it '2 years, then sell" it and pay a
tax of only 1i1,,. p ier'lt of tiit le'olIt. "Elvehi an author caii do that..
le call s11 his work to it corporation aid then sell its stock, but



REVENUE ACT OF 1041

a hlwyer has no such relief and he is about tile only individual under
this la1w who has no such relief. It, strikes a poor man hr'd, par-
ticularly a poor man's lawyer. A eorn)orat ion lawyer (loes not or(li-
arlv lindle cases on a contingent basis and is, therefore, not so apt

to tirol ]inuself in a position where this law will work a hardship oil
him. Such a law 1er may work on I latent case for several years
and finally collect at lee olly to lind that lie has to plV 60 percent of
it to the'Federal (zovernmen, with a further probalbility that ho
will have to pay an atllitionid State income tax.

The Chica go Bar Association ant horized me to present to this com-
tdinlee in\v suggest is for tit, inl)roveuieit of lie revenule ltw amd its

11fllillist t ion. N lict ion has beyt Own I),N tit, board of matingers of
the ('hica.,,o Bar A,-socilitiou (ot le fo loNinr views, 11d I pil'est
theit solelv oil my own resplolsil)i lit v.

Im.Vr(bi/d of0/ ,i.m/lal(..-At page 467 of the house hearings Mr.
George M. Morris, chairman of the tax commit tee of the Atmerictin Bar
Associattion, sugg est ed sect ion 811 be 1i uueuidel to impose lite estlate tax
only oii insurance in which decedent at the time of his death owned any
of (he legal incidents of ownershi).

I sugafest t hat such at ainetdinent would be about tile equivalent of
(Xeml)ting almost all insurance from estate tax.

In ble U united States tIere were oltstanding oil December :31. 1937,
12t,000,000 life-insIraice policie.4 wit it a face value of $110,000,000,000.
Most of this is family insurance mid it. is a very easy thing for a
husband to transfer tile incilents of owNiershi) to his'wife anti rely
oil her to give them back tohim in case of need. It. will be done, if
this (xeml)ts it from estate tax. Ever" insurance agent IN-ill i1i:tke it it
talking point. It ought to boost insurimce sales to wealthy) peol)le.

r1'lie pre'(senut rerulatioti. illtkiiig payiieit (If prteiumns tile test. of
tax-.lbilit ,, was adopted after long experience 1nd from tile standpoint
of practical administration should be retained and perhaps eveit
written into the statute.

AS'Uffes'ed (fill endme,! to .'datutOryl defln Hon of reorganizatlti1..-
)utring tile unrl)eced('enl el)ression starting iii 1930 hundreds of
hotels. apartnenlt houses, land industrial corporat ioiis were unable to
pay the interest on their bonds -Ind the bondholders took over the
1)olIertv 11ild relrganized it in an at tempt to salvage their investment.

The Treasury rtiled in I. T. 2071 published C. B. 111-2 at paige 34 thlat
SIch I tr'ascili(tion was "the nmost common form of r(orllizatioll,"
not wit list utding, t lie stockholders did not pail icipate. and tlhe Treasury
(otisistently held the bondholders c(0ld deduct no loss. This ''reasurv

ulini q was aflfirmed by tihe Circuit ('ouirt of Appeals for the Sevenlhti
Circlit ill tile case of h'Uxe/mu (89 F. (2d) 158) aid the Supreme
Court denied certioi'tri ill 302 17. S. 709. The Goverineiil's brief ill
lie Supreme Court opposing the taxpayer's petition was signed by
Solicitor (Ge neral Staiilev Rec(d a11(1 made an able defense of the dcci-
sion below. hie Blloard of Tax Appeals h:ts consistently followed this
ruling -Ild that of the sixth (irctuit ill tlhe Neu'wrry Limn,'r ('o. ca.se
(94 F. (2'1) 447).

When Coingress was considering g the 1934 Revenue Act a subcom-
mittee of the Waiys and Means Co"mmittee proposed to eliminate the
reorganization p)i:ovisions from tile law, but both the report. of the
Senate Finaince and of the 'Ways and Means Committees stated these
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provisions should be retained and-to quote the Finance Committee-
"Furthermore, the retention of tie other reorganization provisions will
prevent large losses from being established by bondholders."

Now, after the statute of limitations bars the right of bondholders to
deduct losses, the Treasury is claiming in the Supreme Court in the
Marlbomrug.h House ease that the foregoing Treasuiry ruling and eir-
ci'it court of al)l)eals decisions, u)hohling its ovn vigorlois contentions,
were wrong and that l)ondholders should have (leducted their losses in
the year of reorganization and must now pay a tax on the difl'erene.m
het ween the figure to which they should have" then written down their
investments, but. did not and could not do so. and what they now get,
albeit sutch stum is less than the original cash 'Cost of their b)lnds.

'he Board of Tax Appeals and the circuit courts of appeal for tile
Second, fifth, sixth, eighth, and tenth (ircuits have decided against this
grossly inequital)le 'reasry contention, but the circuit court of ap-
peais for tle tenth circuit has upheld and it is now pending in tile
Supreme Court.

This matter was discussed at pages 479 to 486 of the House hearings
on behalf of file superintendent of insurance of the State of Ohio.

If the Supreme Court upholds tire Government, its decisionn ought,
ill all just ice, to be speedily reversed by legislation. and taxl)ayels ollght
not to be subjected to the hazards of what the Supreme Court may (o.
IThere is abundant precedent for reversing unwise or impractical Sn-
prene Court tlx decisionss by ordinary legislation. A few of the tax
cases thus reversed are United State; v. ie nder (303 U. S. 564), by
sect ion 112 (k) of the code: United 8tates v. Mhfhel (282 U. S. 656). 1)y
section 3772 (2) : United States v. Swift ' Co. (282 U. S. 468), bv sec-
tion 3770 (3). While the decision of the Court, of Claims in the ease
of Toxaway Mills (01 Ct. CIs. 363) Was pending in the Supreme Court,
lie Senate'decidled taxpayers ought not to be sul)ject to the hazards of

an adverse decision and reversed it by sect ion 3770 (a) (2). (See Con-
gressional Record. Vol. 67. IA. IV, p). 3531.) Also the decision of the
Tax Board that the installment, sales regulations were illegal was
reversed, pending court decision, by the 1926 act.

'The proposed a1 mlld menl t is as follows (the changes from existing
law being printed in italic)

Pro po.xed a,,wn 'nt to reorqanizaoton deflnition.-Section 112 (g)
(1) of the Internal Revenue Code is hereby amended to read as follows:

(1) The terin "reorganization" meonin (A) a statufory merger or consolhIlat iou,
or (13) Ille acqlsillfion by one (or)oration it exchange solely for all or part of its
voting slock: of at least 84 per (entun of the voilNg stock mid itt least 8o per
(elituuiu of the total nuiniber of shares of all olher (lasses of stock of another
corJoraion: or of substat1lly all of the propm-tis of another corporation,
includilg the arqui.ilion throligh forcClosur.r. Judicial Nah', or reveircr's sale, if
after stch aequisitioni an interest or control of 50 per cnltaii or morc in the as.wts
transferred rcmaiis in t bonli or slockholdrs of the prior corporalion,
or (('1 a tratisfer by a corporation of ill or part of its assets ot another corpora-
lion if hniilidaIely after tie transfer fhe transft'ror or its shareholders or both
ire hi (otllfroll of tlip corporatin(ll to which tit, assets ore transferred, or (D) a

ee aplitalizntioll. or ED a nere change in Identify, form, or place of organization,
however effected. The amendment made by this section shall be retroactie to
January 1. 1930. Provided. howcrer. that if a transaction amount ted to a reor-
flaiizalioi it un'r the lair existing at the tinlc of its eonsuniiniation it shall consti-
lut( a reorqanizationi for iurposs of this amendment.

A special court of tax appeals.-It is suggested that your committee
give consideration to the creation of a special court of tax appeals,
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composed of tax specialists of at least 15 years' experience to have
exclusive jurisdiction of appeals in all civil FPederal tax cases and the
decision of which is to be final except on constitutional questions, with
respect. to which review may be had in the Supreme Court by certiorari.

The Federal tax laws are extremely complicated and are becoming
increasingly so. Furthermore, many of the problems presented are
vitally involved with the Nation's commercial life. To l)roperly tll-
derstand and apply these laws so as to avoid inconsistencies and aIbsurd
results requires a "background of years of extensive experience and a
clear concel)tion that most. principles of tax law cut both ways. The
members of the circuit comts of appeal (1o not have or profes. to have
this specialized experience, with the result that the decisions are con-
flicting and inconsistent on all important tax questions, and according
to some of our leading law-school reviews some of them approach the
borders of al)sirdit y.

Further, the dociets of some circuits are far behind . For examl)le,
a tax appeal docketed in the sixth circuit court of appeals April 3,
1940, could not be heard before Alril 15, 1941, or over 1 year after it
was docketed, despite efforts of counsel to plsh it to l)roml)t hearings.
Also the circuit judges frequently'hold tax cases under advisement o'
weeks after they have been argued and submitted. Failure of our
judicial persomiel to keel) pace ill ability with the increasing coni-
1)lexities of life, and persistency in a)p)lying hoi'se-and-buggy-age pro-
cedture in the decision of cases in an airl)ae age have l)een the main
reasons for the debacle in judicial prestige during the past decade .

In addition, about one-fonrtIh of the t line of the Supreme Court
is taken up considering Federal tax cases involving solely technical
points of taxation. In the overwhelming majority of those in which
the (omirts of appeals have differ'ed fri'om the Board of Tax Appeals
the Supreme Court has sustained the Board, tlis indicating the
superiority of the judgment of an expert, specialist, administrative
l)e1'sial over that of a ci,'euit court of appeals too often composed
of lai( ducks and country judges to whom tax law is as strange as
patent law. With the exception of the very able personnel of the
second circuit court of appeals and1 a few other scattel'ed judges
it may be said the judiciary is neither adequately expl'ienc(d nor
mentally equip)led to' cope with extremely complicated and technical
tax problems. By this I do not intend to imply that all the circuit
judges are not above the average of ability at the bar. What I
Ineanl to express can be conveyed by saying that if I or most mem-
bers of Congress should be l)lt on 'tile benh of the circuit court of
al)peals tomorrow and the first case given Its for decision was ai
extremely complicated and very involved technical patent case we
would not be nearly so well eqtiipped to decide it as a patent spe-
cialist with a background of 20 years intensive exl)erience. So it
is with tax cases. Certainly the 1 )eople are entitled to the greatest
competency in those deciding these questions.

A tax appellate court, composed (of eminent tax specialists of simi-
lar caliber and national reputation to Randolph E. Paul and Robert
H. Montgomery or of several of the )resent, members of the Board
of Tax Appeals or Court of Claims or of three circuit judges one
could select, could comprehend the issue involved imimiediate ly and
decide most of the appeals at the conclusion of the argument as the
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English Courts of A'ppeal do and always have done. Continued
specialization would increase the ability to do this. Over 50 percent
of appeals involve no new p rinciple and should be decided per curiani
without a long-win(led opinion, issued weeks after the argument.
Candidly the reason the English courts are able to and do decide
cases at the conclusion of the argument and ours are not is due pri-
marily to a. difference in the experience and mental ability of the
judges. Men appointed to the bench should be of sufficient mental
caliber that they do not need to hold cases under advisement for
weeks and sometime months. If they were the equals in ability
of English judges otir decisions would also be delivered at the con-
clusion of the argument as they are in England. The English
judges are paid about $25,000 a year, which buys more over there
than it does here, and you are not going to get men of equal ability
here to serve on such a proposed court for less than that. Salaries
of $12,000 a year will, with some notable exceptions, get you lame
ducks, country judges, and petty politicians, jacks of all trades mid
masters of none, experienced in personal inquiry suits and petty
cases, and who never earned and never will or could earn $12,000 a
year at the bar. The great difference in the respect for the courts
here and in England is due to the difference in the mental caliber
of their personnel. This special court might be given power to make
rules for the Board of Tax Appeals so that it could expedite the
decision of cases there.

This court of tax appeals could ]old hearings throughout the
country in the principal cities where the circuit courts of appeal now
sit. and by hearing only tax cases, making prompt decisions, and
eliminating the long-wilnded opinions which now constitute the (leci-
sion of almost every al)l)eal, it would soon bring tax appeals current
and hundreds of millions of uncollected revenue would not be tied u11)
in pending cases, which drag on for years, often until the tax becomes
uncollecti ble, as in the case nuder the existing procedm'e. Inquiry will
disclose that hundreds of millions in revenue are tied up in l)en(ling
tax appeals, the )roml)t settlement of which would greatly augment
the revenue.

The committee on Federal taxation of the Chicago Bar Associa-
tionl voted ill favor of this prOl)osal for a special court of tax appeals.
Dseriminatlon ..n favor of rCsidents of Commun11ity-.))'o)ert1.'?1taf s

?hvouhl be aboflshed.-Under the House bill a married man with no
(lel)endents living in California or one of the other seven community-
p)roperty States having ami income of $100,000 from pers)onal services
mys a tax of $20,002.4) on half of it and the other half is reported in

his wife's return and $20,002.40 paid on that. If this man had lived in
any one of the other 40 States lie would pay a tax of $53,310.40. It
is Indefensible that the accident of residence in one of the eight coni-
munity-j)roperty States should result in $13,305.60 less tax on an
income of $100,000. Where the income is higher the tax Saving is pro-
portionately greater. The President in his message of Junie 1, 1937,
suggested this be corrected. The income tax on income from l)el-'ioal
services is an excise and the Constitution bluntly says excises imist
be uniform throughout the United States. You cannot convince the
ordinary citizen t icy are uniforii when they operate that way. MAent-
bers of 'Congress from the other 40 States ought to wake up to this
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discrimination and eliminate it. 0)e way ,ou call get millions more
ill revenue is siml)y by puttinig all Uniteo'[ States citizens on an equal
basis.

Thank you, sir.
The CIII31AN. Thomas Owens.

STATEMENT OF THOMAS OWENS, CHICAGO, ILL., ON BEHALF OF
THE CHICAGO BAR ASSOCIATION

Mr. (wkE"'s. M1, name is Thoas I. Owens. I am her oil behalfof the (.hin'ago A ar As-sociation. lI'lie American aid Illinois Stato

-B11r Associations are ill accord with the recommendations of tie
('hicago bar. I have brought with iie a nler of (lie ('iicago Bar
Association records for th( 1mnoith of Jtitit 19-tl which I iave tinted
over to tie clerk for the Ilse of the committee. 'ITe recoitIlleit lat iolt
of the bar is included in tile record.

Last month I was ill Washington and took the matter 11i) with tile
'rrturev Depart inent aid with .Ni. Stant. I feel that there are a leIw
things which I can mention which are different frout the points
ove red by Mr. Ihlughes.

I notice what was said abo llt. tile 95 percent being lmngt! 1to 75
l((ent, bi)t I wish to say that ite (lange itt tie itmbler of voters
might be an level t111e 11111 ortalait featlire ltecatse, lie vast majo rity
of hilwv(,rs do not deal witi fees of $S1000()0 or $50,0)0 int. rather
with Iticitll smaller fees. (Genera3liv their work ulpon estates anti on
matters involving ret1l and plerl'a I)ropert y taxes, refunds on public-
utility matters, replTsenltative sitits agaittsi bank stocktolders, stuits
oln b)ehalf of ,ninoritv st odkhohers, aind so fourth. ovculpies a period
of 3 tf 4 y'ear's (Iuring which lime they barely tn ike a subsiseivico
oi- perhaps $3,000 to $5,00) at tlie most. 'Then I eie thirl or foti-Ilt
year they receive aI fee of $20,000 to $25.000, wherelioli the' inst
pay two or hree tinies as lillcih tlax under the law as if they had
received the same fee in proportiotiate itanioutnt s in the year's they
worked for it. Under the present change ill tie tix rate t he increase
will be mIuch larger.

The Treasury Department, suggested changing the l)resent section
107 by 1 sIin,., tlie word "taxal)l" ill front of the word "vtels" insteatid
of Ihe use of the word "calendar" as is tiow shown il the act. In
other wor(ls, they a(lvocated stating i l e ict "5 Itaxable years" ill-
st of l of changing it to ":36 months" or "3 calenidar yeals." i'. Sti
sulggested iieriely claging tie word "five" to 'thtte." At tie plreset.
lime, il order to come within t ie purview of tie law it is necessary
that a person ittilallv work for 6 ()r 7 taxable years. I would say that.
999 lawyers out of 1,00 would not be helped ;y ti w present pro'isioit.
'l'le reason the bar is suggest ing 36 tiiontis is to bring t li t inte wit hiin
the fiscal instead of the calendar yea's. I believe one of ilie changes
sholild be l)lace( in tile act. If Vofl Cannot see 'olri way clear to ft iak'e
it 30 tImontths then (lie word "five" ought to'l, ('lvilie I to "t itree"
or tlie worti "cIalndir" shoudhie ('hanged to "taxal)e."

Sftie statements have been madle to the effre(t thmat administrative
cilig(,s are not going to ibe Iiade until til next Session. I realize
the committee has worked very hard in Cotiplet i g t] l)e present bill
and would not, relish trying to fit ilie changes into it at tIlie present
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timt'e. If it a pt'ars iievv'ssar-v to walit uint il the next session to nitako
t lietelllitilgt', It IIIN I suiggest t I Iat itI atI least lit' liidit r'etrtoac'tive?

I i to thank e 'u vy muchel for thle priv'iletge of pls'ari ng before

Thle CHIunRMAN. 'Ifank 3'o1, s;ir.

STATEMENT OF J. A. MacDONALD, NEW YORK, N. Y., REPRESENTING
THE CONTROLLED COMPANIES OF THE AMERICAN DISTRICT
TELEGRAPH CO. AND SUBSCRIBERS

Ai'. ACI)ONA. i.N f ill)it' is .. A. AMac-Donald. I am here oil
biehalfC of t lie' ('out rol lt't ('Oltilial iIt's o)f t lit Aill'it'a ii I)istit T'vleguapli
0)o. and thle :10.000 Ni SuscrtibeI ito1 thirI ceintral stail fire i t. 5:1bn t age,
a tid buinrglar y prevet'io t Ser ices il :39 St ate, o)f flit, Vii 0Ii. I al1so
rtlr('se I)t. ii tI'tlt't to cm) tlSkiI'vet t Ie I vti e of I i conn tI it top. the' I ()1lipes
Fl."ectie Piol(tvciye ('om of New Ytirk antd Ill i latel plia: he (central
Stat ion Sigia s. Invt.. 44 Now Ytrk Cityv.

Mvy a pp eariance Ier teitmc eris thei itoi( isi t io inl IT. R..1 M 7 o)f a15p
('t'tt excise tn ()I X i ri'ea tid eqtui pimenit st-rvit'es dt'titiud to i ttt'lide butr-
gn a Ila rm andit all Olit'r Simtitlar Sertvi'es.W IN( b-l ievt' t hat tli S pro(-

Sertvice, i tit'l (idig IteI u'bt -ha m i ii 1,11 f (iostCi i t ange dttct iton. but
alIso :ill Iyv " I firme prhoti'dtil. I have ht ere Smli it treastis why wve
1bel ie've t it' t. U \ S-ltiii Ildti 1 t0 b 1e tipsed:

1. ''lit' 'ompie~hts Sitppliitg Sucto l- sei' ts are niot tteldiot tt'ie-
4raI'ph, ori coniti111itticat ioins ('otlipaie ts, are not1 tiigagt'tl in itlt-tate
C011i1i)t'r1e0 andt are.( not vetdwit hi a public, interest.

2. Wires used byv tompjanits suppjlvitng Suitch eivs art' leasedl froil
telephotte mand olh her Nvi -Iisiti coInpanlIcs.. 4,1n1title IuSe of wtrs 15 :11
tncideintal part1 tof thle tviil tIVitISIVt SeTi'i't' Sl11it'lid. No ii ,essaies

aire Senit over' t best', wirits hit. fixed. tinvariahit' SignalIs, altmoilatical Iv
tt'aiistuitted by %.Itiecliattical tIl'atls to ceoltral-lat iml .it tt'iwmt to iuldi-
vate disturbances of It'e protectioil artangt'ment lS witiin prtcted
promtises. I tevSt' sigita s wt mi it hav vIm uso ti vallv Ite cve fo fthle stib-
sAilteIint act ion t akein byliv et al-Sttionl at t eidaiit s inl inlve t igat inig their
cauises andt ( dislutching~ itv('St igat 1's, goall,(S. mlot il('itatice mii. orI tile
inutni1cipuil fire or police depa-tieit s. as requirietd.

3. Thle Servit'es are not esst'ti al to tihe Cointuctt of bltsiie~ss as are, elke-
mit', gals, wvit t'i, transport atitn, o1' tCoimtmunicat ion Se'rvicets Suppl)1ied by.

public it ilitie's. A c'tiitc'ritn tlo(1 withIot i ay special pro'ttct ion, or. it
iila ia, enttt irely uiloll illsurait't 4o1' utptll wait'iintt'n 01' liou anl alarml
NVlII(J'l merekly ritigs at bell wvitiin 01' oil tilhe out side of tile premlises, all
its snt ) ititmtts for t'ent ral -st at ionl lpiotetimt. untler' coltt mus t'lcit'l I
anud imanuld Supt'rvisiton atlid ma11intenanmce, which ldis )at t'ltts its own
iii'iiit'tI guards and suliiis tilt municipal fire0 and1 po Iit'e fortcts wh'len
needed.

4. '['lie services suipplemetnt tutititecipal tire and police prtet'tion, pro-
V'idling SI)pcial l)1'(tlectionl1( It )Cient- ruted A-11tiueS andI( against special
hazards. Itle tiotal paid by suhsesribers t) such services at11umuts to a
fax alrt'vady v 'f- iInpo'eI t t) supplcniitlt tilet pro~ttct ion iifot'dt'd by ( lie
mtun icipal ity to gt'neral t taxpayers.
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5. The effectiveness of the services in safeguarding lives and prop-
erty is attested by their proven record in minimizing fire and burglary
losses and in capturing burglars and by the substantial recognition of
such agencies as the National Fire Protection Association, National
Board of Fire Underwriters, International Association of Fire and
Police Chiefs, Safety Councils, Fire Marslals, and all fire and burglary
prevention authorities as well as the 30,000 proiniient concerns who
employ an(l pay for such services.

6. By adding to the cost of the services the proposed tax very def-
initely would discourage their retention and growth and encourage,
reliance upon inferior, ineffective substitute protection measures or
none at all. The fact that there are only 30,000 subscribers to central
station services-a small fraction of the number of prospective users--
is eloquent proof that cost definitely limits the extent of their use
despite their far-reaching and immeasurable value.

7. The value of properties protected, excluding banks, exceeds $21,-
000,000,000. It is obvious thit one single and comparatively small
loss through a single fire, act of sabotage, or burglary where central
station might have been employed and prevented the occurrence but
for this proposed tax, could destroy far inore in property value, alone,
than the total revenue contemplated by the proposed tax. Plants can
be rebuilt in time, but sacrificed lives cannot be restored nur (an lost
hours of production be regained. The far-reaching effects of inter-
rupting business, production, and eml)loyment in a single plant upon
the production of other plants and the whole program for safeguard-
ing the national safety and health is quite obvious.

8. The Federal Government. through its military and naval com-
mands, Federal Bureau of Investigation, Office of 'Civilian Defense,
and other agencies, is sparing no effort to have all plants which are
vital to national defense and to national health and safety made as
safe as possible against destruction or interruption through fire,
sabotage, and kindred hazards. Other agencies are working with
the problem of procuring more buildings, machines, and mater-
ials to produce armaments. It would be most unfortunate and
inconsistent to discourage the retention and growth of this invaluable
protection at this time when there is such stern necessity to expand
and speed up production and to surround it with every reasonable
safeguard against ummnecessary interruption from any cause, among
which fire and sabotage are greater than ever and constantly increasing.

9. It is estimated that, the proposed tax would yield a gross return
of about $750,000 but that would be reduced more than a third by
reason of the consequently reduced tax payments of the concerns who
pay it; and it might very well result in a final net loss of revenue to
the Government-because a l)lant that has burned doesn't make profits
or pay taxes, the taxable incomes of its employees cease and they may
ad( to uneml)loyment. and relief rolls, the incomes of those whom
the concern and 'its employees patronize are reduced, and if an insur-
ane company pays the loss, its taxable income in turn is reduced.
The possibility of increased revenue in reasonable prospect seems a
puny justification for such a great gamble.

10. It, is respectfully requested that the words "burglar-alarm
service" be deleted from the bill, and that the following sentence be
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added: "Nothing herein shall be construedi as in1posing this excise tax
poic ae.uts paid for central station fire or buglar )rotection

services."

Senator 'rAfr. thow many subscribers are there to tile other services?
M r. M ADONALD. The controlled companies have about 30,000 sub-

scribers. I should say in the aggregate all other suppliers of central-
station service (1o not serve in excess of 15,000.

Selator GUFFIv-. What is the average cost to these 30,000 sub-
scribers?

Alr. NALXC)oNLD. It (hl)en11 entirely oil the extellt of )rotectionprovided.

Senator Gur' Y. Well, there must be some avenge.
Mr. MAcDONALD. Yes; I should say $300 or 1$350 a year.
Senator TArr. This would therefore increase the charge by from

$14 to $17.50 per subscriber?
Mr. MAcDONALD. The use of averages is always misleading, tile

amount runs from sutis such us you mention to sus in excess of $1,000
per subscriber.
The C1,\u1131AN. You (10 lot ow'n the wire, yOU Simlply lease the

use of the wire?
Mr. MAscDoN.ALD. Yes; the services are supplied almost entirely over

leased wires.
The CIAIJIMAN. You are not therefore directly competing with any

defense or emergency production project for strategic materials?
Mr. MCI)ON, LD. We (to employ some very small quantities of ma-

terial within tile l)rop)erties l)rotected and i1 that respect the Govern-
ment has recognized the ilnl)ortance of the services we supply ill pro-
tecting plants engaged ill defense rearmament work, and the need
which we have for certain materials. Right now we are furnishing
service to Glenn Martin, North American, United Aircraft, Curtiss-
Wright, Lockheed, and a number of other aircraft manufacturers; we
are protecting shipyards as well as many other concerns engaged ini
rearmament, incluiling General Motors, Chrysler, Ford, hel-cules
Powder, American Cyanamid & Chemical, to name but a few. The
Office of Production Management has recognized the iml)ortance of
this service and they have given Us great assistance in procuring such
small amounts of material required by us in order to give this service.
We feel it would be a grave mistake to attempt to tax this service at.
this time.

The CHAIRMAN. All right; if there are no further questions, we
thank you.

Mr. MAcDONALD. Thank you, sir.
The CHAIM1AN. Mr. Dorrance.

STATEMENT OF CHARLES DORRANCE, CINCINNATI, OHIO, rESI-
DENT, WEST VIRGINIA COAL & COKE CORPORATION

The CHAIIMAN. Will you give your name to the reporter, please?
Mr. Domm1 Ncz. My name is Chirles Dorrance. I am president of

the West, Virginia Coal & Coke Corporation, a company incorporated
under the laws of Vest Virginia, and engaged in the production and
sale of bituminous coal. This petitioner has been engaged in such
business since 1929 as successor to a company of the same name which
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weit tlrotigh balkl'll)tcy l)roceedings during tile years 1127 to 1929.
Il, 1.941 We will produce 'it excess of 3,000,000 tons of Iiminous coal.

'This lPetitioner wishes to show the nitfairness and discrimination to
itself and to it major portion of the bituminous-coal industry which
would result fronu that proposed provisions for excess lrofits, "Special
rule ill certain cases wiere inve-ted capital is used," little II, Excess
Profits Tax Act, section 201, aiorendiiig 710 (a) of the Internal Revenue
Code.

The 111aIs an d Means Committee of the House has recommended this
special rule because-

Mlitny Col't1t-tlr foil' wlt.lth tue making dde profits (Ireetly or Indirectly
attrilbDu lllle to govetiulat al v 'ltdllitres for tot t olill defrtise Ire paying Ito
additional taxes Il)Oll such profils. It Is felt tihat slh corporations Ienefltlug
so sulu1,anttl1y f'on defense eNxellitures should nmke a larger contribute
from their increased liteoute, even though their Income for tille taxable year Is still
less thai their hivestl(1-etaittli credit.

'I'lt l)etitioler recognizes the ui'gent need for revenue by the Federal
Goverinient tud is glad to support, any tax ntmeasure tlat would he
just and which wvoul not discriminate aslet.%weein individuals, COl'po't -
tiolts. or in(ustries. ks fal its this 1)etitioner and the major portion
of tihe hitinttitlous-coai iniltstirv are conc erle(d, tile specific reason
giveli for this Sl1i-cial ile by the Commiittee. oil Ways and Means does
not ,th)l)I\,. 'le ability v of tlhis pet it i(uer to e'r a m'ensoiallbe profit is
not atiribultaltle dire'tlv or indirectly' to goveu'tiuient al eXplen(i lres
for lat ional defense ttui its ailit y to (10 so is (lirect lV due to t Ile estab-
lishment of minimum coal prices on October 1, 1940, under the Coal
Act of 1937. The total earnings of the petitioner may be affected by
governmental exl)enditures for national defense, but only to the extent
thtat tlev tre not a reasonable ret urn. In this case earniligs would
quite righlttly be subject to the regular excess-l)rofits tax provisions of
the act.

In the 10 vears since 1929 1l1) to antd including Septembler 30, 1940,
the petitioner has shown a n(t loss from its operations in the amount
of $1.427.000. In onlv 2 years, 111ltwv, 1934 and 1935, under tlte
National Recovery Altininistration, has the petitioner shown a profit.
Oil October 1. 1910, the minitium prices under the Coal Act of 1937
(Guffey bill) finally, were tiade effective, al(] as a consequence thereof
tie last quarter of 1940 showed a net profit for the petitioner of
$172.000. It is imlpolant to point out that ill those periods in which
the coipani showed a 1)rotit its main business. ntntely, the production
and sale of bitunliltolls coal. has lbeelt regulated by a Governmenl.
agency. and furl'ler. that ill all these three periods of' profit the opera-
lions of tile petitioner were not benefited by aIny 111111sal goverInental
exl)enditures.

To show that the ability to eat'n a reasonable profit by the peti-
tioner is: not de)elidenit (il increased l)u'hses deiialdmIe by nt-
tionlai defense. it coMlpalison is hel'eby ifyivel of the tolililge 1111(i
earnings made ill tile last quarter of 1939 and the last quarter of
1940:

,Last quarter of 1.139, toana ge 79-1.000; ineoo $57,000.
l,:ist quivr t'r of 19-10. tomig' 612,0110; lntom, $172,000.

It will he noted' froin the above abitlation that with a 24-lpercent
decrease in t(Ilinage. fixed liilliinultn prices effect iv( of Octoler 1, 19-40,
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caused a coil)arative increase ill income of 98 percent. Also please
note that in neither of the above periods did governmental expendi-
tues for defensee have any bearing directly or indirectly on the
results of the petitioner's business.

In the first 6 months-Octoter 19-10-March 1941-when the in-
(lustrv was iintder reglition and minimum prices were il efifect
un(ler the Bitiminous Coal Act, the petitioner's coal sales realization
averaged $1.92 per ton. In the similar period-October 1939-Mmit ih
190-when plrIces of coal ill the inlustry were not regulated by
the (Goveruinent . the average sales realization of the l)etitimer was
$1.65 per tion. This increase of 27 cents per ton in sales realization
tllrough governmental regulat ion is clearly tile pre(olmilating fle-
tor in prIo(Iuici1g 1l profital)le o)erationl as compared with the losses
il he past.

To eml)hmasize further that stabilized Government prices, t11(1 not
nlt ionill I-defelnse expenditures, are the reason for the bituminous coal
in(lustry, and for this petitioner, showing reasonable profits at tlie
preseit time, we wvish to give herewith a statement showing that
tie l)et it ioner during the base period for excess-l)rotit credit, iiaiiiel.
from 1936 to 1939, inclusive, would have shown, with Governmient-
regulated prices, a profit of $1,494,000 instead of a loss of $1,114.000.

F st Imnited
ai tiounal Adjusted
rtw levn e Icli

Actual net Tons coal Average I,.1ged of] (irofll)
los.'es sohl rl i 10 .e s i t- mper toil W,)eiresben n1 :de

averagee, t coe
$1.92 per at co e

toll) prices

193A ................................... $,0,000 2, " 1, 000 ' $1. M $72,00 $632,000
H17 ....................................... 3 1,W-- 1 , 369, M0 1.71 498, IX) 14,((1M
1930 ....................................... ,00 1, 772, IM) 1. 57, 000 37, O0W
1939 ....................................... I60.000 2,443,000 1.s &31, m0 671,000

lotl .......... ...... ...... 1,114,000 9,128, tX 1.4 2, 608,0W0 1, 49,000
Deduct actual losses from estimated addl -

tbonal revenue . ...................... ....... ...... ........ . . .I, 114, 000 .........

EMsiazteut earnings bused onl aver-
age code price of $1.92 .............. ....... ..... . .I 

1
,
4 94

,
000J 1,491,000

I Adjusted upward 10 cents per ton to take care of wage Increase in 1937.

Tile petitioner, like other members of the bituminous-coal industry
during the above base period from 1936 to 1939, was the victim of wluit
the Supreme, Court called a free coml)etition degraled into anarchy.
The imilstry and its members were freed from this condition only b1v
minimum l)rices nmade effective October 1, 1940, by the Coal Divisio;n of
the Department of the Interior.

As the stated reason given )y the Ways and Means Committee justi-
fying this special rule is clearly shown nt to be true in the case of the
bituminous-coal intlstry, its i(1ol)tioil would discriminate against the
l)etitloner and against' a large l)ereenlage of tile bittuimunious-coal
indlistry.

It. is ;ot the aim of the petitioner to oppose tax measures which fairly
distribute tle burden of defense among the individuals and coril)Ora-
tions of this country. *We (10 feel that time facts which we have given
show clearly that tie adoption of such a special rule would be unfair
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and (liscrilninatory to the great bituminous-coal industry. We feel it
would be a mistakes to iml)ose such discrimination upon a vital industry
whose )ackground of poverty and the reasons therefor are so well
known.

The CHAIRMAN. Mr. Dorrance, you say that a large percentage of
your industry finds itself pretty much in your position.

Mr. DORRANCE. Yes; I liderstand that ihe executive secretary of tie
National Coal Association is to appear here later oi, and also sonme
other members of the industry.

The CHAIRMAN. Tim nature of your industry, of course, requires you,
and your past history requires you, to take tile invested-capital rule.

Mr. DOI,ANCE. Yes; but this rule pult in the bill by tie Ways and
Means Committee says that if we do tiat, if we elect to take the in-
vested-capital creditand have no earnings, as we have-the. petition
has no such earnings-and Sulppose we made $500,000, we would then
have to lpay 10 l)ercent oil it.

The CHAIRMAN. Although you don't earn as much ias you are entitled
to earn under tie invested-capital credit, nec~rtlheless,'as long as you
are making more than you formerly did, they would think it riglt. to
im)ose this 10 percent on your.

Mr. DotRANCE. Now, I am not speaking for the stockholders of tile
particular comupauny I represent, although I may sa, that such stock-
holders should be entitled to some consideration,' having invested $10,-
000,000 in the purchase of its securities, bonds, and stocks, iut, 1 11111
thinking of the vital industry, and I know of no more vital imlustry
to tile (efense program thall 0o1rs, which has leen starved for 10, 15
years; and I can give you, I think, as good a concrete examl)le of what,
I want to (1o with the'large amount of the llOley I make as you would
want. Our entire l)roperties are dependent ol one powerhouse. We
are How running two boilers that run tile t l'bines that make the
electricity for our mining at 300 to 400 percent rating. They have
)level, been properly overhauled or renewed because of the fact tilat we
cannot shut them down. We cannot supply power to our mines nless
we have these boilers going. I have wanted to lut ill an1 extra spare
boiler that would allow for that. for all of the years that I have been
with them, and my predecessors have done the salle, and we have never
had the money todo it. We have got, innumeral)le calls on our money
in order to keep tie flow of 1)itlminous coal flowing ill the quantities
necessau, for this defense movement.
The HAIRMAN. Well, I understand the reasoning of the Ways and

Means Committee and Treasury Departmeult, but. it is a very difficult
tax to justify at all, because you haven't made any extra pl-ofit, and
that is the answer to it. Your tax has gone. ul) 24 to 30 percent o
your normal. You are paying for that a. considerable percentage over
in increased rates on the normal, and you haven't reached your credit.
base because you have done a little better, which you attribute to other
reasons than defense, which probably has great force, but in any
industry it is hard for me to reconcile this thing because you hlaven't
earned your credit and that seems to ine to be tile answer and all answer
I cannot argue around. You simply haven't all excess profit until
you reach the amount where your excess profits begin.

Any other questions?
(No response.)
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The CH, IMAN. Thank you, Mr. Doriance.
Mr. DonlANcE,. Thank you.

h'lhe CHAIRMtANl. 'r. Flaagan.

STATEMENT OF WALTER J. FLANAGAN, BROOKLYN, N. Y.

The CHIRMAN. Will you give your name to the reporter and state
for whom you appear if you are representing anyone other than
yourself?

Mr. FLANAGAN. No; I (10o not.
My name is walter .J. Flanagan. I am1 a iatural-born citizen, resi-

delit and elector of the State of New York. I tried to appear before
tile house Ways 111nd Means Colninittee, )ut was too late, and made
application imhiaieliately to a)i)ear here. What I wished to say then
didn't come iil) before the House Ways andl Meais Committee;' there-
fore I al)l)reciite this ol)l)ortlunlity to (1o so now.

vy views are nirte alone. yet I thiik tihe committee is honoring
itself I tellust, there are 1imii y millions just like ille. who have chil-
dren, ignore to give titan dollilrs.

We know the Presi(de il was authorized bv law, alnd justified by the
wars raging, to de(hre t ai unlimited nati(;nal emergency, asking all
to pledge, if need be, "or' lives, our fortunes, anl1d our slcrel honor."
That the miational-defense program is imperative; thit, its pinned
cost has alreadly reached $50.0(00.000.000; t hat taxes must, be leviedl at
the highest rates yet invoked: that this bill now before tle committee
is the first major ste) to achieve that l)urpose-an act to provide
revenue, an11d for other purposes. I am not concerned with tile rev-
(iiit it lti illy interest is it 'lhe other l)Il).5es."

Now, all tlie experts, both of our own depiartments and foreign
experts, and of the Natioii. have spoken for what I may summarize as
tite disciplines that govern them. I will make that clear as I go on.
'[lie work cannot he reviewed, yet I disagree, and that disagreement
is general and specific.

Before, during. and after the last Worll War you made tax laws
of this sale type aid character containing the same identical pattern
of disciplines, and what was the result in the light of the experience
now? You cannot be untruthful al)out it. It is real, cold, md11( hard
facts, and this is it: Th'e people of the United States were not l)ro-
tected as tiey should have been. This is evidenced by the fact that they
have been paying for 25 years. interest on $13,0(}0.i00,0(H) of dlts of
ations that govern half the world' population and rule over half the

eartith's territory. 'he gold content of the dollar was then reduced
to 59.6 cents.

Now, if you retrace your steps and follow the same ideltical
patteri of (liscil)lines, wvhat. is going to happen? You are aippre-
hensive of it, yourselves. I don't hlve to sit. in judgment on you
because yo have passed the law renewing the Presideiit's right to
lower the gold content of the dollar in any way lie chooses. These
are the facts tat you have to consider.

This conquest will be evidenced by legalized money (lemainds against
the people, against, their homes, their farms, and factories, all their
enterprises, all the physical properties in excess of 00 )ercen, of their
possessions. They will not be debts due themselves. except in a minor

61977-4-I17
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degree; they will be due the tax-free wealth holders of the worll.
Taxes are levied to protect. a free people; they gladly pay taxes

with thhit characteristic. If that characteristic is missing, or the
people are not free, all taxation is an abomination.

When the disciplines of the experts clash andt are in conflict with
the fundamental rights of a people, when they are so great as to be
measured by the scale of appropriations now being g iade for national
defense, the disciplines must be abolished and abolished forthwith.

It is here before this committee, free America has its last chance
to be vigilant against a conquest from within.

On that account the bill before you, gentlemen, is defective. What
is wrong is ascertainable. It is not a mystery. It must be pointed
out and identified.

The tax bill does not protect the people; it. protects first, last,
and always, omnil)otent wealth. TFhe President calls it omniscient
wealth, without a definition. It is tile tax-free wealth in all coln-
tries. It can operate anywhere on the face of the earth; it. has no
laws binding on" it; it gives allegiance to no flag. Any nation that
goes to killing on account of these discil)lines is wrong. Wlt good
does it. do to kill 4,000,0M) Russians? To kill 4,000.000 Chinamen ?
Are you being asked to have 4.000,000 Americans killed to settle tile
ownership by tax-free wealth of the rubber, tin, oil, and quinine in
tlhe Dutch Indies? China, at the price paid, shoul own it ill.

The American people are ready, able, and willing to give you
their sons and daughters to defend America, to protect their own
families a1(1 neighbors against attacks, and to uphold and defend
the Nation's honor, to aid tile Union oppose ruthless aggression
by any nation. We give you them as free men and women, iot.
slaves, serfs, or a captive or subjugated people. None of their fun-
damental constitutional rights are surrendered and you cannot ask
such surrender. We (o not give you them to fight ai undeclared
war and protect the tax-free wealth of tile world; or to fight for till(]
defend tile tax-free wealth which operates to Make a conquest of
our country from within. We ablor their unknown commitments,
because untaxed wealth in industry, regardless of the piety or wicked-
hesS of tile owner, saint or sinner, is always lawless. In all ages
of civilization, inder every flag, untaxed 'wealth refuses by foul
means only-and some of the disciplines or l)rovisions of this bill
are in that category-to give to Caesar tile things that. are Caesar's,
and against every race, nationality, creed., and color fights man
giving to God thle tings that are Go's. It makes all wars; breeds
all rebellions; and tIrookes all revolutions. It. considers all gov-
ernnents crooked; none straight. It, (leems itself mightier than
tiny government; putting kings oi thrones and knocking them off.

It therefore follows that a new andl higher intelligence must write
the tax laws; an intelligence that is concerned iil protecting tie many
and not safeguarding the few; an intelligence tlat will not allow free
America to be conquered from within. Let anyone in America make
a. million, tell million, or ai hundred million, or have that much ; that's
America; but. under all unlimited national emergency let him pledge
every doll1' of that to American defense--not to make more )rofits
but to pay like taxes as compared to others-and the only proof he
lilts of honorably fulfilling that pledge is in paying taxes each year
oii every dollar lie has and on every dollar of income.
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It. is not necessary that any people be killed. It is wrong for any
nation to kill people to get rid of protected tax-free wealth. The
disciplines that (1o the hurt call be abolished by proper legislation.
The people have a right to demand it of you as their representatives.
We (to demand it. We want to remain a free people. We do not
want to be put in bon(lage. 'We are determined to remain a free
1)eople. That's what we'll fight. for, even if you plan a conquest.

'I he preservation of these disciplines imposes involuntary burdens,
does injury to all the people. They allow the tax-free wealth of the
world to alienate the mastery an(d control of American l)roductive
labor and industry from taxation. It, is the foundation stone of
ruthless aggression" within the Nation. One hundred and twenty-six
thousand Amerieans died inl tile last war to abolish all such (disci-
1)lines and involuntary burdens. You cannot ask Americans to die
twice to get, rid of those discil)lines.

We do not need another war to have faith iin our country. None
need (lie again for freedom. That wlas our heritage from the Revo-
lutionary War. None need (lie again to abolish slavery here. That
was ou'heritage from tile Civil War. None need ie to stop a con-

quest of the United States of America from within or wit lout by
ruthless aggression, swindling, and plundering. It was our heritage
from the first World War. We cannot break faith with tile loiored
(lead.

Without being specific as to the other pertinent provisions in the
bill, I ask that you read in conjunction with this contention the fol-
lowing American principles for taxation by reason of the national-
defenise program:

1. It is a crime of the blackest 1hue0 for the national-defense billions
to create new wealth untaxed ini any one year by whomsoevel re-
ceived-and that includes all religious', charitable, 'literary, scientific,
and educational institutions or their convenient holding company,
with a Federal or State charter.

2. It is a crime for any wealth ill the United States to go umitaxed
in any o11 year-including stock bonus to officers--during this crisis,'
which derives an income from the production of arms, munitions,
and implements of war.

3. It is a crime of a blacker hue, because treasonable in character,
for American wealth wherever located and by whomsoever owned to
go unitaxed, which is engaged in furnishing arms, munitions, and
im)lemens of war to those nations whose policies are admittedly the
cause of making this Nation expeiid billions for defense, it) prct're
a two-ocean navy, and mobilize our youth in tile millions for 30 or
more. months for training in war.

I therefore petition you to strike out subdivision 14 of section 101,
Internal Revenue Code, 1940, reading as follows:

Corporations exempt from tmitaion:
14. Corporations organized for the exclusive purpose of holding title to )roperty,

collecting income therefrom, and turniing over the entire amount thereof, less
expenses, to an organization which Itself is exempt from the taxes Imposed by
this chapter-
having special reference to subdivision G of section 101 in conjunction
therewith, reading inl part:
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Corporations exempt: lellgios, charitable, scientific, literary, or educational
lmrpose. No part of net earnings which inures to the benefit of any prh'ate
shareholder or individual, and(] no substantial part of the activities of which is
carrying oil propaganda 01' otilErwise attempting to Influence legislation.

4. It is a crime for any wealth to exist in the United States or income
to be derived therefrom tax-free by any foreigners or alien corpora-
tions oP institutions, used in inlldustry or in competition, lawfully or
lawlessly-t great ies to the contrary notwithstanding.

As to that specification, I refer to section 107, reading:
No amendment made by this title siall apply In any case were its application

would I) contrary to any treaty obligation of the United States-

calling attention to the fact that all treaties are within the jurisdiction
of the Senate and that all provisions of such treaties sustaining disci-
plines abolished by the death of Americans in the last World War
should le outlawed; also, in that connection, it should he borne ill mind
what is being done under the lease-lend bill-what the It. F. C. and its
corporations are doing for countries of the Western Hemisphere.
These are burdens that fall on the taxpayers.

We protest against the issuance of Watered stock against tie tax-
layers' dollars. Let me illustrate:

The Government wants a million-dollar defense item. It has selected
the "free enterprise" to undertake the job. The "free enterprise,"
werfectly competent, hasn't the necessary capital. The Government
oans an adequate sum, say, a million dollarss for rouid figures. It

can be more or less. It then permits the borrower to amortize that
debt over 5 years. With prospects of other orders, the borrower decidess
to capitalize his venture, or increase his capital if a going con(ernV1 .
by the issuance of more stock, to which the public sul)scrihbes. This is
tie situation: The Government is ol)erating on a deficit ; it hasn't the
money to buy the $1,000,000 item; it hasn't the $1,00),000 to loan the
borrower. What happens? For a single service costing $1,000,000
the Government has permitted legalized money demandss to be thrown

.out against the productive toil and industry of America-an indebted-
ness of the Government bearing interest for $1,000,000-an indebted-
ness perhaps made by the R. F. C. of $1,000,000, also hearing interest-
an indebtedness of $1,000,000 for a "free enterprise" entitled to earn
8-perent claims against the American peol)le; a total of $3,000,000 for
a single $1,000,000 service.

That is not all. I am referring now to the disciplines in your tax
bill. Under the amortization the borrower does not repay $1,000.000
cash. He pays part of it every year, and on the fractional part paid
the first, year the Government must earn interest at the same rate
it, charges the borrower for 4 years; on the second installment, inter-
est for 3 years; the third installment, interest for 2 years; and for the
fourth installment, interest for 1 year; so that with the fifth install-
ment the Government has 100 percent of the debt to liquidate the
loan wherever it was obtained. This is the rub: As each installment
is paid, the Government spends it; and the interest is never earned-
4, 3, 2, and 1 years' interest-now multiply that in the billions and
tell the people these disciplines are justified.

Abraham Lincoln said:
But it has so lpplmnc(, in all ages of the world, that some haive labored and

-others have without labor enjoyed a large portion of the fruits. This is wrong
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1111d should nolt colitiil. To sectlre to eeh labor' tli(t, w ll'. pro)liet of bii,
labor or as nearly as possible is it worthy object of any good government. * * *

The burdens you are putting on the taxpayers by these objection-
able disciplinesare 111njust, unreasonable, and oppressive, and trans-
gress tie )lood sacrifices they made in the last World War. You can
only do it by an abuse and usurl)tion of office.

lit an executive session, under oath, I would like to submit. evidence
(o concretely substantiate the grievances against which the people
have a just complaint to obtain redress either here and now or in the
Supreme Court.

Ilie CHAIRIMAN. Al'. 1)ovh,.

STATEMENT OF RICHARD S. DOYLE, WASHINGTON, D. C., REPRE-
SENTING THE CAPITAL YACHT CLUB

Mr. I)oymj.. I represent the Capital Yacht. Club of this city, Wash-
ington, D. C. Mr. Chairman, I am not here seeking relief. I am
just asking this committee if it will kindly consider the clarification
of a provision ill this section 543, which 'undertakes to enlarge tile
definition of "dues." The Capital Yacht Club is representative of
boat (lul)s. many of which are on this coast and on the other coast
and on ('hesapeake Bay, and it and its members pay taxes on dues.
Under section 558 of this bill there is also imposed at graduated tax
on the use of boats, so that by enlarging the definition of "dues" in
this act. section 543 (1)), we pi'esum that the Ways and Means Corn-
mittee did not intend to tax as (liles a facility which boat clubs gen-
erally afford to their members, and that is tihe provision of berths
for (dockage and storage of boats. Now, the definition as enlarged
ill this act reads:

Tlt for "d(uls" h i vlthls any ;i .sssiniiit, Iirespectlve of (the purpose for
whielh mild, 2nd 1111lily elimirges for social privileges or facilities, or for golf,
te1m11is, I)O1. sw mininhlg. or other lit (ic sporting privlheges or facillities for
any pemrod of more thim 6 days.

We l)elieve that the Treasury )elmrtment may umdertake to tax
the rental of berths for dockage'and wharfage facilities as "additional
(11ues."

The CH I .MAN. You mean include the fees payable for those serv-
ices in the regular dues?

Mr. DOYLE. Yes. Now. those are (lislinctly service privileges as dis-
tinguished from these other services. While the 1)ro)osed aimendmient
is evidently' intended only to cover club charges fo:' social athletic, and
sporting i)rivilges and facilities, as distiingiished from Wervice
charges, yet the language of the section is not too clear, and the reason
I call it to the committee's attention is this: It. is a service rendered
members, and if a boat owner is taxed for that service as part of his
duIes, lie will nitural!y take his boat to a shipyard or some commercial
pla(e and sto'e Iis Imoat there in preference t; leaving it. at the club.

The act as it niow stands defines "dues" to include assessiments, an1d
doesn't specifically inchl(le these other classifications.

Senate' CONN.LLY. The 1)oilt is that if they didn't (10 that they
would just charge nominal ties. '1The charge w;)uld he for these other
-er'vices with houmlinal dues.
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Mr. DoYLE. That may be true; but I call your attention to section
558 of this same act, that imposes a graduated tax on boats ranging
from $5 to $200. Now, we don't think that the Ways and Means tom-
mittee intended to impose all added tax on the service of boats where
they have imposed in the same bill a graduated tax on the use of boats.
Now, we are not asking for relief; we would like to have this clarified.

Senator CONNALLY. You mean yacht clubs and such?
Mr. DoYLE. We are not asking for relief. If it is intended to tax

the use of boats, let us put it all -in one place and not leave it open in
such a way that these services may be construed to be such as liable
for dues, because the services of dockage and wharfage are not sport-
ing or social privileges; they are service privileges.

I want to correct one impression that seems to exist, namely, that
every yacht owner is one of the wealthy class who may be easily hit
for revenue. That is not true. In our club of 126 members there are
only 8 members in the club that maintain a boat hand on their boats.
The large number of boat owners up and down the coast and on Chesa-
peake Bay are young men who have small boats that they build, oper-
ate, and maintain themselves; they do not have a crew.

Senator CONNALLY. That is because they like to run the boats them.-
selves.

Mr. DOYE. Well, they don't have anyone on the boat as an employee.
Senator CONNALLY. That is because they want to do the work them-

selves; they don't go to work in the boat, do they ? It is not a necessity.
Mr. DoYLE. No; it is a luxury and taxed as a luxury when they pay

their dues-their tax on the use of the boat.
Senator CONNALLY. What are the dues in your club?
Mr. DOYE. Just nominal; $25 a year.
Senator CONNALLY. Exactly. We wouldn't get any tax.
Mr. DOYLE. You get a tax under this bill, an increased tax. They

have lowered th3 exemption in this bill.
Senator CONNAeLLY. You want either the dues exempted or the boats

exempted; is that the idea?
Mr. DoYLE. No. We are asking that the dockage and wharfage

charges not be included as a part of the dues.
Senator BAILY. In other words, it is a question of definition. You

think dockage and wharfage should by definition be excluded from
the term "dues"?

Mr. DoYL. Yes; as services, as I have indicated.
Senator GUFFEY.' What is the average charge for a berth
Mr. DOYLE. From $2 to $22 a month, depending on the size of the

boat.
Senator Gummy. How many months of the year?
Mr. DonL. Twelve months'of the year. The average is $10 to $15 a

month. Those men won't pay that. They will go right over to a ship-
yard or some place on the bay where they aren t taxed, and they will
get the same service.

Senator BAILEY. In other words, it is your contention they wouldn't
have to pay the tax if they berthed their'ships some place else?

Mr. DoYLF. Correct.
Senator BAILEY. But under a possible construction they would or

might have to pay a charge if they berthed it at the club?
Mr. DOYLE. That is. right.
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Senator CONNALLY. You mean they would go to those other places
for 10 or 11 percent tax?

Mr. DOYLE. Yes; all they have to do is to go one block.
Senator CONNALLY. You mean to say that to save 10 or 11 percent, to

save that small amount, they would take their boats some place else?
Mr. DOYLE. Yes; it would, be cheaper.
Senator GUFFrY. How much cheaper?
Mr. Doyij. I don't know how nuch exactly. A berth here costs $15

a month; you can rent one for $3 a month in Galesville.
Senator CONNALLY. A man wouldn't go to Galesville to save that

small amount. of money. Do you think he would go over there to save
11 percent?

Mr. DoYtx. Well, they do. It, is better cruising; it is a better place
all around.

Senator CONNALLY. Well, that is another element, better cruising, but
that wouldn't mean that they would go over there just to save this 11
Percent. How far is it?

Mr. DoYi.. About an hour's drive.
Senator CONNALLY. An hour's drive. An hour's drive each way and

gasoline. You think they would travel 2 hours and the gasoline they
would use on the ground to save $1.65?

Mr. Doyix. Well, lie tets better service there than he gets here.
Senator CONNALLY. Well, then the tax wouldn't be driving him from

Washington, would it?
Mr. DOYLE. No; I don't think so.
Senator DANAnER. How much does it take to put a boat in the water

and take it out again?
Mr. Doym. That depends on the length of the boat.
Senator DANAI ER. Approximately.
Mr. I)oYija. On the railway, 25 cents a foot.
Senator DANAHER. You don't include that in dues?
Mr. DOYLE. No; that is a service charge.
May I ask that the letter addressedby the club to the committee

under date of August 7 be included in the record?
The CHAIRMAN. Yes; that will be included.
(The letter is as follows:)

CAPITAL YACHT CLUB,
Wa8hington, D. C., August 7, 1941.

HOn., WAT.RI F. GORGEoi,

Chahrinan, Senate Finance Committee, senate Oflec Building,
Washington, D. C.

DEAR SIR: Section 543 (a) of the prolpsed Revenue Act of 1941 (H1. R. 5417, 77th
Cong., 1st sess.) proposes to amend section 1712 (a) of the Internal Revenue Code
to enlarge the deflnitinh of the word "dues" in order to tax as club dues certain
privilege fees and assessments not now subject to tax; specifically any charges"for special privileges or facilities, or. for golf, tennis, polo, swiniming, or other
athletic or sporting privileges or facilities, * * *."

While the proposed amendment Is evidently Intended only to cover club charges
for social, athletic, and sporting privileges and facilities, as distinguished from
service charges, yet the language of the section is miot too clear, and we therefore
respectfully request that a clause be added to the anendillent definitely stating
what is meant by the terni "facilities."
This club makes a charge to members for berths for dockage and storage of

their boats, which Is a service in direct competition with privately owned and
operated shipyards and wharfage companies, and suchm service charge should
not be taxed as club dues.
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We suggest that there be a(lde(1 to setlon 543 (b) (it) I h plvlse, "not iwhd-
Ing charges to muembuhers of boat clubs for docktge, storage, or other servicig of
their boats."

Sectioul 558 of the bill llliluo.,Pes ia tix grllhated in aunomits from $5 to $2(00 oi
the use of boats, and It Is reasonable to assuell thlt (,ongre.s does not Intend
to Impose a further tax on the serv'Ice and doekage (:ulrges for caret and storage
of such bals.

We respectfully request the privhlege of aplevarlig before your (0111 'llilttee III
this Illtter.

Very trlly yours,
).N IEl. II. FowLER. l4 17' hV!/.

The CHAMMAN. Anlytlinlg else?
(No response.)
The CuIA\ AN. 'rhat is 1ill. Tlie Couuu it te will re(,,Ss 11111il 10

tOmIlOrTOW Iloll-llII.
(Thereti)on 1, t ilndjoument was taken milil W tIvs~ly,

August 13, 1941, at 10 a. im.)
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WEDNESDAY, 2' UGUST 13. 1941

0), mN Cn: '~i: I E.
('o~i MI'osI'lton 1)N 0.AN

312, Seite 0f)lice 1ililig. Seliztot WalItelr F. ( h'wr (chl i itiia

'l'lie ('iAhMAN 1 '0'l villiliittv (0' ill coni i to ordeIt'r.
Judtt ge Flet chetr, I bivjve yVj arU e til w i .

STATEMENT OF R. V. FLETCHER, WASHINGTON, D. C., GENERAL
COUNSEL, ASSOCIATION OF AMERICAN RAILROADS

Mr. 1'LE'mt'CI. Mr. (liii n il Illily ))ltte is It. A'. FlIet cher. I live
ill W1asiigtoii. 1 1111 it Illwyer. afier a filshioti, 11il1d coitiseI for tilt
Assoctin of Ami erican ai lU roads.

li'As ;owin to 141(if Amlierican ilailriomio1'; is it voli tit a i' A organiiizat ion
(ollij )(~t'( of 'Ilblst ant ialIly ;Ill of it'e clil~5 I ril iroad s £ f tile I'Ii it &'
sttites, tititi (Ii ('oili-s. l)V: Uit hss I ranilroand, I have referencev to rail-

.enator o Sl. Is thlint tilie claissificatioll of thle Int estate (2oni-

MrIi. l'i.t:1c'i'i it. 'Ilint is thle Illter,.t te Q"oniii(rce C"oinlissioii clas.

I mlighit "Ii.%' ill thait ('(nilecttioni thlit th Iltn re Smtile ri itoilds thlit
I elolig ql to (liii t clI,ss or-igina Ily 1 tecailse th ey hid it revetitie (if over
$1 0(.Ot).t) at year t lint "till lenin jiil ill thai~t class technlical iv, although
iiei r i havie 1: e drpe 1 bt l 'Ielow tillIt igti re inl recent VezI s.

I slipp~ Osv tile' *As5(ttiii ilil ot A IliericitiiHi i RiOi(15a i'esill Sf'ill)su-
st niitially 198 iJ('ic('it oft tli opejtt'neittt lIlilelte ill tilit' Initeti St('5,e
and1( I ap pean l (Itt'viliaif of t(liat im~llort 91*i l lio~t4) for tile )IIri-ose
of expouiii ng allyv k inid of phlil~toophy of tnxat ion biut for tile pur-
poste (f l iscitssi Dig t wo or thIiree -Ilivld ilivtitls to t Iiis t lix bil itas it,
passed I tli I lotist' wh Iich seelil to Is t(o bet So ttu.

0 f cottliN', we 'llppjreciaite t ile fact t Itat( t here is fle nlecessityV of
i lictezi i the leve tiles of. th lit'obvernllleit s ib..t a athin Wv. Nobody
ci lil wp to escape thle intcreasintg bit deti of taxation, a1  everybodyv
should Ibe wi li. and1ii glad to i Illake htis coat ribut ion towvard tile
vx pt'nsv of tilite ( lovernil llh. It is ]lot i1115 ptirpost'. therefore. to tal1k
a botit ( lie genieral asptects of tilie tnlx bill iior- its object ives. I assume
thiat. this coiitiiiitftee wNill v'ileavoli' to( ilicrense the nioiait of taxes by

W1ithI thbat otbjective %%'(' c ell nialy inl SympaI)thy.
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I have understood, however, Mr. Chairman, that it is also the aim
of the Congress to distribute this tax load in such a, way as to make
it equitable, insofar as equity can be accomplished under the present
circumstances, and particularly that the tax burden should fall upon
those who have the greatest, ability to pay, and that it should not be
iml)osed in such a way as to retard industry or destroy it to any
greater extent than is absolutely necessary. There is the principle
of diminishing returns that has to be kept in mind. It would be
useless to tax to the point where revenue would dry up by reason
of the burden of taxation, and I take it that the ability to play being
one important consideration. 'Tlie committee is also interested in find-
ing out whether any l)articular )rol)osal in this tax bill bears with
peculiar hardship u)on some particular industry.

I shall discuss principally in this statement of mine the so-called
special 10-percent tax on excess profits applicable to business enter-
prises that deemi it prol)er to select the invested-capital method of
determining the excess-profits tax. I shall have nothing to say about
the income tax, or the rates on ordinary excess-profits taxes, but, as
I have said, I Will try to show to the committee, if I can, that this
special 10-percent excess-profits tax, so-called, bears with peculiar,
and I think with unfair and discriminatory, hardship upon the rail-
road indlustrV that I try to rel)resent.

However, before I, address myself to that most important topic,
may I take just a mimte to refer to one l)base of the bill which deals
with excise taxes, and particularly with the 5-1)ercent tax on pas-
senger transportation, as that appears on page 73 of H. R. 5417,
in the print which came to the Senate committee.

You will note that there is imposed upon the transportation 6f
persons a 5-percent tax, to which we take no exception since the act
is so written as to make it apply equally to transportation by motor
vehicle, by air, by water, and 'by rail, and that is eminently fair.

Senator CONNALLY. Does it, or not, apply to all of them?
Mr. FLETCHER. It does.
Senator CONNALLY. What page is that on, Mr. Fletcher?
Mr. FLETCHEr. Page 73. That is section 3469, paragraph (a).

But in )aragrahl (b), where there are some exceptions or exemp-
tions from the tax, you Will note that there is an exemption in the
case of commutation or season tickets for single trips of less than
30 miles. We think that 30-mile limitation is too short. The pur-
pose of tie exemption, I take it, Senators, was to exempt that class
of season or commutation tickets which are used every day, or prac-
tically every day, by persons who work in the city and who live
in the suburbs.

Senator CONNALLY. You will have to raise the 35 cents, will you
not?

Mr. FLE TCHER. I will come to that in a moment, Senator, with your
permission.

I do not think so.
Senator CONNALLY. I do not think that it is important how far

they go, if they charge not over 35 cents.
Mfr. FILETcxmEmm. That is for single-trip tickets, the 35 cents, and

there is a distinction made between ordinary passenger transl)orta-
tion and the transportation which is accomplished through the con-
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mutation and season tickets in what might be called suburban terri-
tolry.

You see, that 30-mile limitation does not take care of suburban
territory in cities like Chicago and New York. If you leave that
30-mile provision in there you have persons who are using season
tickets and commutation tickets, some of them living 29 miles away
and others living 31, 35, and 40 miles away, and it is a clear dis-
crimination in favor of those who are nearest the metropolitan cen-
ters and( is a discrimination against others. In Chicago, for instance,
with which city I am plerhal)s more familiar than ainy other in the
United States, the suburban territory on the Northwestern Railroad
runs as far as Kenosha, Wis., and that is 51 or 52 miles. Now, all
the way from the city of Chicago to Kenosha, there are great num-
bers ot peopl)le who work in Clhlicago and buy these season tickets,
10-ride tickets, tickets that are good for a month, tickets that are
sometimes good for a greater length of time, and to accomplish the
ends sought by the House committee I think that 30-mile provision
should be changed to 60 miles.

Senator LA FOLu'rE. As a matter of fact, Judge, does the railroad
sell these commutation tickets only to people whoi are regular com-
mnuters?

Mr. FLineCHER. No; they (1o not. They sell them to anybody else
who wants to use them, Senator.

Senator LA FoiMMr'rE. So the mileage limitation really is not very
important.

The CHAIRMAN. It is intended, Judge, to take care of that situa-
tion by the language "or to amounts paid for commutation tickets
for 1 month or less.'"

Mr. FLETChER. Some of those commutation tickets, Senator, are
good for periods of a month, some of them are sold for 2 months,
and even for a year in many cases.

Senator GEiRRY. Do not you have very strong competition in those
distances with automobiles?

Mr. FLErrCHER Oh, yes, Senator; indeed we have.
Senator GERRY. Therefore, to increase this limit would be liable

to decrease the automobile traffic, and where they want to conserve
gas, that might be helpful.

Mr. FLETCUERi. That is a very good suggestion.
Senator CoNNALLY. Judge, it looks to me like the language "or to

amounts paid for commutation tickets for I month or less" would
include those. If you strike out "for 1 month or less," you would
have it, would you not?

Mr. FLETCIRIi. POssilly so, Senator.
Senator CONNALLY. It says "or to amounts paid for commutation

tickets for 1 month or less.'
Mr. FLMCHER. As the thing is written now; yes. We had con-

strued that language to mean to have two classifications, one where
there were ordinary commutation or season tickets regardless of the
length of time thai they might be good for but limited to 30 miles.

Senator CONNALLY. Why not say "for 1 month or more," instead
of "less"?

M.r. Fmrcmrn. Some of them might be for less.
Senator CONNALLY. There may be tourists Il) there.
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Mr. FircII.ni. It would be better to strike out "for 1 motith or
less" entirely.

Senator CONNALLY. If a 1mn buys a ticket for less tiau a month
11e is not it leriiiahent residential eoninfuter, lie is o1 -i joy ride, and
lick ought to pay.

i 'r. FLE":TCi.'I. Iere is what lnh)liS: You buy 10-ride tickets
sometimes ill these conilitaitiou cases ail(1 they are good for any
perio(l less than a year, andllhe may use uil) tht 10-ride ticket in

much less thln a month.
Senator CONNALLY. He is not (oimig it regularly on his business

or he would want it for longer.
Mr1-. FIETCIII. He does, Sejiator, because those 10-ride tickets are

usually uilimited. and his family can use them.
Senator CONNAxLL. All right.
Mr. FLE'rcPlIP. Aili:oN, that is 1imy suiggestiomi, that the committeete

give co'is ileratioll to exteiioing that distalce f'om 30 miles to 60
miles to take care of situations that I am sure would be thereby re-
lieved! ii Chicago and New York, and perhaps other places.

One other slight, suggestion on that. You notice the peculiar lai-
guage used there, "shall not apl)ly to aniounts paid for tramsportatioin

- i10h do not exceed 35 cents.' Now, sul)ose a man goes up to a
ticket office and says, "I want to buy four tickets here, single tickets."
The fare in each e ase is less than 35 cents per person, but lie says,
"I Want to buy one for myself, one for my wife, one for each of ily
two children." Ii that case he will pay out $1.20 for the four
tickets, or very likely lie would want to buy a roumd-trip ticket.

Senator CONNOLLY. l-e would just iamnid the money to the old lady
:mid let her buy them.

Ir. FLm'Cn}iu. h'lat is one way to (1o it, Senator. You can dis-
tribute them arollii1 like you distribute your tickets for a baseball
galle. each person huldiimr his owhm ticket, I realize that; but that
would be an un eessarv and :iwkw:rd arrnigemenit. Furthermore,
the romid-trip ticket sitrationt enters iit o it.

What we are suggesting is-1 (!10 not want to take too mnulich time
0on it-after the woid "transl)ot nation" in line 17 there be added tho
words "for trips w'liere the rCgular railvaV faie (lots iot exeed 35
('ents." If the committeee will have its experts look at that. suggestion,
I shall be very much obliged.

Now, time next suggestion I want to make, and I make it with a
little hesitation-

Senator SlMxT'rmi.lls (interposing). Be fore you leave that subject,
Jtidge, do 1(11 yom think the (raftees a11d soldier boys ought to be
excluded ?

Mr. FLnvi('mi. I wNas just coming to that, Senator.
Senatol'rniI. I tholught.you were leaving that out.
Mr. FrxI'rcHERm. I was about to put forth that. suggestion. TIe

special rate the railroads have made, after conference with (he (ov-
'rmimillmt officials, is lI,/ cents per mile for seleclees, or perhaps I

should say for anyone who is serving his coumit-ry ill military callpS,
if they biuv rouil('I-trip tickets, the purpose beiig to make as low a
rate as possible to persons now il the criips serving their country
ill a milit'iry capacity, when they want to go home, or go back on
holidays, week ends, or upon occasions of that kind. There havo
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been bills int-ro(duced into the Congress to make that rate 1 centt a
mile. One bill was thoughtful enough to say that tile Government
would make up the difference between the 1 cent a mile and the reg-
uilar rates oi the railroads. I (to not know whether those bills will
prevail or not but if you put this 5 percent tax, in the form in which
it is here, in the act, providing, as it very properly does provide, tlmt
that tax shall be paid by the buyer of the transportation, that will
iiiake the cost fall on the selectees, if I may use that term to represent
all of those ini the Army, and we had thought that tle committee
might. very well give consi(leration to exempting fr-om the 5 percent
tax amounts paid under these special tariffs which have been filed
witlh the Interstate Coitimerc.ve Commission by the railroads a)pli-
(able oily to persons now in military, service. 1 am very much afraid
if you iu that additional tax on the soldiers it will result in a good
dealI of coml)laint, and perlaps a demand that the Government should
pay that tax or in some form or other changing the present law,
which would be a disadvantage to all concerned.

Senator CONNALLY. You would provide that it must uniform?
Mr. FLECm'cErI. That is right. I think the tariff provides, in making

the 1/i-cent rate. apl)lical)le it must be uniform.
Senator VAINDENBEr. The soldier also has to get. a certificate from

his commaling officer?
Mr. FLTF.nriEr. That is right. He has to Ie in uniform, lie has

to get sonic kind of credentials identifying him as making one of
these trips home II(] back. He has to bIuy a rounld-tri l ) ticket.

Senator. VAn'wNnIMM. It is called a furlough rate and applies only
to furloughs?

Mr. FLir('imm. That. is right. I (1o not think there should be any
dilictiultv ill the committee finding language, which would exempt that,
if the con)nmittee so decides.

The ('.r.S.wN. That exemption was made in the admission
tickets.

Mr. Fumvrcmit. I was going to refer to that. I will not particularly
stop to refer to that, bu. ()n pages 44 and 45 of this bill, section 541,
soldiers in uniform are allowed to go to amusement l)laces without
paying the amusement tax, which is a prettyy good precedent, I think.
for the suggestion I am bringing forward.

I have ouie other observation before I attempt to discuss the 10-
percent tax, and that is with reference to the capital-stock tax, a)-
l)lical)le to all corporI ions. That has been substantially increased
if) this b~ill, and I antl not making anly complaint about that at the
nliomlit, but you vill recall that ini the act of 19:38 which imposes
a. capital-stock tax it is provided that. the taxpayer shall have the
right to make the (eclaration of value every 3 years. That is, lie
call make a declaration of value in 1938, he can make it declaration
of value in 1941. So that coincides in time, I mean, with this par-
ticular bill. So that in 1941. as I recall the provisions of the 1938
statute, taxpayers have a right to make a (leclaration of value, I
iticalli It lneW declaration of value.

Now, it is provided in the law that taxpayers may have a right.
to make a declaration of value in 1939 and in'1940, but only ulward.

Yom call 1 .he eclaration upward in 1939 and 1940, but you
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cannot make a declaration except to increase the amount of valua-
tion placed upon the capital stock.

Now, I think that the members of this committee understand
the theory that underlies this capital-stock tax. No effort is made
by the Government to police the matter. It is not a question whether
you have declared in fact the real value of the capital stock, it is
an arbitrary selection you are permitted to make. You can put
your own value on the capital stock. If you make it high it increases
your capital-stock tax but decreases your tax elsewhere under
certain circumstances. If you make the capital stock value low, why,
you decrease the amount of your cal)ital-stock tax, but it increases
the tax in other directions if certain things happen.

Somebody over iii the House spoke of this tax as being a cral)-
shooting proposition. You gamble, so to speak, risk your judgment
on what is going to hal)pen.

Now, what we are asking here, Mr. Chairman and members of
the committee, is that this law be so written that the taxpayer be
permitted in 1942 to make a new declaration of value. I say that
for the reason that we are now facing a new law, many of the
provisions in this act having to do with excess profits and other
kinds of taxes, and we are facing a very uncertain state of affairs.
Nobody knows what is going to hapl)pen in business; nobody knows
what is going to happen in tile field of international relations; no-
body knows A hether 1942 is going to be a period of increased or
decreased prosperity. It seems to mew, in face of the fact, that we
have a new law, inl reducing very uncertain factors into tle situation
and by reason of the present troul)led and uncertain condition of
the world, there ought to be given the privilege to the taxpayer of
making a new declaration of value in 1942 at least, when they can
see a little more clearly just what is going to happen, and I make
that suggestion hopefully.

I come then to the subject to which I wish to devote most of my
attention, and that is this 10-percent excess-profits tax. I think that
was discussed yesterday, Senators, by Mr. Dorrance, I believe it was,
who was a coal ol)erat(r. I had the pleasure and profit of reading
his testimony, and I thought he made it very clear to this committee
just how that would operate most injuriously to the coal industry, by
reason of the fact that in the so-called base period the prices of coal
were fixed by a very remorseless rule of competition, whereas in the
present time, in the current year, they are fixed by public authority,
and bky reason of that the coal industry is able to show better re-
turns in the current year than in the base period years, 1936, 1937,
1938, and 1939. Along that same line I want to make a special plea
for a few minutes on behalf of the railroad industry of the country.
I do not think it is necessary, Senators, for me to spend time in trying
to explain just how this excess-profits tax works out, further than to
say that there is given to all corporate taxpayers the right to select
whether their excess profits shall be calculated according to the
average earnings method sometimes called the income method, or
whether they shall select tih invested capital method. That has been
the subject of much debate. My recollection is that the Treasury,
in its appearance before the House committee and before this coi-
mittee, looked with disfavor upon the right to select the average
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earnings method and favored very strongly the invested capital
method.

Of course, there are two schools of thought on that subject. If
you consider that this excess-profits tax should be imposed only upon
those who are earning poney in the current year, in amounts substan-
tially in excess of their normal earnings., if that is the theory of an
excess-profits tax, then the average earnings method seems to me to
be sound. On the other hand, if you are going to say that all earn-
ings are excessive if they exceed a certain proportion of the invest-
Ment, whether in time of peace or. in time of war, or normal times, or
in disturbed times, if that is to be the theory Ul)On which you proceed
then the invested cal)ital method would have its appeal.

But, the point I am making, Mr. Chairman and Senators, is that
the Congress ought to decide one way or the other. So far it has
held to the view that the taxpayer should have the option of selecting
which one of these methods he prefers, but this bill, as it comes to
you from the House, combines the two methods in a way which I
shall try to explain, and if the taxpayer selects the invested capital
method and finds that the credit which the act allows him wipes out
his earnings to the point where there is no excess profits taxable in-
come, it is not satisfied with that but goes on then and applies to him
the average earnings method to the extent of taxing him at 10 )ercent
on the amount which his earnings in the current year exceed average
earnings in the base period. So it gets the poor, unfortunate taxpayer
going 111d coming, and for that reason it seems to Ime it )resents a real
injustice.

Tihe committee will find on page 43, the bottom of the page, and
over on page 44 of the House report (H. Rept. 1040, 77th Cong., 1st
sess.), not ihe bill but the House report, how this works, and it is
explained very clearly. I shall not take tihe time of the committee
to go over tflt, but it is there very clearly stated as to just how you
go about taxing the man whose interests demand that he should
select the average earnings method over and beyond time taxes in-
posed by that method to the extent of 10 percentt of the exce"s of
his earnings in the current year over the base year.

Well, that means this: Here is a corporation, or a line of business
with coil)aratively large investments. Somebody has described that
as business built iii a high-cost l)eriod. They have had, for one reason
or another, an exceeflngly unfortunate experience in the base p iod,
1936, 1937, 1938, and 1939. At the present time their earnings are
better; they have gone through a period of starvation, so to ,3peak,
and the tiine has come when there is an opportunity for them to
rehabilitate their property reduce their debt, and recuperate to a
certain extent. This tax bill comes in and says, We will )enalize y'ou
by reason of the fact you are earning more now than in the base
period. Although it appears you are not earning any more than a fair
return u)on the value of your property at the l)resent time, although
the 7 percent credit which the act permits has wipel out your excess
earnings, still, by reason of the fact that you are earning more than
you did in the starvation period, we will find out how much more
you- are earning now than you did then and tax it at the high rate
of 10 percent. That is the one thing about which I most bitterly
complain here at this time.
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I (1o not th ink, gentlenien, that this method caln be justified on ai y
logical basis. I (1o not think it cal lw * justified with dlue regard t6)
CoIsisStency. Either you are to le taxed il acorhlice with voi '
experience in the base period (omparled t( the pireient time, or you
are to Ibe taxed upoll tlie th (,or' that 'oI 11'P ('lit ithel to ealit, with ut
beig siljrcte(, to excess:. I)1)fitS ta x.s ISo .me urn ilp101 your in-
v'ested ('aipitll. I say with great dleference that I cainlot 111derstand
homv tilt 'reasllrY cim justify -taci at theory as this, whicll is icoli-
sislent either with the one liethod or the otter.

There is 5l])1)ol , of coul'.se, as I have tried t( saty, in logic and
in seasonn, for tile selection of the average eniilig.s method, or in
1111111Ny cases for th1(. selection of tile ini vested capital a l method, but to
,'oi,,f)inie the two together I (1o not think is sound.

S-,11or W.s I.si. Do voli caue to state which one you l)ri'fei'?
Mi'. FEr lcjnrit. Now.ithat is it (ue.tion, Snitor Wllsli, that each

('o,'l)olation1 must deciiled in the. light of its own expe'ielce.
S1ti1tor W.ALsH. Sul)l)ose Coigi-ess decide to make its policy otnc-

of these iietliods, which oe would vou l)'efe'?
Mi'. FLu.ATmiri. Looking now ait ihe interets of my clients, if you

Ineati that, Satoi' Walsh, ail of the railirtoads, except thi'ce or foim',
po.zSilbly a few ItIoi'e thlitll ti lltl , i l'P ('0o lltlt1( to sI eect ( It' itve-stel-
capital method, by reason of the fact that they have relatively a i trge
cal)ital investiiekt and very poo' earningng, " it) the base perio(1. I
would not be hiere if that was inot the fact, I shoul niot be troublingtit;,: committee.

Senator ByRi). Do you think that you can apply that to many other
corlorat ions ?

M '. FIa':icHEl. In i'egari(d to Inaity other c rp(' orations it would lhp
verv different.

Senator BYli). It might lie their reverse.
M'. FLT'rCHER. It, Might be oIluite the reverse. I hope I violate nlo

confidence when I say I va informed vester(lay by a well-informed
gentleman, much more familiar %vith business (01nditions h bait I aml ,
that pIrobal)ly three-fourthis of the ('orl)('at iols ill the country would(
l)refer the a1'el'nge-er nitngs method. Il.hat is not true of the col
inolist rv, that is not trie of the l uitiber indltst rv. and that is not
true of the railroad industry. By reOason of the pimr (11 at'ligs ill the
base period, for re.isons wh'i(ch T could explain if I had the time
and you hind the interest. and by reason of the ('omal)ratively large
investment ill this (.lass of 1u.Siiess. they ale ('oml)ell(ed to' select.
for tile moIst part, the invested Calpital Iiethod.

Yot understand this special tax, Snaitor, does not alppily if you
take tile average-eaI'nings method.

SetItitor W,\J.sI1. I understand.
Mi'. FLET('IERi. That hias 110 1oom in lie lictile at all. It only

applies to those who select the investe(1-Cal)ital Iiethod.
Now, of (on r'se, there would not lie so miclh injustice in this. All.

chairman , if the bivLe per iod was other than he years 193(6, 1937,
1938, and 1939. If we had sotiie way of finding out I'hat was a
rallv tiol-t' l period for the railroa(l in(srl y it would! be liffei, 'ill.
If viu take '2 ears in that period and 2 yeair ill the 1920's it would
maike a t ''vy different pictitlre, or il! Ihe committee could see l)rler
to give the taxpayer' ti(' right to select :3 years out of tlie .1 and divide
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his total by 3 rather than to require all 4 years, maybe it would
furnish a certain measure ot relief, alt itigh I earliest ly ask tile
committee, to exclude front lie bill entirely this special 10-percent
tax.

Now, as I have said ill reply to Senator Walsh, there are a few
raill(,als tiat woild 1)(e able to survive, or. at least not be slI)jectel to
great 1(1shi| by reason of this special tax. and in fact there are a few
111 ilro'ls tit, Will lrobal)ly sehict tiet, a \erage-earnilings Illethod. I
refer particltlarl.v to railroads tiht are lo(catedl ill what we call the
Poc'ahotas district a i have had a good deal of luck in hauling
coal eveni (Iii iilg the period of depression, roads like the Norfolk
& Wesell, aiid others o1' that t vj e; but ill tihat coniiection, also, I
would like to Ilielitioll a (llest0iol which irtial)lev lN" a Ii s h1(ie and
to which I would like to addlie0.4. illy:'elt a little lati'r more ill detail.

This bill changes tilie method of deductilo. Under tile iprselst law
You (h, liuct incoie tax frolli thie exce.;s profitss taxable incoile before
you make youru' cacullition as to the ex'ess-profits tax, buit, v'o are
not allowed to deduct from tile taxable Income, in det ermiliing ie
income tax, the excess-l)iofits tax. This bil l proposes ju -t the rever,' e
of that process. It po'ol)ses to l)rolhib11 yol from dedlw'ting the
incolne tax front earnings to get a base to calculate the, excess-l)rcfits
tax, but to permit you, as a cOnIl)elisat mil for that, to de(luict the
excess-fit;fits tax from the income-tax base. Now, that fact, of
course, as the H-ouise committee has pointed out, re(luces tie 7-percent
credit in reality to 4.9, because y-oil pay 30 Ix'celt income tax and

i percent of 30 l)ei(ucet is 2.1 l)e'lcent, aiid subtracted from 7 percent
leaves you 4.9 percent.

This sit nat ion would be corrected to some extent if tile committee
coul ee proper to go back to the l)resent rile and allow the (l'(luc-
tio' of income tax before excess-l)'ofits tax is callclhlilted.

Well, I started to say, as illustrating the unfairness to railroads-
if that. is not too strong a ter-i--of al)ylying this 10 l)erent excess
profits to the excess of their income in tie current year over the base
year. to tile 1)00r eai'nilgs of the railroad.; in the 'base year; I have
a table before mlie, and I do not want to encumber this recor(l, Mr.
Chairman, with too many tables, but I have a table before tie here
which shows the situation on the railroads, class I railroads, in the
ITllite( States ill tile years 1936, 1937, 1938, and 1939.

In the year 1936, the net railvay operating incoile-and tht
means the income of the railroads before you (leduct their interest
a1(1 rents-was of such a figure that it allowed only 21/.) percent upon
the l)roperty investment. le net inconte of the railroads that year,
which means income of tile railroads after they have paid their
interest and rents, amounted to only $164 630,000. But that does
not tell the whole story. To that amount there ha( to be charged
profit an( loss debits ill very consideinble amiouiis representiig. for
the most part, the cost of retirements, which reduced the taxable
figure for that year down to $6,819,000.

Senator ByRu. What vear is that?
Mi'. Fi'cm~m. That is 1936, Jill(] that is the best of the 4 years for

tile railrioals, by far the best of the 4 years.
Senator' BYlR). You 11e0a1li all the rail'oa(ds only had a net income of

$164,000.000?
61977-41-19
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Mr. FLTMCHER. All the railroads had a net income of $164,000,000,
after they paid their interest before any dividends were paid, but
out of that they had to pay the cost of retirements, capital charges,
profit-and-loss charges, as it is called, which reduced the taxable
income down to $6,819,000 in the year 1936, the best of the 4 years.

Senator BYRD. What is tie capitalization? What is the invest-
ment?

Mr. FLTChER. The investment ,l)uon which that is counted-I have
the exact figure here, but stating it generally, it amounts to about
$25,000,000,000.

Senator BYRD. That means a profit of $6,000,000 on an investment
of $25,000,000,000?

Mr. FErciHER. That is the picture. That is taxable income, you
understand.

Senator BYRD. That is approximately the actual profit, is it not?
Mr. FLETCHER. That is right. Now, in 1937, when business had

begun to fall off, the return on the investment was 2.27 percent for
tie railroads of class I, with the figure of $98,000,000 of net income
which, after making profit and loss charges, l)roduced a deficit of
$11,870,000 in taxable income.

Now, 1938 was the poorest, of the 4 years. There the return was
only 1.43 )ercenlt u)on the investment. iThere was ani actual deficit,
after the payment of fixed charges, of $123,471,000, wliich figure
grew to a (leficit of $224,000,000 after the payment of the cost of
retirements and other charges to profit and loss.

In 1939, when the return was 2.25 percent, business had picked
up a little; the net income was $93,000,000, and after making the
proper deductions for retiremnents there was $202,813,000 of a deficit.
The average deficit for those 4 years oni the class I railroads was
$108,000,000.

Now, the result of tlat was, with tlhese charges to profit and loss,
that the capital inivestmenit oil the railroads was reduced something
like a billion dollars in those 4 years and the previous period of
depression.

Senator BYRD. Do those figures contemplate deduction for depreci-
ation and anything that is allowable under the Federal income tax?

Mr. FLETCYIrMt. Yes; that is true. That is, the last figure I gave
does so contemplate.

The point I make l ere is that these 4 years which, if taken for the
base period, !etainly do not represent, at least I hope they do not
represent, a nmnal period for the railroad industry.

Senator BYrr. Why, Mr. Fletcher, are you so much concerned about
that when you can select the invested-capital method?

Mr. FLETCHFn. For this reason, Senator: We are making a little
money this year, for the first time in a long time. You take the
earnings of a railroad and you use the invested-capital method, and
you apply a credit of 7 percent--it is 8 percent on the first $5,000,000
but in most of the large railroads that does not g, very far-you
find that wipes out the excess profits, we will assume for tie purpos-
of the argument, but here comes along this law and says, even though
you do not have any tax to pay in the way of legitimate excess-profits
tax-if I may use that expression-after you have selected the in-
vested-capital method we are going to apply the average earnings
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method to you. We are not satisfied with the fact that you have
earned nothing over and above 7 percent of your invested capital,
you are earning now more money than you earned in the base period,
and we are going to get after that. So they subtract from the amount
you earn in the present year the amount earned in the base period,
which in most cases was zero in the case of the railroads, and they
l)ut a special 10 percent tax on that excess. It is that last 10 percent
I am talking about and nothing else.

Senator GERRY. What is the condition of your roads due to that low
earning period? Hias that made it difficult for you to make replace-
nients'

Mr. FLETCHIM. Senator, the tendency, the natural tendency, when
earnings were poor, with so many freight cars not being used, was
not perhal)s to neglect the maintenance of the cars that were actually
in use but to allow a larger accumulation of what we call bad-order
cars. Now, at the l)resent time, the bad-order car situation of the
American railroads is the best in the history of the industry. Nor-
mally, you would think of 6 1)ercent as a pretty fair condition, when
only 6 percent of the cars are in bad order; they are now down to
less than 3 percent. That is brought about by the expenditure of
money in repairing cars, trying to jet ready for the traffic which now
confronts them and the emergency with which they are now con-
fronted. the emergency being the necessity for handling the traffic in
the interest of national defense.

Senator HFmRING. To what do you attribute the earnings this year
as contrasted with the 4 base years?

Mr. FLETcnEmI. That is a hard question to answer. I would say,
with all candor, perhal)s, that question has qualities of embarrassment,
in the light of just what the philosophy of this act. is. In other words,
it might be said if it is all attributable to the defense program of the
country you ought to pay a special tax on it. I am not able to say
to what extent the increased earnings are Uttributable directly to the
defense program. Doubtless to some ext-nt. I have no doubt that
program has increased it, but I do not think it is responsible for all
the increase. Take for instance 1938 as compared wifl 1936. There
was no defense program in 1936, and yet the earnings of the railroads
were so much better than they were in 1938 that I venture to entertain
the hope, Senator, that if we had no complications abroad and no
special emphasis upon national defense at this time there would have
been an increase in the normal business of the country. At least I
hope so. How much was attributable to the one and how much to the
other, I am not sufficiently able and prophetic to state.

The CHAIRMAN. Judge, you know full well it is exactly on the theory
that while you have not reached the credit you would decide to take
on the invested capital, nevertheless it is due to the defense effort,
the defense spending. Many of the large, heavily invested capital
corporations have made very great progress , and there has been a
great increase. It was on that. theory that this added 10 percent was
placed on it.

Mr. FLETCHER. In other words, it is not an excess-profits tax but a
defense tax.

The CHAIRMAN. That is what it is. It is not an excess-profits tax
at all.
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Mr. FLE'rCHER. It. could not be an excess-profits tax.
The C1IrAnRI. No; because the answer to that is you have not

imade excess profits under any definition of the law.
Mr. FlrErtc'lEI. Quite So.
The CHAIRMAN. Whether it is a logical tax or not, I have great.

difficulty in sustaining it.
Mu'. FLm''rcnu . We might all agree if we were not, some of us at

at least, enllirrassed by obligations in one way or another, we might
all agree it is not logical 1an1d it is not an excess-proflts tax, but I am
wolering whether there is merit or justification or justice in putting
a tax upon an in(lustrv which has, perhaps, we might concede for the
l)Uirpose of the argument, improved its earnings by reason of the
defense eWort, whether that alone is suflicient. We must bear this
n minid, Senlator which I l)uirlosed to exl)ress ia little later, blut in
order to'qualify ouruselves for a defemise effort there has had to be it
gi'eat exl)enlfitullre of funds in rettingo ieady to (1o that defense work.
The railroads of tile conltiv have spent enormous amoutl s in repair-
intl their cars, as I just stated a moment ago, al1d in purchasing new
c<ars, nld they have given orders now, Senator, for the ac(luisitl )n of
new e(luipmnnt which taxes the capacity of the cl' mnammfacturing
p latits, and the only thing that is holding them back toward the ac((i-
sition of a large amount of new o'quilpnient is the sc'aicitv of steel.
There are 110 priorities, vou know, ill transportation.

Priorities have imeeli granted with respect to the nanlt iulre of
steel and the prodlietion of alnnminlin, this, tlhnt, and the other, biut
the trniisport action agencies of the eoniry, railronds and trucks and
ie like, have asked for p() l)riorities, 1111d they hIve beel required to

put into effect 110 priorities, beeause they aire tikinr c:tire of the load
anfl burden offered to them even with ile difliculties thlit s!lrronind
them, nd they would lbe perfectly alble to take care of it lit their owin
expense annd not Governlent. explense; at their own expense if they
were able to obtain the material to make new cars mnd repair tlhe
old cars.

I wish I hlid time, because I think it wold perhaps le interesting,
to call the attention of the committee to the earnings of individual
railroads, some of whiich vou know aboit, in this base period. I have
three sheets, which I sliall merely mention and pass over, classified
its eastern railroads, southern railroads, and western railroads, and
ill the cl.e of the western riailroads, it veryv inportilint section of the
country iin which I have lived most of ny'life and for which I have
al great (leal of collcei'n, tlhiik you eall, even from that position, see
time red flilres on that statement rilndi(ai infl. amnd those red fiarties
represeitd(eficits rather than income dirig the base years. But I
will pass that over.

Now, there is this thing also to be considered ill the case of the rail-
ro1ads. Reieiber it is a i'egillated inldistry, it is an indiistry atfeeted
with the public interest, as the lawyers say. The r a ilroads d not (It-
termine t i rate of return, they (10 not. fix their rates, they are fixed
by lillilic authority. Not oly are their rates fixed by pnbli, auL-
thority, hut their wages are fixed by public authority to'a very gi'eIt.
extent.

We have here oil the one side the income of the railroads deler-
minled h)y their rates fixed by the Interstate Comilnierce Coiinission,
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1111d (ll the other side tile expenis of the railroads fixedt l byv tihe R'Iil-
wialy Labor Boai'd, fixed by boards, rather, under tile Railway Labor
Act. It is I )u)lic utility essenlil to the public interest. The
,oiitry lilts to have their services. They owe Iis (1)1igatiion to tlhe
public: Th'jey owe tile obligation to give service in a tinle like this
when nii ionial hefellse is being lnarti(,ihlrly eill)lilsized. So thlat,
without tile ability to ('onitrol their expense, Ind without. lhe ability
i0 (.0tolI leir revenueis, ihey were ]l(ot il i lie position during this
lase period to ilm)rove tleir condition, and ill that resl)e('t I think
it heconles it rat her unique il(hlistry.

One li hg I woilohl like to inetl 2ll 1 ll(] I li;I is tl1hat during lthis
Ivery lerio(d whieui they were having tlirse p)ol1 earnin,!s ilie rail-
I'I(Jils made silstalntiail exlpein(iitulr(s for additions 1nd beiternients.
TIeV 1111d to dho it. Here w',s tlie ye.r 1936;. lie railroadssp() t ), $298.-
O}0,(;)0) for (litions lln(1 betternients to their prop.lrtry. Thait does
not nein( rinir, r'(l21irs iiow. Ordin(1 ry, pa ein. irs 1re charged to

olperatilng exl)liens. Tht nieiiiis a(1tiiois to Cal)itil.
In the year 1937 they spenilt 5)9,00(ll)l!. Ill 1939. lhiit p)or Vear

I spoke about when tlhe deficit was $123,000.000. they speni $22 00,-
000 for additionsli n d beterniiets.

Snat io' BYRD. Mr. Fletchr, ill ftht poo ,elii' w lihioily railroads
in fi le Uiited Stites 1lnd it net incoie?
Mr. FLwnETiIi. I hiiive that figure here. SeiitOl', li it happens.
Seiiator BYil). That is 1938.

Mi'. FarI'rcuI.it. Thnt is 1938. Judginig just fl'oill y melnory-I
hiapl)pii to have it hlere-57.5 "7 percent of the cliss1 I railroads had a
deficit that yeii, 111( of ('oll'se, the difference betweeli lint :11i(1 100
)er''eret is 42.43 pi'cent -']h were able to show, sone nlet income ill
that yea'.

Senator Byilm. How mny class I railroads are there?
Mi'. FMIl'riI. ''le'e are i1)boint 130. somebodyy ('ould give ie thlit

figure. I lai'e say. aiong ily colleagues here. I (1o not ilapl)en to
have it myself.

Why were these adlditions n1(1 bettermients nece.s1irv They were
necesslry. of (couiirse, in order to go oil lind serve ilile public alnd
give tile service that tile public interest (emlan(is lint(1 get ready for
(,nilei'geilicies that miay ('0111i along. As I(, result of those large ex-
1ien(1ilres. ail pail'tluiurly by reason of tle fict thlit in the 1920!s,
when tliiere was it ('onlipii'tiive lrosperusl tiie, tile riailroa(ls spelit
$8,(t)0,Ouit),(i00 in iniprovilng thiri property, but for that thev would
not lie ill)ha to ('ii'i'y the lol thev are (''arryimlg iOW. rieA, would
niot he able 1o (ari'iy tlie ](d but for the fat tllat those additions
lilt(] botelhiielits ha( bell 11 e iiot only in this blise period but pre-
viously o suiih 2 large extent t lit they were in il position to inr il'1se,
thet irtrh, tlhiit they iaudle without. in1(hi (liflicully.

801i11or B.i, ("y. (lil yo tell me 1,11Inowhat hll beel the average divi-
(1,1(d pid to riiilroad slt('clilolers?

Mlr. FLuciri. Seiatou, that is ia minus figure.
Selintor ]tBILiY. What'?
M'. F1,E'IcIEIr. That, is i minus figi'e, if you take all tlhe railroads
nato co il siT er t io(.
Senmilor B~liuxl. Tiake Clio. chiss I ralrhoaids.

265



REVENUE ACT OF 1041

Mr. FLCrHER. I mean the class I railroads. Some railroads have
paid divideids pretty steadily. The Pemsylvania Railroad main-
tained its record of paying a slight dividend.

Senator BAILEY. But most of the railroads have not beeti paying
(tividenlds?

Mr1-. FILETCIEI. Oil, the "dividends" is a kind of lost term. We
do not, use it atiy more. Nobody thinks about it any more in the
railroad business:

Senator BAILEY. 1-ow Mlany roads are in default on their boids?
Mr. FL mtcmrIit. About one-third of tie railroad mileage in tile

United States.
Senator l\BAILEY. How 11iany are ill tle hilan(ds of a receiver?
Mr. FLimtE. Just about tlhat figure.
Senator BAILEY. How mnany?
Mr. Fim'ciFm,. About one-third. If you are in default that al-

imiost, automat icall, pits you in the hands of tile court. The sheriff
takes charge of yo;u if you are in default, unless you can borrow tile
miotiey solnewhere.

Senator BAILEY. What )portion of the railroads' revenue goes to
railroad wages

Alr'. FLETCIIE. Aboutt 47 percent.
Senator I.\irmry. Practically all the other goes for sull)lies and

material ?
Mr. Fi'rcwnm. That figure rans much higher if you add those

together. I think I have those figures here, Seinalor. My recollec-
iolt is that figure is about 23 1,reimtn, but I wol( have to verify

that by check.
Senator BAILEY. Tie other is for taxes, is it.?
Mr. FLETCERm . 'Tie rest of tihe revenue, a good deal of it-some

of it goes to interest, some of it goes to taxes, a very considerable
anmnit of it goes to taxes, about 9 percent of tle whole tmiount
goes to taxes.

Senator Byim. At. that point. what percent goes to State and local
taxes tnd what l)ercent goes to Federal taxes?

Mr. Fixrcmm. A much greater percentage goes toState and local
taxes that to Federal taxes, Senator. There is no (loubt about that.

Senator B.um&tY. They all have to paly taxes on the )hysical Prol)-
erty. The Federal Goverment (loes not levy stich a tax.

Mr. FL-'ruIEm. That is right. Ill New Jersey they pay an enor-
moits at1outt1t of taxes ol physical h)roperty.

Senator B.mmir '. There Ias been some recent. )ublicity about
that in the papers.

Mr. FiEtcHER. Q 1ite a )it. The leaders of the party to which you
and I belong, Senator, do not seem to get along so well on t'hat
proposition.

Now, I must hurry through this statement here. I wanted to
laiy emphasis, however, upon the necessity, even in bad years. of
spending colsidteral)Ie amounts for additions and betterments to
tie property.

Now, what are these earnings that are made now being used for?
That is ow tlihing I want. to be just as clear and as eml)hatic about
as possil)le. Undoubtedly the railroads in 1941 are making more
momiey than they have made for some time, making more money
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than perhaps they imade since 1929 or 1930, I would saty. What are
they using that money for? In the first, place, as I have already
intinated-in reply to questions from the( connittee, a goodly part
of that sum is being expended in improving their l)lant, particularly
the acquisition of new Cars mid the repair of l)resnt cars, although
that (toes not tell the whole story. 'Ihey lire also spending con-
siderable, amounts in building longer si(etiracks to handle the traffic
they have now, find illiproving their yard conditions, and things of
that kind. I want to say this, if I may say so without impropriety,
that tile railroads hav'e iot called 1i)011 the Governent to bear any
part of that expense.

Senator Herring, I believe, asked iiie about tile effect of the defense
I)rogi'aIII oit iiCs(1 (''li rig. III many cases plants have called
upon tlie (ovci-Iimit (o beair pa rt of it;e, defense load. to (do the
defense work. They ha 'e ari'auged for the Go'einiment l)rol)erly
eiiough I think, to 61le the risk. Thly have said, "You hiae ascd,(
us lo' to expand our plant here for ihe m f1 afaict I re of 1111111itions
of war. We (1o not tiiiiik we are going to I(ed that llant after the
eviiergeuicy is over. That is a burd 'n you olught hot to ask us to bear";
and th( Golvernaient will have to colne in and furnish the noney to
exl)and lie 1)la11. I think tlhit is fair enourl. But the railroads lhave
not tlW(l t hat. 'l'hey have, tt t li' owAI i'is alid t Iei o (MIi eXPense,
undertakeli to expand lheir facilities, 1d )art i.ulcarl their 11ul)l)l of
.'(Jtlif)plieut to taike care of' this additional defeji.e load, wvith out tmak-
Ing any arrangeiinls with the G(io('erniueuit to pay for that increased
(lefense, effort.

Senator Byil). Iow much have tle railroads borrowed from the
R. F. C.?

Mr. Fi..rclrit. Altogether, Si1at or, they borrowed $810.000,000
and they paid back $345,000.000, and'now tlhe owe the R. F. C.
$465,000,000. I 1111i disregilding the thousands.

Senator Bynm. Have they borrowed from any other GoveiInent
agency?

Mr. 1, ixTcwmi. WVell, the P. W. A. folks had at one time, you know,
gotten into tit, l)icture and loaned the railroads $200,000,00. They
paid $189,000,000 of that back, and they still owe the P. W. A.
$11,835,000.

Seiiator BAiIXLEY. What was that for? Elimination of (lanoprous
crossings, building un(lerplasses, and things of that. kind ?

Mr. FLErCHR. You mean tie P. W. A. now, Senator Barkley?
Senator ]AIKLEY. Yes, the P. W. A.
Mr. FLmrcIIER. That nioney was largely for the purchase of equip-

ment, as I recall. I have not looked it'up lately, but I think that
is what it was.

Senator WAL9SH. What interest are they paying the R. F. C.?
Mr. FLutrcm:hl. That differs with different companies.
Senator WAT.8s1. What is the average?
Mr. Fix'cmEiI My idea of the present rates-I hope I will not be

accused of insincerity if I guess wrong-it is in tile neighborhood
of 5 percent.

Senator WAAs. Average?
Mr. FL TCHER. Average.
Senator BYn. Some of it is as low as 3 percent, is it not?
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iIr. FitT'LE'rcI. I believe their have been (quipm)en loans at 3 per-
(:etI . Tit is le lost desirable hln fron tile investor's point of
view illtl the railroad ls-tle equiplnt loan. Their 1ans oil
c('ini 't tire paid back currently by amortization.

Senator BYi1). When you said *5 percent you lere Speaking of the
mtoy the railroals owe the R. F. C.?

Mr. Fi.xrcliI. Yes.
Setator BYIII). The average would b 5 percent ?
Mr. Fi'xrcnm. That would Ibe my guess. It might be higher. I

11111 sUre it is not lower.
Senator BH'n). MY imlpression is it is lower.
Mr. FLETCHEI. I would not be so such about that. May I ask my

colleagues here about that figure? Either Mr. Thomas or Mr. Et-
tinger wotunl l)e able to answer that.

Mr. 'rimmms. It, is between 4 and 5 percent, but Ihat is dependent
1i)r11 (,erlina conditions that are specifi',d in the R. F. C. Ia.m.

Mr. nivIxOEII. The original loan st arted at 6 percent. It ran that
way 2 r :3 years, and then, under certain conditions they nmale a
reduction slow as 4 percent.

Mr. FuMi'cmit. I am going to stick to 5 percent. The R. F. C. is
administered by a very careful m11, you know. lie applies banking
principles to his tralnsactions.

Senator BAILEY. Are the rail'oads able to borrow money now
privately?

All'. FLEnIIER. St, nator, it iS 1l1111ost impossible to speak of railroad
credit its a 1)11ss. Some railroads can borrow mioniey without a bit
of trouble, and others could not l)o'row al nickel. It del)ends alto-
gether on the credit of that l)articular railroad. Generally speakifi'g,
almost any railroad can borrow money for equipment, because those
ob)ligat ions are sol 01 a .special kind of security. They have very
good s'ct'ivy, 1nd lie *tiI ials are rquir(, loiii I inu' to lime, olut
of' earnings. to pay installnuents on 1 lhe purchase price, which readily
amotixes the debt.

The C1I.JmIkMN. Julge, I tio not want to cut you off at all.
Mr. FLETcHER. I know, Sonator.
The CHAIRMAN. We have several other witnesses here t)day.
Mr. FxE1'cI~r:nI. I tll soIy. I will tiy to hiur'ry though. I was

going to say if this 10 percent coul be saved much of the money
woulhl be paid back to the Government. These railroads are anxious
to discharge this debt to the R. F. C. It is not a pleasant thing to
owe the Govcrmnent.

Senator Bma.m,-. It woutl not go to the Treasury, though, would
it? It would go to tile increased income oil the part of the Gov-
enument agency?

Mr. FLE'('Iwu. It could be nmade available for loans o. any use Iliei. F. C. Wttt'(le to mlake of it, Senator. I wvant to say in that con-

ned ebit, I know,' of I W inmlrtant railroads tlht have recently
been able to disclarge their obligations to the R. F. C. by borrowing
front private Sources.

Seniatolt' VANDENNIEuc. It would also save the Treasury somethig
if Oi Itever paid1 back your loan.

M'. FLl'('nm. I sholidd think so. I think tho R. F. C. is going
to colet l)etractically till the money. They made ii lot of money In
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profit oil tile railroad loans. In other words, they loaned tile thil-
roads money and took their notes, bonds, and the like, tld sold them
at a premium now and then. It is a self-liquidating proposition with
the R. F. C. The exl)enses (o not come out of the T'reasury, they
come out of the profits.

Senator BAILEY. They made a )roflt of $200,000,000.
Mr. FLETCE.II Yes; that is right. I want to say on this par-

ticular point, however, that the railroads do pay a ve'y (onsideral)le
amount of taxes. Their tax bills amount to over a million dollars-1 (F ''y t h .i s tt'm n,, h e-r eI th : t h w h .lt th! j'i!' t:,1 ::v w ''.'

for 10 years, and they were in excess of their net income.
Senator Bnly). This, is true, is it not, Mr. IFletcher, that if the rail-

'roads were not ab1)le to pay taxes it would disorganize the htx system
of lratically every State in the Union, and in every coluity 111(1d in
every city?

Mr. F1,rtciw.T. If the railroads stopped paying taxes, it would dis-
organize the tax system and you would have to close the schools
in at great many parts of the coinit m'.

Senator BYvnD. Nothing could be more serious to the ttlx system
of the States. I believe we Who have studied that know that if
sonnet liing lialpened to the railroads that, they could not l)ay taxmm-
there is nothing that. could be more serious to the tax systems of the
States and local communities.

Mr. FI'Ic.:'rJ1E. We have lots of ifignres om that. We contribute so
much to the scluiois, especially t lie" m'uial Schools, that it would le
disastrous if the railroads ceased to I1' tXl)avers. It is true its you
suggested I thinIk, Seiiator Barkley t hat the greater part of tle taxes
goes to the States, being based on the physical l)rol)erties of the rail-
roads.

W'ell, that is or' story, Mr. Chairman, oil the subject of the 10
percent tax.

Senator VANDENIERI. II. Fletcher, let tie ask you one question at.
that l)oint. Let us admit, for the sale of the argument, that it, would
be unfair to the rail'oa(s to penalize them by tin extra 10 pIercent
when they chose the invested capital method. "Let us admit that for
the sake (if tie argument.

Mi'. FLETCuIIl. Yes.
Senator VAN DENIIEIO. Then let us admit that there are some of our

(orporations which obviously do not carry their equitable share of
the taxes when they choose the invest(( capital method. Could you
suggest any formula iny which you could reach one and exeml)t tie
ot.lerl('?

Mr. F, xricmEu. I could not, Sewitor. If I did have such a formula
I would hesitate, if you will l)ardon me, to suggest it. It would be
a little lore than the average witness can alssule to say, "I want to
be exeml)te( from taxes, but lere is a fellow over here t hat. you ought.
to put them oil to." I do not think that would be quite right foi' me
to (o.

Sellatol' VANINIEIG. Well, we have the two sets of facts. Tim 10
percent tax clearly is unfair in one instance, and it is clearly justified
il another. I alm wondering if there is a middle groun(l.

Mr. FLETCEII. I lhad iot kIOwn, Senator, until you just stated it,
that tit 10 percent would be clear 'ly justitied in soe Cases. I (o not
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question your statement, but I do not have the information. I (1o
not know how to answer that question.

Senator VANmENBEIRO. I am 1ot sure that there is an answer.
Mr. FLE-1rCHER. I anm not sure, either.
Senator, I have some other points that I would like to make about

amIelldnients to the revenue act as it stands now. Would it be per-
Inissible if I address a letter to the committee and iumake those stig-
gestions in writing amd have then incorlorated in my testimony so
that the committee might see it ?
Th C A .MAN. YP,.
Mr. FEtUIEmlmi. I appreciate the fact that I have used all the time

t lut.your indulgence Would permit.
The ('uIl11iMAN. Yes; that would be all right. Furnish it to the

clerk of the committee and it, will be incorl)orated in the record.
Mr. FiL1lrcimin1. I hav ye a few suggest ions that. are important, look-

inii toward the amendment of the revenue code as it stands now.
In concluding what I have to say with respect tjo the injustice of

the special 10 percentt excess-profits tax its applied to railroads, I
offer the observation that if this tax is retained at all in the act,
corporations with poor earnii)gs in the base period and with large
capital investments shouhil, in any event, be relieved from paying
the 10 percent tax, if their taxable income is less than some fair per-
centage oil tle invested capital. It would be difficult to justify im-
posing this special tax if the return was no more than 6 percent upon
the invested capital. In the Transportation Act of 1920, railroads
were permitted to earn uider the plan set up in the act at least 531
percent upon the value of property. The invested capital base car-
ried in the act is less than the value of tile )roperty.

I suggest, therefore, that even if this 10 percent tax is retained in
any form, there should be a further provision that it should not
al)ply so as to tax earnings which are below the figure of 6 percent
11l)o01 the invested capital. Perhaps this might be accomplished by
adding after the figure "713" in the nineteenth line on page 16
of the bill as it catne from the House the words "or with the use
of it credit of 6 percent of invested capital determined under section
715, whichever is the larger, exceeds, and so forth.

Earlier in my testimony I made reference, briefly and incidentally,
to somlte objections to the provisions in the House bill which do not
permit deduction of the income tax from the excess profits net in-
come subject to excess profits tax. The present law permits the (le-
duction of income tax before excess profits tax is calculated. The
House bill reverses this process and (oes not permit the deduction
of income tax from excess profits income, but. permits the deduc-
tion of excess-lirofits tax from the normal income-tax base. We
think this is an illogical conclusion. Excess profits should not be
assessed until after the income tax has been laid. As the House
committee report points out, the effect of a provision which does not
allow the deduction of income tax from the excess-profits income, in
effect, re(luces the rate of credit from 7 percent to 4.9 percent.
Some of the difficulty would be avoided if the Senate committee
would retain the provision of the present law, permitting the deduc-
tion of income tax before the excess-profits tax is calculated.

I desire to say a word on behalf of two railroads, to wit: the
Baltimore & Ohio and the Lehigh Valley, that have taken advantage
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of the Chandler Act, which permits certain railroads, with tile con-
.sent of the Interstate Commerce Commission and the court, to defer
l)ayment of certain interest, provided an overwhelming majority of
the security owners consent. Under this Chandler Act, these rail-
roads have escaped bankruptcy, not by repudiating or reducing their
obli ations, but by deferring them. Under the terms of the decree
of the court approving the agreed arrangements, currently and
annually a considerable amount of net income must be set aside for
payments to sinking funds, capital funds, and deferred interest pay-
monts, with th, result that in the ycar 1911 and in subsequent years
there will be very little net. income which these railroads can devote
to any l)urposes excepttaking care of these sinking funds, capital
fund, and conthgent interest charges. Special consideration should
be given to the situation of railroads in this class.

Another situation is worth mentioning and this situation involves
not a change in the law nowt under consideration but some amend-
ment to the act of March 7, 1941, making certain amendments to the
provisions of the law dealing with excess profits. The suggestion
I am about to make applies particularly to railroads in New England
that suffered a great loss of revenue by reason of unusual storms and
floods in the year 1938. The railroads were washed out, traffic had
to be routed through circuitous and expensive routes, railroad bridges
liad to be rebuilt andi a great (leal of eXpelnSe inlcurre(l, in an extraor-
dinary measure affecting revenues, in the base period. As a result
of these expenses, the base period earnings were greatly reduced and
if the special 10 percent excess profits feature is to be retained, it
would work with peculiar hardslup upon these lines.

The 1941 amendments to the Excess Profits Tax Act provided in
section 722 that a taxpayer within 6 months following the filing of
its return may ap)ly to the Commissioner for relief by way of a re-
adjustment, of its average base period net income in the following
circumnitances:

Mo. 722. Adjustment of abnormal base period net Income.
(a) General rule.-In the case of a taxpayer whose first taxable year under

this subchapter begins In 1940, If the taxpayer is established-
(1) That the character of the business engaged in by the taxpayer as of

January 1, 1940, is different from 'tie character of the business engaged in
during one or more of the taxable years In its base period (as defined in see.
713 (b) (1)); or

(2) That in one or more of the taxable years In ouch base period normal
production, output, or operation was Interrupted or diminisheld because of the
occurrence of events abnormal in the case of such taxpayer; and

(3) The amount that would have been its average base period net income-
(A) If the character of the business its of Januarv 1, 19-10, had been the

same during each of the taxable years of such base p{,rlod ; and
(13) If none of the abnormal events referred to In paragraph (2) hat!

occurred; and
(0) If In each of such taxable years none of the items of gross income had

been abnormally large, and none of the Items of "deductions had been abnor-
mally small ; and

The amendment further provided-
(b) RuIlcs or application of subsection (a).-For the purposes of subsection

(a)-
(1) igh prices of materials, labor, capital, or any other agent of production,

low selling price of the product of the taxpayer, or low physical volume of sales
owing to low demand for such product or for the output of the taxpayer, shall
not be considered as abnormal.
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(2) The character of the business engaged in by the taxpayer as of January 1,
1940, shall be considered different from the character of the business engaged
it (Wring one or more of the taxable years in Its base period only If-

(A) There Is a difference in the products or services furnished; or
(1B) There is a difference in the capacity for production or operation; or
(0) There is a difference In the ratio of nonborrowed capital to total capital;

or
(D) The taxpayer was in existence durhg only part of Its base period; or
(E) re taxpayer acquired, before Janury 1, 1940, all or part of the assets

of a competitor, with tie result that, the competition of such competitor was
eliminated or diminished.

The foregoing appears to make no provision for any adjustment
on account of rehabilitation of property damaged or destroyed by
casualty, unless it can be shown under paragraph (a) (2), that "normal
production, output, or operation wai interrupted or diminished be-
caus of the occurrence of events abnormal in the case of such tax-
p~ayer." The diffhculty with this laiguagre read inl connectioll with
that quotedl above, from section 722 (b) is that the emphasis is onl
(listurb 3alce(, of p~roduction andl not onl increase in expenUses. This
m~iglit not meet the situation of a railroad whose maintenance expenses
had been substantially increased by at casualty lblt, had beenl able
through rerouting or otherwise to 'handle its traffic. This difficulty
might be met if after the words "production, outI)ut or operation was
interrupted or diminishedd" were inserted the words "or expenses
increased."

In section 23 of the Internal Revenue Code among the deductions
allowed from gross income is the following:

(f) Lossc, by crporatimis.-ln thl (Ise of :1 Col-pli'ilt'on, losses sustained
during the taxable year and not comilenriated for by tlsilriinee or otherwise..

In section 711 it is provided that in determining the income for the
base period:

(1-1) Casualty, demolition., mid sindit, Ios,c,.-)eluctiolns under sect ion 23
(f) for losses arising from fires, storm, shipwreck, or olher casualty, or front
theft, or arising from the demolition, abandomnent, or loss of useful'value of
properly, not compensated for by insurance or otherwise, slmll not be allowed;

This provision, however, does not militate against the sugestion
that deductions should be allowed for losses occasioned by abnormal
events. We are not dealing with allowances on account of property
damaged or destroyed, but with abnormal charges to maintenance
account as to which there would (rdinarily be no occasion for any
special allowance. There should, liowever,'be a clear provision that
in determining the net income in lie base period special allowance
should be made for the effect of abomrmal events on expenses as well
as on income.

One other matter contained in the present, Revenue Code deserves
attention. I refer to the familiar fact that taxpayers are often called
upon to execute agreements to extend the statute of limitations beyond
the period name in the statute, if the statutory period does not
permit. the adjustment of controveted questions within tile. 3 years
provided.

The statute of limitations with respect to lhe assessment. of deft-
ciencies is now the same as in the ,.ase of refunds; to wit, 3 years.
However, it is frequently necessary for taxpayers to agree to waive
the limitation provisions with resl),ct to deficiencies ill order that
their returns may be adequately investigated and their claims con-
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sidered. This will happen nore frequently when excess lrofits-tax
returns, involving many moot questions, vhiation problems, and so
forth, are Inlder review.

Such waivers or extensions of statutory period should be nmtual
as frequently (especially when several years are involved and inter-
related problems have 'arisen) it. is impossible to know in advance
whether the result for any particular- year will be a r'efid or a
deficiency. Often the net, result for several years will be a deficiency,
though the final determination for one of those years will indicate
a refund due.

Unless a taxl)ayer is properly advised by Treasury rel)resentatives
or others, the statute may bar' a refund 'which may not have been
anticipated when aii extension of time was agreed to with respect
Io deficiencies.

despitee the foregoing, the Treasury cannot make a two-wa, agree.
ment. This situation often leads to either a summary deterininiation
not, properly considered, the filing of many wholly unfounded but
"right l)rotecting" claims for re fund or to unjustifiable losses by
taxpayers, few of whom can be well informed of the intricacies of
the finer points of tax procedure.

It is therefore recommended that the Code be amended to provide
that upon the execution of any valid extension of the statute of lim-
itations with resl)ect to deficiencies, the period for the tiniely filing of
refund claims be similarly extended automatically.

There is another subject that I would like to discuss briefly which
does not arise out of any provision of the proposed bill, but ratlier out
of the provisions of the l)renselt law. This is the adjustment for in-
admissible assets that nmist be made in determining the amount of
invested capital. Section 720 of the Internal Revenue Code, as
amended, gives the following definition of the term "inadmissible
assets":

(A) Stock In corPorations except stock In a foreign personal holding company,
and except stock which is not a capital asset; and

(B) Fxcept as provided ii subsection (d), obligations described in section
22 (b) (4) any part of the interest from which Is excludible from gross Income
or allowable as a credit against net income.

The term "admissible assets" means all assets other than inad-
missible assets.

Under the further provision of section 720, the average invested
capital for any taxable year must be reduced by an amount which is
the same percentage of the average invested cal)ital as the )ercentage
which the total of tile inadmissible assets is of the total of admissible
and inadmissible assets. This rule is, however, subject to the further
provision of section 720, paragraph (d), which lays down the rule
that if the excess profits credit for any taxable year is computed under
section 714 (invested capital basis) the taxpayer may in its return for
such year elect to increase its normal-tax net income for such taxable
year by an amount equal to tile amount of the interest on all obliga-
tions held during the taxable year which are described in section 22
(b) (4) any part of the interest from which is excludible from gross
income or allowable as a credit against net income. In other words,
the taxpayer may elect, at its option, to include in normal-tax net
income the amount of flme interest received on Government obliga-
tions, State or Federal, and if it does so, the investment in such obli-
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gations may be treated ats t111 admissible asset and included in the in-
vested capital credit. No such election is permitted, however, with
respect, to socks in other corporations (except stock in a foreign per-
soiail lolding company) and the investment ili stich stocks must be
treated under tile prvseit provisions of the law as inadmissible assets
ill a1Ny event.

Thi failure to allow any opltion with respect to stocks a1d tie
dividends received therefroim works a particular hardship and ill-
justice oil many , railroads which, pursulalt to the consolidation pro-
visions of the 'Transportation Act of 1920. made substantial invest-
ments (less than 95 percent) ill stocks of other carriers for the pur-
pose of ultimately acquiring control thereof under orders issued by
tile Interstate (oin lierce Commission. While these acquisitions were
ill i ses't- voluntary, Collgiess had laid down the policy that the
consolidation of all the railroad properties of the Unied States
into it limited iumbeier of systems was ill the public interest. Under
tho act,. the Commission was instructed to issue, til order, alprov-
ing and authorizing the acquisition of control ly one Carrier ill
another, only if. after hearing, it found that such acquisition was
just aild reasonial) ,11 and woild be ill harmony with, and ill further-
ance of. the plan for the consolidation of railway properties pre-
viously mentioned and wou ld promote the public interest. Accord-
ingly, after passage of the Transportation Act of 1920, wherever a
ralhoad acquired a stock interest in another carrier as 1t step toward
contrlI of such carrier, it did so only pir'suanit to a finding of the
Interstate Commerce Commission that such acquisition was in the
i)ublic interest and in accordance with tile aforesaid plan of con-
solidation.

I practically 1111 ilistallces of this sort the railroad that acquired
stocks of another carrier has haid little, if any, return in the way
of dividends from the stocks lrchased. Indeed, the stocks were
not l)urchased its ti1l investlet, but rather to carry Out tile policy
of consolidations tlat had bee n adol)ted by Congress.

Therefore. in 1ll fairness, the preselit law should be amended
to give the taxl)ayer til1 option with respect to stocks and dividends
thereon ill the same manner as the option is given with respect to
Government securities mider section 720 (d).

For i log time the railroads have been burdened, we think till-
fairly, by the inability to include ill consolidated returns lessor rail-
road eoli)oratioiis beloiing to all affiliated group where the stock
ownership is less thia 95 percent. The property of these lessor
companies is operated ly railroad lessees, with all'oh)ligatioll ill tile
lease contract nllder whieh tile income tix of tile lessor is paid by
the lessee.

The statute iii its present form recognizes tile propriety, in view
of the peculiar situation of tile railroi(ls, of dealing with railroad
.ystenls a1s ecoiioiliic Iluits, were substantially fill tile stock of tile
constituenit coriml)antes is ownedl within tile lfliliated group. The
prol)osed amendment wo)ild extent lhe privilege of consolidated
returns to situations iii which it would al)l)ear that such privilege
is eminently warrante(d.

Many of 'our railroad systems inehl(le roads tlat were leased by
the protprietary eoml)anies'for long terms of yemlr's. ile leased line
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is operated as part of the railroad system, just as ally operating
division, whether owned or leasel, adll( is usually part of a througtl
route. 'Iihe moneys out of which the rental i.4 paid to the lessor
colie from the oIperation of the integrated economic unit which
constitutes tIlhe parent of lessee carrier. These leases, for the most
part, were conl ided it generation or more ago, durhig times when
come taxes, at least o1 the current scale, undoubtedly were not

ill contell)ltioln. These leaves usually provide for rental measurel
by interest oil bonded indebtedness f the lessor and dividends on
its Capital stock. Some of these leases also provide that the lessee
shall pay taxes imposed not only on the leased premises but also on
the rentals.

hii such cases the lessee is under obligation not only to pay the
sti)ulated rental but, as well, any income tax ilposed'l tile lessor
based oni the rental income. It thus transl)ires that although the
income tax is measured by tile income of tile lessor, it is not )ayable
by such lessor or its security holders but by tile lessee by virtue of
its tax-assumption covenant. The rate or amount of income tax is
a matter of complete indifference to tihe lessor. Ill truth and sub-
stance, the tax is ilmposed oil the lessee. Under the law in its plr'selt
fori, it h11s transpired that operating railroad comlpallies which have
earned no liet ilcoie ll(] have suffered deficits have nevertheless been
required to pay income taxes computed on It ie rentals Whichl they
paid to their lessors; indeed, they have been required to pay pyia1;-
raided income taxes on the amoulllt of income taxes of the lessors.
Ill these circumstances, it would appear abundantly proper that
there Should be the privilege of a consolidated return so that there
may be no inequity of assessment and so that, being an income tax
payable by the lessee, it nay be measllred by the consolidated met.
income, if there be any, of both lessor and lessee.

We think tile point we are urging would be accomplished by adding
a paragraph to the )resent law ili the appropriate place whih would
provide:

Any corporation (less than 95 per centum of the stock of which is owned
by one or more of the other corporations in the affiliated group) may, at the
optlonu of the lessee hereinafter referred to, also be included In the affiliated
group If it is a common carrier by railroad and its railroad properties are
leased to the common parent corporation or another member of the affiliated
group under a lease whereby the Income taxes of the lessor are all obligation
of the lessee: Provided however, That any corporation so included In the affili-
ated group shall not be liable for any tax i excess of the liability that would
exist oi its part if It had filed a separate return.

I thank tie committee most :incerely for its patient attention.
Tile CHAIRMAN. There are two ot her witnesses here on the same

question. Mr. Stowell, if it is agreeable, we will call you first.

STATEMENT OF L. C. STOWELL. NEW YORK, N. Y., REPRESENTING
OFFICE EQUIPMENT MANUFACTURERS INSTITUTE

M1'. STOWEL,. Mrh'. Chailalualll and illnler's of the conlnittee, lly
name is L. C. Stowell. I ai ]lere oi behalf of the makers of busi-
ness lilt(] store machines, al plarticularly , the thousands of lur-
chasers of this equielnt who must. bear the 10 percent excise tax
on business and store machines proposed ill the bill now before you.
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Let me say at the outset that the Treasury )elpartinent did not
recommend it tax on these machines, nor (lid any representative of
the users and makers of these machines have an opl)ortunity to apl-
pear before the House committee with respect to such a tax. This
proposed excise tax of 10 percent on business and store machines
was added to the bill after the close of the public hearings before
tile House Ways and Means Comm ittee. For your convenience, there
is inserted inl tie record, as a part of this statement, a list of articles
oil which excise taxes were recoinine(led by the Treasury Depart-
Ille|t.

Beginning on page 65 of the bill and continuing on page 66, there
will be found a list of 54 types of business and store machines upon
which the tax is to be imposed. Various typ)es of these machines are
used in all kinds of businesses. They are used by Government, the
lawyer, the manufacturer, those engaged on defensee contracts for
the Government, in your own offices, by the merchant, and even by
the bootblack. You will fil some of tl ieni in small hardware stores,
groceries, bakeries, restaurants, barber sholl, small manufacturing
l)halits, and every retail establishment in the' States von represent,
as Well as in each school, college, and hospital located! within your
State. In fact, as you know, there is hardly a single small enterprise
in the country that does not use one or more of these machines. All
of these users and others in the same category are potential pur-
chasers.

These business and store machines are the "machinery of manage.
ment," just as machine tools are the machinery of l)ro(uctioi. The
machinery of management must be obtained and used before tle
machinery of production can be obtained and put into use, as well
as all during the time the machinery of production is operating. For
example, one of the world's largest l)lants for the manufacture of
aerol)lane motors, tie Wright Aeronautical Corporation, rose like a
niushroom. Before a sl)ade full of earth was turned, however, man-
agement set up temporary quarters anli installed temporary office
equipment to provide vital control. There, as huge orders were
placed for production machinery, some of the largest orders ever
written for office equipment were placed at the same time. This is
proof, indeed, that however fine its production machinery might be,
this great plant could not ol)erate or even prepare to operate without
equally modern machinery of management.

These machines, the machinery of management, are the tools of
business, small and large, standing equally in that regard with all
other types of tools. They bear the same relationship to business
that machine tools do to factories, that farm machinery does to the
farmer, or the hammer and saw to the carpenter, or the plumber's

lois to tihe plumber. There is no more reason for taxing these
machines than there is for placing a tax on the tools of labor.

THE TAX AND TIE N,'IIONAL DEFENSE PROGRAM

William L. Batt, of the Office of Production Management, as re-
ported in the press recently, said:

Miniy folks might scoff at the idea that the typewriter was a engine of
war. but I sulmilt that in the language of total war the typewriter, according
to Its proper meaningg! is indeed Iit a sense an engine of war, fur what sort
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of a defense program could we conduct without (ypewrlters.; All of the paper
work ti defense Industries Wolhl iive to be laboriously (toile by hand. We
would ieed several times the anmount of paper and emloyees for clerical work.
That would iean diverslon of labor from other fields mid a huge extension of the
paper industry with all its implications ill tennis of economic dislocation.

He argued that typewriter production must increase because, ob-
viously, with ai increase of 25 or :30 lwrcelt in our national income
we are going to need more typewriters for industry to function effi-
ciently. The same applies to the entire list of business and store

A Irip through ally (if the llumerous Govermnent del)arthnents in
Washington or elsewhere, or any busilless estalblishllent, will give an
adequate l)icture of the iml)ortalce of office machines today. It. is
not too broad a statement to say that tile United States Government
could not. be run witho. mo(derin office machines. It will be obvious
to anyone making a study of the situation that office machines should
not be selected as a separateh and distinct group to be the subject of
taxation when the tools of production, agriculture, and defense are
not taxed. Tie release of manpower arsing from the use of office
machines alone makes the contribution of office equil)ment to the
national-(lefense program unique. This saving should be encolr'aged
in every possible wily and not discouraged by adding a substantial
tax to its cost.

A representative of this indtistry has recently been called to
Washington by the Priorities Division of the Office of Production
Alanagement. to discuss the application of the A-10 preference rating
plan to all those companies which need it. The officials of the Priori-
ties Division of the Office of Production Maniagement have become
convinced that (lnamic office equipment needs the assistance of a
preference rating . These officials define as "(lynamic office equip-
nment" the exact machines which are listed in the tax bill.

The Priorities D)ivision of the Quartermaster Department of the
United States Army lias recently requested that "business machines-
all tYpes" b,, l)laced on the critical list of items ncee(l ill the national-
(lefeise )rogra m.

These actions omi the part of the Office of Production Management
and the Quartermaster Department. of the Uffmited States Army
indicate clearly the vital importance of these products to all Govern-
ment activities, business activities, and the national defense.

11Te believe this proposed tax is uneconomic. A 10 1)ercent, tax
will fall with particular weight on the small retailer, businessman,
and individual employer, because he must have modern business and
store equil)meit., and the cost of it looms larger ili proportion than
in tile larger business establishments. Numerically the small business
men would be by far the largest, payers of the tax.

Business machines are tools in'the use of which over 2,000,000
l)eople earn their living. No other tools with which peol)le earn a
living are being taxed.

We also believe there is a misunderstanding as to the amount of
taxes to be collected.

Public announcements have given the estimated tax collections on
business and store machines of $21,000,000. Conservative estimates
of exl)erienced men in the industry with many facts to support their
judgment, estimate that the tax colections will be $7,500,000, and to

01977-41-11)
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the extent that tile national-defense program requires increasing
amounts of office equipment that total will be reduced.

Approximately 50 percent of till office machines being made today
are going directly to immediate defense agencies of the United States
Government and the direct defene industries, on which purchases
1o tax would be collected. This tiount, is growing rapidly.

A study of a cross section of the office equipment industry shows
that tai 1938 as a ba!e, the sales to the United States Government
have increased 21/, t ines already, and will be above the 300 percent
mtiark soon.
It, is estimated collser'vat ively by some of the companies in the office-

vqtilmment group that 70 percent of their total production will soon
bIo going into either one of Ihese two chaiiels-allehy, direct to the
UIiited States Goverment I or to the defense in(histrles on Govern-
ment requisition, both of which would be nontaxable. Furthermore,
where the equipment is not. putcha.ied on Government requisition,
and is lk-ed in defense work, there will be no net tax, since the
increased cost will be reflected in the cost. of the goods manufactured.Let me summarize:

1. This tax is discriminatory because these are the only tools, with
which l)eol)le earn their living, which it is proposed to tax.

2. Numerically it will fall heaviest on the many small businessmen,
who ire least able to bear it.
3. It will not produce the revenue estimated.
4. The tools of management are as important as the tools of pro-

duction to nat ional defense.
In conclusion, we feel Strongly that this is till ill-advised tax as

we have pointed out both from the standpoint of Government and
small business. It. must be remembered that this tax is not borne
by the manufacturer but by the purchaser.

May I qiote a statement made by a representative of the Treasury
Department. before tile Ways ttnd Means Committee of the House
of Representatives, as follows:

In the field of excise taxation, it is proposed that a number of new taxes
be imposed atad the rates of some existing taxes be increased. We have en-
deavored to void excises which would fall on time basic necessities of life and
excises which, while productive. would constitute tn increase in tie cost of
doing business and thuis ivould be passedd Oil to time (lovernienlt and to tile
Public iin general )rice increases. We have, however, selecte(l certain luxtury
articles which, thougli widely used, are not necessities.

The tax proposed is a direct violation of this principle.
We respectfully request your committee to eliminate this tax on

business ald store machines.

ExJIBIT A.-Rcvommendations of thai Treasury Department t with reference to
('L'.W taxe8

Tobacco:
'igarettes: Addihilonal 75 cents per 1,000.

(Cigars. tobacco, aid sinuiff: ltlo rates.
Liquor:

Distilled spirits: $1 per gallon additional.
Fermented malt liquors: $1 per barrel additional.
Wines, cordials, and liqueurs: Increase of 10% percent.

Other excise taxes:
Gasoline: I cent per gallon additional.
Soft drinks: I cent a bottle aid equivalents.
Passeger automobiles, parts, and accessories: double rates.
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('heck tax: 2 cents per cheek.
Admissions: Reduce exemptions from 20 to 9 cents.
Fires and tubes: Increaw rates from 2 ,- and 41 -. to 5 and 9 cents.
'elphione, telegraph, cable, etc.: Lower exemptions and increase raet.
Passenger transportation: 5 percent of amount paihl (35 cents exemption).
Telephone bill: 5 percent.
Furs: 10 percent of retail-sale price.
Jewelry: 10 percent of retail-sale price (1932 act exemption).
Matches: 2 cents per 1,000.
Radio sets anid paris: Increase rate front 5 /2 to 10 percent.
Toilet preparations: Revise basis.
'liunks, suitcases 111141 other luggage: 10 percent.
Phonographs and lilonograplh records: 10 percent.
Candy, chewing gumn: 5 percent.
Musical lisirumcnts: 10 percent.
Howling alleys : $15 per alley, billiard or pool table.
('luh dues, initiation fees: Lower exemPtions and redefine base.
Playing caris: Increase rate front 11 to 15 cen-.ts
Safe deposit boxes: Increase from 11 to 20 percent.
'abarets: 4 percent of total charge.

Photographic apparatus, etc. : 10 per cent.
Clocks, watches, etc.: 10 percent.
Mechanical refrigerators: Increase rate from 5 / to 10 percent.
Sporting goods: 10 percent.

Senator VANDENBERG. Mr. Stowell, what would you say to substi-
tuting a small general manufacturers' tax for all of these special
excise taxes?

Mi. STOWrELL. Senator, I am afraid I am not a tax expert, but it
seems to me if there. is going to be a sales tax or a manufacturers'
tax it should be on everything.

Svinator VANDENBEIRO. I agree with you.
Seltor WAL H. Is there a great N'ariety ill the price of these

machines ?
M'. STOWE'L,. Yes, sir: a very great variety. The typewriter sells

for $115.50 and the highest priced bookkeeping machine probably
for $2,500, and there is every range between those two.

Senator WArSIr. There wol l be a tax of $250?
Mr. STOWELL. That is correct.
Senator BAILEY. Can you tell me to what extent our Feleral Gov-

ernment and the State governments rent these business machines
rather than purchase them?
Mr. S'OWELL, Yes; there are various types of Machines that are

leased, tabulating equipment, and so forth.
Senator BAILEY. That is one machine that the Government leases.

It is not allowed to buy that.
'%fr. STOWELL, There are certain other types of machines that are

leased, the tabulating machines being the principal product of all.
Senator BAILEY. The State of North Carolina leases a great many

tabulating machines.
Mr. Suowrm. And business machines, too.
Senator BAILEY. This applies only to machines sold?
Mr. STOWELL. My personal interpretation of the act is it applies

to both.
Senator BAILEY. I notice in the title here, the introductory lan-

guage, it. says "sohl."
The CHAIRMAN. Pardon me, Senator. My understanding is that

a sale is, in the regulations, interpreted to mean lease. It covers
leases as well as sales.
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Senator M.uu.y. I was going on the language ill line 4, the word
"sold." Of course, it could be construed that you sell it on time, and
that is a lease.

Mr. STowi,. I think there is general language. either ill the back
of tie bill or the front part of it, whicl covers that, but I am not
certain.

Senator BYm). What (h0 the Treas try experts say to that ? Does it
include leased?

Mr. W'iIAY. I believe the sale there is defined to include certain
types of leases.

The C .um ntrN. The sales to the States are not taxed?
Mr. SrowEr.,. They are not taxed.
The CIIM[,ICAN. Nor the leases to the States?
Mr. STWtLIm. No; I believe that. goes to States, sulbdivisions there-

of, and munici)alities.
The CHAIRMAN. Yes; this tax law was recommended l)y tile De-

fense Committee, was it not?
Mh*. S'uovwri,. I am not sure. Mr. Leon Henderson appeared before

the Ways and Means Committee and expoun(led a theory of cutting
down ol the use of office equipment. I (to not know that ie, men-
tioned office equil)mnent, I know lie ment ioned automobiles. That was
on the theory that if you tax then tihe peoplee will buy less and therewil -be more of the raw -aterials going fnto those machines avail-

able for defense.
The CHlAIRIMAN. Yes; I think it came from Mr. Henderson. He

mude tile recoinnendations. He sul)l)lied a list subsequent which
included the store machines.

M.\. STwm.rL. Actmlly, Mr. Chairman, the oflee-equipment indils-
try uses very little material when compared to the total material of
the country. I made an estimate tile other day. I will admit it is
l)urelv an estimate, but my estimate is we use about one-twentieth of
I percent of the steel of the country, which of course is uoth ing in tlhe
main program. Labor is the big thing that goes into office equip-
itent.

Senate' BARKLEY. How many concerns are there manufacturing
office ,,qui)ment?

Mr. SrowEL,. There are 35 concerns that are members of the Office
E ipment Manufacturers Institute. It depends on how you define
office equipment, but. probably there may be 15 others. Most of the
concerns, h owev(er tile. important, ones, are in the 35 groul).

Senator Bm.uouxy. Are there one or two of the 35 who are mie'ibers
of your association that do a large amount of business,

Ar'. STOWEia,. A number of companies (1o a large business. There
is no one company that. dominates the field, if that was the iml)ort. of
Vol' quest ion.

Senator L,% FoLLmTE. Mir. Stowell. could you furnish for the record
an amllification of your contention that it will not yield the revenue
estimatedd ?

Mr. STOWEU,. I will be very glad to (1o that.
Senator I),\ ,\m. Mr. Chairman, a question.
The CHIRM.NIAN. Yes.
Senator I),\x.xirm. Did you happen to see the United States News

for August 8. 1941. in which it depicted the tools of defense?
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Mr. S'row uA,. Yes; I did.

Setor I)ANAIIE,. 1I 1939, Mr. Chairman, tile record, as reported
by the Inited States News, Shmms n total )urcha.se of $24,000,000 Iby
t e Gove,'i'ieit of ijiachines for Office equipmentt. Il 1940, $35,-
0000000; and in 1941, $100,000,000. 'Ihe GovernIIIent 's lisp is so great.
in tile article lhat appeared ill the Uinited States News issue of August
8, 1)41, the matter is so important, that I would ask that the balance
of thi article 1)e introduced in tlie record, mile.'s there is sonie
objections.

The Cl.ulM,\N. It iia be inserted.
(The at icle referred to is as follows:)

IlFroin the United States News, August 8, 10411

Tools o 1 )i'FrEs

Ircr1'0 Sin1, (kin '0''mn t Purchass' of Office Lquipiicn

(1939, $24,000,000; 1940, $35,000,000; 1941, $100,000,000)

lieund the grim front-l lie machines of modern war are lieceful-lookiug
oili i a(,hies which lindile a vast amount of paper work for the Army and
Navy. The (click and whirr of typewriters til( tabulating machines at military
headquarters are as Inlicli a prt of liia('liie-age fighting ts tit' scream of (live
onim trs and the rumble of tanks in the front lines.

li fact, William L. Butt, Delity directorr of PLroduition, of the Office of
lrou(luction Manageiaent, says tiv typewriter i total warfare has i)Veonme aill
engine of war. Without machitnes for its otice tasks, tit(, Army would get
snarled in its paper wo'k. Then lar'ge-scale organiatioii for tothl will would
he imiossible.

Mecliuiulzation of ali' work is kneeling stepi with ist' of nirlehines for latd,
air, and set lighting. As t1w pictogramii shows, (overnnlt purclases of office

aineliilry have Increased t remeldously umihr the national-defense program.
Trade tilirilIes est inate direct (overntent lircliases of office machines

this year will approxnmte $100,000,M), or one-tilird of all oflice-nu(,hlie sales.
1)irettiy or Indirectly. defense uay account. for tiree-fourths of this year's
v.st inn ted $3M0(0).04,000 oli('ie-iaehine sales. 'revlously, Governmn t liurchasel,
look about one-sixtIi of ti( Ihlist ry'. outliut.

Arniy iirchases of ofii'e iciti( ry In the fiscal year ended last June 30
Jumeld to arid $6,500,M)XX, comlpared with lki it the previous year.
For an Army of 1, 00ti,010 men, more tiai 50,0WK) tylpewriters alone liltd to be
acquired.

e)efelnse pluclases of oilh'e iilchilla's were added to the ('overlllilent's lsuall
large 'eqllui'eieits. EenI lit petcet line. the nit'd States (OovVeIlnmtnI is the
greatest single buyer of otice maiblues Ill ie wo'hl. Uni Sami's oilce foice
of llore lill 5 H),000 clerical wotil's ls uss tlousatinds of typew'rilers, adding
and addressing nitchlts, ill(d miniiogralis. Much tabutlung machinery of atd-
vaied ty'ps litd to lie istailed for tilt New leal ventllres li social sect3rl'y,
1)uble works, crop eoliroi aid other llidert lki igs Involving big-scale tie-
couniting.

Now tlie Increusing s('op(, of (overiiienit activity for wiar iccelrates fi
Shift of maehiliies Ill tile olliee as well as lIi the field. 'Most of tlls machinery
ihas been developed iiice ihe World War. Ii tihbe 1914-1S confllcl office ialchinery
illeallf (illeily such iiiehllical aids its the typewriter. The nain revord.keeping
Jbs were dione by hand.

Now tahlulating mIl nery Is sliecially designed for lhe huge accounting
tasks of (lovernmenl aid military organizations. The Adjulant (eiral's office
in the Wir )epartment, proftinhg by the exlerience of prlviile blsiess, is
usiiig machinery ii haidling tIthe records of Individual soldiers.

Keeping tab oii the novelments of 1,S0iOiK) union it Itself is a heroic task
of record tiling and sorting. Talulating macilnes have solved this problem
for the Army. Electrically operated mieihneg sort and classify cards whieh
record the endless clhnges Iit the Army's manpower. Office machines likewise
have lightened the task of the Quartermaster Depariment in keeping up-to-dalte
Inventories of thousands of Items of supplies.
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Senator DANAIEI. I would like to ask the witness one other ques-
tion. On page 63 of the bill let me read lines 3, 4, and 5:

There shall be imposed on the following articles, sold by the manufacturer,
producer, or Importer, a tax equivalent to the rate, on the price for which
sold * * *.

Then it includes this business equipment. Is there any un(luo
advantage given to a manufacturer under that language i)rovided
he sells through direct outlets rather than through jobbers and dis-
tributors?

Mr. STOWELL. No, sir. He will collect the tax if he does not sell it.
I am expressing only a personal opinion. The industry is divided
on that. There are companies in the industry that sell through
dealers, and all the companies, I)ractically speaking, sell through
dealers in some of the smaller points in the country districts. I as-
sume that the dealer will collect the tax in that case, and there are a
great many office equipment dealers throughout. the country.

Senator DINAm:n. If a manufacturer sold direceth, throughI, would
he not be able to sell at a great deal less, by virtue of the fact that
he is selling through his own organization rather than through dis-
tributors?

Mr. STOWELL, There are some economies. On the other hand,
manufacturers cannot afford to have their own distributing point
in some districts, because they would only be distributing their own
product, and in a country district a man may distribute typewriters,
adding machines, store machines, and other' things all in one store
and I would say lie would collect the taxes. The manufacturer
would only collect the taxes when he would sell direct to the con-
sumner himself. That is my interpretation of the law.

Senator DANATIER. Under section 3441 of the Internal Revenue
Code, there is provided a method for determining the sales price.
It says, and I quote the pertinent portion:

If an article Is sold otherwise than through an arni's-length transaction at
less than the fair market price the tax under this chapter shall, if based on
the price for which the article is sold, be computed on the price for which
such article was sold in the ordinary course of trade by ma manufacturers or
producers thereof as determined by the Commissioner.

Do you know of any difficulty in the administration of that par-
ticular provision which gives the Commissioner the right to set up
the price for which the manufacturer sells?

Air. STOWELL. I do not know of any, because within the confiines of
the United States the companies that sell direct, or sell a portion of
their product direct, would sell, roughly, at the same price at. which the
dealer would sell. We do not compete with the dealer. It is not a
matter of the dealer selling one of the machines, in my view, and
we are selling in the same district with him. If we have an office
we do the selling. We have an office in Washington, there is* -no
dealer in Washington. In Hagerstown we have a dealer, perhaps.
We do not deal with anybody else in the District. He is the repre-
sentative of our company.

You have to render service on these things, too, and we have to
all have a very large service organization, and that means you have
got to have a substantial establishment.

Of course, another point which I did not make in my brief is the
matter of export sales. Export sales would not be taxable. Our
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export business, as you gentlenen know has shrunk, but we still do
more business than'the general public thinks we do, The investing
public thinks the export-business has gone overboard completely. It
|as not. It hits not; it is much less than it was before the hostilities
in Europe. There is no tax collected on that business, at least if 1
am correct in my statement.

Senator BYRD. What percent of the export business do you have now
as compared to normal times?

Mr. STOWELL. In normal times our own company had 30 percent,
Senator, outside the confines of the United States.

Senator BY D. What has that shrunk?
Mr. STOWNELL. That has shrunk two-thirds.
Senator BYRD. What is the percentage for the industry as compared

to before the wiar?
Mr. STOw:LL. It is two-thirds to one-third. That would be about

15--between 10 and 15 percent, probably. That varies for different
companies, of course. My own company, however, in normal times
exported one-third of their product outside the continental United
States.

Senator BYRm. Now you export. about 10 percent?
Mr. STOWELL. Yes. 'It varies between 10 and 15 percent sometimes.
The CHAIRMAN. Any further questions?
Mr. S'ow L , Thanik you very much, gentlemen.
The CIATIMAN. Thank you for your appearance.
(Mr. Stowell submitted "the following letter for the record:)

UNDsntwooo ErLLorr FisRm Co.,
New York, August 15, 19.1.

HoJI. WALTEn F. GEORGE,
United States Senate,

Washington, D. C.
DF.AR SENATOR Gi--onu: As you suggested in our conversation after I had

appeared on Wednesday, August 13, before the Senate Finance Committee on
behalf of the Office Equipment Manufacturers Institute In opposlnk the pro-
posed 10 percent manufacturers excise tax on business and store nia(hiips, I
am submitting to you an explanation of a 1arngral)h of my' statement before
the Senate Finance Committee which reads as follows:

"Public announcements have given the estimated tax collections on business
and store machines of $21,000,000. Conservative estimates of exl)erlenced men
In the In(lustry with niiy facts to support their Judgment estimate that the
tax collections will be $7,500,000 and(1 to the extent that the national-defei|se
program requires Inerecu~sg amounts of office equipment, that total will be
reduced."

The Office Equipment Manufacturers Istitute is i possession of data from
24 of Its present 34 member companies, the 24 companies representing till of
the larger companies it the membership of the Institute with hut one exception.
This data makes it possible to give the following reasonably accurate estate.
Total estimated volume of sales of the items listed in the tax bill.

1941, at retail ..-.----------------------------------------- $176,000,000
Sales to Oovernmnent, Federal, State, county, municipal (not sub-

Ject to tax) ------------------------------------------------ 100,000,000

Total ---------------------------------------------- - 70, 000, 000
Possible tax ------------------------------------------------- 7,600,000

Figures were submitted during July by the Secretary of the Institute, Mr.
E. D. Taylor, which were used in a letter which was addressed to the Hon-
ornible Colin F. Stain, of the Joint Committee on Internal Revenue. These
figures showed a possible tax of $4,500,000. Tile reason for tlie difference in our
present estimate of $7,000,000 and tile $4,500,0(0) estimate mentioned just above
Is as follows:
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On arriving at the $4,500,000 estimate, 40 percent wits deducted from tht
$76,000,000 figure in the above table to arrive at a so-called manufacturers
priec upon which to base tile tax. Because we are not certain what basis
might finally be allowed for computing the manufacturers price and, further,
because we wished to make our statement before your connittee a very con-
servative one, we have disregarded this item completely and have used a round
figure of $7,500,000.

I trust the above Information will be satisfactory to you. If there are any
other questions you may wish to have answered, I will be happy to supply you
with tile needed information.

I wish to emphasize again our strong belief that the proposal to tax business
and store machines should be eliminated entirely from the bill by the Senate
Finance Committee an( your assistance toward aceomplslting that end will be
sincerely appreciated.

Sincerely yours,
L. C. STOWELL.

(The following letters relating to the l)roposed new manufacturers'
excise taxes (sec. 522), as applying to "(6) Business and store ma-
chines, are typical of many received by the Senate Committee on
Finance. The other letter. )f this nature are on file and have been
brought to the attention of the committee.)

IIAUMANN WHOLESALE DRuG Co.,
Shreveport, La., August 21, 1941.

THE SENATE FINANCE COMMITTIF,
Wa8hington, D. 0.

GENTLEMEN: I have been considering the purchase of some cash registers
and bookkeeping equipment to help me keep the information necessary to con-
trol my business and make out all the reports now demanded by State and
Federal agencies-now I see in the papers that Congress proposes to place a
10-percent tax on such machines.

If you are going to tax its in order to meet the expenses of this war, and
I think most people around here will agree with me on this, why itot place a
tax on everything so that each person will bear his and her share?

These business machines are just as necessary to us businessmen as planes
and tanks are to our Army, so please don't pick us out as the particular class
who will have to pay more than its share of the bills.

Reslpectfully yours,
L. J. BAUMANN.

EXCIhANGE OASIS CAFE,
flouston, Texr., August 21, 19,;1.

UNITED STATES SENATE FINANCE COMrITrEE,
Washinigton, D. 0.

GENTLEMEN: At a recent meeting of the Houston chapter of the State Restau-
rant Association of Texas, of which I am president, I was appointed to write
you regarding our position on the proposed bill now before Congress content-
plating a 10 percent excise tax ont cash registers.

We have a membership of 87, mostly small restaurant operators. While we
realize that increased taxes are inevitable and we expect to carry our part of
the load; all members present at the meeting felt that cash registers least of
all should be taxed and that 10 percent was entirely out of line.

Cash registers are a business necessity and a merchant could not operate
successfully without thte protection and information they provide.

They are an intricate machine and already carry a price that is almost
prohibitive.

Since the tax that tle Government will receive will depend largely oi the
systems used by merchants, It should encourage rather than discourage time
purchase of cash registers.

We feel that a tax of 10 percent on a business necessity is exorbitant and
will deter rather than aid tax receipts.

Very truly yours,
C. M. LINDSEY,

President State Restaurant Association of Teas.
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LAWHENCM COUNtY ItrAIL DRUoois'T AsSOOIATION,

New Castle, Pi., AI1918t 20, 1941.
SENATE FINANCE COMmuITEi,

Washington, D. V.
G1INTLEMEN: Our organization is opposed to the 10.percent excise tax bill

as applying to store equipment.
We feel that the retail business ki already burdened with more than Its Just

share of tax.
We earnestly request that your committee not recommend such tax.

Respectfully,
LAWRENCE COUNTY RETAIr. DRUGGISTS ASSOCIATION.

By CARL S. PAISLEY, &eretari.

FARMERS' & CONSUMERS' CO., INO.,
Port lVorth, Tex., August 21, 1941.

SENATio FINANCE COMMWIEE,
lMuth ington,

GENT.EMEN: We have beesi -ellably informed that your mulnittee has ap-
proved a tax to apply on calkulating and office business niachlis. If this is
true we wish to register ft vigorous complaint. Among the overlik(] we bear
Is the expense in comeeflon with the food stamps, a charge by th 6-anks to
make collection at D1Ias, all the exclse tax applictble. Business machines
are an absolute negssity and surely there IN, no need, to tax a bushi1sma0
with the tools for ute tin his buslftfss. "

Please reconsldIQ your approtoal of th6 tax. -
Yours truly,

FARMERS' AN6 CONUES d
/, E: .,uIN0, Comptroller.

4.AIMARD 0140., INC., ff
~4~rfiel4, ?onni., August 2,14.

SENATE FINANCt COMMITTE, j I.
11 aslwagtoii, D. C..GENTL.MEN: I' ave watched witi'growlng cohcerl'Htb ini'se~ 1 taxes

small Independen merchant hi tts countryy,,,"
The contemplat tax on ofm 'elquipment, cash register and sizl ar itemsthat

are not luxuries bu - bsolute necessities to jv;*i.iinhess seems to mie to be directed
at the small busine ian. All of theso.aft"cles 61-c neee~arf o conduct 4 busl-
nes and make enougproflt to pay tl46fieavy taxet we alrAad!, have to bq .

I would appreciate a'oy effort that yoi1 may inke In changing this taq legisla-
tion so that it would be f4irer to the independent'merchant of this Confitry.

Very truly yours, y x, Glma SnaE,

Vie P t and secretary.

Mr. VANDENBERG. Mr. Chairnman, at this point in the record, may I
ask that there be' inserted for the information of the Senate a short
statement made by Mr. Stain on the general subject, of a general
manufacturers excise tax as printed at pages 86 and 87 of the House
hearings? It is very illuminating and covers the entire proposition.

The CHAIRMAN . The clerk will give it to the stenographer, Senator
Vandenberg.

(The statement by Mr. Stain is as follows:)

GENERAL STATEMENT AS TO GENERAL MANUFACTURERS' ExcIsi TAX PRoPosw IN
1932

As an emergency depression measure, a general manufacturers' excise tax was
proposed In 1932 in H. R. 10230, Report No. 708, Seventy-second Congress, first
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session, and reported to the House of Representatives by the committeee on \Vays
and Means. III general, it was modeled oil the principles of the Canadian sales
tax find was designed to prevent pyranildihg or imposing several taxes as a
product passes from manufacturer to manufacturer, dealer to defiler, and so on,
resulting InI cumulating or du)licating the tax. Manufateturers and producers
were to be lIcensed. Goods passing fromi a licensed manufacturer, lpro(iucer, or
registered dealer to another manufacturer, producer, or registered dealer were
to be free of tax. Foodstuffs, farmers, and small businessmen were to be exempt.
Otherwise It was considered advisable to restrict exemptions and keep the base
ve-ry broad. Tie rate lroposedi at that time was 2% percent onl the manufale-
turers' price determined at the factory or place of production an( was designed
to raise for 1933M about $595,000,000. The proposal was debated in the House
find defeated.

Fcature8 of 1932 proposal

Rate.-Rate was to be 2 percent, to ralse, in 11933, $595,000,000.
Imposition of tax.-The tax was to be imposed generally upon the price at

which the manufacturer or producer should sell the commodity. Provision was
made for determining the sale price which was to be the basis of the tax. In

general, it was to be the manufacturer's or producer's l)rice at the factory or the
place of production. It was to be imposed upon the sale of every article Sol in
the United States by the manufacturer or producer thereof, except manufacturers
or producers exempt from lIcensing under the bill, with certain exceptions neces-
sary (1) to prevent pyramiding and (2) exceptions require(] by the Constitution.

Exceptions to impo8ition.-1. Exceptions necessary to prevent pyramidlng In-
cluded provision for the tax-free transfers between licensed manufacturers of
articles for further manufacture. Licensed manufacturers were to be allowed to
sell to registered dealers, free of tax, articles to be resold to licensed manufac-
turers for further manufacture.

2. Sales for exportation and sales by manufacturers to States and political
subdivisions thereof, and agencies thereof, were exempted for constitutional rea-
sons. (Sales to the United States, the Territories, and the District of Columbia
were not exempt)

E'xemptions.-Necessity for a wide base was considered necessary and empha-
sized. There were a few specified exemptions, Including:

1. Farmers.
2. Staple food products.
3. Small manufacturers.
Farm products and foodstuffs exempted are set out inI section 002 of the bill,

H. R. 10236. Farmers were exempted from licensing (se. 006). Small manu-
facturers and producers, with gross sales of less than $20,000, vere exempted to
lessen the administrative burden whicl would be occasioned by licensing them
(see. 606).

Es8ntial tests Of a 80111J plan

The Committee on Ways and Means set up, as six fundanntal tests of a sound
manufacturers' tax, the following (Rept. No. 708. 721 ('ang., 1st sess.) :

(1) The rate should be low, so that undue burden will not be Imposed.
(2) Certainty, both as to liability and account, must be attainable in advance

of the sale.
(3) Pyramiding must be prevented.
(4) The tax must be Imposed uniformly and without discrimination.
(5) Provision must be made for the least administrative difficulty (such as

classifications arising inI connection with exemptions).
(6) Adequate authority must be granted to assure a sound, smoothly function-

Ing, and flexible administration.
('ertabity.-It was considered essential that persons required to make returns

and pay the tax must know in advance of the sale whether the sale is taxable
and the amount of tax liability. Also lie must be able to rely on such deter-
unination. Retroactive Imposition or change in method by which the tax is
computed were to he avoided, as likely to result in hardship and break-down of
the tax.

Certainty was provided by authorizing advance decisions by the Commissioner
by preventing retroactive changes and rulings and regulations, and by authorizing
final closing argreements.
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Elimination of pyramiding.-Imposition of several taxes with respect to ally
article (pyrainlding) was consilered to have been eliminated iby a system of
licensing, described below.

All manufacturers and producers (other thant those whove gross receipts were
less than $20,00, who were exempt) were to be licensed. Provision wits made
for sale of articles tax-free from one licensee to another. By this method, the
product of one manufacturer which was to be used as a material by a second
nmnufacturer, could pass through all stages of manufacture without the Iposi-
lion of a tax. Thus, time tax was to be Imposed but one, and that upon the final
sale of a finished product as It entered the channel of consumption.

Also, In order that partly manufactured goods could pass through whosesalers,
dealers, or Importers, the licensing system was applied also to persons of this
class, or "registered dealers." They could purchase tax-free articles which they
were to resell to licensed manufacturers for further manufacture. In tills re-
spect, the 1932 proposal differed from the then existing C(anadlan system, where
all wholesalers were licensed and could make all their purchases tax-free. By
this feature of the 1032 proposal the heavy administrative burden of issuing
licenses and supervising licenses was to be avoided.

Uniform application of tax.-It wits desired that each member of a competi-
tive group pay tax upon substantially the same basis as all of his competitors.
Manufacturer's or producer's price at place of manufacture or production was
to be the base of the tax.

A roldance of administrative diflicultlies.-Such avoidance was considered neces-
sary in order that the tax work fairly. For Instance, a large exemption list
would have required an administrative agency to pass o proper classification,
such deterlination would involve delay and retroactive application, with hard-
ship Oil business.

W1'ide scope of tar.-By section 617 of time bill the articles on the sale or
Importation of which the tax would be applied included commodities of every
description, thus spreading time incidence of the tax over a broad field.

Additional administrative personnel.-Such personnel was authorized.
Effective date of the tax,.-It was provided the tax would be eeffctive 30 days

front the date of the enactment of time tax.
k"les taer not to apply to articles already taxed.-Artleles already subject to

Federal excise taxes were not to he subject to the tax.

STATEMENT OF ALVIN E. DODD, NEW YORK, N. Y., PRESIDENT,
AMERICAN MANAGEMENT ASSOCIATION

Tlie CHAI1,NAN. Mr. Dodd, will you give your name, please?
Mr. DODD. Alvin E. Dodd, president, American Management

Association.
The CHAIRAAN. You are addressing yourself to the same subject

that Mir. Stowell discussed?
Mr. DODD. Yes, Mr. Chairman.
The CHAIRMAN. You may proceed with your statement.
Mr. DODD. What I would like to do, Senator, is to give a sort of

highlight of this 4-page memo I have. I do not need to go into all
of it.

The CHAIRMAN. Yes.
Mr. DODD. Rather, I want to speak for management, both business

and industrial and to try to interpret the feeling that management
reflects through the organization of which I am the president, rather
than speaking for any special group of manufacturers making these
machines or tinything related to that sort of thing, becau this 20-
year-old association of which I am the head has, as its objective better
management. That includes everything it contributes to make effi-
cient business operation, more skillful and economical manufactur-
ing, more intelligent and productive selling. Composed, as it is, of
about 4,000 industrial and commercial companies and their execu-
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fives interested in advancing management techniques, we are in-
terested in all phases of management. We make no profit; we do no
lobbying, and advance no propaganda, nor espoused any causes ex-
cept that of better management. So our sole interest is the solution
of management l)roblems.

Of course, let me state parenthetically, we recognize that money
has got to be raised, and also, I want to indicate full support of
the principles set forth by the Treasury Department to this com-
mittee on April 24. In other words, what I am going to say is hung
on the principles enunciated by the Treasury rather than on being
against something per se. Rather, I think that this excise tax that
Mr. Stowell was talking about is somewhat against the principles
that I believe the Treasury enunciated very correctly, and those were
two cardinal )rinciples really: That the, money "should be raised
equitably and should be raiser with a mninmum of disruptivee effect,
that is, should be collected with a minimum of interference with the
effective mobilization of all our manpower, managerial capacity,
business enterprise, and national resources, and that the additional
tax burden necessitated by the emergency should be distributed
equitably among the several segments of our population.

While the Treasury gave some other observations on principles
that I have down here, I will skip some of them but in the field of
excise taxation, it is proposed that a number oi new taxes be im-
posed and the rates of some existing taxes be increased.

The Treasury said they would endeavor to avoid excise taxes which
would fall on the basic necessities of life, and excises which would
constitute an increase in the cost of doing business and thus would
be passed on to the Government and to the public in general pric6
increases. The Treasury said they had selected certain luxury
articles which, though widely used, were not necessities.

Then they also pointed out that the program outlined would do
effectively the job, and in fairness to everyone. So that I believe you
will agree with me that the Treasury's suggestions-and I am now
quoting f rom what Mr. Sullivan. said when lie was representing the
Treasury, that-

The Treasury's suggestions distribute the burden In a fair and equitable
manner and that this entire tax program will be accomplished without disrupt-
tig or dislocating Industry or our economy.

The passages of this quotation which I have stressed are clear in-
dications of the intention to be equitable and to be nondisruptive.

Now as authorities on industrial management and on defense have
pointed out-Mr. Stowell did it very well-the typewriter and busi-
ness machine are engines of war. For what sort of a defense program
could we conduct without typewriters? Some of the people in in-
dustry suspected that something was going on in Iceland weeks and
weeks before, because they were all ready to send typewriters and
business machines up there before any soldiers sailed to iceland. For
what sort of defense program could'we conduct without the business
machines? All of the paper and calculating work in defense in-
dustrie s would have to be laboriously done by hand. The I)roduc-
tion of business machinery must increase becimtse, obviously, with
huge increases in our production we are going to need more in order
for industry to function efficiently. We are very much concerned
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about the speed-up ill this whole production situation, or the lack of
it. Such efficiency, in turn, is another of those principles set forth
by the Treasury Departmient.

So, I submit for the consideration of this committee that the
imposition of an excise tax upon business niachinery--certainly today,
at least, in the light of today's endeavor toward he e itome of all-
out defense--is contrary to the very tenets to which both Govern-
ment and management are trying to adhere.

In tie treasuryy Department's April statement to the House Ways
and Means Conmnittee, the point, was brought out that "one important
motive" in the imposition of excise taxes should be to curtail con-
suml)tion-hence, of course, production--of items which compete
with an all-out defense program. Is this not a contradiction of
purposes? We must have more, not less, of business machinery to do
our defense job. You look at the questionnaires that the 0. P. M.
sends out and what is the first line on top? "Put in typewriting."

I believe there is no )lan to impose excise taxes upon plows, lar-
vesters, Or the lathe or milling machine, or upon the shipbuilder's
tools or the loom that weaves the soldier's uniform. The business
machine is just as basic an implement of war, an instrument of de-
fense, a vital tool for keeping other tools going, for we certainly
exist by records. Such record as we must. have to do a proper
defense job are possible only through business machinery of various
kinds. Why put an excise tax on one small segment of our defense
machinery? Indeed, the Government finds business machinery so
important a factor in direct defense that. the Priorities Division
of 0. P. M. has pronounced it an "essential industry defense supply"
with a rating of A-10.

Furthermore, the Government. is today taking approximately 50 per-
cent of the production in this field. That picture you are going to
have put in the record is a very dramatic example of that sort of
thing. Of course, as the Government does not pay taxes on that
high percentage oi the output they are taking, the revenue would be
relatively small, and, I suspect, very much less than was originally
thought of, because when that was figured out it is doubtfull that they
had realized what those pictures show and how much less it would
bring. But that is not the important point. The important point is
that it is a very discriminative tax, as I have pointed out.

So may I urge in summary your consideration of the fact that
management-the conimercial and industrial management whose
views I have tried tP give you--will pay a tremendous share of the
defense bill in any case. It can produce more revenue from increased
business than from an inequitable excise tax on one small segment
of essential defense machines.

I come back to the thought you raised a while ago, Senator Van-
denberg.

Senator VANDENBERO. You mean you agree to a small manufac-
turers' sales tax in substitution for the excise taxes?

Mr. Dow. Yes; I think, that is, on all equitable basis. I sincerely
believe, however, that tile time has conie for Us to have tile l)olitictl
courage to bring the income tax down into the lower brackets. I also
believe that an excise tax (that will be inequitable* anyway) will con-
tribute little toward solving the problem of increasing revenue.

Thank you very much.
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Senator VANDMNIEO. If this bill goes through, there is a manu-
facturers' sales tax on probably 3,000 items of commerce, so we have
already abandoned any thought that it is against the law to discuss
a sales tax, and if you are going to have a half you might as well
have a whole one.

Mr. DODD. A lot of people do not like sales taxes; I do not believe
Congress likes them, but what are we going to do?

Senator VANDENBERG. We do not like any of the taxes.
Mr. DODD. Mr. Chairman, I desire to read into the rec('rd a letter

addressed to the committee by Mr. William H. Evans, secretary,
National Office Management Association, expressing opposition to
the proposed excise tax on office equipment.

(The letter referred to is as follows:)
NATIONAL OfYCF MANAGEMENT ASSOCIATION,

Philadelphia, la., August 11, 19.}1.
SENATE FINANCE COMM1TTF.M,

Wa8hington, D. V.
G]NTLEMEN: Your clerk, Mr. Johnston, has suggested that this association,

composed of approximately 1,750 Individuals interested In better management,
express to you through Mr. Dodd, Its reaction to the proposed excise tax on
office equipment.

Our members are opposed to the imposition of such a tax because of Its evident
effect upon office efficiency. Modern industrial and financial activities are de-
pendent almost completely upon the paper work of the office. In a thousand
different ways, from the comu utation of pay rolls to the conduct of correspond-
ence, machines play an important part in business. Typewriters, computing de-
vices, addressing apparatus, and the countless other mechanical aids enable the
office manager to discharge his responsibilities in a fraction of the time which
would otherwise be necessary.

Furthermore, office help which would be required to replace machinery is not
now available. This condition has already severely handicapped i)rivate and gov-
ernmental organizations.

In these times no obstacle should be thrown In the way of increased produc-
tivity, and no industrial enterprise can move ainy more freely than its office
routines permit. It is our belief that the problems of the office would be greatly
intensified if such a tax were to be levied.

On behalf of the members of our association, therefore, I request the rejection
of the proposed tax.

Respectfully yours,
WILL AM H. EVANS, Secretary.

The CHAIRMAN. Thank you very nuch. Mr. Lawrence.

STATEMENT OF JOHN V. LAWRENCE, WASHINGTON, D. C., GEN-
ERAL MANAGER, AMERICAN TRUCKING ASSOCIATIONS, INC.

Mr. LAWRENCE. Mr. Chairman and members of the committee: My
name is John V. Lawrence. I ani general manager of the American
Trucking Associations, Inc., with offices at 1424 Sixteenth Street NW.,
Washington, D. C.

The association is a federation of 50 individual associations repre-
senting our industry in the various States, the District of Columbia,
and the Territory of Hawaii. Among its members are represented all
of the various types of trucking service.

Members of the various State associations are members of the
national organization, and they exercise their franchise through such
local associations.

Power in the national organization lies in a board of directors, con-
sisting of seven menibers from each State, Federal district, or Terri-
tory, drawn from all the various classes of truck operations.
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At the outset, let tie state that tile motor-carrier industry stands
solidly behind the efforts of the Congress to give the Natiol an ade-
quato'defense, a defense which will enable it to successfully meet any
eventuality which the future may bring. We realize, of course, that
this means spen(ling vast stums of money, some of which must be
raised by increased taxes, and all of which must eventually be paid
by such levies.

'ihe trucking iiduistry, at tiu Ipreseiit time, pays each and every
one of the gelteral lSII)CSs ti',,s which other industries are suli-
jected to.

In addition to those ordinary taxes paid )yf all businesses, the truck
operators are, and for sometime past have )een, paying to the Federal
Government the amual sum of over $100,000,000 in the form of excise
taxes on trucks, accessories, parts, fuels, and lubricnts, a form of
taxation to which no other industry is subject.

We appeared before this committee on the excess-profits tax pro-
posal of 1940. We wait to again thank you for the very symlpathetio
consideration that was then given our l)rol)lem by you. BIecause of the
cal)ital structure peculiar to this industry, we were not in most cases
able to use the invested capital basis for computing this tax without
punitive results. Because of low earnings, with many carriers in
the red-we are in very much the same situation that Judge Fletcher's
people were in-in the base period the average earnings method under
the original act of 1940 rested heavily on our people. Considerable
relief was granted them in the 1941 amendments which were passed
by the Congress. We do hope that the average earnings method will
be retained as an alternative to the invested capital basis of com-
putinig the excess-profits tax.

Adequate truck transportation facilities are an essential factor in
carrying oin the l)reswit defense program of this country. A quick
survey conducted by tle motortruck committee of the Automobile
Mantufacturers Ass(iation, the results of which were included in a
brief filed with William S. Knudsen, directorr General, Office of Pro-
ductioni Management, on April 24, 1941, showed that, 36 companies en-
gaged in (iefenso prmuction had 4.8 perent of their incoming traflo
and 22.1 l)ercent of thir out going traffic move by motortruck. The
total percent of incainng and outgoing traffic was 12.1 percent.

As typical of uiiiioltcited comment inl those replies, the brief said,
one aircraft manufacturer reported 90 percent of its tonnage handled
by truck, because the trucks permitted a lower minimum load. Thus
smaller quantities could be accumulated quicker by truck than by rail.

Another aircraft manufacturer reported 50 percent of its tonnage
lhmdled by truck, with 100 trucks a day moving in and out. Both
of these firms expected decided increases during the last half year of
shipments handled by truck.

A survey made by a leading truck-trailer manufacturer recently of
455 motor carriers disclosed that the amount of their defense business
ran anywhere froimi 10 percent of their volume to 95 pe cent of their
volume. That canot be exact, Iecaue ini common-carrier traffic par-
ticularly, one never knows, for instance, when a bit of material passes
through their hands, some amumy go into defense and some may not.
ani of (otmise, thiuit was mot segregated.
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Manufacturers' excise taxes were originally imposed as emergency
taxes on articles deemed to be luxuries, or at least dispensable con-
veniences. Automotive products are clearly necessities today, because
of the very use to which they are put. This is particularly true of
equipment parts, tires, fuel, and so forth, for truck transportation.

As I indicated before, trucks, in special State taxes on license tags
and gasoline, more than pay their share of road construction and
maintenance cost. Chairman Eastman of the Interstate Commerce
Commission in his study as Federal Coordinator of Transportation
on Public Aids to Transl')ortation found that, without creditinlg m tor-
vehicle operators with Federal excise taxes paid, or special motor-
vehicle taxes diverted by the States to nonhighway purposes, these
same operators overpaid their share of highway costs by $501)138,000
between the years 1921 and 1937. This annual overpayment showed
a steady increase, reaching its peak in 1937, when it amounted to
$110,772,000.

Mr. Eastman found the trucks more than paid their share of highway
costs, by as much as $287 per vehicle per year on the largest for-hire
vehicles.

The act of June 25, 1940, increased excise taxes on tires by 11.1 per-
cent, on tubes by 122 percent, on truck chassis by 25 percent, on parts
by 25 percent, and on lubricating oil by 121/2 percent. In addition,
one-half cent was added to the Federal excise tax on gasoline, or an
increase of 60 percent for defense purposes.

The bill before this committee, as it comes from the House of Rep-
resentatives, doubles the already increased rate of excise taxes on
equipment, tires and tubes and parts-and I refer to truck equipment.
In addition a 5 percent tax is placed on trailers and semitrailers, n5t
in effect before. This is an impost placed on one form of transpor-
t ation not visited on all others.

As I indicated before, earnings from 1938 on have been very slim.
They were slim in 1936 and slim in 1937. Class I motor carriers
had an operating ratio of 97.26 percent in 1938 and 95.14 percent in
1939. Chairman Eastman, of the Interstate Commerce Commission.
in a concurring opinion in MC-F-1108, Keeshin Freight Lines, Inc.-
Issuance of Notes, decided by the Commission on February 3, 1940,
held that prosperous conditions in the motor-carrier industry required
an operating ratio of 90 percent. In recent months, with rising costs,
carriers who formerly netted 5 percent on their gross revenue have
seen their percentage shrink in half.

These increased excise taxes will still further shrink this revenue
to the vanishing point, particularly if this Committee should go fur-
ther and recommend an excise tax on the gasoline used.

Specific figures, however, speak probably more eloquently than I
am able to. One truck line operating on the Atlantic coast, and
which keeps close account of the mileage and gasoline consumptionof its trnuks, indicates that its vehicles average slightly in excess of
114,000 miles per year-that is the intercity vehicles-with a gasoline
consumption of 4.2 miles to the gallon. This mileage, which applies
to their interstate over-the-road trucks only, is not unusually high.
At this rate, each road truck would consume 27,143 gallons of gaso-
line per year. An increase of 1 cent per gallon in the gasoline levy
would cost this company $271.43 per truck per year.

292



REVENUE ACT OF 1941

Another company, also operating iii the Atlantic coastal area, but
with a shorter operating radius than the line just referred to, has an
average gasoline consumption for all of its vehicles, both over-the-
road and the lighter and more economical pick-np trucks, of 8,000
gallons per year. The heaviest over-the-road trucks, in contrast,
consume over 19,000 gallons each annually. An increase of 1 cent
in this tax would mean an increased annual cost to each truck of $190.

Another operation, operating in Missouri and nearby States, has
an annual per-vehicle consumption of over 12,000 gallons.

Those figures I have given are just typical. We could pick them
across the country in varying mileages, but they are all high.

Quite to the point, also, is the fact that this increase in operating
costs could not be passed on down the line, eventually to be paid by
the ultimate consumer, as is the tax, for instance, on cigarettes. It is
easy enough to say, "Why not have the rates increased?" but that is
not easily (lone in an industry whose rates are regulated as a public
utility.

We cannot very well, under our tariff rules, issue a freight tariff
to a man and say we burned 17 or 171/2 gallons and the tax will be
so much and that is included and distributed to the shippers.

The CHAIRMAN. Your industry would rather have the $5 use tax
on the automobile -

Mr. LAWRENCE. That would be a fraction of what the increase
would be if the gasoline tax were increased 1 cent.

1he CHAIRMAN. Than the 1-cent-per-gallon increase on gasoline?
Mr. LAWRENCE. Yes; I might mention right here that our indus-

try is a little different than what most people base price theories on.
A man manufactures shoes, or a lot of other commodities that just
run through a production line, and if he doubles his production the
chances, are his unit profit, say it. is 10 cents a unit, is going to
increase on the double production when he ships those shoes, but on
transportation it is much different. Take for instance in Senator
Vanenberg's city of Detroit in his State; Detroit is typical of
troubles that a transporting agency has in getting a balanced move-
ment for freight in-bound and out-bound so much moves on its own
wheels, whereas the trucks that the clothing people use moved in
and the parts go on their own wheels. That has been the bugbear of
transportation.

I was speaking of defense. We have movements out of Akron,
to one of these eastern airplane plants. It is overnight service.
Trucks leave at 8 or 9 o'clock at night, and deliver early the
next morning at the airplane plant. They want parts quickly.
They thought it was splendid business. That truck operator, by
dint of effort, built tip a return business from this eastern city that
pretty well balanced his load. His rates are based on 621/2 percent
load factor. He has got to get at least that on the round trip,
whereas if lie gets five or six extra loads at night and.he has nothing
togo back he is losing money on every load he handles.

The same thing with camps in the Southwest. Where you had
towns of 5,000 people before, with a balanced situation worked out
after months and years of effort., they have suddenly 30,000 or 40,000
people in this territory and everything is moving in. While you
may say this upsurge of traffic is helpful in increasing the growth of

01977-41-20
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business, it cuts the margin of profit, because the traffic gets un-
balanced and the operating ratio goes up. It is different from the
manufacturing business in that respect.. So the only out we have is
to get an increase in rates, and anyone familiar with public-utility
rates knows it is quite easy to get rates decreased before it public
commission, but it is another problem to get them increased. It is
long drawn out and they are broke by the time their rates are
increased.

Now we appeared before this committee before. I might men-
tion before concluding that we have this problem, too. that the
size of a unit is restricted, naturally, and properly so, by State law,
that we cannot just hook on something more when we have an
increased load. We have got to put another man on the truck.
Our labor actually runs about 50 percent of our gross operating
dollar. We have more labor to pay, we have more loaders. In
lots of States we have to break tile load into two loads, with
almost 50 percent increase in cost. So the increased volume does
not convert itself into increased profit. In other words, the margin
on the unit gets smaller and smaller as it grows up in times like
these.

We have appeared before this committee before with our problems,
and have not failed to receive sympathetic consideration. We are
quite confident that again we will receive the same degree of con-
sideration and we hope accord with our ideas. Once again we wish
to reiterate that we are entirely in syilpathy witi the national-
defense program, cost what it may. But ve urge that you refrain fromt
taking a chance on crippling transportation on which. in the event
of hostilities, the success of our military and naval operations must,
in the last analysis depend.

Senator VANDENBERG. As the bill now stands, then, the only thing
apparently that you complain against is the new excise taxes?

,Hr. LAWRENCE. That is so; they are practically doubled, as I recall.
Senator. Of course, we have ahays over our liead the threat of the
gasoline tax. We are thinking about that also.

Senator VANDENBER(. Do you want to sub 'itute the general sales
tax for the excise tax?

Mr. LAWRENCE. In the record before the House committee, in the
extension of my remarks in tle House hearings, we pointed out we
felt it was a fairer proposition not to visit those larger taxes on a
selected few.

Senator BARKLEY. Do you think, with the experience we have had
in excise taxes, that we can pass a general sales tax in a few min-
utes?

Senator VANDENBERG. Let me follow up Senator Barkley's sug-
gestion. We have established the principle of a general manufac-
turers' sales tax. Let us say it is 3 percent this year; if your problem
next year requires additional revenue you confront the very simple
expe(ient of increasing your rate. You do not have to write your
law all over again. It'is an advantage instead of a disadvantage.

Senator BABKLEY. That'is being done in this bill. That is what
this bill is, to increase excise taxes.

Mr. LAWRENCE. I guess we were unfortunate enough to be selected
as tie first. It is just a continual increase.
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The ('rAI ,MAN. Are there any other questions?
Senator GUTFFlEY. Mr. Lawrence, how much does this tax cost the

trucking industry?
Mr. I AWRENCE. If you take the whole country the cost is very

great. I tried to take segments and pointed out specific trucks.
There is a lot of question about the average consumption, because
there is no proper detail on the trucks of this country. The Public
Roads Administration is commencing this year, for the first time,
to make a detailed inventory of trucks. They leave the factory,
they are rebuilt, remodeled, reengined sometimes, so it is difficult
to ascertain that. Many statisticians claim if you take the trucks
from the little truck used by the grocery store uI ) to the large road
truck, the average is about. 1,200 galhns. My own guess, taking the
average, would nearer l)e 1,600 to 1,8(X) gallons a vear.

Senator GuFmnty. That is the industry as a whole. I am trying
to figure how much revenue the Government. is going to lose if'yoli
carry out your wish. What )roposition (10 you have to raise 'tile
money for the Government?

Mr. LAWRENCE. Senator, I am not a tax expert. 'Fhe Treasury
estimates are ill on the excise taxes, I understand. We are just poinlt-
ing out that we feel it, is just coming back to the same ol well all
the time.

Last year we had, without complaint iin the whole industry, an
increase of half a cent on pisoline, but it is beginning to )inch tow,
coming back and lack again.

Senator (]UFFEY. What tax do you popose in favor of this excise
tax?

Mr. LAWRENCE. I am not a tax expert.
Senator GUFFEY. Would you favor the joint return: that cuts off

$300,000,000?
Mr. LAWRENCE. I am not familiar enough with that, sir.
Senator GuFrF.Y. All right.,
The CLAIUMAN. All right, Mr. Lawrence. Thank you, sir.
Tihe next two witnesses are Mr. Vernor and Mr. 'Riley, who are

listed here. Now, I l)resuie you gentlemen wish to coliie around.
both of you.

STATEMENTS OF IAMES VERNOR, DETROIT, MICH., AND JOHN 3.
RILEY, WASHINGTON, D. C., REPRESENTING AMERICAN BOT-
TLERS OF CARBONATED BEVERAGES

The C IARMAN. You are Mr. Vernor?
Mr. VERNOR. Yes sir.
The CHAnAIAN. And this is Mr. Riley'?
Mr. RILEY. Yes, sir.
The CHAIRMAN. Will you state your name and whom you represent,

Mr. Vernor?
Mr. VERN0on. My name is James Vernor. Detroit, Mich., appearing

for the carlonated! beverage industry and representing its assoeial-
tioh.

The (7',ICAI,,N. And Mri. Riley is John J. Riley?
Mr. RILMY. Johl J. Riley. seCr etary of the same asqociation.
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Tile CHAIRMAN. The same association?
Mr. RILEY. Yes, sir.
The CHAIRMAN. You gentlemen have a written brief?
Mr. R EY. We have submitted a statement, Senator. I think it

is in that folder that the clerk is passing out.
The CHAIRMAN. Do you wish to present the brief for the record,

or do you wish to present. the substance of it orally?
Mr. VERNOR. I would like to make a few statements, Senator, and

then I would like Mr. Riley to present a summary of the brief.
'1ihe CHAIRNIAN. You may do so.
Mr. VERNOR. First, I would like to assert the position of the indus-

try that we have every desire to share our just share of this burden
that we know we must have. I realize the position you are in in
raising the tax burden. We do not care to sidestep anything. Any
equitable tax we certainly will do our share in, but we consider tile
tax as proposed in the House bill a very inequitable tax.

This business is somewhat different than some of you gentlemen
that buy any soft drinks in hotels may imagine. Eighty-five percent
of our business has a 5-cent roof, ald certainly it cannot be classed
as a luxury with 85 percent with a 5-cent roof. We have a 5-cent
roof price on 85 percent of our production. It is an absolute tropos-
sibility to maintain production and increase that 5-cent roof. The
profits in the industry depend entirely on the net profit per case, and
depend more o volume than anything else. If anything is done in
the nature of disturbing the 5-cent roof, thereby destroying the vol-
ume, naturally the industry is in trouble.

I woull just like to present one more picture of this to the Sell-
ators, and that is the set-uI) of the industry itself. That is shown in'*
this chart that I believe we have given you with the brief.

There is, I believe, a wrong impression on the type of the industry;
that is, that it is made up of plants that are making considerable
money and are large plants. Tiat is very erroneous. We have ap-
proximately 6,309 bottling plants in the industry.

The CHAIRMAN. What number, Mr. Vernor?
Mr. VERNOn. 6,309. Sixty-four percent of those plants produce

less than 25,000 cases per year, and on any basis of profit. that you
might give them per case they could not earn over $2,500 or $3,000
to save themselves in any way they tried. In other words, it is an
industry of small business rather than of large business. Twenty-
seven percent of them produce between 25,000 cases and 100,000 cases
per year. So that 91 percent of them produce less than 100,000 cases
per year which, in my estimation at least, could not make the highest
net earnings, on any of those 91 percent, over $10,000 or $12,000, a year
oi their invested capital. I am only bringing that out to bring out the
type of the industry and the fact that 91 percent of the industry are
small businesses and only 9 percent are what you might call fairly
large concerns.

Now we have prepared the brief that has been submitted, and Mr.
Riley has a summary of that brief. At this time I would like Mr.
Riley to give you that summary.

The CHAIRMAN. Very well, Mr. Riley.
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Senator BAIKLEY. Let me ask you before you begin: I notice in
the chart here you have got different kinds of drink, and among them
is sauerkraut juice. Do you regard that as a soft drinks

Mr. VERNOn. No; we do not.
Senator BAiKLPEY. That is more of a table drink.
Mr. VERNOR. That will be brought out, Senator, in the summary.
Senator BARKLEY. I just happened to see that. I wondered if

you cataloged that among the drinks like Coca-Cola, grape juice, and
the like.

Mr. RILEYi. I might say, Senator, there are a lot of things there
that we do not put in the identical category of soft drinks, but they
are drinks sold through the same sources, and to some extent are on
a competitive status with a soft drink.

Senator BARKLEY. "Hearts Delight," is that a soda-fountain drink?
Mr. RILEY. That is a canned(i drink that, with the possible excep-

tion of sone greater quantity of fruit juice used and the lack of
carbonation, is identical witl many drinks that are put in bottles
bv the bottlers.

Senator BARKLEY. Go ahead.
Mr. Rmr:Y. As Mr. Vernor has said, we are speaking on behalf of

thle soft-drink industry. As we inter wret thle provisions of section 1551
relative to the proposed tax on soft 'rinks, they may be briefly sum-
marized as follows:

On bottled carbonated beverages (up to 33-ounce bottles) the tax
l)roposed is one-sixth cent per bottle if bottled to retail at iot more
than 10 cents.

One-third cent per bottle if bottled to retail at, more than 10 cents
and not more than 20 cents.

One-half cent per bottle if bottled to retail at more than 20 cents
per bottle.

On bottled carbonated beverages (bottles over 33 fluid ounces) 6
percent of the price for which sold.

Then there is a tax on finished and fountain sirups of the kind
used for making carbonated beverages sold otherwise than in bot-
tles, a tax of 6 cents per gallon, and on carbonic gas sold for similar
use, a tax of 4 cents per pound.

These two latter taxes, of course, are intended to apply to those
sirups and carbonic gas sold for fountain use, not for botte use, the
bottle being taxed on the per bottle basis.

Two observations on the provisions of section 551 are: First, the
definition of taxable "soft drink" is such that its l)ractical effect is
to exclude a wide variety of noncarbonated soft drinks manufactured
and sold in closed containers as well as by the glass by numerous
manufacturers, soft-drink stands and fountains. The definition
subjects to the tax on finished drinks only the types of soft drinks
which are carbonated-that is, those impregnated with carbonic gas,
and commonly known as carbonated beverages, soda water, or pop.
The effectiveness of the definition in excluding from the proposed
tax all soft drinks but those which are carbonated seems to make
the provision more correctly referred to as a "carbonated beverage
tax'" rather than a general soft-drink tax.

Row, the tax on sirups and gas for fountain use does not change
this situation, as only sinups of the kind used for carbonated drinks,
or gas sold for use in carbonated drinks are taxed.
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The second is: Inasmuch as between 80 and 90 percent of bottled
carbonated beverages are sold at retail in the common types of 5-cent
bottles, with the greater proportion of the remainder in 10-cent
bottles of less than 33 ounces, the first bracket applying a rate of
one-sixth cent per bottle seems to be the only one here requiring
consideration. The other rate brackets applicable to bottles have
no great importance, from the standpoint of this brief discussion,
because they are mostly of lesser application due to the smaller quan-
tities that are sold. That one-sixth-cent rate means a tax of 4 cents on
each case of 24 of the 5-cent bottles, or 2 cents on each 12-bottle case of
the 10-cent bottles up to 33 ounces.

Our statement outlines these basic features of the proposed tax
on carbonated beverages which make it objectionable in this way:

First, such a tax takes the form of an added special tax on earn-
ings of the carbonated beverage bottler, where ordinary earnings
exceed the tax, or is a capital levy where such earnings are less than
the amount of the tax.

Second, it is discriminatory and seriously complicates competitive
conditions, because it not only selects one item from the numerous
foods items carried by every grocery in the country for taxation,
but also limits such selection to a segment of the soft-drink industry
itself.

Third it is basically unsound in relation to the industry.
Fourth, because of the effect of this tax upon the bottlers' earn-

ings taxable under the income-tax provisions of the bill, and these
other factors, the net revenue yield from the industry may be ex-
l)ected to be substantially less than that estimated.

The tax on carbonated beverages appears as one planned for ai-
sorl)tion by the bottler, or the retailer, or both. In any event that
would be its practical effect because of the very nature of the in-
dustry, which, for the vast bulk of its product, operates under the
5-cent roof that Mr. Vernor has spoken of, and which experience
has shown we must keep if we expect to keep the business alive.

Senator VANDENBERo. Let me ask you at that point. In the World
War you faced an extra tax. In some instances was an effort made
to pass the tax on? Was the 5-cent roof raised?

Mr. RImY. It had a very serious effect. Tilat was one of the
reasons the tax was taken off.

Senator VANDFNBERo. That is what I was going to ask.
Mr. RILEY. It was a different type of tax, but that was the effect

of it.
Senator VANDENBERG. A retail tax?
Mr. RiLEY. It was a tax on the bottle. It had a very serious effect

in the increased price to the consumer.
Senator BARIIKY. What was the tax?
Mr. RmrLY. It was 10 percent of the bottler's price.
Mr. VFRNOR. When they raised that price to 10 cents it cut the

volume exactly in two. The volume went right in two.
Senator VANDENBEO. HOW about 1932 when you had approxi-

mately the same tax that is proposed nowi What did you do? Did
you try to raise the retail prices

Mr. RiLry. The retail price was not raised, but we suffered the
same things that we rather anticipate in this bill.
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Senator VANDENBERG. What did you stiffer?
Mr. RILEY. We suffered a cut in the profits, a large portion of the

earnings of the botthler, for one thing. In other words, that was a tax
on earnings in addition to this ordinary income tax.

Senator VANDENBEILO. So VoU have now the experience at both ends
of the line to prove, first, that you cannot lift the roof; and second,
that you cannot absorb it?

Mr. RILEY. That is right.
Ti CJIRMAN. When was the sirul) tax iIlpOSe(l?
Mr. RILEY. That was put in two different bills, Senator. The first

was in 1921 and the last one in 1932.
The CHAIRMAN. In 1932?
Mr. RILEY. Yes.
Senator BARKLEY. Let me ask you: The ordinary drink that costs

5 cents a bottle to the public, to the consumer, produces a gross of
$1.20 a case to the retail distributor; is that. right?

Mr. RILY. If he sells it for a nickel a bottle straight; that is true.
Senator BANCLEY. If he sells it for a nickel a bottle for 24 bottles-

what does he pay for the 24 bottles?
Mr. RILEY. I-fis price may vary according to the different drinks,

but the common price is between 70 and 80 cents.
Senator BARKLEY. Well, we will take Pepsi-Cola or Coca-Cola.

What is the price on those?
Mlr. RILEY. I think the price on those is 80 cents.
Senator BAIKLEY. So lie gets 60 cents profit?
Mr. RILrY. No; 40 cents, Senator.
Senator BARKLEY. Yes, 40 cents. And the tax would be 4 cents on

that case. One-sixth of a cent per bottle, that is 4 cents. So that after
paying the tax lie will still have 36 cents. Of course, that is not net
profit.

Mr. RILEY. This tax is not on the retailer; this tax is on the bottler.
Senator BARKLEY. That is true. If that is passed on it has got to

go on through the retailer.
Mr. RILEY. The retailer will not take it.
Senator BARKLEY. Suppose it is passed on to the retailer; suppose

le did pay this tax to the bottler, who has paid it. in the first instance,
that is 4 cents a case. Suppose the retailer pays it. He would pay 84
cents instead of 80 cents, unless the bottler pyramided the tax and
charged him more than 84 cents a case, which I do not supl)ose any
bottler would do. Do you say the 4 cents cannot be absorbed out of
time 40 cents?

Mr. RILEY. My knowledge, ill saying it could not, be absorbed, sir,
is rather limite( because I am not'familiar with the problems of the
retail grocer. The grocer who is familiar with the problem says right
at this moment this 40 cents is not sufficient to cover the o'rdinary
costs of maintaining his stock, to cover his movement costs whicl,
in the case of the 5-cent bottle, means the same movement that le may
incur with a 25-cent or 30-cent article plus refrigeration and cooling
costs, plus the cost of accounting for the deposits that lie must get on
the bottles, plus the cost of handling the empty bottles and sorting them
when they come back. That is his argument.

Senator BARKLEY. Yes. He has made that argument to you?
Mr. RmiLY. Yes.
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Senator BARKLEY. And you are making that argument to us?
Mr. Rnxy. This tax is not on the retailer.
Senator BARKLEY. You are claiming that the retailer cannot absorb

it.
Mr. RimLY. That is in our brief, Senator.
Senator BARKLEY. You are telling its what the retailer has told

you. I wonder whether it would be entirely out of the ordinary pl'o-
cedure if somebody knows whether he can absorb it, not siml)ly hear-
say, who would come here and tell us that.?

Mr. RiLEY. Well, of course, I am telling you what is common knowl-
edge in the trade.

Senator BARKLEY. I am not trying to multil)ly witnesses, but I am
trying to get at the facts.

Mr. RILEY. It is a matter of such common knowledge in this in-
dustry that everyone in the industry knows it. I am sure Mr. Vernor
can explain to you some of the dificulties in retailing, because he is an
actl lbottler of soft drinks. He can tell you what their attitude is.

Senator BARLEY. It is your position tlat the bottler cannot pass it
on to the retailer?

Mr. RILEY. That the retailer will not accept. it, and the bottler can-
not accept. it. Furthermore, since the retailer has ::o many means of
avoiding it, not only under the bill, but under the competitive con-
(litions-

Senator l BARKLEY (interposing). If they all )aid this tax. which
amounts to 4 cents a case, one-sixth cent on'a bottle, if they all paid it
then they are all on the same basis.

Mr. RILFY. All who, Senator?
Senator BARKLEY. All of the bottlers. If they all paid it, which 6f

course they will, and if they all passed it on to the retailer, which
they may do in the wholesale price that they get, instead of 80 cents
we will say they get 84 cents, that would only mean 4 cents a case
to the retailer.

Mr. RILEY. That would be an ideal solution, Senator, but it never
would work out that way.

Senator BAiRKLEY. Why not?
Mr. RILEY. Because that has been the experience of the industry.

It will not work out that way. We have some bottlers who are
making more than four cents a case. In the past they absorbed
the tax, and they will (1o it again. There is a vast number of the
industry who are not making four cents a case and they cannot
absorb it. If they do they will o out of business.

Senator BARKLEY. If all the bottlers pay the 4 cents a. case tax
and they pass it on to the retailer, it is a simple matter of adding
the 4 cents to the 80 cents, or 60 cents or 70 cents, whatever it is
that they have already paid. That might be hard on the retailer,
because the retailer might not be able to charge one-sixth of a cent
on the bottle when he sells it to Dick, Tom, and Harry. But the
question I am trying to find out is-and I am simply trying to get
the facts, because I do not know-whether out of the difference be-
tween the wholesale price or the bottler's price to the retailer plus
the 4 cents a case the retailer can afford to deal in the drink and
make a reasonable profit.
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Mr. RILEY. I do not believe h can. From what knowledge I have
of the industry, and from what information we have, his net per
case, after all of the costs I have referred to are incurred, is just
a1 couple of cents.

Senator BARKLEY. If he pays 80 cents a case and sells it for $1.20
his gross )rofit is 50 percent How much of that 50 percent would
he have to knock off in ordpr to et to his net profit?

Mr. RILEY. He would have to nock off all except t very small pail,
l)erhaps a very small percentage, a case.

Senator BARKLEY. You mean the retailer who is selling bottled
drinks is charging enough overhead for all bottled drinks so he can
get the profit out of everything else he sells?

Mr. RI EY. I do not say that is true, but it is one of the retailers' con-
tentions that it costs at least a cent a bottle to put out soft drinkss.
There is 24 cents out of the 40 cents right there.

Senator WALSH. IS there some breakage?
Mr. RILEY. rihere is plenty of breakage; yes. He must stand the

cost. of the deposit that he has paid on the. bottles broken.
Senator BAIKLEY. Take the little automatic-maybe they are not

automatic-distributing boxes, or whatever you call it, out in front
of a garage or in front of a gasoline station, where you go up and
either take a bottle out of an ice-cooled compartment or take it out
of an electrically cooled compartment, (o you think that it is ,n
average cost of doing business for that particular concern to be out
24 cents a case for distribution?

Mr. RILEY. I do not know what it is, and that amount of cost. may
not apply in such instances for distribution, because there is less labor
charge. 'But that is only a portion of the movement costs I have
mentioned.

Senator BARKLEY. Go ahead.
Mr. RILEY. Of course, on the question of discrimination, the con-

dition that that seems likely to create in the industry and coin-
petition resulting from other items for the consumer's nickel, it, will
bring the retailer to concentrate, we feel, upon these competitive
items. And because of his own interests, as I have been speaking
of here, in maintaining his own profit, the net effect of this pro-
posal is to put this tax directly on the bottler. That has been
the experience, and that seems to be the intention, and Aas the
expressed intention apparently in the Ways and Means Committee,
to at least have it absorbed either by the'bottler or by the retailer.
Our contention is you cannot pass 'it on to the retailer; that the
bottler has to absorb it in some way or another.

Now, as to whether or not this could be absorbed-Mr. Vernor
has already shown you that this is an industry of small businesses.
We have some large plants, good large plants, but they are just a
minute portion of tie industry.

We also have plants that make a fair margin of profit. This has
been broken down in the chart. Out of the 6,309 plants there are
almost 700 plants that are losing money. There are 1,594 plants that
have a margin that is not greater than the tax here proposed, 4 cents
a case. We have 1,700 plants that have a margin between 5 and 9
cents a case, and then a balance of 2,304 plants on a margin of over
9 cents a case.
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Senator WALSH. Is the number of small plants increasing or do-creasingMr. ILF.Y. The number of plants in the industry, Senator, has

been relatively stable in the last 4 or 5 years. I could not say defi-
nitely just as to that condition.

So that applying this 4-cents-a-case tax to the one-third of the
bottlers of the country who are making 4 cents or less, it either takes
all of their profit or appropriates part of their capital.

For almost another one-third the tax would take from 45 percent
up to 80 percent of their earnings per case. The reminder would
be, of course, affected in a lesser degree, but the tax would still take
a very substantial proportion of their earnings. This would be par-
ticularly serious in the case of those bottlers who, notwithstanding
the higher margin per case, have a low sales volume and consequently
small Income. In other words, there are some of those in tie top
bracket of earnings per case but which are very small plants.

This tax would, of course, have to be )aid in addition to the taxes
on net income which they pay in common with all other citizens.

And as I have l)reviously stated, carbonated beverages are the
only type of soft, drinks in closed containers, that is in bottles, cans,
or kegs, which are subject to the proposed tax.

The unfair competitive situation with which the industry is faced,
even if it could absorb the tax, seems apl)parent when we realize the
great variety of soft drinks sold in calls, in bottles, or dispensed fiom
bulk by the glass, but differing essentially fi'om the bottled car-
bonated drinks only in that they lack that characteristic which makes
the latter taxable, which seems to l)ut them in that class, and that
is carbonation.

To these must be added the nuninrous types of undiluted fruit
juices, concentrated juices, soft-drink 1)owlers and sirul)s, all sold
in competition with the carbonated drinks. These untaxed canned
and bottled drinks and powders are illustrated in the )hotograph,
which you have in the folder, but the photograph does not illustrate
the untaxed drinks of the thousands of corner drink stands and
fountains, untaxed because they are not carbonated, and because
they use no taxable sirups of the kind used in making the carbon-
ated drinks. Under the bill, these other drinks are thus being en-
(lowed with a competitive profit margin, amounting to the tax the
carbonated beverage bottler must pay, which they can use to further
entrench their position as his competitor in the soft-drink market.

It also seems obvious that those manufacturers of the other items
in competition for the nickels of the consumer, such as the l)opular
types of 5-cent candies and other confections, chewing gum, packaged
cookies, ice cream cones, and other 5-cent. frozen items, will be in
the field with this competitive tax margin as an added advantage if
any such tax on carbonated beverages is enacted.

Even among the bottlers themselves we have a serious competitive
situation. Some of these are outlined in rather detailed form in the
statement, but I do want to mention one which I do feel is the most.
serious, and that is that the proposed tax would result in. the con.
centration of the bottled soft-drink business into the hands of these.
bottle who have attained a position of financial strength, and the
elimination of many of the weaker members of the industry.
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The chart classification shows those bottlers enjoying a profit
inargin per case of over 9 cents, and while numerous, as I said before,
that total includes plants that are small, in small communities with
limited sales volume, and must be eliminated from it. We figure
there are about one-third, or somewhat less than oile-third of the
plants in the industry making perhaps fair total earnings that would
be, able to absorb this tax.

Should any such absorption become an actuality, all bottlers
would be obliged to do likewise, regardless of their lo)w margin per
case or the limitation upon their annual earnings, or be at hopeless
disadvantage in pricing their products to the retailers. A large pro-
l)ortion of them would eventualy be bankrupt by this attempt to keel )
their business intact through the competitive necessity of absorbing
a tax equalling the major portion or all of their earnings, or actually
in excess of such earnings.

Adding to this competitive situation, if the tax is enacted, of course
we could speak to some extent of the bottlers constantly increasing
costs. I am not going to take up your time on that, buht I (o want
to point. out particularly our problem, our inability to change the
size of our package. With one-third of the bottler's total investment
in bottles and cases, you (to not have the ease of changing the size
of the )ackage. To pass the added cost. and added taxes on to the
consumer is an absolute imlossibility as far as our package is
concerned.

I think it is important that I call your attention to the item of
tax costs. 'The bottler has borne, and is bearing, his share of increas-
ing Government costs, particularly in the way of State and local
license and privilegee taxes of various kinds aid amounts, to which
other business is not always subjected, and also by income taxes.

The additional taxes to be levied under other provisions of H. R.
5417 will add to these costs. For example bottler's costs of flavoring
extracts will be increased by the pro )osed alcohol tax increase, an
his cost of operation will be increased by the proposed new taxes, or
higher rates of tax on automobiles, trucks, parts and accessories, tires
and tubes, mechanical coolers and refrigerating apparatus, electric
signs and electrical appliances, business machines, telegraph, tele-
phone, transportation, radio and outdoor advertising, and the use of
motor vehicles. A total of $5,000,000 is believed to be a fair estimate
of the total of such added costs to the industry.

This total added to the amount of the proposed tax on bottled sales.
plus such further decrease in industry income as may result from the
coml)etitive situations engendered by the tax l)roposal, will substan-
tially reduce the taxable income of the industry as a whole, and, of
course, the income taxes computed on such income.

The obstacles to economy in the administration of soft drink taxes
in the past and the difficulties of collection seem certain to be repeated
under this bill and must also be considered in this determination of
the net results from a revenue standpoint.

For example, the tax of 6 cents per gallon on fountain syrups and
4 cents per pound on carbonic gas for fountain use will invite com.
petitive adjustments, which wiltmake it easily evaded or impossible
to administer.

Senator CONNALLY. How much tax do you advocate on soft drinks?
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Mr. RILEY. Senator, we do not advocate any tax on soft drinks.
We believe it is an entirely impossible tax.

Just as examples; I have three or four but I will mention two.
Take flavor, either fruit flavor or artificial flavor, or soft-drink pow-
(iers-they can be mixed in bulk without a sirup and carbonated and
the tax on sirup avoided because there is no sirup used tit all, if
our interpretation of this bill is correct.

One more example: Chocolate sirup is used in carbonated choco-
late sodas, but also in chocolate milk shakes and on ice-cream sundaes.
Its taxable status can readily be a matter of endless controversy, be-
cause who is to say, or who can say, whether such use makes it of
the kind used for making carbonatedldrinks?

In this connection we must also point out that the proposed tax
will fall from 2 to 3 times as heavily on the carbonated beverage
bottler as it will on the carbonated beverage portion of soda fountain
soft drink sales. As an example, if a bottler sells 120 bottles, on
which we will assume there is the price of 80 cents, his tax is 20 cents
and his ratio of tax is 5 percent. The same 120 drinks can be exactly
the same drink sold by the soda-fountain proprietor for $6 and his
tax is 8 cents, and the r-ate is 11/3 percent.

Now, we believe it. is important that consideration also be given
to the characterizations given similar taxes on soft drinks in tle )ast
in the rel)orts of the Committee on Ways and Means, the Senate Con-
mittee on Finance, and also by the Treasury. In those reports sim-
ilar taxes, or taxes having a similar effect, at least on the industry,
are called in the reports unwise and unjust; they must be paid out of
capital and to that extent it, constitutes a capital levy: very difficult
to administer; widely evaded; administrative nuisance and adversely
affecting business; are not great revenue producers; not highly pro-
ductive; ill-defined and uncertain; widely evaded and evasion can-
not be stopped without the employment of a larger number of agents
and measures more drastic than' the potential importance of these
taxes would justify.

On this last statement from the reports I may also call atten-
tion to the fact., which I (1o not think was brought out. clearly in the
brief, that this tax on finished bottled carbonated drinks and on the
fountain sirups, and on the carbonic gas involves, as I said, the 6,800
bottlers; it involves, we estimate. 125,000 tountains, and we have no
means of knowing how many dealers sell carbonic gas who will have
to pay the tax. So as a minimum you have a total of 131,300 tax-
payers from whom to collect revenue, from whom you will have to
get the returns and audit them each month.

Gentlemen, I am going to conclude with just a statement which
summarizes our brief, and that is that the industry does not argue that
its products can be substituted for the meat, potatoes, and flour on
which armies are fed. But it does submit it is as manifestly un-
reasonable to select carbonated beverages from the grocer's stock for
taxation as it would be to levy an excise tax on any one of his other
items of vegetable juices; fruit juices; frozen desserts; ices and ice
cream; dessert., ice cream, and beverage powders and gelatins; sirups;
spices; ketchups, prepared mustards, sauces and salad dressings;
preserves; fruit butters; jams; jellies; pickles; confectionery and
candies; nuts and nut butters; chewing gum; chocolate and other
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sirups; prepared foods for dogs, cats, and other pets; tea, coffee, and
COCOA.

Senator CONNALLY. HOW about cigarette and plug tobacco?
Mr. RiLEY. I am sorry, we are talking no position on those. I am

not familiar with them.'
Senator CONNALLY. We do tax those.
Mr. RILEY. We have taken the position that it is unfair and un-

reasonable to tax any one particular commodity selected from a group
when it is in competition, with other commodities.

Senator CONNALLY. Then you favor revealing the cigarette tax, the
cigar tax and tobacco tax?

Mr. RirLY. I would not want to put our association on record to
that extent, Senator. At least the principle of general taxation is the
o01e thing we stand o11.

Senator CONNALLY. How about gasoline? You tax gasoline. Why
Shoul( not soda fountains pay a little tax, and the bottlers? I am
just exploring this subject.

All'. RIL Y. Yes. Ve agree we will have to pay more taxes, we
readily agree We N will have to pay more taxes, if you will just let nie
conclude this statement.

Senator CONNALLY. Pardon me.
Mr. Rla:ry. 'he soft-drink bottler contends it is most unjust to

levy this tax which due to the factors previously outlined, wil have
the effect of a -pecial sulpertax upon his earnings, when he pays the
same taxes on income and profits to the Federail Government as the
drimk-stand )roprietor, the canner or the preserver, the ice-cream man-
ufacturer, the chewing-gum iianifactur'er, the confectionery mnanu-
facturer, the dog-food mamnifacturer, or the manufacturer of any of
these other grocery items. The bottler is ready and willing to bear
his full share of the Nation's tax burden at this critical time by
such increase in taxes of general application as Congress may deem
necessary to distribute that burden equitably and in recognition of
the equal interest all industries and all taxpayers have in it.

Senator CONNALLY. What is his share?
Mr. ]RiiEy. Beg pardon?
Senator COXNALLY. What is his share?
Mr. RILEY. Aly increase in income taxes that is shared equally by

all citizens who have the same vital interests that he has in this
Government and in its support.

Of eoumrse, if there must be 'a tax on product sales, the soft drink
bottler urges that it should be a general tax, levied upon a base
sufficiently broad to distribute the burden with the least hardship
by taxing all or substantially all commodity sales at the same rate,
thus giving this and each other industry a chance of holding its own'
in the coinetitive field, produciuig the Inaximnmi revenue, and being
the least disruptive of thls and ot ter industries in a similar position.

Senator CONNALL'. Would you advocate repealing the beer tax,
the whisky tax, and wine tax? They lave to pay all Iicome tax, too.
You need not answer if you do not- want. to; that is all ri ht.

, Mr. RILEY. I would say this, Senator, however that we-tave been
concentrating ou1 attention particularly on food items into wilich we
thiik tile soft-drink product falls, becatise it, is on the grocer'4 shelf
with otliei hundreds of comimodities, and soft drinks have been
picked out. as the oue itmi for special taxation.
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Senator CONNALLY. We are helping your business now by taxing
beer. That makes the man pay more for beer. The tax is to your
advantage, it seems to me, instead of disadvantage.

Mr. RILEY. That is a matter of opinion with which I would not
agree.

Senator CONNALLY. Let me ask you this: Do you prefer this
one-sixteenth of a cent, I believe it is, on a bottle to be paid by the
bottler or would you prefer a 1-cent tax to be paid by the purchaser?

Mr. RiLY. We think both are equally vicious and equally harmful
on the industry.

The CHAIRMAN. Are there any further questions?
Senator CONNALLY. That is all I have.
The CITAIMAN. Thank you.
(The statement submitted is as follows:)

STATEMENT ON BEHALF OF THE AMERICAN BO ITEnS OF CARBONATED BEVERAGE

BEFORE THE COMMITTEE ON FINANCE OF TIE UNITED STATiq SENATE

TAX POSITION OF THE BOTTMLED-OFT-DRINK INDUSTRY

The bottled-carbonated-beverage industry, in a statement before the Com-
mittee on Ways and Means of the House of Representatives at the hearings
preliminary to the drafting of H. R. 5417 by the American Bottlers of Carbo-
nated Beverages, has presented its general views in opposition to special excise
taxation of soft drinks.

In that statement the men and women engaged in the bottled-carbonated-
beverage industry Indicated their sincere desire to bear their full share of the
tax burden required for national defense, but urged that fairness and recog-
nition of the equal interest of all industries and all consumers in the preser-
vatlon of the American way of life required such burden to be distributed
by an equitable system of general taxation-whether it be in the form of in-
creased taxes on Income, a general sales tax, or a general manufacturer's tax.

The Industry desires to reassert this position before the Senate Finance Com-
mittee, and to make apparent the facts upon which such opposition is based,
to the end that such facts may demonstrate Its entire propriety under our
American principles of Justice and equality and that by so doing this committee
will be aided In finding a proper solution to the revenue problem.

THE SOFT-DRINK TAXES IN H. R. 5417

At the conclusion of lengthy deliberations by the Committee on Ways and
Means the proposal to levy an excise tax on soft drinks was Incorporated in
1. R. 5417 (pt. V, New excise taxes, sec. 551-Soft drinks) in a substantlalky
modified form (1).1

As passed by the House, section 551 proposes the following tax:
1. On bottled carbonated beverages (up to 33-oufnce bottles), section 8402-

b-I-A:
YA cent per bottle If bottled to retail at not more than 10 cents.

'cent per bottle if bottled to retail at more than 10 cents and not more
than 20 cents.

% cent per bottle If bottled to retail at more than 20 cents per bottle.
2. On bottled carbonated beverages (bottles over 33 fluid ounces), section

3402-b._1-B: 6 per centum of the price for which sold.
8. On finished syrups of the kind used for making carbonated beverages

sold otherwise than in bottles (such as at fountains), a tax of 6 cents per gallon
(Sec. 3402-&-1); and on carbonic gas sold for similar use, a tax of 4 cents
per pound (see. 3402-d-1).

It should be pointed out that there Is no gteat significance in the one-third-
cent and one-half-cent per bottle brackets just mentioned, nor the 6 percent
rate on exceptionally large bottles because about 90 percent of bottled carbo-

For notes see supplement to this statement.
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nated beverages are sold at retail in 5-cent bottles and on almost all of the
balance in the "quart" classification the usual price Is 10 cents. That remainder
sold In bottles over 83 fluid ounces, or for more than 10 cents, consists of only
an extremely small portion of the Industry's production.

For purposes of discussion we may therefore consider the vital point to be
the one-sixth-cent per bottle tax proposal, which represents a per case tax of
4 cents on each case of 24 small (5-cent) bottles.

It Ii particularly vital to note here that, because of the diversified nature
of the soft-drink industry the definition of soft drinks In the bill (see. 3402-a-1)
causes the proposal to lose Its identity as a tax on soft drinks, and to become a
special tax on carbonated beverages or soda water. It also is the only tax on
a food product (if we except wines) in the blil.

Of equal Importance Is the fact that, due to characteristics of the industry
differentiating It from most others (2), the provision cannot have the expected
effect of an excise tax, but becomes a special tax on either the capital or the
income of the bottler, as will be outlined more fully later. Obviously, any such
result will bear heavily upon this Industry of small businesses, more than two-
thirds of the units of which have maximum gross sales of less than $20,000
per year (3).

The adoption of a tax rate of one-sixth cent per bottle by the Committee on
Ways and Means appears to represent wholehearted recognition of the (dis-
astrous results certain to follow a rate of tax which would necessitate an in-
crease in the 5-cent retail price for approximately 90 percent of America's bottled
soft-drink consumption.

The apparent theory of the provision, as approved by the House of ]Repre-
sentatives, therefore, is to levy a tax to he absorbed by the bottler or by the
retailer of carbonated beverages without resorting to a price Increase to the
ultimate consumer (4).

THERE IS A SERIOUS F.AW IN ANY SUCH "ABSORPTION" THEORY

The fallacy of any such theory is demonstrated by an explanation of tihe econ-
omic basis upon which the bottled carbonated beverage Industry must operate
(2).

1. The cu8tomary nickel price to the consumer for the bulk of the industry's prod-
ucts constitutes a "roof," which, experienee shows-8 may tiot be excccded without
disastrous results upon the volutne of sales

This was clearly demonstrated before the Committee on Ways and Means,
based upon the recent experience of the Industry In States where an increase In
detail price to 6 cents was necessitated by the levying of a 1-cent-per-bottle tax,
such as that contained In the original Treasury recommendation.

That It Is a well-established economic fact, so far as the soft-drink industry is
concerned, is also apparent from the harmful effects of Federal taxes under tile
Revenue Act of 1918 on soft-drink consumption, concerning which testimony was
given at that time as a basis for their repeal.

2. The profit tnargh of the retail outlets, upon which the earbonted beverage
bottler depends almost entirely as the means of getting his product to the con-
sumer, cannot be decreased

As an Inciden' to time handling of bottle(] soft drinks time retailer incurs all
of tile costs Involved in the maintenance of lils usual stock, plus those specific
costs applicable to this particular product (such as costs of cooling and refrigera-
tion), plus a substantially heavier movement cost per dollar of sales due to low
value per unit sale, and the costs of handling the returnable bottles and ac-
counting for the bottle deposits which are typical of soft-drink sales.

Evidence already exists to Indicate dissatisfaction among soft-drink retailers
with current margin on soft drinks, prior to any further reduction through a
shifting of the proposed tax. Grocery stores are a major retail outlet for bottled
soft drinks. It a resolution adopted by the National Association of Retail
Grocers of the United States, in convention it Kansas City, Mo., on June 19-22,
1939, the -rocers alleged Insufficiency of current margin on bottled soft drinks to
cover the costs of handling emply bottles.
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3. Solvenoy In the bottlcd-soft-drink industry, as in every other industry, m means
that the bottler must mttintain a margin of profit on. his operations, but such
margin required emitrol of costs (5) to a degree tiot understood outside the
industry

Examples of some of the more important and current of these cost problems
will le helpful:

Sugar is an important factor among ingredient and material costs (6). Inas-
much as the quantity of sugar used in a case of bottled carbonated beverages
varies from a minimum of 11/ pouuds per case to as much as 3 pounds per cast or
more, depending upon the type of drink and the size of bottle, It is readily realized
that an increase of a fraction of a cent per pound in sugar cost amy mean the differ-
ence between a profit and a loss to the thou.ands of phlnts InI the industry operat-
Ing ol al extremely narrow margin of earnings per case.

This is particularly true in the smaller plants, where sugar is purchased front
local wholesalers In relatively small quantities. Since August 1, 19-0, the whole-
sale price of sugar has increased 85 cents or more per 100 pounds, which means a
cost increase of from 1 4 to 21/ cents per case (7).

Increased use of fruit juices in bottled carbonated beverages Is one of the
major developments of the past decade. Because of the higher cost of Ingredi-
ents and greater possibility of spoilage, this hias required investment in special
equipment and rigid cost control to keep the consumer's price of tile drink within
the 5-cent "roof."

For example, surveys by the California-Arizona growers show that during
the 1938-39 season approximately 82 percent of the juices processed front
navel and Valencia oranges went into beverage bases for the bott ld-soft-diIlk
Industry, using over 77,000 toils of oranges. Over three-fourths of that quantity
was for carbonated-beverage bottlers. Florida-orange tomnge for similar use,
while not as large, Is reported to have quadrupled In tie last '1 years. Over
5,000 tons of grapefruit is diverted annually to the uses of the bottivl-carbon-
ated-beverage Industry by one growers' association in the Southwest, con-
tributing much to relieve time surplus lrobleml In fresh-fruit sales charnels.
Only two out of mnay manufacturers of flavors for the bottler's product report
the use of about 7,1,000 gallons of grape juice annually lit such beverage bases.
Complete reports woul show these examples to rel)restinlt but a portion of the
amount of surplus fruit crop that Is us-ed II the nuintfacture and bottIlng of
carbonated drinks.

The added cost of the proposed tax will be a serious handicap to the bottler
Ia his efforts to make and sell the juice-type drink III the 5-cent market. This
may have a most serious effect upon the continue development of that type
of drink right down the line from the bottler to the flavor manufacturer, to
the fruit processor, and to the fruit grower.

Labor costs Involved in the bottling, selling, and distribution of carbonated
beverages amount to front 30 to 40 percent of dollar value of sales, so that
the steady Increase In such costs which bottlers have experienced during the
past few years has created numerous problems for them In their effort to keep
out of the red.

The average wage scale of labor In the beverage Industry, as reported by
the Department of Labor, Is the highest among the food industries listed (8).

An important factor fit consideration of this cost item is the attention the
industry has given to maintenance of substantially level employment through-
out the year, even though two-thirds of its annual production and sales occurs
during the warmer period of less than 6 months. This means, in the great
majority of instances, that the bottler operates his plant at a loss during much
of the remainder of tie year and depends upon the compensating Increase in
sales volume during the summer to bring sales for the entire year sufficiently
above total costs to produce a reasonable return on his Investment (9).

Time degree of dependence upon the temperature and the weather for profit-
able operations Is one of the major hazards of the Industry.

Selling, delivery, and service are Important items of cost to the soft-drink
bottler. Increased sales come only thromigh large costs for labor, equipment.
and overhead in maintaining that constant sales and service operation, direct
to the retailer, which Is essential to make soft drinks easily available to tile
consumer when lie wants them, where he wants them, ant1 how he wants them.
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This requirement has largely outmoded imiss (list relation through whole-
salirs. It hls made softdrink bottling n litIndustry of (,30 4 local plants serv-
Ing the 2,8)9 communities in which they fire located (10). It has given to
sales and service costs in nlImportnce filly equal to plant and ingredient costs,
from the standpoint of control antd of effect on earnings.

Changing trends lit consumer purchasing ive contrilmted to rising costs.
The increased lurchnse of carbonated leverages for Oimne consiimption, which
has affected a su)stanllal change in the soft-drink market in the past few
years, repluires tih, added explnse, of cartons. A doublig of the lInvestment
in hottlies lits not lN4t) ItnisIItil because of the delay il their reltli'n by honte
consumers to the retail outlet tid the greater bottle losses. While siles volune
its heei, increased, these factors result iln Ia sitillier igin pter (lste.

New developments IIt plant eliiptllent to offset these rising costs, tit last
in part, till( to Insnre sanitry operation atl purity of the productss have re-
quired hetlvy iivi'stitlle t liet iidnsltry (9) Itlh co i(shle.ll ly increased nnitn ii-
teillalle titd ovtrietai costs. At the insistence of lil idustry, the ptiactices
of hotilhig oti foot-oljerated niitelillws, fnd of washhlug hatles by hanad, have
been relegated to tihi' past. Today tit, tedlunI-sized ptnt ordinarily Ineatis
al ilvestiiintt' of aiout $100,000 for saidlit try mid(l clhent operatiati anid to
provide for nortill groii'{.

.. ''ax' costs are p(irti'ularl important

All of I1ie tit.s tiow Iimsedi off otlii kind", of lilsitms. for hiica St'te. ad
Federal lirposes tire lih'ltig ptaid by the soft-drink Industry.

It addillion, ti1w hiellie's arN iipyi t.1g, ini Iti Ity Stiltes, I elis', titl rlvi lege
taxes of vtryillig kil]ds aluld tintiotts, to which othe' hlisi ness is itot always
SubJected. Jti'uisi, of Ili'si' special State and local Iicenses, it ean fairly be
sal Ili tt In reltion toIn vestment, ismi'ess voltmue. and earnings, the battlers
of soft drinks are already subject to a degree of taxation which is fully equal
t), ori i excess of, the taxes lhid on many olher kinds of business. The in-
di stry his borie, and is bearing, Its share of Increasing State find Fedteral
gov1i'titltl llI costs. Betcause of the 'ital imlporta mice of italltaititg the 5-cent
"roit price" for tie p' oduct, tli'se rishig Ilix costs have niot bee tll passed oil
to the coinsnimer.

Thit addlittll liaxes to be lei'd iiiide'r other provisions (if 11. It. 5417 will create
specii I problems for thlie Industry.

For ('xatmtte, alcohol used iti mahkilng the Ilavoring extracts for soft drinks
Is Iti hupot'tutl Item of cost. At the present 4Ile the tax n slih lcholioi is
1,6100 perc'lnt of tlie cost of the alcohol, milll rt,r'seutts i tax cost of approxi-
1iattely 1.2 cent" pet' case of lie finished soft driik. The Inrease of $1 per
proof gallon provided lin tills lill will Intc'ase this tax cost by ome-sixth.

Other bottlers' costs of operation will bw tiffected by the proposed new tlxes,
or higher rates of ttax, o1 atitoitiobli's, tru'ks, l)tarts tmtid accessories, tires anad
tibes, miec'litnical coolers tlimd refrigertitlhg apparttns, electric signs and Mee-
trieal ipi)liatces, buslmiess machines, tilephm', telegraph, transportation, radiiio
antd ottitr advertising, and he use tf motor velhlus.

A total of $5,000,00) is I'lheved to be a fair istlnate of such added costs to
the inIdtitry inder It. It. 5-117.

5. The ability of the soft-drink bottler to mcet competition and t'lf'lilt in MIs[-
hueSS therefore dcpcnds tpon withlstat(ing the "sqitti'u'Zu" cxcrtcd on his margin
of profit by the force of his costs of mantufact,,rc and distribtitlon from bleloiw,
find by, the iflt'ribilitji of the rctall "roof pri('e "' anl th' dfiler'8 linll
from above

Some owners of i)ottlig plants, because of careful control of costs, a for-
ttnate colllnatoil of volume and plant captclty, tund successful merehnilis-
lng, have a'et, Itto successful than others in wlthstanding this "squeeze,"
with the result that earnings in the industry vary wihely-some produce a
higher rate of earnings than others, while many are losing money in their
efforts to become estabislied.

411977-1 1--21
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Based upon a recent survey of 1040 operations, It is estimated the bottling
plants In the industry fell into tile following profit margin classifications:

Per case nin (or loss) Numberof plants rrentago

Loss over 4 cents per cse ....................... ........................... . . 284 4.5
Loss 4 cents or loss ......... .............................................. 409 6.5
Profit:

0 to4 cents ................................................................. , 94 25.3
5 to 9 cents .................................................................. 1 ,18 27.2
Over 9 cent .............................................. ?, 304 3a.5

It Is apparent from the foregoing sumnnary of margin per case in the
bottling Industry that such a tax would constitute a capital levy upon those
bottlers who are losing money or are earning less than 4 cents per case. Over
one-third of the Industry Is in tills position. It would be a very heavy special
Income or profits tax upon bottlers earning Its lnch its 1 ) (ents Imer case, and
Its absorption without immediately serious effect upon survival could be accomn-
plished only by that proportion of the Industry now earning more thtan 9 cents
per case. The proposal therefore presents a serious threat to the preserva-
tion of the Industry and to the continuance of employment for many thousands
of workers during the critical period which the Nation is facing.

0. Concentration of bottled soft-drink buxincss

One result of the proposed tax would be the coicentration of tile bottled soft
drink business Into the hands of these bottlers will) have alttained a l)sitoll
of imnallit strength, and tile elimination of many of the weaker members of
the Industry.

The above classification of bottlers enjoying a profit margin per case of
over 9 cents Inchldes mpunlerotus plaiIts iI smlh conunullitlos with llm ted sale,4s
volume, and relatively low total earnings per year. It Is estimated, therefore,
that the larger and financially sitomger bottlrs whose imargln per case maV
permit absorption of the 4 cents per ctse tax, by relilnquislling a substantially
portion of their earnings to that purpose, operate less than one-third of tie
il'lnts in tie Industry.

Should any such absorption become n actuality, mll bottlers wohll be
obliged to do likewise, regardless of tleir low inargin per case or tile limititiol
upo tlvir annual earnings, or be at a hopeless disadvantage it pricing their
products to the retailers. A large proportion of them would eventually be

amnkrupt by tills atteml)t to keep thelh' hislmlesses Intact through ite cOmlptltive
necessity of absorbing a tax equaling tile major portion or all of their earnings,
or actually it excess of such earnings.

ill tile end the strong would become stronger, tile weak become weaker, and
the ihvellhood ailci Investment of thousands of taxpayers ill tlit industry would
be utterly destroyed.

In addition, those illelnibers of time industry prolucing 5-cent drinks tid lIavilig
it investment of million Not dollars it Iottl es which must he used miay flnd tiem-
selvis In a precarious competitive position (1110 to tills provision of the Htuse 1ill
which taxes the 24-bottle case of simll 5-cent bottles lt 4 cents Tier case, but
Inxes the 12-bottle case of large 10-ceit bottles at 2 cents per case. Tills incoll-
gruity is further elmplinsized by the provision taxing 36-ounce bottles tit 6 per-
cent, amounting to between 4 and 5 cents per case, depending upon the selling
price to the dealer, even though Its rettill price Is 10 cents (the same as the
32-ounce bottle).

Tle trade generally considers each large bottle, which usually sells at 10 cents,
as tile equivalent of 2 of tile smaller 5-cent bottles. Sold ill 12-bottle cases (coi-
pared with 24-bottle cases of the smaller sizes), the retail selling price per case
is generally the same, which is also ture of the price per case to the retailer.

Such i situation seenis certain to produce extreme inequities.
It imiust be remembered, also, that the greater numller of plants In the bottled-

soft-drink industry have no franchise connections with sirup- or flavor-base
manufact urers. Most of them purchase their base raw materials in the open
market, compound their own flavoring sirups as the prelinlary to actual com-
bimation of such flavored sirups with carbonated water. Each such bottler is
the fliavoring-sirup inifacturer and the bottler combined.



REVENUE ACT OF 1941 311

There may he, in the minds of some, an assumption that tie flavor and sirup
manufacturers may be In a position to absorb a part of the proposed tax, which
seems doubtful. But even if that were true, the bill makes no provision of this
sort, and(] the franchised bottlers are in no position to demand modification of
existing contracts with flavor and sirup manufacturers to that end. Even If this
absorption were possible and occurred voluntarily, it Is clear that the large group
of bottlers above referred to, who make their own flavoring sirups, would be
unable to obtain any tax-cost advantage by such a course, and that they would,
therefore, be subjected to a terrific handicap under which niy of them would be
unable to survive.

The nature of the lrollsed tax, therefore, is such that It can have no relation
to profit margins or volume of profit. As previously stated, tile more prosperous
bottlers, a relatively sinmall group, may be able ti) absorb the proposed tax without
serious effect on solvency, although for this group it would constitute a heavy
special tax on prolits-in additloi to the taxes they pay o1 Income in common
with til other Indivilua or corporate taxpayers.

For thie rank and file of the soft-drink bottlers the ta:x would amount to con-
fiscation of till or a large proportion of the profits, and it would throw a substan-
tiul muber of tlieil into tile loss column-thus actually becoming a capital levy.

Tilt HOUS- BILL ('IEAA1-, OIEIEl NSItIIMOUNTABLE OBSTACLES

It Is most important to realize iii considering the carbonated-beverage tax
provisions of 11. It. 5417 that there are unly basic economic factors whie.
differentiate such proposal front other excises listed and which create serloi.4
obstacles to the fultillnment of Its lrposes.

Thei more vital of these will be outlined:

1. 'he r('ltiler hits aisy ut'ium, of escape (roi (Ily attempt to require him to
absorb any provoi tion of the proposed tax, and he trill resist it stlC('Cs8f1l1,
iwith .erios e'ff('ct upon the carholltted-blcIrage i11ist1

lIP lay lhnit his soft-dlik -tocks to those luilterous types of nloncarbonated
callt (I altld Ittled (ritnks I tlsolilly lode from 1i comnbilliloll of Juices, mrtifival
thivors, or other tlhvoring mittelhls, willi fult neld, sugar, and water), whlhe,
exceJting for cllrlimot loll, are substhithilly lie sllme itS this Industry's products,
and which are ulttilXed under the House bill.

lie n1y endeavor ito inience listonlers to purchasee unitaxed beverage sirups.
packaged Ieveralge powders, beverage lhavors, amld conlcelltrated fruit juices for
llixing of soft lrlt!ks an1dt mixers lit hlome ( I1).

lie 11113' (lrvCt Ills selling efforts to Itelns slirply Competitive with carboated
beverages tlld which are ]u ltld, or relatively so, such ItS tile litnlerlols Ipular
tyel's of 5-cent elldies lild oitlier confections, chewing gulm, packaged cookies, ice-
crellll cones a1n1d1 other 5-cell frozei Items, an1d 111:1113',, others.

If lie feels compelled to sell carbonated beverages notwithstanding the tax.
he may decide to stock only tile larger size bottles (such Its quilts) selling for 10
cents, heauitse Ills gross selititg mice per case Is the samnie but tile tax cost to hill1
is only hillf 01 thint oil tIll smaller bottles.

I1I any event retailers would lend to concentrate their sales efforts oil the fast-
est iroving items. The Introduction1 of new lranlds and the si e of lcal brands
hot sulplprted by costly advertising wouhli bike be handicapped.

As it result of these oviot,; an1d 1tltatural dealer reac(tiols the Mll Ipll t o
the taxes would li' llost severe Illl1 the Illdellelldent bottler----thtt is, upol
those wilt) wollld ot have the siles prolnotional! sflnplol't of Nation-wide adver-
tising im id other netlhods of snsta i;ng (,ollsunler Interest. Thus there would
lie the slnle 11Iin(ley toward coniceltratioin of tile Industry through ('lllelilmlt lol
of the weaker botth'rs its Wollhl elmlie if the lore IrosIperolls Iottlers absorbed
the tax. [i this ease til' weaker bottlers would stiffer front a decline of dealer
Interest il hmilling their Ioducts with a consequent drying up of their sales
outlets, rather thnim from direct exprolli',nti(ll Of their profits.

But wheIn it emolern is heig put ot (if Iusiness, the precise nature of the
dest ruetie forces is (if less inmipolhlice tlhan tile cold fact that the sheriff is
takig over.
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2. Other potential comlpetitive problems presented by the "soft drink" tax
provislon of part I of title V of the House bill are numerous and of vital
importance

For example, in those few Instances since 1917, when excise taxes have been
levied on "soft drinks," not only have there been included such products as
carbonated beverages and carbonated waters but also the other types of soft
drinks-S.peeitcally designated as fruit juices (uferniented), fruit Juices (w;th
sugar added), Imitation fruit Juices, grape Juice, Ilineral waters (natural and
artificial), still drinks (nieaning noncarlonated), and other table waters (natural
and artificial) (12).

In the lo'illo here being considered bottled carbonated beverages and car-
holllted waters have heen 11ad(1 subjects of the proposed tax to tile xelusion of
all of these other types of soft drinks, tinus providing the basis for severe compet-
itive problems, disruption of the Industry, and dentonst rI'l tIg the utter inief-
fectiveness of such a tax as i revenue means.

Still drink--leaulng those which lire ,ubstalitially Identical in every feature
with carbonated drinks Witli the exeClltion that they nre not imlregnated Wilth
carlbnle gas, and do not effervesce-are all important cmllpetitor with carbonated
Beverages Ill the soft-drilk fleld.

Such drinks tire produced by soft-drink manufacturers in bottles: by the
canners il cans (13) ; by dairies Ill bottles (14) ; iixed by the corner drink stand
Ini bulk and dispensed by tile glass; and( by tile sida fountain.

With a cost differential (or profit margin) equivalent to tile amount of the
propsowed tax, tile (lovernlent will have put tile bottled earbonated Ieverage
lllulfitct urer Il a ,olpetitlve position which will be disastrous to lln. Coinplet-
Itors selling the bottled or canned noncarlboated drinks may readily Influence
tile retail outlets to give preference to their products on account of their lower
cost and greater profit margin because not Iurdened with tile "soft (rink" tax.

Noncarbonated drinks disenq.ed from bulk or by direct milling of flavoring
nmterials (not syrups) Witi sugar and(] water il the glass by drink stands alnd
fountains w:lI likewise operate tax free Ill competition with t sae sme flavor of
drinks il botiles whleh tire taxe'l solely because they "fizz."

Very low carlbonatlon Is desirable cliaraeteristle of sonme types of drinks
(such its sonle bottled orange drinks, root beer, and others). It stwsllu ironic
that one bottler would bear tile burden of a special leavy tax oil his earnings
becaus e lie as developed a market for a bottle(] orangeade with just sufficient
carhonatlon to give It a perceptible tang, while a comlpetltor bottier, canner,
dairy, corner drink stand, or fountain proprietor can avoil that burden merely by
selling tile same plduct without carlbonation.

Fruit Juices (Wiltl or without added sugar) are an important feature of tile
soft-drink market, al particularly since they tire lieing sold it 5-cent (ans11. Iced
ti the saine coolers, vended through tlt- smine types of vending illaclilles, and
distributed at ball gaines and similar places by the sau1e hawkers In competi-
tion with the carbonated types of drinks (often of the same flavor) in bottles,
the proposed tax o1 the latter seems most unjustified, unfair, and without
l'eason.

This is especially trite since tile product Is developed as a competitive item
for sale as a soft drink, in soft drink outlets, an(1 often sold from the saime
delivery vehicle from which tile bottled( drinks are sold to the retailer (15).

The soda fountain or drink stand where drinks tire dispensed in bulk is,
of course a major competitor of the bottled carbonated beverage nanufacturer.

Such an outlet Is the ntanufacturer of the product It sells, and to that
extent is comparable to the bottler. But it sells direct to the consumer at
tie full retail price, whereas the carbonated-beverage bottler sells to the
retailer at wlolesale. The benefit of this income differential, pilus manny cost
advantages coming from absence of investment il expensive machinery, deliv-
ery equipment, the heavy losses incident to the use of bottles, and from less
expense for labor, give the fountain and soft-drink stand a decided advantage
over the bottler in earnings per dollar of sales.

Notwithstanding these competitive advantages enjoyed by them, under tie
provisions of the House bill all soft drinks sold by them excepting those in
which carbonated water is used are excluded from the definition of taxable
"soft drinks."

This means that all fountain drinks made by mixing water and sugar with
lemon Juice, orange juice, grape Juice, or with any of the variety of artificial
flavors, or soft-drink powders-so long as carbonated water is not used-are
not in the taxable class.
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It Is true, of course, that under the provisions of tile bill when carbonated
drinks are dispensed at such fountains the syrups used are taxed at 6 cents
per gallon, but even InI that event It is a prerequisite to taxability that a
sirut) iust have i exited In the preliminary operation. With carbonating
equipment installed in every soda fountain it Is conceivable that the sirup
tax Is subject to easy avoidance by mixing the flavor, sugar, water, or other
ingredients InI bulk and then carbonating it for dispensing by tile glass, or
by mixing the flavoring ingredient in the glass and adding sugar and carbon-
ated water.

A further comletitive complication is added by the fact that the same fin-
Ished sirup is commonly used by the fountain or stand for a given flavor of
drink in carbonated or noncarbonated form,. and for other purposes. Choco-
late sirup, for example, is used for preparing chocolate sodas (carbonated),
but it may also be used for making chocolate milk shakes, or in chocolate ice-
creamesundaes. A question of Interpretation Inmedliately arises whether or
not this Is Identified as a sirup "of the kind used iII * * * mixing" car-
bonated drinks because of Its use in chocolate sodas, or whether Its other
(and perhaps more prevalent) uses determine its classitleation and nontaxable
nature.

Carbonic gas tax at the rate of 4 cents per pound Is proposed to be levied
on that "sold by the manufacturer * * * or by a dealer * * * to any
person who sells soft drinks otherwise tb in in bottles." The tax does not
apply to gas made and used by the fountain proprietor. Past experience of
the Industry shows that gas generating units have been installed to escape
such a tax. A saving iII cost of 4 cents per pound on carbonic gas may be an
Inducement to revive this practice, or result In widespread bootlegging of gas
for fountain use by Irresponsible persons purchasing It from the manufacturers
tax-free.

Further, the bottler of the carbonated drinks also faces a serious competitive
situation Icause of gross disproportion between the tax levied on him under
the bill and tlit proposed for competitive fountains and stands, even assum-
ing that the 6 cents per gallon on finished syrups, and 4 cents per pound on
carbonic gas, Is collectible and paid on all such syrups and gas used by such
fountains and stands for the carbonated drinks they sell.

Using a common type of soft-drink syrup, for example, 1 gallon will make
an average of 5 cases (120 bottles) of the finished drink, oil which tile bottler's
tax under the bill would be 20 cents. Yet the fountain on 120 glasses of the
same drink will piy but 8 cents (6 cents on 1 gallon of syrup, and 2 cents on
1/ pound of carbonic gas used).

With a maximum selling price of SO cents per case by thle bottler, his tax
Is 5 percent of his $4 sale, Mille the selling price of the same quantity of
the same drink by the fountain proprietor Is $6 and the tax Is 1.33 percent of
his selling price.

The competitive advantage of such a disparity in production and tax costs,
plus the ability of dispensers by the glass to recoup any such increased cost
on the retail sales by a minor Investment in smaller glasses, which the
bottler cannot (1o to Ills bottles, makes the inequities amnd hnIpracticability of
tile provision of tile House bill most apparent.

This also offers a comlparlson of the 1.33-percent ratio of the tax oil fountain-
disliensed carbonated drinks with the position of the carbonated beverage nianu-
facturer who sells his product in tanks (for example) to stands finr dispensing
by the glass in competition with fountains, and on which tae 6-percent rate
of tax is applicable under section 3402-b--i-.

EXPERIENCE AROUES AGAINST TIE "SOPr-DRINK" TAX

Tile same compelling reasons expressed by tlle Committee oil Ways and
Means, the Committee on Finance, and time Treasury as basis for early repeal
of previous similar taxes o soft drinks (16), enacted as features of emergency
Federal Revenue programs, tend full force and vigor to tile carbonated bever-
age industry's opposition to the "soft-drlnk" tax proposal in If. R. 5417:

1."* * * It Is unwise alnd unjust, Ill addition to the income and war-profits
taxes, to impose a heavy gross-sales tax upon products out of which the income
and profits of a business are made. - Such taxes should not ordinarily be im-
posed at heavy rates unless It is unequivocally Intended that they are to be
fully and invariably paid by the ultimate consumer" (S. Rept. No. 103, 65th
Cong. 1st sess. August 4, 1917).
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"* * The tax in most instances cannot be paid out of the profits Il the
Industry and must be paid out of the capital, and to that extent constitutes
a capital levy * * *" (1. Rept. No. 170, 68th Cong., 1st ses., February
11, 1924).

The renewed proposal to tax soft drinks Justly bears such characterization.
It cannot be passed on to the consumer or to the retailer. It must be added to
the bottler's cost of placing his product on the market, appro)riating In the
guise of an excise tax the whole or a major portion of the earnings of his
business as a super-tax Il addition to the taxes he pays on such earnings inl
cominon with all other citizens. There is nothing in the nature of the product
or Its relation to defense operations that can possibly warrant such singling
It out for special exorbitant taxation on gross sales or profit.

2. "This tax bas proved very ditlicult to administer and is widely evaded"
(S. Rept. No. 270, 07th Cong., 1st sess., September 20, 1921).

'4* * * Ali administrative nuisance and is adversely affecting, bus-
ness * * *" (S. Rept. No. 558, 73d Cong., 2d sess., March 28, 1934).
"* * difficulty has arisen in attempting to establish the present-dy

definition of finished or fountain syrup, fruit Juices, and still drinks, in view
of tile fact that the lieerage Indnstry ins dewelolwd naily new products and
practices * * * (p. 77, annual report of thi Secretary of the Treasury for
fiscal year ended June 30, 1932).

The controversial aslets of any attempt to levy an excise tax on soft drinks
are Intensified by the Immense range of items which properly belong in this
category and by the peculiar characteristics of the soft-drink trade.

Some effort appears to have been made to mininize this difficulty by exclud-
Ing, through arbitrary definition of a soft drink, many types of soft drinks and
closely allied competitive products from the tax proposal. The situation thus
created by the present tax proposal warrants a conclusion which is sustained
by all previous experience; namely, that a general tax on all soft drinks by
whomever produced or sold, Is Impossible of effective administration, while
a tax of narrow scope, characterized l)y greater ease of levy and collection,
becomes a grossly discrihinatory Inposition upon a portion of those taxpayers
engaged in the soft-drink Industry.

3. "As a considerable portion of the soft drinks sold are compounded at the
soda fountain, and not reached under existing law, the taxes levied under existing
law are not great revenue producers * * " I. Rept. No. 767, 65th Cong.,
2d sess., September 3, 1918).

"These taxes are not highly productive * * *t; hey are ill defined and un-
certain ; they are vexatious and expensive to the dealers who pay then) ; and I am
Informed by those in charge of their administration that they are widely evaded
nnd that such evasion cannot be stopped without the employment of a larger
number of agents and measures more drastic than the potential Importance of
these taxes would justify" (p. 43, Annual Report of the Secretary of the
Treasury for the fiscal year ended June 30, 1920).

"Difficult to enforce, relatively unproductive, and unnecessarily vexa-
tious * * *" (statement of Secretary of the Treasury, p. 11, Internal Revenue
hearings before the Committee on Finance, U. S. Senate, 67th Cong., 1st sess).

'This tax is a burdensome one and one of the most difficult to collect. The
difficulty and cost of administration in collecting the taxes imposed by those
sections, the inconvenience caused by these taxes to taxpayers, and the burden
which these taxes place upon the Industries affected justify their repeal * * *"
(II. Rept. No. 179, 68th Cong., 1st sess., February 11, 1924).

The present proposal invites this same critical comment.
There has been a marked tendency to overestimate the direct revenue to be

obtained from a tax of this kind (17), but with the problems confronting the
Industry today iln Its efforts to avoid the disastrous results of any Increase In the
5-cent price of Its products to the consumer (notwithstanding rising costs of
materials, labor, overhead, and taxes), the effect upon ultimate revenue to the
Government from tie bottled carbonated beverage Industry cannot be over-
looked.

Those bottlers now operating profitably are paying all taxes levied on business
or income. With Inevitable taxes on Income at rates considerably higher than
heretofore known, insofar as the Industry continues to produce Income, there will
be a considerable loss of revenue under these taxes which must be offset against
the anticipated yield of the soft-drink tax.
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Tills condition 1ay reasonably be expected to reduce the net additional tax
yield from tile bottled carbonated beverage Industry to no more tlan half of that
now anticipated. Nothing is sald here of the added administrative costs of such
taxes. but they are likely to bI substantial and tios to reduce still furtlr the
realized return from this tax.

IN CONCLUSIdN

1. The result of the soft-drink tax proposed in 11. I. 5417 will be to disrupt
the bottled carbonated beverage market and concentrate the business Into the
hands of the financially stronger companies. Time consequence will be the closing
of many plants through slieer Inability to pay the tax out of earnings or to
meet competition if they do not.

Were tie Industry one In which such condition would affect a few large plants
In widely separated parts of the country, and which were susceptible to use in the
manufacture of other products, the result might not be so serious.

But most bottlers have no other business, their plants are not adaptable to
products other than soft drinks, and i1s a n Industry In which small plants
lredominate, located In 2.899 cities amd towns In every State, tie niiemploynient,
decline in State find local tax reventles, and the general effect upon their with-
drawal from coinlullty business life, would be widely felt.

2. The Industry does not argue timt Its products (-all be substituted for the
meat, potatoes, and flour on which armies are fed. But It does submit It is as
manifestly unreasonable to select carbonated beverages from the grocer's stock
for taxation, as it would be to levy an excise tax on any one of his other Items
of vegetable Juices: fruit Juices; frozen desserts; ices and ice cream; dessert,
ice cream, and beverage powders and gelatins; syrups; spices; ketchups, prepared
custards, sauces, and salad dressings; preserves; fruit butters; Jams; Jellies;
pickles; confectionery and candies; nuts and nut butters; chewing gum; choco-
late and other syrups; prepared foods for dogs, cats, and other pets; tea, coffee,
find cocoa.

The soft-drink bottler contends It Is most unjust to levy tills tax which, due
to the factors previously outlined, will have tie effect of a special supertax upon
his earnings, when lie pays tie same taxes on income and profits to the Federal
Government as the drink-tiand proprietor, the camner, or the preserver, tile ice-
cream naflllfactllrer, the clewing-gum manufacturer, the confectionery imlanu-
facturer, tile hlg-food manufacturer, or the manufacturer of any of these other
grocery items. lie Is ready and willing to bear his full siare of the Nation's tax
burden at this critical tine by such increase in taxes of general application as
Congress may decil necessary to distribute tlat burden equitably and In recog-
nition of the equal interest all Industries find all taxpayers have In It.

The bottler realizes tliat Increased taxes oil Incoie are inevitable, and las 11o
objection to accepting his pro rata increase, all(l any accoinpanylg hardships, in
common with all other citizens.

If, In the solution of the problela, there must be it tax o prodlict sales, the
soft-drink bottler urges tilat it should be a general tax. levied uipon a base
sufficiently broad to distribute tIe burden with tie least hardslp by taxing fill
or substantially all comlllodity sales at the same rate, thus giving this a(d each
other industry a chance of holding its own iii the competitive field, producing
the mnaxinui revenue, and being the least disruptive of tills and other indus-
tries in shifllar position.

Respectfully subnltted.
AMERICAN BoTrLERS OF CARBONATED IBEVERAOES.

NOTES SUPPLEMENTING STATEMENT ON BEHALF OF THE AMERICAN BOTTLERs OF
CARBONATED BEVERAGES

(1) At the presentation of the ilndustr.N's views before tile Committee ol Ways
and Means there was available, ais basis of discussion, only a vague proposal
submitted by the Treasury to levy a tax oIl soft drinks of "1 cent a bottle and
equivalentsq."
This proposal was obviously too Indefinite and uncertain to pernilt of specific

Interpretation, but its general import was clear to those citizens engaged in the
soft-drink industry.

On the basis of retail sales it involved the levying of a special excise tax of
20 percent on a simple, harmless, and wholesonle food product, sold for 5
cents and depending upon the children and the wage-earners of the nation for its
market. On tile basis of the bottler's average selling price to the retailer tile
proposed tax amounted to a rate approxinmatihg 331/A percent.
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In dealing with this proposal It was demonstrated:
1. That neither the bottler nor the retailer of soft drinks could absorb such a

tax, as It exceeded their margin of profit many times over.
2. That the "passing oil" of the tax to the consumer, by Increasing his cost of

soft drinks fromnr 5 cents to (I cents, would lve serious effect upon sales volume
of the entire Industry iII competition with other tax-free Items devoted to the
same market.

3. That a special excise tax on soft drinks is based either upon the false
premise that a 5-ceit (lrlink Is a luxury to tihe child or tine wage earner who are
its principal consumers, or upon tre false assumption that the bottled soft-drink
industry as a whole is an unusually profitable industry, because of which it Is
an unusually harsh, unproductive, and costly form of taxation.

4. That such a discriminatory tax would be especially disastrous to thousands
of bottlers who do not have the support of extensive, Nation-wide advertising,
and similar promotional efforts, and would tend toward concentration of the
bottled soft-drirk business into the larger and financially stronger conpanies,
such as those se ling under nationally known brands.

(2) Characteistlcs of the bottled carbonated beverage industry:
The principal economic chiracteristics of the industry should be briefly

sketched, because they are often misunderstood.

1. Carbonated beverages and other soft drinks are recognized as wholesonne food
products. They are, of course, tonaleoholle, and are not customarily put in
the same classification as alcoholic drinks either froin the regulatory Qr the
competitive standpoint

Aside from the well-known characteristics of those drinks comprising fruit
and berry juices, and extractives, herbs, or spices, tile sugar content of soft
drinks contributes definite food, refreshment, and energy values, and in tire case
of effervescent drinks the carbonation is recognized as contributing tonic and
healthful properties. Their manufacture, labelhig, and sale Ire subject to all
State and Federal food laws and regulations, the sane as other food products.
They take their place on the grocer's shelf, or on the lunch counter, aruong
other foods competing for consumer acceptance.

Over 90 percent of the total output sells at the standard price of 5 cenf;
per bottle. White there is no agreement as to what is meant by tile term
"luxury," it is certainly a misuse of the term to speak of a 5-cent luxury. There
is no better evidence of the wholesome nature of soft drinks than the provision
usually made for on ample supply to be available at post exchanges, at Civilian
Conservation Corps camps and Army posts. They are similarly stocked in)
quantity on naval Vessels.

2. The bottled carbonated beverage industry includes about 6,300 bottling plants
in the United States at the present time

These plants vary inI size from small concerns having ai annual output of
only a few thousand cases to a few very large plants in metropolitan areas
producing a million cases or more. The industry provides employment for over
80,000 employees and owners.

The shipphig of bottled soft drinks of the soda water or carbonated types
from one plant to the national market Is virtually nonexistent at tire present
time. An analysis of the censls report will show tlht the ratio of bottled soft-
drink production in each State to total production in tire country Is substantially
the same as tire ratio of the population of each State to United States plpulation.
This Is an Indication that tire industry Is primarily a local business, filling local
needs from local plants and, naturally, employing local labor, paying local taxes,
and otherwise participating iII tire general economic life of tire community.

With tie exception of a comparatively small number, all of these plants tire
locally owned. Tire majority of plants in number purchase their basic materials
on the open market, compound their flavoring materials and finished sirups in
their own way, and sell their bottled drinks under their own brands. The other
plants operate in somewhat similar manner, the principal distinction being that
their basic flavoring materials are purchase( from a central source under con-
tract, or territorial franchise, and tire finished drink sold exclusively within that
territory under the trade-iiark controlled by the flavor manufacturer. In thuis
latter group, of course, are those plants producing tho nationally known brands;
but the territorial rightA to which brand, together with the plant and equipment,
are owned locally.
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3. The eonstimer market for bottled carbonated beverages is prepoaderantll
atnonq childrnC and (ololg. 1t'(Ife cl1e1trs in the low-income groups

In addition to those outlets serving soft drinks it fountains, the bottled drinks
are distributed through virtually every type of retail outlet, i substantial portion
being sold the saine as other groceries for iome use at meals and as refreshlent.

It is it recognized fact in tile soft-drink industry that carbonated drinks (su'h
as ctb soda, ginger ale, lemon soda, etc.) have lien deiinng In volume used as
mixers. Those used for that purpose tire estimated to be not 1more than 5 percent
of the industry's produ(tloni at the present t imle.

Outlets makliug retail sales of bottled soft driiiks are estimated at over
1,000,000.

The number of fountains and soft-drink stands making soft-drink situps, such
its titose taxable under 11. It. 5417, and from wloi tit, sil)up tax would he col-
lectible, and dispensing tle finished drinks made therefrom, are estimated tit over
100,000. li 1039 tile Censis of Manufaetures reported the following ntumbiers
of eating ind iefrlshment phlices where fountains tire coritmon: lcstau rants,
cafeterias, lnch roolls, 9,06S; lunch counters and stands, 62,073; soft drink,
juh'e, ice cream stands, 8,051; drug stores with fountains, 39,452; total, 208,644.

(3) Upon the basis of available data, the 6,309 plants comprising the bottled
soft-drink Ildustry are divided into the following classifleations:

SNumber I Percent
Estimated sales volume ier year estimated gross sales value of lants of total

2,5,000 cases or les ....................... $j8,750 or loss ......................... 4,025 64
25,000 to 100.000 css .................. $18,760 to $75,000 . ................. 1,714 27
100,000 to 250,000 eases .................. $75,000 to $187,00 ..................... 382 6
Over 250,000 cases ...................... $187,50 or more.................... 188 3

Just as an Illustration of tie comparative size of soft-drilk plants, compared
with candy and eiewlng gun. For 1939 confectionery manufacturers' produc-
tion value averaged $238,000 per plant (1,252 plants, value $297,761,813) ; chew-
ing-gum production averaged $2,250,000 per plant (27 plants, value $60,783,246) ;
bottled soft-drink production averaged $81,200 per plant (4,504 plants reporting,
value $365,779,000). Preliminary report, Iureau of the Census, Census of Manu-
factures, 1939; Value of Products and Valte Added by Manufacture, issued
December 29, 1940.

Event this average does not sufficiently emphasize the small size of most plants,
as its computation does not Include figures frotim about 1,900 plants, presumably
because annual production did not total $5,000, which is the mlnlnumin covered
by the census reports.

Prelimiary report (April 5, 1941 ), Bureau of tile Census, Census of Manu-
factttres, 1939; nonalcoholic beverages shows total cases bottled beverages pro-
duced 479,055,717, value of production $358,232,407. Average, 74.8 cents per case.

(4j) This motive was made clear in the following Washington dispatch (Tren-
ton, N. J., Evenitg Times, July 1, 1941) :

"As one nieans of raising the renaining money, the committee today looked
for a way to tax soft drinks without Increasing their retail prices.

"The Treasury proposed that such beverages lie taxed 1 cent a bottle, bit
sonic legislators said that in States which already lid tried such levies, It was
found that they seriously impaired the sale of the products.

"'What we are trying to do,' one member said, 'is to tax soft drinks as much
as possible without forcing the retailer to Increase his price.'"

Commenting ont the provisions of It. It. 5417 as reported by the Committee on
Ways and Means, of which lie is a member, Mr. Treadway (Massachusetts)
inade the following comtnent in the House of lIepresentatives (Wednesday, July
30, 141, Congressional Record, No. 139, p. 6626) :

"In the case of soft drinks the Treasury reconuinended a rate of 1 cent per
bottle. The committee, however, took into consideration the fact that such a
tax might cripple the Industry since its sales depended upon a 5-cent price. In-
stead of adopting tie Treasury proposal, the committee fixed a rate of one-sixth
of a cent per bottle, which of course Is equivalent to 4 cents per case. So far
as I am Infornmed, the bottling Itdustry will not be able to absorb this tax due
to its small margin of profit. I feel that the tax should be eliminated, or at
least further reduced."
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Conmtnenting upon the sanme action by tile committee, of which he also is a

vaecmber, Mr. Dingell (Michigan) stated in the House (Friday, August 1, 1941,
Cong. Iev., No. 141, p. 6782) :

"As to the attitude of your humble servant, I have favored the elimination

of this tax in its entirety, especially so since I have been in entire accord

with the ellmination of the tax proposal with regard to candy."
(5) Costs, for example, involve the following Items:

Material:
Suga r'.
Extracts, acid, color.
Slrups.
Carbonic gas.
Crowns.
libels, foil, paste.

Cartons and glass (when package is sold).
Factory labor and overhead:

Factory labor.
Rent.
Building repair mid maintemnce, building depreciation.
Insurance.

Depreciation:
Machinery and equipment.
Light and( power.
Water.
Fel.
Machinery repairs.
Factory supplies.
Bottle breakage in plant.
Taxes (manufacturing proportion).
General factory expense.

Selling expense:
Sales, salaries, and commissions.
Traveling expense.
Sales.car expense.
Advertising.
Depreciation on coolers loaned to trade.
Samples, premium deals, etc.
Telephone and telegraph.
Taxes (selling proportion).
General selling expense.

Delivery expense:
Drivers' wages.
Gas, oil, grease.
Truck repairs.
Truck insurance.
Truck tires.
Truck depreciation.
Truck licenses.
Truck general expense.
Garage rent.
Paint and repair-cases.
Depreciation--cases.
Freight out.
Freight empties in.
Taxes (delivery proportion).
General delivery expense.

Administrative expense:
Salaries and wages.
Traveling expenses.
Stationery and office supplies.
Postage.
Insurance and bond premiums.
Dues and subscriptions.
Legal and accounting fees.
Depreciation-furniture and fixtures.
Taxes (administrative proportion).
Miscellaneous general expense.
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Bottle and case loss wlith tie trade:
Other expense:

Interest.
I)iscounts flnd allow nces.
Bad debts charged off.

(6) The Department of Commerce reports the soft-drink industry was tie
fourth largest user of sugar products of the United States refiners in 1939,
using a total of 507,473,513 pounds, of which 404,884,042 pounds were used in
the manufacture of bottled soft drinks, the major portion of which was cane
sugar.

According to a lprelimhnary report of the Bureau of the Census, soft-drink
bottling plants used approximately 22,250,000 pounds of beet sugar during
1039, 5,675,83 pounds of corn sugar, and 7,425,100 pounds of corn sirup. These
represent substantial Increases in the use of these agricultural products in
1929 over quantities previously reported for 1937.

(7) See Weekly Statistical Sugar Trade Journal, lnublislid by Willett & Gray,
Ine., New York City. Issue of August 1, 1940 (p. 275), quotes prices that date of
$4.15 and $4.35 per 100 pounds. Issue of July 31, 1941 (p. 277), quotes current
price of 5.20 per 100 pounds.

(8) Note rate of labor costs lit beverage Industries lit comparison to other food
Industries: Average hourly earnings-All manufacturing, 68.3 cents; food and
kindred prolhlets, 64.1 cents (baking, 64.4 cents; butter, 49.8 cents; canning and
preserving, 51 cents; confectionery, 49.8 cents; flour, 60.8 cents; ice cream, 05.8
cents; slaughtering and meat packing, 68 cents; beet sugar, 56.2 cents; cane-sugar
refining, 65.8 cents; beverages, 88.7 cents). (Employment and pay rolls, December
19401, U. S. Department of Labor, Division of Emplyment Statistics.)

(9) The bottled soft-drink industry Is reported to have invested $24,122,464 lit
new Items of plant and equipment in 1939.

Preliintry report (April 24, 1941), Bureau of the Census, Census of Manu-
factures; Expenditures for Plant and Equipment, by Industry Groups and by
Industries, 1939.

(10) Bottling plants in the soft-drink Industry tire distributed In 2,899 cities
and towns of various sizes, its follows:

Plants
Population less than 2,000 --------------------------------------------- 684
Population between 2,000 and 5,000 ------------------------------------- 991
Population between 5,000 and 25,000 ----------------------------------- 1,890
Population between 25,000) and 50,000 ---------------------------------- 68
Population over 50,000 --------------------- --------..------------- 2, 081.

Census figures show the plants lit tie soft-drink bottling Industry are located
l)rimarily as the means of supplying that prtleular area. In the eight States
showing highest bottled soft-drink production (Callfornia, Georgia, Illinois, New
York, North Carolina, Ohio, Pennsylvaoli, and T1exas) the 1,648 plants Included
In the census report (1937) show totl production valued at approximately
$125,000,000, or 45 percent of the total, while those same States have 44 percent
of the total population of the United States.

(11) The Successful Grocer magazine, May 1941, under the heading "Kool-Ail
soft drinks," refers to the soft-drink powder sold hi competition with the bottled
drinks its the "Nationlly advertised soft-drink powder," stating: "Kool-Aid's
current advertising campaign embraces iore tlhiin 815,000,000 sales imessages it
18 national magazines and 3,919 local newspapers."

(12) See sections 313-315, Revenue Act of 1917; sections 628-030, Revenue Act
of 1918; section 002., Revenue Act of 1921 ; section 615, Revenue Act of 1932.

(18) Concerning this type of drink the Western Canner and iacker magazine
(1940 Yearbook and Statistical Number) states (p. 121) :

"Aside front the pineapple and citrus juices there are a wide variety of other
juices packed it the West. Fruit nectars make tip the largest proportion of these.
l)eclduous fruils, particularly apricots, peaches, ind pears, are used in making
iectris. They tire not strictly fruit Juicees, according to I'ited States Food and
Drug Administration rulings, because they include sugar and water witlh the
Juice and pulp of tile fruit. However, under the classification of nectars of similar
names tiey lnive beei coipetig with otlier fruit Juices. * * *

In the same Issue (p. 119), concerning "Canned fruit Juices":
"The phenomenal Increase in canned-Julce production Is not a new story, but

a brief r~sum of available data gives a factual picture of the development of this
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industry in the past decade. In 1929 the total United States canned fruit Juice
pack (all varieties) was 205,000 cases. A new record was set lit 1939 with an
estilmated output of almost 24,000,000 cases."
The Food Field Reporter of August 4, 1941 (p. 3), comments oln the sale of

Juice drinks:
"Canned Juices have proved so popular that the Individual style con, about 0

ounces, has been developed. Intro(lueed in the Southern States, this 6-ounce can
of fruit Juice is a Opular itein at soda fountains, gas stations, said other soft-
drink outlets."

(14) The Milk Dealer magazine for February 1941 (p. 75) comments upon the
advantages accruing to dairles selling bottled orangeade in collpetItilol with
bottlers of carbonated beverages ns follows:

"That the trend is to fruit beverages Is clearly evidenced by the tremendous
growth Ill recent years of tile canned fruit-Juice Industries. From a pack of 153,000
cases a year to nearly 24,000,000 cases a year, It 9 years' time, Is little short of
pilenomelal-proof enough that the American publle is 'fruit-Juice conscious.'

"With orangeade bases of the better manufacturers today more adaptable to
homie delivery than ever, the milk dealer still has an advantage over the carbon-
ated-beverage bottler i cutting a wide swath Into potential fruit beverage sales.
Delivery to tile home from dairy retail routes is an advantage any bottler of
carbonated beverages would enjoy having. Crowel I-Colller's survey showed that
56 percent of all beverages are consumed In the home.

"As home sales are almost always quart sales, the consumer's cost per drink Is
less than that for many of time nationally known carbonated beverages which must
be Irchbased at it store and carried hiome. Thus 11 high quality fruit beverage can
be offered to tle consumer by the milk dealer at it low cost le'r drink ani( with the
added convenience of home delivery. Of consilderable imlprtance to 1il1k dealers,
too, Is tle fact that quart sales are more profitable than sales from individual
bottles."

(15) That the soft-drink market is of consIlerable inmortance to tile canners
of Juice drinks Is i indicated by the Southwest Banker magazine, May 19-10 (p. 17),
in which comment oil canned grapefruit Juice includes the statements:
"Tie Idea of undiluted chilled Juice i tile soft-drink outlets 'clicked' liniedli-

ately, and a new Texas industry got away to a grand start."

and (p. 14) t

"One of the Innovations of Texas grapefruit canners was the popularizing of a
small can selling at cafes, cold-drink plants, stores, etc., at popular prices to comn-
pete with time usual run of drinks."

(16) See exhibit I, acclmlpanyilg statement oni behalf of American Bottlers of
Carbonated Beverages (p. 870, hearings before tMe Commlittee oi Ways and Means,
House of RepresenltatIves, 77th Cong., 1st sess., revenue revision of 1941) outlining
the basis of levying prior taxes on soft-drink products under the various revenue
acts, committee slid Treasury collllmlets oil such taxes slid reasons for their change
or repeal, Including a digest of tle various acts showing pro(lucts taxed, rates,
collections, and effective and repeal dates.

(17) ERtimated yicld and revencuc realized

[in millions of dollars)

Under Under RevenueRevenue act House bill Senate bill realized I

Actof117 ......................................................... 20 It 3.
Act of 1918 .......................................................... 47 (1) 32.2
Act of 1921 .......................................................... 14 12& 9
Act of 1932.......................................................... 10 7 4.8

1 For details see exhibit I referred to In note 16.
1 No estimate.

(See Hearings Before the Committee on Ways and Means, 77th
Cong., 1st sess., on Revenue Revision of 1941, vol. 1, pp. 85-880, cov-
ering statements on behalf of soft-drink industry.)
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Senator DANAIIERI. I have here a stateIenit Which was unanimously
adopted by the Connecticut Manufacturers of Carbonated Beverages,
Inc., which I would like to have incorporated in the record.

The CI1AIR,%N. That may be done.
(The statement referred to is ats follows:)

CONNFC'IFICUT MANITACIl.iM:IIS OF C.\IIIONATED IIV FAiGOs, INC..
W'aterbury/, (ola.

11011 JOHN A. DANAEil:R,
UnIted State8 Senator, Senate Office Building,

l'ashington, . C.
Dt:.i SFNATOR DANN.EII: The Ways and Means (ominilttee of the House of

llelpresentatives hias at present under iolsideration ia proposal submitted by the
Trellsllry Department, of it 1 Cent tax ier bottle ol eilrlonilted beverages, and
the bottlers (of tile State of Cliilneetilit, in conjunction with tile nenibers of
our indlustry in the other 47 States of the Union, feel that we must most
strenuously object to such a tax its unjust, liscrinilitory, out of prolortion,
ruinous to our- whole inllustry, ullelnonlicili, and unroitiffilble to the Gov-
ernent.

Such ia tix would be unjust because, with the exception of tile snall prolor-
tion of manufacturers and bottlers of the few nationally advertise(] specialty
drinks, the great major ty of the Inelnbers of tile cirloited-beverage industry
own anidl operate small and lneltlilm-sized bottling plants which yield thellU ill
Income barely large enough for ia decent existence. Tile Iecessary replace-
ment of worn-out ail( antiquate(] machinery, lost and broken bottles and eases,
eliminated any surplus profit earned.

In spite of the constantly increasing wages of our employees the price of our
product to the consumer lits not, been raised and the mnemniers of our Industry
would therefore be unablle to absorb the proposed tax of 1 cent per bottle, which
tax would have to Ie passed on to tle ulthniite consumers who are to tile greatest
extent children and people of niedium and slnall Incomes.

'Tile propose(] tax is dlserimihiatory because our products have been recogniled
aind elassiiled by the Governnent authorities its Important food products which
although not a necessity of life provide the consumer nevertheless with impor-
tant vitaillns, and itle to the sugar contents, carbon dioxide, and other ingredi-
elits are a substantial ald to the health lnd well-being of the consumer. They
are, therefore, not i luxury is Iniatiied by the proposed tax 111i(1 should not
be single out front other food products for such a heavy tax burden.

'rTe proposed tax Is out of lroliortioi because the biggest proportion of our
product is soid for ia nickel and ia 1-cent tax per Ilottle would relpresent 20 pereellt
of tlie selling price, which rate Is colsiderillily higher than that Illlposed oil other
products,

The proposed tax wouhl prove ruinous to our industry, because the necessary
Increased selling rice would greatly decrease the consUlllltion of our iroduet
and thereby Inmt quite a number of bottling plants, especially the smaller ones,
out of business till(] a great nuillber of employees, especially older men, out of
emllhoymnent. This woul(l also iniike tie liolosed tlilx uielmeenomiical. TIle'reasury
Delprtment figures ol a yearly income of $132,500,00 front this tax, but tills
amount will i greatly reduced by greatly deereased conslmllptfoll, aId other tax
sOlrces will bc affected by reduced inlcolies ili(1 protits, loss of business, and
employment. A s inlar tax lniposed by a few of tile States has proved such tax
to be unecononhlal and unprofitable and expensive to collect and with tillt
exception of OIle Stilte such a tax ol carbonated beverages has been repealed.

Now, the Connecticut manufacturers of carbonated beverages, as well as the
menilbers of our Industry i the other States of the Union fully realize the wisdom
and importance of the defense program as Inaugurated by our (overllnlellnt alnd
fully approve thereof. We also realize tile necessity of our Oo%-ernluenmt to raise
the funds necessary for the execution of such program by taxation and otlerwise,
and we declare our willingnes.s to fully contribute our just and equal share of
the necessary funds, but we must strenously object to be singled out front oier
food products for such unequltablle and unfair tax burden as proposed by the
Treasury Deparlntlent ill(1 we Illppeal to you ls one of olil' Conneetleit iepre-
sentatives in Colgress to use all tile influence at your dlspos-al to prevent the
adoption of aforesaid tax, and If there must be a tax oln production sales, to
work aid vote for a general tax levied on a base sullfilently broad an() ils-
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tributing the burdens equally by taxing all or substalnilally all commodity sales
at the smie rate, tihus giving each Industry a chance of hohlig Its own, ltroduc.
Ing the necessary revenue, and bringing the least disruption of tills nhl(d other
Industrise in similar practice.

The above statement was approved anid adopted unanimosly lit i nleetllg
of the bottlers of the State of Connecticut held at the Ilotel (larde, New Hlaven.
on the 13th day of May 1941.

Most sincerely yours,
TIlE ( CONNIm-' I*C I' M S N'FA(T1ITI lis Owr

(CARIPON.\TEI) BM AI. ES|.O-., INC.,

(Signed) Osc. S'rxMnx, President.
(Signed) C. F. (. sCHllImrn, 8r'retar,.

The CHiRmAN. The committee will recess until 2 o'clock.
(Whereupon, at the hour of 12: 40 p. m.. the committee lvces.'d

until 2 p. m. of the same day.)

AFTERNOON SESSION

(The hearing was resumed at 2 p. m., pursuant to recess.)
The CHAIRMAN. The first witness is Mr. Abram F. Myers of the

Allied States Association of Motion Picture l)istributors.
Mr. MryRs. That is an error; that should be Allied State Associa-

tion of Motion Picture Exhibitors.
The CHAIRMA.N. Exhibitors. All right, sir, you may 1)roceed.

STATEMENT OF ABRAM F. MYERS, WASHINGTON, D. C., REPRE-
SENTING ALLIED STATE ASSOCIATION OF MOTION PICTURE
EXHIBITORS

Mr. My1:iis. That is an association of independent motion-pict'tle
theater owners located in various parts of the United States. The bill
as it, stands reduces the exemption from payment of admission law's
from 20 cents to 9 cents.

The CHrAIRMAN. To 9 cents?
Mr. MYERS. Yes. Our association representing the independent

theater owners, (lid not oppose a general reduction in the exemptions
on admissions. In fact, before the House committee we lrged that
the exemption, so far as it relates to adult admissions, be entirely
abolished. Nine cents seems like an arbitrary figure. I never hear(il
of a 9-cent admission, and I can only assume that it was arrived at, for
purposes of somewhat enabling theaters to continue to charge low
admission for children without the payment of a tax. It creates a
l)roblem causee I am afraid thee will be, andl my associates are
afraid there will be, a tendency in some competitive spots to reduce
these 10-cent admissions to 9 cents to eva(le the payment of the tax
and create thereby an unhealthy competitive situation; aud so we
would suggest to the committee that it reconsider that exemption as
it applies to adult admissions, and we hope that the committee will
see its way clear to abolish the exemption altogether, so far as it
relates to such admissions.

The theater owners I represent also bespeak the consideration of the
committee in regard to the more oi' less standardized 10-cent chil-
dren's admissions. Children are defined in the Revenue Act as persons
Ainder 12, and that standardized admission means that parents are
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accustomed to giving tile children a dime for tile iiiotion-picture show
and tile imposition of a lpenly tax mnians the breaking of another
nickel which may not sound like a terrible burden but which actually
parents are sometimes reluctant to pay, anod in some cases cannot
afford. We feel that coupling these two changes together, aboli'sh-
ing the exemption its regards adult a(hnissions aid exempting tihe
children's 10-cent admissions, taken together, will not iean aliy loss
of revenule but, on the voltrar 'y, will protect the revenue which tile
bill is designed to raise. lhat is true, we believe, because ii its present
form iviiltal)ly tile chiire's adlilssionis will go down to I) cents, and
the Government will realize no tax.

We also bespeak the attention of the committee to tile detifini-
tion oif coi-ol)erated machines as defined ill the act. That deliiiition
was rather skillfully drawn to embrace just two categories of coin-
operated machines ; namely, the so-called pinball machines and the
slot machines, which are Strictly gambling iachinies, although the
general language refers to enterta inment ailu aimuselient devices, and
it exl)r'ssly excludes 1o)l fide machines.

Senaltor'(um.FEY. Isn't that what you get out of the slot niachine, a
little entertainment?

Mr. Mymrs. A little experience. I think, because I have heard the
percentage being its high. as 90 and 10 against the player. There has
conie into the field in recent times, in tile form o" coii-oj)erated
machines, something known as the movie juke box. It gives a inotioit-
picture progranil ()i a screeii proj.,eted in pretty much tile sait' way
that l)icttiis are I)roj ,eted in the theater. Of cvmse. the screen is not
so large. That arfords competition to the theater, and pre.1inmaly
th.. who ise' those imiitchines, Iitron ;z. those machines, do not go to
a motion-l)ituilre exhibition and, therefore, do I not i)av an admission
tax. We think th4t the competition is unfair, hecilluse tie legitimate
mot ioi-l)ictlre ilustry has set iil) a sort of self-censorship and ob-
serves t ltl3 iuch high standards of dece' cy in its I)roduCtionis.
'l'hei,, other jProlict ions are )ractically dedicated to the barroom trade
wmid do not serve any such standard, and we thiiik, )ossibly selfishly,
thev should be ii)('ltided in the category of taxed eoii-ol)erated
i ' c i e s .
Finlily. and here again, while I I may be speaking for le protection

of oti. industry, there is also tht Ollestlon )f revenue involved. There
are a great 1i1itiny so-called free-imite Movie shows I,ing give' in
various parts of the country. I might say to Seittor LIa Follette I
had a newsp)ler from Medford which I' read. and 3 of tle enter-
prises aIvertised in that paper offered free movie shows. Well, obvi-
ously stuch pat rons to not payl admission tax. I (lo if)t suggest
that should lbe included in tlie'admission tax, but I do think tile C'm-
iiiittee and its staff might give consideration to soie form of t.,x (,n
tile amount of compensation received by the man who owns or leas-s
tle equipment and who actually gives the show, becat,,e it hat, worked
in this fashion. 'The merchants in a town, or a particular merchant.
will engage the owner or lessee of some of this equipment to give a
free show in the town to attract people. or will give it in his steie
to attract eistoiners. Of course, he pays for this siw. ,'1h;ch ;s ordi-
narilv given oii a it16-iillimeter film." I assume that is Within tile
r-each o-f the taxing )ower.
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That is all I have to suggest. The suggestions have been reduced to
specific language in the form of a memorandum; and, with the per-
mission of the committee, I would like to file that.

The ChAMIRSAN. It may be filed.
(The memorandum referred to is as follows:)

STATM E NT ON REVENUE BILL, II. I. 5417

The following suggestions, relating to the admission tax, are submitted in
behalf of Allied States Association of Motion Picture Exhilbitors (pt. IV,'see.
541, as introduced in the ltouse) :

1. As passed by the House, the bill provides for an admission tax at the rate
of 1 cent for each 10 cents or fraction of the amount paid for any admission down
to and including 10 cents.

The effect of this is to lower the exemption from the admission tax from 20
cents to 9 cents.

The exhibitors have not opposed reduction of the exemption because tley
recognize tlat the governmentt must Increase its revenue.

They feel strongly, however, that tile exemption of 9-cent adult admissions is
arbitrary and unworkable and may result il some cases In the reduction of adult
10-cent admissions to 9 cents In order to avoid the tax. Also, we have received
word that a few drive-in theaters have lowered their admissions to 5 cents, and
these should not go untaxed.

We therefore suggest that the Congress abolish altogether the exemption on
adult admissions. This can be accomplished by striking from the provision the
following words:

"Except that in case tie amount paid for admission Is less than 10 cents, no tax
slal be Imposed."

Tils amendment will not affect the special provision il reference to municipal
officers, children, and soldiers, sailors, etc., in uniform.

2. The exhibitors also would like to see children's 10-cent admissions exempted
front the tax.

Apparently it was In deference to children's admissions that the House fixed
the exemption at 9 cents.

Children's admissions In the neighborhood and small-town theaters are more
or less stabilized at 10 cents. Under the bill these will be subject to a 1-cent tax,
making tie admission 11 cents. This will mean the breaking of another nickel
which parents are often unable to afford. Therefore, under tie bill, tie theaters
will have to absorb a I)enny and cut the admissions to 9 cents, and tie Government
will derive no revenue therefrom.

Therefore, little or no loss to the Government woul ie involved il exempting
children's 10-cent admissions. On the contrary, coupling such an amendment with
tie total abolition of tie exemption on adult admissions would In otect tie revenue.

The exemlption would apply only to children under 12 years of age.
This suggestion can be made effective by inserting il lieu of tie language to be

stricken under our first proposal, the following:
"IExcept tlat il the case of admissions of children under 12 years (f age of 10

cents or less, no tax shall be imposed"-
and by striking from the parentheses In the most succeedhig sentence the words
"clldren under 12 years of age."

3. Tie debate il the House of Representatives casts doubt on whether the deft-
nlition of coin-operated amusement find gaining devices (pt. IX, sec. 3267, House
committee print) Is broad enough to Include coln-olieratcd inotion-pleture nla-

These machines, mostly located in taverns, lbarroonis, and resorts, exhibit mo-
tion pictures oIl it small screen aind are, strictly speaking, motion-picture slowiq.

They not only compete with theaters, but colpete unfairly, since the legitnliate-
motion-picture Industry, through the Breen Board Ill Hollywood, censors its own
pictures f1nd observes standards of decency.

This new juke-box industry observes no such standards, and its films are obvi-
ously dedicated to tie barroom trade.

The movie juke boxes are no more bona fide vending machines than are tie pin-
ball and slot machines specifically described Ii tie bill.

The legitimate exhibitors feel strongly that these Juke boxes should be subject.
to fill allusellent tax.



REVENUE ACT OF 1941 325

Accordingly, they suggest that the first category iII the definition should be
described as follows:

"(1) So-called pin ball, Imotion picture, and other similar amusenment machines,
operated hy means of the insertion of a coin, token, or siihlar object."

4. Finally, the exhibitors feel that to round out the system of amusement taxes
and to protect the revenue, the bill should include a provision for taxing free
1110t Io-pileture exlhibitios.

The free shows are operated in this manner:
An Itinerant exhibitor owning or leasing i projecting machine, sound appa-

ratus, and some filmi (usually quite old) will arrange with tile merchants in a
town, or with an individual merchant, to give a free show as ala advertising
device to attract people Into the town or into a larticular store, tavern, or eating
place.

These free shows compete directly and seriously with tie theaters and teled to
cut attendance thereat and consequently to reduce time Government's yield from
the admiission tax. *
The exhibitors suggest that a tax of 10 percent le imposed on the amount of

the compensation received by such itinerant exhibitors for staking such exhibi-
tions. This couhl be accomplished hy inserting at an appropriate place, possibly
iII time section relating to cabarets, roof gardens, etc. (pt. IV, see. 542, House print),
tho following:

"Every person owning or leasing motion-plicture equipment who shall exhibit
motion pictures publicly for or on account of others, at which exhibition no admlnis-
sion fee is charged, shall pay a tax equal to 10 percent of tile total amount re-
ceived for the giving of such exhibition from tie person for whom or on whose
account the exhibition was held."

Senator LA FOLLETTE. May I ask this question: What has been the
tendency of movie attendance? Is it climbing or static or what?

Mr. MYERS. Beginning last winter there was a very decided fall-
ing off, and that continues to the present time, and I think from tie
inquiries I have made in the various parts of the country that it is
due in part to the dislocation of people moving from one place to an-
other to take jobs; working on shifts has a great deal to do with it;
and also, with more money in their pockets, the people can afford other
types of entertainment denied them a long time, and of course, even
during the depression, everyone could afford a movie. However, we
are hopeful that will pick up with the new pictures coming out in the
fall.

The CHAIRMAN. Very well, Mr. Myers. Thank you very lmuch.

STATEMENT OF MRS. JOAN DAVID, WASHINGTON, D. C., REPRE-
SENTING THE NATIONAL LEAGUE OF WOMEN SHOPPERS

Senator GmooE. Give your name, please, to the stenographer. You
may have a seat, if you so desi'e.

Mrs. DAVID. MyV lame is Joan David, and I am speaking for the Na-
tional League of W omen Shoppers. 'his group is a national con-
sliners' o1(glllization with branches from coast to coast.

The purposes and activities of our organization have always been
directed toward improving the American standard of living. We
have worked chiefly to raise wage standards through the use'of our
buying power, and" our efforts have expanded to include attempts to
keepl down the rising cost of living, since this now seenis the major
danger to American living standards.

We are interested in the tax bill now before Congress because we
realize the effect it will have on the health and welfare of America's
millions of low-income families. We realize that the enormous cost of
defense his to be paid for out of taxes. But we tire alarmed at the

II1 '977-1I1-22--'*
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trend of the tax discussion so far. The bill, as it now stands, does not,
in our opinion, follow the principle laid down by President Roosevelt
when he said:

It Is our duty to see that the burden Is equitably distributed according to ability
to pay so that a few do not gain from the sacrifices of the inany.

On the contrary, under this bill the consumer, through commodity
taxes, and the low-income groups, through lowered income-tax exemp-
tions, will bear the greater part of the defense program.

It is misleading to talk about the "90 percent of our people who don't
pay taxes." This group is already paying heavy taxes, mostly hidden
consumer taxes. The Temporary National Economic Committee, in its
Monograph No. 3, entitled "Who Pays the Taxes." shows that the
group earning less than $500 a year in 1938-39 paid 22 percent of its
total income in taxes. The income group earning from $500 to $3,000
a year paid about 18 percent in taxes. And the group earning between
$3,000 and $10,000 paid out about 17.5 percent.

Altogether, the groups earning less than $3,000 a year paid 59.5 per-
cent of all taxes. This disproportionate burden on the groups least
able to pay increased throughout the past decade. In 1930, about 60
percent of Federal taxes came from income and corporate taxes and
about 40 percent from consumer taxes. By 1940 the figures had been
reversed, with consumers paying over 60 percent of the total.

The League of Women Shoppers agrees on the necessity for the rais-
ing of revenue for the defense program, and we believe that everyone
should participate in the sacrifices necessary for this effort. We do
not believe, however, that the poor, millions of whom are already liv-
ing below the danger line, should be required to pay more until our
present tax structure has been adjusted so as to strike at those best
able to pay.

We are not tax experts in any sense of the word. But we have stud-
ied the situation enough to brig before you certain recommendations
which we believe are in the interests of the great majority of the peo-
ple of our country and in the interests of the defense program.

1. On the eMceJ-proflts tax.-We see that in the last war excess
profits were taxed on the basis of invested capital only. This tax
raised 22 billion dollars in 1918. In spite of this, nearly 18,000 new
millionaires paid income taxes in 1918.

Today corporations can figure their normal profits either as 8 per-
cent of their invested capital or as 95 percent of the average profit they
made from 1936-39. This allows companies which were making laIrge
profits during those years to continue to make such enormous profs
indefinitely and never pay any excess-profits tax.

We believe that Congress should follow the example of the last
war and tax on the basis of invested capital only. If 2f/ billion
dollars was raised then, surely far more than that could be expected
now. A strong excess-profits tax should be the heart of any good tax
bill.

We agree with Federal Reserve Board Chairman Marriner Eccles,
when he said:

The first source of defense revenue should be the corporation tax and excess-
profits tax, because, generally speaking, corporations are the greatest bene-
ficiaries, directly and Indirectly, from defense expenditures.
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And yet, according to the Treasury Department, "tile law we call
an excess-profits tax does not tax excess profits at all." We wish to
urge this committee to investigate thoroughly all possibilities of
making the excess-profits tax one of the big sources of revenue for
the defense program.

2. We approve, as a step in the right. direction, the 6-percent sur-
tax on corporate income. We would like to have tie committee in-
vestigate the possibility of raising this surtax, since there seems to
be some evidence of the al)ility of the corporations to pay more, Oil
tile basis of profits they are now snaking.

3. We believe that tile income from all Government securities,
issued in the past or present, should be taxed. We approve the fact
that the Government issues no more tax-exempt bonds, but we believe
that those issued in the past should be taxed, since their interest
makes up a large part of the income of many wealthy persons,. as
well as banks and corporations, who could aend should be paying
taxes on the.ll.

4. We know that the Government loses considerable revenue each
year through tax evasion. We urge this committee to give special
attention to methods of plugging up all loopholes which permit tax
evasion.

We were very interested in Secretary Morgentha's proposal of
a simplified income-tax form. While this was apparent designed
for the small-income groups, we believe that such a simplified form
for all incomes could be devised. This would remove present possi-
bilities of manipulation which so often end in tax evasion. We urge
the committee to carefully consider this proposal.

5. We urge a single tax with a rising.rate to cover any transfer
of wealtl-eitler by gift, inheritance, or insurance. A wealthy man
today can give $40,000 to his heirs, leave another $40,000 worth of
insurance, and still another $10,000 in his will, before incurring any
taxes whatever.

We agree with President Roosevelt's statement thiot-
'Tie transmission from generation to generation of vast fortunes by will, In-
leritance, or gift Is not consistent with the Ideals of the American people.

We believe, with Mr. Eccles, that a total of $40,000 should be tile
maximum untaxed transfer of wealth.

6. We urge tile committee to investigate tile income taxes in the
higher brackets. While the rates on these incomes seem high at first
glance, we must consider the actual money incomes left to those indi-
viduals after all taxes have been paid.

For example, if a man with a million-dollar income paid his full
tax down to the last penny, he would still have, roughly, $250,000
left.

This is equivalent to the combined incomes of more than 200 aver-
age families. It seems reasonable that some part of such an amount
should also be taxed if defense sacrifices are to be widely spread.

Lastly, and particularly significant in view of the recent deluge of
adverse comment, we urge that tile committee Testore the proposed
joint tax returil requirement.

One of the best-known methods of avoiding the payment of full
tax rates is the filing of separate returns by wealthy husbands and
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wives. We believe that such families should be required to file a
single joint tax return. We feel that exemption might be made for
families making less than $5,000, because of the a(l(le(l household
expenses when the wife is working. We do not believe that such a
law would in any way affect the independence or rights of women.
We don't anticipate any broken families. We believe that most mar-
ried women who live on and enjoy a joint income are milling to
contribute to the necessities of the defense effort on the basis of that
joint income.

Let me repeat that the League of Women Shoppers realizes the
urgency of increased taxation in this time of emergency. We are,
however, firmly convinced that a decent standard of living for our
citizens is one of the most vital factors in national defense.

Our objection to this tax bill as it now stands is that it does not
consider this real problem-the danger of further lowering Ameri-
can living standards. We grant that at some future time such drastic
action may become necessary. But we believe that at l)resent there
is no valid reason for Congr'ess to impose heavy taxes on low-income
groups and consumers while all the possibilities we have outlined for
shifting the tax burden to those able to pay remain unexploited.

We wish to urge this committee to investigate all the possibilities
for increased revenue which we have briefly outlined. Unless this
is done, the heavy, unfair, and, at present, unnecessary sacrifices im-
posed on the low-income groups will be inevitably reflected in the
health of the people-and will constitute a major low to the ability
of the Nation to defend itself.

We are grateful to this committee for granting us the opportunity
to present our views on this bill.

The CIIAIRMAN. Thank y(u very much.
Senator DANAHER. What is the League of Women Shoppers, Mrs.

David?
Mrs. DAVID. 'Well, it is a group of women, well-educated, many of

them business and professional women. I would guess in reference to
joint tax returns, that 90 l)ercent of them are married. Most of us are
l)eol)le with a little time to spare. We meet together in discussion
groups. The group itself divides into several committees: Education,
labor, housing-mostly public-interest affairs.

Senator DANAJET. Is this league incorporated?
Mrs. DAvID. Yes.
Senator DANAHER. Where is it incorporated?
Mrs. DAVID. I believe in New York; that is where the national

headquarters are.
Senator DANAHER. How many members are in the league?
Mrs. DAVID. I don't know the national membership; there are over

400 members in Washington. The league has branches in 10 States
and the District of Columbia.

Senator DANAnrm. Does it have an executive committee?
Mrs. DAVID. Yes.
Senator DANAHER. Who selects that?
Mrs. DAVID. They are voted on by representatives of the various

branches of the league.
Senator DANAI ,E And did the executive committee participate in

the preparation of this statement?
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Mrs. DAVID. The executive committee, as I understand it--through
representatives from that committee known as the emergency com-
mittee-prepared and provided the statement and it was then sent to
each of the branches an(d approved by them.

Senator DANAHER. And how were you selected to come here?
Mrs. DAVID. The statement was to be presented by a member from

New York who was unable to get down for the occasion and I guess
I happened to be the one member in Washington who was able to
come here.

Senator TAFT. Who are the officers of the league?
Mrs. DAVID. I have a letterhead here that shows the names of the

officers.
The officers are honorary president, Aline Davis Hays; president,

Sophia Ames Boyer; vice presidents, Mrs. Sherwood Anderson, Nina
P. Collier, Fannie Cook, Marion Hathway, and Lillian Hellman;
secretary, Iris Winsor; and treasurer, Freda Sternberg.

'The sponsors are Mary C. Baker, Mrs. William A. Douglas, Dor-
othy Canfield Fisher, Lucile Webster Gleison, Inez Hays Irwin,
Freda Kirchwey, Dorothy Parker, Cornelia Bryce Pinchot, MIrs. Carl
Sandburg, Gale Sondergaard, Mrs. Stephen S. Wise, and Mary E.
Woolley.

Senator TAFr. Who made that study as to the relative tax burdens
to which you referred?

Mrs. DAVID. I think most of that was derived from a report by the
T. N. E. C. I wasn't present at the drafting of the report, but, as I
understand it, most of the figures were secured from that report.

Senator LA FOLLMrE. They have a monograph on that, a study of
it?

Mrs. DAVID. It is called Who Pays the Taxes.
The CHAIRMAN. Any further questions?
(No response.)

STATEMENT OF JAMES F. STILES, JR., NORTH CHICAGO, ILL., VICE
PRESIDENT AND TREASURER, ABBOTT LABORATORIES

The CHAIRMAN. Mr. Stiles, you are the vice president and treasurer
,of Abbott Laboratories?

Mr. STILES. Yes.
The C.HAIRMAN. You wish to address yourself to the question of-
Mr. STILEs. The normal tax and excesS-l)rofits tax of corporations.
The CRAIRMAN. All right, Mr. Stiles, we will he glad to hear you.

You call be seated or stand.
Mr. STILES. I have been seated, Senator; I will stand, and confine

my remarks to this little paper. I think the clerk has submitted copies
of it to all the members, and we call read it together.

I welcome the opportunity to appear before this conunittee to ex-
press my appreciation of your action in amending the second Revenue
Act of 1940 by the passage of H. R. 3531 last March. known as the
special relief bill. Youri cool)eration in the preparatio'of tlat amend-
nent was, in my opinion, one of the most constructive acts of your

committee, and its retention is without doubt most essential to the
existence of hundreds of growing companies all over this country.
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I am convinced that, while it is necessary for Congress to levy and
for all of us to pay all the taxes that can be raised, i. is not your inten-
tion to tax normal profits of any company as excess profits, when it is
possible to determine what are excess profits.

For this reason I am appearing on behalf of my company and miany
other companies similarly situated to present a problem which I hope
will receive your earnest attention. I also wish to plrol)ose a solution
which I believe is simple, equitable, and necessary.

The problem is how to determine fairly the normnal profits of a grow-
ing corporation. Under the present law, as amended last March, a
formula was adopted which recognizes normal growth during the base
period. But there is no recognition in the law of the fact that normal,
reasonable growth may and should continue after the base period.

Every growing organization today must, through constant research
and development work, discover better means of making new and more
useful consumer goods, which must be sold for less money if it expects
to keel) on growing. Suich companies form the backbone'of our normal
1)eacetime economy. TIheir discoveries during the last lave maide, andi
in time to come will continue to make, ou1r country outstanding in the
world in that respect.

If such growth companies by reason of their research are able to
contribute to the economic welfare of our Nation. and in so doing
increase not only their profit but their l)ay roll, then I believe you will
agree with me that at least that increase in profit which bears the
same relationship to their pay roll as their normal profit bore to their
pay roll during the base period is and can be justly called normal
pJrofits.

I therefore submit to you for your consideration time folhlowiirg
simple formula for determining norinal profits of a growing company:

I)etermine tihe average ratio during the base period of pay roll (su'b-
ject to social-security taxes) to net profit (net. income aftei deduction
of normal tax, or to the profit. before normal tax depending on how
the law is finally written) and use such ratio to determine the base
credit for normal profits in each subsequent year, for example-

Gentlemen, you have all the formula there in front of you and I
really see no reason for going into these figures. I would ask, how-
ever, that they be copied in the record.

Tie CII,-ImlMAN. Yes; that will be done.
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(The table referred to follows:)

suetoll Net profit Profit
Year to social after I beforesecurity normal normaa

tax tax tax

1930 ......................................... .................. $1,000,000 $00,000 I $705,882
1937 ...................................... ................... 1,500,000 900,000 1, 08. 823
1938 .................................. .......................... . 1,400.000 800,000 987,654
1939 ................................................................ 2, 100,000 1, 200,000 1.481.481

Total ....................................................... 6,000,000 13,500,000 '4,233,840

Example o application for current
f year

1941 ......................................... .................. $3,275,000 $2,500,000 3$3,29,473
Less pay roll on defense contracts or subcontracts ................. 275,000

3,000,000
Base credit for current year .................................................... '1,750,000 '2,116,920
Amount subject to exce.%-proflt ax .............................................. 750,000 1,172,553

I Which is 58.33, percent of pay roll, column I.
2 Which is 70.561 percent of pay roll, column 1.
I FIenures used are based on 24 percent. Normal tax.
S8Wi percent of columoni. ($3,000,000.)

8 70.561 percent of pay roll column 1. ($3,000,000.)
If the ratio of pay roll subject to social-security tax, during the lMse peril, is used as a yardstick for

the current year, then when you deduct pay roll used on defense contracts, or subcontracts, you autornati-
cally make all profit on such contracts subject to the escess-profits tax.

Mr. STILES. Now, tile $3.500,000 liet )rofit after normal tax is 58
and a fraction percent of pay roll subject to social-sectirity tax, whereas
)rofit before normal tax is -$4,233,840 or 70.654 percent. The example

for tli current year assumes I)aY roll is $3,275,000. The net profit
after normal tax, $2,500,000, and. profit before normal tax, $3,289,473.

I have suggested that you take out the amount of pay roll paid on
defense projects and apply to that, balance of $3,000,000 the ratios sius-
tained during the base )eriod.

Senator CONNALLY, W'hy (10 voN ado)t that standard l tIi-a roll sub-
ject to social-seculrity tax I

Mi-. S'nLrs. Because, sir, after applying various ways of arriving at
a formula, I found that by the use of pay roll, subject to social-security
tax, a taxpayer cannot inflate his excess-pl'ofits credit through the pay-
ment of lirre salaries to officers or a restlicte(d groi p ofi gh-paid
(ml)loyees, and reports showing )a3 roll, subject to .ocial-seculrit.y
tax, ar-, already on file both in the treasuryy Department and the tax-
payers' records giving the necessary infoln-ation.

In presenting this formula for determining normal profits in a
growing company, I desiree to make very clear the following:

(1) It is not offered as a substitute forl tiny of the present methods
but as in additional provision or yardstick.

(2) It is not offered ats a 1)anacea for all difficulties nor do I Iresulme
to say it is the only method. It is a simple, logical, and fair one.
In fict, its very sinil)icity makes it a desirable alternative both front
the standpoint of the taxpayer and the Treasulry Deplartment.

(3) 1 (to believe its adoption will (lefinitely encourage those com-
l)alie, whose pay roll ill the lower brackets expands its they grow,
to keep 01 growing--ald thus they will pay more normal t'ax l)lus
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excess-profits tax if their net profit, after normal tax or profit before
tax, depending on how the law is written, increases faster than their
pay roll.

(4) If adopted as all additional alternative, I believe it will very
definitely he an incentive to cool)eration ill increasing employment,
stimulate research and development work, and therel)y strengthen
our national industrial relationshil)s.

(5) Its simplicity makes it easily understood and at the same tihe
it can be applied to thousands of organizations which ol)erated at a
p)roqfit during the base period, each one of which might have a dif-
ferent relationship between pay roll (subject to social-security tax)
and(1 net profits (after normal tax), (lepending on many factors pe-
culiar to their own business.

(6) I believe that growing organizations will play a vital part
in the economic readjustment which must take l)lace after the de-
fense spending is discontinued. The knowledge they acquire by con-
tinuous research and development work, as well as the steady, em-
1)loyment and normal profits which will arise by new discoveries, will
not only help to pay tile defense bill but put'us ill a position as a
Nation to meet coml;etition in the new world relationships which will
arise after this conflict is over. Certainly we need, Senator, not
and( must not. stop all present development and postpone all prog-
ress until the emergency is over.

Senator CONNALJY. Nobody l)roposes to do that that I have heard.
Mr. STILES. All this formila does is to use the average earnings

method with pay roll (up to $3,000 annual salary per employee) as
a common denominator. It says to everyone of us:

If you are a growing corporation, If your nondefense Imsiness and your
profits Increase, and( if at the same time your pay roll increases in the same
proportion, then your growth Is normal, the kind we wish to permit and
encourage, and your profits will correspondingly be considered normal.

It does not interfere with the defense program but it does encour-
age industries to keep on growing and to find new vays to rel)lace
materials now needed for defense. It rewards them for'putting men
to work-which will be the real problem when the defense spending
stops.

The success, nay even the preservation, of our entire economic svs-
ten will depend on what we can and will do after this great struggle
is over.

I have suggested that "this option should not apply to any part
of a corporation's profits arising directly out. of (efens contracts
or subcontracts." In making this suggestion I had no thought. of
profiting by increased employment due-(irectly to defense spending.

The idea. that capital alone makes profit is 'fundamentally wrong.
Only when capital employs human effort or when it is loamied to anenterprise which employs'luman effort is economic valut created an(

profits accrue to the investor. Therefore, pay roll, the basis for
compensating the producer of economic wealth, related to the net
value of what he creates (profits) is to my way of thinking a practi-
cal. siml)le yardstick for measuring hernial profits.

When you consider placing increased tax burden on well-managed
growing corporations, I urge you to weigh carefully these simplefacts.
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Whilo the corporation is in fact. a legal entity, it is in reality an
American institution. It has fundameut ally two major ftjetioils-

(a) To provide the mechanism by which economic wealth is created
and distributed.

(b) To redistribute the economic purchasing power in the form of
wages and dividends.

Every tax placed upon a corporation must interfere with these
functions. A well-mnanaged growing corporation bears the same
relationship to the eoionuc welfare of its customers, eml)oyees, and
stockholders, as the hospital (lops to the physical welfare of'the com-
inmunity, and churches and schools to our spiritual and mental develop-
inent. Therefore, when taxes become the major burden on the in-
stitution which crcttes national wealth and income, we not only
restrict but penalize the production of the very thing we must have
for taxes.

Such a burden slows down progress and may even break down the
internal mechanisms which are necessary for their continuation.

I do not contend that the Government should not tax corporations
in time of emergency to the very limit of their ability to pay. But
a normal tax of 25 to 30 percent plus a penalty tax up to 50 percent
is beyond the safety point unless the applicatioif of such tax is based
upon some relatioi to or measure of the normal functions of the
corporation.

I realize we are in a period of great international difficulty; a
period when every citizen of our beloved country should be willing
to make many personal sacrifices; a period when our every act should
promote cooperation, create confidence, and insp1ire courage. It takes
all three of these elements to operate successfully a growing business
during normal times.

I realize that to meet this defense program, you mu1st of necessity
raise suns of money far greater than any one of us, as individuals,
can comprehen d. Under our present tax laws you are depending on
private enterprise to provide a large portion of this sum. It is essen-
tial, therefore, that private enterprise must continue to remain in a
position where it can create and distributee an ever-increasing amount
of economic wealth and national income. I urge you, therefore, in
preparing the final draft of this measure to give serious consideration
to tle necessity of providing a yardstick, which will permit growing
organizations to keel ) on growing.

Finally, gentlemen, as citizens, we must rest this matter in your
hands with confidence that you and all members of Congress, as
business directors of our country, will be exemplary in all matters
of appropriation for non(lefelse activities; allowing economy to be
your watchword, and always remembering that every dollar of need-
less expenditure raises our outstanding indebtedness, increases the
need for more taxes, and may be the spark which will start an
economic conflagration. Thus, by your example, you will encourage
our free enterprises to continue' their progress i'i raising our eco-
nomic standard of living. Let our Goverment establish a defense
which in every sense of the word will defend our American way of
life, and together we will build a Nation where no foreign "isi"
will ever arise, and by the benefit of constructive, or may I say,
incentive legislation confidence will be created and courage will
inspire every heart.
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Mr. STILES. That is correct, Senator. If you will refer to the third
paragraph on the first page, I tried to cover that in stating that
the problem is how to determinee fairly, normal profit. Under the
present law amended last March, a formula was adopted which recog-
nizes normal growth during the base period, but there is no recog-
nition in the present law that normal, reasonable growth may and
should continue after the base period.

The CHAIRMAN. That is right. You are undoubtedly putting your
hands on the evil in the excess-lrofits tax. It doesn't make any dif-
ference whether we agree with you or not as to this particular mat-
ter, but if you are going to stop progress and growth, the result will
soon become evident. It is on the same theory as the tax on estates.
If you continue to tax estates we won't be getting anything from the
estate tax in 25 years. You have to have some reason in the law.

As I interpret your formula, it is intended as a relief to those,
what you might call, rapidly growing or developing companies not
covered fully under the growth formula, which the Treasury did
work out in the second billion 1940.

Mr. STILES. Senator, you have said it better than I could.
The CHAIRMAN. Of course, the problem in all excess-lprofits tax is

first, to determine what are excess profits. If you are going to do
it arbitrarily, you haven't gotten anything but simply a legislative
statement which might have no relation to the fact of what is or is
not excess profits. That is the problem and, in any true excess
profits, it would have to be worked out with respect to every busi-
ness. That is our concept, isn't it?

Mr. ST Es. fes.
The CHAIRMAN. And since you cannot work it out, specially for

every business, you have cases ihat are most unjustly dealt with under
most any general formula you have for determining the normal tax
as (list inguished from the excess profits; and I personally think that
there is much in your suggestion ]here, if it. could be worked out and
practically applied, because you don't propose to change any rates in
the bill; you are not concerned with that?

Mr. S'TILEs. No, sir. We are paying just what you gentlemen decide.
I am not objecting to anything. I am merely trying to suggest a
simple formula for arriving at a fair basis for tax.

Thle CH AIRMAN. But suggesting a possible way of relieving that
particular class of corporations who have not been as much helped as
others.

Mr. STnius. Yes; you might be interested in knowing that I have
received over 4,000 unsolicited letters, all urging that I present this
thought to this committee and to the Ways and Means Committee.
It has taken much of my time answering those letters. I have brought
them down here; I didn't want to introduce personal letters before
the committee, but they are here available.

The CHAIRMAN. Thank you.
Senator CONNALLY. Are you selling any of your plarmnaceutical

products to the Army?
Mr. STILES. Yes.
Senator CONNALLY. You sold more this year than last year?
Mr. SnLEs. Yes.
Senator CONNALLY. You sell to veterans' hospitals?
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All'. STILES. Yes.
Senator CONNALLY. And you have been doing that for a good many

years?
Mr. STILES. Yes.
Senator CONNALLY. You have been selling the Army a good deal

more this year than last, have you not?
Mr. STILES. I wish we could sell them more. but, in some way or

other, they only use a few of our products. I wish I knew how t6 sell
them more, buti, ul) to the present time, we have not sold them so much.
We specialize in antiseptics, anesthetics, and hyplnotics-

Stiator CONNALY (interl)osig). Hypnotics?
Mr. STILES. Yes.

Senator CONNALLY. You have been trying to practice that here to-
day.

dAlr. STILES. You are very complimentary to me here today. I wish
I were able to do as well as you can.

Senator DANAIER. Does your company )roduce Abbott's Bitters?
Mrt'. STILES. No. We have nothing litter about our company.
Senator DANA JER. Not even experience?
Mr. S'nLES. No; it has been a real measuree to be here. I enjoyed

Coning here very much.
Senator TAFT: Couldn't we accomp)lish something of the same sort

by adjusting the base period every 2 years?Mr. S~tIS. You might be able to accomplish very much in that'I. STI. y muc if .t.at
manner. Your action on the Davidson suggestion, which vou adol)ted
last March, wias most construct ive, and I am absolutely sincere when I
.-ay that. Senator Vandenberg knows that I complimented members
of the Treasury Department for what they did in that matter. How-
ever, it still leaves a ceiling over any future progress. I have had
various peop~le,ay,111h, hire any more fellows; why build or add to

plant?" 7' leferrig to ti6 filt that, if they (10, the increase i earnings
will all go in taxation.

Senator CONNALLY. Not all.
Mr1'. STILES. Well, I just toIl you, 95 percent in our case..for the

first 6 months of this year.
Senator CoNXA.Ly. That is because you are in the higher brackets

anl making so much.
Mr. STILES. '[lhat is very comllimlentaryl you are very kind to me.
Senator CONNALY. Those are excess lrofits.
Mr. STILES. Well, we will be in the higher brackets under the peld-

img legislation.
The ChAirAN. Thank you.

STATEMENT OF RALPH HETZEL, JR., WASHINGTON, D. C., REPRE-
SENTING THE CONGRESS OF INDUSTRIAL ORGANIZATIONS

The CHAIRMAN. Do you wish to file the brief for the record, or read
parts of it?

Mr. H-TETZEL. I would like to read portions of it.
The CaiiMAN. You may put the whole brief in.
Mr. HETZEL. I know that. President Murray would have liked to

have been here representing the C. I. 0., but his (lector has required
him to rest.
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I thank you, gentlemen.
Senator CONNALLY. What does your COiIMIllY IflanilIfaCtUIre-lntlke?
Mr. S'nLES. Pharmaceutical sulplies.
Senator CONNAiLY. A general line?
Mr. STILES. Yes.
Senator CONNALLY. During the past 4 years, this base period, has

your business increased?
Mr. STlLES. Steadily That is the reason we al)l)reciate your action

in amending the Second Revenue Act of 1940.
Senator CONNALLY. If you 11011shoul ChoOse the base l)eriod of the 4

years, as set out in the bill of last year, you would get a very good al-
lowance, would y ou not?

Mr. STerS. Senator, may I give you an example of the first 6
months? Our taxes were 95 percent of our increasing eariuilig. il the
first 6 months of 1941 as compared with the first 6 months of 1940.
Under the present revenue act. 95 percent of o01r incl'ea.ked etrningl s
are represented in taxes.

Senator CONNALLY. I-low much increase was that; what percentage
of increase? You made a very large increase in profit over the same
period?

Mr. STILES. I think our profits show an increase in 1941 over 1940.
Senator CONNAL Y. That, is right. How much?
Mr. STILES. They increased approximately in the same proportion

of our sales, or alout 15 percent. Isn't that true? May I ask my
associate?

Senator CONNALLY. Yes.
Mr. STILES. About 15 percent.
Senator CONNALLY. Of course, the emergency, the increased business

due to the boom had nothing to do with it.
Mr. STILTS. I should say it had something indirectly to do with it.
Senator CONNALLY. Just. because you don't make cranks or bullets

does not mean you have not shared in the demand for goods. There
is no question i~ut what you have been helped by this thing.

Mr. STILES. There is no question about that.
Senator CONNALLY. These Army camps are located all over the

country and every merchant, within reach of them, derives some
beenfit'as a result. He is helped; everyone is. Your company made
15 percent more, you say in 1941 over 1940.

'r. STIL Es. But. we have (lone that every year for the past 8 years.
We have steadily increased from 15 to 17 percent.

Senator CO NNALLY. Then you are all ti e more able to pay some
taxes.

Mr. STILES. I am not complaining about the tax; I am trying to
suggest a constructive method of applying it.

Senator CONNALLY. But you state you feel you should not penalize
a growing and prosperous business.

Mr. STILES. Well, do you think we should?
Senator CON-NALLY. Well, how about one that is not growing and

so prosperous?
Mr. STiLEs. Do you think we should penalize one that is?
Senator CONNALLY. You are not being penalized. If you pay your

axes, that is not penalizing you. We have to carry out ihis programfl
and to procure the money to do it, we have to collect taxes.
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Mr. STILES. I am not talking about the amount of taxes. I am
trying to talk about the method of allocating them.

Senator CONNALLY. You are calling this 15-percent increase a normal
increase? It is not normal because it is 1.5 percent more than you have
ever made in your life.

Mr. STILES. We are growing, the same as we have been; that is all.
Senator CONNALLY. res; .you are growing because you have oppor-

tunity here for your ingenuity and your salesmanship.
Senator TAFT. And other companies have been going down because

they didn't have that ability for success in their business.
Sir. SnLES. We are working hard; our business is growing as a

result of it.
Senator CONNALLY. I understand, from the energy you have dis-

played here, how you did it.
Senator LA Fo L TE. How would this alternative method affect

hgher incomes?
fr. Smms. How would it affect them?

Senator LA FoLLm'rI. Yes.
Mr. Snr~s. It would hIave no affect on higher incomes nor would

the total amount of higher incomes affect tile base credit of any cor-
poration which would benefit by this formula. That is one o4f the
reasons for suggesting pay roll subject to social-security tax (the first
$3,000 paid any employee during a taxable year) as the common
denominator bei ween the base period and the current year.

Senator LA FOLLmrr. Take your own company and apply this a]-
ternative y'ou suggested; would you pay more or less tax?

Mr. STILES. If we employed more people in the lower bracket,
we would pay less tax.

Senator L. FoLLm'rE. Suppose this thing went into effect now, and
you took advantage of this alternative method; how would it affect
the total amount of taxes the Abbott Co. pays to the Treasury; would
it increase or decrease that amount ?

Mr. STILFS. Frankly, I should say it would have a decreasing effect.
I haven't applied this formula to our current, earnings, so I cannot
tell you exactly.

Senator LAForjmyrr.:. What effect would it. ultimately have on
revenue?

Mr. SILM. I believe it will stimulate increased employment and
activities ill business.

Senator L. FoTmavm,. But we may not be able to wait for that.
What effect would it have if we let it be applied to this calendar
year? Would it be more or less money for tile treasury?

Mr. STiLES. I can't even hazard a guess.
Mr. Stain is probably better able to say that than I would be.
The CAMMAN. What you are suggesting is really a relief measure,

a specific relief proposal" for rapidly developing growing companies.
Mr. STI1L A. Yes; other than those developed as a result of defense

spending.
The (uIRMAN. Yes: yoe exempted those. In tie supll)lemlent of

the second Revenue Act 'of 1940, to which you referred, we did try
to work out the growth formula, which does help. It is a relief
measure in some situations.
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Senator BAIIKLEY. Will you state for the record your position with
the C. I. 0.

Mr. HTZEL. I am director of the economic division, C. I. 0. head-
quarters.

Mr. Chairman, we recognize the pressing difficulties before the com-
mittee and tile spirit in Which we come here is to be constructive and
helpful.

The new tax bill, as passed by the House of Representatives, fails
to meet la)or's specifications for sound taxation in many respects.
As President Murray pointed out in testimony before the Ways and
Means Committee, the present tax system, to say nothing of State and
local taxation, rests with undue heaviness upon the wage earners,
farmers, and other working people. Thus, the already heavy burden
resting upon the low-icome consumers would be increased, not
lightened.

The effect of this tax bill upon the general character of the Federal
tax system can be seen in part by the fact that the current tax bill
adds it tax system composed of less than three-fourths cf ability-to-pay
taxes and more than one-fourth consumption taxes to , Federal tax
system which was already composed of 54-percent-consuml tion taxes
and 46 percent ability to pay.

Therefore, though the percentage of ability-to-pay taxes in the whole
Federal structure will be improved by this bill, the" weight of taxation
upon consumption has substantially increased. Where this tax on
consunption rests on wage earners" income, it Meamis minore, wage cuts
and less wages than before.

The C. I. 0. propo,0als.-President Murray in his testimony before
the House Ways and Means Committee set forward three l)rimiples to
improve the Fiederal tax system. They were:

1. Repeal of all excise and sales taxes which bear upon working poie's
Incomes, those Incomes below $2,500 for married couples and $1.000 for single
persons. No additional sales taxes or excise taxes should be enacted.

2. Income-tax exemptions should be returned to $2,500 al $1,000 and no
income taxes should be laid below that level.

3. All new tax lacmne should at this time be collected from Increaued taxes on
high individual Incomes, estates, and growing corporation profits. These include
taxes on excess profits, undivided profits, tax-exempt securities, and inheritances.

On the basis of these proposals, the C. I. 0. is emphatically opposed
to tie suggestions that personall income-tax exemptions must be low-
ered and that more extensive excise taxes be imposed.

We urge that the committee restore the mandatory joint return. The
inclusion of this measure would close one of the most serious loopholes
in tie progressive income-tax structure.

Senator CONNALLY. In other words, you favor the proposition that
if a man is working and his wife is also working, both of them earning
income, that on that they be permitted to file surplus returns; is
that it?

Mr. HETZEL. As in the House bill, or as suggested by the President,
with some allowance for earned income.

Senator CONNALLY. You want the earned income exempted but not
the other? Now I ask you if you favor putting them in a joint re-
turn and paying on that one w here a man works and his wife also
works?
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Mr. HE'rZEL. We would be perfectly willing to accept the position
of the Treasury on that.

Senator BAIKLEY. In the case suggested by Senator Connally where
both husband and wife-are working and earning income and are re-
quired to make a joint return by which they would pay lore taxes
than the two separately would pay, that likewise reduces their coi-
l)ensationi for work to that extent, does it not ?

Mr. Hm'zm,. As I understand it, yes; to a certain degree. How-
ever, the report of tile House committee said it would not on joint in-
conies below $4,0(00 and if the general iiconie exemption suggested in
this nmeorandun would apply that exeiptioni Would be substantially
higher and I doll't believe that cutting Into incomes il those levels
would le very serious. even though it is earned income.

As this paiagra)h says, the inclusion of the measure would close
one Of the imost serious loopholes in the income tax structure. After
all, the most extensive use and abuse of the returns has been in the
highest. brackets. So flr as I know, it has not been a serious Imatter
in the lower brackets. It would collect revenue, as the committee
well knows, in the higher-income brackets and among persons who can
well afford to pay. To allow this bill to be passed without this l)ro-
vision will be a shocking defeat for an effective tax policy.

It is the sincere contention of the C. I. 0. that whatever additional
revenues may be necessary can be collected on the ability-to-pay basis
from higher taxes on the large individual incomes, estates, and exten-
sive corporation profits.

Sae and exch.efaxes.-The House bill fails to improve the Federal
sales or excise-tax situation. As a matter of fact, it adds a number
of new taxes which will bear upon working peol)le, such as the $5 tax
on every auntomobile, additional taxes on tires and tubes, matches.
soft drinks. and such.

The C. 1. 0. urges the reduction, rather than the extension of Fed-
eral sales taxes. It is well known that sales taxes bear with unequal
heaviniess iiponi the low-income groups. As President Murray's testi-
niony )ointel out to the House committee, in the last 10 years tile
burden of Federal taxation upon the working people has grown
heavier in size and proportion. It is a shccking record. In 1930,
for exaniple, approximately 68 percent of all Federal tax income was
raised by taxes on individual income, corlporations, inheritance. and(
gifts, while about 32 percent caine from consupm)tion taxes, excise or
sales. In 1940 the percent of taxes coming from the income, corpora-
tion, and other progressive taxes fell to 46.3 percent, while taxes bear-
ing primaifily oil consniption, that is, sales and wage taxes, rose 53.7
percent.

Senator B.JrrLEY. Do you include in that figure the social-security
figures?

Mr. HETZEL. Yes.
Senator BARKLEY. Ought that really to be figured? Of course. it

is true just as a matter of naked taxation but whatever taxes are levied
for social security are levied for the benefit of the workers, and is it
really exactly accurate to draw that comparison when considering the
subject without attempting to take that fact into consideration ?

Mr. HMTZE. The basis of the comparison was the general effect of
the tax system upon the income of the low-income groups. Now, as
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you know, our position relative to the social-security tax is that al
increasingly larger portion of it should come from general revelnlue.

Sniator CONNALLY. More like a pension.
Mr. H'rzmr,. 1'lhe )oilt is, it should( come from general revenue.
Senator CONNALLY. That is what I Said-a pieiSiOii.
Mr. HETZEL. Personal income faxes.-President Murray has taken

the position that the C. I. 0. will su))ort the most elective possible
progressive personal income-tax system. This, in our view, means
an income tax which begins not lower than the 1939 exemptions of
$1,000 and $2,500. A sound individual income tax is so devised as to
be fully and clearly progressive; the effect is both economically sound
and just to individuals.

We have proposed the bottom limits of $1,000 for single persons and
$2,500 for families because we believe that these annual incomes are
an absolute minimum for the decent livelihood of American working
people. The budget of the Heller committee for research in social
economics showed that. in March 1941 a family of 5 in San Francisco
required $2,211 as a minimum for health and decency, and that is a
very muiimni budget. Between the time this budget. was l)riced aiid
June 15 cost of living as a whole has gone up 2.9 percent and food
6.5 percent. These figures are for the city of San Francisco. The cost
of living for the country as a whole has t(lvanced even more.

Taxes which strike below these levels of income are, in substance,
cuts in the standard of living. For wage earners they mean real wage
cits.

It is labor's sincere belief that a great disservice is dole to defense)
by cutting the standard of living of those who income is already inade-
quate to furnish them with their basic needs.

Co,.'uamption outs.-The argument is now being made that taxes
which bear upon the consumption of wage earners and low-income
groups are necessary in order to prevent inflation. This argument
is the basis for proposals to spread the income tax to lower income
groups and to lay extensive sales taxes, or l)urchase taxes, as they have
been eulphemistically called.

It would not be suitable here to engage in an extensive discussion
of the inflationary situation. I think it is necessary to say, however,
that. proposed taxes upon low-income groups would'not in the present
situation do a great deal to prevent tle price rises now immineut.
The major effect of such taxation would be to reduce the standard of
living, to cut the purchase of materials that are still available in suffi-
cient supply, and to induce resentment aniong the working people of
the country.

According to the latest available C. I. 0. estimate, unemployment
remains at 6,305,000 for June. It is highly improbable that such
unemployment will be reduced by more than one and one-half million
during thfe next year. That is optimistic. If national income is frozen
by placing extensive curbs on consumer purchasing power, this and
even greater amounts of unemployment will become a permanent
feature of the economy, even in a period of enormous defense expendi-
tures. Already Mr. Leon Henderson has suggested dhat the so-called
l)riorities unemployment, against which the C. I. 0. has warned for
some time, may cause additional unemployment of at least 2,000,000.
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Senator CONNALLY. The morning papers say unemployment was re-
duced 300,000 during the month.

Senator BARKIIE. What portion of the figure 6,300,000 that you
estimate will be still unemployed is made up of unemployables?

Mr. HETZEL. The basis of our calculation doesn't include uneiploy-
ables in that unemployment. That is, this calculation is made up by
subtracting the number of employed from the total working force of
)eople who can work.

Senator BARKLEY. Are there any accurate, dependable figures as to
the number of unemployables in the country?

Mr. HETZEL. I don't know of any figures on that; there are some
census figures, the details of which I do not know.

Senator BARKLEY. We all know there are a lot of people out of work
who cannot work and who could not work before the depression started,
and who never can work. They are either ill or crippled or for some
reason are unemployed, and in all these estimates of people out of
work I have wondered for a long time how many of the number are
made up of unemployables for one unfortunate reason or another who
couldn't get a job if there was nobody out of work. You have no exact
figures. I confess I do not know.

Mr. HMrzEL. I doubt if accurate figures could be made on that. A
man may be unemployable in certain circumstances. That is if you
give himi only 10 days to learn a job or harden himself, he wili not be
aible to work. In another circumstance, if you give him 60 days lie may
be able to do the job. Again, if an employer will take a man over 45
he is employable; otherwise not.

Senator 3AIKLEY. The number, of course, is flexible but it would
be helpful if there was some way' we could find out ]low many peopk,
are not working andl how many of them cannot work.

Mr. IIETzEL. We have tried to get the Federal Government to make a
decent, dependable, continuing classification of unemployment. We
would be very glad to get out of the field in a minute if they would do so.

Senator G,EIY. Do your figures of unemployed contemplate those
completely unemployed?

Mr. HmzEL. Completely unemployed. Our employment. figures are
those taken friom the Department of Labor statistics. As I recall, they
require that a person work a specific number of days a week. during a
specific period to be considered employed.

Senator VANDENBERG. It is a fact that the abrupt curtailment is al-
ready causing widespread unemployment and threatening more of it,
is it not?

Mr. HMEL. That is true. We are very much alarmed indeed. We
think it a scandal of a major nature that wvhen we are trying to utilize
our manpower to the fullest, men are to be l)ut out of work. Auto-
mobile workers of the number of 200,000, and other-

Senator VANDENBERG. Workers or refrigerators, washers-
Mr. HmrzEI. Yes. Workers in the refrigeration, washing-machine

industry, and those engaged in the manufacture of aluminum )rod-
ucts, and a great many others-I could go on with a very long list.

Senator VANDENBERG. I suppose the State of Michigan is as much
benefited from defense contracts as any State in the Union, and yet
in spite of that it is on the verge of a major economic crisis because
of the too abrupt and unsound curtailing of priorities and such.

61977-41--23
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Mr. H ZEL. We agree with you.
Senator VANDENiBno. If this goes on, priorities and curtailment

will do more damage to the United States than Mr. Hitler will do
the rest of his life.

The CHAMAN. We hope.
Senator VANDENBERO. We hope.
Senator BARKLEY. Let me ask you this: If it be true that it is

necessary to inaugurate certain priorities in order to get materials
for national defense, assuming that must come first, what is the
remedy, what can be done to absorb the unemployment that would
result by the exercise of these priorities, whether abrupt or curtailedI

Mr. Hmz. Well, I think that in the past 12 months there has
been the most serious and fundamental failure on the part of the
persons responsible for production of essential commodities, such as
steel and aluminum, and that the only way to meet the necessity of
providing a sufficient flow of those materials for the kind of produc-
tion we are going to have to get our defense materials out and employ
our people, requires planning that is far beyond their ability or desire.
We have proposed, through President Murray and through our
various unions in each of these commodities, what we consider to be
concrete, effective plans to speed up the production, in steel and alunui-
num, for example. The general proposal was for an industry council
to be set up in each industry where industry and labor jointly con-
cerned wuld be jointly charged with the responsibility of seeing that
the job was done. '

Senator BARKLEY. That doesn't answer my question. Let us take
the automobile industry in Michigan about which it has been de-
cided, or at least an effort is being n-*de to curtail production because
steel, aluminum, or other materials necessary to make automobiles
are needed in making guns, tanks, and airplanes, and things of that
sort. Now let us suppose that is necessary and, of course, you can-
not help what has gone on in the past, we are looking now into the
future, and granted that somebody in the steel and aluminum busi-
ness was not very farsighted in preparing for the supply of steel that
we might need; and it now turns out that we now have this need.
Now, granting that, we face a situation where if it is necessary to
curtail-production to develop more material, what is the concrete plan
by which the man thrown out of his job in the automobile, refriger-
ator, or any other industry is to be placed in some other job or indus-
try, because that is the only way I know of they can continue to work?
What is the concrete situation under which that is to be done?

Mr. HmELZE. Several of our unions, Senator, have made concrete
proposals relative to this problem. However, we stick to the basic
principle they ought to expand steel, but, specifically, for example,
we believe that the cut in the production in the automobile industry
can be so leveled out that it is related to the increase in the production
of the new plants now in Michigan. If they cut automobiles 50 per-
cent, there will be an hiatus for a considerable period of time during
which many men will be unemployed during the transition. If theii
jobs can be held together until spring, the problem will not be nearly
so acute.

Senator BARKLEY. You mean the dislocation ought to be staggered
so that workers from one industry which is being curtailed will be
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able to take their place in another defense industry as they are
relieved?

Mr. HE ZEL. That has been done already in Buffalo with the co-
operation of the 0. P. M. where the Chevrolet plant is shutting down.
It requires 6 months to shift to defense work and the men who are
to be shifted to this defense work are being prepared to be put into
their new jobs. Another proposal is to give them a disinissal pay or
subsistence wage. Other proposals are to give the men who have
experience seniority. There are other proposals which have to be
explored jointly with the industry. It- is a joint problem, it seenis
to me.

Senator BARKLEY. I agree with you. It would have no direct bear-
ing on the question of taxation, but it is an important matter which
cannot be ignored.

Senator VANDENBERG. May I just comment in response to your
question, Senator Barkley, to this extent ? The complaint, as it comes
to me, in the seriously affected areas in the Middle West is not against
the curtailment per se, but against the abruptness with which major
curtailments are made and the summary fashion in which priorities
are suddenly precipitated. It takes a ittle time to integrate a non-
defense emlJoyment over into a defense operation, but there is no time
allowed for the transition. Our people are suddenly confronted with
these major restrictions; it is just more than they can assimilate. I
completely agree with the witness. My theory is that the domestic
dislocation ill do our total defense effort severe harm. Now, the
effort, it seems to me, ought to be to cushion these curtailments instead
of so summarily precipitating them in situations where they cannot
be assimilated.

The CHAIRMAN. You gentlemen have discussed this matter inter-
estingly. Will you proceed, Mr. Hetzel?

Senior BARKLEY. I move that ought to be referred to Mr. Knudsen
who knows more about that. He comes from Michigan.

Senator VANDENnERO. Well, lie is more or less an outsider on it.
Mr. HmEL. The price rises, outside of the rises in farm products

with which the committee is familiar, have come from causes not based
in the rising purchasing power of the low-income groups. Important
among these causes are:

1. Shortages of specific essential materials, specialized equipment,
and transportation.

2. Monopoly control of prices.
3. Price speculation and excessive accumulation of inventories.
4. Unplanned public purchasing.
The more serious field where supply of material will be unable to

meet the demand is that in so-called consumer durable goods; that is
of course, automobiles, radios, washing machines, refrigerators, and
so on. These shortages are most serious. First, they provide a most
serious hindrance to effective defense production. Secondly, they will
be the cause of shocking economic dislocations which will smasn
literally thousands of businesses and throw hundreds of thousands of
men out of work. And third, they will prevent the production of
certain types of goods for which there will be a denmand.

The existence of these shortages are really a very grave public
scandal. It is shocking indeed that the men whose lack of foresight
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and whose adherence to business as usual are responsible for a failure
to meet these shortages are still in positions of high public office and
are still responsible for defense production.

An examination of the patterns of purchasing by the low-income
groups shows that only a minute part of the wage earner's budget
could, at best, go to the purchase of such consumer durables. Most
of the wage earner's income must 1b.-J devoted to the purchase of food
clothing, and shelter. For examr~le, the budget of the Bureau of
Labor Statistics, for computing tlie amount of-wage earner's income
which goes to various products, gives food as accounting for 34
percent of the budget; clothing, 101/2 percent; rent, 18 percent; fuel,
electricity, and ice, 6.4 percent; house furnishings, 4.2 percent. The
miscellaneous item amounts to 27 percent. In this miscellaneous item
only 2.2 percent goes to automobiles out of 7.8 percent for transpor-
tation; 3.7 percent goes to medical care; 3.6 percent for household
operation; 5.2 percent for recreation, and so on.

Senator BARKLEY. In your figures, 2.2 percent for automobiles,
did you include the purchase of gas?

Mir. HErzF. No; that 2.2 is solely for the purchase of the car.
Gas and tires are separate.

As a matter of fact, then, the major expenditures of a wage-
earner's family are in the three items of food, clothing, and rent.
According to this index, they take 65 percent of the income. Pos-
isbly 5 percent of such an income would go to the so-called consumer
durables and scarce materials.

Senator rANDENBERG. Well, then if any form of a manufacturer's
sales tax was to exempt food, clothing, and rent, it would substan-
tially remove the major portion of your complaint, wouldn't it? "

Mr. HmZEi. It would remove part of one item, Senator. We are
still opposed to such a tax even with those items taken out.

Senator VANDENBERG. I understand that, but mathematically it
would reduce by half, your protest?

Mr. HE'rZEI,. On this aspect of the argument?
Senator VANDENBEIG. Yes.
Mr. Hm7ZEL. Yes; it would be a most. serious mistake to cut. wage-

earners' low incomes in the hopes of cutting down wage-earners'
demands for the 5 percent of consumer durable goods which they
may use. Most wage earners can afford only second-hand cars at that..

Certainly no one would hold that the Nation, either from lack of
materials or manpower, is not able now to produce all the food,
clothing, and housing our people should have.

It seems perfectly clear that until every possible penny of tax
income is taken from the upper brackets of income and from cor-
poration profits, no penny should be withdrawn from families where
it will mean less to eat or wear.

fligher income taxe.-Therefore, on behalf of the C. I. 0., I urge
the further increase of income taxes in the high brackets. We would
urge the closing of loopholes which have made the actual payment.
of income tax in the high brackets sometimes as little as half of
the nominal rates. And I would say, parenthetically, that as far
as I know there are no actual figures on the actual rates paid in the
higher income brackets. The so-called rates are only a computation
of the various taxes, which are levied upon such incomes theoretically,
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but actually what the average mail with a million dollars income
pays we have no figures.

Senator CONNALLY. They are available at the Treasury. They
issue a l)amphlet each year that shows all that information.

Mr. HEMzE,. I have never seen that.
This includes, of course, the compulsory joint return. It includes

the taxation of the tax-exem)t securities-certainly with special em-
plsis upon the taxation of all newly issued securities. It further in-
cludes the taxation of undivided business profits, since these are a
form of hidden income for stockholders and owners of businesses.

Senator VANDENIIERG. When you speak for taxation on all issued
securities, you include those issued by municipalities, States, and
subdivisions?

Mr. HmrzEr,. Yes.
Senator CONNALLY. Now, here are the statistics, and on page 17 is a

complete table; it is all here. What you probably have in mind is
because of the various deductions there is no flat figure available to
you, but here is the result of the actual payments and returns. If you
haye never seen that, you might look at it.

Mr. HETZEL. As I recall, when we attempted to compute that from
that table-

Senator CONNALLY. Then you have seen this table before?
Mr. HurzEL. Yes.
Senator CONNALLY. I thought you said you didn't have .such in-

formation, didn't know this was in existence?
Mr. HETzEL What I referred to was the actual effective rate; what

it was upon income of the various categories as compared to the so-
called nominal income rate.

Senator BA KLEY. In other words, the amount paid after deductions
is equal to a rate different. from that set out in the law?

Mr. HMPzEL. Yes; and much lower; the T. N. E. C. figures show
that.

Senator BARKLEY. Well, it is bound to be; there is bound to be a
difference between the actual payment and the normal rate on the
gross income.

Senator CONNALLY. It is paid on the net; that is what the tax is
paid on.

Mr. Hrr-zEL. But there is no actual showing, as far as I know, which
indicates what actually was paid last year or the year before on all
incomes between, say, $100,000 and $200,000.

Senator CONNALLY. That is what this table shows exactly. That is
exactly what that table show -wlat you say it doesn't show.

Senator JOHNsON. Did I understand you to say that you favor tax-
ing State and municipal tax-exeml)t securities?

Mr. HMrZEL. Yes; Ave think that those tax-exempt securities are
one of the means by which the persons in the higher individual income
brackets and certain corporations and banks accept the real effect of
the tax legislation enacted by Congress.

Then there follows a section on estate and gift taxes. The new bill
increases only slightly the rates on estates and gifts.

President Murray testified that it would be socially sound to place
very heavy taxes Upon the transfer of fortunes. The present estate
and gift taxes still allow great fortunes to be passed on from genera-
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tion to generation. These great fortunes put enormous social controls
into the hands of persons , ithout public or private responsibility.

There is, therefore, still a great need for effective estate and gift
taxation. Such taxes would produce very substantial revenue and
would greatly improve the financial structure of the Nation's in-
dustry. As President Murray pointed out, such effective taxation
could be done by the adoption of an integrated estate and gift taxa-
tion program which would lay a single set of drastically increased
rates upon the whole fortune, including the estate plus all the gifts
plus all transfers of wealth from it. The consolidated exemption
could well be lowered to $10,000. As the tax now stands, there are
exemptions which allow some $140,000 to be passed on without
taxation.

Exoe88 profit and corporation taxes.-The tax proam proposed
by the C. 1. 0. urged an effective excess-profits tax. Tle House bill,
though it increases taxes on corporations and on excess profits, does
not yet meet the specifications op a really effective excess-profits tax.

The arguments,-I thought, were presented quite thoroughly by the
Treasury.

In spite of the fact that most corporations in their second-quarter
and first-half profit reports deducted excessive allowances for the
taxes proposed in the House bill, profits for the first half of 1941
have very substantially exceeded those in the first half of 1940. For
example; a tabulation of the public statements of 350 leading com-
panies made by the National City Bank of New York shows an
increase of profits after tax deductions of apl)roximately 20 percent
in the first half of this year over the first half of 1940. The average
rate of profits of these companies was 12.8 percent, a most generous
return.

Then there follows some specific cases.
Twenty-seven machinery companies were shown to have a profit

rate of 24.2 percent in 1941; 9 automobile companies, 21.1 percent;
19 automobile equipment companies, 24 percent; 14 electrical equip-
ment companies, 14 percent.

Twenty-three leading iron and steel manufacturing companies
showed an increase of 100 percent in first-half profits of 1941 over
1940.

These profits have occurred in spite of allowances for taxes inder
the House tax bill, allowances which the financial journals agi .e are
generous to a fault.

Senator VANDENERG. That is before the new wage increases?
Mr. Hm'zE=. No,.sir; that is the first half of 1941. They seemed

to absorb the wage increases without difficulty.
Senator VANDENBERG. They seemed to absorb-you better stop

there.
Mr. HETEL. Well, I didn't say "without protest."
These facts fully justify the C. I. O.'s position that more effective

excess-profits taxes are essential.
The Treasury has already pointed out to the committee, citing

several examples, the extent of profits with which certain companies
can make off under the House tax proposal for excess profits.

It would seem to us that in the public interest it is essential to
create an effective excess-profits tax. It is necessary not only to
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collect the proper revenue, but also to make effective the promise
that no war millionaires should be created in this war.

In order to make the excess-profits taxes really effective, there
should be established either:

1. The proposal of the C. 1. 0. for a tax based upon a 6-percent
allowance for invested capital only and a much higher rate, say
to 75 percent, or, if such cannot be accomplished, at least.

2. A strengthening of the rates in the present double standard by
allowing only, say, 75 percent of normal profits and applying the
rates of the C. I. 0. proposal.

6'o0wlw~iom.-The C. I. 0. believes that now is the time to strengthen
the fundamental fiscal structure of the Nation. We believe that now
is the time to set up a tax program calculated to meet the Nation's
needs not only in terms of revenue, but also in terms of economic
stability.

We therefore urge upon the committee a tax program of the char-
acter set forth in this testimony.

Just. here I want to recall to the committee two sentences in the
President's budget to show that we are in substantial consonance with
his view. He says:

I suggest, therefore, a financial policy ainied at collecting progress :e taxes
out of the higher level of national income. I am oplsed to a tax policy which
restricts general consumption as long as unused capacity is available and1 as long
ns our labor can be employed.

Senator VANDENBERO. I understand the President favors the low-
ering of exemptions. Will you part company with him there?

Mr. HTEL. Yes.
The CHAMBIAN. I want to call your attention to your earlier state-

ment in the first part of your paper to the effect that under our present
Federal taxing system there are 54 percent consumption taxes against
46 percent ability to pay taxes. Now, the studies that have been made,
based on Treasury figures and other authentic figures, show that under
the present law, before we get this bill, the total ability to pay taxes
amounted to $5,077,000,000, or 67.35 percent as against consumption
taxes of only $2,461,000,000, round numbers, or 32.65 percent; and
even after adding Social Security taxes the ability to pay taxes in
point of percentage is 57.37 as against total consumption taxes, in-
cluding Social Security taxes, of 42.66.

Your figures don't agree with the fikrures we have been working on.
Now, I think it is only fair-I haven t taken up any time to do this
throughout the whole bill, but the Treasury recommended originally
$400,000,000 increase out of excess-profits tax. They subsequently went
up to $600,000,000 out of excess-profits tax. As a matter of fact, under
the House bill, the added increase out of excess profits is $1,198,300,.
000 which, added to the estimated production during the whole year
under the existing law, makes a total excess-profits tax of $2,224,000,-
000 that you are getting out of that particular class of taxes; so the
House bill is considerably higher in point of dollars than anything
that time Treasury recommended, and also that. your corporate income
taxes under this House bill as we have it here today shows an increase
over existing law of $2,187,700,000, whereas your consumption taxes
under this bill amount to-that is, direct consumption taxes amount-
ing to only $514,900,000. The total increased revenue as shown by this
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House bill, after the elimination of the joint return, would be $3,246,-
700,000, so your figures don't quite jibe with the figures we have been
working on.

Mr. lt.-IzE[,. Mr. Stain and I have differed somewhat on the classifi-
cations of revenue but I think the second set of figures is close
enough so that we don't fundamentally differ; I wouldn't argue about
it. With regard to the figures relating to excess-profits tax, it seems
to me--I don't have the report of the House committee, but as I recall
it, some six or seven hundred million dollars of the increase in excess
profits is simply accounted for by the removal of that amount from
the normal to the excess-profits category by changing the exemptions.

The CHAIRMAN. It is moved into that category, anyway; it takes
those higher rates. It is raised from 35 to 60 percent; it is all
excess profits.

Mr. HmEL. It amounts also to a reduction of some five to six hun-
dred million dollars of normal removed to the excess profits which,
frankly, I agree is a better way to handle it, anyway.

Bv and large, with respect to the House bill, ve thought it a pretty
good bill, and it is only because we would like to see it better we have
made these suggestions.

Senator CONNALLY. With respect to your recommendation for re-
peal of these taxes: Do you favor the repeal uf? the taxes on whisky,
wine, beer, cigarettes, and so fortli?

Mr. HF.EL. Those are borderline eases.
Senator CONNALLY. Borderline. The bulk of the money is gotten

from them.
Mr. Hm-zF.E It is the application.-
Senator CONNALLY. No. What I wanted to know is: Are you or

are you not for them? Do you want to repeal those taxes or not?
Mr. HETZEL. We have taken no position in the matter.
Senator CONNALLY. I want you to take one. You say you favor the

repeal of all excise and sales taxes which bear upon working peol)ie's
income. Now, they bear upon working people's income. Do you
favor repealing them?

Mr. HL=rEL. Yes; I favor repealing them.
S-nator CONNALLY. I thought you did: I just wanted to ask you.
The CHATIMAN. Any further questions?
Senator VANDnENBER0. Can you brenk down one further figure? On

page 5 where you say that, food, clothing, and rent consumes 65 per-
cent of average income. How much is just food and clothing?

Mr. HmzEL. In the iaragraph above that I have broken it down.
Food, 34 percent; clothing, 101/ percent.

Senator JOHNsON. Did I understand the witness to say that in mak-
inir this increase of about. $600,000:000 in excess-profits tax that $500,-
000 000 of that was taken out of the normal tax? Is that. right?

The CIAM AN. No. We would differ about that. He was ex-
plaining how some of it came about by transfer of the credit from the
normal to excess-profits tax. That is true; it does have such an
effect.

I suauested iust nosy in my colloquy with the witness that the
Treasury's final suggestion was some $600,000.000 could be raised
from excess profits, I find I was in error; I believe it was some
$716,000,000.
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The next witness, Mr. ,Rowland Jones, Jr.

STATEMENT OF ROWLAND JONES,'.1r., WASHINGTON, D. C., REP-
RESENTING THE NATIONAL ASSOCIATION OF RETAIL DRUG-
GISTS

The CHAIRMAN. We haven't yet, put any absolute limit on time.
We would like to be as brief as you can. What do you propose to
talk on ?

Mr. JoNEs. Two sections of the bill: One topic, the distilled spirits
tax: and the other, the retail sales tax, as contained in this bill.

The CHAIRMAN. I would like to have the committee's attention.
We have witnesses scheduled through Wednesday of next week, and
we have applications for some 55 more persons who desire to be
heard, and that is a matter the committee ought to determine when it
will close this public hearing, whether next week or run longer.

Senator CONNALLY. Why don't we limit the time rigidly and we
can hear more of them; a lot of them repeat and cover the same
ground.

The CHATIMAN. That is more or less inevitable, but if we fix the
final time subject to change, then we can more convenient' limit the
time of the witnesses who appear.

Senator BAKLEY. Do you want to determine that time now?
The CHAIRMAN. Yes: if we might.
Senator BARKLEY. You say you have witnesses into Wednesday of

next week. Personally, I feel we should close the hearing next week,
but if we go into the'following week, I am afraid it would take all
the balance of that week.

Senator VANDENBERG. Doesn't it make some difference to the char-
acter of the people who desire to be heard? Some of them feel they
have the duty of presenting their views, and it is very important to
them.

Senator CONNALLY. We might. classify them and let them have a
spokesman for the group.

The CHAIRMAN. Some witnesses have spoken as to administrative
changes in the law. The Treasury is at. work on a large number of
sugested administrative changes, and it is proposed to bring out a
bill dealing with administrative changes in time to secure its pasage
and have it applied to the next tax returns. The House rigidly ex-
cluded administrative changes from the act; they are not in the act.
Obviously, thei'e are many administrative changes the Treasury would
desire, and which would be recognized as desirable by the Treasury,
at least it is felt. they should be handled in a separate bill. If this
is to be our policy, which we should now determine, we might an-
nounce. it so that anyone who came down on a purely administrative
change mission may know it.

Senator BARLEY. I didn't want to leave the impression in saying
that we should try to close the hearings next week that I wanted to
shut off anyone, but it is getting late into the year and I think busi-
nessmen generally would like to know what taxes they are going to
have to pay.

Senator GEraY. If we are really going to understand what the bill
mnppq. ic't't it necessary that we give some thought to these adminis-
trative changes?
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The CHAIRMAN. There might be some, but I had reference to general
administrative changes not involved in this bill.

Are you to have a session tomorrow, Senator Barkley?
Senator BARKLEY. Yes; we 'vill have a session, and it will probably

require the presence of the members of the committee from 12 on. We
are to take up the War Department bill and draft bill, and it is possible
it may take most of the afternoon. I hope it will not, but you cannot
tell.

The CHAIRMAN. We might transfer our hearing over there to the
House although it is most inconvenient to try to attend a. session and
sit in an important hearing.

Mr. Jones, you may proceed.
Mr. JONES. 'My name is Rowland Jones, Jr. My address is 1163 Na-

tional Press Building, Washington, D. C. I am the Washington rep-
resentative of the National Association of Retail Druggists, an organi-
zation of some 27,000 independent retail druggists scattered through-
out every State in the Union. In addition I represent, through affili-
ation with the national association, the pharmaceutical associations
of the 48 States and several hundred city, county, and local groups.

In my appearance before this committee I desire to address myself
only to two sections of the bill now under consideration.

Section 533, appearing on page 39 of the bill, provides an increase
in the excise tax on disti led spirits from $3 to $4 per proof gallon.

Pure ethyl alcohol when used for nonbeverage purposes is subjected
to this lieavy tax and no exemptions are provi(led. We wish to point
out that the tax of $4 per proof gallon provided for by this section
brings the tax on pure ethyl alcohol 190 proof to $7.60 per wine gallon,
the unit of measure commonly used in trade.

Senator CONNALLY. Is that what you call "absolute" alcohol?
Mr. JoNEs. No; absolute alcohol is theoretically 200 proof.
Senator CONNALLY. It is very hard to get; you cannot hardly buy

"absolute" alcohol, can you ?
Mr. JONES. Well, it is expensive and usually sold in very small bottles

for scientific purposes.
The desirability of establishing a separate classification for pure

ethyl alcohol in nonbeverage industrial products is recognized in every
nation in the world except the United States, and a tax differential on
such alcohol is now effective in every nation in the world except, the
United States.

Today in Canada under extreme war pressure, the tax on nonbever-
age ethyl alcohol is $1.50 per proof gallon. Beverage alcohol is taxed
at the rate of $7 per proof gallon. The United States during the pro-
hibition period taxed nonbeverage alcohol at $1.10 per proof gallon,
during which time beverage alcohol was taxed at the rate of'q6.40 per
proof gallon.

I might say that $6.40 was more of an enforcement tax than anything
else.

We 'are advised that administration of the law in Canada is satis-
factorily accomplished under a permit and bond system. A similar
system was employed in the United States from 1917 until 1933, and
the same tn be done again today.
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By requiring permits under adequate regulations for small users
and requiring adequate bonds from large users of nonbeverage ethyl
alcohol, with a nominal bond for the small users, diversion of such
alcohol to beverage purposes can be effectively controlled. In such
manner was the law enforced during the prohibition era when
there existed a far greater temptation to divert to beverage purposes
than exists today, because today legal, tax-paid beverage spirits can
be obtained freely and easily in 45 of the States.

Through 15 district offices the Alcohol Tax Unit of the Bureau
of Internal Revenue supervises and regulates the activities of more
than 400,000 legal liquor taxpayers. Among these are distillers,
brewers, rectifiers, wholesalers, importers, package stores, taverns,
barrooms, and hotels. It seems evident, therefore, that the adminis-
trative and enforcement burden of the Alcohol Tax Unit would be
but slightly increased through the addition of a new class of per-
mittees adequately bonded and licensed under necessary regulations
to use ethyl alcohol for strictly nonbeverage purposes.

Today in the majority of instances the establishment of this new
class of permittee could be subjected to periodic visits by internal
revenue officers as is now the common practice in the class of per-
mittees now authorized to handle beverage-alcohol products.

It is further evident that enforcement of the liquor laws of the
United States is conducted with increasing efficiency, as was indi-
cated by the Deputy Commissioner of Internal Revenue in his testi-
mony before the House Appropriations Committee.

Today the tax on alcohol used in essential medicinals, food prod-
ucts, and flavoring extracts, is exactly the same as that assessed on
the same alcohol used in whisky and other alcoholic beverages. I
repeat, this rate in the 1941 revenue bill is $4 per proof gallon, equal
to $7.60 )er wine gallon.

This excise tax was increased to $3 per proof gallon, an increase
of 75 cents, in the 1940 Revenue bill, effective Jiuly 1, 1940. As a
result of this increase in the excise tax, the withdi'awal of tax-paid
pure ethyl alcohol during the fiscal year ending June 30, 1941,
declined 20Y2 percent, a decrease of 1,824,363 proof gallons as com-
pared to the previous fiscal year. This decrease in withdrawals in
the 12-month period represents a loss in revenue to the Treasury
of $321,828. Ain extension of this decrease into the present fiscal
year under the $4 tax proposed in this bill, leads us to expect that
the revenue loss to the Treasury for this fiscal year at the $4 figure
will amount to $624,467, a situation not helpful to this committee in
its search for necessary revenue. The point of diminishing returns
has been reached and passed for the Treasury, to the detriment of
the users of nonbeverage pure ethyl alcohol.

At this point, with the permission of the committee, I offer for
the record a tabulation of these figures taken from releases of July
25 and 26, 1941, of the Alcohol Tax Unit of the Bureau of Internal
Revenue.
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(The exhibit referred to, designated as Exhibit I, is as follows:)

EXIlIT lT-Figurc8 taken, froz Treasury Department, Burca n of Interlal
Revenue, Alcohol Tax Unit

[Releases of July 25 and 20, 19411

Ethyl alcohol tax-paid last fiscal year as compared with the previous flscal year and proof gallons of alcohol
dumped for rectification (beverage) In like period. Difference in net nonboverage use.

July 1,1940, to July 1,1939, to
June 30, 1941 Juno 30, 1940

Proof gallons Proof gallons
Total tax paid --------------------------------------------------------------- 27,866,124 24,344,300
Total dumped (beverage) ------------------------------------------------- 22,822,539 17,475,958
Net nonbeverage .......................................................... - ' 5,043,985 0,868,348

At $3.00 per proof gallon ................................................. $3.00----------
At $2.25 per proof gallon -------------------------------- ---------------- $............. 2....... 25

Net revenue ............................ $154................................ $15,131,055 $1 53,783

Net drop under $3 rate ------------------------------------------------------- proof gallons... 1,824,383
Net loss of revenue at $3 ...................................... --------------------------------- $321,828

26 decrease applied to 1941: 3,707,329 proof gallons at $4 = $14,829,316, or decrease under 1940 of $624,467.

Mr. JoN s. It is submitted that the decrease in consumption of ethyl
alcohol and the decrease in revenue is directly attributable to the in-
crease in the tax rate, which has forced the use of substitutes wherever
possible. These substitutes are not taxed and often they are inferior
solvents, tending to degrade essential products and are not in the in-
terest of public health and welfare.

It is pointed out that the administration and enforcement involved in
the authorization of a new classification for nonbeverage ethyl alcohol
at a lower tax rate presents no unusual or undue burden on the enforcing
unit. What has been done before, can be done again by the Bureau of
Internal Revenue. It has the machinery and the experience, extending
over many years, in the enforcement and administrative problems
involved.

The reestabishment of a separate classification for nonbeverage al-
cohol at a tax rate lower than that enforced upon beverage spirits is
reasonable, in line with accepted practice in other countries, and gives
great promise of bringing increased consumption and corresponding
increase in revenue, thus reversing the present trend in this category
of nonbeverage products containing alcohol.

An excise tax of $2.25 per proof gallon for nonbeverage ethyl alcohol,
which we here propose, would not create an undue temptation to divert
such alcohol to beverage channels.,

The unlawful element now existing will probably always exist, but by
and large, the vast majority of citizens and business organizations using
pure ethyl alcohol for these nonbeverage purposes will coml)ly to the
letter with the law and the regulations tfhereunder. The experiences of
the past prove this fact, in that only a small minority has ever been
found in violation of the alcohol revenue laws. The lawful m j-ority
should not be penalized because of the unscrupulous minority, particu-
larly when the penalty is not in the public interest and results in lowered
total revenue receipts.

It is submitted again that a permit system with adequate regulations
and, if necessary, a nominal bond for the small users of nonbeverage
alcohol, together with a permit system and adequate regulations and
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such bonds for the large users as are deemed necessary to l)rotect the
revenue, can be established by tle Alcohol Tax Unit in all effective
manner. The proponents of a sel)arate classification of lowered tax rate
for nonbeverage ethyl alcohol are certain that the establishment of such
a differential will not -aise any serious problems and will not be produc-
tive of a loss in revenue to thie Federal Government. If the contrary
is found to be true after a reasonable trial, the present system could
again be easily reestablished.

With the permission of the committee, I would like to submit for the
record tt this point, a proposed amendment to this bill, which will
provide for the differentmal tax which we believe to be so important.

The CHAIRMAN. You may submit it.
Mr. JONEs. Amendment to H. R. 5417.
Amend title V, section 533, by inserting on page 41, after line 9, the

following new subsection:
(e) Domestic non bcverag ethyl alcohol.-Section 2800 of the Internal Rev-

enue Code is amended by Inserting at the end thereof the following new sub-
section:

(J) Domestic nonbeverage ethyl alcohol.
(1) There shall be levied aid collected on all ethyl alcohol produced in the

United States and used exclusively In the tmnufacture of food products, flavors,
flavoring extracts, medlicial preparations, and other nonbeverage products, an
internal-revenue tax at the rate of $2.25 on each proof gallon or wine gallon
when below proof and a proportionate tax at a like rate on all fractional parts
of such proof or wine gallon, to be paid by the distiller when withdrawn from
bond.

(2) Manufacturers anil all other persons using nonlbeverage ethyl alcohol
as herein provided for shall file application for permit, execute such bond, and
keep such books and records as the Commissioner, with the approval of the
Secretary, may by rules and regulations prescribe to insure that such non-
beverage ethyl alcohol purchased by them shall not l)e used for beverage pur-
poses. Such books ti1l(] records shall be preserved for a period of 4 years
a nd during such period shall be open at all times during business hours fol-
inspection by any internal-revenue officer or agent.

(3) Nonbeverage ethyl alcohol withdrawn and tax paid under the provi-
sions of this subsection subsequently diverted to beverage purposes or used
in the manufacture or production of any article intended for use as a bever-
age, shall be taxed as provided by section 2800 (a) (1) of the Internal Revenue
Code, such tax to be paid by the person responsible for such diversion or pro-
hibited use. It is hereby declared unlawful for any person procuring non-
beverage ethyl alcohol as herein provided for to divert or cause the same to be
diverted to beverage purposes, and on conviction thereof such person shall
be fined for each offense not more than $5,000 or be imprisoned for a period
of not more than LV years, or both.

(4) No refund shall be nmi:le on floor stocks of tax-paid ethyl alcohol held
and intended for nonbievernge uses on the effective date of this act.

The Treasury Department tip to this time has vigorously opposed
the establishment of a differential between nonbeverage and bever-
age spirits. May I offer for the record here a copy of a communi-
cation signed by Mr. John L. Sullivan, Assistant Secretary of the
Treasury (as Acting Secretary of the Treasury), addressed to the
chairman of the Ways-and Means Committee of the House of Repre-
sentatives, setting forth the objections of the Treasury Department
to this proposal?

EXHIBIT 3

Letter of John L. Sullivam, Assistant Secretary of the Treasury, to the Hon-
orable Robert L. Doughton, Chairman of the Ways and Means Committee of
tie House of Representatives. In the exhibit the comments of The National
Association of Retail Druggists appear after each paragragh.
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MAY 21, 1941.
My DEAR MR. CHAIRMAN: Further reference is made to your letter of Febru-

uary 28, 1941, requesting my comments and recommendations In respect of a
bill (H. R. 3383, 77th Cong., 1st Bess.) introduced on February 17, 1941, by
Mr. Kefauver and referred to your committee. The declared purpose of the
bill is "To amend section 2800, clhpter 20, of the Internal Revenue Code of
1939, to reduce the tax oil nonbeverage ethyl alcohol used exclusively In the
manufacture of medicinal preparations, flavoring extracts, flavors, and for
other nonbeverage purposes."

Al introductory paragraph requiring no comment.
"The Treasury Department is of the opinion that the bill ought not to be passed,

and so recommends. The opinion and recommendations are based upon (1) tile
hazard to the revenue which the bill would create; (2) the direct loss of approxi-
mately $8,500,000 annually in revenue; (3) the magnitude and difficulty of ad-
ministering such a bill as I. R. 3883, and the high cost of such administration-
1. e., approximately $2,370,138 annually; and (4) the fact that the savings in tax
to the manufacturers who would benefit by the bill woul not, in our Ollnilon, be
passed on to the ultimate consumer for wliose benefit, as related to us by those
Interested in the bill, the tax reduction is )eing sought."

For the reasons stated, the conclusion herein reached clearly Indicates con-
sideration of the question Involved was based on a false premise. The truth of
this assertion will be proved in tie content on each subsequent plaragraph.

"There are few restrictions at present on the transportation and use of ethyl
alcohol and other distilled spirits for nonbeverage purposes after they are tax-
paid and withdrawn from bond. Such spirits, except brandy, are now subject
to a tax of $3 per proof gallon. Tile brandy tax Is $2.75 per proof gallon. The
bill proposes a reduction of $1 per proof gallon on nonbeverage ethyl alcohol and
a 75-cent reduction oti all brandy. The privilege of withdrawal of distilled spirits
for nonbeverage uses at it preferential tax rate would immediately make them
susceptible of diversion to beverage purposes at handsome profits. Many years'
experience In enforcing tile liquor laws has shown that as soon as the use of
distilled spirits is prohibited for beverage purposes or a preferential tax is in-
posed upon their use in certain products, it immediately becomes profitable to
bootleggers and unscrupulous persons to divert them to unauthorized uses."

We take no issue with the first several sentences (if this paragraplh-assumning
Congress is aware of existing tax rates. It wits not the intent of H. R. 3383 to
alter the status of brandy, and discussion of the tax on brandy may be eliminated
in its entirety, thereby removing from further consideration no small part of this
voluminous report.

But an example of the false premise on which the report is based is found In
the "many years' experience" mentioned, obtained during the era of prohibition
when beverage alcohol was taxed at $6.40 per proof gallon, and nonbeverage
alcohol at $1.10 per gallon. Conditions have changed since that time, and today
alcoholic beverages can be legally obtained in 45 States. The responsible men of
Industry advocating the establishment of a tax differential on nonbeverage
alcohol used In certain essential products deeply resent the implication that with
respect to spirits made available to them under a preferential tax "it Immediately
becomes profitable * * * to divert them to authorized use."

"No records are now maintained by thl- P-.i-mu of Internal Revenue showing
the quantity of ethyl alcohol or otheli distilled sl.!rits used exclusively for non-
beverage purposes. The quantity used for "his purpose can be estimated, however,
by taking into consideration the quantity max paid yearly and deducting from
that the quantity used by rectifiers for blending with spirits bottled for beverage
purposes. As an illustration, during the fiscal year ended June 30, 1939, 22,150,909
proof gallons of ethyl alcohol were tax paid, 17,522,484 galloits of this amount
being used by rectifiers. The difference, 4,628,485 proof gallons, represents the
quantity used for nonbeverage purposes. During the fiscal year ended June 30,
1940, 24,344,306 proof gallons were tax paid, 17,475,958 proof gallons used by
rectifiers, and the difference, 6,868,348 proof gallons, used for noitbeverage pur-
poses. These figures do not include the unknown quantity of distilled spirits
other than alcohol used for nonbeverage purposes. A differential tax of $1 (the
difference between $2, the rate specified in the bill, and $3, the present rate of
tax on distilled spirits) on estimated withdrawals of 7,000,000 gallons of non-
beverage spirits annually would mean a loss of revenue of $7,000,000 per year."

The historical recital of Statistics showing nonbeverage alcohol consumption
merits no comment. But an: additional example of conclusion reached on a false
premise Is evident In the last sentence of the paragraph.
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Based on the Treasury's own figures for the first 9 months of this fiscal year,
there will be consumed during 1941 but 4,407,486 gallons of nonbeverage alcohol.
Compared with the fiscal year 1940, this represents a decrease in consumption of
2,460,862 gallons. The decrease is directly attributable to the tax of $3 per
proof-gallon. Therefore, with establishment of a tax differential, it is rea-
sonable to assume consumption of nonbeverage alcohol will again reach the 1940
level. Taxed at $2 per proof-gallon, Treasury revenue will be restored and in-
creased over existing revenues. Only with a tax differential will consumption
be restored. Therefore, tile estimate of withdrawals and estimated loss of revenue
Is quite obviously based on erroneous premise.

"During the fiscal year 1940, 1,576,911 proof gallons of brandy were withdrawn,
other than for use in the fortification of wine. During the first 8 months of the
fiscal year ending June 30, 1941 (two-thirds of the ftqcal year), 1,502,996 proof-
gallons of brandy were withdrawn, other than for use in the fortification of wine.
At this rate the withdrawals of brandy for the fiscal year 1941 will approximate
2,250,000 proof-gallons. On the basis of the anticipated 1941 withdrawals of
brandy the reduction of the brandy tax will decrease the revenue by $1,687,500.
This amount added to the $7,000,000 loss of revenue on nonbeverage spirits would
lIring tile total of the revenue reduction under the bill to more than 8 million
dollars."

This entire paragraph deals with brandy. Inasmuch as a revision of H. R. 3383
eliminating the brandy question is offered as an amendment to tile new revenue
bill, this paragraph requires no further comment.

"The history of preferential distilled spirits taxes, and restricted withdrawal
of spirits, is substantially as follows: A permit system was necessary for restrict-
ing the withdrawal and use of alcohol and other distilled spirits for nonbeverage
purposes under the Food Control Act of August 10, 1917. The act of October 3,
1917, known as the Revenue Act of 1917, increased the tax on distilled spirits from
$1.10 to $3.20 per proof-gallon when withdrawn for beverage purposes or for use
In the manufacture or production of any article used or intended for use as a
beverage. The rate of tax under this act on distilled spirits when withdrawn for
nonbeverage purposes was $2.20 per proof-gallon. This was followed by the act of
November 21, 1918, known as the War Prohibition Act. The act of February 24,
1919, known as the Revenue Act of 1918, Imposed a tax of $2.20 a proof-gallon on
distilled spirits when withdrawn for ionbeverage purposes and $6.40 a proof-
gallon when withdrawn for beverage purposes or for use in the manufacture of
any article used or Intended for use as a beverage. Under the act of November
23, 1921, an additional tax of $4.20 was Imposed on all nonbeverage spirits tax
paid at the $2.20 per proof-gallon rate and diverted to beverage purposes or for
use in the manufacture or production of any article used or intended for use as
a beverage. The het of February 26, 1926, known as the Revenue Act of 1926,
Imposed a tax of $2.20 a proof-gallon on distilled spirits until January 1, 1927, and
from January 1, 1927, to January 1, 1928, $1.65 a proof-gallon, and on and after

.January 1, 1928, $1.10 a proof-gallon. Provision was made for the collection of
a tax of $0.40 a proof-gallon if the spirits were diverted to beverage purposes or
for use in the manufacture or production of any article used or intended for use
is a beverage. These rates remained In effect until the enactment of the Liquor
Taxing Act of 1934, approved January 11, 1934. The withdrawal and use of
distilled spirits for nonbeverage purposes under the various statutes mentioned
was controlled through a rigid permit and inspection system."

The history of preferential distilled opirits taxes is Informative. Proponents
of a tax differential have a complete history of taxes levied on distilled sprits,
dated back to the first Congress. Thus under the provisions of H. R. 3383 no
new principle is sought to be established, oily a restoration of the differential.
The Treasury advises how administration was carried out-"A permit system
was necessary for restricting tile withdrawal of and use of alcohol and other
distilled spirits for nonbeverage purposes under the Food Control Act of
August 10, 1917. * * * The withdrawal rAnd use of distilled spirits for non-
beverage purposes tinder the various statutes mentioned was controlled through
a rigid permit and inspection system." If from 1917 to 1934 differentially taxed
nonbeverage alcohol "was controlled through a rigid permit and inspection
system" why cannot the same be done today? Then we had prohibition; today
we have legal alcoholic beverages. What then provokes the opposition of the
Treasury Department?

"Under these various acts many persons who had never engaged In any busi-
ness requiring the use of distilled spirits discovered that they could go into the
business of manufacturing flavoring extracts, food products, medicinal and
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pharmaceutical preparations, withdraw large quantities of distilled splits, use
a small portion of them legitimately and divert the remainder to beverage pir-
poses. Such manufacturers would sell their finished product at less than cost
in competition with persons who had acquired Nation-wide reputations for many
years in the manufacture of sueh products."

Observe the statements i this paragraph pertain to conditions existing in
an era long past, namely, the period of prohibition. TIu conclusions drawn
from experiences obtained during that period are inapplicable to present-day
conditions. The incentive to divert nonbeverage alcohol to beverage purposes
110 longer exists, and the matter of administration of a tax differential "through
ia rigil permit alrd Ilns)ectlon system" should prove a comparatively s1imall
problem.

"The statistics of the Bureau of Internal Revenue show that limnediately after
the preferential tax was imposed and tile ise, of distilled spirits restricted by
law and regulations to nonlheverage purposes, withdrawals for sitch lulses
substantially inereasej. I)nring the fiscal year ended June 30, 1918, 5,318,046
tax gallons of distilled spirit were withdrawn for nonbeverage purposes under
the aets which became effective in August and Oetober of that fiscal year. Dnr-
ing the next fiscal year the withdrawals were 11,990,921 tax gallons, an Increase
of 125 percent. During the next fiscal year, ended June 10, 1920, which Included
ahnost 6 months of operation niler the National Prohibition Act, the withdrawals
were 29,187,8C3 tax gallons or an increase of 142 percent over the previous year.
In the second fiscal year of prohibition, ended June 30, 1921, the withdrawals
were 35,498,976 tax gallons, an increase of 22 pert,'t over the previous year.
It was obvious that large quantities of distilled spirits were being diverted to
beverage purposes in violation of the law. The regulations were made more
rigid, additional personnel was employed and more effective supervision exer-
elsed over permittees. This resulted il the disapproval of applications for
permits, the disapproval of applications for renewal of permits and tile revoca-
tion of permits of undesirable persons. This In turn resulted in a gradual de-
crease in the withdrawal of distilled spirits for nonbeverage purposes from
5,498,976 tax gallons it the fiscal year ended June 30, 1921, to 6,131,748 tax

gallons for the fiscal year ended June 30, 1944. No statistical data are available
showing the number of permits issued prior to the fiscal year ended June 30,
1921. The records of the Department show, however, that while the gallonage of
withdrawals for nonbeverage purposes was decreasing, the number of permits
gradually Increased from 121,155 for the fiscal year ended June 30, 1921, to
184,649 for the fiscal year ended June 30, 1933."

This paragraph recites the history of withdrawals of nonbeverage alcohol
from 1918 to 1933. It may be of some interest. But the most interesting com-
ment on nonbeverage alcohol withdrawals is pointedly omitted. This bears re-
peating. During the fiscal year 1940, nonbeverage alcohol consumption amounted
to 6,868,348 gallons. During the fiscal year 1941, consumption will amount to
4,407,486 gallons, a decrease of 2,460,862 gallons. The decrease lin consumption is
due to the high tax of $3 per gallon. Consumption will increase to the 1940 level
(or more) with establishment of a tax differential.

"During the period from 1921 to 1933, Inclusive, there was all enormous turnover
in permits each fiscal year. Tills Involved a large amount of detailed work.
The revocation of each of these permits required extensive investigation, hearings,
appeals from the action of the administrative officer in the field to the Bureau of
Internal Rtevenue and, il many instances, appeal to tile courts."

Undoubtedly the events "during the period from 1921 to 1933" are accurate as
related.

"Notwithstanding that there are many problems and high costs Involved in the
administration of a permit system as proposed by the bill, and that even under
such a system there will be diversion and frauds on the revenue, such a system
is the only way to control the withdrawal and use of alcohol and other distilled
spirits for nonbeverage purposes at a preferential tax rate. This system, of
course, would involve the investigation of applicants for permits, tIhe disapproval
of applications of unscrupulous persons, the issuance of permits to those qualifying,
the examination and approval or disapproval of formulas and processes sub-
mitted by applicants, the frequent analysis of samples of finished products to
insure their nonbeverage character, the Inspection of permittees for compliance
with law and regulations, the investigation of cases Involving diversion of alcohol
to beverage purposes, the citation and revocation of permits for cause, the renewal
of basic permits annually, 1he disapproval of renewal applications for cause, the
Issuance of annual withdrawal permits authorizing the producer-vendor of dis-
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tilled spirits to taxpay, withdraw and deliver it to tile veidee-user at tile
preferential tax rate, and the keeping of an extensive record system."

Tills paragraph is sulplementary to paragraphs 6 and 9 and outlined at length
administrative procedure to be followed in enforcing a tax differential. Pro-
ponents of the tax differential trust the Treasury Department will enforce and
administer such a differential through "a rigid permit id inspection system."

"In determining the number of permits which may follow tile passage of this
bill, we must assume that the 184,649 permits in force on June 30, 1933, if increased
by 5 percent, would represent a fair estimate of the number of present-day users
of al.hol and other distilled spirits for nonbeverage purposes. The 5 percent
increase corresponds to the Increase il population during tils same period. P*,r-
uImits would have to be Issued annally pursuant to renewal applications. A cor-
responding number of withdrawal permits would have to be issued authorizing
tile permittees to withdraw a portion of their yearly quota of distilled spirits at
stated Intervals and authorizing the producer-vendors to taxpay, withdraw, and
deliver it to the l)ernittee-users at the preferential tax rate."

Within this paragraph one finds ta llost outstan(ing examplle of conclusion based
on false premise. Tie assumlption is that aplproximately 194,000 potential per-
mittees will make application for use (if nonbeverage alcohol. This figure is oh-
tained by taking the total of perinittees during the last days of prohlibitlon and
adding thereto an additional 5 percent to compensate for the increase in popula-
tion. What tile Department falls to disclose is that within the grand total of per-
inits in force during prohibition, approximately all but 22,000 were granted to
Individuals, who will not now seek permits, or to such Individuals or firms a are
now licensed an( engaged ill the distilled spirits business. Therefore the estimate
;f 194,000 potential permittees is grossly lin error, and any conclusion reached

respecting administration on such nii estimate is likewise erroneous.
"The present personnel of the Alcohol Tax Unit is fully occupied in enforcing

the internal revenue laws relating to liquors, and since very little control is exer-
cised at present over the use of taxpaid distilled spirits for nuiibeverage purposes,
tile proposed legislation and a permit system incident thereto would pl1ce a gi-
gantie task upon the Bureau of Internal Revenue and would necessitate tile em-
ployment of a large force of additional pharmacists, inspectors, chemists, investi-
gators, attorneys, clerks, and stenographers."

Issue must be taken with the statement flhit tile establishment of a tlx (iffer-
ential "and a permit system incident thereto would place a gigantic task upon the
Bureau." It ls a matter of grave doubt that an (lditional 25,00) pemrnilttees would
materially add to the administrative burdens of the Bureau, which now supervises
tile activities of more than 400,000 alcoholic beverage taxpayers. The a(hlitional
cost of administration is next discussed below.

"A careful study Ias been made of the cost of the administration of tills bill
which restricts the use of distilled spirits withdritwn at ia preferential tax rate for
nonbeverage purposes. This cost is conservatively estillated at $2,370,138 tlal-
nually. Tilis includes tile salaries of pharmacists, inspectors, chemists, attorneys,
investigators, clerks, a1(1 stenograllhers required ilm tile 15 field districts of the
Alcohol Tax Unit, and ill tile headquarters office of the Unit at Washington. In-
cluded In this estimate Is the cost of travel, purchase, and malintenanee of auto-
mobiles for use by inspectors, printing, equipment, et cetera. This cost is based on
the application of the preferential tax rate to boh alcohol and other distilled
spirits, but its application to alcohol alone would not materially reduce the cost
of administration. An appropriation of $2,370,138 would hmve to be made simul-
taneously with the passage (,f II. R. 3383 or amny sinlar act to cover the cost of its
enforcement."

This paragraph purports to be "a careful study" of "conservatively estimated"
costs of administration of a tax differential. Tile total cost of $2,370,138 for an
"estimated" 194,000 perinittees, reveals an average administrative cost of approxi-
iately $12.20 per permitted. Tius for an accurately estimated 25,000 permittees,
annual administrative cost will be approximately ,., 0,000. It must now be evi-
dent that conclusions reached oil erroneous estimates of potential permittees and
costs of administration incident thereto tire il themselves in evident error.

"While this bill is obviously designed to reduce tie tax on nonbeverage ethyl
alcohol, and perhaps on brandy too, It appears that as drafted it would Ilave the
effect of imposing a $2 tax o1 alcohol whficil is now withdrawn free of tax. Alcohol
Is withdrawn free of tax for denaturation; for hospital and scientific use; for use
of the United States, the States, and their subdivisions; and for export. It is
assumed that it Is not tie purpose of the bill to Ipo:-e 11 tax oil ethyl alcohol
withdrawn for the purposes Just above enumerated."

61977-41-24
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It was never intended the provisions of H. R. 3383 should disturb the status of
tax-free alcohol. Proponents of a tax differential for noubeverage alcohol find it
difficult to understand why 6,559 permittees receive tax-free alcohol and yet pre-
sent no administrative problem to the Treasury Department. Is it possible that
reputable businessmen and business establishments seeking a differentially taxed
alcohol present insurmountable difficulties for the Department?

"Ethyl alcohol for many years has been widely .used in the manufacture of
flavoring extracts, food products, medicinal and pharmaceutical preparations, and
by physicians, dentists, veterinarians, druggists, and hospitals. It has been urged
upon the Department that the high cost of nonbeverage alcohol products to the
consumer is attributable to the tax imposed by the Government. It is appropriate,
therefore, to determine what a preferential tax will actually mean to the con-
sulmer in dollars and cents. There has been some doubt that a preferential tax
would benefit the consumer for the reason that most of these nonbeverage products
are bought In small quantities and the decrease in cost of manufacture resulting
from a reduction in the tax on the alcohol used therein would not be passed on to
the consumer but would result in greater profits to the manufacturer. As an
illustration, the proposed tax differential of $1 per proof gallon is equivalent to
$2 per wine gallon, or 1?x cents per fluid ounce of absolute alcohol. The amount
saved on a bottle of a particular product can be computed by multiplying the
number of fluid ounces of absolute alcohol contained in the bottle (found by
applying the percent of alcohol to the total number of ounces contained in the
bottle) by 19,1 cents. This is illustrated by the following table:

81z of Saving in cents and fractional cents in the tax if the percent of alcohol by volume is-
bottle
(fluid

ounce) 5 percent 10 percent 25 percent 50 percent 80 percent

1 .......... 0.078 of I cent 0.156 of cent - 0.392 of! cent -.. 0.781 of I cent I.... 1.25 cents.,
2 .......... 0.158of I cent .-- 0.313of I cent .... 0.781 of I cent ...... 1.563 cents ......... 2.5cents.'
4 ---------- 0.313of 1 cent -..... 0.625of I cent' ..... 1.5 cents' ........ i.125cents -........ 5 cents.,
8 --------- 0.625oflcent -....- 1.23centst ......... 3.125conts -........ 0.25cents .......... 10ocents.
16 -------- 1.25cents' ......... 1 2.Scents -..........- 0.25cents I .------- I 12.Scents .......... 20cents.

I Typical bottle sizes and alcohol content of flavoring extracts .I Typical bottle sizes and alcoholic content of medicinal preparations.

"For example, a saving of 14 cents Is realized on a 10-ounce bottle of a product
which contains 5 percent alcohol or a 1-ounce bottle of a product which contains
80 percent alcohol, which would mean a savings of a few cents per year to the
average family. In view of the small savings per bottle, it is doubtful if the
consumer would benefit by the amounts indicated. Manufacturers, distributors,
and retailers would probably not pass these savings on to the consumer, and they
would be the beneficiaries of the differential tax rather than the consumer."

We take no issue with the recitation of uses to which nonbeverage alcohol is
put, nor do we object to the clever tabulation showing possible consumer savings.
But It Is felt the Department demeans its dignity in presenting the "perfect"
example of Inconsequential savings of 1% cents to consumers using: A 16-ounce
bottle containing 5 percent alcohol and a 1-ounce bottle containing 80 percent
alcohol.

Observe that in direct proportion, as the size of the bottla decreased, the per-
centage of alcohol therein contained increased. The trutb if the matter Is that
competitive conditions in industry compel price reduction wherever and whenever
possible. Today the tax burden for alcohol alone in a 16-ounce bottle of lemon
or orange extract is 60.3 cents. If the tax on nonbeverage alcohol is fixed at $2 per
gallon, a saving of approximately 20 cents would Immediately be reflected In con-
sumer prices. In light of the foregoing, proponents of a tax differential take deep
umbrage to the direct statement that "manufacturers, distributors, and retailers
would probably not pass these savings on to the consumer, and they would be the
beneficiaries of the differential tax rather than the consumer." But, should this
violent assumption of the Treasury come to pass, consider the effect of increased
income and excess-profits taxes on the manufacturers, and then determine whether
or not consumer savings will be passed along.

"H. R. 8383 proposes a differential tax on ethyl alcohol only. There are, how-
ever, hundreds of manufacturers of food products and medicines throughout the
country who use distilled spirits other than alcohol, such as whisky, rum, and
brandy in their products. Such manufacturers, except those using brandy on
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which the basic tax is to be reduced under the bill, will no doubt advocate the
application of the noubeverage tax rate to the distilled spirits used In their prod-
ucts. Physicians, dentists, druggists, veterinarians, and hospitals, who also use
large quantities of alcohol and other distilled spirits for nonbeverage purposes,
will be the beneficiaries of the nonbeverage tax rate. In considering the legisla-
tive requirements, the administrative problems, the cost of administration and
loss of revenue, we have assumed that the preferential tax rate would In the end
extend to the entire nonbeverage field."

H. R. 3383 Intended only to establish a tax differential on ethyl alcohol con-
sumed in the production of necessities. The bill does not provide, and the Treas-
ury Department has gone far afield in considering administrative problems when
they "assumed that the preferential tax rate would in the end extend to the entire
nonbeverage field."

"The exception contained in the Iaronthetical portion of the amended section
appearing In line 8 on page 1 and in lines 1 to 3, inclusive, on page 2, indicates that
the exception to the $3 tax rate relates to 'brandy and nonbeverage alcohol used
exclusively for * * * nonbeverage purposes.' The parenthetical portion ap-
earing on page 2, after the statement of 'the rate of $3,' in lines 5, 0, 7, and 8,

states a rate of $2 on brandy, without a limitation on Its use, and a rate of $2 on
ethyl alcohol when used for nonbeverage purposoms."

It has been pointed out several times that H. R. 3383 intended no disturbance
of the status of brandy. The same Is true with respect to tax-free alcohol. To
eliminate continued confusion in the minds of Treasury officials, an amended or
revised version of H. It. 3383 is herewith submitted for inclusion in the new
revenue bill. In passing, the observation Is made that H. R. 3383 was written
to conform with suggestions emanating from the Treasury Department.

"The provisions of the bill In subsection (a) In respect of diversions, and in
subsection (b) in respect of the procurement of spirits under permit and bond,
relate only to nonbeverage ethyl alcohol. It is not provided that brandy which
is taxpaid at the reduced rate shall be procured under permit or that the pro-
vision relating to diversion shall be applicable thereto. The bill Is taken, there-
fore, as proposing an outright reduction on brandy Intended for beverage
purposes."

This paragraph pertaining to the taxable status of brandy requires no comment
in light of representations hereinbefore made.

"The tax on distilled spirits, Including ethyl alcohol and brandy, was increased
by 75 cents per proof gallon as a means of increasing the revenues for national
defense. There has not been a lessening of the need for such revenues since the
Increase."

The task of procuring funds for national defense remains. Our comment on
paragraph 4 Is sufficiently indicative that Increased revenues to the Treasury
will result from establishment of the tax differential recommended in the attached
amendment, namely, a tax of $2 per proof gallon on nonbeverage ethyl alcohol.

In a parallel column we have outlined an answer to the allegations
of the Treasury. We sincerely believe that the position of the Treas-
ury as evidenced by the letter of the Assistant Secretary does not
present the true picture. We outline our reasons for this statement
in the paragraph-by-paragraph answer here submitted.

The National Association of Retail Druggists deeply resents the
implication in the Treasury Department's letter that retail druggists
generally will become bootleggers and divert a lower-taxed alcohol
into beverage channels if a differential nonbeverage alcohol tax is
established. In this connection we have only to cite the record of
retail druggists in the United States in the handling of narcotic
drugs. Retail druggists are the only legitimate retail dealers in
narcotic drugs under the Harrison narcotic law. Although the pos-
sible profit which might be derived from the diversion of narcotic
drugs into unlawful channels is far higher than that which might be
obtained by the diversion of lower-taxed alcohol into beverage uses,
we learn fiom the Bureau of Narcotics of the Treasury Department
itself, that last year, out of some 58,000 retail druggists in the United
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States, only 17 were found guilty of violations of tie law and the
regulations in a degree serious enough to warrant their citation to
their respective State boards of pharmacy for revocation of their
status as registered plhrmacists.

We are proud of this record and we submit that in the face of it
the fears of the Treasury Department in this regard have little reason-
able basis.

The tax on pure ethyl alcohol for nonbeverage use is a direct tax
on l)roducts absolutely'essential in the diagnosis, treatment, )reven-
tion, and cure of disease.

This excessively high tax, which as I have indicated, amounts to
$7.60 per wine gallon under the proposed bill, is a direct burden on
the cost of medical care, which the Federal Government has long
been interested in reducing.

Other witnesses will discuss the uses and the reasons for the use
of pure ethyl alcohol in nonbeverage consumer products.

Whisky and nonbeverage ethyl alcohol should not be taxed on the
same basis.

The other section of this bill upon which we wish to be heard is
section 2402, appearing on page 68. It is a part of a new chapter,
chapter 19, of the Internal Revenue Code, providing for new retailer
excise taxes, so-called.

These new provisions were inserted in the lower House by the
Ways and Means Committee at the last moment, and after the public
hearings on the bill had been concluded, thus foreclosing the oppor-
tunity for those affected to be heard.

Section 2402 provides an excise tax of 10 percent of the retail price
of all cosmetics and toilet preparations sold in retail stores, or used
in barber shops and beauty parlors. While the Ways and Means
Committee denominated th's new tax an "excise" tax, we desire to
brand it here for what it is-a retail sales tax. Similar sales taxes
on the retail sale of furs and jewelry, including watches and clocks,
are provided in this chapter.

A foray was made into this field of taxation during the first World
War, but it was of short duration and was soon abandoned.

We believe this retail sales tax proposal to be the opening wedge,
the foot-in-the-door, the trial balloon, which if successful will be
followed shortly by a general Federal retail sales tax. This is an in-
vasion of a new tax field which has been to a. considerable degree
preempted by the States 22 of which now have retail sales tax laws.

Senator VANDENBERG. 'Would you feel the same way about a. manu-
facturers' sales tax?

Mr. JONES. We have something of that in this law.
Senator VANDENBERG. How do you feel about a manufacturers' sales

tax as an alternative to all these other excises to which you object?
Mr. JONES. If limited to luxuries, we would have no objection to it,

but a 10-percent tax, however denominated, is a very heavy tax.
Senator VANDENBERG. I am talking about a much smaller sales

tax, manufacturers' sales tax, with food and clothing exempted.
Mr. JoNEs. I think you may have to come to it later.
Senator VANDENBERG. Well, if later, why not now?
Mr. JONES. The National Association of Retail Druggists as a basic

policy has long held the position that the sales tax is unsound in
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principle because it ignores tie old maxim of taxation that taxes
should be levied on the people in proportion to their ability to pay.

It seems to us that this proposal involved the tapping of the last
great reservoir left to the Federal Government. If the Congress in
its wisdom, after due deliberation, comes to the conclusion that the
fiscal l)osition of the Treasury renders a retail sales tax absolutely
essential to preserve the credit of the Government and to provide for
an adequate defense of the Nation, the retail druggists of the country
will do their duty gladly. But we also believe that the utilization of
this last important source of revenue should be postponed as long as it
is possible to do so, and in so doing preserve a last ace in the hole to
meet emergencies as yet unseen.

In this connection it should be pointed out that this new retail sales
tax with the provision for montl ly returns on the part, of the retailer,
represents a gigantic administrative task for the Treasury. We esti-
mate that the three sections of this new retailers sales tax proposal
covering toilet preparations and cosmetics, jewelry and furs, will
bring a minimum of 800,000 monthly returns to the T'reasury Depart-
ment. Compared to the administrative burden involved in this, the
alcohol tax differential which we ask fades into insignificance.

This retail sales tax proposal contains no exceptions and rightly so.
We expect that the syndicate store corporations, which now monopo.
lize at least 90 percent of the field of 10-cent merchandise, will demand
an exemption for this class of goods on the ground that we should
not tax the 10-cent package of face powder of the shop girl. We
would be glad to see such an exemption for the low-income groups,
but submit that such an exemption would simply drive the majority
of consumers now, purchasing the larger sizes of cosmetics and toilet
preparations into the syndicate "five-and-dimne" stores in order to
avoid the tax, thus defeating the very purpose of the tax and at the
same time diverting business from regular channels of trade.

If this retail sales tax must be enacted into law to meet the revenue
needs, we have an extremely pertinent suggestion to offer.

The retail sales tax has always been considered a consumer tax. We
believe that the Ways and Means Committee intended it as a con-
sumer tax. We base this opinion on the fact that the 10-percent tax
imposed on the retail price of toilet preparations far exceeds the net
profit on the products taxed, and on the fact that it was so designated
by members of the Ways and Means Committee on the floor of the
House when this tax bill was under consideration.

No retailer can absorb a tax of this size (10 percent) on the retail
sale without the necessity of handling the products so taxed at a loss,
a situation not helpful to this committee in its search for revenue.
But we find in this bill no provision denominating this tax as one
intended to be paid by the consumers of cosmetics and toilet prepara-
tions. We believe that this committee can look with profit to the
enactments of the States in this retail sales tax field.

Twenty-two States now have retail sales tax laws on their statute
books. These are: Alabama, Arizona, Arkansas, California, Colorado,
Illinois. Indiana, Iowa, Kansas, Michigan, Mississippi, Missouri, New
Mexico, North Carolina. North Dakota, Ohio, Oklahoma, South
Dakota, Utah, Washington, West Virginia, and Wyoming.
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Eight States have experimented with retail sales taxes and have
abandoned them after trial. These are: Georgia, Idaho Kentucky,
Louisiana, Maryland, New Jersey, New York, and Penns ivania.

Of the 22 States now having retail sales-tax laws, 14 states require
by law that the sales tax be passed on to the consumer and collected
at the time of sale, and prohibit the absorbin or the offering to ab-
sorb the tax by the retailer. These are A latama, Arkansas, Colo-
rado, Iowa, Kansas, Mississippi, Missouri, North Dakota, Ohio, Okla-
homa, Utah, Washington, West Virginia, and Wyoming.

In addition, 5 States of the 22 having retail sales-tax hws permit
the passing on of the tax to the consumer. These are Arizona, Cali-
fornia, Michigan, North Carolina, and South Dakota.

The constitutionality of the pass-on provision in these laws has
been established by the highest courts in Alabama, California, Ken-
tucky, and Michigan.

I would like to submit. for the record at this point in my testimony
the language of the provisions in several State laws providing for
the mandatory collection of the tax from the consumer at the time
of sale, and making it unlawful for the retailer to absorb or to offer
to absorb the tax.

The CHAIRMAN. You may place it in the record.
(The document referred to follows:)

EXHIBIT 4

The Ohio Sales Tax Act provides:
"Sew. 5546-8. Excepting as provided In section 5546-5 of the( Genieral Code,

the tax Imposed by section 5546-2 of the General Code shall Ie paid by the con-
sumer of the vendor In every instance, and It shall be the duty of each vendor to
collect froni the consumer the full and exact animunt of the tax payable in re-
spect of each taxable sale, and to evidence the payment of the tax in each case
by cancelling prepaid tax receipts, equal In face value to the amount therof, in
the manner and at the times provided in this section.

"SEC. 5546-15. Whoever being a vendor, as defined in this act, falls, neglects,
or refuses to collect the full and exact tax as required by this act, or falls, mieg-
lects, or refuses to comply with the provisions of this act and the rules and
regulations of the commission with respect to the cancellation of prepaid tax
receipts, or excepting as expressly authorized pursuant to this act, refunds,
remits, or rebates to a consumer, either directly or indirectly and by whatsoever
means, all or any part of the tax levied by this act, or makes in any form of
advertising, verbal or otherwise, any stat(tnents which might infer that lie Is
absorbing the tax or paying the tax for the consumer by an adjustment of price,
or at a price Including the tax, or in any other manner whatsoever shall be
deemed guilty of a misdemeanor and upon conviction thereof shall be fined not
less than $25 nor more than $100, and upon conviction for a second or other
subsequent offense, shall, if a corporation, le fined not less than $100 nor more
than $500, or If any individual or a member of a partnership, firm, or assoclatlon,
be fined not less than $25 nor more than $100, or imprisoned in the county jail,
or a workhouse, or other like penal or correctional institution not more than 60
days, or both."

Section XXVI of the Alabama Sales Tax Act provides:
"Swu. XXVI. It ,hnll be unlawful for any person, firni, corporation, association,

or copartnerhip engaged in or continuing within this State In the business for
which a license or privilege tax is required by this act to fail or refuse to add
to the sales price and collect from the purchaser the amount due by the taxpayer
on account of said tax provided herein, or the amount due by said taxpayer
on account of any taxes provided herein, or the amount due by said taxpayer on
account of any taxes provided under this act, or who shall refund or offer to
refund all or any part of the amount collected, or absorb or advertise directly or
Indirectly the absorption or refund of said tax or any portion of the same."
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The State Sales Tax Act of the State of North Dakota provides:"Snc. 6. Retailers shall add the tax Imposed under this act, or the average
equivalent thereof, to the sales price or charge and when added such taxes shall
constitute a part of such price or charge, shall be a debt from consumer or user
to retailer until paid. and shall be recoverable at law in the same manner as other
debts.

"Agreements between competing retailers, or the adoption of appropriate rules
and regulations by organizations or associations of retailers to provide uniform
methods for adding such tax or the average equivalent thereof, and which do not
Involve price-fixing agreements otherwise unlawful, and which shall first have
the approval of the (ommlssioner, are expressly authorized and shall be held
not to he in violation of any antitrust laws of this State.

"SEe. 7. Unlawful act.-It shall be unlawful for any retailer to advertise or
hold out or state to the public or to any consumer; directly or indirectly, that the
tax or any part thereof imposed by this act will be assumed or absorbed by the
retailer or that It will not be considered as an element in the price to the con-
suner, or, if added. that It or any part thereof will be refunded."

sectionn 57.305 of the South Dakota Code, a part of the sales-tax law, provides:
"57.3305. Advertising or offering by retailer tol absorb or Include tax In price

or refund thereof unlawful. It shall be unlawful for any retailer to advertise
or hold out or state to the public or to any consumer, directly or indirectly, that
the tax or any part thereof Imposed by this chapter will be assumed or absorbed
by the retailer or that It will not be considered as an element In the price to the
consunier, or, if added, that It or any part thereof will be refunded."

The West Virginia sales-tax law provides:
"Src. 10. Tax paid by, eortsumer.-It Is the intent of this article that the tax

levied hereunder shall be passed on to and be paid by the consumer. The amount
of the tax shall be added to the sales price and shall constitute a part of that
price and be collectible as such.

"Sno. 11. Seller mall not pay ta.T: penalty A person engaged in any business
taxable hereunder shall not advertise or hold out to the public in any manner,
directly or Indirectly. that he will absorb all or any part of the tax, or that the
tax Imposed by thiq article is not to be considered an element in the price to the
consumer. A person who violates this provision shall be guilty of a misdemeanor
and upon conviction shall be punishable by a fine of not less than $50, nor more
than $1.000. or Imprisonment in the comty jail for not exceeding 1 year, or both,
in the discretion of the court."

Article I of the Rules And Regulations promulgated by the Commissioner of
RevenueR of the State of Arkansas reads as follows:

"The seller nutiqt collect the tax from the purchaser or consumer and must
remit the tax to the commissioner of revenues In the manner hereinafter
provided in these regulations. Failure for any reason to collect the tax from
the purchaser or consumer will forfeit the seller's permit and will make the
seller liable for the tax."

Section 28a of article 1I of the Fxcise Revenue Act of the State of Arizona,
reads as follows:

"28a. Unfair eomlwtllion.-No person engaged in any of the businesses classi-
fied In section 2. shall advertise or hold out to the public in any manner, directly
or Indirectly, that the tax herein imposed is not consilercd as an element in
the price to the consumer. Any person violating the provisions of this section
shall be guilty of a misdemeanor."

The Colorado rettall sales tax law provides:
"Src. 6. Retailers shall, as far as practicable, add the tax Imposed under

articles 1 to 5 of this chapter, or the average equivalent thereof, to the sales
tax or charge, showing such tax as a separate nnd distinct Item and when
added, such tax shall constitute a part of the price or charge, shall be a
debt from consumer or user to retailer until paid, and shall be recoverable
at law in the same manner as other debts.

* *1 * * * * 4

"Sac. 8. It shall be unlawful for any retailer to advertise or hold out or
state to the public or to any consumer, directly or Indirectly, that the tax
or any part thereof imposed by articles 1 to 5 of this chapter will be assumed
or absorbed by the retailer or that it will not be added II the selling price
of the property sold, or If added that it or any part thereof will be refunded."
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The Iowa retail sales tax law provides:
"Sc. 6043.079. Adding of tar.-Retallers shall, as far as practicable, add

the tax imposed under tihls division, or the average equivalent thereof, Io tile
sales price or charge and when added such tax shall constitute a part of such
price or charge, shall be a debt from consumer or user to retailer until paid, and
,hall be recoverable at law in the same manner as other debts.

"Agreements between competing retailers, or the adoption of appropriate
rules and regulations by organizations or associations of retailers to provide
uniform methods for adding such tax or the average equivalent thereof, and
which do not involve price-fixing agreements otherwise unlawful, are expressly
authorized and shall he held not in violation of chapter 4.14, or other anti-
trust laws of this State. It shall be the duty of the commission to cooperate
with such retailers, organizations, or associations in formulating such agree-
ments, rules, and regulations. The commission shall have the power to adopt
and promulgate rules and regulations for adding such tax. or the average
equivalent thereof, by providing different methods of applying uniformly to
retailers within the sae general classification for the purpose of enabling such
retailers to add and collect, as far as practicable, th, amount of such tax.

"SEc. 6943.080. Unlawful Ct8.-It shall be unlawful for any retailer to ad-
vertise or hold out or state to the public of to any consumer, directly or in-
directly, that the tax or any part thereof imposed by this division will be
assumed or absorbed by the retailer or that It will not be considered as an
element in the price to the consumer, or If added, that it or any part thereof
will be refunded."

Tile regulations under the Kansas Retailers' Sales Tax Act provide as follows:
"Article 11. Tax to be passed on.-The retailer is required to pass on to the

consumer or user the full amount of the tax imposed by this act, or an amount
equal as nearly as possible or practicable to the average equivalent thereof.

"Article 12. Unlawful aulvcrtising.-The law provides that it shall he a mis-
demeanor, subject to fine or imprisonment or both, 'to advertise or hold out, or
state to the public, or to any consumer, directly or Indirectly, that tile tax, or
any part thereof, imposed by this act will be assumed or absorbed hy the re-
tailer, or that it will not be considered as an element In the price of the
consumer, or if added, that it, or any part thereof, will be refunded.'"

Chapter 155, Laws of 1936 of the State of Mississippl, provides as follow's:
"Sac. i%. It shall be unlawful for any person, firm, or corporation who is en-

gaging or continuing within this State in the business of sellina any tangible
property and who is liable for a privilege tax assessed and levied by section
2e of chapter 119, Laws of Mississippi, 1934, to fall or refuse to add to the sale
price and collect the amount due by him on account of said tax provided In
section 1 hereof or to add or collect more than the amount fixed by section 1
of this act on account of said tax.

"SaF. 4. Any person, firm, or corporation violating sections 1 or 3 of the
provisions of this act shall be guilty of a misdemeanor, and unon conviction
shall be fined in a sum not less than $50 nor more than $100, and may
be committed to jail until such fine and costs are paid."

The Missouri Sales Tax Act provides:
"SEc. 11411. * * * The seller of any property or person rendering any

service, subject to the tax imposed by this article, Is directed to collect the
tax from the puirchaser of such property or tHie recipient of the service as
the case may be. The tax imposed by this article is a taw upon tile sale,.
service, or transaction and shall be collected by the person makil g tile sale or
rendering the service at the time of making or rendering such sale, service, or
transaction. It shall be unlawful for any person to advertise or hold out or
state to the public or to any customer directly or Indirectly, that tile tax or
any part thereof imposed by this article, and required to be collected by him
will le assumed or absorbed hy tile person, or that it will not le added to tile
selling price of the property sold or service rendered, or if added, that it or
any part thereof will be refunded. Any person violating any of the provisions
of this section shall be guilty of a misdemeanor.

"Sac. 11412. It shall be the duty of every person making any plirclne or
receiving any service upon which a tax Is imposed by this article to pay tile
amount of such tax to tle person making snch sale or renderina sulh service:
any nerson wlho shall willfully and intentionally refuse to pay such tax shall be
guilty of a misdemeanor."
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The 190w Mexico school lax laws provide:
"Sxc. 203. (B) Ab8orbiflg tax---idvertisem('at.-It shall be unlawful for any

person engaged lin ally business or profession to directly advertise that any
tax Imposed by this act Is not considered as an element of tile prie of
property sold or service rendered."

The sales tax regulations Issued by the State Tax Commission of Utal
provide:

"4. Afafdatory colleCtion of tax.-Chapter 111, Laws of Utah, 1937, alields
section 5 of the Emergeucy Revenue Act of 1933 to read In part as follows:
'* * * The veidor shall collect from the vendee * * *'.

"Under the act, as amended, tile ven(hlo is required to collect the tax from
the vendee with respect to all transactions subject to tax. In all cases the full
amount of the tax muitst be added to the sales price and collected or charged
as a separate Item. The seller is responsible for ill tax funds In his possson.

"It will be consi ordered a violltim of the aet for the vendor to absorb ithe
tax or to consider that the tax Is included id collected its a part' of the
sales price. The total purchase charge on sale's coisuinnt1ted 1unst not be
quoted in fractions of 1 cent for the purpose of elliniathig tht, use of tokens."

The Wyoming Selective Sales Tax Act provides:"Article 4, item 3. A4 bsorpfion of tax by rcndor.-It Is uhlawful for any
retailer or vendor to advertise or hold out, or state to the public or to any
user or c(suier, directly or Indirectly, that hi will absorb the tax oil sales of
25 cents or more, or consider the tax as part of the purchase price, or that
he will refund the tax to tile purchaser. A person who violates this rule Is
guilty of a misdenieanor."

Many of these mandatory passing-on provisions were added to
State laws after experience had shown that the absence of such pro-
visions was highly l)roductive of unfair trade practices on the part
of a few retailers who sought to utilize the tax as a vehicle to divert
trade from its ordinary channels. Some retailers advertised that
their prices did not include the sales tax, thus placing an enormous
competitive burden upon the mass of retailers, mostly small in size,
whom the State had designated as tax collectors. '1his will be the
practice in this case if not expressly prohibited.

If this retail-sales-tax revisionss Is to be approved by this com-
mittee and by the Senate, we respectfully request that a mandatory
pass-on provision similar to that found to be necessary in State retail-
sales-tax laws, be provided for by appropriate language in this bill.

The retail druggists of the country have carried and will continue
to carry the increasing burdens of taxation in the same degree as
all other citizens. They cannot maintain their place in the national
economy as employers, as taxpayers, and as (istributol's of necessary
produce s, if they are forced to absorb this very heavy tax on the
retail value of l)roducts which represent a substanltial portion of their
business. '1T) exl)ect them to do so is to ignore the plain economics
of their business and the basic theory of the retail-sales tax.

We have one further suggestion: The bill provides that these re-
tail sales taxes shall be remitted to the Treasury in monthly returns.
We submit that the requirement of monthly returns by retailers is
unnecessarily burdensome to retailers generally, tilld that a quar-
terly return would be far less costly to the retailers affected, as well
as to the Treasury.

We believe that these two proposals are sound, in the public inter-
est, and that, they conform to every test of an enlightened tax policy.
They will not subtract a single dollar from the estimated revenue
provided for in this bill. Indeed, in the case of the nonbeverage
alcohol tax differential proposal, the revenue will increase beyond
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tho conServatively cstimatcd cost of adminitration. As for the
mandatory pass-on provision in the retail sales tax chapter, the adop-
tion of our propostf will bring with it a more efficient collection of
the tax involved. Failure to adopt such a provision, if we must have
a retail sales tax, will place a dangerous l)remium on evasion.

The CmnAIRM A. Thank you, Mr. Jones.
Mr. JoNEs. Thank you.

STATEMENT OF DR. E. F. KELLY, WASHINGTON, D. C., REPRESENT-
ING AMERICAN PHARMACEUTICAL ASSOCIATION

The CHI MAN. Dr. Kelly, will you give your full name to the
reporter, please I

Dr. K uLmY. My name is E. F. Kelly.
The CHA,',IRMAN. What interest do you represent?
Dr. KELLY. I represent the American Pharmaceutical Association,

2215 Constitution Avenue, Washington.
I wish to supplement very briefly the statement which Mr. Jones

has just made with respect to the use of alcohol and the tax on
alcohol in the preparation of drugs and medicines. I have a state-
ment here, but to save time I will just briefly refer to the outstanding
points and then file the statement.

The CIIAIRMAN. You may do that.
Dr. KEIuaY. With the sole exception of water, ethyl alcohol is the

solvent most generally employed in the preparation of drugs and
medicines and in filling prescriptions. It is also used as a preserva-
tive in many medicinal preparations in which it is not required as
a solvent in order to prevent fermentation and other undesirable
changes.

Other solvents and preservatives are available which in some in-
stances are as effective as alcohol, but none of them can be used as
P, substitute for alcohol because they have undesirable, or in some
instances, dangerous physiological effects when taken internally or
applied externally in medicine. Alcohol is, therefore, a necessary
and indispensable material in the preparation and preservation of
many drugs and medicines which are essential to the health and wel-
fare of our people.

The following table will give the percentage of alcohol contained
in several well-known and widely used medicines:

Percent Percent
Fluld extract of belladonna root--- 70 Tincture of capsicuin ------------ 85
Fiul extract of cinchona -------- 60 Tincture of digitalis ------------- 70
Fluld extract of ergot ------------ 40 Tincture of nux vomica ---------- 70
Fluid extract of rhubarb -------- 60 Paregoric --------------------- 46
Tincture of asafetida ------------ 80 Tincture of arnica ------------- 68

In these preparations the alcohol content ranges from 40 to 85
percent. Those containing 50 percent of alcohol will carry a basic
charge of $4 per wine gallon for the alcohol alone under the terms of
the bill under consideration, and tincture of digitalis used in the
treatment of heart disease will carry a charge of almost $6 per
gallon. In many instances where the product is distributed through
the usual channels, this basic tax is further increased by added
expenses.
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it does not seeni reasonable to place thi3 increasing tax burden on
the treatment and prevention of disease.

Alcohol itself has certain undesirable physiological effects and
since it, is taxed because of its employment in" many forms as a bev-
erage, extensive and expensive research has been carried on for many
years with the object of developing a satisfactory substitute for al-
cohol a. a solvent and preservative in connection with drugs and
medicines. It is a great disappointment to all concerned that these
efforts have been without result up to this time and that they do not
even indicate that such a substitute can be: developed in the future.

The United States Pharmacopoeia and the National Formulary,
which are recognized under the Federal Food, Drug, and Cosmetic
Act and corresponding State legislation as providing standards for
the drugs recognized in these books, both direct the use of alcohol
as a solvent or preservative or both, in a majority of the preparations
for which directions are given. The use of alcohol is therefore legally
binding on those who make and distribute these products if they are
labeled as official preparations. It is also required under this legisla-
tion, that the percentage of alcohol contained in medicinal prepara-
tions shall be stated on their labels.

The volume of such medicinal preparations runs into hundreds of
thousands of gallons per year. An extensive survey of the ingre-
dients of prescriptions made in 1931-32 showed that alcohol either
as such or as an ingredient of other preparations, was contained in
Lbout 60 percent of the approximately 250,000,000 prescriptions filled
annually in the United States.

The facts given in this brief statement illustrate that alcohol
is a aluable and indispensable solvent and preservative in the prepa-
ration of many necessary drugs and medicines and that any tax on
such alcohol except. possibly such tax ais may be required to cover
the cost of administration and to prevent diversion, is a direct tax
on articles required in the diagnosis, treatment, prevention and cure
of diseases, or in other words, is a tax on health.

It is, therefore urgently requested that favorable action be taken
on the recommendation that differential be made in the tax on medic-
ina.l as compared with beverage alcohol, and that the rate be set at
$2.25 per proof gallon as provided for in an amendment to be substi-
tuted during this hearing. The tax on beverage alcohol in Canada is
now $7 per proof gallon and there a differential tax of $1.50 is
provided for alcohol used in drugs and medicines.

A differential in the tax on medicinal alcohol as compared with the
tax on alcohol for beverage plmr)oses, is imperative at this critical
time in order to eventt an increase in the cost to the public of official
drugs ind medicines which are not luxuries but necessities.

I also wish to add, Mr. Chairman, that we desire to be recorded
as supporting the position taken by Mr. Jones with respect to the
10-percent tax. We ask that a definite and clear mandatory provi-
sion requiring that it be passed on to tie consumer be included in the
act.

The CHAGRMAN. Mr. Fred Griffiths.
Mr. JONES. Mr. Griffiths cannot be here today and lie asked per-

mission to file a brief.
The CHAIRMAN. Very well; I shall be glad to have him do so.
Mr. Friedman.
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STATEMENT OF ElISHA M. FRIEDMAN, NEW YORK, N. Y.

Tile CHAIRMAN. Will you give your name?
Mr. FnIE.MAN. My inie is Elisha M. Friedman, consulting econo-

mist, of New York City. I represent no group or interest. I am
going to discuss thm eap~ital-gains tax from one angle: What is the
possibility of increasing tie yield? 'lhe subject is of general pul)lic
]nIp ortan'ce. I am not going to try to persuade you or argue a point.
I shall me-ly lrest'nt some pertinent facts. I sl)ent about 2 months

analyzing Treasury statistics, and I have asked Mr. Felton Johnston
to leave on each of your desks two documentss which contain those
facts: Statistics of Income for 1938, and Million I)ollar Incomes. I
have also here a Cop*y of the, I)ow-Jones stock chart. You have been
listening to witnie1saes who have asked that taxes be lowered on
various items affecting their interests. All witnesses have pleaded
"I)o not tax us. Tax the other fellow." The tendency would be to
reduce Govertnent receipts. The presentation I should like to make
is to find a method of increasing the Treasury receipts.

Now, my thesis in brief is that it would be possible to get. an in-
crease of income of 1(0 millions to 400 millions of dollars out of
the inodification of the capital-gains tax along the following major
line. First., segregate capital gains and losses from regular income.
This would have the effect of eliminating the deductions of capital
losses against regular income, which aniount to very sul.tantial items,
running as high as $584,000,000 in the year 1938. Second, eliminate
the holding period. If you virtually compel a man, by high taxes,
to hold securities or property for 2 years, you prevent the Treasury
from taxing gains which it might have collected on a shorter perio(.
Third, restrict offset of losses to segregated gains. Fourth, in fair-
ness to the taxpayer permit him to cariy the loss over a year or
two. Fifth, fix a low rate of 10, 12, or 15 percent. Sixth, tax the pro-
fessional trader at the full income-tax rates.

Now, I shall file this brief, but I can dash through it pretty quickly.
Senator TA.Ir. You propose to take the capital gains out of the

normal tax and put it in a sel)arate category?
Mr'. FwEDMAN. Precisely, and you will find ip the two documents

which you have on your desk, and other official sources, -arefulli pre-
pared (lata, and statistics which support. my contention.

By the way, Mr. Sullivan, Assistant Se.-retary of the Treasury
is here, and Mr. Johnston might give him a copy of the two docu-
ments and the stock price chart distributed to the Senators.

THz Dow-JoNEs SOmCK AVERAOES, 1897-1940. MONTHL11 HIGH AND LOW OF Or.OSINO
AVEBAGIS

The folowlnr (.hilrt of stock In-Ices shows that the trend for railroads Is
down since the early nineteen hundreds, except for the brief period in the late
twenties. Utility share prices likewise show a declining trend1. There are no
long-term capital gains either in railroads or utilities. Industrial shares did
show a rising trend up to 1925 but since 1930 the trend is sharply down. All
industrial shares bought from 1926 to 1930 now show paper losses which will
he realized and deducted front the Income tax of future years. However, there
are abundant short term capital gains which, If taxed at low rates, would yield
handsome revenues to the Treasury.
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The capital-gains tax has been part of our fiscal structure for about
20 years. At times it provided abundant revenue. At. times it pro-
vided no revenue and even caused a. reduction of receipts from the
income tax. Always, it has been a fund-freezing device, without privi-
lego of acting under a license. This freezing has been a detriment to
our economy. It penalizes risk-taking. It checks switching into new
securities issued for expansion and into defense bonds. Analysis and
the experienced with the various capital-gains acts leads inevitably to
concrete proposals for legislation. Such legislation shoul.(, and 'ill,
both provide much more revenue, and at the same time, liquefy the
now frozen portfolios of investors.

I. FACTS

A. Retreat of capitalUis.-For a generation or so, capitalism has
bech on the retreat.

1. In railroads.-Social, economic, and political forces have com-
pelled the retreat of private cal)ital in the railroad industry since the
early 1900's. To talk of long-term capital gains in railroad securities
is utterly unreal. Such gains as are now possible in the railroald fields
are now short-term, either cyclical or technical.

2. IP utilities.-Likewise, utility equities have been declining so that
1941 prices for many shares are less than the bottom of the bear
market in 1932. For the electric and gas stocks as a whole, the price
trend has been down since the passage of the Utility Act of 1935.
The utility investor is fighting a rear-guard retreat. (apital gains in
utility shares just do not exist except in the minds of theorists who
ignore facts.

3. In industry.-Industrial shares are in a long-term bear market.
If on any chart showing any stock price index, you connect the top of
the booms of 1929 and of 1937, the line forms a declining roof for
prices. This is the evidence of a long-term bear market. Never has
this down trend been broken. Perhaps it indicates that the private
investor is slowly being expropriated. There were long-term gains in
industrial securities until the 1920's. Since 1929, social, economic, and
political forces have destroyed the long-term gains in the industrial
shares index and left only the intermediate fluctuations. Therefore,
merely by doing nothing, the long-term "sitter" of the 1900's has
become the great speculator of the last decade.

TABLE .- Market value at the Inonth end of all stock listed on the New York
Stock Exchange

(In billions of dollars)

Year Iligh Low Differ. Year igh Low Differ-

ence once

1925 ------------------- $33.7 $26.9 $6.8- 1933 ...................... 36.7 19.7 17.0
1926 ............--------- 37.3 32.3 5.0 1934 ...................... 37.4 30.8 6.C6
1927 ............... ------ 48.5 38.4 10. 1 1935 ...................... 45.0 30.9 14. I
1928 --------------------- 66.1 48.5 17.6 19,36 ...................... 60.0 46.9 13.1
129 ------- ------------ 89, 7 6'1.6 26.1 1937 .............---- - . 62.6 40.7 21.9
1930 ..................... 7. 1 3.3 22.8 1938 ...................... 47.0 31.9 15.1
1931 ...................... 57.1 31.1 26.0 1939 ..................... 47.5 40.7 6.8
1932 ------------------ 27.8 15.6 12.2 1910 .................... 46.8 36.5 10.3
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B. What are the odds i. the marAet?--Tfhere is a popular tradition
that people always lose money in the stock market. To support the
general public impression, the United States Government can provide
exact evlenee. In a report, entitled "Million Dollar Incomes," cov-
eri ng the 20-year period, 1917-36, the facts are revealed. Presumably,
people with incomes of $1,000,000 or over, have access to adequate
statistical data, economic advice and inside information. The group

No. 2), whose capital gains were more than regular income, suffered
from 1917-36 i deeCline in annual income from $7,300,000 to $4,600,000
and a correspondingly substantial (ecline in principal. Tie grou)
(No. 3) that took capital gains showed $97,000,000 lost to $63,000,000
gaiie(-odds of 3 to 2 against the market. This group1 of inillionaiires,
undoubtedly well connected, probably had a better performance than
the average small trader. l et, the chances of loss are so high as to
cut the ground under the whole theory of the capital-ga ins tax. Th
Congress should call upon the '1'reasury for information similar to
the above for a few selected years for a large group of returns classified
by groups.

iC. 1g markeet lutuatlons and small capital gains.-The present
capital-trains tax is undoubtedly ineffective as a revenue producer.
One needs but to compare the total fluctuations on the New York Stock
Exchange alone with the estimated taxes on capital gains and losses.
Such a coil arisenn shows that although the market does swing, the
Treasury collects little capital-gains tax on these.swings.

TABL.E II.-Relation, of net capital gain and taxo revenue therefrom to fluctuation
in market value of all 8tock8 listed on the New York Stock Exchange

Differ- Differ-
once in Total Tax ence In Total Tax
value, net .apl. revenue value, net call. revenue
top to tal ain received top'to ta) gain received

Year bottom (in mil- (in ill- Year bottom (in o l- In i l-
(in bil- lions of Hons of (in bil- lions of 110ion of
lions of dollars) dollars) lions of dollars) dollars)
dollars) dollars)

(A) (B) (C) (A) (B) (C)

1926 ............... . L. t 2,378 225 1934 ---------------- 6.6 313 17
1927 ................ 10.1 2,895 297 1935 -------------- - 14.1 730 85
1928 ................ 17.6 4.8W8 576 1936 .............. 13.1 1,418 (1)
1929 ................ 26. 1 4, 685 421 1937 .------------- 21.9 (1) ()
1930 ................ 22.8 1,193 16 19 .--_-----_---- - 15.1 (,) (,)
1931 ................ 26.0 472 89 1939 ---------------- 6.8 1i)
1932 ............... 12.2 1i3 SO 1940 ............. 10.3 ) )
1933 ............... 17.0 553 16

I Not available.

In 1926-27 the capital gains rates were 12 percent for holdings
of 2 years or more. In 1934-35 rates ranged up to 47.40 percent on
capital gains of 2 to 5 years. Assuming the same ratio of- Treasury
revenue to total fluctuation as in the average of 1926-27, viz, 1.59 per-
cent, the Treasury net revenue in 1934 and 1935 would have been not
$102,000,000 but $550.000,000, an additional tax of about $225,000,000
per annum. The law in 1926-27 had a 2-year holding requirement.
Without it, the Treasury could have had even more revenue.
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TA1f.E lIl.-lchtion of net capital gains and i(iizcs Ih7tcon to nct diffcrccc. i,
market ralue and to gross market fluctuation in value

CI'c. Iti
one In
v ct f of IRatio of Raio

Total Revenue all stonk. Estltit tax rev-
net front on Newr (,nll Ectinot- ed total tnrer.o

unin to tae ie ti tl tcalitil tait'il York ed tr1eel t lictuet n flu tYear alin cailn tax Stock . In value r i lion(m illion ) (m illion) ut'n ,an; i -,L I 11/ C' (billion) tl11ll F

bottoni
(billion)

(A) (11) (C) (D)) ME (F) (m1

Percent Per:'nt
19,26 ...........-............... 2,3:7 225 1. 0 4.50 3.08 15.4 1.46
1927 .......................... 2.891 297 10.1 2.10 1.72 17.4 1.70

Average............... 2. 631 261 7.5 3.47 2.19 16.4 1.59

1934 ...... ................... 313 17 0.6 .26 3.60 21.2 .07
1935 ......................... 731 85 14.1 .G 1.78 25.0 .34

Average .................. 522 51 10.3 .49 2.40 24.8 .21

In rising markets 1927 and 1935 the fluctuations were few and the
the net Lvance large. In prebull market years 1926 and 1934 the
market fluctuations were many and t lie net advance little. A striking
example of a small net advance in the Dow-Jones index of in(lustrial
share prices is the experience of the, last 3 years. On April 1, 1938,
it stood at 98.75. On May 1, 1941, it stood it i1. The net ad-
vance was 16.33 points. hut in the interval of approximately 3 y, ars
this index fluctuated without any trend over a range of 340 points on
the Dow-Jones average. If there I ere no time limit or holding
period, the Treasury cold have received abundant tax revenue 11
intervening capital gains in the 340 point fluctuations or travel but

Could receive very little on the 16-point net advance.
1). History o f lg;slation Oil cap/)alain ta'ati.on.-Congress has

tried in the 11 revisions of the past 28 years, since the Revenue Act
of 1913, to arrive at "a practical, intelligent, and just law" oil Cal)ital-
gains taxation. The receipts from this tax indicate that "such a
basis has not yet been found." (Source: Vinson Report, Exhibit I,
Historical Sumnary, pp. 83, 84, 85.) The broad principles of past
revisions are clear. First, gains were inclu(led with other income
and losses were not deductible (1913 law). Then losses were malde
deductible to the extent of gains (1916 law). Thereafter, losses were
allowed in full against any income (1918 law). Subsequently, came
the principle of segregation of short-term from long-term capital
gains or losses (1921 law). The long-term gains were subject to 'a
flat tax of 121/2 percent. It wais during this period that the Treas-
ury received huge income. In 1934, the, law introduced the colpli-
cated holding period with about 40 rate classes graded by months 111)
to 10 years. This period shows woefully small receil)ts from the tax.
In 1938, the law set rates of 20 percent on capital gains exceeding 18
months and 15 percent on capital gains exceeding 2 years. Short-
term gains under 18 months were taxed at graduated income-tax rates.
The tax receipts have not been published for reasons unknown.
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E. capital .qan e , apt.-Over a generation, losses and gains
so completely offset etich other that net capital gains were insignifi-
cant (Senate hearings 1938, p. 245). For the period 1917-31, the net
capital gain was less than 3 percent of the taxable income for the
period. If the years of wild stock market rise, 1926-29, are excluded,
as being unlikely ever to recur, then the net result is not a capital
gain but a capital loss of about 0.03 percent of the average taxable
income. The Treasury hits not published a continuation of this tableshowing e gains, hei lu .±, aiid differences by ycar0 ice 1931.
However, an analysis of the six reports, "Statistics of Income" pub-
lished by the Treasury yearly shows that, for the years 1934-39,
inclusive, the percentage of net capital gain after deducting net
capital losses is only 0.92 of 1 percent of total taxable income for all
taxpayers.

Nor has the Treasury, to my knowledge, published a complete his-
tory showing the net reeeipts from the capital gains tax as well as
the loss in tax revenue through deductions for capital losses for the
period 1917-41. The Congress should insist on having the facts be-
fore it in order to reach intelligent conclusions. Probably, if the
years, 193140 were included, then the entire period, 1917-40, would
show either insignificant net capital gains or a net capital loss.
Certainly, it is very easy to take periods of 5 or 10 years within the
period 1917-41, which show on balance a net loss to the taxpayer
and also a net deficit of revenue to the Treasury, as the period 1918-
23, inclusive, or the period, 1930-35 inclusive (Senate hearing on
H. R. 9682, pp. 245 and 472). Capital losses in 1930-32 caused a
reduction of $184,000,000 from the income-tax receipts which more
than offset the $118,000,000 receipts from capital gains taxes in 1933-
35 (Vinson report, p. 90).

A study of the facts concerning 1938 capital gains is revealing.
Noet long-term losses were $584.000.000. Net long-term gains were
$266. The net loss was $318,000,000. The total net loss came from
taxpayers with incomes under $50,000. Taxpayers with incomes over
$50,000 had -n excess of net capital gains. The present tax law
apparently hits the little fellow rather than the big fellow (Statistics
of Income for 1938, Treasury Department).

F. Volume of tax revenue depends on rates inveisely.-.An official
report (Vinson report, p. 88) shows for the year 1926-36 that small
taxpayers took short-term gains under the income-tax class because
their income-tax rate was low. However, short-term gains realized
by taxpayers and taxes thereon paid into the Treasury declined
sharply as the income-tax rates rose. On the other hand, the tax
rate was low on long-term capital gains. In 1934. over 70 percent
of total capital gains were taken by groups with incomes above
$100,000 in securities held more than 10 years and enjoying the lowest
rato. The high income group realized heavily on such capital gains
and provided large tax receipts for the Treasury. Obviously, low
rates stimulated realization and tax payments to the Treasury.

Again in 1938, long-term net capital gains were taxed at a low
flat rate. Incomes under $5,000 reported $30,000,000 in long-term net.
capital gains. Incomes over $1,000,000 reported $60,000,000, or 200
percent as much. However, short-term net capital gains were sub-
ject to the graduated income tax. Incomes under $5,000 reported
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$45,000,000 short-term capital gains. Incomes over $1,000,000 re-
ported, not 200 percent as much or $90,000,00(, but only $175,000, or
four-tenths of 1 percent as much. Had all taxpayers reported short-
term gains as freely as the low-rate group. the Treasury would have
had $250,000,000 more in sources subject to tax. The present capital
gains tax is not a revenue-producing measure but a revenue-prevent-
ing measure.

Statistics of Income, 1938 (table IV, p. 10), shows that as a percent-nge ,,f total income, short-term capital gains subject to graduated

income-tax rates declined from 1.35 percent for the $25,UU income
group to 0.16 percent for the incomes of one million or over. How-
ever, as a percentage of total income, the long-term capital gains sub-
ject to a low flat rose from 0.21 percentt for the income under $5,000
to 56.40 percent for the incomes over a million dollars.

On the other hand, in 1937 securities were much higher and book
profits or unrealized appreciation was large. But the rates were
high, up to 47-plus percent being tinder tle 1934 law. Therefore gains
realized were small for groups subject to high income-tax rates. In
1938 a low flat rate of 20 percent and 15 percent was reintroduced on
long-term capital gains and stimulated the taking of profit.

TABLE IV.-Percentage of tiet capital gaint to total Income

Income group 1037 1938 Income group 1937 1038

Percent Percent Percent Percent
Under $5,000 ....................... 0.78 0.55 $150,000-$200.000 .................. 4.35 11.95
$5,000-S10.000 ..................... 2.27 1.66 $300.000-$5000 ................. 7.60 18.77
$10,000-$25,000 ----------------- 3.15 2.62 $500,000-$,000.000 -------------- 2.20 26.69
$25 ,000 -------------- 4 .... 6 3. 52 OverStC ,000 ----------------- 6.50 56.40

$50,000-$ 10,00 ---------------- 3.8S 4.88
$101000-$150,000 .................. 4.32 7.64 Total ....................... 1.78 7.65

Source: Statistics of Income: Treasury Department.

G. Congressional report on, millionaire ineoines.-A report of tile
Joint Congressional Committee on Taxation, entitled "Million Dollar
Incomes, "has tremendous significance for capital-gains tax legislation.

1. capital gain8 of big iraders.-This report shows what an illusion
underlies the theory that capital gains represent capacity to pay.
Oroup 2 consisted of market operators who derived more than 50
percent of their net income in the years 1926-29 from net capital gains.
This group suffered a shrinkage of income from $7,300,000 to
$4,600,000 from 1917 to 1936, and their capital shrank from
$146,000,000 to $117,000,000 (p. 18).

Group 8, or inept speculators, of the million dollar incomes consists
of individuals for whom also there is a complete record from 1917-36
of their cal)ital gains and losses. For this group the net gains total
$63,300,000 and the net losses $97,800,000. The experience of this group
is probably characteristic of the great rank and file of stockholders
whom tile Treasury is taxing on illusory taxable gains (Million Dollar
Incomes, p. 16). Apparently the "big boys" wit-It inside information
strikingly disprove tie assuml)tion that capital gais represent regular
and consistent capacity to pay. Neither in the scientific laboratory nor
in the field would such striking observations be ignored. Yet the
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present capital-gains tax legislation is based on an asstimption which
not only has never been verified but strikingly contradicted in a Gov-
erninent document.

2. Capital-gains rates ver,'u8 capital gains realhzed.-A study of the
million dollar incomes clearly shows that when the rates of tax on
capital gains are high, the percentage of net capital gains realized to
total income is small. When the rates are low, tle percentage of such
net gains to total income is high. (See pp. 20, 30, 40.)

3. Capital gains rates versus deduction for capital loss.,This study
of million-dollar incomes also furnishes interesting laboratory results
concerning the effect. of tax rates on realization of losses. For the total
number of million-dollar incomes as well is for the three groups, in-
vestors active traders, and inept traders, the same conclusion holds.
Under low rates of tax on capital gains, deductions for net losses are
low as a percentage of total income and under high rates the deduc-
tions are high (Million Dollar Incomes, ). 43). High tax rates evi-
dently stimulate the taxpayer to Liharge offi all losses possible (ibid.,
p.6).

Senator DANAI a1. May I ask a question. Now, the rate wias the
same in the low-tax period from 1925 to 1929 as it was in the low-tax
period from 1930 to 1931, inclusive?

Mr. FitiEDMAN. Yes; tax deductions for capital losses varied.
Senator DANAEnm. But the percentage in the former was 1.81.
Mr. FnIEDMAN. Yes; but we were in the midst of the most violent

deflation in history in 1930 and 1931, but compare the losses deducted in
that period of great deflation with the years 1932 to 1936, which was
a period of recovery, but when the rate was high, and you will find
that in the most violent deflation in history they deducted 49 percent,
but in the sensational rise, 1932 to 1936, they deducted 56 percent.

Senator DANAHER. Well, you attribute the disparity to the period.
Mr. FRIiMAN. I am not trying to get away from the evident fact;

I am not trying to say that; no one with any common sense would say
that.

Senator DANAI E. What I am trying to get at is there are other
factors involved.

Mr. FmREDMAN. Of course, nobody would say that was the sole
factor, but if you take comparable periods the point which I have
made here becomes evident.

4. Capital gains rates vet, u, capital gIains tam-exeipt incone.-
When capital gains rates are high, there is a l)enalty on risk money.
Then the percentage of income from tax-exempt securities rises.
From 1917 to 1923, under high rates of tax on capital gains the per-
centage of total income derived from tax-exempt securities rose from
practically zero to 12 percent. When the capital-gains tax is low the
percentage of income from tax-exempt securities declines. Thus from
1924 to 1930, under a low rate of tax on capital gains, such tax-exempt
income declined from 13 percent to 7 percent. By 1934, when rates
were again high, the percentage of tax-exempt income rose to 26 per-
cent. Apparently high capital -gains taxes push risk money into hid-
ig. Of course, 'the lowering of the income surtaxes 1924;30 had an

important bearing as well (p. 32). If capital-gains tax rates were
fair, capital would venture out of the tax-exemnpt "storm cellar."
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I1. EFFECT ON TREASURY AND NATIONAL ECONOMY

A. The capital-gains tam is still in the experimental stage.-Cer-
tainly, the final stage of capital-gains taxation has not been iached.
For this purpose, the Treasury will have to prepare much more com-
plete data. Receipts from cap tal-gains tax will have to be segregated
from income taxes in general. Losses in actual tax receipts from regu-
lar income arising from deductions under the capital-gains tax will
have to be specified by years. A classification of Treasury receipts by
nomc gr oups of capital gains will have to be core!terl ivt, fl,,

various laws. A study of the effect of capital-gains taxation ol free
flow of capital and on new risk enterprises can be traced only gener-
ally. Various Government reports indicate that the capital-gains tax
methods "are arbit rary a nd i nequit able." Members of thieJoint Legis-
lative Committee on Taxation of the House and Senate have likewise
expressed their criticism. This brief will attempt to apply construc-
tively such criticism to the current tax bill.

B. Little revenue is now produved.-Such revenue as the Treasury
now obtains is fortuitous and not the result of any calculation. No
Treasury official can possibly estimate receipts from short-term or
long-term gains or estimate diminution in tax receipts resulting from
capital losses deducted from income. But, in addition to this direct,
loss to the Treasury, the freezing of securities and the immobilization
of new enterprise has, in the opinion of one expert, caused a loss of
tax revenue to the Treasury of $250,000,000 (Senate hearing on H. R.
9682, p. 653). The )resent capital-gains tax is not a revenue-produc-
ing measure. It is a revenue-preventing measure. It is a fund-freez-
ing order.

,Senator Connally, in the hearings before the Senate Committee on
Finance on the Revenue Act of 1938, pithily suiiined u ) the whole
prol)lem, "If the holder does not sell, you do not get any tax' (Senate
hearing on H. R. 9682, p. 107). The Governments gets no revenue from
capital gains if the sales do no take place. The rate of tax determinies
whether the sale will or will not take )lace. The capital-gains tax has
now become insignificant compared with the revenue it, might produce
if the law were revised with the prime intent of securing maximum
revenue (Senate hearing on H. R. 9682, table 1, p. 472). For example,
table 5 of the Vinson report, page 86, shows that. whereas net capital
gain was about 9 percent of the total income in 1936 of all reporting
taxpayers, the income of a million to one and one-half million showed
only 1.9 percent, incomes $3,000.000 to $4,000,000 showed 1.6 percent,
and incomes of $4,000,000 to $5,000,000 showed no percept,. The cali-
tal-gains tax was paid, not by the rich groups but )y the low-income
groups. Rates can be so high as to be nonproductive. The Treasury
suffers a direct loss when it discourages sales to cash in profits.

When the rates were low the percentage of tax on capital gains to
total individual income-tax liability was relatively high, about 33.5
percent, in the period 1926-27, about 41 percent for 1926-29, and about
28 percent for 1926-82. (See Senate Finance Committee Report, 1938
p. 708 ) When the capital-gains rates were high, as in the period
1933-35, the percentage of estimated net tax on capital gains and losses
to total individual income-tax liability was only about 7.7 percent.
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The exact figures are not published since 1935, but Treasury officials
estimate their figure was less than 5 percent in 1939 and 1940. It may
be 1 percent-they will not say.

The higher tie income of the group, the worse was tie performance,
insofar as Treasury receipts from capital-gains tax were concerned
(Senate hearings on H. R. 9682, pp. 248 and 708).

C. Price fluctuations are eaaggerated.-Because a high rate of tax
on capital gains prevents sales, the market becomes artificial. ThoGovernment becomes it great manipulator. Without malicious ifI'n nt.

tihe Government creates instability which would be regarded as a
social (laiger if created by any group of operators. Volume is reduced.
Markets become thin. Selling near the peak of a boonm is deterred
for many urealized gains are in the so-called short-term class, subject
to high tax rates. A stable market is essential for new issues for ex-
aision of private enterprise, or for selling United States defeliso
onds. The Treasury Statistics of Income for 1938 all(d for 1939 show

that most of the short-term capital gains were taken by the groups
with low incomes, under $5,000. Practically no short-term capital
gains were taken in tile top income groups. Here is an1 ideal condition
for market instability. The market is without leadership. There can
be no courageous buying in a b'eak or prudent selling in a boom. It is
a market dominated by a mob. And, therefore, in 1937, 1938, and 1940,
the market has been characterized by hysterical market declines, worst
in history up to then.

A good speculator should buy low and sell high. If lie is successful,
lie performs a public service. He is optimistic in a break and pessimis-
tic in a boom. There are too few of him. For this service to the
)ublic lie should receive a reward. But the capital gains tax punishes
ira. Or it prevents him from exercising the function of stabilizer.

The market is left to the lambs and the herdmninded.
D. The mAischief of the 2-year holding pcrod.-Because the law

fixes an arbitrary holding period of 18 months to 2 years before capital
gains can enjoy'the advantage of the lower rate of tax, markets are
made even more unstable. In 1937 a speculator who took some profits
in the spring oil 2-year holdings was virtually compelled to sell in the
autuni to register losses in new 2-year holdings to offset tie earlier
profits. If there were no fixed period, it would be possible for an
investor to sell all of his holdings both over and under 2-year limit
on the rise in 1936 and hold his cash until the market had declined
substantially. No 2-year time limit would check sales. In this event,
tile investor would keep the profit and tile Government obtain a tax.
If the investor must )told for 18 months or 2 years, he loses his profit
and fle Government receives no tax. The 2-year period is a fund-
freezing order and not a revenue producer.

Of course, the whole concept of a fixed holding period is artificial
as various Government reports concede. High calpital gains taken in
18 months plis 2 days pay 20 percent, and gains taken in 18 months
minus 2 days might'pay h percent . Such a law defies logic, ethics,
or common sense.

E. Iiwquities of current capital qains tax pro visions.-Wlhen the
capital gains provisions were equitable and short-term gains were
taxed at full income tax rates, then short-term losses were deductible
at full income tax rates. Treasury receipts thus were reduced in
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priods of deflation when Budget requirements increased. To obviate
this difficulty, the law was changed so that shol't-term gains are re-
garded as income and are taxed as such, but short-term losses are not
deductible from income. This was regarded as unfair in a Govern-
ment report (Hill report, p. 35) :

While your subcommittee believes that the protection of the Income-tax rev-
enue necessitates a general adherence to the limitations upon the deduction of
capital losses imposed by the Revenue Act of 1934, It recognizes the existence of a
widespread feeling among taxpayers that it is inequitable and arbitrary to
Lnc!,t ! eRtnl' ! ret gnlrq in tho tot hoo for pvnr°lvp Ineomp tnvtton wb1im
at the same time refusing to take account of capital net losses. The existence of
this feeling among-tho body of taxpayers, whether or not entirely Justified, is
prejudicial to the maintenance of proper relations and necessary cooperation
between the Government and its citizens in the administration of the revenue
laws.

This defect could be obviated if all capital gains would be removed
from the category of the graduated income tax without distinction of
Iong or short periods of holding, as shown below.

-. New ventures ohecked.--Senator Connally pointed out in the
hearings on the 1938 revenue bill that capital gains tax can check
business. The official report of the Senate Committee on Finance
states:

Thus, an excessive tax on capital gains freezes transactions and prevents the
free flow of capital into productive investment. The effect of the present system
of taxing capital gains is to prevent any individual with substantial capital from
Investing in new enterprises. This is most unfortunate, because It adversely
affects the employment situation (Senate Finance Committee. Report, 1938, p. 6).

The committee is convinced that at the present time transactions are pre.
vented by the capital gains tax and that the result has been a material hindrance
to business and a considerable loss of revenue (Senate Finance Committee Report,
1938, p. 6).

This defect has been recognized in preceding Government reports:
The conclusion has been definitely arrived at that normal business transactions

in respect to the sales of real estate, stocks, bonds, etc., will not occur under
high surtaxes and that it Is to the advantage of the Government from a revenue
standpoint to give some relief on long-term gains. It has not been proven, of
course, that our present system is the best obtainable (Hill report, 1933, p. 35).

Yet no substantial relief has yet been granted. This Congress has
the power to carry into effect recommendations made in both the
House and Senate committee reports of 1934 and 1938.

New small enterprise involves high risk. The failur" to develop
small- and medium-sized business may be partly due to the fact that
capital has been so heavily penalized both through the high capital
gains rates as well as from inability to make offset of capital loss
that risky and potentially profitable businesses languish for lack of
suitable backing. Risk capital cones from the few. But these are
subject to the high rates applicable to short-term capital gains.

As a defense problem, what is most needed now is the develop-
ment of mines producing defense minerals, and also residential hous-ing in defense areas. Our defense program requires a modification
of the capital gains tax provisions.

The deterring effect of a restrictive capital gains tax is felt par-
ticularly in those sections of the United States which have substan-
tial resources. The South and West would benefit particularly from
a practical revision.



REVENUE ACT OF 1941

Most important of all, the Treasury drive to sell defense bonds
requires a mobile fluid capital market. The holding period in the
capital gains tax tends to immobilize funds which could, should, and
would go into Government bonds. The requirements of defense
financing would justify a liberization of the capital gains tax law.

III. CAUSES, PARADOXES, AND J1ROI18

A. False cowept O1 ineonie.-The basic causes of the difficulties
of capitil gains taxaton is the fundamentally false concept of what
constitutes income. There is no definition of income by any compe-
tent accountant which would justify the identification of capital
gains with income. Value represents capitalizationin of income.
Differences in value depgd'on earnings anld tle appraisal of earn-
ings and future pros* s. This difference in viilaerepresents capi-
tal gain or loss, butdliviously not income. For example, income may
decline but it cigtiot go below zero. A case where an' income can
become minus iasvihere the office boy pays the boss. Income is always
there to be ta d. But capital gains may and very often hve gone
below zero, Icome a minits orcapital lose. Anothor vital difference
is that income can p.0ist year aft ''b'r In $act, salaries 4V per-
sist. Divi nds pers~4 gnqrally. But speculative gains do 0iOt.

The fact are clear. Tle 0oer'inent 'report shbws for 1917 an
excess of :pital gains over Its"s, but the ett 5 years an exce*s of
capital loies over capital ghiris (Senate Hearing on H. R. I082,
p.245). Similarly,.thto was an excss of losses over capital kains
for 1930, 031, 1932.'. Tle yetrs 1938,A ,Dig,"'show an excess of ong
term capital losses over long term capital gains (Statistics o* Ill-
come, 1938,41. 10, Statistics of Icome,1939, p, 20).

Again, tl'he is clea evidence t1iftt'6Ver a toeriod ,Of 20 years net
capital loss e,*ceeded ndt*Vapital gahl' for sev~rlal groups of Aillion-
dollar income,

1. Capital gai is not incom.--Capitat gain represents 'i shift, of
assets. between t 91. persons. The fiec6 of the county,, is not in-
creased or decrease& because of the shift. When pdividuals' in-
comes rise the nationa11iucome rises, but when somncnfidividuals gain
on switching assets the natioloI income is aff6cted. Viewed as a
whole, the Treasury's efforts -4 ax cnp gains is fiscal rainbow
chasing. The Treasury suffers from the same illusion that the Amer-
ican investment trust do. When prises rise and the portfolio in-
creases in value, some trusts pay a dividend out of the increase. Then
when prices fall, the portfolio shows a deficit, so that the dividend
was really paid out of principal. In Great Britain, both the Treas-
ury and investment trusts ignore capital gains. The British Treas-
ury assumes that losses will offset gains. The British. trusts put
their realized gains into a reserve account to take care of. expected
losses, generally realized subsequently.

In this sense the tax on capital gains is not really income tax
but a tax on capital-a capita levy-a sort of instalment upon an
ultimate inheritance tax. This view is supported by court decisions.
In the case of a trust fund, the capital gains may not be paid to
beneficiary entitled to income and capital losses of trust fund may not
be deducted from such income.
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B. Capital gan. an d inflation-The fictitious character of tile cap-
ital-gains tax is indicated in two Government documents. Both show
that cal)ital gains may indicate not an increase in real value but only
in monetary value.

II 111111y Instances, the el1itial-gaili tax Is Illillsed oil tile llere Increase In
lionetary value resulting front the depreciation of the dollar Instead of on a real
Ilnerelse lit value (Senate Finnce Commnittlee Itel)orl, 1031, p). 11).

A large part of our tax on capital gninm is Iderivd froni the talloll of appreI-
Mation In illoiley viluie Its distinct fromlid utiol value. In olier words, i large
tAx is derived front these provisions nierely because of the reduced Iurelising
power of the dollar (Relort, Capital lains, p. 2).

The resent trend toward inflation with the acconipanying rise in
the Value of all assets makes it particularlyy important to reconsider
the capital-gains tax, The present tax would Ie not a tax on enrich-
ment but a tax on imI)overishlient. The experience of inflation of
Eurol)w has lbeen that no assets roe its fast 118 the Currency dei)reciated,
excel)t gold or gold currencies.

C. TMV oil capital /ail.? i8 co thl lent, not asolute.-.'lhe nmost tique
and most significant characteristic of the capital-gains tax is that it
is contingent. 'This view was clearly stated by Senator Connally.

It seems to tie there Is at differenit1on between ordinary Income and Income
front capital gains. In the case of ordinary income, the taxpayer has to p1y it;
he has no choice. But i the case of clpital gains lie his 1 choice; he dots Pot
have to realize unless lie wants to. We will get that revenue on ordinary Income
but we will not get It from capital gals unless lie realizes It (Senate Hearing
on I It. 9182, p. 702).

It is also stated effectively in the report of the Senate Committee on
Finance-

There Is an essential difference between Income derived front salaries, wages,
Interest anti rents and Income derived from capital galis. It Is always to the
advantnge of the taxpmyer to receive the first. class of Income, no matter what
the rate of tax as long as it Is less than 100 percent. On the other hand, the tax
In respect of capital gailts IN optional. The taxpayer is not obligated to pay any
tax unless he realizes t gain by the sale of the asset. "There is i,o tax under
existing law If a taxpayer transfers hIs money from one b)nk to another, but
there may be a very heavy tax if he wishes to transfer is Investment from a
hond in one company to a bond in another company (Senate Finance Connittee
Report, 1918, p. ()-
or if he exchanges two similar stocks like Westinghouse and General
Electric or if 110 exchanges any security into a United States defense
bond.

The report of tile Hlouse Committee on Ways and Me as on the same
revenue bill likewise states:

It must be recognized that differences exist in the characteristics of ordinary
Income ill complarlson with the characteristics of Income front capital gait). For
eximnple, 1o utiatter how high the rates, a taxpayer always benellts from an In-
crease In saary. On the other hnd, there Is no tax on tie appreciation i value
of prolrty unless such apprecation Is realized through sale or exchange. Thus,
It becomes optional with a taxpayer whether to pay a tax oil capital gains siice
lie avoild the tax by refrlning from nakihig the sale (Ilouse Ways and 'Means
Committee Report, p. 7).

In cal)ital gains, however, he decides whether or not to realize tile
Tin. hat decision is affected 1)), the rate. The Treasury is not tile

ross. The taxpayer is. Generally, however, he decides unwisely. A
Wall Street al)hO'risln runs-

The taxpayer wh) inseg his nitarkt decision up1)on a caliltal-gains tax pay-
itent generally ends up by not having any tax to pay.
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But the TreasuIy suffers through the taxpayer's folly.
D. A rtifwtions-Speeulathn ver.us investment.-Various

Government documents emphasize the distinction bet ween speculat ion
and investment on the basis of the holding period. The Government,
assumes that securities are specuhtive if held for les, than a certain
period, say 1 year or 2 years. Securities become investments if held
l day longer than that period.

Interestingly enough, the House report on the revenue laws of 1934
,sellsed the fallacy in the tax legislation.

Your subcommittee recognizes tIhat a classification bIe4ed solely uln the period
of holding Is not an exact method for segregating speculative front investment
transactions, but it appears to be the only practicable meintho ad Is believed to
be a sufficiently fair criterion for practical purpo,'s. (Viison report, ). 37).

Of course the time factor is artificial, irrelevant and irrational. A
widow buying a Government bond and selling it, in 2 months for some
reason or other still is an inivestor. The financial backers of it prospect
or a new 1nie1 tire spectiulators even well after the 2-year period. Th
time factor is meaningless. Tie intent is decisive. The 2-year time
limit has been meaningless. Look at the stock market charts. What
2-year period, except for the period March 1935-March 1937, can one
Iindl from 19 29-41, which shlowe(l a continuing market rise I The world
is plunging at the speed of an avalanche, but the investor is Supposed to
sit quietly for 2 years. The Treasury states that it is o 11 24-hour basis
but under the present, capital gains tax the investor must, be oin a 2-
year or 17,520-hour basis.

IV. RrEcOMMBNDATJOINS FOR LEOIHI.ATION

The preceding study showing the defects of our capital gains tax
legislation and the cost thereof leads inevitably to recommendations for
legislation.

A. Segregate capital gais and loqsej frmn regular income.-Such
segregation would increase revenue, iml)rove the workability and raise
the ethics of the law. Under such segregation no capital losses can be
used to reduce the regular other income subject to the graduated tax.
Great Britain levies no tax on cal)ital gains an( lhe' tax receil)ts are
more stable.

13. Restrict offets of 18ae to segre gated guin.-Ilowover, all capital
los.es could be offset completely ind without limit against all capital

C. Set a rate to pitduce mnaurm evenue.-Certaily a low flat tax
on capital gains, regardless of the holding period or the time of realiza-
tion, would produce revenue, because it Would not discourage or pre-
vent, holders from selling when the price seenis high and from buying
when the price seen low.

Senator Connally stated with admirable frankness:
I am coming around to the view that As to enimtal vains and lnsos we so,',ld

make It more attractive to a man to sell Instead of offering him a premium to
hold.

What rate would produce most revenue I Obviously the lower the
rate, the greater is the incentive to take a risk and the greater the
revenue to the Government. Would it not, therefore, seem desirable
to experiment for a period of 1 year with a new low flat rate perhaps
10 pxercent.f It will probably produce a higher revenue than ever
before.
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D. Eliminate the holding yeriod.-The holdingperiod is arbit rary,
as congressional reports admit. It ties the hands of anyone who would
buy.or sell in anticipation of some unforeseen contingency like the
coming of peace, the emergence of a crisis, economic, or political. It
l)revents the Treasury from getting revenue on fluctuations in the
market lasting less than 18 months. Since 19'29 the markets rose only
once for 18 months consecutively. Of course, under the S. E. C., ma-
nipulation by pools would be prevented.

E. 6'ary loose8 forward during ane whole byusne.s oyele.-The busi-
ness cycle rins generally about 33 months. It should be satisfactory to
have a carry-forward privilege of 2 years or at most of 3 years. The
shorter period wouldI benefit the Government revenue. Since the re-
treat of capitalism for a decade, net capital gains accrue only as a re-
sult of the business cycle, not of long-term trend. The carry-forward
period should conform to the business cycle and not to any arbitrary
period like a year.

F. Tax gains of professional traders at income-tav rates.-A profes-
sional market operator makes his living out of trading to catch
capital gains. His business is to try to stabilize the market. There-
fore his gains and losses come under the category of ordinary income.
Traderg or professional speculators whose anntal income consists of
accumulated cal)ital gains should be taxed differently from the rest
of the several million stockholders who trade infrequently , and with
whom capital gains may be followed, and generally are followed, by
capital loss for 2, 3, or 4 years, as in 1930 to 1933.

Certain administrative standards would have to he set up to classify
professional traders and investors. Speculation might. be defined in
terms of margin purchases, as against outright purchases by investors.
Frequency of transactions might be another standard. An investor
might be limited to two turns in the market, in and out, per annum
for his whole list. Intent would be the determining factor. Certainly,
stock specialists, floor traders, arbitrageurs, etc., would be in the pro-
fessional category. Appeals from a -decision as to status of profes-
sional speculator or private investor could be made to a board of
review representing Government officials, businessmen, accountants,
and tax advisers.

0. What data mnst the Treaury furnish4 for Cowgre.s?-Statistics
of the capital-gains receil)ts are merged in the record with the regular
income tax. Congress is, therefore, in a position of a blindfolded
boxer, hitting wild.

Since 1917 there have been a great number of variations in the
capital-gains tax. We changed the holding period. We separated
long. and short-term gains and losses. We permitted, prohibited, and
then limited deduction of losses from gains, long-term and short-term.
There is no clear record of what were the results of the various pro-
cedures. Imagine a physician chiangng treatments and not record-
ing the results. We have changed the rates from 121/2 percent up to
the maximum income-tax rates and down to 15 percent, but no one has
compared the effect on the volume of tax receipts. We have had
carry-over of losses for varying periods. The data in the Treasury
has not been studied or presented. There can be no intelligent legis-
lation on the capital-gains tax until the facts are presented.
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The Joint Congressional Coimittee on Taxation should insist on
having for the entire period of capital-gains tax legislation 1913-40
adequate statistics to show the effect oil tile volume of revenue as
several features of tie law were changed. The Treasury should fur-
nish the following data:

(a) Losses to the Treasury from deducting capital losses from regui-
Jar income, 1917-40.

(b) Short-term capital gains, short-term capital losses, and net
excess, 1917-40, showing the features of the legislation then effective
with respect to rate, holding period, offsets, etc.

(o) Similar data on long-term capital gains and losses.
(d) Both the long-term and short-term gains and losses should be

classified by income groups. This would show the effect of rising tax
rates upon the volume of Treasury receipt from the various groups.

From. the little data thus far available, the evidence is clear that the
grups in the )rackets of low income ad1(1 low rates tend to pay rela-
tively more to the Treasury on short-term capital gains than do high
incomes and high rates us shown above.

V. B"ElFfl

A revision of the calpital.gains tax in the light of adequate statis-
tics by the Treasury would iave mptant benefits to the Treasury,
to the general economy, and particularly to the defense program.

A. Revenue front. capitalgains tax m,ould inerease.-levenue from
cal)ital-gains tax would increase. A simple calculation will make It
possible to estimate how much additional revenue the Treasury would
receive if the short-term rates were lowered to the level of current
long-term rates. Assuming that the amount of the short-term gains
bears the same proportion to the long-term gains for all groups as
for incomes under $5,000, or that the higher income brackets paid the
same low rates on short-term gains as on long-term gains, tile Treas-
ury could tax in 1938 an additional source of over $250,000,000.

Fuirthernore, in 1938, capital losses of $584,000,000 were offset
against regular income. The two items would increase total taxable
source by over $880,000,000. This is not an insignificant Item. Com-
pare it with the trifling amounts received from the various excise
and luxury taxt on which mitch time and effort is spent both in dis-
cussion and in administration. There are billions of dollars of long-
term capital losses on shares bought from 1920 to 1930 lying in wai't
to "soak the income tax."

Lacking the fogxoing statistics, which the Treasury, should fur-
nish, one can atteml)t to estimate do novo what a capital-gains tax
should yield under the following conditions, viz: (a) no tino limit
on holding, (b) a low flat tax, say 10 to 15 percent on all gains, short
term as well as long term, (c) segregate capital gains from regular
income and allow no offset of caiptaf losses against regular income,
(d) carry forward of losses for 2 or 3 years. The value of all shares
listed on the New York Stock Exchange fluctuates from lowest point
to highest point, from about $10,000,000,000 to $20,000,000,000 per
annum. As against this net change in value from top to bottom,
the total fluctuations or "travel" would be about three to five times
as great, say $30 000,000,000 in a dull year to $100,000,000,000 in an
active year according to H. M. Gartley, market analyst..
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If soll fluctuations c.oul be cashed ill ts U n'ofits or its capital
gains, theit on the basis of past experience the yield should range
between $100,000,000, or 0.33 percent, ini a quiet year, to $650,000,000,
or 0.05 percent, in an active year, on so-called short-term gains within
any year. These amounts are far higher than the Treasury has been
receiving since 1929. To this would litave to be added tax receipts on
longer hel securities.

B. Other phaves of national econonmyi would bencflt.--Other phases
of national economy would benefit. Capital now frozen wou d be-
come mobile. New enterprises, particularly small business, would re-
vive. New sources of 'I zreasury revenue would be opened up. Not
least, the i'eceipts of the Federal and State Governments from stock
transfer tax would double, and this would amount to about $18,000,-
000 for the Federal transfer tax and about $21,000,000 for New York
State transfer taxes.

C. The defense program. strntqhe'd.-'lie- defense program would
bo strengthiened. Cal)ital now' locked III) coul go into t he developp?.
ment of mining defense minerals, now languishing for lack of risk capi-
tal. Furthermore, investors' portfolios now frozen by the 2-year hol -
ing clause deter theim from subscribing to Government defense bonds.
Abolition of the holding period andi a low capital-gains tax would
make capital resources available for sui)scril)tion to bonds for the
financing of defense by negotinl)lo bonds.

The evils of the present capital-gains tax are patent.. The causes
are clear. The foregoing analysis indicates the remedy. Congress
shou act.

TABLE V.-elation of tax rates to gain and loss realized
INet almi and lokes from sales of assets realized by Indlividuals with net Incomes of over $1,000,000 In 1024

and whose avgrcagto net gain from the Pale of alets in the years 1926 to 1929, Inclusive, were more than50 percent of their net Incomes for those years)

Variations in capital gains tax rates and In profits Percentage Percentage
ofnet gains of net ois

to total to total
Period Profit trend Tax rate Income income

1917 to 1921 ........ ar period ........ Iligh .......... 0.89 21.39
19 to 1924........ Moderate profit ....... Moderate..... 47.98 13.08
1925 to 1929 ........ Itigh profit ............ Low .......... . t1,18 1.81
193M) to 131 - .[ a n4 profit .... , - do ........ 29 97 49.74
1932to 1 I ........... Recovery .......... 11gh ......... 10.80 8.21

Orand total ... ....................... ............... 47.43 1.10

Note that high rates of tat on capital gains cati realization of small gains and large losses. Low rate
of tax on capital gaion. cause realization of large gains and small loses.

Source: Miiiion-dollar Inromes, report to the Joint Committee on Internal Revenue Taxation, Waqh
Ington, 1IM8 (pp. 40, 43).
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TAPSL Vl.-Relation of short-term gains tired at high rates to long-term gains taxed

(it lower rates, and relation of gains to losses, by income groups

(Net iil.iin le S i I 4I 1 clw n ', igllre s I i toi fit thio 4 of (Iollarts

(Ii

ld rns t % ifi lle t llt inu lme:
Under ..
5 utn er 1. ... .........
10 under 25. .......
25 under 50...................

gilotal .....................

54) ilnder IM0....................
100 uniter IM4 ....................
1.4) tlider 3M ...............
310 tinder WO. . ...... ...........
WO uniter 1,00 .......................
IS) anl over. .. .............

totall
lletlls Wlih no net Incomiie .

hra nd total ..................

cal~itl.rni1cHtllwthtln

a

(2)

45,1824
30, M7
30, 674
14,018

6, t)415
2,119I, 13.8q

.iII
214
175

131, 127, tnil

139, t09

li-e ft Ratio Ker- N

'Apital lait ut er
gali thrllt Ito

I'," [ long hafill,
n/b, e

(31) (4)

,t
i
ii

1(10)1 Net lon.I 1ill , terml Kil.
ti ,i, ancvi t.-d

+ ptaiii,
- l1iq'i

30,335 ,151 151,201O -10).874
Z3, 2W2i 130 7, 872 - A840
32.ft1 ll M0, 12) -57,479

MZ& I'Si 41,791 - 19,2

20,1118 32 20,114 +414
11,731 I8 4,$WA) +6,b1161
19,1)11 5.7 4,312 5- I, 70P
15 700 1.5 1.034 +14, 0W

, 1. 1 I +20, 2 1t
W0, 762 1.3 !W + (A. 230

M5,42 50.6 394,7,41 -15,1g0
17 .-..- I--- . 13 -1 . 062519......... -'14,113 ' -3181

Note thai the hiluhr the ineone arid Ife Income-tax rate a1lil elble, the lower th, iliorlt.terin gain rAllIzll
In relation 1o Ioliitterin rain ivallyed. Note also Ilintte Iht glitincone rruips furnilied tax revenue to the
Tri'rtiry eli $111 1, 4iL' 1it) of gains realized, and the lower iciiie groliplm actually diinished Tirasury tax
receipts by chiarring off iossea of $130, 161,0) tgalil regular Inomne.
Hoiure. t',ilktut f inhl le for IS3., U, 14. Treasury )epartmleit, table 4, Individual returns, 193, by

neti Inoiimi ,Iai'e.: )4ureei(1! iiieoiie anid deductions.

1leariug of Senate Committee 0el Finance, II. R. 0082, 1938 (Sen. 11. IL 0682).
Vlion aoSubloiiittec Rieport to Hoile Coliitteo (iIl Wiiyt and MIenllis, 1038 (Yii-
mon Report 1138).

"Million Dollar Incomes," Report of Joint Committee oil Tlnternal Revenue Taxa-
tion, 1938, dateld July 21, 1938 (Million Dollar Incomes).

Reports to Senate from COmmittee o Inahne oln Reveiue bill of 118, dated
April 5, 1938, No. 150T, Seventy-fifth Coigress, third m'ekshmn (Sell. Fin. liept.
1038),

Report to Hlouse from Commnittee on1 Ways and Means on the Revenue bill of 1938,
dated March 1, 1038, No. 1800, 75th Congrets, 8d Session (W. & M. Rept. 1938
bill).

Report to Senato from Comtnittee on i hllliee oil Revenue bill of 1034, dated ihireh
28, 1934, No. 568, Seventy-third Congress, second sessions (Sen. Fin. Rept, 11431),

Report of 11111 Subcommittee on Tax Avoidance to house Co)nmitt'e oil Ways lind
Metns, 1934, dated Deleeber 4, 1938 (Bill Rept. 1033).

Joilt oigreosslonl Committee oil Internal RevelillO Taxatlon volume 1; part 7.
Report on Capital Gains aid Loss, 1029, dated Jim 8, 1920 (Rep. Cal). Gahis).

STATEMENT OF HARRY M. RIGHTER, SULLIVAN, -UL.,
SENTING EASY CIGARETTE MAKER C0.

REPRE-

The CHAIRMAN. Give your name, please.
Mr. Rioionnt. Harry M. Righter.
The CIIAIMAN. On which question in this tax bill are you appear-ill 6

fr. Riorrm.. Not anything put into the bill this year, but on th
tax on l)lppe'. There are now three different tax rates on the iden-

,i)
C
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tical commodity. That is the tax on the papers people use in making
their own cigarettes, if cigarette papers are put in books of less than
25, they are tax-free; if put in books containing 50 papers, they are
charged tt tie rate of one-half cent on each 50, and if made into tubes
and put in packages like this, then the tax is one cent per 50.

Now, I an not interested in which rate is used, but it should be
tie same rate on all of them. What has happened is that tie tobacco
companies putting out these machines, like this [indicating] are
evading taxes by putting duplicate numbers of these tax-free pack-
ages in tobacco package instead of putting in a single tax-paid book.
What I would like to eliminate is the three different rates and make
only one rate. The major amount of it is used in this particular
package of tobacco here, and beginning in the year 1932--these are
from the internal revenue figures, these figures jumped that year for
the use of free booklets more than 100 tines the previous year and
in that same year the number of ready-roled cigarettes dropped about
13,000,000,000, so that the Treasury is not getting any income from
these papers, and the major companies are able to avoid the tax by
putting tin a number of free booklets where they should, in my ) opinion,
be putting in one book of tax- paid papers.

We manufacture these [ind icating]. If we put 1 in it box we pay
I cent on each, whether 1 or 50. Now, what I wish to see is that they
should all be taxed the same. If these free books were eliminated,
the Treasury would receive about $5,000,000, and if on the rate we
pay on this, $10,000,000, which at the present time is not coming into
tile Treasury but is being evaded by time use of a number of tax-free
books instead of one tax-paid book.

I have here a number of figures taken from the Treasury on the"
amount, ai(] as near as I can figure there is a 20-percent loss'of nmii-
her of paper, meaning that about 20 percent of papers rceive(1 with
tobacco are not used. Twenty-eight percent of all the cigarettes
smoked last year were made by hand. Those are Treasury figures
and of that amount 73 percent used these tax-free papers. What f
wish to say is that if they are going to *have free papers at all I
would like to have them all tii the same category.

The CHAIRMAN. Do you know what the yield is on tlsI
Mr. RonTn. Yes.
Tite CHAIRMAN. How much is itt
Mr. lhoTRr:n. The tax-paid number here in 1940-the Treasury re-

ceived $12,500, and if they hadn't allowed them to avoid the payment
of the tax by having this in here, they would have gotten $5,000,000.
If they had made tiem pay a tax on tie papers from one up, they
would have Cotten something like $5,000,000; actually it was only
about $12,W

'T'lie CHAIRMAN. Your position is, if taxed at all, the tax should be
uniform?

Mr. Rtoitit'. Yes.
The ChAIRhM1A. Any questions you wish to ask?
(No response.)
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(The tabulation submitted by Mr. Righter is as follows:)

0igarotte papers and tubes withdrawn during the fiscal years as indicated
Tax-free papers withdrawn Tantfree palwrs at average 24

papers per package, book, or set

Fiscal year I)ole-itie pack. Imported pack. Total Packaes Individual After deducting
ages, b(oks, or , ages, books, or book orSs ipere 20 percent for

sets sets wastage
()()(3) (4) (5)

Number Number Nu m br Nu m er Number
1940 ................... 2,276, 827, 218 400 000 2.277,9227.218 4, 4,&3, 45,. 232 43, 722, 762, 5&
19 ................ 2, 160,36, 855 1,040,000 2, 11,401,855 1, 873, 716, 520 41, 49K,94,00

194( ................... 1, 052, 69, 101 M0,000 1,9M. 199, 101 46,870,77N 424 37, 1,422,00
1937 ............... 2. 711, 'Q, 47 8M0, (00 2. 712, 35 1, 07 A5, WA, .19,8 2,077, 216, (RX
1934................. 2, M.0 219, 324 1, 333, ?33 2, F41,55Z 59 , 677, 23, 816 64, 941, 811,: 0(
ItS5 ................ 2, &S, t. 917 2, 481, 499 2, C7, 409, 416 &I, 497, S25, (A 1' , 59s, N 1, 2 XX
1931 ................... 1,030,131,447 SJ. of,. A 4i 469,759,113 50, 274,218 712 47,419,375,0
1933 ................ 1,458,491,429 457, 074, 4.q 1,015,570, 912 45, 973, 701, K.( 38,778,062,1X
1932 ................... 1,018. 676, 818 242, 599, 233 1,261,27, 03,1 30.270,625, ?24 24, 216fi, .RX
1911 .................. 11242 049 90, tU1), 432 211, 49, 481 5,075, 8, 514 4, W), 6"I, 000
I N) .................. 9t52, 331 107,040 ) 135. 92,3.14 3,20, 16, 016 2, 611,0,", OLD
19 ................... 127,069,2 I &q. 941 . 0 316,017, 542 7,M1, 421.4M11 6.067,537,190
192 ................... 180. 250. l"24 28 171,000 391,421, ?24 94. 4, ), 370 7, 872,s7. 501
1927 ................... 219, 323,959 24(, 018,320 607,372, 279 12, 176, 934. 696 9,741, 517, 767

Tax-free [Ip#xrs at average 20
papers per package, book, or
set Total papersPiapers tax- Tub__es rl_.do end tubes (col-pat( at I cent at 2 vent per UlIi 7 8,Fical year Individual After (eucting per 100 100 and 0)

papers 20 percent for
wastage

(0) (7) (8) (9) (10)

Number Number Number Number Ntimber
1040 .................. 45, 544,54,3360 36, 435, W, 498 12,522524,000 137,488, 8OO 49,005,66,2$8
19 .................. 43, 28,097, 100 34, 582, 477, 68 14,779,317,600 76,409,600 49,438,204,780
1938 ................... 39,003,982,020 31,261,18,6 16 11,700,029,800 8,3W, 100 43,018,574,516
1937............... 4,247,0O9,740 43,397,079,792 11,031,145,900 0,01 54,404, 335792
193 ............... 57,231,053,180 45,784.842, M4 12,089,500,800 64,062,200 5k,5W9,014,644
1035 .................. 63.748,188,820 42,9 8,6 6,66 9,537,581,800 81,440, 000 6897,57",2,0934 ................... 49,395,182.260 39,818,145,808 9,570,945 800 77,262, ( 49,170, 354, 60
933 ................... 8, 311,418,240 30 ,849,134,52 9,185,628,400 197,51)8,700 40,032,261,692
932 ................... ,22,621,020 20,180,416,816 16,452,419,500 276,576.60 36 ,00,41,908
931 ................... 4,229,849,620 3,83,879,690 14, 379, 99,700 19,020,690 17, 78 900, 094
930 ................... 2,719,846 680 T17,877, 844 13, Z0 761, 200 1&9&000 1, 397,63, 44
929 .................. .,32,351,240 ,030280, 1,763,456,300 15,900,000 16,83,635,292
928 .................. 7,888,424,480 6, 310, 739, 684 I, 179,987,700 29,055,260 17, 619,782, 34
927 .................. 10,147,44, 680 8, 11, t , 464 11,241,487,400 $3,302,400 9, 392, 74,264

S0

0

Noirz.-axes were first imposed on cigarette papers and tubes by sea. 404 of the Revenue Act of 11l7.
However, figures similar to the above are not available for the fiscal years 1917 to 1920, inclusive.

28 percent of all cigarettes were made by band In 1940,
73 percent of all band.male cgarctts tsed tax-free pspers In 1940.

STATEMENT OF ALBERT J. HART, AMES, IOWA, ASSOCIATE PRO-
FESSOR OF ECONOMIC% IOWA STATE COLLEGE

The CHAIRMAN. You may proceed.
Mr. HAwr. As you will observe from my drss, I ho ve come a thou-

sand miles from Ames, Iowa, to appear before you today. The mate.
rial which I have to present is a report made of a study involving sev-
eral months' time of a number of economists at our institution. While
I do not expect to require very much time, I shall not be able to avoid
going into some statistical questions which are rather complicated and
Suspect that both you and I could do more justice to the problem when
we are fresh. Accordingly, I should like to ask to be heard tomorrow
instead of this afternoon, if it suits the committee's convenience.
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T1he CHIuRMAN. We have a full list of witnesses tomorrow. We
would be very glad to haNve you file your brief for inclusion in the
record if you care to, with such statemeent as you may care to make in
tie next few intrues, or if you prefer to take a chance on us running
otit of witnesses tomorrow i(i it is possible to do so, we shall be glad
then to hear you. I calnot promise you anything definite. Proceed
now, but we have, a very few minutes.

You are talking about the effect, of the tax on the sl)en(ling power?
Mr. lAirr. What 1 am concerned about, sir-
The CHAII'MAN. You are not talking to any particular thing in

this billV
Mr. HAR. Only in relation to the inflation problem. which you can

see is a large subject.
Tlie CnAHUNIAN. Yes; we have some consi(lerable number of l)eol)le

working on that now in other branches of the Governmnt, but go
ahead.

Mr. hART. I ai landing an outline of my testimony in to the
reporter for inclusion in the record. It also shows my professional
training, psition held by me, and other pertinent matter. May I ask
that that b included in the record?

The CHAmIMAN. Yes; it will be.
(The outline of Mr. Ilart's testimony is as follows:)

Name: Alblrt Oilord Hart.
Position: Associate professor of econonhis, Iowa State College, Aies. Iowa.
lrofessional training: Took A. 11. in econoinlcs at Harvard, 1930. rook Ph. 1).

In economics at University of Chicago, 1936. In addition did graduate work
abroad in 1903-31, 1934-35.

Professional positions held: Teaching assistant in economic, Chicago, 19:12-34.
Instructor In economics, Chicago, t.I-319. Economic analyst (on leave from
Chicago), United States Treasury, sunner 193-. Lecturer i econoincs (oil
leave front Chicago), University of California (Ilerkeh, y), autumnn 1936. )irector
of research, Coinittee on )ebt Adjustinett, Twentieti Century Fund, 1037-3&
Associate professor of economics, Iowa State, 1939 to date.

Publications: Economic Meaning of the Townsend Plan (pamphlet), Chicago,
1936. How the National Income Is Divided (pamplhlet), Chicago, 1937. )ebts
anit Recovery (report of Twentieth century y Fund), Now York, 1938. Anticipa-
tions, Uncertainty and Dynamic Planning (monograph), Chicago, 1940. Economic
Po!('y for Ilearn iaent (pamphlet), Chicago, 1940. Coauthor, Paying for Do-
fense, Philadelphia, August, 1941. Also articles, papers in symposia, etc.

Appearance: As representative of the group of 11 members of the economics
staff of Iowa State College participating li the study of defense financing re-
ported in Paying for Defense.

I. Importance of defense financing methoxIs Is not so much providing vioney for
defense its steering Incilental effects of defense Into right channels:

(n) Under mnolern conditions, governments never run out of money because
thoy can always borrow at banks.

(h) "Ileal costs" of war-use of manpower, materials, equipment to prepare
and use arms rather than for peaceful producton-are about the same in total
amount however financing Is done.

(o) Real costs must be shared somehow among the people. Public finance Is
chilelly a question of how they are shared.

(d) Any attempt to avoid sharing out the costs- . e., to "let George (o It"
without deciding who is (eorge-results In Inflation.

II. Heavy tax Increases are essential to block Inflation:
(a) It Is already agreed that our problem Is no longer to forestall Inflation-

it has already broken out, and the prolem Is to set bounds to It. Paee may be
seen in fig. 11 of book (p. 182).

(h) Inflation represents an Increase of spending power without an Increase
of output to match It. It may be accentuated If speculation holds goods off til
market; but this Is not out trouble In most fields so far-witness the history of
automohile-tire prices.
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(e) D)efense has reached the point of reducing our ability to put goods on the
market for consulners, hut is still boosting Slelling power.

(d) 'Po drain off slpenling power Is thus essential for blocking Ilnfltion. 'Thlls
llealis tixes, or oalls with strong pressure to make uonhankers take them up
(really taxes with promise of refunds).

(c) Inflation can in llliple also be blocked by direct restritions on Imoplte'
spending (as In (termlany). But there are no signs that suelh measures are being
lrelared.

f) "l'rlce control" as a remedy for Inflatlon. is a delusion and a snare If not
backed u) either by colsulmer rationing or by taxes. Its advoclty is it disguise
of businesss is 1S8ssual1-it Is another schene for letting George do it without
nllming George.

III. The bahI liax for dralnihg off si-nding li)wer should be a tax on personal
ISSvol1e.

a) Hales tixes or revenue excihes (the only practical sibstit ntes) fall most
heavily on very low invones. 'Fills results from tile fact that it higher proportion
of low Incomes is spent. ( SWe fig. 3 of book, 1). 124.) Thie regressive effect is Seen
iln figure .1 of hook (p. 126).

(M) The ant' lnit of ievenlie needed is so great that raising It by Ia sales tax
wollhl (lill for rliltes of well over 10 ierectt at retxili, so that tilts effect wou0ill
illippleil on t Ilrge scxale.

(e) l1hven(11 Inctreases In tll'% very low brackets cal seareely be justilhd Il
view of tile existing ieavy Iirdens shown by the 'T'eli)rary National Eononlmic
Committee publication, Who Pays the Taxes (boiled down Into fig. 2, p. 18
of book).

(d) Sales taxes are Ineflcielnt tools for conilttiig Inflat1(n because they raise
Irices directly% aiid because they tre ineffective iii reaching tile upper-bracket
sliimllng on durable goods which is peculiarly dangerous.

IV. Iesiles tile basic tax on Iwrsonal hicolllts, however, we need others:
(it) To avold discrimiiatlg in favor of uldistribluted profits, we must raise

eorlmratlion rates along with personal rates.
(b) Foi reasons alhirilly siiinied ip by Mr. lkceles it Fortune, we need

heavy excess-profits taxes.
(e) Exc'ises oil goods whhh cllnllot hi' produced ii full volume without

liiltp'rlig defeilse (as aidvocxitod by Mr. llenderson) are also essential.
(d) ('orporath i taxes must le kept itn line with lersoinal taxes; excess

profits taxes and selective defeuise excises cannot he based primarily on rev-
enue needs: F'o personal iiicoie taxes remain the basic tax, to be varied with
defense requirements.

V. To make personal Income tax effective calls for ehalnging lilt Income tlix
system :

(a) We need it much larger tax base, as Il1a3' m he seen from figure 0 of the
book (p. 14), reinembiering that extra revenue II(41'8is iiy hie $10,M,00W)0,000
or more. This means a substantial lowering of exemptions-perhaps by half.

(b) We need prompt collection. 'axes tire now collected about 13 mouths
after taxed Ineome Is received; and this ullexlns that the effect on sliending
cannot be timed right. Pronipt collection means partly taxation at the source,
partly offering real Incentives (not a mere 2.pereent Interest) for promlt
paYment in the upper brackets.

(c) These proposals do not conflict with the concern expressed above for
the lower brackets. Tohe added tax liability from lowering exemptions Is In
the middleclass brackets (see fig. 9 of the book, 1. 158) and opllortuiity for
Installment payment at the source Is au benefit to low-income taxpayers.

(d) These proposals are in line with those placed before the House Ways
and Means Committee this spring by a group of 178 economists (77th Cong.,
Committee on Ways and Means, Ilearinsg on Revenue Revision of 10-il. re-
vised, vol. 1, pp. 100-407).

VI. If we hesitate to make tax measures drastic, It Is "out of tile fryilng pan
Into the fire":

(a) Tax collections tre now at ai all-tine high ; but so Is the pulled's
consumption.

(b) The effect of the pendig tax bill on couslmuption spending will not
le enough to set It back below prosperity levels: though physical produetlhi
of consumers' goods will fall to depression levels i the field of metal and
rubber products.
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() To say that the imblile Canot stand taxes beyond the contemplated
level Is to say that the defense of democracy cannot be allowed to reduce con-
sumption spending alpreclubly below Its all-timo peak, which Is obvious
1iO0nWilse.

Mr. HART. The group that I am representing consists of 11 mem-
bers of the economics staff of Iowa State College, all of whom have
spent a large part of their time in the stidy of defense financing
for some nionfls past. The report of our investigation was pub-
lished yesterday by Blackiston Co. of Philadelphia under the title
"Paying for defense." Through the courtesy of the Iowa Agri-
cultural Experiment Station and the publisher I have had tile first
co)ices available sent here and am asking the clerk to hand one to
each memler of tile committee. As you can see from the first part
of tie outline, our attitude is that the problem of defense finacing is
a l)roblem of sharing defense . ..burdens not merely a finding of money
to pay for defense. Lack of money never sto)s war activities, an(l
the mere provision of finds need not worry us.

What war really costs, whether or not the country in question is
belligerent, is the uIse of manpower, materials, and equipment for mili-
tary instead of civil purposes. Somhody has to go without the goods
which these resources would otherwise have l)roduced for civilcoil-
sium)tion. No method of financing can prevent costs in defense from
existing or can eliminate the problem of sharing out those costs
ftinong the people. Somebody il l)llrt icular has to bear the cost.
T'lh question is whether to have a definite rule for sharing the cost
or to involve ourselves in inflation. Inflation simply means that the
people who do without consumption tire tile people who drop behind
in the race to get increasing money incomes. Now, to the second
point.

The need of heavier taxes, if we are to avoid inflation, is becoming
acute. The problem is no longer to forestall inflation but to limit
and control tlt which hals already broken out, 'Tlh seriousness of
thle situation may be seen from the diagram on )age 182 of the book.
The u pper half of the (liagram simply records the cost of living index
for allthe dates for which it has been quoted; the lower half shows
charges in the index in percent per month. Pf you will look at tho
riglht-hand end of the lower curve you will see that the pace of the
price advance the last few months has been much more rapid than in
any we have experienced since 1920. This impression would be
strengthened if we had been able to include July data in the diagram.

When inflation develops on consumers' markets, as it is doing now,
this is evidence that consumers' spending power is outpacing the
flow of goods on to the consumer markets. To check inflation in such
circumstances involves either increasing the flow of goods or cutting
down the flow of spending. The defense program puts it out of our
power to increase output in many important directions and we have
reached the point where some check on the increasing flow of spend-
ing power is essential..

There are some possibilities for checking spending without the use
of taxes. It may be done by direct prohibitons on spending beyond a
certain level in a country which has a well-organized rationing and
price-control system. In fact, this is done in Germany, but we lack the
machinery for such regulation and, for good reasons, American public
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sentiment is not likely to favor setting up such machinery. There are
also possibilities of draining off spending power by compulsory loans
along the lines proposed by the English economist, J. M. Keynes. De-
vices of this sort are in use in England and in some of the (fomilnios,
but loans of this sort are in fact taxes coupled with a promise of an
eventual partial refund. Essentially they are fornis of taxation rather
than substitutes for taxation.

Some hopes are held out that price control without either consumer
rationing or taxation can block inflation. This notion, however, is a
delusion and a snare; it is only fair to add that it is not a fair represen-
tation of the views of Mr. Henderson, who has often fought for drastic
taxes to back up price control. Even if prices could bohel down by
such a program, which in the light of history is extremely doubtful,
the problem of sharing the available goods among the public remains
to be solved.
The third point is that the Iasic tax fordrainiig ofsj )endingpower

,ioull he a tax upon personal income. The principle of ability to pay
excludes the use of sales taxes unless they are carefully limited to apply
to commodities which are bought on)y by the more )ros)erous groups.
This sort of taxation has been advocated before your committee-for
instance, in the form of differentiall tax on the highest grades of cloth-
ing, and so forth and in principle is entirely deensible. The British
experience with tie so-called purchases tax, which is of just this char-
acter, shows clearly that if exemptions are wide enough to protect the
low-income People'the tax base is destroyed. The goods consumed by
people in the different income levels are so much alike that the goo(s
which are not important articles of mass consumption are not impo'.
tant at all on the consumer markets.

The reason the general sales tax bears unfairly on low incomes
may be seen at a glance in the diagram on page 124 of our book.
Heights on the diagram represent amounts spent, and distances from
loft to right, amounts of income. It will be seen at once that the
proportion of income spent decreases rapidly as we move up the
income scale; at the $1,000 level everything is spent, at the $20,000.a-
year level only about half. y nt he -

On page 120 we show a resulting distribution of burdens in terms
of percent of incomes. The three taxes represented in the diagram
are calculated not to yield equal amounts of revenue but to reduce
consumption spending by equal amounts, about 5 billion in each case.
Since taxes on the upper income brackets reduce saving more and
spending less than taxes on the lower income brackets, this reduction
in the spending calls for about 10 billion of income tax and about
seven and a half of sales tax, by our lbst estimates. I may say
parenthetically, though, the details of these estimates are open to
some question in view of the necessary round-about statistical moth-
o0is used, but we have confidence that the general results are reliable.

Senator BARKLEY. Can you regulate inflation by taxation without
hitting a lot of people they do not inflate?
* Mr.HIART. No, sari I am afraid we cannot. In a sense, the people

responsible for inflation are the people whose incomes are rising and,
therefore, have more to spend.
* Many of these people are so low in the income scale that I feel they

should be excused entirely from paying defense taxes. If the man
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with a large filmily gets his income ulp from $20 to $30 a week, I cam-
Riot see tlit that makes him it fit olject for taxation, People whose
incomes are not rising will surely feet it if we make income taxes
heavier; that is, if tlieir ilicoilies are above the exemption level-and
I am recommeudimi g much lower exemptioni levels. But, of course,
either it sales tax oil a iiecessary Scale or rapid in1flatioli would also
be very umnpleasanit for the fixed-iwome people.

As you can see from our diagram on page 126, a sales tax to reduce
Sl)'1,11im g l)y the amionllit ill (utestim wol have to 1e a jumbilo tax.
Inl fact, we estinmate tlat a general sales tax, to have this effect. wold
have to be about 16 percent tit retail Will a similar tax, exempting
food, ) percellt ' for it liilliiutfactilrers' sales tax the rates would have
to be higher. Taxes oni this scale would take its much as 10 I-rcelt
of imicomue at, the imncomue levels if) it ralige from, say, $500 u) to $2,(00
lper y'ear per family. In view of the exist ig hea' lurdens on those
cla~s~ I wichI are oflicially estimated to mitioumit to'more tihan 20 per-
cent of income, taxes whieh will do this camot l)e justified, even in the
lpreselit emergencyy_

I wish to stress also that sales taxes are inefficient tools for reaching
tile coisumpilptioli spending which is most important in raising prices.
The goods of which we are short tire very largely consumers' dlrable
)ods of types chiefly )oll ght by the upper-icome brackets. The

ower-income brackets buy largely goo(s whose rlodutiolm can still
be increased, like cigarettes and movimig picture stows. Even taking
a completely lard.boiled attitude about the relative claim of the

.more or less l)rOl)(eolhs groups in the l)opulation, the necessity of
taxing the people whose Sl)ei(ling strikes the scarcest goods t'aimot be
deliedl.

As the fourth point of the outline indicates, we (t1 not wish to be
understood as opposing proper program of taxes other than income
taxes. We see ta great fieldfor eciss-proflts taxes and agree with Mr.
Henderson on the advisability of heavy excise taxes on goods which
cannot be produced in volume without hampering defense. In this
connection I should say that the House Ways an1d Means Committee
appears to have made agreat effort to eliminate prol)osed excise taxes
not of this character. Mr. Henderson estimated that 85 pereent of the
originally proposed excise revenue was from items not competing with
defense. Under the bill as it. came to you from the House, 50 percent
instead of 15 l)ercent of the revenue can Ie defended on Mr. Hender-
soil's grounds, and a large part. of the residue is represented by taxes
on the use of automobiles, which'are correct ill principle but incorrect
in form.

Taxes which cut down the use of automobiles can economize labor,
gasoline, transport, mechanical services spare parts, and a lot of other
thiings which compete with defense. The trouble with the l)roposed
tax iL that it doesn't tax the use of cars by the mile. Possibly a few
cars will be left unregistered to avoid the tax; but once a car is
registered the tax comes along and gives no inducement to reduce the
mileage. From a standpoint of defense a revival of the proposed
increase in gasoline taxes would be a more satisfactory substitute.

The CHAIRMAN. What about a combination of sales and income
taxes?
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Mr. IART. I sh l not be for it. On the other hand, selective taxes
oil commnodities contlicting with defense do not seem to me to work
like general sales taxes. They really aply to and belong in the
class of specialized excess-profits taxes. We argued that question
at sone length, I might say, in chapter 13 of the book.

Besides excess-trofits taxes and and excises along Mr. Hendermon's
lines, we believe in the desirability of raising a general corporation
income tax in line with individual taxes, as is in fact the policy
expressed by tile pending bill, though wo believe that the individual
income tax must be nule substantially higher for two reasons. Il
tile first place, these other taxes us54( to legitimate limits will not

-rain off enough spending power to (1o the jo) of blocking inflation,
in ou judgment.

It the second place, it looks as if these taxes will not be used up
to a legitimate limit and in that case personal income, tax is certainly
a very much better Seconid choice than sales taxation.

As I point out, under the fifthIi head of the outline, the persotiul
income tax will have to be reformed before we can really count on
it to (10 the job of stopping inflation. There are two difiillties.
In the first llace, present exemption levels, provisions for deduc-
tiolns, and so forth, are so generous that a remarkably small pro-
portion of tile national inconie is actually subject to t6ax. We pre-
sent oil page 1,46 of tile book a diagram which shows what becomes of
the potential tax base. The lowering of exemptions recommended
by te Treasury will be a long step toward the correction of this
(leficioncy. We may find it necels, uy eventually to cut exemptions
in half fromn the 1940 levels, though I should certainly recommend
maintaining the credit for dependents at the present level.
T1e importance of prompt collection is perhaps less understood.

In view of the very short. time in which you are obliged to limit me,
I should welcome an olmlortunity to insert in the record an admirable
article by a leading English student of public finance, Mrs. Ursula,
K. Hicks. This article is a brief report of an extensive study of the
history of war finance in a number of countries and shows conclu-
sively that a slow-acting tax system is likely to fail in the pinches.

The CHAIRMAN. How long is it?
Mr. IAr. Here it is [indicating volume].
'ho CHAIRMAN. We don't want to make it too long. If you can

shorten it, we will be very glad to include it.
Mr. HAirr. Perhaps I can shorten it.
(The matter referred to follows:)

LAos IN TAX CoLIIJiON-A NtLm1'm PROiLEM IN WAR FINANCE

One of the most striking features of tIlna alch history of the last war was the
imlversal failure of the bielligerent govertnents to collect an ahdewuate tax revenue
during the actual Isriod of the war. The worst case of all was that of hmnlrIal
Germany, where total tax revenue hardly kept Ice with the normal peacetiine
lleed4 of government and the whole of the war expenditure was financed by bor.
rowing. More thanl two-thirds of the revenue received from the sleial war taxes
was not rolected untlt after the war was over and when the mark was rapidly
depreciating.

The ease of France was hardly better. In the early years of tie war tax revenue
actually fell as compared with the pre-war situation. Throughout the war period
revenue rarely sulliced to cover ordinary expeiditure. Up to December 1919 the
exe.,ss-proftts tax had brought In no more thni 1.4 inilliaird francs, although
eventually something like 18 nillilard francs was collected.
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In America, where things might have been expected to be better, the collection
of Income and profits taxes was 25 percent in arrears in 1918, and the peak tax
collection did not come until 1920.

In Great Britain the general fiscal situation was fairly well under control.
Throughout the war period between, 20 and 34 percent of total expenditure was
annually financed out of reventui. But the problem of arrears was hardly less
serious, especially In respect of B. P. D. In 1018 its arrears amounted to 164
pounds man., by 1)19 they had increased to 217 pounds tal. Tihe nlaxihnun tax
collection wits realized In tile financial year 1919-20, when the postwar bouom was
already showing signs of cracking.

For some of thee faillurts obvious explanations suggest themselves. France
and Germany both had quite Inadequate revenue administrations, and In addi.
tion that in Germany was very inexperienced In direct taxes. But the charge
of incompetence cannot be brought against the United States Bureau of Internal
Revenue; ani, in any ease, the war strain it America was much lem severe.
British and American experience clearly demonstrates that the prompt and ade-
quate collection of tax revenue during war conditions is a matter of no little
difficulty.

Unless the lag In tax collection ean be removed, it is clear that taxation, one
of the most Important instruments for the control of consumpticn in wartime, Is
really much less useful than it Is generally held to be. This is a very serious
matter. There Is inevitably some rise in prices i war conditions, and partly as
a consequence there Is a very rapid rise In Incomes, particularly flurig the early
stages of expansion for war lrposes. In these clreunistances the tax currently
collected, being only tlint appropriate to the old lower Incomes and prices, can
have only a relatively small effect. In respect to the old incomes it would no
doubt be a heavy burden, but in respect of the new incomes it Is not a heavy
burdeni-not neatly so heavy as it is Intended to be. Its power of eontrollhig
expenditure is Inevitably disappointing.

It nity be objected that taxpayers do not spend balaiices which they know will
shortly be rnqUired to discharge tax liability. it normal times this is no doubt
true. But wien pric-s are rising there is a very strong temptation iot to keep
adequate liquid balanecty, slice to finance even the existing scale of operations or
consumption requires additlont expenditure. To leave large 811ns i taxpayers'
hands for a period of iiioiths Is thus exposihg then to a1 very grave temptation
to spend their tax quotas. The fact that tax is collected iot on current but ol
past iiconie is indet-d tantatolut to .giving taxpayers a lostn out of publi nituiey
front Cie moment when the Incomes are earned to that at which the tax Is .ld.
This is clearly the reverse of what is (:esirable. So far front taxation exercising
an adequate control over consumption, the log In collection may actually minister
to inflation.

The first necessity of a wartime tax structure is, thuts that it should be
capable of producing revenue quickly. tj'his Implies that weight munst be put,
lit the first place, oit taxes that have it naturally quick reaction ; and lit the tiecond,
on those which are easy to collect. New taxes are always slow taxes, what-
ever their Inherent rate of reaction, because they require tho setting tip of utew
fiscal machinery. Special taxes of an emergency or temporary nature are usually
abnormally dilileult to collect, because they can more easily be evaded than
permanent taxes. Germany's total failure in the last war can largely be ascribed
to the fact that she tried to rely wholly on emergency taxes. The French taxes
were of a more reliable nature--more akin to the British Income tax than any-
thing which had previously been attempted there. But for France they were
new taxes, and the result was hardly better. The relative success of Btitain was
largely due to the fact that site already possessed an excellent income tax, of
which It was possible to increase the rates fivefold, and also some very reliable
Indirect taxes.

With the experiene of the last war in mind, we must now turn to examine the
position of Great Britaiti In the spring of 1041.

IWonomle factors suggest that the most critical moment lit the control of Con-
sumptIon in wartime Is in the early stages of the expansion of government ex.
penditure, when private Incomes are being heavily increased as a result of the
building up of the new Industrial equipment required for arinament production.
Later the rate of Increase may well be less hot.

If taxation can Intervene effectively In this early period, especially before
private budgeting hs adjusted Itself to the new Incomes, then the problem of
the control of expenditure iM well on the way to being solved.
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In 1914-10 the adaptation and expansion of British Industry for war purposes
was slow and long-drawn-out, owing to our great unpreparedness In 1014.

In 1940-41 It has been very much more rapid. Tile period of rapid acceleration
started it the early summer of 1910, anti In tile spring of 1141 the pace Is still
quickening. The problem Is therefore of much greater urgency and hence of
greater dilliculty than It was in 1915 and 1916.

It is widely realized and with some dismay that taxation should by oow be
playing a more effective part in controlling consumption than it Is doing at
present. It Is consequently asserted that successive clancelors have Leglectel
their dujty by falling adequately to Increase the tax burden. But In tile presence
of 100 liercent R P. T. a 5-percent tax on total profits where there is no excess,
n 42-percent Income tax on undistributed profits, coupled with a personal Income
tax which rises to over 85 percent on the largest Incomes, and, in addition, a full
schedule of Indirect taxes, the charge of undertaxatlon does not look very plaus-
ible. We have, in fact, saddled ourselves with a tax burden the like of which
has probably never been seen before. It Is undoubtedly very much heavier than
that imposed in any other free country at present. Even In Nazi Germany the
maximimi rate of personal income tax is only 65 pereent-a quota we Impose
on a relatively moderate income of 12,0M0 pounds-and It Is accomplnlied by an
excess-profits tax which, on lBritisl standards, is little short of derisory.

It would thus appear that it Is not so much tie dimensions of the present
British tax structure which are at fault, as flnt the lag in collection Is too
great. When we have examined tile extent of this in the various taxes we shall
be in a better position to suggest lossilble improvements or acceleratlons. With
the time factor in view, it will also b lrtinent to colisider some proposals
which have recently heen made for the reform of the Income tax.

The snmallest lag in collection is naturally that of the Indirect taxes, The
check on consumption Is Immediate. Income generated in 1910-41 and spent
on taxed goods has already nulifly reached the exciequier. This Is tile one
good argument for the purchase tax, and in wartimne It is it good :rguimneit,
although in tile itish case the Initial effect, at least, has been lost through
antllipatlIon, owlmig to the unconscionable time consmled In settling tile detlls
and establishing tile machinery-the natural penalty of attenil)tIng to establish
a new tax. But tie cuistois and excise formed less than .10 percent of tile
estimates of tax revenue put forward by Sir Kiigsley Wood in the last buldgct,
of July 1910. And since many of the taxed articles are rationed, elther
directly to the consumer or at an earlier stage of production, demand canntt
reach Its normal proportions, so that even a high rate of tax Can have only
a small effect on personal budgeting. Moreover, most of the dutiess are specific.
This neans that tax receipts will not rise, with rising prices. Indeed, It is to
be feared that they will fall, even in stoney terms. In real terms the burdens
of indirect taxes will grow progressively lighter unless the rates are repeatedly
malsed.

Of the direet taxes, H. P. T. has in theory at least tile quickest reaction. It is
usses able at tile close of the flin's accounting period, till(] panyienlt Is (ite 1 month
from assessment. In contrast to this, (ile Income tax appears quite a slow tax.
'7he slowest part of it is the surtax. Surtax on the incollmes generated In 1ID40-11
Will not le payable until January 1043, and as the Inland revenue always pints
out, owing to the difficulty of assessment, collection cannot be considered com.
plete until 6 years have elapsed. By 1IM-7 our need for the control of Consumption
will probably be considerably less pressing. The amount of Income tax which
Is thus lagged is by no means negligible. In the July cstinate surtax represented
8 percent of total receipts from income nnd profit taxes.

Broadly speaking, Income tax (in the narrow sense) has a lag of I year In
collection, but this general statement conceals several Important differences.

Under the new arrangement tax on wage and salary Incomes i deducted from
earnings as they are paid out. However, this does not elnltinate the lag, since
liability Is assesed on previous and not on current income. For "inmanual work-
ers" who are assessed half-yearly, the lag Is relatively small. Tax on the first
halt of the financial year 1940-41 (ip to October) began to be deducted from
the wages of manual workers in January 1941, while other Incomes In this cate-
gory will not begin to pay tax on 1940-41 earnings until Novenber 1941. nie
first Installment of these will reach the exchequer the following month. By the
end of the financial year 1041-42 the exchequer will have received flve-twelfths
of these 1940-41 Incomes. Under the old arrangement of half-yearly payment
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In January and July, it would have received the (ull half.yrar's tax by that time,
but the additional lg Is a snall matter nd has to be set against the tonvenhlene
of more frequent receipt of revenue, It Is Important, however, that a lag of a
year Is the usual Interval between receipt of hicomen and tax payment lit these
categories (schedule E), slice schedule E, Is now a very Important part of Incone
tax.

In the last norinal year (1036-37) It accounted for more tlhan 6' 0 percent of
taxable Income. With the increase of remuneration, on the one hand, and the
effect of Wi. P. T. In damping down profit Incomes, on the other, Its Importance
is considerably enhanced.

The remainder of the incomes generated In 191M-41 will be dechred for tax
In April 1041, but here again tax will also not begin to flow back Into the ex-
chequer until January 1042. Thus Income receivers taxed under Fehedules
A, 11, and C, or deriving their Incomes front the profits of private business,
will also enjoy a considerable breathing space before they become taxable.

lint these categories are all relatively unimportant. ly far the most Impor-
tant part of the tax on schedule D Incomes will have left the taxpayers' hands
some little time before; rather, it will never have been in their hands at all, hay-
Ing either Well deducted "at the source" from dividends and interest, or else
have formed lirt of the profits tax on undistributed profits which Is Ineluded lit
British Income tax. Tils section of schedule D Is thus capable of exercising it
check on expenditure well in advance of any other part of income tax, with
the possible exception of the manual workers' section of schedule 1. Schedule D
Is a very Important part of the Income tax. In the last normal year It ac-
counted for more than 30 percent of taxable Income. As the tax on tills section
Is all pahl at the standard rate, at least, in the first instance, It Is capable of
exercising a much stronger check on expenditure than deductions under schedule
E, which are made directly at the rate appropriate to each Individual and henco
usually at sutb-s.antlally less than tile standa rd rate.

The effect of this cions tiring of income-tax pynlients Is to cause the tax on,
by far, the greater part of tit, Incomes generated In a particular period to reach
the exchequer about the snmne tie. Salaries and wages are distributed In advance
of tile amounts which determine profit incomes; service incomes (profe -sional fees,
etc.) are also realized Immediately.

Tax is collected on these qlick sources of Income as soon ns practicable but,
owing to the standard rate device, it is actually possible to accelerate the collee.
tion of the tax on most profit Incames so that it is received in the same financial
year as that on tile quihk categories. This acceleration Is not possible tit the
caso of direct-profit Incomes from private bIsliesses, which consequently enjoy
a greater Ing, On the other hand the half yearly assessment of manual workers'
earnings enables that part of schedule N to be collected slightly In advance of the
rest. A parallel practice Is followed in respect of surtax except that, since the
business of adjusting the additional quota Is a troublesome one, an extra year all
around Is allowed. In the case of surtax the timing does not appear to delpnd on
technical consideration to the sime extent as fit ieome tax. The synchronlzatitlon
may be a matter of policy or convenience.

It would appear that the established Indirect taxes cannot be expected to play
a greater part In the control of consumption than they are doing at present. The
opposition encountered in Introducing the purchase tax demonstrates the difficulty
of extending their scope and, Indeed, there are strong distributional arguments
against attempting to do so. The main burden of the task of controlling expend!-
ture must therefore fall on the direct taxes.

It is evident that the Treasury Is placing great reliance on the effective
ness of 100 percent R). P. T. for this purpose. If there were a good prospect
that H. P. T. would live up to its Imper qualifications, this would be quite
a plausible policy. The n(onvenence of the lag in Income-tax collection, and
especially in the surtax end of It, would be completely surmounted, since there
could be little if any expansion in the upper-lincome ranges. But It must b(
remembered that an exces-proflts tax can exert no control at the most relevant
and vital point-over wage and salary Intotnes. Especially with high rates
of tax, Its Influence is rather In the opposite diretelon; and over poflt incomes
Its effectiveness depends on the retention of the I00-percent tate, a policy
which is certainly undesirable economically and may beome politically diffl-
cult. Moreover, it Is extremely doubtful if D). P. T. will prove as quick a tax
as Is hoped. The experience of U). P. . is very ominous.
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The fact that assessment to E. P. T. follows quickly after the declaration

of profits does not mean that there nitay he a conshilerab lag between
(fie earning of profits and their assessment. Iii wartime comlny accounts
tend to get considerably delayed and assessments must wait upon thtem. An
Important cause of such delay Is the diliculty of determining the sums due
front various Giovernmen t departments for war production undertaken. The
delay Is thus likely to he especially great in the case of those firms whose
activities are most expanded aind whose tax quota it Is coisequently most de-
sirable to collect quickly.

Another cause of delay, common to both E. P. D. and 1-. P. T., Is the
necasity for the revision of past amsessments lit every accounting period In
order to determine deficiency payments under the suspnse, accounting prin-
ciple. This iteed not, however, Impede the discharge of the greater part of
currtent liability, liut an additional trouble iit the case of 1,% . . Is that
N. I). C. has always to be assessed its well.

For practical purposes U,. P. T. must he eonsldered a new tax. It does not
build closely on the experience of E. 1). D. The new hits of machinery will re-
quire time to settle downi before they can be expected to run siootlly. In par-
ticular the applicability of the substituted standard to firins which were de-
pressed before the war, and also the liability of Interrelated companies, will
both require a great deal of care nd experiment. R, P. T. alms tit being a more
preci tax, which Implies that Its administration is more comlilfcated-a further
factor (alsitg deliy. A striking Ihitinc( or this greater coilleation Is tlie
requirement that average e capital employed" must be caleulated throughout
the p'rlod of chargeablilty with all Its ups and downs, Instead of as formerly,
inerely taking the caldta act iully emldoyed at some one convelietit (ute.

Finally, etcess-profits taxes Ruffer to a greater degree than personal-I i(,oine
taxes froth tile progressive lhl(lIty of taxpayers as prices rise. Firms have
a greater temptation than individuals to rahl their tax quotas in order to main-
tain existing out)ut. There Is no doubt that the enormous arrears of '. P. 1). tit
the end of the last war were riainly due to this cause. lit '. P. T. It so hlapl)eis
that tle rates allowed for capital are themselves an inducement to flris to iste
their llqul balances, quite apart front price itmoveitnts.

Admiistration difficulties will no dotbt be greatest II (lie early days of the
tax. lut when these are considered, and also fle fact that most of tle tlx bhlig
collected now and for some time to come will only have beei assessed at tle
00.percvtit rate current front 1031-"l0, it becomes very doubtful how much control
E. P. 1T. can exercise in the critical period of expansion. The other diillculthus of
assessment and collection will tend to increase with the passage of time. ThL
cumilative arrears of H. P. D. are not tit all difllult to account for. If thete Is
a danger of H. P. 'T., thus proving a broken reed, a heavy responsilllity for the
control of expendlture falls upon Income tax, and specially on that imrt of it
which, being assessed at (le stnmdtard rate, has ant exceptionally short lag iI
collection. It will be useful to exaite the mechansn of this iethlod of assess.
meant a little more closely.

• l4 4 4 * 4

It addition to raising tle standard rate, It would certainly be desirable to
consider whether further means of aceeleratiug Income-tax lImyients could not
be discovered. Of all the lags, that otisurtax is the most considerable. In irac-
tice, this Is not quite so serious as It looks, since the rate to which tle Income of
a particular year will be liable can be announced tifter (lie Income lilts been
returned, but before tit tax Is due for payment. StIll, the delay Is bad enough.
It would Introduce some acceleration in the collection of surtax If (lie lira(tbs,
of lagging "quick" Income sources, so tis to colcide with (le taxation of "slow"
sources, were abandoned lit least for the duration. There would seem to be 11o
Important distributional objections to such it course.

Ani acceleration of the collectIon of Income tax on wages, salaries, ald profi.'.
slotil fees would be more effective InI Controllig Colisulnpt floi. II file straitR
of the depression we were not chary of -esortintg to liel dodge of (,Xitlilut tax a
quarter in advance of normal practice. There was hut a piamr (coilolile argimw t
for it then, but there would be a strong one now. Further. while It would ba
difficult and perhaps adlmhnflsratively Ilpossible to mke finl assessnwnts
for wage and salry deductions on current Ineomes, It would lit least be Iossible
to niake n provisional assessnent to be eolleceld exeeitionally this yar, aloig
with (lie normal quota on last year's icoia. Til, additional quota coid be set
off nwninst future liability. If neess;nry. a sniall diremint would gild the pill
of double deduetloni. Thlis would le a partleulnrly useful devil, it the )eriod
of rapid expansion, and need only le continued as long as seemed delrale.
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It would also be extremely useful In new Inducements could be provided for the
prompt-or better still the ire-payment of P. P. T. In the last war prepayment
of . P. D. wos encouraged by a bonus, but it was too small to be all adequate
deterrent to reinvestment. Too large a botus, on the other hand, would lead to
an unnecessary sacrifice of revenue. A way out might be found by an adaptation
of the Nazi device of tax certificates. ('ompulsory Investment iln war lon would
be enforlel, the scrip serving for the discharge of future tax liability of the fir.
The (low) rate of Interest would serve as a small bonus on preuayment.

The certificates should of course be issued only against estimated future
tax liability, and not used as a means of attracting funds iln general, as they
Inive been'in Germanmy. Collection of -. P. T. might also be speeded up if
a preliminary assessment were made actually on the published balance, sheet,
without waiting for books to be investigated. For the problem of taxpayers'
illiquidity another German device tight be found useful.

lit the last war a portion of the current profits of German firms was
blocked on declaration. The amount was sulitcent to cover estimated liability
at the highest (marginal) rate of excess-profits tax, so that it was consider-
ably greater than true liability. Ample liquid funds for tax payment were
thus assured.

With tire rates of income tax, surtax, and E. P. T. now in force It would
hardly be extravagant to estlinate that a third of the additional Inucomes gen-
erated ili 10-l will sooner or later flow back to the exchelluer. If infla-
tion conthmies the proportion which will do so will tend to rise, It thus appears
that the danger of disastrous inflation is very largely (lue to lags in tax
control of consumption and further Increasce: in tax rates will no doubt he
necessary. But the more collection can be accelerated the less drastic these
will need to ho, and the less trouble we shall have Ia getting back to normal
when the war is over.

The C'11A MT. Did your committee give anv consideration to the
ill)ositioil of a tax front tiny and every soltre derived?

Mr. AMlIT . Yes; that is exactly what we are proposing if I am right
ill understanding you to feel that the exemptions should be allowed
at the soll-ce in taxing wages and salaries. We don't recommend
allowing exeml)tions in taxing interest. and (liv'idend payi ments because
the incomes into which these payments flow ore characteristically
large enough to go into the upper surtax brackets, or bound Ul witi
stilatried ilcoClles oil which exemptions wvotild be allowed, or (erived
from such scattered sources that if exemptions were allowed at their
source no tax would be laid.

Taxes of very much the character you ask about. are in operation in
British Cohtnlbia (1931), in Germany (since long before flitler), in
the Dominion of Canada (since 1939), and now in England. A stuc-
cessful tax at the source without exemption at a low rate is levied by
the city of Philadelphia. l Tle administrative experience gathered
under ihese taxes, combined with that of our own social-security taxes
should make it a comparatively simple matter to tie in source-collected
taxes with our existing income-tax system. I

The CHAIRMAN. That gives you a (juick tax witliheld oun all items of
income.

Mr. hART. That is exactly what we are advocating, a tax of that
character integrated with the income tax to be a basic means of col-
lectilig revenue. ,

Tihe CHAIRMAN. le time the committee has set for recessing has
arrived, and you will have to supplement your presentation by either
filing a brief or appearing again in the morning, but I cannot say you
will-have an opportunity tomorrow. We have a very heavy schedule.

Mr. HART. Should Iike to ask permission to be heard on the special
point of prompt collection of income taxes.

The CHAIRMAN. I canhot promise it at thls time.
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(Mr. Hart submitted additional material for the record, as follows:)

Effect on tatrablo income of families of lowering exemptona, aeaunting
$90,000,000,000 national income and allowing nto earited-fnconw credit'

A. FAMILIES TAXABLE UNDER loo LAW

(In millions of dollars)

A gglregate excvmpf.Aon (1 0 law) Aggregate amount taxable under-

Aggregate Credit for
Family Income net In. f read-ot. fr emp. Evemjp. xemp. Exernp. Elemp.bracket, depend- ellp.

...coe family a tion lion lion lion tion
e'"$,0, $1,500, $1000. 51,500, $1,000,

IIp t edi credit credit credit credit credit
$2.000 deiwfl l $4W~ $300 $ I0 00 $0

Over$1,200.........$1,48S $4,924 $1,989 $9,516 $11,30 $13. 0 $10.807 5,

B. ADDITIONAL FAMILIES TAXABLE UNDER $1,500 IIEAD.OF.FAMILY EXEMPTION

$.,m to$,20 ...... $3,,&11 $2.721 $1,088 ........... $1,837 4113 51.003
63.,V50to I3,W0.... 2,440 2,181 Sol 223 904 22 62

S3, 160to $4,200 ... 5,987 1.882 1,892 .... oS 2,601 435 1, 6M5
All tixablo at this

exemption: over
..15............ 22,475 9,800 3, 881 $9,578 12,212 15,8631 11,242 13,693

(. ADDITIONAL FAMIIIE TAXAIBILE AT $1,000 II EAD.OF.FAMILY EXEMPTION WITH
$400 CREDIT FOR I)EIPNI)EN'1Ik

t,.oto $3,1 t0 .... $1,908 $2,012 $1,112......... ........... 3S430 ......... 5$374
All taxable at this

exemption: over
$2,6W 0............ 2,433 12,748 4.9OW 59,578 $12,212 18,501 511,242 14,087

1. ADDITIONAL FAMILIES TAXABLE AT $1,000 11EAD-OF-FAMILY EXEMPTION WITII
CREDIT FOR DEPENDENTS ItEDUCEI) TO $200 PElt DEPENI)ENT

$2,4%1oSo ...... $ ,407 $3,927 $1 ,4 .................... $717 ...............
$2,100to o0 ...... 3,072 4,81 1 W5 .......... .......... 4 ........ ........

$2,100to52,SW0. 7,079 8,778 3,25 .......... .......... 01 ................
All taxable at tis1

exe nptioii: over
$2.1OO............. 33,612 21,620 8,2S1 59,678 $12,212 17,622 $11,242 $14,087

I Prom Iowa State College study of defenue finanolog; derived from statistics of National lheours Plan.
n g Boarl and U. 8. liuret i oInlernal tevenue.
A System now reconmuended by the Treasury.
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Rffec't on taxrableMreome of euple indtilduals of loice,'iti ex.emptfoti*,, misamuing
$90,000,000,000 titional iIICoflt anid afloteing no earned hicorrte oredit

(fI illilons of dollars)

A. INDIVIDUALS TAXAI1JE UNDER 1910 LAW

Aggre- Aggregate amount taxable III exemlption

individual inrrne bracketed gate fnet euption
income 91 a $80 $750 #~o Wo io

(at 0)

Over $1,050.................. ....... IiO,4A3X 1111,699 4834 8, 122 M 8.I$ ,1311

It. ADI)lTIONAL, IND)~IIUALS TIAXABILE VNIFt SOW0 AND) $10) EXMPTIONS

All taxable at lowercexempjtions: Ov er $701.) I 1 1 18. 2331 K I. el ,122 7, t(9ii 8,6(

I Fromn Iowa State college e study of defense (Ifinning; baser onl statistics of National lle~otrrces lannirng
Ilouril and U. 8. litureliu of I Interwl Rtevenue.

I Systemr now recoinrircndetl by the 'texmirry.
'reefigurtes trem very rin1rellale on ACOunIt (if tire large idre of the Incomie brackts relative to tire eterrj.

tions it question. Biut the anmot ttasatrle dopjettWhig on ulitiererrevi betwr en tirvo ligrres, Ls mu11ch Ill1rre
reile. The rea"'on Is that exciutionl of a larve tlrtillber of intdividl'li ,who'e c~elrltion and net nini~le
fire nr .rrly equoal ii S little eifct oil tile excetm, of aggregate net hicoe~rt over igireaie Cxemrpt ions.

Under'1910 eivpintm, niost of the itilviduraiq lin the tratket fuit above $1,M)& tire taxable, tnd a few
Meow, It ider thle $7,N) exem lt ion, inore below $1,0Y O becolneI' table, I urrier thle 1410 execipt ion, lmmii o(f

tile $00 Li .00 People aue tIIxabic, bt f.W of tile poolri iot owSTO. Under tire $10 P~elli ition virtuaiiv
all over $AX) are, titxabde, arrd iary lin the $,150-1700 bracket; brut onl tile average thoe-A Ir thi b racket are
not tmiale.

I Note (lint brackets repleonlt nlot net trrcorro bunt a cono lit of '"total illc0rlle' irrchIitdirrg i~lctiOllt

uli ill Incomle andI ,ins Ilot reported, si bicli is voirsirab Iy larger (onl tile Average perhaps onle-third
larger) thrarn net rcorrrie.

TAXATION 01' SMALL. IN('OMSt AND ('oLLFcfloN-AT-801ulcF; (WVltHj SPCIAL~
EM~IPHASIS oN A U EIC N AJmiINI8TBATIVE EXIEtIENCK)

By WALTER W. HFLixti, University of Wisconisitn

(NoT:. -This report lit baped largely on the writer's field Investigation of thle lncoine-tax
itdninulitrtlonr, of 34 States. the Federal (lovernmiert the IDornittion of Canaida, and
21 Canadiani Provincep. The field work wit! made posuible by at fellowship grant fromt
thle Social Hcietace Reseaurcht Council)

I NT5ODUCION

America's great defense itevd Is revenue now! Correlated with that need Is
fill Itivasutig pre'ssutre for ctirtallint'iit of eiviliat i tsumptiott to pertnit the
muaximtumii war-cessentlid produtctive effort. Ileto mot equitatble lQineanB of pro-
vidinmg the fiscal grease fotr the wheels of production Is a net Inicomte tttx. It
fits thle mattons of ta\aitjtl~ tccordiiig to ability ; it IN the least calpriciouIs method
(of con~trollin~g 'onitimlujtiol. But to lftcet redouibledt elnergeiley dem'andtlts, taxa-
tin n4 usuali 1.4t) o mre realist ic thian bulntess ast;tusual. Thet lacoine tttx 1111t
strike virtually thet entire Incoe~li settle to accomplish Its ob)jec~tivest ad to waird
'ff more onerous revenues anid control mieastures, JAower-brtck&'t taxation-lower

and1( heavler thati the Pederal (loveruliclil L.as yet been1 obliged to apply-MVenis

Athoritie's agrive that time question oIf administration becomes crtl('ill it tile-
donward extentsiont of hIti lie taxes. If iltllnl~troltlon breaks down or be-
('otlies so costly AS to libeori) i11titei of tile Int'relleitfl rCe'llet', tile CttwQ 1k lost.
Vital to the problvim, then, 1s lte ralitinisirative feasibility otf tainlg Small
InIcom3es4.
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What light (loes previous experience in the taxation of small Incomes and In
collecting taxes tit source throw on the administrative problem? Foreign expe-
rence in Britain, iln (lermany, ili. alioot. every European country-Is extensive,
and much can be gained from It.' But more can be gained from experience on our
own coninent with the same raw materials of taxation that tax programs now
under consideration must utilize. And such experience Is not lacking. "Grass
roots'" experiments It lower-bracket taxation have 14be1n carried on iln i mnmber
of our State Income-tax laboratories. Even more Important, the most reliable
administrative weapon thus far developed for taxing small Incomes; namely,
collection at the source, has been employed by several North American Jurisdic-
tions. These domnestie experlencms and precedents demand attention and evalua-
tion, for they bear directly on the problem at hand.

Accordingly, this report will briefly compare State and Federal Income-tax
coverage, review State administrative experience ili lower-bracket taxation, a" d
examine in niore detail the techniques and results of collection at source as prle.
iced In the Dominion of Canada, In British Columbia, iln Philadelphia, and, for
nonresidents, in New York State.

A OOMPARIBON OF STATI AND =)&L%, INDIVIDUAL INCOMF,-TAX COVERAGE

Precedent for downward extension of Income taxes, even below the present
Federal exemptions, call be found in a number of Income-tax States. Reference
to table 1 reveals that prior to the 1)40 reduction iln Federal exemptions, 20
States had lower personal exemptions for married iersons, 8 for single persons,
and 18 for dependents. In a sense, these States had prepared the way for exten-
slon of Federal coverage. Even unow, there remain a number of States whose
intemne-tax laws are doing the spadework for reduced Federal exemptions. Thus,
exemptions for single persons are still below the Federal in Idaho, $700; Kaisas,
$75); North Diakota, $500; South Dakota, $0; and Utah, $600. For married
persons, ten States provihh, a lower exemption than the Federal : the lowtt Is in
Poutlh Dakoti, $1,100: followed closely by Utah, $1.200: then Idaho, Iowa, Kansas,
North )akota, and Oregon, $1,500: Wisconsln, $1,C)0; Oklahom, $1.700; and
South Carolina, $1,800. Simce the Federal credit of $400 for dependents was not
changed, 18 States still have smaller credits thiam the Fe~leral. Clearly, further
reductions in 1ederal exemptions would be no great novelty in those States
which have already tapped the very low brackets.

Moreover, exemptions tre not the whole preiredness story, for establishment
of the filing habit, which moy or may not be related to exemptions, defending on
the terms of a State's filing requirements, Is also an Important trail blazer for the
lowered exepllbiolls that muly follow. Table 1 compares the number of State and
Federal 118 Individual returns filed in ech Income-tax State during 19X39. This
was prior to the enactment of the lowered Federal limits, but even If these result
In an expansion of 5) or 75 Iwrcent il Fedcrl filing, the Increase will not be great
enough to will out the numerical superiority of State tiling in a number of States.
Thus tie flling requirements of Delaware, Idaho, Iowa, Kansas, North Dakota,
Oregon, South Dakota, Utah, Vermont, and Wiscontiln have beemi sufllelently
broad-goged to elicit at least twice as many State ais Federal returns. Olaloma's
figure almost doubles the Federal, and several other States have also hlad sub-
stantial margins In the volume of filing. The application of Increases iln Federal
coverage Is obviously facilitated In certain areas by the preexistence of broad
State coverage.

8TATE Am)MNISThATmVtE XP1EINQ IN TAXINO SMALL INCOME%

Several States which have dipped Into the lower-income brackets shed valuable
light on the administrative feasibility of taxing small Incomes. Such States as
Delaware, Iowa, Kansas, North Dakota, Oregon, South Dakota, Utah, and Wis.
consin have applied taxes to Incomes sufficiently far down the Income scale to
raise most of time problems that must be faced In administering taxes al small
Income. I'lie discussion In this section will highlight those State experiences
which are pertinent to the administrative problems Involved It broadening the
Federal base.

A For a discussion of Oerman. British, and Australian experiences In taxing small Incomes.
se Paul 3. Strayer, The Taxilon of dmall Incomes, New York, 1039, ch. 0.



402 REVENUE AMT OF 1941

TAHILE 1.-Oomnporisot of Federal and Staio lndtIdual hncorne tax coverage

1940 exen tIn.a In terms of Number 193s returns flied In

State
81tate

single Married Depend . Mate Federalcats totali Taxable Toti

FPederal 19 ) ........... 1................. $1,000 $2, M $400 .......fFederal 19t1) ................... .......... .......... ....

Ar~~~tona~) *2,... .... 1 W 3000 400 S
A la b a.......... 1,00 00 0 300 120, 00 31,000 3,5Ar onsa 1 0.......................... 2,000 400 124,000 132,000 21.092
Californi ........ 2........ ........ 8..... %,00 400 1 6,000 '8.700 20,226Coli.ora fo1,000 2, 00 400 342.178 43372 8 ,1Colorado I ................................ ,1000 2,4 14 4,04 43, 23S
Delare . ................................ K, 01.00 43t 0 3,0 i ,131I of ..... 1,000 2.000 2 17,23 18, 494 17,248Dltre o olmia.........1,... )000 2,300 400 70,462 '100,816 1444( orgl .................... ............ 1,0 00 %N0 400 132.0 C ,0 11,2445

.il ln. .. ........... 700 1,00 200 24,612 42 13,295

z l k Iyh +.... ]];]' . ............... I ,w 4 (X)0 1,wKa s ............... ............ .. 000 1,80 800 89,20 170,310 77, 24
Kentucky7 ............................. 760 1,800 200 170,000 108,1625 8 3.61

ntuo l i y ...................... ...... .1000 , 40 2, 0 54,431033 .. . . . 1, 01V8 2,04.) 400 40,0m 02,000 6.0,108G

Maln d.l~ .................... . .... .... " ... IM ,~ 00m 1 m00 3X)O It 7 1
avtawchusetts ....................... 2) 40 600 0 137.104

N1w Mn exo I. ............... ];]] 7;' (0 (ll ........ &2W 2A 2*1,45,-M3 3umnew ok ........................... 1, 000 2, 0to o 4, W,! 10 ,841
N o r l ............... ....... : 1000 2, 8 o 4(00 '9,009 1113, 000 10,841

Movlk. .. 1,000 2,000 '00 125,000 1Im 000 147,11%
1,00 2,000ire ... .*'. 300 21,71? 3e..,235 24,45Newl .a............................(20 ( 8 6,m 185000 2,60New Meoio ......................... ,800 32,0 '8,0 W 11,318 14,11New York. ......... ............. ..... 1, 2,00 400 810, 0821. 18, 1"5

North Carolina ....................... ,00 2,000 0 '4 2, W00 '00 o24,North Dakota .......... . . . . O ,8 00 '40 0 1 7,0 W 270,30811,32
OkUho ............................ .. 80 1,700 51...... 57,,i

0e ont .... ..... _ .30) 80 1 1,5 0 1 61,121South I.. . .. ( 1, 1'A0 M1) 2,38 " 139 5 1 24 187Houth lnakota I........... .000 1, 80m 0 4,t) 2)0.1 I2 0
Srunh ................ .... .. ..... .2 , m 4 91 24, MYiala nh ............. ... ...... .000 .0 300. .......... 2,1, lt 7
Virgn.......................... 1000 2,00 2.5 ',0 0 '37.500 13,8101i~m,1gri 1000 2,000 200 47,461 1463,0XX0 73,8S2

Mc1,000 2,000....... 300 ....... ... ' 75, 000 A s7,710WL~lsi................. 800 600 400 207532 &A5216 149,884

1 Indirates evstlmate ninadei by State Inconie.tax oflflls. .v emptfoii t form of olftts against ta,. inromnet e(iilvalent iII lowest tax brackets is given in table.I ies, -sckl proVisions for taxing Incomno front Intangible property.
Ies Ailveriuifltnt remtilltemint.

* 'Px Is only On Income rom Intaigible Property.
* Fl1igtr shown Is nutmber of 1937 rettrn filed in 138.*Figuro shown Is number of 1939 rttuirns fied In 1940, The 193i9 figure arll liven for the District ofColumbia, Maryland, anid MIssssippi because the ejebuptloas listed for tle, were not In fe durlug th*

filing of 1938 rettimls.

source: State exemptions: As listed on Inconie-tax.-rturn forms used for 1910 filing on 1939 inme.Number of State rMturns f(ied: F("re4 furnished by State officials or taken from State ta reports. Numberof Federal returns filed- Figures taken from table 1, Treasury Ilepariment press release (Aug. 7, 1940) onStatistics of Income for 1935, pt. I,

Delaware's experience Is unlqu allId ignifeiant, b1eaue () It InvOlvesl thesuiperitposing of an extremely low-bracket county tax on a 8tate tax wiliell haII(1
been il operattol for years, itt1(i (2) the tax wits so st uli that. various ihlsltiid1 effTects of this excursion Into tle low-luense field call he Isolated aid
apprailsed.

D)elnwiar, theI as 1ow, provldI exemptlon of $2,000 for married Porsonq,$1,000 fur sIn11gle lIrsoim, 1111(1 $200 for depeidelint, latest Were 1 percent oilthe first $3,000 of iiet taxable lliolie, 2 perleit on the next $7,000, and 3Jierclit o tll ilcollie over $10,000. A return was required of every Delaware
rv, idIent 21 years of age or over. Thil uilversal fllig requlirelelit was al,Illortanlt factor In setting the stage for the Introdiclon of the New CastleCounty tax In 1034. Il response to prcsing deniauds for relief ftinds! iI thlIat
COunllty, tile Deliaware IA'gilatulre enacted a 2-yeaii coUity tax, ailcable to
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1034 and 1935 Incomes, strictly paralleling the State tax except in exemptions
and rates. The county tax was to be administeredt as part of tile State tax.
Rates were to be set according to relief noels (but not to exceed the State
rates) by the levy court of New ('astile County, while exemllptos were fixed it
$100 for (lependents, $1,000 for married persons or heads of families, an nothing
for single persons. Fortunately for those who would evaluate the Delaware
experience in small-income taxation, the levy court chose for the incomo year
1934 to Impose rates Ilentical to those of the State, thus permitting Isolation
of the effects of the drastically reduced exemptions.

New Castle County, which includes the city of Wilmington, regularly produces
over 95 percent of tle I Delaware State Income-tax revenue, the other two counties
eontributig less than 5 lereent. In other words, although the Delaware low-
bracket tax experiment was limited to one of Its three counties, that county
contains the great bulk of the State tax base. Of the vensus-estimated Delaware
Ilulation of 2511,0M) In 1)36, approximately 170,000 resided in New Castle
County.

The New Castle County tax on 1934 Incomes produced a total revenue of
$900,782, while tile Delaware State tax at Identleial rates but higher exemptions
produced only $770,1K1 In New Castle County for the same x period " The incre-
mental revenue realized from the lowered exemptions (Yro, $1,000, nnd $100)
thus amounted to $180,884, or 23.2 percent more than the amount realied in this
county by the State under its exemptlons of $1,000, $2,000, and $200. This
Increase was aclleved in spite of the very heavy mneentration of Delaware
taxable income fi the npper brackets, and henco in the hands of relatively few
Individuals.

Given the same total Income, a lowering of exemptions clearly brings far thore
Income Into the tax base If Ile income is concealerated In the low rather than In
the high brackets.' On 1935 Incomes, at rates reduced to one-fourth, one-half,
antid three-fourths of 1 percent, resxetively, on the three Income brackets, tile
New Castle County tax produced $245,t.1.

The Delaware experience also yiels some approximate cost figures. A separate
county exlense fund wits set up to fimance the New Castle County tax. Costs
were allocated to this fund, apparently oi the basis of the increment that could
be attriluted to the addition of the county tax. The figure thus arrived at wr.s
$21,070 for the flcal year ended October 31, 1935.' 1Kxpressed as a per,,jmtage
of the total revenue realized on 1934 Incomes under the county Income tax, this
Is a cost of administration of but 2.3 percent. This cannot properly be accepted
as the cost of applying the tax to low incomes, however, since less than one-flfth
of the total yiold came front the decrease in exemptions. But even If the entire
cost of the New Castle County tax Is aliouated solely to the revenue Increment
realized by the $1,000 reduction i it personal exemptions, the percentage cost of
collections Is shown to be only 12 percent. It Is safe to assume that at least $5,000
(and probably much more) of tile $21,670 woulh have been expended for adminils-
tratlon of the separate county tax even without any decrease In exemptions below
the State levels. It is safe to conclude, therefore, that in spite of the low rates of
only 1, 2, and 3 percent, the cost of applying the tax to married persons' Incomes
between $1,000 and $2,000, and to single persons' Incomes between zero and $1,000
was less than 10 percent.

The question of administrative feasibility Is not wholly answered by a revenue
and cost analysis. Some of the other facts of administration must be examined.
What special administrative resources were available? A very Important factor
in the background of the low-bracket comity tax was the existence of almost
universal filing prior to Its enactment, This assured very substantial filing tinder
tle lowered exemptions, although It did not, of course, guarantee proper re-

I These and subsequent Delaware figures Are taken front the 1930 report of the Delaware
tux colinlssloner.

iThus $728 823 of the total Delaware Income tax of $-Q63,175 on 19:35 incomes was riih
hr 727 indivhlunls with net incomes above $10,000. These 727 persons reported al'out
$R.000 f the totil $I55,500.000 of Delaware taxable income. Ift the $28.000.000 hid
been distributed aiong ea 20 000 iersoisM with aln average Inlcoi of $1.400, the Iro
duietlili' of tile reduictilon i' exetilions would have teen greatly Increaset'd.

'The overnil costs of tlie Delaware Tax Conmmissioner's ofite increased about $37,000
from 19:1 to 19.5, but since omp $15,000 of this Increase can reasonably be attributed
to other causes--unrelated Jlflation and assumption of the collection of license aind death
taxes--time figure of abolt $22,000 for the New Castle County tax seeing reasonable. Time
19-.10) cost of admninstering the tax on 1935 Inomes rOsp to aloit $30,000, lint Is not tisoil
for purposes of the comimarative analysis beo, since the county rates had by then been
reduced below the State rates.
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porting of income. To complete its far as possible both taxpayer and income
coverage, two chief devices were used. The first was a broadened requirement
for relortlng of Incomes at source; information.at.surce blanks had to be made
out and filed by the players for all lmymeInts of Income amounting to $100 or more.
Second, a door-to-door canvaiss of most of New Castle County was conducted dur-
Ing tie 2-year life of the county tax. A substantial minimum of compliance was
assured by these measures.

Delaware tax officials feel that their experience proved the feasibility of
taxing lower-bracket tllcolnei-though not as low ats the zero exemption for
single person forced them to go-under the conditions existing in Delaware.
As one official put it:

"Our 1P3-35 exlrerlence with the New Castle County tax proves that thero
Is a trememlous revenue resource (town ix tlhe lower brackets. But you
have to be careful not to go too low. Most of our trouble was with incomtns
under $500 many of the reciienls of which were living on tile very relief funds
that the tax was supposed to supply. Naturally, there vere cases where we
couldn't collect at all. And we aippliedl collection by suit only to tax liabilities
of $3 or more. Exelpihotlls of $00 for single persons and $1,000 for married
liersois are rtKk bottom with present methods of Income-tax collection." I

There is little question abut tile success of Delaware's experiment lit taxing
sniatll Incomes. revenues, costs, atd Oltlions of the administrators who handled
the tlax all substantiate tih position that "it van Ibe one." Delaware Tax Com.
missioner .hines P. Trus sumlmarlzed the experience il these terms:

"We feel that we were able to give New Castle County good administration
lit clllllllll tost. We geared our ollhe id ftleli work to get tile great bulk
of tilt, tax, even iII tilt low brackets, and we lilmlttl evasion largely to single
Indlividluals with Ine.olis less than $500 or $100. If we had had longer than
2 years of tile coulliy tax, wNe couhl have assured even better complIaoce. In
view of our Delaware experience, I believe that exemltions of $500 and
$1 ,)N), or. surely, exemlpihons of S010 and $1,2W, can lie applied If It is conishhred
gooid Ilscal policy to eilmet tiltil."

U1tah

Tihe llail experience it lower-bra,.ket taxation also dematn1ds close examtnini-
tion. Like Delaware, Mill hal a universal filing relnirtnletlt, hit, unlike J)eln-
ware, Utlh felt obliged, because of administrative dilliculhs, to alimion It tit
103M.' Hlowever, Utlllh li's retailled personal exempthlS of $600, $1,200, and
*4 '0, which amply ( ualify It for ilclts ioll IIl this study. 1i 19-10, 08,655 h1it.
vlluals out of [th s Ilo)pultlo of 550,100 filed returns on 1039 icllOlmes and
pali taxes totaling $7.12,014.' Although Utlth's rattes 11lt0 comparatively I(1w,
ranging from I lircelnt oil net taxable Inicomes ullder $1,000 to 5 li'rcelt oil
iliColles over $.5,t0,, costs of adhnlnistration a1s a Ip l''erllnge of colections have
isi, o held within reasoallhle limits. CoIts as comlnlited iuder Uitih's sound cost
nl( atlon system have average , ap l'oxiimately 5 ircent of collections during
the past 4 years.

Within hounds of rcasoale administrative costs, Utah tax administrators
have sucessfuily nppliel the Inoinle tax Io the broad base created by their low
exemptiong. Universal filing prior to 1030 has been a dlecid advantage as a
prelude to taxilig of smIlIIltOlll', , but the Inteillgenft use of till available re-
sources of information by the Utah tax agency has beeni resapolslilo for tho
n1l1hi11telaice of good Conplianco. To achieve proler coverage, both in tile filing
of retr s atiltlIn the relorting of income, Utah lilts employed a large variety of
informational sources. T'hils, In addition to information returns, Federal Incornoe
tax retirns, Utah hilerliace tax and smales-tax returns, siid property-tax rolls,
tax agents %Ise unemployment compensation records, lists of lhysieilans find
dentists il tile ollce of the State department of registration, inotor-vehiclo
registration tiles, brokers' customer ledgers, real-estate transfer records, atilt
records of such State agencies as the banking, Insurance, and public service

11 Statement made to writer by F, A. flession, Delawate assistant tax commissioner, during
Interview in April 1940.

1Statement made liersonally to writer In April 1040.
8 For a disensolon of the Utah experience with universal filing and an accompanying

fIlIal tee, see Strayer, op. elIt., 131. fea also biennial report, Utah State Tax Commission,
1981-32, 1033-84.

* Biennial report1 Utah State Tax Commission, 1039-40, 50, The tax figure does not
Include some $ 0,00 of deficiencies, penalty, and Interest on prior years' returns.
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c oniissilolls.' * Exieli of these sources yinlds Infornatlon on potential taxpayers
or on certain types or eharacterstics of hiconmes. By diligent exploitation of

'these sources and by a good deal of field work, adequate coverage of both tax-
payors and lIconie has ben achieved, despite low exemptions.

in a)plyilg taxes to the lowcr-incoie brackets, tax ndministratloit prctaiti-
11lly have more difileulty iI gaining compliance fialonig farmers, small business
imen, and profes.lomil groul, than aniong wage earners whose income call be
chekedti at Its source. Il view of this presupl)tion, the results of two Utah
surveys to determine tleltiqueney among farmers find profeslontil groups are
particularly Interesting:

"In 19I8 one man sent 6 months' time in making a check oix the Income of
all the farmers in one county. 0 * * By securing information concerning pay-

lienlts inude to these farxexers for their vaarlous faria products front elevators, flour
mills, feed stores, dairies, caxnneries, packing houses, wool buyers, ad others who
buy from farmers, we were able to obtain ni accurate indication of each hil.
vilual's farn Incone. The reult. of this check conclusively Indicated that the
farixiers not oiny filed their returns when iu return was due, but that they also
included in Ith lr returns tieu! st1tall Items of Incote which Itight easily hmve ben
overlooked. The inoitt of tax a sessed its it result of the survey was till.

"In 119 a simlhar check was made of the professional groups, Itihluiding
llysiehiltls, dentists, eigiieers, and at torneys. The entire file of licenses grslnted

by thP State deifartment of registraithbi was obtiilied, and with this tile a careful
chetck was tate. It wius delerailied that few persons failing In these groups ald
having filly lissslie tax liability h1ad failed to file it return., ""

'li( writer does not %visit to suggest that conitlitice is everywhere its good eit
idleated by tho.,so Utah surveys. In fNtet, tilt- very experienue that lpromiipted the

llith surveys, mia;aly, tin ()regolt Stite, Itote tix "deliliquetney drive," which
lixelldl proIs'rty rolls, records of buyers of fart inm(luets;, and other local soureei',

revealol cmitideialle iolticomaplixtitee inimlg farmers lmlid S11mall IlilKIIteSs.ie0, and
netted a hlii Isolte tax yield. Aid nidouillhtedly, States whh halfive not been Rul1-
tiently progressive it Ixtx mdinist ration to uuderike such surveys is these
1111d to exploit the av ailable FolnrcesN of information itre mt eehlevlig Compliance
(oinitielistrahte witl thai In Utah. Whirl tite iT iii itd Oregomi exirienes do
suggest iS thati there are nxethods of dmlnistrt lion and source's of information
the proper tse (tf which (,ill it least assure adequate coverage of the "dlticult"
occuiptllolli grotli, . P., of farmers, profeslomial men, and ,inall bausltessmien.

14 i additional device utilized by (thill Ilk applyfiig its tax to sNiail i ncomnes
Is worthy of brief mention. On the theory that there tre many Individuals
who are Ignorant of fillng requirements, or are unwilling, or, lit a sense. unable
to fill out it comilicated Income-tax retinet, hut who tire willing and able to
answer specific questions, the Utah 'Tx Commission has devlIoped ial Income-
tax questionnaire. "The questhionairo is so drawn as to make ilkssiblo the
determination of the taxpayer's liahllity for payment of mu tax is veil as his
liability for tiling a return. It is accepted ii lieu of a return where no tax
liability is ixidleaifed."' These questhuilres itre encloted with the Initial
return selit to eich itentil! taxpayer, who Is thus given the alterniative of ii-
forming tile comtision litim simple manner of his Iconce and exemption slatus.
Utii officials fire convInced that improved comiipitnce in the lower Income
brackets has resulted front time use of this simple device.

On the experience of tie Utah Tax Contisslon In taxing small Inrmx'nes, Its
chief auditor, W. W. Datsle, comments as follows:

"O)ur opInlto Is tiat Utah's low exemptions tire reasonable, both tdmitils-
tratvely nid fiscally. Th difficulties of go~ng (town to $() aind $1,20)0 tire not
lit ill prohibitive, anid the work li our delinquent section combined with the
inolentdeit cheeks we take Inlletes that adehlialote coniihlnee h1a4 beeI

"(it here, we have to get into the lower brackets to get revenue, and to
Itinko the itcone tax JustIflalle front the standpoint of admitilstralive cost. Our
larger coverage meant it lower cost per return, since the variable cost per return
does not irease as fast as the fixed cost per return decreases. We have to go
Ihto the lower brackets to Justify the cost of colletIon of our revenues.""

10 Some of these oiirces are dliseissed by W. W. Danlels, chief andittor, 'teah State Tax
C'omaau tlmon, In i'roceedling of the 108 conference , Natlonnl Assolation of Tax Adtilids-
trators. .11 It,

11 Illeinlal rlrt, Matl State Tax ('omailnson, 1039- 40, 55.
11 1hid.

M Salemmit made It conversation with writer, July 1940.
11119"l- 4 I1-12"
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Other States

Trhe Delaware and Utah experiences Ii administering low-bracket Income tax)A
are more Informative and instructive than those of any other State. Noverthe-
less, the experiences of several other States bear on the problem, and should not
be ignored.

Visconsln.-Wlsconsin has for a number of years had exemptions In the form
of tax credits. In terms of their Income equivalents li the lowest rate bracket,
tlee credits amount to exemptions of $800 for single persons, $1,000 for married
persons, and $400 for dependents. With rates ranging from 1.0 percent to ap-
proximately 12.2 percent (Including surtaxes), Wisconsin's Individual incone tax
produced $8 52,000 In the fiscal year 1040; " Its 1940 population numbers some
3,128,000.

The feasibility of administering Income taxes on the rather small Incomes
reached by the Wisconsin law hag never been seriously questioned by its admin-
istralors. fly Judicious lise of available Information sources, by careful office
and field auditing, and by development of nil annual filing volime of over 600,000
returns through widespread application of the unusual discretionary power to re-
quire returns revmrdloss of the sIlze of net Income, very good income and tax-
payer coverage has been achieved. In fact, field Investigation of State Income
tax administration reveals none superior to that of Wisconsin. Hence, Its ex-
plerlnco Is of particular lnterwt.

An e tlnuite of potentially taxable laconic which Is escaping the Income tax
dra--iet l4 heon mnade for Wisconsin. Over a million Wisconsin returns for the
I)erlod 1929-36 have been examined and tabulated In the course of an exhiu-
tive statlsti'al strvev. For purpoRes of evaluating tile resulting Income data,
the director of tile Wisconsin laconic study, Frank A. anna, lha estimated the
probable underrelotilng during the Ilcome year 1930. On flit, basIs of experi-
ence with the ret urns, coildhimed with evidence from office and field auditing ac-
tivities of the Wisconsin Income tax agency, he states :

"It wonld he hard to conchuld that those filing returns In 1930 ree,lved more
than $40,000,000 In addition to the reported $810.000,000 total Incone." '

Tlus it appears fiat despite Its comparatively low exemiitions, Wisconsin's
Income tax Is probably not missing more than 5 percent of total Income. Thi)j
underreporting i4 occasioned Ii part by taxpayer Ignorance, In part hy failure
to remember snaill Items of lIonie, and only in Ninall part by successful deliberate
evasion.

Of the feasibility of applying an Income tax to lower-bracket Incomes, A. H1.
Wegner, director of the inconne, Inheritance, and gift tax division of the Wiseonsin
Tax Deprtment, says:

"Administratively, It's qulte possible to aclieve reasonably full reporting down
to Income levels of maybe $500 and $1000. We certainly have had no great dill-
culty with our present exemptions of $,"g) and $1 000. But there is the question
Of cost In the lower-Income levels. Yon can't really process a return thoroughly
for ler than a dollar or two. So, even though you find the Income, It may be
tot) costly to get the tax tlie on It. If you establish a mlnmuul tax of a dollar
or two, you could go down time income scale a long way without getting prohibitive
admitistrative costs." "
lmca snd ,R'onth , lkota.--The.e two States originally had exemiptions (in the

fori of tax credits) anmonting to $000 for Individuals and $1,100 for married
persons. While South Dakota has retained these exemptions, Iowa has raised
Its tax credits to the income equivalent of $1,000 and $1,300. Iowa's change was
moade at least In part for administrative reasons, and constitutes a coluter to
the experiences of Dehlware, Utah, and Wisconsin. Soth Dakota, while ex-
periencing stone difficulty in applying the low-income tax to) farmers and snall
businessmen, has nevert leless fouind It advisable to retain these low exempt ions.
An Interesting and unique feature formerly operative In the Iown law and tll
operative In the South Dakota law Is the provilon for a deduction of 10 lwrent
of grors Income (or a nmiximnin of $10) for a single, $11(0 for a married, Inidl-
vldial) In lieu of all other deductions from Income. Tax officials report that
between one-half and two-thirds of all South Dakota Income taxmyers uFe this
"in Ilen" deduction, and that tIle reveme loss Is more than cMfset by tlhe si wal,

iIhllureau of the census, U, R. Dep crtment of Commerce, State Tax Collection": 1040
(State and Local Government SpeeIM Study No. 10), Marel 20, 1941, 20-21.

U From renort prepared for presentation to the Conference on Research In National
Income and Wealth, New York. May 1041.

It Statement made to writer during Interview in April 1941,
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In administrative cost and time through elimination of the nec lty of verifying
myriad (le(iuction iterns.

North Dakota.-The North Dakota personal exemption foi single indivIduals,
500, is the lowest In the country, while the exemption for married lwromns,
1,500, shares the distinction Mih four other States of being the third lowest.

In terms of yield, no State with a general iconme tax ranks lower then North
Dakota, which received but $58),0W0 from Its Individual andi corporate Income
times comtbined inl tits fiscal year 1010." Considerable difficltly lus litell l-
Countered fit applying tile low exenilitihons to farmers, although admnitlsrative
officials feel that the level of exenmptions Is, fit general, not unreasonable, Ilow-

ever, the State Itself Is a rather barren Income field, and slite, In addition, Its
Income-tax adnlnIstratlon Is not adequately finaicel and staffed, Its vxperlence
In taxing small incotnes eamnot be cotedtl an evidence either for or fgailnst
the admlnlstrablty of a lower-bracket Income tax.

Idaho and KNtmms-.-ldato, with exemptions of $700 and $1,500, aul lamms.
with $7110 find $1,500, both feel that their Income taxes art, capable of appli-
Catlon without utlide difficulty rXel-pt InI refert'luce to form IIconil, *. Katu..s.is lots
utilized a widespread pudlielly aind taxpayer education campaign ito proitmote
good compliance, and Its tiling figures (see lble Ii Indlicate that It i has lltlned
ia A-ery sallbtntllil taxpliyer Coverage. Atn lt lt01) lilmp hIm i b 01,llnlh tIo ei.oulragell
farmers to keep better accounts, amid, In lile face of oveilomml refuhal to
institute sonic type of aecolluting system upon split lle request, form deductlhus
wilch could! not be sulstantlated were dlIsailowed. hIdho lias given more
attention to taxptiyer coverage work as emnlpired with anuditlug Oait mtiucl
States. Various local otld State records tlire extensively utilIzv(d to Intrea -
complltnce in the lower brackets.

Or¢cpoa.--With exemptions of I800 and $1,500, Oregon also falls Inti tie
eliss of ,S3n tem Ittxlig Smll InteOlle.q. .oI'r 'tVI. It lii 4fll lilt i tigl eslih eI uuI
surtax which brings In manly additional returns, a conshleraide perc'tetage of
which report only simnall amounts of Iticoni. Oregon has experhneid no dis.
proportlotitte dilficultlem in itlminlsterlig Its tax and thas found (set4 the dis.
eutsson of Utah, above) that Iroper use of nvalhnble Informatlio resources calm
assure adequate coimplilance throughout the entire taxable Income scale.

General disrussion, aid 'ouclhlsion

What andmlnlstratlve measures arek desnblmth tts part of a program of taxing
small Ineolnmes? What limits do adinitlmtrative factors set on hit' downward
extiolnslon of Income taxes? What conclusions relating to the admilnlnsrative
applicabllily of lower-brneket hiconme taxes, particularly as a FederaI mi'nsure,
itny lie drawn from the Stiate exlprievees Just reviewed?

.lttailing taxpialfer covercage--The first task of an agency charged will) the
administration of a tax oil small Ineomes i to Imld tip Its "ta clientele." Those
who are, or may bweroe, liable for taxeq nmust be, either Indlced or forced to
file income-tax rettiri. Not nitil the filing habit has been establlllmed among
those lit the Iower-limconie levels cali administration achieve real success. F'or
until substantially all potential taxpayers are regularly filing returns, admin-
IstratIve effort will be diverted from the essential taks of dis vering and
checking incomes, and of collecting taxes tht have bion llssewqeI. State expert-
ence suggests (1) that techniques for the attainment of an adequate tiling vol-
ume are available, and (2) that tIme emtabllslnhent of a broad base of taxpayer
filing Is good limnuranee for the mcess of low-bracket taxittlon.

Publicity Is it primary technique of stimulating taxjpyer filing. ]1adlo talks,
press relenses, public notlees, tme condutltig of tax forums throughout the
State, and adninlstrative a-vslstnlute to tixpyers dtrlng the filing period ill
contrllute to tmpayer readiness to file. Kansas has used thsl general approach
to very good advantage.

Admintlratlive Imwer to request returns either under a universal filing re-
quirentent such na that of Delaware or tmider a discretionary provision like Wis.
consin's enables tax ngencles to achieve wide coverage. Most States are ro-
stricted to requesting returns only of those whom they believe to have a net
Income above exemptions; In a selne, this places the burden of Iroof neon
the State rather than on the taxpmyer and hampers the State In attaining broad
coverage among the margial imlome reelplents, who are sometimes In, some-
tines out, of the :Axable-lncome rnnge. It Is particularly Important to the sue-

i Census Boreau, State Tax Collections, 20-21.
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ctss of a smaalli-ieoaes tax that steady filling be maintained uniong this mar-
glnal group. To that end, It seelas desirable to equip hicome-tax ugentles wltb
broad powers to rluest returns, either by direct grant of discretionory power-
as in Wiscons1i-or by low-gross-Itcome filing retluirements-us in the 'ederal
law.

Publicity and power to repl iro filing of returns are important ilnistratlve
weolsuis uit the administriilon inust know whoin to ask for returts A mall-
Ing list call be built uli bv explolting the various private ai gov(-rillentall sources
referred to by Mlah, for example, and by intelligent me of city direc-torles, clausi-
fled tszetlous of telephone dlirttories, and tile like. Even a door-to-door canvass
htm Is'en fouid prolltalle by at least 01ie State--)elaware. And, of course,
Information returns from income payers (which are required by ill Income-tax
States) are a ready clue to additional taxpayers. Thie mellios of Improving
illing volumti are legion, but )lie of more special interest il tile taxing of smallil
illcoles, namilliely the ext1-lsive use of a questioniaire, mneritti aitother word.
Other administration might well fellow the lead of Utah 111 lsing tli questionl-
nalre method of eleltitg rettrns from those who are either reluctant or unable
to tackle the more formidable tax return Itself.

T11e contribut ftl of a broad base (of filing to the success of lower bracket income
taixatlolt is attested to by tile exilt-relnces of )eliware, Utah, and Wisconsin.
The previous establishment of the tiling imlI[lt ol it iroad, if trot itztlversal, 1se,
greatly facilitated the su.cesfill a pplitatioi of In1colie taxes to Stlltill lini lilies Ilk
these Stales. Anti the greatly hiroudtened FI eeral fling reqittlrenients will have
a similar preparatory effect. (livei Iroper enforcement, tillig requirenltits
based o11 gross ileolte of $2,M) if married, idl $500 if single, extend the filing
h1t11 to hundreds of thoulsands of Ietsotim whose elt-t icontes fall lwow thise
Ievi-is, a1(1 who will become taxable (nily by futlher decreases in exemaptiont (or
increases il i-im(-Oe).

The disn-orrlCl (spid reri'felvtIoa t of Iltcotni.-i)lscovei'hlg 1111 verifying Income
Is the second task of administration. Widespread ling is, of course, a guaranty
of 11 substaltllal nitlhnuni of Income reporting. hlut to check accuracy of report-
iitg and to Insure the Inchision of taxable income, a wide variety of Inforitlotl
sources mustlit utilized. Some td'ialtion of their nature call lie gained from

tah's experience. generallyy, ill itidton to inforntth(1 returns, the records of
other tax agetcleg4 of Shtte regulhitory bodies, or local ltropert, ,ax admlnistra-
tions, of local real-estate deed and transfer offices, of stockbrokers, of banks, and
of buyers of farni lrKIllcts will yield vialtble Iuonle data. The lower the
exemptions, thie i1ore wldes)read and inteltivve lust be the exilloltatloni of these
formation sources. The coltsensis of administrators ii tile States reviewed

Is that hicome ('ti i ws(ertailled-and rather aecllitrtely-eveln i very low
brackets, but that certain ditticulties arise lit the farmer, small business, 1and
)rofessioltl group1, adttl that the percentage cost of attaining Ilco1i1e coverage

mounts raphily whti taxes begin to strike nluoIme stratti below about $1,300 for
nz11rred persons and $700 for single persons.

The absene of Prois'r accounting Is the chief handicap Il the attempt to
ascertain Incolnt of low-Iicotne faruncrs mittd of business and profesional
mte1n. A widlespread frontal attack on the problem of Iprovilg accounting
prothdures has not yet b4cll made, and there Is a real q11estion whether Income-
tax nmnistrttons should lie charged with this task. But It 1uay Ibolme a
necessity Ii downward extension of inconle taxes lilcolne-tux peinaltis-i-eltler

direct or through the disllowaluce of unsulstantliated dedlctlolts--niay I,
lilt- only 1iean1 of fi.rciug collpllt1c, with accounting requremcnts. Ill edut-
ating the farmer grour to keep books prolperly, the aId of the I)epmrtment of

Agriculture and Its falr-flung, decentr'alized services 111ul Irsonmil (e. g-, the
(i',ity agents) might well bit entisted. And, till the i1ss111ptioll that Ilxost smll
hiul111,snlet1 can lprodlutt at least a gross-reeipts figure, the lise of atlldard
Iatios of gross to net to deterilnluleincome il the absence of adequate books
might be a real slluulant to Improveti accontig.

To eliminate in large part tho nain problem of veriflcation in tile bulk of
small Ineome rlllturns, tUimely, the checking of deductions, allwal1ce of some-
tlhing similar to the 10 iltrectt "it liin1" deduclo1 utIlized at present oly
by South Dakota should be serlollsly conshler i. It contributes to east of bolth
adrtllistratioll n1d clpnlllnce, 1i11 ittight be mt 111) oil it basis which would
contribute to equity. That Is, If the iwrcelitage deductoln were set lp &o as
to dlinhlltilh with al Increase il 1iotltie, the existeute tf greatlfr prolpr-
iloate oec1p1atiollil expenses lit the lower-Income groups Ilght thus be rtecog-
ilzed iilder the Ilolne tax.
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Tax collect loin.-,ve; with a proper determinatihln of taxable income, there
reunaltis the problem of collect )fifty of tile tax. Inthe very low brackets,
this Is a real problem, since ability to pay taxes cannot be held In abeyance.
Jaconle ifs spent almost as quickly on It is received, and accumulation of a tax
hurden for lump.stui payment, however small, may work a hirdphilp. All
States taxing it the lower brackets have had to face this dilemina In many
itstntces: 'Tlit(, Incoeii' hind been re.eive(l and ve-rified, hut the ability to pay
IIxe(, of) It had lisaipeared 1y (ht time tilt, tax was dIute. .%ill whtre very
small amounts are involved, willingness to pay is almost a prereqilsite of any
tax receipt at all, since the ,ost of suing for the tax Is greater than the tax
itself. Both (orrespondence amnl field delinquency work so planned as to pro-
vi' a sufl(ielent dMhNIsiy of cases in a given area call, however, stimulate
"%oluntary" payments tit a reasonable cost. To strike tit the roots of the probe.
let, It inay be ntece.ssary to provide Iltealns of lmYa3nit willie tite Income Is beIllng
received. (olhction fit source is thime inho(, while anii hier, which tony be
considered either as ln alternative or its it supplement to deduction tit source,
is the staip pnyeiilt plan. Under the latter the taxplay' wolild on his own
hitiative pircthase stanips in small aimoi ts diiiing the year and pay ils tax
wlith niititilated stamps at the tiltme of filing his return.

Costs of fdfit)isItr ilI.-('1tR of colleeltng taxes tilnd proet'ssintg retiirns
tire a prima ry prolien in tixintg siliall itoli'ts. letieill of the olceltt L tio
of i tcoties li the Itlower brackets, tle number of maii rgital ret lris, i. e., tho4,
ti, "ich little or no tax Is reali'.ed, I(reass'5 iore Mhailt prilportiontiely to a
decrease in exemptions. Those costs which delpentd directly oil tit nlber of
returnI handled this Increase without a cotmensurate l increase in revenue.
Three points arise iti this cotietion. First, the margitial cost of titdlit it
rrI I'l-h-eyOlt a IIivolulme of relsoilale magniu-de-Is nlot very great. S'..
orid, marginal returns which are relatively or absolutely unprolabh, exist at
every exemption level ; and, while the reduction of exemptiotis Increases the
tumtube of imarginal returns, It very irohably (leerease'4 the per.retirn (ost tit
the tirgit, while convertig fori, fly marginal and subinrginal retinis ito
stipraniarginal returns. Third, the problem is liot really wholly one of ex.
etnptions, but one of rates as well. For If the Initial rate or iliiing fee or set
nhtnluita ttx is high enough, the cost of processing the small'incotne return
an be covered. This Is not intended nls a suggestion for etetilntlt of it
ilIng fe, since lit least two--those of Montalta and Utah-fell hy the wayside
be.aIlse of the dlifltilty of tntinilstratlo. hut ill three iltits are Itiade
with time inttntilon of throwing Into relief the problem of the administrativ,
cost of broadening the incoute.tax hase.

(Ienwral conclusioas.-Thie signiificance of State experiences in taxig small
ineomes 1.is briefly this: (liven good admtinist ration, ldequately supported, the
ileooie tax call suiessulilly reach into very low income strata. Among the
ltatesq taxing small incomes, those with hilgh-grade adtinhtilstration unlifumly

coticluide( that lowi'rI)ratikot tnxatloli Is feasible at reasonable cost, allhoiilh
best with dlifluiltie., Thi. conclusion was reached evel tholigh liillW of tile

-ivithefli p he possible ex('ptiotI of 1chawarte--Is i particiitirly ferille lit-
coine field to break with the lowlhrao'ket tax ptlow. The Industrializd Stites,
a large proportion of Whose income reelplents are covered uider information.
at-soirce provisions, are a much more ferIlle fleld; territorial density and
inforniation-ti..source coverage greatly facilitate the applilcationi of ti low.

bracket income tax.
What lessons capable of Federal applications may be gained from the State

experiences in taxing small incomes? First, it appears administratively feasible
to lower Federal exemptions still further. The lower limits cannot be cate-
gorically set, since much will depend on the staff which administers tie tax
and on the methods of collection aid checking employed. But If the States
reviewed can or could successfully apply exemptions of $000 and $1,200 or even
$Z0 and $1,000, the Federal Government should be able to dip at least that
low. For Federal administration has both Jurisdictional and stnff superiority
over State administrations, and deals with a more fertile field, on the average,
than do the States now taxing low-bracket incomes. Second, If the F'ederal
Government goes Into lower Income strata, It must further decentralize its
checking and compliance activities, and must utilize many local and State
sources of Information. Third, an attack on the problem of accounting pro.
edures or faner, small business, and professional groups should probably be

a part of the low-income tax campaign. Fourth, to reduce costs of collection,
to Increase the ease of payment, and with It the volume of payments, and to
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release odmilnistratIve ftnds and energies for application Il more dililcillt
sectors of lower-bracket tax administration, the devices of (a) collection at
the source on nil typs of Income to which It Is adapted, and (b) prepayment
of taxes on other Incomes through the purchase of stanps, should be carefully
weighned and speedily adopted.

NORTH AMEIRICAN EXPEItENCVS IN COLLETTON AT Ti 1OURCFS.

The experience of four North American Jurisdictions" now applying collec-
tion it source to varying portions of their tax bases offer valuable evidence
both oil the eflhvacy of this i ehme of colleeling taxes and on the meelanies
of Its operation. Each utilizes tie device In a manner differing from tie
others, and each Involves a different degree of employer participation Ii adIinII.
Istration. Each therefore contributes to the experiential background of tile
problem.

I'lIiladtelhlit's tax rohably Collt riblt es least, sinte it Is at gross Inconlt, tax
and dov4 t iot, tlhwrefo)re, Inavlve the (ruclnl problvin of aijistling fill- personal
status. New York appl ies Its wilhplohliig-a f-:Oiiret IrovishoniiS oa1% to (Op.
lareitly) taxable ntonreshlent wnge earners Il tile State, hat since these number
75.0M, the New York exlberlihnce Is (in It stifl1ent F-a le to intirIt elose attention.
JiritIsh Colimbla's system is oitstiillli)g it the hig lh ofi II operatiot (s nCe
11)31), In the laprortion of total IndivIdlhal in-at' tix colltcted by deduct1(o3 fit
soureO (over one-half), and Iin (li- success It hs ti(l evt'ul, If wIts lit Itiast par-
tinily the forerunner of the Joinlnlon-widlo cllecth(t-at-soure system applied
for tile first tme lin 1010. Tlt Donlnioni system Is sigltnliilnt not oiliy bteluise
of Itls wide territorial ctlvetljge. bit also because of its broad inconli ctverlige;
whereas tie other three systems apply only to wages find salarles. lwe D Inlon
system applies to corporate dividends and Interest on registered seciurItie. as
well.

Phlladclp eia

fi Decemer 1P39 the Philadelphia City Council passed an ordinance providing
for a tax of 1 % percent on gross wage Income and net business and professional
profits earned In Phii'adelphla, whether by residents or by nonresilentsY,' It was-
realized that the tax would be both diltilcult and costly to collect directly from
employees. partleilarly front nonresidents, and a collecthlonat-siirce scheme
was th before adopted. Sone of its features are worthy of attention here.

The employer's only obllgithiois are to (kh.,uct a lint 1II? percent of the Corn-
insationi paid all emilloyees at the tine of payment, to remit the Idducted sums
once monthly, ti(] to subitilt each quarter n list of employees nid tile amount of
tax withhel from each. One or two Items are Interesting In this connection.
The monthly returit is it uilnintry form iade out ili dulplicate by the employer
and stating only the total nnber of taxable employees, their net earnings (com-
iensitioln pald to nonreslilents for services outsild Pliittle!lhla Is not taxable),
aind the tax wlthihtld. If tile employer desires a receipt, fits uist send th, dupli-
cuta along with tile original ini enclose return pIostage. The quarterly return of
lax withlleld lists employees' lnaies, Hocial Security account nunlhtrs, addresses,
ompensition, and, if the employee has etitered or left timt, firm during the quarter,
tile dates of accession and separation. After the first mouth, addresses need be
reported only for those employees whose addresses have changed and for those
who hlave newly entered the employer's employ.

Employees nre required to filo returns under certain circumstances. No
return Is required If "* * * tie entire earnings for tile year are pail by
one and the same employer and tile * * * tax has * * * been with.
held. 0 * $."" Tie deputy receiver of Income taxes estimated In 1040 that
this would exempt approximately three-fourth", of all wage earners from the
tiling of Idilvidual returns. Those who are In the employ of more than on
employer, or who are employed by nonresident employers, or by the State or
F-deral Government, or for whom the employer has not deducted the tax at

MCollection at source Li also variously referred to as Indirect collection, withholding,
ston'ge. dedtlction, or taxation at soilrce.1In addition to the 4 systems dlecussed here, the Province of Manitoba has a syatem
for deduction of taxes at souree on waves.a(Ifty of Philadelphia, Income Tax Ordinance. approved Deember 18. 1039. see also
Philadelphia Income Tax Regulations, Issued by the receiver of taxes pursuant to terms of
the-ordinance.

Philadelphia Income Tax Regulations, art. 111.
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source, JIuSt i ti an annual return by March 15 of the year following the year
of recellit of income. Thile taxpayer may pay the full lax it that lite, or in
four quarterly lJstallhiveits ltib tifinhg w it the (late of tiling, or lie may elect
to puy his tax monthly In advance under a sp)cIl provision. This provision
for current paynlit of taxes even though not collected at source Is of soma
interest. A farm hus been provided for applications for permission to pay the
city Inoient tax monthly iii advance. Upon receipt of this forii, ti'e tax
agency seuds out mlnlithly fornims, abbreviated ilix returns, which tiie taxpayer
turns with ils teinilttuince. At the end of the year, lin makes out his regular
mintil ietleir, but clalis credit for tie advance payniiltts. Evidently, ninny
employees art! using this iethlod of paying their taxes at the time they eain
tit, iltoie.' Both employers aind eniployevs aite fully liable for l)aylinelt of
taxes which are hubjeet to withholding at source.u

Home 42,000 empljloyers' oliOiiiitH repicseth)g it million wage earners were
already set up by April 1)10. Iteasonlibly good conlhlianee, (loetilie uiftavor.
able publicity atid coiislderable, oIposition t) tile lax, was apparently beliig
rtiillzed. As out' lox offlehil put It, "My persolal feelig Is that we tire getting
titlet coperatlon oIl the iart of most employers, and even Ili those cavts where
they refuse lo withhold tie tax, we hiave recturst to the eniployee."" Adlmn.
Isti'al;%O prolenis, tire, of (Otlr's, lit i hiiltiliii uiler this systeli. No aI.
JuStltlitl to p*r8siiaI Stltl IS i4 necessary, other Own waget iionie ( except
lit1llilteS piolits) IH slot hallxilble, aiol lit dtlit s need be allowed or verilled.
Tht maln problem 1 to ste that 52 weeks sire accounttd for i the cias of
each enlph)yee, by either tlie employer or employee. Other (hal that, the
problem I mainly one of getting employers to comply regaihrly and of col-
leeling the tax. Thire Is little (oubt that clleelolm tit HluruCe lis ualiniiized
both evasion autl costs of administration and compliance.

New York

Tie use of the wIlliholding device on the nearly 7500)0 eligible nonresident
wagt earirs Ii tihe State of New York is it clsiderably more instructive
experience than that of Philadelphia, despite the lesser volume. For the taix
Involved Is a net Incolme tax, and adjustments for pe'rsoaml status, for deductlon,
and for Items of Incone other than those taxed at source raise added aadmnils-
:ratlve and conipllalice prohlens. The systeni employed for the handling of
tlesO problems coitais elements (hat inlglht be desirable lii iany sehelleo for
llipplcatlhln of collection at source to Incoles taxable under at let Income tax.
Substantial duties are Inlmed on employers In adjusting for the personal
status of the employee.

lrielly, the system operates as follows: (1) Epll)loyees are required to file
with their employers either (a) a certllicate of resildeice In New York (Fort
101), thus absolvllig the eniployer from further duties, or (b) it certificate
of niollresthhcnte antd cliliii for perisoiial exelpillon (VFomit 102). (2) Form 102
Is a small card which serves the dual purpose of being the employee's certificate
its well as tie eniployer't report to tile tax commission of tax withheld at
source for that employee. The employer fills out his Oide of lie card, showing
the total taxable Incolme, lie personal exemptlon deducted therefrom, the tax
withheld after application of theu New York rates to lie remailntler, aid the
names and adlre tes of both enlployce and employer. If the employee Is ai
nonresident, hut fMlls to file Forn 102 with the employer, the employer must
withhold lax oni all llyients libove the exenptlon for it single person), viz,
$1,000, anit fill out hIs side of Forin 102 for stimlssloi to tle tax agety.
t3) On or before February 15, the employer submllts to the tax comiinisslon
(a) all the Forms 102, (b) the tax withheld, and (0) Form 103 stunuuarizlng
lFornis 102 sall listing each of the eliaployes tfor whom a arla 10 2 Is Included,
together with the amount of tax withheld. (4) The nonresident employee then
files a regular Income-tax return (Forn .03 for nonresidents) listing additional
Ilicome taxable by New York and allowable deductions from Incomne. From

"Tax offlelals state that letter carriers as a clase are making the most use of this
privilege.

"tThus art. IV-t of the income Tax RegulatlonA provides: veryy employer l'qiulrc4
to deduct and withhold tile income tax at the source Is liable for the payment of such tsx,
while section 4 of the Income Tax Ordinance provide., In part,"* that the fallsno
or omisluon by any employer 0 * .* to make such return and/or pay such tax, shall not
relieve the epl)loyee of responsIbilIty for time payment of uch tttx.'
ft statement to writer by Walter Camenisch, deputy receiver of Income taxes, during

conversation, April 1040.
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the computed tax he dieducts tle tax paid for him at source. If the result Is
a negative item, his return constitutes an automatic claim for refund.

Several points regardilng tile mechnnl,' of the system deserve mention. (1)
While the employer must make adjustment for the pers4,onl status of the ema-
ployee and compute the tax at the rates provided under New York's gratluated
scale, tius performing a substantial task, he "* * * is not obliged to verity
tile nonreshient's claim for personal exemption." 1 (2) '"'Tio responsibility for
payment of the tax requiredI to bW withheld at tile source, Is on the employer.
However, the failure to withhold does not relieve the employee of tile liability
for the payment. In other words, where no payment is miatie either by the
withholding agent or by the nonresident emlloye , we may assests either or
both."" (3) Although it Is assumed that the employer will anticipate the tax
payment by withlholding an amount each month, tle common practice Is to
deduct tile entire aoniat from the Iecember compensation of tile employee.
This facilitates adjustment to the employees' personal stattus, but clearly
negateis one purpose of tie stoi)llge-at-8ource system, ninely, to liquidate the
tax liability regularly as the Income Is being eanild.

As mentloneld before, the magnitudes Involved i the at-source deduction sys.
tem are substantial. For the Income y(.ar 11)30, 0,058 employers' ituinmry Forms
103 were filed, together with 73,8.11 Forms 11)2 Joint vmployer-emIployee cards.
A )proximiately V3.5,000) was collectedt at smrce. Tax otlicials esi imatte that
of time 15 nonresident Income-tax returns (Forms 213) filed, at least 10,000
were filed hy employees calling refunds." No estilmales of tile alnmolunts
refunded are available.

Tile system Is held in high regard by New York adinhilstrittors, who feel
that It greatly slmplifles the I)ro)lPnl of collecting taxes front nonresIdents,
and Improves compliance very conislerably. Relatively few complaints are
heard from employers, who tire now tactintomed to the systo, n, after it numlwr
of years of operation. The New York experience dt4erves close study by those
who would set 1 nti Ildllinlstrative iteleine for tile collection of net Incoimie
taxes at the source."

Briti Colun bit

Tieb Province of British Columbla hits s11 n e arrying out a highly signilleanr
and successful experiment Iin taxing wage Income at source since 1031. This
system difters from tlat of Now York in that the employer Is not reqtllrl to
make tny adjustment to the persomil statis of the employee. but merely deducts
a lint I percent from all wages, salaries, etc. The volume of refunds Is this
much greater, and, Ihi a sense, burdens arc thus shifted front the emnploycrs to
the tax administration.

The mechanics of the system involve a ainbhem of atelS. (1) To initiate
the thldutlion-at-source irotidure, ain Information and instruction sheet Is sent
the employer, stating that on nil earnings of emhpltyetes aniountlg to $iI or
more monthly, $30 or more senl.nionthly, $14 or more weekly, the employer
Is to deduct and remit monthly a tax of 1 Ilwr(eet of the total comlpensatloit
paid. Ills liability for the tax and penalties li case of failure to comply are
also stated. (2) Tile employer files a monthly suinninry (Form 0) of pay rolls
and of the wages subject to tax, and remits with It the ainiunt withheld, but
gives no detail concerning the Individuals for whom tax Is withhehl. (3) '1le
office of the commissioner of Inconme tax sets lip it folder-ledger card for tile
employer, recording thereon lilm monthly payments, tiet( number of employees
covered, etc. (4) Each month, using an addressograph nimiele, the coinmis-
sioner's office sends out (a) a receipt for the previous month's taxes, and (b)
a form for the reporting of the next month's taxes withheld it source. (5) An-
nually the employer files a summary (on Form 57) of his monthly wages paid
to employees," the aunoluit subject to tax withholding, and the aniount with-
held. (0) Accompanying Form 57 are Indivimal Forms 57-1 for each emi-

0 Instruction 0, New York Income Tax Form 103, It 10.
" Mtatenent hi a letter written to the author on April 8, 1911 Iy Hoy It. Palmer, first

assistant director, Incoii-tax btireau of the Now York Sate )elrimnn of Taxation and
Finance.
s- Data furnished by Roy If. Palmer In letters to author written April 8 and April 16 1941.
" A number of other states also provide for withholding at source for nonresident,

hut none approachpt New York In magnitude nor working elclenry.
!Thl flgoure Is liter checked against the total amount deducted for wagee on the em-

ployer's business Income-tax return.
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l)doyte,' litinig (it) 1lilaflume 11114 utldress. (b) wih-ther he IN imrried, sinleit,
willow, or iLdower, (e) time perlood eilpbiytd, (01) hisH fitfl earnliigs, ((I) hel
ttal 1-p-eent. dtleitloiis, mid (f) I'tilitit. of tiae emiploiyer. (7) The euilyce
must, If ho Itas udditontil ltine and may. Iif, he h no otlher Inicomje, file til
indIviduial Income-tax return ( Form WA . lie lIN thereon Is Income, l~ue-
lions, findi exemtitoiis; computes tite tax ; subtriitl (lie tax p~aid for buin t
source; poys additional taix If Ills liablilty Is over $1 ; and i atonuiticaiiy clolim
at reftinl If the resitimig negatlive fi1gure, IN over $1. (8) The idividualfa
Form 57-1 filled out by thteit-iloyer Is niatime with Is return, fimid Idler tils
v-erillfiatloll, refilnui Is allowed ifi ll Cases Where timl! 1ililtit IN tiVer "M.

Th'ie miagnituides Involved4 lit the British Cohtnimit lt-sourtc-ollection system
hiring 1140 mire, us follows: 8'

Numuiepr of employers' annual rt-us ( Forum 5S7) HIMe ----- 1?, 15-I
Numbewr (if eumpjloyees' aunial slips (Form 57-4I ) filed ----- 324, 276
Number oif Inimmvitiumi tax rettrs (Form 7A ) filed ------------ 15,2, 81N)
Nuimiber of refunds paid toi emfployees. -- - - - - 141, 5111
Number of emnhuiiytes iecclvliig refund of (till amount

wltldiold --------------------- --- -----------
Totail tumliiut of itidlivlidiliil Ii-ctiiit- tixu-s littl- ---- $,1,53
Aiiitiuuit oif taix witillivld ait M1ource bsy (ewl11loyei-s-------s' $12, :ua35;
Amount refundehtd to flihy------ - --. - $1, OM~, 5761

litlmi five to thle uperit lio 1111( suiccu5.' of thef sydem, which ltirte.- ii n vell big
of ilieoweu-mix exeutlithinx of $00 for single idividualis, $1,MO for married ls'r-
tsons, tid( $200J for demdtf.theb remarks of ('1. 13. Petersotm. Blrit ish ('olummblia
Commiuissoner of Imicotte 'FTnx, niny Itroitibly Ib' quiltd it leiijth."~

"Althouigh It r the lt~ is h 'ittililm ollc o-tsu syslfeii IIvolves tilte
mikig of ait ege t itimu-i oif rei'tits, It sei-ems Iltill oly luig~l I wet hod of colleetInig
taxes from low-lincoune groimlis. It is nitch e asier to mtiake refunds thmit top try to
collet small 11iii(1ntits lit tbe end of thet year. Prlor ito the adloption of this miethiod
we wrote, off? lilmiredis, yes thoums. k of small a umitits every year biemaue It
would vost iloiv, fin eiforce vollecttionl thn'ml the( amilounlt of tiix Involved. Onice the
-yvl blis N.4'e1t lromight tit at well-estalblIshled rout tile, It Is niot e-Xpeillve, to op.-
era Ie. We liiv- oiily alsoit seen litoihli- wholly id ls'rimiient ly enigagod on
1115 '0 -tetlolir worik. lus fimi 1i-qa imlier for af temporary pteritid of 3 or 4
iflitls following thme filing dmi1te for ret urns. I would note la're that nto 111)111
cami for refiiiii i.s mec-siry; for filing of it return Instires ii refund If one i8
diii--o(f (4mlrsi'. nfo i-em rn, wo rei'fiid.

"A very great lurolsortttih of (tiii, refunds would bte ellminiteli thelt eumployerst
we-re reflile it it, to upily ft'ill, Iiiripriitth exetions ue. A hirgi' uiinfer might also
be eliminated If tile Nsish i-ate or fIncowe tax were wierensed froni I to 2 Itercentt
(th, etiefl-tiot~iit stiure still beItig left tit 1 itercent)-

"It light Ito in1terest lug toi mot'iit Ion thant tilils deditil iiiat souinv is fitr from
being unppiltiri wi i lit tilt iyeIO'41 III MIif, (lctime l ')' liectiumit, iutT,mmicd to It,
tile dt'tlietiuiii is flot Iii i-cd itmi ft( ieii at fit' viidi or tile yemm r Is very jItpiiiar.
We findl theml ve-ry iilpluecia Ilye of getting a few dollar's back, andt they seemi to
forget aiboiut thet larger inmit that ha11 IsI-n i-etaitwd as4 IISSess-ed4 tIiX. lHVCI
those who hatve an anddItIontil foix to pauy ailmrtife time fact thant it l)Iiol of It.
butit-: vsi, litiq h eute Nken (,fire of.$$

It Is appa r-ent flint tilt, Bri tishi (ulnitida mvcimetnini's beeni haulitimi r both with
IIRt adminitators nd with, fio-e for w~hoin taxes arte deduedpi lit source. Al-
bouigh a ilefinliti' iliusat it'ii tof expeiises tit Income-tax amidnIiistritlion IN not

available for BrItIsh ('ohiunhia It seems that costs are eoinimritliely low. Aimd
unimlitineu refunds Noiist ifute "at substatial siun of what one niighmt (-fi1l 'found
Iflney.' 1 " 'This Is 1411d by tirovlnvlal officlialm to more than ii time cost of
adminIsterIng the collectilti-mi -source system.

10These forum aire innde out( In quadruplenat#, on sheeta each containing 9 employee forms.I copy goceq to the eini'ier. I to t1w employee, anid 2 to time ta x agency. 2 sheds are perfe-
rAft-iL 1. ri' not. 1 ech -lt ofhe1 latter goes to the vmploer and to the tax agency as poria-nt-it rei'or(Ia. I purftrnit sheet im re-tain t-i lte ,ia ployr for disltributionm of time
Iniau ital "lips to i-ia1ploy'ctI the other Is fteat to thie tax oSfie, where flue Individual &lit
art% at tac-hed to thi'i'mplo)t-r return."I Miures ftartuuilmh( by Dltih Colunmbia ('olnipmasoner of Income Tax C. Ir. Peterson, In
n letter tb the( auttier written April P. 11141.

* These arte emeerptst from a letter written to the author by Comamissioner Peterson, April
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Tite sysatw has been ain unquestloned suev.ss. However, iII order to synehro-
nize the provincial schee wllth the I)oninlon systems of deductl~in at source re-
cently Initiated, the Domiion ext'ptlltons tad motho(d are being adopted. Owm-
niissio toar Peterson sutiilaltirizes the clainges now iti progress a1s follows:

"Up to the preset tihne no distinctions have been inade between married and
single persons In the tnatter of deductions from wages, the deduction being naade
from everyone receiving wages In excess of tile stated amounts. Tlhe purpose of
this was to save trouble to the employers in applying different exemptions; but of
course It Increased the work of the Department li making a larger number of re-
funds. Now that the exemptions have beien raised, employers will have to be re-
quired to apply the appropriate exemptions. Since the enactment last year of
the national-defense tax by the Dominion Government, employers are required to
apply the appropriate exemptions for the purpose of illat tax, fnd our Iliere aid
exemptions are made to conform thereto.""

Canada

The I)omlnion system to which tile (iotataon above refers was put Into effect
during 1110. It contans many elements whihh are worthy of note, and aidds i
number of features not present i ti(e three systeumn titus far exitutlned. Not
only wages but also dividends oil corporate stock and Interest payinents on reg-
Istered bonds are subject to taxation at source. The tax at source Is palt of a
national-defense tax tit rates of 2 and 3 percent, which Is applicable to total net
come (before deductions of dontilotns iund personal exemptions) of till C(lltidall
residents who have tin Income above $0',10 If single, or $1,2)00 If married. The tax
Is not part of the regular Canadian Income tax assessed on net Incotaes above $750I
and $1,500 at steeply graduated rates, but Is administered in conjunction there-
with.

Tile steps i administration of the colleetlon-at-sourco plhast- of the national-
defense tax to wage earners may be summarized briefly. (1) Married employees
and ePlvoyees with dependents tile N. D. T. Form I In duplicate with their eta-
ployersi. This form e:4tabllshls the tax status of Ihe enlloyee W) far as the
employer Is concerned. (2) For Individuals not tiling Form 1, tlte employer
deducts 2 Ipr(ent of tIte total annual inconC, If tliat It'oni is betweent $600 and
$1,200, aind 3 percent If tlae iIncot exceeds $1,200. For muarled 1lrsotiS the
dleltctiona- lorce Is 2 IMrcent(it of t eal Incoiue, If fhe Income IW abov $1,200.
Adjustments for dependet tire made oit the basis of a reduetliun of -$8 Il tLe
tax at source to Ie allowed at lhe rate of III cents a week, 3 elts m',nil-nionthly,
or 07 cents at month, depending on the paty-roll perlhd. (3) The employer retitis
the witlhheld tax Omce at muanth to the levelver generall of ('anda. Faillure to
reatt lhe tax subjects tlie employer to ftll liability for lt: tax tiad a pentlly
of i4ial atnouut. At the tite of atakliag flrst reinittainee of tax dvhdutted for at
given eiaploye', the elohyer SdlS olle copy of Formll I to tile lisl)ectlor of liloait'O
tax for the dlstriet lit wil he resIdes. (4) 'IThe tinphyer a-onilanivs his
m)tlhly renlttances with N. 1). T. Fora 2, which sutanarN' fi hose retiltaties,
but, its niar' the lritish Columbla system, he also tiles suniary sllps (sltlltar to
lritish Columllla Fornti 57-I desrcr ld above) for eatch ettployce ,it tite end of
the year. 15) Utip)loytis need not file a tax rettrnt withi the Dlilillo tax
tag vnty If flie at-source-deduactloa for lhp nalil.ldefense tax apples to their
entire Inione. If It does t, the idivIdutal inust tile at return with lhe Iioilion
antd pay aditioal l tax, and l8hs Is lor, oni tit(! regular )onltlon Ioie-tax
form. IteftIds atire tide it etases whore deduethltis-at-source lave beceti larger
than the itdIndIvtial's tax liability. Such Is ordinarily tie case otaly if tie
Individuat has been emiployel for only part of the year,

The deductions at source on account of interesti and dividends are made at
the rate of 2 percent regardless of tlae marital status of tle taxpayer or the sie
of the payntent. Suninrles of the Itniients and wilthholdings similar to those
for wage earners are submitted annually. Of the Canadian system, Comitils-
aloner of Income Tax C. I\ Williott says:

04 Ibid.
I An Informative naiiimarv of the Canadian collection-at-source system tis contained in

a brochure entitled "National D)efense Tax," which It Issted Ivy the Income Tax Divisloin of
the ('nnndllan Depi'rtment of Revenue. Revised edition Issued January 1041, at Ottawa.' "The employer will rely upon thq truth of the information contained In the form unless
he nas a reasonable suspicion that it IS not true, when ne will then either request verification
from the employee or report ilis doubts to the Inspector of Income tax at the time of lodling
the form with him so that such report may be fully investigated." Natlonal Defense Tax, 4.
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"o flrit as we are aware, tile war legislation Imposing tile national.deciice tsix
has been well recelvedl by the public, atid ill employers and payers are cooperating
fully it cnuplying with its provisions. 'Ihere is no doubt that the at-sourtV
system Is an effective method of exlo.tllng collection of the revenue." "

It Is too early to evaluate the Canadian systein fully, since It has been in oper-
ation less than a year, but It appears that It Is achleving the objective of collectlag
taxes will a minimum of almlfnlstradve difliculty and with maxinuin taxpayer
ease. It is l)roducing revenue imedlately, as needed.

Oonolusion

The collect ion -at -source experlence's reviewed p Inly establish the feasibility,
mid In fact til( desirability, of applying this system to the collection of Incolme'
taxes oil snall IncoilPes. Froitl the eleints of tie various systems, and upon
closer examination of their exlsrleice, th, United Shtites could lllluestloblllly
buld a successful colh ,tion-at.source system whlch would, at reasonable cost.
produce "revenue now I"

FINANCIN( I)FENSE

CHAPTEiR X--HUt'vIJrzuirr: DEIAIL8 OF PROPOSAL 8 ]FOR PROMPT COILI'rTON OF
INCOMt TAXt:8

Preiar,'d by A. 0. IIART, Iowa State ('ollegP

1. MUMXr1ON AT THEF sOURCe

Collectlon of taxes on Individual hicones at the source Is not a totally new Idea
The lUillted States inconne tax wits collected iat th source Ii 1013-10. In Great

Britain, collection tit the source hilts been optional witl tile taxpayer for years,
and was finally made cenpulsory tit the beginning of 1041. The defense tax ol
Income levied by Canada Is collected at the source, and so Is the regular Income
tax of the Province of British Columbia. The city of Philadelphia has a tax on
earned Incomes (olleltedl at tle source. Many American States tax nonresidents
tit the source. Sonie of these systents lernit no exemtlitiolls, and others collect
(,lily once a year; but among them they offer quite a body of experience.*

TPxt ion itllhout cxemptionis or refunds

As a starting Isdnt, we lay consIder the relatively simple problem of taxing
tivtoillcs II thll(' lit tl1ie of pIayntiii without perinitting exemptions, and
without rtlindlng overlliyilni; of ta xes. ''hlsi type of tax Is IIn use lit 1lhladel-
pIhia : and flip I'hlhdelphia system may mFrve as example.

Tlh btle collection procedure of lhe Illlndelphla system is to reqlre employers
to withhold tax (116 percent of conlpcnsatlon pald to employees) and to remit
monthly, not lnter thiam tie Mlth of the following month, by ninil. The forn accon-
pniying the nionthly reittlance Is hildleity Itself, Its face reads as follows:

EMPLOYER'S RETURN OF TAX WITHHELD
Form W-1
City of Phihldelphia
Ilteccer of taxes

Under lncoime Tox Ordinance Approved )ecember 13, 1939
(See back of duplicate copy for Instructions)

1. Number of taxable employees .................................. ..........
2. Total salaries, wages, conmlsslons anti other commpensatIon pld. $ .........
3 Nontaxable Itenms (compensation of nolrealdenis for services out-

side Philadelphia) .......................................... ..........
4. Taxable earnings of employees -------------------------------- $ ---------
5. 11/1 percent city tax withheld .................................. ..........
0. Penalty .--------------
7. Interest ...................................................... ..........
. Total (take check or money order payable to "Receiver of Taxes")

a Rtatenent made in letter written to the author, April 17. 1041.
IsTtle list of experiences, and much of tbe Interpretation rest upon Information supplied

bo Mr. Walter Ieller, of the university of Wisconsin, who is an expert on taxation of
0 sMail Incomes.
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I l:ir No. ------------------ HANK No...

Enter above emluploe's miete an( addrtisN.

I hereby ef-'tify that the Iifornlat lo intd stlittneviits conttainld hereii amd I
any schedhlh-s or exhibits hereto atiti'heI ane, true unu correst.

(Higme l) -----..........

(O 11c 11 title ) ------------.--.----.............
yOwner, pIrtner, member, president, treasurer, etc.

Pelillyl vn'llia unemployment OlllKs'Ikl lt lohllent CI I loll No.
Euiter boe your itll. U,.I.No. If It doils not aIgni ( with l lmotit Imminhlwr

,.hIowII below.

For Imo. (it ) m A cor o uminiXr Immime /
... .. . . .. .. I .. .. . . .. . .

Milli to I'hlldcldlhill Incolme TIX Blureaul, Teinth ]Floor, Mimrket StIr el, Nutltonl
link Billdlling, m

lhihlad'l(,la, Pli.
If rV(elpt Is required, iIcIitllte cop)y imutist also bt liled, imimmupliilhd Iy return

)iostllge.

In April, July, October, an( Juary, emloyers tire required to mend In, ait-
tlIeet to the ablove form, i schedule Itelizilng the hladling of elltch Inilviuall
ellploe's e .'account during tie preceding 3 nionls, imid showing:

(a) Ills social security nlutmber.
( b) Ills nUtime.
(o) Ills address.
(d) Totl comlwnsat ionll id mimi.
(e) Tax actually withheld.

'o toill tax withheld front fill empllloyees nlust lie slhowi to be equll with tiw
aniount remltte(I for the 3 months,

lndivllual talxlmyers are required to file u Inmmnlal reumlmnu mlmsmq they have iven
emluiloycul lrilghout the yeair by only one emmiloyer antd) hadl taxes deductldl
fronmi grot collmm stationn without a llowance for vx pest's'. This exceptlont, phiinly,
Is Intenlid to li)ply to tmtost ell]iloyes. For residents of Illltlelphla who file
returns, the ba-ic, forin Is as follows:

Nilame ...........................------------ Stm'(t idlr eS.- --------------------
l'm4t ( -h' -... .... -- .. SIt -----------------.. . . . . W ardul .................
Federal Socl] Stecurlty Account No --------- OcculitIon --------------------
1. Net earnings (column , schedule I) --------------------------- -$ --------
2. Less: Simle.dci, wilges, (omii. 1siluos, etc., ol wich (mix hum beent

w llh eld tint source (schedh ule C ) .............................. .........

3. A m mount subject to tax ..................................... .........

4. Tax at I1?1 percent ......................................................
5. Interest ('A of I percent per month) ............................ .........
4J. Penalty ( ,1 of I percent lwr mouth) ------------------........----------..

7. Total owing --------------------------------.-..................

8. Paid with return (make check or money order payable to "Reeler
o f T a x e s " ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

On the reverse of the return, taxpayers are called upon to account for expenses
deductible from income, Income front mlarles, wages and so forth (with dedue-
tlion of these expenses), and salaries, sviges and so forth, on which tax was
withheld.
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Under this SYSll, taXjl3'ersi who liiie not bild1 tile' full imollilt of tllx
deducted ae called tilioi to paiy thle difference. Tiixpayers who have overpoald
be.'eii$ employers liavi' witllield too ucth tire enitlled to refinuds from their
employers. Taxpayers wh'lo holve ovl'rpi d hicaluse thley dId) not gt lt- eleit fi
ded'luctions for' lxjp'lieiie ri etiithd to credlits wi'ili Hily hi' transferred to oilier
taxpayers or opphiel(d to future taxes. ('ish refunds from thle city tire not
Ot('01111)111ph ted.

TIndividuiI returns, whii requiired, can jllillie he checked igltist thle employer's
re1511t o~f witiltli 11g.

EXjIllses of Cllectiont for t he I1ilhhlldlphll Systemc Ill( ab':iout $M,N), or
1.2 per'le'ot of budgeted revenuell of $17A,(.M. 'Thleml vXpl'lsem c'oV('r 0iso
Ili'es oil thep I(t pofiits f ill litsitesog' ojllrtd lit Phi llod('llil by pri vite
1iiidl s or 111111 io'rshiliis. 'Till' bigh perce(t'it lge f re've'nue sjo'nt onl adinis-
ril ton reflects Ill I)ortt I l lo rte #of 1~ lovcen'it ; If thiel rotte were raiseil.

costs would ISe oilly slightly. Wile nto figures oire avallahk' oni thep total
number of emloyees taxed, Pl'hiidelphia Is it ('ity of 2,0X,M).l,1() thle nmber
tOx('d Iii certiluly uot under 1(0N,19K). (Costs ore thus less thou 4It cents li'r
empniloye c Icolnt.

('oIlu'ion fit soiircc. eilleh caicioptimos mute r~ o-fm, on? WW0 ti uIe

Collect hi of iii("'hile tNIX [it till' smlilLI' wit i i allowliit'N for exempht ions, Is
('omiiiO'i 1)raliii' iimiJ giiviriiilt'ii N leyIng In'oime tox onl nouresideit .

(The F'edera I woerikient, ftor hIst mee, applies tiskl met hodI to cuoviresldelit

alienss) A good eximiili' lof iprocedure Is New Yo(rk Still(,, whIchi toxes some
85,0 nltuonresidenots.

A ntonresidentlittixj~myer is rt'ujulre'l to file- wi'th Itls eiloye'r a eert licate,
oil it card i~orm ir.10), slitinlg lls ri'dencee, explaining is fit illy stattp, till(]

ciaInIiiIg liphirolrilt, eclxem'ion us. Tis em'ut I s j'11551'(ioil hy tllt emiployelr
Ito Mehi to x lithorli irs affte' tll, (end1 of till' ttx yeavl. On ill'b reverse of thll
vaIrul the emtploye'r fiifures ie( employee's lox bill ill- Iiemplo'yer's side oil' lilt-

car id renids aso follows:

Toy wiliii 11.1 Idlitij 1.1.1W) -~t I ..

Na1111k Ill (kill Aid"o

1. 'fotill poId to 111 h is ptldoyoe whl e 1i iiir'iiei1utrilig thlil 'i.41e

2. I'lllit fiii' servills ithint thei Slil while Iit Ii toll1 resideht't -

5. Norini I mx wit lili'ld (2 i-ureil f romt first. 1,~ :1 p&rct froml

5 hl-rel' u frilt sIxt Ikil hSevlit il, $ l,01(1 six js'i*(,i'itt fromiii 'gltil
andhi lit Ii, 9t ,01[m): 7 ps'm'lent front Jill over. $11()A)) t it l11111ilt
sliowiitit1 Itlil 4__..___--------- --------- --------

6I. E'mt'rgiiiey tsox wit il'ld (1 pe~rcen't fromii Hemul 4) ----------

7. Tlotail Itlillit withheldl (temn 5 plu1s Item 0) --------

Alomig with is- cards for nonitresidenlt i'nPloyces, 'h eittployier flier's at list
o( elntploy4's with II imount of taix wIthhleld fromli eitu'. Wh'inru I tent 3 oil tile
cord t'xee'ds item 2. oif lotir.ue, there Is nlo witldloldig.

Titi wiimmlt taxpaiye'r Is rllliIed to file it returnt If is gross Incoeon
exc'.'l $5,t~00 ' orIll il't Intcome ('XcevhlN 1.0 (if It(' is single) or $2,54IItI!
lie Is 11111rried ). This ret urnt cii rles till In'omie fromii source's NI 14 bileIy New
York Stie. hult perilt du'dt ions of husltuss p'Xjwiises till ('011 iut huts
to arrive at "not Inponte." 'ix Is4 t'uueitliiteu onl thep Pve.es of hopt tliit'uit
over exemptions, at tlie satme ralpes itsed on thep cord. Till' ioinutt WttHeiI11
at source Isi atttriiteid fromtile toill tiux '.0 'lthcutliitl'l. If withbloldinig. oreo
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less tihan total tax, the taxpalyer Is obliged to rvilt. If they excie-i total
tax, tile taxpayer's return Ik treated its it clii m for refund.

Current colleclion tit source, with c 'rcinllons, deductions, a vd 'effsds

To collect taxes currently at the source, wlth fill allowneo for taxpayers'
claims to vxenptlons inl dclectlons, is more complex. But It can be done, and
Is loie effectively In various places. The British Coliailh system, which has
lien In force sitice 1031, will serve, for Ill.hsration.

m:iployers In lritish ('olunblit tire rtlulred to take deductions from wages and
salaries It the wages of the ettployeo in question exceed

$00 or more on a monthly pay roll.
$30 or more oil it sia!miolithly pity roll.
$1.1 or more on a weekly pay roll.

Where deductions are mtade, they tire from the entire amount of earllngs. Tills
ntty p11sh tie actual allilitt lalid oiut Ill cash to litl-oplit ,irnlng Just the Wil-
min a few cents below the ailliltllt l111d olit to lKopl eairnllli Just I,-low the
itlmininnIlI. 'The reasllon for the a rrzmigllm(ct Is to mke It easir for returns to be
comnputed timid ' hluIed.

luiilployers tire required to file a noitlily "lReunt of )heduct Ioas front Wiges."
Tie form oif tills return Is simple:

Employer: ----------.- File No. ----------.-- Date for fillig ------------
See Itistructlon to ctnplyers on this form.
This return covers deduetlois imade from wages for the period from ---------

-- ------ to------------------------
Total wages, front sutmary of pay rolls ----------------------- $ .........
Add value of free board, Iogintgs (If atty) ..................................

T o ta l --------------- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

U ",s wiges not sulJ ct to dtdlettln ................................. ...........

Tln Itlce, Wlagos frn whllt deduetl~ons have beell tall- . .

Amount of 1-ipercent deductllos for which remlttit 1, is attached- --- r ------

Certlflcd a full aind , orrectt teitieitlt of witgvs pild, a1tll] ldtlnt loltls llde
therefrom, during the period covered by this returit.

Dated: -----------------------------. 19-...
(Signatue)re -------------------

Pennlty.--Plor not flIng retlirit by title date, elentth t I I lx'it munot ls,.s
that) $1.

Ott the reverse, a separate listing of all lity rolls during the perIod (Owekly,
w.ndimotthly, or monthly) Is nnde. Detalls regarding Individual employees tire
tiot listed on the ionmithly return.

On it annual basis, employers file, a more detailed return. A summary ott the
first sheet. Ilsts the, 12 ionthly totals froli tlip forns descrIbcd itlove. Ott
sheets which follow, seliprte l stings tire give for IndivIduail milltloyce,,. Thi-se
sheets are made out with three carbon coples. The original and first carbon are
for flipep lrovitlal ina'sssor's office, tlip second carbon for the eniploye m, the
third carbon for the( employer's records. 'lie original and second carbon ire
lperforitteld, Fo that they call be torn Into l prate sllis for each etliloyet .
Each sli re(lds:

Province of British Coluwmbia, l.!O candil!#4

The employer's general list its filed must check with his over-all return. The
emiployeo's copy is available to him for making out lis personal return. The
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original filed with the Assessor, torn Into Individual slips, Is avaihlable for
tIritting with Indilviutl returns whenli ih,1.

Annllrlri returns taro iso reqlired front "llileil agents, brokers, alid other
persist " for interestt dii'hlends and rents ret.-oved * 0 * for clients."
These returns lit (he elils by iame and address, md I temize receilts by
source, type (interest, dividend, or rent), amount, agent's charges, arid balhanee
going to the client.

Corporations, further, are required to report annually the total amount of
"cash dividends, stock dividends, and shareholders' bonuses" pai durhig the
year to each shareholder receiving as much as $100, giving the shareholder's
nnino and address. Thus most income payments are reported to the provincial
nsses.or at the source; though current collection applies only to wiges and
salaries.

'ersonal licomne-tax returns, oil ill anuil basis, are required from all executors
andu trustees tender it general rule litltle Ihecian TlX Aet Ilat "every ielSol, iln
whatever enpity oct ing, who IN ili receipt of tiny hief(' i (f or betlongiig to ony
otler i)('rslirr shall furnish * 0 * it ret urn." leluris froll Individuals on
their own aIIccount art- irin' oil forl.4 of two types (like o)ur 1t( li 1010A).
Th( irple formir (i. T. Forii 7A) I1is for individualss whose, lrinci pal Ilcoinre Is
derived from salariiles or wages"; the other (I. '. Form 711) Provides spjnve fur
illill.yzlhg husilnres. exIplel's anrd determining tlrxable Incomlre.

Form IA is designed to fit irte the source-collectlon siysltill. Tile CSSelntll
polls on Its fa'e lire lit follows :

Name: ---- -----------------.-- Occullatiloll : . . .. . .
Iles hlential aIdress: ------------------.. .... ... . -.... .. .. ...... .. .. .

return of Income for the year elided Dee. 3.11, 1114-0.
SXalarih, wages, eoinlsml hl s, bormises, or gratuiiles (give ll11lle arld

tiddresm of employer) ----------------------------- -------.. --- $ -.-------
Perquijliles (free board, living 'eomiinodhtilon, tle.) received front ---.---------
Other In('ome (give full ptIrticulhrs hl eatch ease;

alttah separate schedule If $-e-e----ry).. --

)eduet exelltllons 1nul1 exli,,ises (if any) -----

L.es per'sonl ieemptonserrot it.l2 I-fo--r p. 2)- .-..

lhih li ce, net taxable iiconl' ..................... ........ .........

TNl X i lhereon Its poll inle of raltehs il ). 2 - -.---. . . . . . ... . .....
Subtr'i'et lte irlrl it of li-lert deductions froni wages during 1111O

(partllr1 i o ear il gs alml ri11d 1 ar- 'nTlt it( i nt l aiiy e ob-
tallied front iirlpoyers., who imiv , bten provihd with forms for
this Iurpose) .------.--- .-- .-.-- ... .. .. .. .... .. .. .. .. ..-- - -

lrihnee:

A. idh itiollill tax l111yla le. ... ...----- ------------ - -
Rtefund ( dle .----------- - - --------------.. . .. .... ..--------- ----------

Additionl Itox Is payable ia quirrterly inrstalints, the first with tile return
(which must be Illed by February '18). If refunds are die because deIduetiols
hlave eX(ede( tax liability, tire return deserlbed above "will be accepted as appil-
cation therefore "

Tire British ('oluibhl tax rtes apply to ill ineoine Irn eixeess of personal
exenptions, "Exempt lois" li n ritish Columbia Include life-insurantv premiums
up to $300, contributions lip to 5 percent of Income, and contri)utlons of employees
to retirement funds, besides what corresponds to te American personall exernp-
tion rind credit for depinidents''- $1,000 for a lead of family, plus $ t) per
dependent, or $000 for a single person. (Ilrese levels ire being licrerrsed In 1941
to match Doininiia regulhrtions.)

Calculatlon of taxes Is nade by tile taxpayer from a very simple table orr tlie
.back of Formo 7A:

RATEB OF TAXATION

* On the net tarablo Mnoom.-One percent on the first $1,000 or any portion
thereof, or $10 on $1,000 and 2 percent on the remainder where the Income does
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not exeeed $2,(); $301 o1142,11) IlltI I pt'rent othi i-t'tiititdv't wNliv'rt fl'it iailil
does' not ('xettl $3f,M)); nold so o1, tlip ritte rising by 1 1Kre'tt within eituh $1 ,fNNi
mlddlion to ineonie uip to $1,530I onl $17,MN) ati1 18 pt'ret'iit iti flit- rt'totiioir wltt'rt
thle int'titi (toes not exe'ed $18,199) ; $1 ,Tlf onl $18AN) idt 11) lii'et i 011 t(
rei('itili'r wltre f lip in~omeit doe's tloL t'xt't't'tl 1 ,WN). Wil-1'n' lilt 111. ntfitte1itw.
et'Xt'"Im $1fl,W$ the rate Is 1f) lK'rcnt onl till tfeipttet Ittoeont.
Over modt ablove ties' rite's, .snritaxts hove beei clirg.'d (i lii-oits which eXceN'4
e'xemnptions by muore' tltim o 4,fY); JIt tln'se are- bitig repen.ted too tivold lititerferig
with Doinitiiott revetute'.

According to it lettfer ito Mr. litell.'i, dittt'd April 7. 1111131. 342-1.0491 4-1ttp11100.%'4 Wt
'ov'eredl by emnploei3trs' llp' fb'l fill 1111 eeit (of it lli1ililiti Ion inlitIf-l Co'tiiill
of about V),NH. (Of tlie etnploits it large Jo'tipotttloii were. of e'ottrse, iint iix-
litle. About 151AXI Iil lviiua 11P1ii-Iiti.tx refi i is sin Ftorim 7A wt're filed;1400
toiistrayesrt eiveil rt'fiiid t tIN 1.m Alow'.ed itli itittlit to xt-8 (t rc'ttils (lilt'
of less thl $1, otl wich till liif wits tetkett. 'l'htts Ilet itct r t't illy !1tl4011 1IN Ni

ttnjiployet's owilitg :1itifotitil Itix : -18,0) of ftn' rt'fits I clhly to nuirrited per'-
soms I were fo~r fit-n fidl Iit Itiit (of fitx wit litel l it sonn-e; Ills-' ii er 14i,M ) for
pl f fithe'- Ism Ablitt 1-1 js't'tiit o~f flit- 2fNWIAN N)1(1 wit Ititeli b.% employe-rs wits
t'ftlindd I13. tilie litoviltevt.o flItXp:iytrs. ft Is bitl ieved t 11111 it lar ge' 1111nber of

fit iiiyet's t'if I il to) smatlli rt'tttutls fit liI ls it, reelimrus.
ilet ielit i fill. Ili'ls t I11ge ituitt1blt of rt't'o -m I. meflt erile tni't ofi bdu imi iItg
txttilititti'. A sitigl' iiilivilli %vfiot varis $13 it week ft ir .14) weeks (liti itiiiit

14titt tof $Wo .~ I itt f tiillst lit Illsu' trce. If Itt liesII. tilt oi ilil ret imt, his Im-mtne
wvill extcev e'Xc'lt ititis 113 $:A): ItIII Iliiltt file 14 Vlllil t'xt'tsi-M fii pai l-t's owitilg
lesgs t1i1a1 $1. lit I1 i'olitiixilblt'. ,i li that l iitt11 ttt'tl lies 11iht1. l1111 ot tlil 1diul
wiht eitrns $11 it we'ek filt, "0) weeks (till it Ittt ittl il ti f i $7511) tlls dtitlt tl it

Ills ittc'onlit ill excets-4 III t'xttil t iits will heit :11 1l1tist $1 . So~t li 11 lie Is v'liiift'd to

illth 2 tilidrenit .4 ttt i vtiigt' tovt'r it week If it' Is mot is ft t-ivt' it refi lit
futll, atud over' $73 it weetk If b it s fit lie it lidi fitlii li lax lo illy. 'iluN lgti t t'

asostttttt 51) wet'ks' work :If wvitik I 1. ht'gttlti r., fit'v ti iv.iresjsitttlo g weekldy Eu ti's Ii tt'

for itlit -1 ttotl it a ir, Ili short, ilitot 10 mn-yl3ears elf work liuiies iit'etits
(of 32-1,MlO fitxee etutloii3t't' idt fitktes aen t of 111 .tkN) rc'fttils. 1I.ii it ct tllittit
h~til titit (tilt, titi-1iitret l it svet'it y-flfitl the 1)011 iltil fif 0 e'1v i little 8titft's.

cletrical ltt'lp) to tttltni1iistr stuth it sysfin --waiiitt Imossililt' mlwtf titis tiroligl
lucia-ponst lg Its tiiiilsfttiti wv ith exist itig iititit fltaxs eit- sitiii-st4s-it

litilig flttuils lit'd till tight lie colisldetahlt. 1'Tle ('aiotd itiII di'fui'si I:I uN 2test
ittilit3' t ) faopply' it tmorte aiclfe ( though sf1ti t d) exemthli i systetn., (if(
fretiiivittitis. iies'ti single' ittttl toiiil licrsoltt4, itlit Brit ish Cotditlum ia Is fttlliiw-
lMR stilt.

('ti-roiot eldIei'y' llp at molte uc'h rureent aflooemoe'i' for CJNeiiiott

Thlit'my3slettis We lhtve exittnilet sio fttr fall fto allow filt' t'xt'tpf ttits except ret rt

lit flt' surce oil a basis givittg fttxpnyerm Immttidate ll'tieflf of exenliptioti.
Nuitc 21litflert of collecftion hitm ling be'en lit utse lit Oerimity, where n it utibt'

4i dlfft'rt'nt Itt'ntstire (lelicted from witigem. Emaployeets flile ithil niloye Is
t-iir 111 8111 eith~ e e'tip)Oloye"M fittily staff us--audi ti nonresidlent etoployes dof lit
New% York Sftate. Fanplo3-erit are p~rovidedl with tables alply3ing to daily, wel3.
modtt mtlyi3 payl roillm, telling thittm Itowi tmiuchl to deduct from t'itch sire of piqmniti
fotr e'acht fairly stiltit. Milr extinuule, ft manit eairnintg .10 maorks weekly (as oif
193:4) btitl deducted 1151 1.0) If single. If arriedi, lie had tdducted Ihl .0 I t i
clillilless. 113t (1.801 If lilt had oit' child, Ithti 0.45 If be ]'lilt twti ebl4lt 'i tili tiig If
lie hold tmiore thtait two. If whiowed, lie hatdc deduefed I1.00 If lie haid otie child.(1
1101 OAR) If ie(, haid two. itotlitg If lie NOd tmore. (I ieslilt's till Oills, tiet we-e
deductiona for woelinl Insturance, etc., which did riot depend on family Mtatins.) Stch
1t sy'stemt lIposes ii good (tenl of clerical work oit t'nulloverm. 11ts ndfvonftnlge Is
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Plriw-4.4 aniong einployees will the nvoldance of refulliII4. 110.141(142-24 gfVIIJg

41111te Wilelit of exemptions. It (-tilt lie used to npply ony desired number of d1frereiii
rate, levels lit dIffemit Income levels. As Uernian experlt-rice shows, It can lie lit-
tegruttA wltb file regular Invonie-tax system.

Aiiotlit-r typ( of I"; rilill'i'Wiltid (1114111gli III retul".1 b.% 40111. 'ovilll
S(-Clll*I(Y systvill. ('01111HIIIIIII)II4 fit so whk 1-444,111.1 I.A. fillills are 4114111clell

lit III(,- source Ity vitiployers, Mit dedtietloiis tire lit)[ bascil till Iliv whole lot Invoines.
-Illve file excl-tas of illcolillas over $3.M0 IK-r nimum Is mot uffto-lvd, If tills systeiii
were ttirned upside dowii ond deductions made from Me excess of hicome over it
eerfalti muount--as Is done lilt it noiieurrew basis lit New York Slit h-vxvi mot lons
would IN, criulely providell for.

Atiother vialrely pritt-Ilvable IlIvillod willild look to calvillille lax (III Ilivillile Milloill
uxt-lillitfolls alld fill-11 ext-111111 Individuals (roill 11 ((61,111111 11111411111t of tJIN-- I, 1"
done oil Jill IIIIIIIIal NISIN Ily llimiy Aincrivait Stnivs. 'llik might hiviolve slinjolvi-
arillitne(leal opol-alloll., flit' (.11111loyel's 1111111 clilt-1111111lig lax till Jill vXcv':.4 of Illcolill.
above ex ('1111 of lolis. It Is Ilot lit till, least 411(rcrellf lit III-1114-1111P.

Keylle-or plall vol-fillits

Vrtiliosals for "dt-ferriA pay" or "Alr(141 101111.S" 1141VAIWI411 li.%' J. M. NVY111-1, Mill
others Itivolve Iniving it Im-rceilnge it( Inwitiv withheld Ili flit- -;ource wid liamItA
over tit Ou. (lovel-11111vill by just Ilkv Ihe Inx schellit's we have Jim
v\1111111led. 'Mv 4111rervilce Ili fhe Keyties lirolpoNal Im Ilml part 4 Me imionia with-
beld--ii larger prolportlim Ili low-Income gl'ollIkS. it slualler proporiloti higher ulp
Ibe pyril In Ili ---sill III Ili be regarded w, it lisim lit lbe (loverninew, Ili IN, rquild little
lit-ave returns

Allopfloll oi it schville of fills .4411,t 1111gill 1,111111-101111 S11111111f). fill, v\4-111110"ll
problvill. silver Ilevollilt could IN- lahvii of family slaw-4 lit thwlilliig what prolmor.
lioll of vaell 110101111111's payments ww,; evetimally Ili lit- relunivil. flut living
A-3 It week, Nily. WIIIIIII-Ill for rellaylliellf yeal's lilter wolillo be 1111101 lilore of it
burden tip it inarded inan varlillig $30 it wi-A. IIIIIII to) so slilgle IIIIIII varldlig fliv
'NIIIII(I 11111011111. Ilos'41111y It %volild IN' 14114-1-111114. to lillike 111%, disliuviloll liveill-411111f
it; winaim, or ewwren wiwii fludlicillig lit lilt- r-41111-w : IIIII it (list 1114.114 111 %V4,11141 11111.4.
Ili be inade. lit falriies,4. IN-W-Mll 114TS011.1t %%'lilt IfIld M1110111

cX1 ))) lot /till x 11,11 (fallifin.'i

Mother way it) give viii-riviiI lienclit lit wwIllilliolls %V1111111 114, too t'l 1.111.
IIIII.Vi'I'S Nooks tit w\o-mlilloil ('011114111K. (111JIM111i shotild III- Issiii-ol Ili differt-M
414-114,1111111it lolls, vach rellresviditig liiX iiiiiiii the wiviiint of liwtimo tilwon whIvii
'4)11111 11,114% lit taxpayer %\.Its viallIvil lit exompilion. 8higle-pvt-soii voii1wnq, say.
inIght IN, grevii, rvil. ititirrivil-wIth wie-olelk-iiiient
yellow, etc.

Iteslioll'alill Illy Air (104.1-11111illig IIIv lypt. 41f ciallpfills lot Ili- ls illvlf %V4111111 hill
violruly iilwn the i1gviivy sel till tit Isow lbviw Eoch coulpilli shoidil varry Its
ownvr'.& soehil sivitully mmilti-r. mill :Iwiild lit, negi it lit ble imly tbroiigh Ih(
towtivr's employer, .14114111141 IN% 1111411114-NI(I to SI-1111 III Ille J-0111tiolls' IQ
Iwirl payinvitt tip flit, ilurvail tit littermil Hevo-ime of Ili.\ witlilield.

WIII) ellell Ilay 1.4111. 4,1111041yers would have ill u1ji4sIfy vinjiloyevs Into) twit
grollps 111o.q. whivw coillwils 111141 it fave itillill. Ow 14111ollill Which
wil-A to he (It.41114.1vil. 1111d IIIoyv who),41. voillooll-4 111111 it fave vidill. 14111111 14) 411. lq- s
Milli flit, l1villIvIIIIII.- Pool. Ille first gr4ml). ply ehwk.m wilidil be ksiiell as thotigli
therv werv Jill stitirev-d(Ancifflill. The Illil(IIIIII lit C0111)(111IS I'MVIVIA from sitch
uIIIIIIoy44 s would Melt I", lotalvd. For Me svt4intl grimp, Iliv tit,( nile womlil
It(. dIA110441 from till- 11111411111t playable. 111141 the fitel. villill, 41f the vollIvoll Illidell
Ili. lit drowhig till his report, flit, employer livoiilil show dethwIlmis froin the
second grottli tit flit, sInted lim-militge lit vinployt4-0 liny chtwks, ilvoliwilons fill-
the lit--[ grollp lit the fitce valne of thvIr 44inpotim. M int 1-4. lilt lits book-i it
%\.4111141 IIIIIN-111. 111111 he 111141 (lediielvil from Iliv Ilrst Irnmp'-4 clieck-4 mit only fill,
villcial fox rnIv. hill also (It(, eXCA-S-4 tit tit(- fill-e VIVIlle of (14111110411114 oli'tll- till% flIX
41441114-114111 prolot.r. I Aglillist the totill dedilvIlolli showil for Will groillim (vin.
hilled. lie collIll 11ploly his vollixilis lit fave VaIlle wheii svii(Mig lit lils reitillftitive.

Tills sysivivi has ime loophole. The 44mium-4 held by per*inq whore v\elliptloli
oweeilud Ihelr hivoines wolild lie livorth to them lt*s thim fitee villile. Perittoiw
willi higher ill(411114-14 (4111111 liffol'(1 tit offer theill IMI.Villelit III tilsth It they W4111141
eXchallge coupolis. Insofar Jig lorgre etirners got mideserviAly lilgh exomptioll.4
III fills WAY. Men- Would lie it It-ilkilge lit plitelitial wveimv. The twilefit would
Ile (111'141(41 11,11(UTP11 lilt' IMV ennier who stold 1118 VxVIIII)tIoll JIM] flit, Itirv, enrnef
%Vllo liolight It.
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This difficulty would have to be faced. It has been suggested above that It
should bo handled by trying to prevent transfer of coupons. Use of Social
Security numbers for identification, negotiating coupons only through employers,
and (perhaps) filing of coupon books with employers would be fairly effective
safeguards. At the other extreme, transfer might be lernlitted and care taken
to see that the original holder got face value for his coupon either from the
employer or from some other employee. If this were to be done, however, It would
be more straightforward simply to send employees weekly or monthly checks for
the amount of tax chargeable on their exempt Income, ad have employers deduct
taxes with no exemptions whatsoever. On this basis exemption would have to be
pushed extremely low If there were to be any net revenue; so that It is clear
nontransferability would have to be enforced.

IUMDIATE REFUNDS IHOUGI ANKS

Still a further possibility would be to provide Immediate benefit of exemptions
through the banking system. Employers could be required to deduct taxes with-
out benefit of exemption, giving the employee a receipt along with his pay check.
The employee should then be permitted to (lip together his receipt and his exemp-
tion coupon and pa." them both across a bank counter. The banker would give
credit for the face value of the receipt or the exemption coupon, whichever was
smaller, and on presenting both (still clipped together) would be reimbursed by
the Government. The banker would be obliged to confirm tile matching of the
socil-seurlty number oln receipt and coupon.

For persons who kept bank accounts, transactions of this sort could readily be
handled by mail. In fact, the procedure could be short-circuited by letting the
depositor file his exemption-coupon book with his banker and Instruct his employer
to mail his tax receipt to the banker, which would Involve very little work In
handling and would greatly simplify the banker's task of matching numbers on
tax receipts and coupons.

On tills basis tile major problems would be to assign exemption levels correctly
and to guard against-forgery of tax receipts where the authentic receipts ate
smaller tben the exemption coupons.

Setting ei'imptioits to reduce the refund problem

No system of weekly, semmonthly and monthly exemptions for employees
can be devised which will prorate annual exemptions so evenly as to avoid
both refunds and excess amounts of tax payable. The reason for this Is that
different employees work for different ginrts of the year.

If it is tesired to nininize tile number of employees owing additional tax
at the end of the year, an exact proration of time animal exemption will do
this. Nobody Is paid oil a weekly basis more thman 52 tines it year, so that
it this imsis nobody will have r(lvedilip the bWefit of more tMan lls total an.

ntiml exemptin. Tills is approximately the system in lItisli Columlia. Tie
mining $14 we,kly at whibh tax starts correitomllds to n annual total of
roughly $700--$6,'0 of exemption plus an additional $100 on account of the
rule thait taxpayers owing less tlim $1 need not remit. As we have seen,
virtually no additional taxes are collected from employees there.

This situat ion-where refunds are comnmon but claims for additional tax
are rare-has tie advantage of giving full collections. small claims for addi-
tilanal tax ire hard to ,olledt a few hundred such clalins hurdon the admin-
Istrators more than thousands of refunds.

At tile other extreme. absolutely to eliminate refund clalins requires letting
taxpayers apply exemptions against their Incomes till tle entire exemption
Is exhausted. This has the serious drawback of bunching tax collections at the
end of the year; mid If taxes are substantial the taxpayer is likely to miss

ie benefit of Installment payment.
If It is4 desi'Med to hold reftnds below the maximum il number nnd amount,

it is desirable to prorate exemptions so that persons continuously employed
will enjoy more than their exemption, at least during most of the year.
There are two basile po.sibIlltles.

(1) Make tie total of weekly or monthly exemptions exceed the annual total
(making each week one-fortieth, say).

(2) Allow every taxpayer to chlin a limited number of overir, ed weekly or
monthly exemptions (Pqy 40 on a weekly basis), spreading them through tile
year ii any way he sees fit so long as lie does not claim more than otto lit any
otte week.
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llither of these systems could be applied through exemptlin coupon hooks.
Oil one basis, tilt total face value of coupons would exceed the annual exemp-
tioll. On the other the total face value of vouponk would equal the annual
exerniptliE, but there would be le&,. coupons than tllre are weeks or months.

Adjutinlg exemptions if rates c'hane during the jicar

It is likely that In the next few years tax-rate changes will have to be fre-
quent, and rates may well change several tines a' year. It would be relatively
easy to notify employers of new effective rates. On the sile of exemptions,
if employers handle them, it will be necessary to issue new deduction tables.
If they are handled by a coupon system, the value of coupons not yet due
call be changed iy decree. If It Is desired to push exemption limits down when
raising tax rate, Coupon values can be left unadjusted or changed less than
In proportion to tax rates.

Taxing property income at the source

Taxation of Interest and dividends ait time source Is a very simple matter
relative to taxation of wages and salaries since no exemptions need be allowed
at the source. The reason Is that almost all interest and dividend payments
go to persons who also have salaries and will have their exemptions taken care
of there; while a good proportion of the residue goes to persons who have Incomes
in the surtax brackets, l'ersons with snmill property incomes and no salaries
commonly depend largely upon annuities, and can be provided for by exempting
annuities In whole or in part.

A further slice of property Incoane (including at good share of rent Ineoulne)
can be taxed currently by requiring trustes and other agents to deduct tax
from Items passed on to clients, as is done In British (Columbla. Clients who
are prepared to certify that they aire not getting the benefit of exemptions in
connection with salaries should be given the privilege of having their exemptions
cared for by trustees, nuch as wage-earners' exemptionsl are handled.

ii. ItItlIENT TAXATION OF IN('OMFH NO~r TAXAT.:; AT TilE qOI'R('

The arrangements described above are calculated to reach wages, salaries,
Interest, dividends, and such prt of rents as may jvuss through timel hands of
aagernts or trustees. lInt they cannot reach time intiies of farmers, professional
iei, shopkeepers, and other self-employed persons, rent incomes not paRsing
through agents, etc. If sinall cmiloyers are exemnlted from collecting tax oil
their emiploymtns, moreover, some salary inomelr may ,cape.

Purthermtire, the arrangemneats described are adapted to collection of normal
tax (or elements of surtax applying uniformly to till taxpayers), not of pro-
greqlve surtaxes. Surtaxes could he worked Into tie sy.:tem; [tut tie com-
illieationt wuld be enormous.

Frtenslon of e'xistinlg 8s1Atem of returntu

The miechanisni for reachig these important elements Ef tax liability must
atlnmst mec*a$llliy be an extensiml of our present system( of collecting income
taxes through annual returns. The chief ty s's of exteilson to bk considered
aire:

(1) Making returns more frequent (s y qnuarterly).
(2) Approxiniating tax liability from the previous year's return.
(3) Encouraging prompt lonyineit ii adval(ie of flnal deteirhniaton lof

liability by discount, etc.
),reqtenmt returita

It Is not Impossible to draw till qmtrterly income-tax returns oii a basis smm-
liar to that of present aninml returns from rnriiiy taxpiayers not rcacmehl at tlt,
source. This would apply to professional iaca, broke-rs, sholikeeluers. etc. The
chief exception Is the farmer-if his ionE springs from a11i1imal crorkq, there
aire several quarters of the year for which His Income can shply n,,t 1K.
estimated.

A quarterly return, both to spare tthe tax collettors i1,411EhE.4 work and to avoid
Injustices amniong taxpayers with different searsE til lInone pttterms, should 1w
regarded as merely provisional. It should he ,, ,hlhreviated forn, and should
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Ibe, olkpe to corre.tiot by till, t|ipayer it ti time of his iext iuuirterly r turn
or of him nllult return.

Tihe chief ise of quarterly returttns is its al option olpeul to lndivldlslts who
would b lit Ilitliped by the system of presiptimls des(rilbed below.

T'o.ratiou bl prcaiuaption

lit the dfetnsi' lrlixl the rtule amoiig taxpayers will be to laive higher rather
thian lower money IIoltes iii siecessive years. Accordigly, tit, tux liability of
IIst taxpmyers con be approximated by assting their incomp to bp the someo nit
last year. Quarterly current lpayment could thug ie obltitned )y requiring fpaY-
ment each (Iirter of one-fourth of the tax whih would he due lit the current
year's rates Ili cl, itsp t'In was ts shown oil lust year's tllx return.

With Ihp 1the iuber of tax rt t rits itr,/itIg, tIhis would P'atch tihp overwhelming
litlk of till tax libility, though It light leave 1I llillieoe l fringe of new tax-
piayers not required to pity (pttlrlerly. Individual taxpayers who hid this sys-
tein overestintint tg their tax liability slouhl have tle option (if substlitilg a
rotgh esthimlte of hit.oimt, Iizis(tl ci current dikt a, IIS suggested above.

Tixipayers- iJiirtilittrly ftretters wi l itit til crops--whose incoie recelpts
lire Igily setsoiili sliohl ie lt'itltttd to Iosti patie qitirterly settletueti conlg
before the date wltei fite i111k of thlir r cipts comes in. This eight le taken care
if by blanket provisloits for t erti types fit farmers n d Sjs'clill u1pl4it lolis

for itoliforiners lit coiaittralhe Iisitlolls.

Ellco 1h fI' / lly ' protqit jaI(iui('Itil

Tile 'i'e' imts illreiy titih' pIltlth' flie "',Alhte of it stiteilte for eill ti'iigitig
lirolt ilyllitvit of taxes oil a vtiit iry be.s. i'll ('011111 Ix' 1lu1c0l stregtlhendl
thlrmugli offering discontits to) l'rsuis who pay Ithinhit ly---ptrirltirly if these dis-
colit were aviillllle ontly toxt illayer whost lroltlii y :uyttietts cleared tl ilk
of their tax libIlty.

A workitlile system would be toi offer it sl 'lial ('ll.1,oi of tott ttilsfertle security
whIch wotuhl tipply agolim' ,4 tax liahility wit10 Illireit. 'I'lln ki, th( htdun eiivtil
.lrotig, Ihter(st should lip allowed ottly If I say 1 24) iePrcc lt of toll liablity l1id..
bllt, covered by March 31. .i) iercITI- Ity Jiltt, 30. (A) isrctltity 1,V ,Vlihetlllnir 30,
ttid A) ltercett before livt, etid of tlt year. If the tiaxptyer itft overliild, thp
extess of his succurIlle should be redeetied Ili ('ill. with illtei'tst it ii le ellolgh
below tle slitnird ilate Ito prevett rc'apllug windfatlls by Smuh overllylent.

Ili ('ase tix roles were vivatlg'd dlruiig the year, till titiollunt of prptayllWlit
eqtlreld it each quItrter to qualify for Interest should lie deternind by the tax

tileg rtllilig witlt thlt quarter.
Thils system iotlhi be it stlllItitp for tit' presiulptivetox systems (with Its

tiolnal variant (if laittlrlerly relurns) d'scrllnd above. It wmuld work both1i for
IlltOllit's of lip self.tllipliyd llltll for stitIix II liablity of ilrsotls taxel a th,
soilret'.

Iii..\N.\I'+\. miI.I Iz\+iltiN

It is it Ili 'iple of fai lxationl I Illlt lIrsolis III flte sallet flllilly staltus 1l1ti4
.ilth the iate t nolue.4 shhlld ltive flit same tax hIll . lINt all t(e tebtpmlqutes

described alcove tre illed not to measure tax Ilablllty Pre(Isly but only to
alproxinlth It. Consilletently, aimil retirni lmutst he 114'd to ellll' burdens.

Linlitillij liSt' of 111n iul re/llulls

To keejp lit' mutuhter of animal retui'iis within nantigeable limits, It Is itccssary
Ito avold refltiriig them of tilt wohl polmilatiou. Fi'l ths plu'pose the present
device of reqitiriig rt utrns only froi persoitm with erlaili gross iti'omtes and/or
.Prtall let illcoln,. 111ist rot tiinlel. It will blp npce.sary, however, to require
returns also froit l'rstumis paybiig txes ,it a flitirterly basis. li practice, this
amlluoulnts oilly to rePitlllig returns from lKersi its wilo fled taxable retinii'm last
year-a rule which lisw exists Informally.

ly setltlg tille lim it4 of gross i miet Intcomttes il p'opter rehlt Itn to exeltpt ittit.
th, numnlber of nontiaxalie returns all c ib, kept witlll reasonmihie bounttds. A.6
regards persons taxed at thp source, the object should Ie to have a large grollp
of taxpayers wbo Ave slightly undertaxed and lied not ba. called upoit to pay
iit the difference. 1Ilis veltn be doiie by llxing weekly exemptions so high as to
total rather more than annml exemptions, atd wnivlig returns from Incomes
only slightly above animal .xemtiotltn limits.
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Option to file for persous overta.rcd

Some persons taxed at the source are sure to have deluctions from their In-
cones, claims to exemptions which they could not prove in tIne to got the
benefit currently, etc., etc. Accordingly, some taxpayers will tind that they have
overpaid unless current exeinptions are flxe! extremely high relative to al
exemptions.

Such taxpayers should be permitted to flle returns its applications for refund
of amounts overpaid. Regulations should be set up aInd filidls provided for
iromnpt refunds (without requiring data not given in tihe rielurn) under the
following conditions:

(1) The Individual In question was taxed at the surce.
12) Either:
(W) Ills gross Income was less than, say, $3,0W0 and his refund chill was

greater than $1 ; or
(b) Ills gross Income exceeded $3,(0 and his refund claim was between a lower

limit of $1 and an upper imnit of $10 or 10 !wreent of tax (whichever is less).
More shstantal claims should be refunded ouly after fuller iqlry.

Uniform Ireatiment of prompt iutlivrlts

It was Indicated above that I polent wealoa for scuring pronlt paying or
taxes by persons not taxed at the Source i to credit interest on prompt lyments
down to the date of final settlement. If this system of inducements is adopted,
Interest should also he credited on staiNs collected by withholding at tit, source, and
at the same rate. For convenlel;ce in caleulatihn, Interest should Ih' either at 3
percent (I. e., one-fourth of 1 ls'r(lnt monthlyy, or 0 percent (one-alf of 1 lxrvent
monllnly).

If rates of tax change durtg the tax year, the rate charged( oil annual r,-
urns should be tihe average if the rates aplying In tlie 12 ;inltlhs of the

year. This would mean elnal reatnient of in(o.nes of equal size, regoirdless
whether they were received In an even flow over the year or were bunched at
certain dales. If we exprleiee It sharp rate of prihe increase, this may mean
di:eriinating In favor of persons receiving the bulk of their Iconile early In
tile year whenl dollars are worth more goods) ; but we must luo to kep
prims within bounds.

IV. TIlE PERIOD OF TRANSITION

As soun as we start collecting liucolnlt taxes currently, each taxpayer luist
start applying Irt of his current Income to taxes upon that Iconile. lict
whenever we start, taxpayers will still have some taxes to ilaY (ol II j1'VlOns
hiconies under present regulations. Until this accunulated tax Ihlahdllty I.
worked off, current Income must support both current nll back taxes'. ()hvl.
usly this creates a problems.

Low rates during trant*illon
If flie revenue and price situations do not require double revenue during

the period of transition, the taxpayer shuiulhlie helped either by it reduction
of his liability for back taxes or by low rates on the current lierod. The
former bt possible If tIh( transition begins at the start of a calendar year. In
collectlng taxes in 19M2, for instance, it woulil he possible simply to reduce
iiormal rates oil 1941 ilcolnes to zero, levying corresponding rates on 1012
Income collectible In 1912. But If collection starts within a calemhr year,
the fact that some taxpayers settle i full while others now pay il quarterly
Installments makes this procedure unfair. To cut rates out I0 illcolues il
order to permit taxation of 1t111 Incomes during the last half of 19-l would
mean dhierinlhlatlng against tho-se who pald their 1910 taxes in full oi March 15,
1941. Accordingly, rates on 1941 incones should be liade low. This would
also simplify the problinis of 1942, when collections of taxes oil 1942 Incomes
an(] of tle unpaid residue of tax on 1941 incomes would run coneurrently.

Maintncance of aurtao during trutsillsttm

The above argument for temporary abatement of rates applies to "normal" tax
and to thle part of the proposed new surtax schedule which strikes all taxable
Inmins. But the progressive part of the surtax should not he excilsed, since this
,Wvlild grant a windfall mounting to a tubstantial part of Income to taxpayers
liable for surtax. They expect at present to pay surtax on each year'n Income in
fMiture, and to relnit surtax for I year Is not required by fairness.

If Mirtax Is not to be remitted, It may be desirable to permit transition to a
current collection basis to be spread over more than 1 year for taxpayers In the
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upper brackets who apply for the privilege. Pressure for current payment
(through quarterly payments based ol previous returns, or through discount
schemiies) need not extend beyond the uniform part of the surtax. The monetary
effect of permitting late payment of the rest of the surtax Is brnd to he mild-
firstly, because the amount of taxes Involved Is not likely to exceed $,500,000,000
or $600,000,000; secondly, because taxpayers in these brackets are more likely
thain those Iii lower brackets to adjust this year's spending to taxes j'ayable next
year.

D-PABTMFNT OF FINANC1,
Tne GOVsaMxNT OF THE I'aOVINCE OF BITISH COLUU^IA,

WAL'TER W. IIVLL R, Esq., AprU 7, 11141.
% University of 1isconsin, MadMon, Wo.

SIR: I am In receipt of your letter of the 2d Instant, and return herewith the
credential enclosed. I am also sending you a copy of the Income Tax Act, tax-
ation nt, a short synopsis of the tax legislation for ready reference, forms cov-
ering the operation of the 1-percent wage deduction, with accompanying el'plana -

tion, and the forms In use for general Income-tax purposes; also a booklet giving
full particulars of the new Dominion natlonal-defense tax.

Referring first to the synopsis, the ,juinges Indicated In Item I (Income) are
proposed changes recently announced; hut not yet enacted. i'le clnged exemp-
tions will conform with those applicable to the Dominion national-defense tax,
and tile surtax Is being repealed In order to give the Dominion a reer hand In
this field of taxation for national and war purposes.

Item 1 is, of course, covered by the Income Tax Act.
Item 2 (at, (b), (f), (g), and (i), as well a item 3, will be found In the

taxation act. (2 (c), (d), and (e) are covered by section 82 of the Income tax
Act.

Items 4, 5. 0, and succession duties are each separate statutes amnd I Imagine
of no concern to you in your present study.

Answering your questions In numerical order:
(1) The tax has been deducted from wages at source since 1931.
(2) Although it Involves the making of a large number of refunds, It seems

the only logical method of collecting oves front low-incone groups. It is much
easier to make refunds than to try to collect small amounts at the end of the year.
Prior to the adoption of this method, we wrote off hundreds, yes, thousands, of
small amounts every year because It would cost more to enforce eolhtion than
the amount of tax involved. Once the system has been brought to a well.
established roullie, It Is not expensive to operate. We have only about seven
Ip(ople wholly and permanently engaged on this particular work, plus an equal
number for a temporary period of 3 or 4 months following the filing date for
returns. I would note here that no application for refund Is necessary, the filing
of it return Insures a refund If one Is dute-of course, no return, no refund.

(3) ThIs Is partially answered above. A very great proportion of our refunds
would be elimilnated if the employers were required to apply tie appropriate ex-
emlptlons. A large number might also be eliminated If the basic rate of Income
tax were Increased from 1 to 2 percent (the deduction at source still being left
ott percent).

(4) (a) No; compliance by employers Is good.
(b Some difficulty has been experienced with employers who have only a

coulph, of employees. We overcome this to a large extent by permitting quarterly
returns to be made In such cases. Ve are 'not strict with these small employers
in tile application of penalties, as we feel they have to be given some credit for
doing a lot of work for us for nothing. Penalties are only applied where evasion
is flagrant.

(5) The forms requested are enclosed. We do not Issue any report.
(0) I will nuniber these questions In the order asked : A0

(a) Number of employers' returns filed (,'Form 57) -------------- 17,158
(b) Number of employ("s' slips filed (Form 57-1) ------------- 321,270
(c) Numlr of Form 7U income-tax returns filed by Individuals- 152, 850
(d) Number of iersonn receiving a refund of the full amount

deducted --------------------------------------------- 48, 498
(e) Number paying added tax (approxinately) --------------- 10.000
(f) Total Individual and corporation Incomo-tax collections ...... $10,236, 183. 83
(p) Total individual and corporation Invome-tax collections.... $2, 115, 5:7. 21)
(h) Amount paid by employers at source .-------------- $2, 006, 86. 00
() Amount refunded to employees . ..------------------------ $1, 000, 575.81
(j) Number of refunds.. ---------------------------------- 141,516.00
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I am also enclosing, from our elaspifieations, tntenents showing the source

from which our total tax Is received and the Incomne groups under the head of
"Employment," which nmy be of Interest for your purpose.

In connection with the figures given above, under 6 (d), the figure of 48,488 Is
also Included In the figure of 141,516 under 6 (j), and is colposed largely of
married persons In the two low-income groups. Practically this whole number
of refunds would be elhinated if employers were required to apply the exemp-
tions ; also a very large number of partial refunds would be thus eliminated.

It might be Interesting to mention to you that this deduction at source is far
from being unpopular with the employee; in fact, once they become accustomed
to It, the deduction Is not missed, fnd the refund at the end of the year Is very
popular. We find them very aplpreciative of getting a few dollars back, and they
seem to forget about the larger amount that has been retained as assessed tax.
Even those who have an additional tax to pay alilprecia(e the fact that a portion
of It, at least, has been taken care of.

In further explanation of 6 (M) and (e), the difference between these two
figures represents the number of persons from whom sundry small deductions
have been made, but who have not bothered to file returns to obtain a refund.
This represents, In the aggregate, a sulstantlal sum of what one might call
"found money."

I think this covers pretty well the Information you wanted; but If I can be of
further assistance to you I will be glad to hear from you.

For your infornmtion in this connection, the population of this Province is
approximately 750,000.

Yours respect fully,

Comninissoiter of Iicomne Tar.

DVPARTMIFNT OF FINANCE,
TIHE GOVN3MENT OF TIIE PROVINCE OF l|Sl-rISut COLUMBIA,

April 7, 19PI.
Re tax deductions at source from wages.

Attached are forms In use fi connection with the deduction at source from
wages:

(1) "Information for Employers."
(2) Form I. P. 6.-ThIs Is a monthly return nade by employers covering

deductions made during the breeding month. You will note that no details
are given concernig the individuals from whonl deductions were made. This
Information being given on the annual return-Form 57.

(3) Folder-Ludger Card.
(4) Form I. T. 57 anid 57-1.--This Is the employer's annual return of wages

paid to employees. The total oil Form 67 must agree with the aggregate of
monthly returns. You will note that all wages are required to be shown
whether deductions have been InUde front themn or not-that Is, they may have
Iben below the exemption level. This is for the reason that the total wages
shown here must agree with the. wage deduction claimed on the Income tax
return.

Forms 57-1 are In quadruplicate, two for the department, one for the elmi-
ployee, and one for the employer. The reason for the two copies for delrt-
mental use Is that tl perforated one is at tachetd to the Individual employee's
return and the copy that Is not perforated Is for subsequent ready reference.

As you will see, we use an addressograph machine and the forms are put
through this machine before being sent out to the taxpayer, so that when
they are subsequently received the filing is sinllifled. The folder-ledger card
Is also made from this addressograph plate.

Form I. T. 6 Is &-cnt out monthly, along with the receipt for the previous
month's payment, window-envelopes being used.

Up to the present time no distinctions have beeni made between married and
single persons in the matter of deductions front wages, the deduction being made
front everyone receiving wages In excess of time stated amounts. The purpose of
this was to save trouble to the employers In applying different exemptions; but
of course It Increased the work of tie Department In inaking it larger number of
refunds. Now that the exemptions have been raised (as Indicated by the synopsis
enclosed) employers will have to be required to 0l1)1)1' the appropriate .xemptions.
Shice the ennetnint last year by the Dominion Government of the national-defense
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tair, employers are required tot apply tite appropriate exemptions for the purpose of
that tax, and our Increased exezIaptiotas are made to conform thereto. I am en-
closing a booklet giving full Information respecting this Dominion national defense
tax, which I think you will find of Interest and service,

0om1slooer of Iontice Tor.

(COMMISSlONIa~ OF Icow.v T.%x, DEPARTM NT OF F1NANFMl'h'la'la, 11. C.

INFORMATION FOR EMPLOmYa18

INCOME TAX AUr-I 'EHCNT WAE )EDUUIIONS

Subject to the hniltatiolas set out hereunder, every employer Is required to
deduct 1 per cent. from the wages of every employee at the time the wages fare
paid, fand to remit the amount so retained to the Provincial Collector for the
district on or before the fifteenth day of the following month. The prescribed
form (I. T. 0) must be completed find forwarded with the remittance. It Is the
practice to mail this form monthly to every employer of whom the Department
has a record, but this Is for convenience only, lint' the non-receipt of the form
does not relieve the employer froni the liability of making a return.

'T'liese de(dlctions atre only to be made If lte earnings of the employee amount
to-

$00.00 ar more oat a nmotlhly lly roll.
$30.00 or more oa a senlninthly pay roll.*
$14.00 or more on it weekly pay roll.
(N TP.-Olly wages bloi, these aninti s tare exeilt. In all other cises

lie 1-1per cent. deduictioi 0 iiust be nmade from the full tamunoaat of the wages.)
The liabilty to deduction Is ltot delerniied by tite rate of pay, but by the

tothil $iaount layahe to tile eniaplo)'t during any oaae of the pay-roll periods.
The terni "orages" has ia broai Interpretation anad Incluades (nd Inclide.st atny

cottmpiensatiola for labor or services meiatired by tlae time, piece, or otherwise
Thils covers coiilssl , s. holiilases, Met, as well its ordlniary wages or sailiiry. It
tilso Includes ain.y Ichletail Ierquisites or privileges, such its free board or
lhdghig, fin( tes' si.t he valulhaed lay fli employer it prevail ig rali tand be
lidded to the tll'llligs.

Ievords,.-very employer tilist keep accurate records relating to ail lhis Pan-
lioyw'eeM, which will show ihir names mid adlrves.e, whether married or single,
roof- Of images, t11Io worked, wlageR pll(id, and ill hIllliaoult (If filly) dediicted from
nach. At fhp cnd of the year a complete list of enilaye s will lie required from all

pniployers, showllig th toll wige. ind dedcitlons for the year in eachi ese.
Liability of 'niploycr (iSe. 2,3 (3) ).-very citijlyor who deducts tmtid retaltlis

iny amount front lie wages of an vialloyee uander the provision of this section
..;hall hae dveinied to hild the saine in trust for Ills ,MaJesty and for the payaiaent
'aver of thae sain lit the a in nr aiid at tlh line provided iinder tlais section
l aid e atl oiati l1ali until pail form it lhe an(d charge on til ettire taisets
Of tie eaijilloiier's e.it it I I liiads of tiy trustee lanviig priority over all
ol iter claliis of a3'l p(rsont.

Penlally (ee. 53 (I)).-Every person who, In eonitravention of tiny provision
of thi Act, fails to make any return required by section 2. it thac manner and
within the time prescribed lterefor ,;hnll forfeit and pay ta the Mlnlster an anoulnt
of money equal to oite-tetth of oiae per centtan of the total wages paid ly thas
ptersotn dirihg the period to li covered by the return ; bit lie anioant so forfelie
In any case shall not lie less tlhan oe dollar or more than fifty dollars.

C. B. MIttas8ON.
oa nin s.iioner of Itonte Tor.

*Although section 23 (5) of lonico Tax Act states the exemption as $50 per
month, setIon 24 (2) provides that no tax be assessed for less than $11, which
in reality makes tie exemption $100 more, or approximately $60 monthly.
Note that unuher section 23 (4) no refund.q of less than $1 are made. P.
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Ustmiat B. C. INSTRUCTIONS TO EMPLOYER.

Employers are required to deduct 1 per cent. fr.;- Coe wiag.
of every employee, earned after March 31s 1934, if the co
earnings of th0 employees mmemut to:-

$6.0 or mo ox a meaw pay-roml

$3.0or more on a simosthly pay-roil.
$1.0or more on a weekly pay-ral.

Nam-Only wasce below these amounts arc ecempt In all
otecr cases the 1 Per cen. deduction mutt be made from dh full
amount of the wags.

The - Summary Of Pay-rolls - forin Punt of this Retuum
must be completed in every case before the Return is filed.
The total amount of wagea paid to employees. from whom no
deductions hs.v bee made by reason of the exemptions stated
above, must hW entcred in the column provided for that purpose

I



REVENUE ACT OF 1041

Monthly returns from employers are filed In these folders, which also serve
tis tho ledger accounL

Dg lst~v C.,ost4., VI
us yats. It,, 07104

UTUO II . O.

I T. I-INh N

This card Is attached to the
tab to Indicate ouatsandlngs.

addresmograph plate, whie Is equil)pd wIit a

Begg Xoto- Co., Ltd.,
836 Tates St,,

_ m

V1
97-10-

1041 Jan. [Fb. Mar. Apt. May. June. July. Aug., Sept. Oct. Nov. Deo.

04i* Jan. Feb. Mw. Apt. May. Jun*, July. Aug. Sept. Oct. Nov. Deo.

1943 Jan. Feb. Me. Apr. May. June. July. Aug. Sept. Oct. Nov. Dec.



REVENUE ACT OF 1941

FORM 57-i.

SHEET NO.

UST OP EMPLOYEESI

CALENDAR YEAR, 1M0.

ORIGINAL-To be eucetbod to and fled ith Forms 57. Rood waeuly the. 1ue~nedoae oa &a faoni

PROVINCE OF BRITISHi COLUMBRIA. IM4 sItRNIP4A.

MASADANLE8 or XMPIL MAW orL curNAE? MLoEPI.

FORM 67-1.

SHORT

Copy to be retained by employer.

PrtOVINC1 OF BRITIS11 COLUMBIA.

LiST OF EMPLOYEES

CALEINDAR YER, 1940.

11O 44 I4tARNi t

N7 TI - NMEO EPOMPAWS A"P ADOES OF NSPWVTK TI - rZ"AsoOfgx~o.

FORMD $?-I.

BullET .o.. ..... -.

LIST OP [IMPLOYER&1

CALENDAR YEAR. 1940.

Copy to be gien to emp[o)t.

PRO0VINCE OP RttISICOt UDIIA. I"*6 FAININOS.

AWAND ACDOXF4 OF titIOTIL Fit M &.I AWS OP aNwrDVR.

FORM 57-I.

SIIIIRTNo - .

UST OP EMPLOYER&.

CALENDAR YEAR, 1940.

Copy for Depertment. To be detached to original and fied widl Form SY.

FROVINCEI OF ARITISII COLUMBRIA. IN#6 FARNIN(Ai

MA WS AND At"S F$ Of FMPIOVEL MAWS OSF I OTIM

432

1 U6
4w



REVENUE Acr OF 1941

J.Tr. FORM 57.

1940
PlmovIwch op itmisit Cot.uitnnt

VATS RECEIVED.

pot sdepanlesl *&e waye.

IMPLOYBRI RETURN OF SALAIIES, WAGES, COMMISSIONS, BONUSES, PHRQUISITES
INTEREST. or other remuneration paid to employees during the calendar year 1940,

at required under section I I of the " Income Tax Act.0

One csr-y of this Return. together ssitch supplementary details gn Form 111-I In daplicar'v, mutt be filed with flit

PROVINCIAL ASSESSOR. . _ VICTORIA .. , ..- , D.C.

In the mntnh of January, if possible, end NOT LATER THAN FEBRUARY 28mc. 1941, IN ANY CASE,
After that date the penalty referred to belowa mill be enforced.

Name and asidiresa U.IMk Cos 31400 Foe dleralea usoe sair.
of emnployetr M t 11t ff .4 11 Tors t oo

Y1*$ta be to 11.1 Tait skbelle

SUMMARY OF WAGES, ETC, FOR 71113 CALI1-NDAR YEAR 1I4.

ssretvr,.avia W00 a4 ao C&, a7 aa

.oswa #I-'s- r- -.

a r aa .... ...............1 = .............. _ 1

dr~aeon s SJ*$s). Tka total ao4 agroe Wilkth us slera rted,. vak~rs, a rtomithsalc West be aarbd.

I hereby certify that this Return, together esith Form SI-I attached hereto, constitte a full and corret state-
rment resrciing all etowployeea, shooting the "loges paid and deductions made therefromr for the calendar year 1940.

Phone No
Signature-

Datey . . -

INSTRUCTIONS TO EMPL.OYERS,
Form 61-1, to be Attstkad berate, must Contain a coarpleta list of all eaplqa'ea, Ahsowire ware, Pald Srd deducion$ ?rade, and

mast bet e-se.rts aIN dac 111th the C1WA fiwitirtttena1O -
1ricalaro reopectier tath aeptoyr muet be omeni ona a seraata slip.
Free a~d salaries paid to directorsansd tirs Of rrpertions Olust be Iocladed-
Coda'. ) g-Show In elploabaikill order ftill rime4 and reidetal adirtu. of ereptaywr, slaaw arst.
CedaqdA R.-Stats ahether employ** is mrarried. sirt, uiew, at wider.
Cuoas 1.-Whetri poeArle. &te particulat, tucht a,: It "0 a ;e G mos. to Olt; csVal, etC
Cehtsa j,-Slw toal wat" or etber remeactration for the year 1940, iareludang th ratue of all pergislten, tracks (r"o board

or ttte stewedtta
Celo i.-Ske is does &metal tie ttl Mttleod trets implmy"'a warefo te a lenrdar tear,
Cednao ov-Niunoe af smpolar toust sppear on seery slip. A naloor stampvi to aectiltd for thia l"UftO
Tle repl~pca copy af escti slip should be Ilinded 14 tke emptupee, at abes Iaformaatione tlareo Is vsactial for the prea'arattos of

Its todlrtdial rtir.
LufCrcOPtie at Torts 61-1 map s be otiad fret soy Praritadul Assessor. (TOre Inoeraratikt mepotfrt taplaym will Not be

atrepted on say other foame I

FFALTIS.
pfc tofteo 6 bst Petrs it& easase sa" wls 6. lise ipeeAilld Osetlorab of I per esao. at Ase toedwae * eid Palai ne It

a" heass. Mi.
Fo" tAe ers~t tto"aeantary soeiea46e a is.te nso SA04 11,41K

5ls1so. tt

433



HEVENIIE ACTr OF 1041

I.T. Form M7.

INCOME TAX ACT.
1940

RETURN OP DIVIDFNDS PAID) BY CORPORATIONS DURING TI-B CALENDAR YEAR IMO
One oopy of Wse Reurn rauht be fied "ith the Commissioner of Inoome Tax, Parliament Bi;ltlinjs,

Victoria. B.C.. not later than February 28th. 1941.

Name of Corrr.on . ..-. *

INSIAUCOlON-4u.. SfS ,4" ditows of. III ,.I.. iha to La 3..,i (;*I..4 to *Len 6.1d..J.. or ... tv ,. wit Fe
Ish ab Att. to the tsem of1140of04 aw kd. t aeJ Iea look aheaj the ton anueSt OWi a. mah akeahoo. WI&Me~ sop
i~soliaes 6161100Ws.

Its. daivifkas .arell01 duwi 104t t..t rs with 4u 6a ies is 0hu 18841.

(to 3kolo Wan .. d f.oe I* I I ,,.14.At.8

?a~5 AsasaS d (~.h

Cutarniu MATxJc.

Dlata . . . . ..

If the above spe*e Is fnsuffmlena, ue &b beck of mU. form or eieich aepralet .cbdult.

434



REVENUE~ ACT OF 1941

INCOME TAX ACT

435

FORM I.T. 578

RETURN OF INTEREST, DIVIDENDS, AND RENTS RECEIVED BY FINANCIAL
AGENTS, BROKERS, AND OTHER PERSONS FOR CLIENTS

DURING THE CALENDAR YEAR, 193

THIS RETURN should be piepuedi 14 OUPliCste. One copy must be dulivracd ot innied postpaid to

the PROVINCIAL ASSESSOR, ,B.C. so
Later thin Ftbruasy 2ttb, to tatb ycar.

~4um 4 AAut

la-Jeto s.t.ee .A ,,a~se .sd.r C~...a S sLoe I'..IJ.e4. tI'). Istereet II ~. Itosta tRI~

OAUS ~ ~ ~ ~ c p3 ~I0 0t~l I I~ I ££4'N I C~ihU RAop
A~VT I___W___

ASinms

iI n~m.IUf thu 0, IaI.aLc t,. abot4 as t~ he ~etA &W tom e uvjpsuul shet. att~thal bwiore it
607 is sod61W ,ort sod ce.,ut.4s a (oi stawatst of I.Ieyrt dTsidk~a SSW er"t Weo',e14 d&ra vy~t ow meiV

0alb d ~ $pa $10i i Dwsehw, M1L. Is sesiass .651 ths pynvwst. of "cum~i Is (1)11iM "IND" Tnx
A441

ea1"510

T

$'- L6 w
I. w 0 am"



436 REVENUE ACT OF 1941

I.T. FORM ?A.
Po seer e i.~dileta 1 9 4 0
0r.;f;r Iscon. (I itised (tam44ealenr t4' Cejea.

VATE RECEIvED Pt. N.,

PROVINCE Ot BRITISll COLUMBIA. to.nts,

b I N C O M E T A X ...........................
Ihis Return should be prepared in duplicate. One copy mul be dcliiered or mailed postpaid to the

PROVINCIAL ASSESSOR, . .................... ...... , B.C..
NOT LATER THAN FEBRUARY 28usf, 191, and one copy may be retained by the taxpr ev.

Pto. PRINT ass. statd fsss,-rs re.

Nome .... .. ............ Occupation ........... ......
IsasaI ili(tia. isew to twl t

Residential address ..... . _. ......... .................... ..... ......... . . . .

In case of change of residence slate address in 1939 ... .............

Last previous Return sas fled with the Provincial Assessor al ..................................... , D.C

RfffURN OIt INCOME FOR T1l1 YEAR ENDFlD DECEUNIER 31sT, 1940.

SALARIC., WAGES, COMMISSIONSi BONUSES OR GRAIUIIES. (Oiv me sad ra aefts em ploye "d

rsqafita It , badl. hatog .afInsooteoft .e) re 4eaId ll ...... . .....

QIIIER INCO E. (Give tll rtielufstaat & esew Atah etw stt .. .U ...i... ... -

War ds.lhf fa.. o- . - -
6A " hIl ose trm p+sa - .... .......

"s. e .... _-- 6. ;1 Cal -ais a-sala). . .

0tI dda iaee. tt., (toom atetalo persaaal aseapsicst hatre - -

l-ee p,...l esasyiaa (tre. ptg J) . ........ .................. - - --- -- +

aahwe, sea fosiel~s 1060 - .- - - ------ _ n n

lotful. % a e taoa . .. ....r.as mea ....... . . . . ... ..

I e it sAlso .n SS e mad. 4 t ert 9 1 ...................... . . . ... ... . .... . -

A| mt.taspem,, "I" u A be.. .............. . ..... .. ........

Wv hen-S. Wheste bs eIm *bore la tt pit"I s Slos a 1t. tot aSS a rft be note nt am Ion a" tea IMmt

.11 I ;ot4Iafel sac If ratable. ie t ( l oes a Ne , aai ta. ties aqme 1rif therelat Is seesnesy WIa Rtle. ed s 0 blch s m be
lp;d a o s * q Ilp . tliwt-o " or bl.. My )lot. Alvesl hils. setd Nov.mhtr *4 teat, with totstal o the ral *I 4iji pf a els
t.t.113rsr Zld4 1941,to soe e rerisea. A d tieI iltti at tofd aos. 41% see east sat be W ld to the ose24a D 1sa tsel.
ee s 14 It paho t de de14a.

REMITTANCB IN PAVOUR OP Till PROVINCIAL COLLECTOR FOR I .. AS.. 1 ENCLOSED IIEREWITII.

-* IS a relse Is Wiaeatid, iles Rstaa will he etep ted a eg lp klresi thli l.

I hereby cetily that this Return, together wljh aupplementary satements fd additional schedules attached (If
any), conlina s true and correct statement of my total Income end deductions claimed for the year 1940.

Telephone No.
Signature-._. ...................... . . .... .. .

Date . .. . - I

SPACE BELOW FOR DEPARTM5ENTAL USE ONLY.

(ci . . ................--Tre IaresO ........ . . . Estt lsal .......... ...... Tetal Tan Pssabtl. . .
lortehrlaa . IspetdseTtt- Raised .-.. Eaha TatDe......

te11rs1 sld Pt hosty - Atsse I Tot ... ... Sotm Isese ...... . .. I ...............
Lowes...t Pei;... ..... . Refietid l . .

s#0 1111 Ti1



REVENUE ACT OF 1041 437
,.T. FORM 70. .

Far vs. at tcsdviulae sLe. pnaapt iaaaae 9 4
I detiled Item. s rl *ta ethekn iss. 

1 9 4 0
UATI RECEIVED. Fill No.

PROVINCE OF BRITISII COLUMBIA. I,. p.,,. l

pot ...eec..ul pot "aT. INCOME TAX $

This Return should be prepared in duplllte. One copy must be delivered or mailed postpaid to le

PROVINCIAL ASSFSSOR, ............................. . B.C.,
and one copy may be retained by the taxpayer.

11ithe taxpayer condu"ct any trade, business, or profession, the RETURN mull be filed within 0hre* months after
the end of the taxpayer's business or fiscal year.

In all other caste the Return must be filed not later then February 2fth, 1941.

PIZASH PRINT toouewlM sa.. .. .e.-saw.. .... r.

Is .Oft# of 6 ....at "Ago" p address Is.. .

O ... ... ... ...... ...... It kowssj Is Irea llo w pr~loft ocel is*stict dodos 1#1, suol-

(b.) Names a d iaed t ( ar) . .t . . . . . . . . . . . . .. . . -

OLad .ep e . R..fom of" clock pertioda.......... . .. ae Ta usan o t e ldae o _ .. ..... . ...... ..

........ ..e., muod ,at.- i. 6- with th e
P (. a .al A s es o.r t ...... ..... ........ ... ... -B -C. --- - --il-q ... ........ ....... IN

PAYMENT OP TAX.
(1. Brry series liab bea a pay is sad. the Ad sit seed with tbs 0Ittin of the trko,. #a *kbk the Ite If psloab a polst

of f4 lss full ota.jcita of the a1041t of the itw, too hs Shall pay the hlae (it say) *I the ais ir at mere t04% three trn tl.,t
tastatsneets therfatte, toesihr wish Ntfet ot thf rae of facr aad si-afper cestass 5r &aess spos fch isatlaot track ths talk day
prrnalhedb fis saihiagi the Eltcrrn t 4 tme tspyweat te 0866e.

(1.) Ever? pores lial to ta? any it ab felt$ 94 pty is ftil &I parcat at trnetauet th0oa at the tiee preeilod by 0se
1t) fer u pos e teal ae shil pay. Ia sd"dtt Ia the Iterest payabelhae hat of 4h1tios. toterist as il slt e fil, U ee to1a1

p* ego *s0. the eLuaaec to dweict frau the data ad defalitoI the data of payum. ___________________

(he the Hot sstels larc*s- RATES OF TAXATION.
so e the tirot $I* t &or portlas thesrf. af

Ss0t4 ceO $JA0 &A C6% e t he tsagi de, akae she lcum.e, da s" t ri $J S 0 SURTAX ON INOOMB OVER &K&I
* 100 ga 4 st 1s 1 , 1 the 0ontalade where the tarec " date act letecd 1.009;
*0 sa 8.000 aed 0 the teelsLer I m tcr.e dot of4 .eeq .000. Is s fke e f at oalall abasla e

*10 *.!00 aaid t7, a 1 s :4 . ast.e mwre the lrcNo di,,-oa t e 0." $ 9.000
so 5 o5 a 5.00 9 5 .4 oft 4e tefulader whau, the tacoe dl a1041 #Aed t I4eeue a 1-0" e 4 tliie*W" y e. U3 O tI

11110 04r SAW i ed 1% A the reakaltscer whcae t"e a* u faes* Igt agesed 5 0 Iaisee Tax Act." parece tlhe we of
IfS00 as 5 000 gai 1% so Up rmalamdt fhurs te twlme doesn4l at elC4 53.00
5:000 sa 0 a.d eche rsatlaer thre the lte dee dee met e d II0.00; 41.110 a ONS litsad k Idtlacel to

* 00i r . 0% the rtscaade, whre the taaau.o 1e oe asreeda 9
t
O.O

0 
s h tataoda4teed Iho"e Iam ,elf of

*00 .a 1106 %'4 sadt% ak tomaclade wheat the Iaelee ge Oat cooled I0ltI.
5 10. 11.4 oCI). te r-e l41 iArrlwh t" trmae sdae po #Icltid $10; WWAk a eaj at eeeui will fewe.
11000 ar ; I.0 0 sad t11% s the reseloder whber tilhe te deaeal sot ores itcll .ue.5p be Med so tm lawyer tsawd

1 010c to 111.000 and 11% as the rsumiesde where the tarcs dta ca soree tl00 1;
s~e@~0asItS15Qse 51 e the ricalsoof whsra the lareas. doie, eat esceed 9 tek.oe the dgo* eopeae which she oaddauierna Caree
* .001.9 1.0 as s , Of cterefightda wr, ths tarosa doe" sat fetted tifU t specOeI.00 0 Itt.O &ad 31% ao1she recslleer whare tho i cei iee soe #steed Ilt.t000

I0 Wo0 O 41t0¢i i4 IM the0 Usei tm where ute to ace de bat eorced 11,000;
I. 104s) ifi 81.000 and 5% oLc the rtasa slt whar the terage4 desa act assetd 111.000.

Wh.il the set lers2d6 $10.00 the ratee 10% an all the at taue.

Remittance In favour of the Provincial Collector for the sum ofS ............ ... ... Is echoedd hetevatho
being the total amount or not less than onelsarter of the amount of tax on the Income for the period covered by
thia Return, estimated as follows--
Net taxable Income (from Summary, psg 4)............ ........... $

Ta payable thereon, as per table of rotwa (above)........................... $ NOTE.
INo rtauhaooffo to

Lej amount of I% deductions from salary or wages (if any). S rt"It" ," ti

Balance of tax dueI.t" .... . I... ...... . .

(Claim may be submitted In respect of Income sax paid to another Province on Income included herein.)

I hereby certify that this Return, together with supplementary elatemente and additional schedule alltlhed (If
ay), contains a true and correct statement of my total Income and deductions claimed for the period tated.

T laphone No........................................

Dtef.............. .. .. 19....

1t stsqeed a. ds se by se CeIvy. sht rapeyswe l ee orthe mreeeer ef a Ptanae 3ib sise, etae, daree)

SPACE BELOW FOR DEPARTMENTAL UJSE ONLY.

Class Tree te........... £ Eepe... -- TeotTal PeTah.........

lotredt w..Poill.....ty A-ped CT s .. ... ista Iatesee Ti... .......... .

L rat ............ d . ......... -se lu r. .... ... ...

01077-11-20



438 REVENUE ACT OF 1041

I.T. POWN 78.
(Spiceiiyto F. rm 711.) 1 9 4 0

DATE ReEIVEDu.

PROVINCE 01? BRITISHl COLUMIBIA.

o .INCOME TAX [111111
[Ivory Individual who conducts ay trade, business, or profcession, and avery member of ai partnership, must

ooq.pleto this form and atitch onei copy to Form 7B1 (So* Item 1, page 2, of that form.)

1 STATEMENT OP ASSESSADLB INCOMEG.

AJDD Sadry Avg" am saw*admi ase I al*m Tax AfAeleaswa Itembs. tl ien#. thies-.

U.) Altaisek naowvspioms tt saasad&LW"aa.--- - ()- -

W1 Cbstthis dsaaiss.-.4 OXON "e 6% ads "16 Isazams -- heStil.

(LI Dspsadsm ts atw.ao s sf l Owa Is sAuda wA .aslois m ..

to &b a of a ~eWseall ds MCt ad i. aesu bawsse foum wooar a be abwa be).. sad ab tsapase Imaeau *iiauab
fismoaed as hew . " 1 . ad Fete 1111

WAXN A"D AVORMU55 OF VATNU
iass

I heraby certify the this Return, together with the adiidonal scisedulee attached (if any), oosuituttee a full and
orrt statement of the Income and exspense of the business or profession referred to herein for the period stated.

(Signaturit) ..... . .. __...... _ .............

Date ..... .. . .
(OVER.



REVENUE ACT OF 1041

I.T. FORNM 7812.

(Supplemerotary to Form 78.) 1 9 4 0
OAT8 RECEED.

PROVINCE OF BRITISH COLUMBIA. Ir.N

Pot detudatel aid fair, IN C O M E t z

Every person asho operates a firm, orchard, or rench, eiter so soft osiner or partner. mull complete this
form and attach one copy to Form 711. (Sr*ite 1C , Page 2. of that form.)

N am e ...- . .-. - .. .... ..................

Addres...

STATEMENT OF INCOME AND EXPENDITURE FOR TIMli CALENDAR YEAR IM40

GROSS INOOMG FR0M TON SALB Ol'i-Uwa stod. ... ...

anltr d 1"I .-.......
Gral"aaaby.. .... - .

Dairy pr.esa .-. . .

Va1. of aom predees M64044~ Is "Ifparsis hea* kld .. , .

TOTAL INCOMI111..............

Wse a s o m. ar~as. f Givw detail. ae 0 2a .11

Ilawa gS iees

Repars to fares kqalia, masbiaey, ass. W~e ga 6as44.a aIhsrstmma reaets. a revitsssa at a Pammsea

DOnlefo rewt~~w -a 31- - ol
Off obewltb seat (mat IttS 11. ...

0mb.. cpaaaate lGivedroalls. Eageasas .1 taxpaysta bsesabod oeef NOT beh5.4

TOTAL 3XPV8MN .----------.. .---.-

TOTAL INOOM3.aba. .so Am
TOTAL BXPZNSBS. of saaot.o ~ -- - -. - .-- .

~ii-...
Left to foodula wader saa4 (t) oftU seae Tax Am".---.. .

NIT TAXABLIBINCOMS (arowtas)...-..--...---..- .--.----

NOM-1t1 ke ltsrm scaberd, as rms t Ismd so--Alaly 4 y tlater". &ki csao aso ba fsisnsll sfteas . " X. at rm It.
ias enws at a putaassktboek &msaoa aft& sale" tmaw t tu sk O pnesMast be 40ew bee~ a&d 16# feepayems kefeam abase
mrsautsrrtdasenic. Ipag 3, at r I&

NANO A"O AMSPP Of FV4111111111Ao" = 1

TOTAa es..----.- to. sW

I hereby certify that this Return. together with additional scisedarle attachedl (if any), eoeetitt, to fell and
oorroet statement of tlse Incomee and easpena.. of the business referred to herein for the perwo stated.

Data ...... 19-

439



:440 REVFNUE ACT OF 1041

FORM IT. 7C.
DAIS US&D

VAT SP5I5.t so D. PROVINCE OP BRITISH COLUMBIA I . .

INCOME TAX
RETURN OF INCOME TO BE MADE BY RXECUTORS AND TRUSTEES

This Return ahocad be prepared in duplicate. One espy must be delivered or mailed postpaid to she

COMMISSIONER OP INCOME TAX, PARLIAMENT BUILDINGS, VICTORIA, B.C.,

n later thou February 2W ........... a.n, and one oopy may be retained by the person making she Return.

PRNALTY.-Po' failure to flI Return within the time speciied, ive per centum of the tax payable, with a
nmaximum penalty of Are hundred dolirs.

N ame of state or Trust .......... .............. ............... ..... ......... ...................... . ....... . . .. ...

Return fledb .......... ...... ...............

Add e ..... .... .... .. ..... . ...... . ...... ................ ...... . .....................

Aesnj in the c ¢ity of ........ ..... .... . ... ....... .....

Date of origin of trust or execulorship .... ... .................

Last previous Return rovered the period ended This Return covers all income for.
.,19 ,and wa filJ 

.... ................ c. months ending ,

I (We) hereby certify tha this Reurn, together with the supplementary statements and additional *&Wulea
attached (if any), constitute a full and torrect statement of the total Income and expenses claimed as a deduction
on behalf of the sbove-namd i Estate or Trust for the period covered by this Return.

(Signature). .... ... ..................... ...... .

Dae ... . . . . 19..

EXTRACTS PROM TIe INCOME TAX ACT."

(to aW hefao cs ast dy ot rAtesIs t" or s. $oope peras. Ia Whsets agsesy aeag A& WeI Is too* of a" a
isss o whaot.. to Pay o"b. Foro Ast tdarAi to she Csathioa a Store wI& reoolet dshew

Esery ts sa gseat. Ire alhs so sI oat at say osa erdeem ahior teetow h I o isolpeeadvo sap1tay,
ito I a. is uuislect is ply do ss o iatat aces sr4 Jem ot Is srresdl tad peiyblt tadee Whis Al to rwlees 6 dos
reota t ate seypmessd b, "I sad be Is bershy todeaAd I all at mStaseI rso lo*e esd a ad as the ema.1
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(Whereupon, at 5: 45 p. m., the committee adjourned until 10 a. m.,
Thursday, August 14, 1911.)
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THURSDAY, AUGUST 14, 1941

UNrrED STATES SENATE,
COM3tmiwTT ON FINANCE,W~ashington, D. C.

The committee met, pursuant to adjournment, at 10 a. in. in room
312, Senate Office BildIding, Senator Walter F. George (chairman)
presidin.

The AIRMAN. The committee Will c1ftiiff to order. The first
witness is Mr. J. B. Sth1wnrt.

STATEMENT OF STEWART, CLINTON, IOWA, SECRETARY-
TREASURER, OUTDOOR ADVERTISING ASSOCIATION OF AXERICA,
INC.

Mr. STEWAW'. Mr. Chairman, and gentlemen of th0 Senate Fi~ance
Committee, IX am J. B. Stewartl of Clinton, lowt, repre.sentin,4 the
Outdoor A4dertising A,,sociation of A, ieric& of which I am secretary
and treasurer. I am also an opitor in the outdoor-advertising blism-
ness, in Cli ion, Iowa, where I have opernted',for some 40 years, i I
probably k ow someqiiiigh about tMe b |ines,,that. r An to spealkjon.

The FA MAN. Mr, Stewart; I see qmtt I iumnber of witnesses here
listed on th same general subject. matter. Is it possible for you to
combine yo- statements so'tliat. the tommlitcee may tauke as m0uch
progress as SSil)le .Mr. STEWA Mr. Chairman, as far as the Outdoor advertitsif in-
dustry is con ied, I will be W6 nly ,,peake .Ji prepared," brief
statement and meant on'qit. It aa been r Tced in tA4 hands
of each member o.lio comiitee dfit 1. ouht(1 like to pr t that.

Mr. Abernnthy, whe name appears right below minced who was
to follow me, has givenru!his time to me. Also, the Ahnerican High-
way Sign Association, wh06,av' the small-sign tpIeo, have asked me
to speak for them as well. Vr,,:

Tho CHAIRMAN. Mr. Stewart, we would be glad to hear from any
of the taxpayers. Of course, we find it necessary to shorten the hear-
ings as much as we possibly can.

Mr. STwAr. I appreciate that, Mr. Chairman.
The CHAIRMAN. You may proceed.
Mr. STEWART. First, I might say, our association and our industry

is more than grateful to the Senate Finance Committee for giving us
this opportunity to present our views on this subject, because it is the
first opportunity that we have had at any tinle to, express our views
before a congressional committee on it. As you probably know when
the outdoor-advertising tax was introduced into the revenue bill, it
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was placed there at tile last hour of the last (lay, and we had no
hearing and no opportunity to be heard. We believe if the gag rule
had not been imposed over there, and we had aii opportunity to
present the facts which I want to lay before you, that the bill would
not have come over in that shape for your consideration. With that
brief statement, I would like to state my point.

Ti Outdoor Advertising Association of America, whose members
operate 90 percent of all standard outdoor-advertising facilities in
the United States, protests against the enactment of section 3269, part
XI, of H. R. 5417, for the fol lowing reasons:

1. A tax upon advertising, oi any single medium of adlvertising,
is mistaken in principle, because, instead of taxing industry s profits,
it. taxes the machinery which produce.,, the profits.

2. It proposes to tax only outdoor advertising inintainedl by con-
cerns engaged in the business, thereby exempting 80 percent of the
total nulimber of outdoor-advertising signs and structures from tax-
ation, and accomplishing ultimate destruction of tile business of out-
door advert ising.

3. It would result in confiscation of all the net income or profits
of small operators and take at, least, 30 percent of the jriesent profits
of the entire industry, in addition to all the other taxes which we
nlow pay...

4. ile p')podlP tax would reduce income-tax collections., by anl
amount far greater than any "ew revenue it cold possibly yield.

5. By crippling the facilities of those engaged itl the o)utdoor ad-
vertising business, it would lessen their ilhtV to serve the Qov-
ermnent in tile present emergency, as they hive consistently (pne
in the past emergeticies.

6. It would create an unfair competitive advantage in favor of
other untaxed advertising media.

7. The propose( tax would not produce sufficient revenue to justify
its adoption.

On behalf of tile organized outdoor-advertising industry, we offer
for the consideration of your committee the fol owing olbjections to
tile enactment of those sections of H. R. 5417, which levy a discrimuina-
tory tax uon outdoor advertising, radio, and electric signs:
it is unthinkable that the outdoor-advertising industry which has,

in tile past 50 years, contributed millions of dollars' worth of space
to the Government should be crippled through discriminatory taxa-
tion. During the World War the members of the organized industry
rendered such outstanding service, by displaying, without charge for
labor, materials, and space, Nation-ivide showings of posters for all
the Government activities, that on July 9, 1919, President Woodrow
Wilson wrote:

The members of the association lent Invaluable aid to tMe Liberty Iann, furl,
food, led Cross, and other campaigns, by constantly reminding patriotic Ameri-
cans of their duties to their country during the war. The value of such a
service cannot be overestimated.

Similar letters of commendation were received from Secretaries
of the Treasury McAdoo and Glass, United States Food Adminis-
trator Herbert 'Hoover, United State, Fuel Administrator Harry A.
Garfield, tile heads of the American Red Cross, the United War Work
Fund-Raising Campaign, and many others,
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From tle information of the committee we submit a copy of the
War Souvenir Edition of tle Poster, published ill 1919, which con-
tains the record of the organized outdoor advertising industry dur-
ilg the World War, with facsimile reproductions of the letters from
President Wilson and other Govermuent officials, above cited, as
well as reproductions of many of the posters used during that period.

In the present emergency, the mem-ers of the outdoor-advertising
industry have already shown their willingness to lend their aid by

contriblt ing space, labor, and materials for the display of Army
enlistment. 24-sieet posters and those of tile United Servicei Organiza.
tions for national defense.

Certainly, to cripple or make ineffective, through unwise and dis-
criminiatory taxation, a fundamental means of disseminating in-
formation to th C public, such as outdoor advertising, through wlicl

message mity be delivered simultaieously in over 16,000 markets,
cities, 1111d towns in every State in the Union1 would be detrimental
to tleJ nat ioiial-defeitse program al(i the national morale and wel-
fare.

Tile organized outdoor-advertising induistry, represented by the
Outdoor Advertising Association of America, has an invested ('apital
of approximately $100,000,000. Its annal sales total from $40,000,000
to $45,0t0,000. Its combine(l net profit amounts to from $3,O00,000
to $4,.O00tto. On this basis, thi l)ropo.ed tax is exorbitant anid, us
applied to at majority of those engaged in the industry, would be
confiscatory.

Of the 1,200 taxable operators, over 1,000 have a relatively small
voluine of net income per uniit operated, and 1as apl)lied to them the
wax wouhl aitlilt, to fronm 5( lercent, to lore than l100 percent of
the profit, realized annually.

The measure of the tax (loes iiot take into account tie difference-,;
in unit. revenue as between structures of tie same size placed in
relatively more or less advantageous locations. An advertising struc-
ture in ; big market would pay the same tax as a similar unit in a
small town. Similarly, one located, for example, in at recreational
report, and l)roductive for a limited season in eaci year, would pay
as 1mc0 as a stricture bving advertising value tile year round. Ex-
amiles of such inequalities could be multiplied.

It is worthy of mention that there are approximately 200,000
lessors of locaiions wlo derive revenue front rents laid by persons
engaged iii the otitdoor-advertisiuig business. Many of such lessors
are farmers. These lessors would ultimately particiimate in the losses
of the members of the industry who might'l)e compelled to abandon
locations which this tax would render unprofitable.

The out(loor-advertising industry hats no intention of resisting its
fair share of taxation, but asks for equality of treatment, and holds
that a revenue bill should have no other puirpose than to raise rove-
lute. Thie idea of regulation or undue restriction has no proper place
in a tax measure an1 ail meCl)ational tax is not a proper excise tax.

We believe that advertising plinnts, whether radio, newspaper, or
magazine buildings and equipment, or outdoor-advertising structures,
are legitimately subject to a normal personal-property tax by the
States; and the members of this association: already paw such taxes,

s ell as inconie tax and all other taxes which are unisorly levied
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upon this and other businesses. But. a tax levied upon the column
inches ap)e)aring ill a publication, the number oIf square feet of
surface of an outdoor-advertising structure, the timle sales of radio
stations, or the sales price of neon tube and electric signs, is clearly
a tax upon advertising itself, and is mistaken in principle.

Advertising is a mass salesman and a tax placed upon it tends to
discourage its use and is, to say the least, inexpedient and absolutely
unsound in economics. Such a tax would be similar to a tax on the
tools of a workman or tile services of a salesman.

The value of any tax from the standpoint of revenue is doubtful
if it tends to discourage production .

To tax any medium oia(vertising, or to tax all advertising, would
retard the process of distributionn and thereby discourage production,
thus lowering the national income, which is the proper source of
taxes.

A tax on advertising, unless it is to be levied on all sales agencies,
including salesmen themselves, cannot be equitable, as advertising
operates to reduce other costs of distributionn out of all proportion
to its own cost. To tax advertising woull be to offer an incentive
to tie backward manufacturer to cling to less efficient and more costly
metlods of selling aind put a premimOil on ineficieicy, to the detri-
ment of the ultimate consumer.

Each medium has its own particular place in the advertisi g busi-
ness and there is no justice in singling out one or more media for
taxation, thereby leading to an unfair competitive advantage in favor
of other media.

Any tax law should produce j-evelue and shoul have no other .
function. Furthermore, it should produce enough revenue to justify
its adoption. In the revenue bill as it passed the House, tie tax
proposed oln outdoor advertising is to be apl)lied only to persons
who display outdoor advertising matter for another persou. In
other words, it is an occupationaltax on those in the outdoor-adver-
tising bIsiness aimd votld leave untaxed at least 80 percent of all
outdoor advertising, because it levies no tax whatever upon outdoor
advertising placed or maintained by those who are not in the out-
door-advertising business.

Under this provision, a manufacturer, merchant, or anyone else
can maintain his own outdoor signs and pay no tax oi them, but if
he contracts with an outdoor-advertising coin'iany for identical signs,
the outdoor-advertising oe)rator must pay a tax on every one of
them and naturally the cost of the sign Is increased to tile extent
of the tax, thereby llacing him at, a marked disadvantage.

Senator BAitL1;v. 'hat. would be just as if we should tax advertising
agencies hut not the advertising that is given out by individuals.

'Mr. SEWAr. Exactly.
Senator i' A'ux. And that we should tax advertisers, not by the

value of the advertising, but by the square yard of advertising space.
M'. SmwAnT'. The point here is, Senator, that 95 l)ereent of the

small sigms--what we call small signs-whlch the members of the
Outdoor Advertising Asociation (1o not. operate, bIt the members
of the small-signt associations do-the manufacturers or someone else
who wants to canl go out ( and put up their individual siguls, and,
therefore, 95 percent, of the total nml-)er would go utntaxed entirely.
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Senator BAILEY. What would the newspapers say if we took such
a shot at their advertising and taxed them by the page?

Mr. STEWA T. Well, I maintain that if outdoor advertising is to
be taxed by the square foot, naturally the newspapers should be toxed
by the column inch.

Selntoir BARKLEY. It is a fact that they all charge by the space they
use; is it not?

Mr. STEWART. What is that?
Senator IARKL:Y. Whether it is a newspaper or advertising bill.

board, they charge for their services according to tile space they
lise'

Mr. STwART. Exactly.
Senator BAIRKLME. So the theory of the tax is that it is according

to the Space utsed.
Mr SmwAmrr. '1rhe)SpaCe yOU uSC.
Senator lm.um. ' l'teort ically, tei more Space you use, the more

valille the, advertising is.
Seator T,%rr. However, the New York Times charges more per

inch than the 1oldmik Herald.
M1r. STEWAiT. If It fellow got $3,000 a yea. for an advertisement

in the big city ife would pay the same tax as the fellow getting $25
a year for the s11me advert isment in the small city,

Senator BARKLEY. In all probabilityy the New York Times reaches
more people than the Podunk Herahl. The advertising rates are
based on, circulation, ure they not, of tile, newspaper?

Mr. STEWART. No question about that, just as outdoor advertising
is.

Senator VANDENBEI:0o. Speaking frankly, the theory of the tax was
to get billboards out. of the way entirely; was it not?

Mr. STEWVART. I am afraid .so, Senator Vandenberg. That is why
I am ma king the Ipilit that outdoor advertising has no )lace in tile
revenue measure, that all occupational tax is not properly an excise
tax.

Senator IaRK1U:Y. What interest has tile Tieasury iin taxing bill-
bords on the highways?

Mr. S ,TEWAJT. As far as 1 am informed, the Treasury has no in-
terest whatever in this particular section of the revenue bill and
does not feel it would produce sufficient revenue to justify its adop-
tion. In fet, that is borne out, I think, by what Senmtor 3rown said
tile other day as to the additional moiey that was raised in the col-
lection of the income tax when you Iowe' the exeml)tion. According
to tile pal)ers Suna(iy morning, lie made the statement here Satur-
day that lowering the exemptions produced $190,)0,000 additional
revenue and 'it cost $15,000,000 to collect, it. If it, costs $15 out of
every $19 to collect an additional income tax where tile machinery
was all set up for collection, how much would it cost l)er dollar of
revenue to collect a tax like this, where entirely new machinery
would have to be set i), where you would go out aid measure hun-
dreds of thousands of signs, or at. least, set ip some kimd of way
to get the money in, after you levy tile tax?

My own opinion is the cost of'the administration of the measure
would be more than the g,'os revenue.
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Senator BAIRKLEY. Senator Brown is not here hut I doubt whethel-
he was quoted correctly, as it is claimed he stated, that by lowering
the exemptions, it. cost $16 out of every $19.

Mr. STEWART. Here is what he is quoted as saying, Senator, in
the New York Times, Sunday, August 10. He says:

When the exemptions were cut from $2,500 to $2,000 for married persons
and from $1,000 to $800 for single Indlvldals, the new group of lower tamx-
payers provided only $19,000,0O0 In revenue. Furthermore, he ald it cost
$15,000,000 to collect that revenue.

That is where I got my authority.
Senator BARICLEY. I (10 not know whether he said it or not,. The

mere fact that he is quoted as having said it is not prima fade evi-
dence of having said it.

Mr. ST^WART. That is very true. I agree with you there. I
merely tell you what was my authority for making that statement.

Senator TAMT. May I ask one more question?
A good many of these taxes are on the theory that you could pass

them on to the consumer. Could you do that. in your industry?
Mr. SWwArr. I think that is entirely impossible, Senator Taft,

for this reason: Most contracts are nmad over a considerable period
of time and, naturally you could not pass on the tax for any contracts
that are in effect. Furthermore, in tte organized outdoor advertising
industry the association, its members pullish their rates for tie suc-
ceeding year on July 1 'of the precedin year and on July 1 of this
year the 1942 rates were pul)lished an(1 are in the hands of every
advertising agency that places outdoor advertising. Quotations are
made on those published figures. Certainly they could not raise them
that. year. It is better, in my opinion, to levy a tax on the revenue
that would be produced by the use of thot money in advertising,
which is many times the initial amount, than to "dry it lip at, the
source.

Senator T.%rr. Could you pass it on while the newspapers are not
taxed?

Mr. STEWArT. Certainly not. If we did, it would celainly create
an unfair competitive advantage for all other media, because tie
smart advertiser would naturally want to get $1 worth of advertising
for every dollar he placed. Certainly, it would be no secret to him
that out of every dollar he placed in outdoor advertising, a certain
proportion of that must go to a tax, whereas, he could- spend his
whole dollar in the newspaper or direct mail, or magazine, or various
other forms of advertising without. being subject to that tax.

If we pass it, on to the advertiser, you destroy our medium just
as effectively as if we absorb it ourselves.

Senator VANDENBIFRO. I (1o not see why any argument is necessary
to prove that. this is completely discriminatory, unfair, unprofitable,
andindefensible. I would like to save a day's time by taking it out
of the bill now.

Mr. SMWART. I would be very glad to stop if you did that, gen-
tlemen.

Senator LA FojLyj.n. You will settle for that: will you not?
Mr. STEWARI. I will settle for that, Senator TA Follette.
The CHAIRMAN. You are proceeding at ,your own risk now. You

may convince Senator Vandenberg that lie is wrong.
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Mr. STEWAT. I am not afraid of that. Do you advise me to quit,
Senator

T'e CHAIRMAN. I am simply making the suggestion to you.
Mr. STEWART. I (to want to bring this one point out. Any tax that

discriminates between persons or things in the same classification
has never been tolerated in this country and to tax 20 percent of
outdoor advertising and leave 80 percent untaxed because the 20 per-
cent is maintainedby one, set of people and the 80 percent by another
set, is obvious discrimination and cannot be defended as a proper
revenue measure.

I will not take the time. I see you gentlemen are a little impatient,
anti I believe you have those points before you. I have a figure hero
as to our estimate on what the possible gross revenue woul{-be. We
place it at $1,191,000.

The CnAIRMAN. Would it not be the tendency of the user of the
board to put up his own boards?

Mr. STEWART. That is what we think, and therefore, our revenue
would be reduced because they would keep coming down. Here is
the point that the American flighlway Sign Association handed me
this morning that I do not have in niy brief, but it represents their
view. These gentlemen have a lot of service companies that put.
up little bits of signs that we (o not have in our standard business,; .
They make this point: In addition to the fact that the tax on these,
smaller signs would not raise any appreciable amount of revenue, this
tax would amount to more than 20 percent of the gross annual
rental received from these small signs which would bankrupt the
companies erecting them. There are nearly 30,000 small signs on
blackboards in farmers' front yards on which the farmes-s advertise
their farm products and which also state the mileage to the store
of some nearby merchant who pays a few cents a month rental. The
proposed minimum tax of $1 per year would mean the elimination
of these signs and would put out of business the companies which
erect them.

Senator BARKLEY. Have you got any suggestion for a tax that
anybody will pay that will raise this $1,191,000 that will be lost if
this tax is eliminatedI

Mr. STEWART. Senator, I am not a tax expert. I think I can well
leave that to the Treasury Department to make an appropriate
suggestion to you.

Senator BAILEY. That is the gross revenue, the $1,191,000. You
would have to deduct from that the expenses; would you not?

Mr. STEWART. My contention is, it would not raise any revenue
whatever. My further contention is because of the fact that all
the people in the outdoor advertising business who are making any
money are paying income taxes at this time, that if you lower their
revenue you are going to get less income taxes in addition to what
you would lose on tle other thing. Furthermore, there is the impedi-
ment to business.

Furthermore, such a tax will not produce any appreciable amount
of revenue, because of tho cost of its administration.

According to the best figures available, there are in the United
States approximately 276,000 standard poster panels, which have an
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advertising surface of about 210 square feet each and would therefore
be taxed $3 each under the proposed tax, or a total of $825,000.

There are approximately 50,000 standard painted bulletins of vari-
ous types with advertising surfaces ranging from less than 3(X) to 516
square feet. which are operated by out(loor advertising coml)anies.
These are about equally divided between the larger and smaller signs
so the average tax would be $6 each, producing another $300,000
gross revenue.

Outdoor advertising structures having an advertising surface of
more than 600 square feet and which are maintained by those en-
gaged in the business of outdoor advertising are relatively few, but
assuming that there are 1,000 which is an outside figure, the gross
revenue from them would be $11,000.

The number of structures not over 100 square feet in size (which
would carry a tax of $1 each), and from 100 to 200 square feet- in
size (which would carry a tax of $2 each), maintained by outd or
advertising companies, is negligible, as 95 percent of such* signs are
owned by those who maintain them to advertise their own business.
As the result of a survey made by our association in 19-10, we estimate
that the taxable revenue from these smaller structures would aggre-
gate but $58,000.

Therefore, the total estimated possible gross revenue from the
proposed tax is but $1,191,000.
"Ihe cost of collecting and administerin atny tax of this nature

would be so great that the net return to thle Treasury would be, if
any, so small as not to justify the imposition of the tax.

bn thn other hand, although the Treasury would not benefit, the.
result to the outdoor advertising industry, as a whole, would be
disastrous. Based upon the published financial statements of the
more important concerns engaged in the outdoor advertising business,
the net profits of all the outdoor advertising concerns in the member-
ship of the Outdoor Advertising Association of America, which
maintain at least, 00 percent of all standard outdoor advertising
facilities in the United States, aggregated approximately $3,130,000
which would indicate that the combined net profits of all those
engaged in the outdoor advertising business did not reach $4,000,000
in 1940.

An additional tax of $1,191,000 would, therefore, absorb about 8o
percent of the total net profit of the entire industry based on 1940
volume and in the case of the small operator would inevitably absorb
his entire profit.

Because of the diversion of materials and manufacturing facilities
to defense industries and the consequent reduction of advertising by
the producers of automobiles, tires, gasoline, refrigerators, radios, anil
other classifications of consumer goods which have provided a larg
percentage of the total volume (if outdoor advertising it. is logical
to assume that tile volume for 1942 will be considerably below that. of
1940 and that net profit from the operation of an outdoor advertising
plant ordinarily producing a reasonable profit, it only requires a (trot)
of from 20 to 25 percent in volume to eliminate all profit. Therefore,
the imposition ot an additional tax of even $1,191,000, would result in
the confiscation, at least for the immediate future of all possible
profits of the outdoor advertising business in the United States.
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If the profits of those engaged in the outdoor advertising industry
are taken through such a tax, the Treasury will lose the revenue now
obtained from them through income taxes and, together with the
reduction in surtaxes for which the larger companies are now liable
less revenue to the Treasury will be obtained than if the proposed
excise tax was not imposed.

The unfairness of a tax on outdoor advertising on tie basis pro-
posed in tie revenue bill is apparent when you consider that even the
smallest outdoor advertising operator wou he taxed on every strue.
tuiv lie )Iaintained whether or not it was being utilized find produc-
ing any revenue and even if the advertising space thereon was being
donated by him in furtherance of the defense program.

We believe, for the reasons above given, that ie Semite Finance
Committee will serve tile best interests of (lie (overnment, the public,
and of l)tbsiness generally by deleting from tie revenue bill tie sec-
tions which levy a tax on radio and outdoor advertising, as well as
the provisions for a tax on neon-tube signs, electric signs, and electric
advertising devices.

Now, genItlemen, that is my argument. I have with mie here today,
othci associates in our' industr..

Mr. 1(erwin H. Fulton, who is president. of Outdoor AdvertisinL,
Inc., our. Selling ag eney; Mr. I[erhert E. Fisk of Chicago, who is
executve vice PIresl(len. and general manager oi tie Outdoor Adver-
tising Assciation of America; Mr. Edward C. Donnelly, the president
of the Outdoor Advertising Association of America, and Mr. Ionard
Trester, om1 Washington representative.

If you have (Iuestions that. I cannot answer, I would like to have
tile privilege of asking one or more of these gentlemen to attempt to
answer.

Senator Oumrv. Is Mr. Abernathy here todayv I
Mr. STEWART. Setiator Gutffey, M'r. Abernathy, although Ile ex-

)ected to appear, did not feel it necessary to make a statement,
Ie(aus, lie seemeld to feel, after he read tile 1;rief, that. it was unueces.
sary to present further arguments on behalf of organized labor.

senator HERRINO. Stewart is all right. He is from Iowa.
Mr. STMwArr. Senator Herring ought to know. I have argued

before him many times.
Now, Mr. Chairman, I would like the privilege of presenting a state-

ment oii behalf of the'American Highway Slgin Association, which
I would like to have incorporated in the record.

TIe CHAIRMAN. You may prvsent it to the clerk.
(The statement referred to is as follows:)

STATi.IINT 1'RMENTIM ON IE11ALF OF TIlE A\MERit. N 1lioiiw.%Y SilN
,A8sts"AON

im, Walter F. (eorge, chairman, and miemitrs of tT finance (o1naitte,
of the United Slates Senate: This brief is prest-nta on liolalf of couilmuim
twngoged In e reefng and ninintainling the smnalhr lype, of advertising signs on
private prolwerty adjoiiig highways, which signs art' lasd to advertisers on
it monthI3|ly rental blnsis.

We realize full well the enorlmnous task which cOlf'o0itq tme congrem Iii
lttenptiig to raise the funds which are so vitally m4eded to flimve our defense
actility. We do not walat to dodge our share of, this burden, We stand
ready to pay any tax on our profits which ('oigress ay sw flit to levy, but
we feel that the proju," tax inmposd by stetlont 3269, iart X1 of it. R. 5417,
Oil tliOC ]tasihg outdoor advertislntg structures to others Is ecoioiillcany un-
soulld, (ipserilihitory, and unwise. We urge Its conivlete hh inatlon, and that
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the nece.ssary funds raised by some general tax which applies equally to fill hil--
1les au1d which d(ots liOt dIscrinilIntt' against on1e ilustry and act as a business

deterrent. We urge this for the following reasons:

1. WS IEIYIE\iF THAT ANY TAX ON ADv'RIsINO in ECONOMIC.%ILY UNStOUND

Tie function of all advertising is to Increase consumption and keep goods

moving It large volume so that prices nilly li) reduced and the luxuries of

yesterday may become tile necessities of today. Advertising Is ai llInportant
cog in the Anericu business machine. It Is the lndisl'ensable key to mass

production. If you produce any article on a snall scale, the price of that

article will conltiao its use to a few wealthy people. lut if you advertise
the same article and build tip Its use to i point where mass production Is
possible, It will then he possible to rt'iluce It4 re'tall cost so that everyone

cni buy it. This has been true of mitny articles now in coinionl use which

formerly were luxuries, such its electric lights, automobiles, radios, and numerous
electrical applianme. To tax advertising Is to slow down thw Anerican lin-

.dustrial mutcline, Its It would mean that Just that much less money would be
4tvailahlo to produce sales. A tax on advertising is a tax on tile nmachinery
which is used to produce sales and profits. It Is perfectly sound to tax the
profits after they are earned, but we believe It Is uJisomllnl to tax the Ilulhin

which produces these profits. It would be Just as reasonable to levy a poll
tax of a company's salesmen at so much per head. You must not kill the
,goose that lays the golden egg.

2i. WE BLLINVE IT 10 UNFAIR TO TAX OUTDOOR ADVERTISINO WIilN OTIER COMu'PVJNO

ADVEIRTISINO MF.DIA ARE NOT SIMILARLY TAXED

Levying a tax on outdoor advertising without at the sane time equally
taxing other competing advertising media, such as newspapers, magazines,
Window diplays, car cards, etc., would tend to make advertisers use these
other advertising media, attd would therefore be al unfair and unwise din.
crimilnation against one form of advertising. Outdoor advertising reaches a
portion of the public which Is not equally reacted by any other advertising
medium, and does It at a cost which is less than any other form of advertising.
Ally medium which promotes business tit a small cost should be encouraged
In these critical times, rather than being penalized by a discriminatory tax.

:. TIlE PROPOSED TAX WoItrD PUT OUT OF B1S1INLSS THE MANY (o5MPANIES YNOAO.0

IN EBRWTINo AND 8FIVWCINO SMALL SIGNS wHICH AI LEASE TO AIDvEIMr1sh1s

These companies (generally known as "service comnlies") make contracts
with advertisers to erect signs for them for periods generally ranging from
:i to 5 years for a small monthly rental, which usually ranges from 40 to 50
cents per month. Then the service company erects the signs for the advertiser
fit it cost which is usually over 60 percent of the amount which It expects to
get back it rental during tile life of the contract. If all goes well, by the end
of the contract period the service company will have a fair profit for its
efforts.

Th proposed tax could not be absorbed by the service company without
bankrpting it. Nor could It be passed on to the advertiser because his contract
does not require him to pity It. These small sign service companies would,
therefore, be legally liable for this tax, which they could not pass on to the
advertiser and could not pay themselves. Tile Inevitable result would be
bankruptcy and the loss of the many hundreds of thousands of dollars which
these companies have Invested In their signs. It would also mean the throwing
out of work of the ;fiousands of highly skilled men who are now employed by
this Industry and *ie loss to tie Oovernment of the many Federal taxes which
are now being paid by this Industry. So Instead of raising additional revenue,
the levying of this tax would mean a loss of the revenue now received from
this Industry.

Let ns give one concrete example of the effect of this tax: There are nearly
:9,000 farmers throughout the United States who have blackboards In their
:front yards on which they advertise their farm products and which also state
the mileage to the store of some merchant In a nearby city. Theses signs are
erected hy service companies and the merchants pay a few cents a month
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reji-al. 'The zliop'.e:l tIII of $1 per year o the.ie signs woulI eliminate tlli
entirely aid force out of Iliilness the onopanies Wlviel ioW creet tllem, wecatlse
fhe alount of Ihe rental cannot le raised and tiere Is not at sufi.lent margin
of jrollt to pay this proposed additional tax.

4. °11:O Pj:oposi.D TAX WVOUI.D RMUIdr IN kIIMINA'TION OF TuB ONl- EF(FC'TI:V FORM
OF ADWE'iiSINOi AVAi iii. -TO MANY MEI VJcA 'iH IN SMAll, IOVNS WHJEREil '[l11.
18 NO O'fluEli AnVEIAIi SING MEDIUM

A very considerable portion of the outdoor advertising structures used by
American business to advertise its products are tie snialler type of signs
erected on farmers' hind along highways. Some of these signs are used to
advertise nationally advertised products, but the big majority of theta are
used by local merchants In small towns to advertise their goods and services
and to bring to their pl)aes of business those who drive into or through tile
town. The sinall town hotel and restaurant, ti t local tg'trage man, the local
filling station, and tie s1all town general store ill use these small signs
extensively to buil tip and maintain their patronage. In many smaller towns
throughout the country this Is the only formi of advertising available. Thou-
sands of these towns have l1o dally and often no weekly newspaper. They
have no local radio station. The only means these merchants have of getting
an advertising message to the public which will bring purchasers to their
place of business is by signs erected on farm lands along roads leading Into
the town.

Many of these small signs advertising the services or goods of the small-
town merchant are erected and maintained by some local wign company cr some
larger outdoor advertising company on a monthly rental basis, and would
be Include(I]lin the proposed tax on the business of leasing outdoor adlvertising
space. The rental charged for these small signs Is usually smlall--oftell ranging
from 30 to 40 cents a mouth. 'he tax of $1 per year wirlch each of these
signs woull have to pay under ile proposed law would, therefore, amount to
around 20 or 25 percent of the gross annual rentals from such signs. Ob-
viously, most of these signs colid not stand a tax at this rate and would
therefore, have to lie taken down. The result would Ile the cutting off of
the only available forni of adv(-rtising for many small merchants and tile
ruination of the business of tise which erect this type of signs-and all with-
out accomplishing tile avowed purpose of this bill-namely, tile raising of any
substantial amount of revenue.

5. TIlE ELIMINATION OF TIIESW SMALL SIGNS BY THE PiOPOSFD TAX WOULD MEAN TIlE
LOSS OF RENTALS WHICI ARE NOW I'All) TO FARMS ALONO HIIIWAY8 BY MOST OF
THESE SIGNS

This revenue does not amount to a large sum In any Individual case, but In the
aggregate It represents a cash Income which the farmers who receive It are
mighty glad to get. It's a little ndded Income which, as one Illinois farm WOman1lh
wrote her legislator, "may be the difference of putting oranges in little Molly's
and Johnny's dinner pall."

INCLUSIONN

For the reason therefore that we believe this tax to be economically unsound,
discriminatory, and unfair, and because It would ruin tile business of many
outdoor advertising-service companies, destroy the only available advertising
medium of many small-town merchants, take away some of the cash Income now
received by farmers for outdoor advertising on their property, and would not
raise any substantial amount of revenue, our group urges this committee to
eliminate any tax on outdoor advertising from tile 1941 Revenue Act.

STATEMENT OF JOHN BENSON, NEW YORK, N. Y., PRESIDENT,
AMERICAN ASSOCIATION OF ADVERTISING AGENCIES

The Cxi[ArMAN. Mr. Benson. Your name is John Benson and you
are president of the American Association of Advertising Xgencles?

Mr. BENsor. Yes, sir.
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The CIAIRIMAN. Do you want to speak oil the same matter that Mr.
Stewart has just spoken on

Mr. BE.NsoN. From quite a different angle, Mr. Chairman, and in a
broader way, because Av, are broadly interested in advertising, not in
any single medium. think I can cover the ground in about 7
minutes.

'T6he CAIMAN. Make it as brief as you can, because we (1o not want
to unnecessarily (ul)licate the testimony, of course.

Mr. Bp.-NsoN. Yes; I understand it. Well, on behalf of that pro-
fessional body that I rel)resent, practitioners of advertising, I would
like to protest against the levying of a tax on advertising or advertis-
in media as provided in thisbill now before the Finance Committee.

Advertising agencies have no direct financial interest in this tax,
as it is not imposed upon thiem; nor do they ha'e any biias in favor
of any one advertising medium or groul) of media, using them all
impartially when and as required to solve a given advertising or
marketing problem for a client. Having any ownership interest in
a medium of a(ldvertising would be a breach of our ethical code.

Hence we hol no brief for either the outdoor or radio broadcasting
media as such. What we deplore about. the proposed tax on them
is the burden it imposes upon advertising itself and the cost of dis-
tributing goods. Advertising is but one of several forms of selling
and is often used to facilitate or economize sales effort. If such it
tax were inposed, manu fact u rers would either (1o less advertising and
hence sell less goods, or they would continue to (1o the same amount
of advertising at increased cost, which would tend to raise prices to
consinners-to the extent, of course, that the tax is not al)sorbed by
the medium, which may be done in part and for a limited period
of time. We are more opposed to the plrinciple than we are to the
burden.

Now if advertisers sell less goods, they employ fewer people to
make them, and the tax would contribute to unemployment. If tie
manufacturer raises his prices, it would contribute toward inflation.

In addition to the above, a tax on advertising would be discrimina-
tory between manufacturers who use advertising as a means of selling
and those who use other forms of selling but (o not use advertising.

One of the most important services that advertising renlers to
distributionn is to save time, effort, andI money in moving goods from
producer to consumer. Cost of the media is a bit factor, of course,
in this economy of the advertising ol)eration. It does not matter how
effective the advertising al)peal may be, to increase the cost of the
channel used to reach a market will lower the efficiency jtmqt that
nch, with one or more of tile following results:
1. Slow (town civilian production and nondefense employment

of labor. Printers and pressmen are not blenefited by an offensive
tax of this sort. Their employment depends on successftfl advertis-
ill., ats It whole, .whiolh reeds more a(i't'rtising manid milore prillt inig,
whatever the media used. One medium' feeds into another.

2. Lessen volume of business done and reduce available net l)roflt,
from which more taKes could be derived.

3. Reduce the margin between selling )rice and cost df distribution,
which might be used in raising wages or in improving product.
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4. By raising tile cost of selling, add to the upward spiral of
prices with its trenld toward inflation.

The plea has been made that this special radio tax is not imposed
upon1 advertising, bult oi1 entertainment. In our opinion, this is not
true. Only tile commercial revenues are to be taxed. Conilimen'ial
radio a(vertisilg is not entertainnnt, it merely uses entertainment
as an aid in selling. '1'lherefore, the tax is oti a met 1hod of selling, not
oil entertainment.

May I say a word in conclusion, about the timely public service
which can be rendered by advertising during the defendt emergency
and why it should not be handicapped or burdened ill rendering that
service.

Senator CONNALLY. You mean free advertising for tile (lefenso
enlergel'y?

Mr. BExssoN. Well, some of it sometimes is free, Senator Connally,
but, I am talking about regular commercial advertising.

Senator CONNALLY. All right.
Mr. BIEnxoN. This is an economic discussion of advertisim. Ad-

vertising is a defilite brake on inflation and high prices. It (toes not
stimulate desire for more civilian goods than can be )rodueed. It
(oes ntot ellcoullge in(liscriminate demand by the p1l)lic. It l)ro-
motes good will for a specific product or service 11 d does not stillill-
late immediate sale unless the product is availal)le or can le ade-
11liaely l)rodu'ed. Aroilsing desire for goods which conflict with de-

fense production would not result ill sufficient sales to pay for the
a(h'ertising, and would also cause ill will instead of good will among
customers.

Advertising thus renders all indispensable service by (iverting
pulb lic atten'tloll id desire away from such goods and toward those
which can Ibe made in abundance. This salisies popular demand and
hiilids rip vluine to absorb lhe exrmid(led purelinsing powet of tile
Illas,Ps ellIPloyVed ill national defense. And is there any better hedge
aigailst inflatn 11?

Aks the PIesilenht hts pointed out. tle Nation needs all the ecollollic
activity it is possible to produce, for the welfare of its people and
for financing the war effort. Advertising is the effective spur. How
Mh betliter to tax wealth and net income than the means of pro-
(lucing theill. To (1o the latter is like coilslliling-Seed corn instead
of planting it and pirolucing abulldalnt crops for consumption. It
wouhl be killing tile goose that lays tie golden egg.

And tile spil Ilitst be vigorous and effective to Im1ove till adequate
volume of unrestricted production into cOnsulllers' hands, with So
many lines being restricted by defense.

In" tinies like these we should Operate, it seems to uIs, our processes
of making and selling goods as efficiently and inexpensively Its possi-
ble. The proposeltax w'1'ould iml)air thai eflicienev, and this produce,
we believe, much less tot ai taxes.

Senator BARI(LY:. Do you care to say that all the goods advertised
will do wlt tile advertiser says fhey will do?

Mr. BE,NsoN. No sir; Sellat or Barilev; but I call say to date, the
advertising fraternty have dole Inuch to; improve that situatioll, have
dole much to secure legislation which will improve it in the Wheeler-
Lee law. Today there is very 'little advertmsing that is deceptive.
'There is more or less that is---

6111;77-t11--.,0
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Senator IIBARKLEY (iiiterposiiig). Exaggerated?
Mr. BENSON. EXaggelated. Soitie of it iS nonsiScaiSiill, that is, it

plays on Inotives that are not very substantial. We are all aware of
that. We are constantly trying to improve the situation.

Senator BAlExY. At the worst, you can compare it with political
advertising, can you not?

Mr. BENSON. I do not feel free, Mr. Senator, to comment on that.
Senator CONNALLY. If we tax one form of advertising, do you

favor taxing them till?
Mr. BE.NsoN. I would rather put it the other way around, Senator,

and tax none of them, because you are taxing the processes of dis.
tribution.

Senator CONNALLY. YOU are taxing soiliethiing ev t ime there is
any sort of tax increase. You do not, think the a d'ertisers ought
to contribute anything toward national defense? They ought to be
left alone and jtist advertise and the rest of us pay by our sweat and
blood ?

Mr. BENsoN. I think, Senator, we will have plenty of taxes to
pay and plenty of losses to sustain due to the war, the priorities, and
other things whieh might restrict advertising on a large scale, and
much reduce the revenues of all advertising media.

Senator CONNALLY. Has not this business, the advertising busi-
ness, been flourishing for many years? I see full-page ads all about
this, that, and the other thing.' In the last. 2 or 3 years, have not
they been doing a big business?

Mr. BEmsoN. No, sir. Quite a subnornmal business for the last 10
years.

Senator CONNALLY. Do not go back that far. I am talking alut
the past 2 years. Have not they come right on upi Made a lot of
money?

Mr. BNsoN. I would say "no"; advertising has not made a lot of
money.

SOllator CONNALLY. You 11111de so1e?
Mr. BENSON. We made some money; yes.
Senator CONNALLY. All right.
Mr. BENsoN. Our figures show a net profit that is little more than

half of what it was 7 or 8 years ago, in spite of the fact that the
volume has grown.

Senator B,\uimu. Are you speaking for the advertising industry
generally, or for the radio ?

Mr. BENSO'N. I am speaking for the advertising practitioner. We
do the professional job of ma king the plans and executing then for
tile client.

Senator BAmuII(,'. HoW many national advertising agencies are
there V

Mr. BENSON. Oh, we have only about 125 members. They do
about two-thirds of the national business, or a little more, I think.

Senator BAURLEY. The Outdoor Advertising, however, is one of the
largest in the advertising business?

Ar. BENsoN. That is a medium, pure and simple.
Senator CONNALLY. You are brokers, are you not?
Mr. BENSoN. No; we are not brokers.
Senator CONNALLY. You get a rake-off if you handle the adver-

tising?
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Mr. BrENSON. Well, we get paid i emii mission, Senator, just like
an architect would, you kiow, or an engineer, on tie volume of ex-
penditures in the structure or in the advertising campaign.

Senator BllmimiY. All these billboards tliat you see ill over the
(otintry, some of themli intirked1 above the lire "Outdoor Adver-
iising rCo."; -onie of them marked "(usack." There used to he a
firm named Ctisack in certain p)arts of the country.

Mr. BENSoxN. There was.
Senator Bwui,:Y. Those cover a very large territory. There are

s01 10 local billboard a(lvertisei's. I used to know a nian in my own
town who had probably a dozen )illboards scattered over the county,
and about once a week, lie woild go out and change the scenery.
Of course, he wis lid for it. It may have been an outdoor adver-
tiser, it may have been a local advertiser. I do not know about how
much profit lie made, but lie continued in that business fori a long
time, and was a good man.

All right, there is no complaint about that. I was wondering
whether this outdoor advertising business is controlled largely by a
few companies that have rented, ori at least built in various sections
of the country their own billboards by getting the consent of some
fa'mer to build one over in his field. To what extent is it controlled
largely by a few coml)anies

Mr.' BENSON. Well, St-iator, that is something that the outdoor
advertising industry is better qualified to answer. I am sure, from
contact with the industry, every plant owner can rent or withholdInviting his property.9Senator 1AURK,4. Every plant owner? What do you mean by

"plant owner"?
Mr. BENSON. Tle owner of the plant, the one who owns the poster

panels, you know.
Senator BARKL Y. Is it a right that has to be purchased?
Mr. BENSON. He rents the locations from property owners, or

residents.
Senator BARimiJY. Does he have to buy from anybody the right to

go into a community and advertise in that way?
Mr. BENsoNq. Not that I know of.
The CHAIrMAN. Are there any further questions?
Senator LA FOLLErrE. Mr. Benson, I want to ask you a question.

It is at fact, is it notl that when an advertiser allocates a certain
amnotnt of inoney for a campaign, that the competition, so to speak,
between thle various media is preCtty keenV

Mr. BENSON. It is very keen.
Senator LA FoU,-rrE,. So would, or would not, this tax have the

effect, not of decreasing advertising, iii all probability, but simply
discriminating against various meda?

Mr. BENqsoN. I think it would definitely decrease advertising, be-
cause you cannot use advertising media indiscriminately.

Senator LA FOLLrrrne. Suppose a man came to you and said, "I
have got a million dollars I want to put in an advertising campaign."
lie might decide not to use certain media because it was paying taxes,
but he probably would not cut his whole program, would he?

Mr. BENsON. What it mniht do, it would weaken the effect of it,
because the campaign is built up of different messages to different
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markets for different purposes, and each me(lium lends itself par-
ticularly well to a deflie problem. Our job is like the job of a
doctor who specifies certain pills. We woulld be as much hianid icap)ped
if we could not use outitdoor advertising ats the doctor would if he
could not us quinine or something else that was needed in a given
situation. ()ur job is purely professional, that of analyzing the prob-
lem and applying the reine(ly, and using the medium which covers a
certain market. most effectively.

Senator CONNA ,Y. Let. me ask you right there, when a man copies
in to you for an illadvertisilig calailig, (o not you advise him what
kind of advertising is best. to do

Mir, BE,,so. We (lo.
Senator CONNALLY. And sometimes you use a little of all of them ?
Mr BENSON. Sometimes we can andil sometimes we cannot. The

plan that we develop, for instance, may lend itself to outdoor or radio,
or to newsl)al)ers or mail follow-up.

Senator CONNALLY. Depending on the character of the product?
Mr. BENSON. Yes; or the aim of the advertiser, what lie wants to

accoml)lish in his market. He might want morn distribution or he
might want better dist ribut ion. He may wanmt mIore sales, or he may
have one problem or another that is solved mi'ore or less by ap-
pealiig to the consumer or to tie trade. You know, advertising
is used for miany l)lrposes besides stiiiulatiiig the sale of goods,
especially in a til)ie like this when it will be usel very vigorously tA)
elder service to the customers, as to how to use the l)roducts they

ha'e now and (amot replace, how to extend the life of thilmn; how to)
get. the most value out of them. It is a great opportunity for the
producer to build goodwill. He may not have the product to sell,
but he wants to keep open his lines and he wants to establish all the
goodwill lie call.

Senator CONNALLY. This outdoor advertising tax is graded from
$1 a year to $11 a year, and it goes from 100 square feet to more than
600 square feet, NNhich is a bill board 20 by 30. A billboard that is
20 by 30 is big enough to blot a whole wheat field, if you get close
eligh to it.

Mr. BYNsoN. We use the standard billboard.
Senator CoXNALLY. The maximum is $11 a year. How much

would a billboard 20 by 30 earn in a year in the way of income,
do you know?

&r. BENsoN. Well. I think it is probably $6 or $7 a month for the
use of time board. The standard board is the one we utilize which
we call a 24-sheet. poster.

Senator CONNALLY. Does not that depend on tile location, though.
where it is, sometimes?

Mr. BFNsoz. Yes.
Senator CONNALLY. You would charge more for a billboard close

to New York where more people call "See it than you would for a
billboard near Podunk where nobody can see it?

Mr. BENSON. That is right.
The CHAIRMAN. Thank you very much, lrh. Benson.
Mr. Charles E. Murphy.
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STATEMENT OF CHARLES E. MURPHY, NEW YORK, N. Y., GENERAL
COUNSEL, ADVERTISING FEDERATION OF AMERICA

The CHrAIR.MAN. Mr. Murpily, are you speaking on this same gen-
eral subject?

Mr. M!ur-iie. I am, sir; and I think you will be relieved to know
I can do it in less than 3 minutes.

The CHAIRMAN. Thank you.
Mr. Mumnmy. My name is Charles E. Murphy. I am general coun-

sel of the Advertisinu Federation of America.
The Advertising Federation of America is tle only national or-

ganization representing both sellers and buyers of advertising.
Among its members are 61 advertising clubs located in key cities
in every section of the Nation. Our organization, therefore, is a
horizontal one which reaches across the i'nldustry, and we are able
today to bring you, very briefly, the viewl)oint (;f tile industry as a
whole regarding these )rOlwseil taxes on radio its well a1s outdooradvertising.

I have just submitted my statement for tile record, Senator. The
gist or my statement is this: We silbscribe to tile )reilise that income
must be tixed ill order to meet the national emergency; but we main..
tainl that to tax the processes which produce income is an economic
fallacy, that advertising is o1ne of tile li 1ri11e processes by which
ilconle is produced and that. to tax it would defeat its own purposes.

,Just one additional observation, because tile argument in support
of th11 piniise is in lily statement sui)biiitted for t ie record.

The Cii.U MNm. Yes; it will 1)e entered in tie record,
Mr. Mutnpny. Right after the war, after I got out of the Army,

si, and before I became a lawyer, I wrote ant [ )anied a(vertisinj r,
with the help of others in my home town of Trenton, N. J. I ([11
that for small firms and small factories in that city, and I saw them
grow and l)rosper by the ju(licious .se of ah'etsing to t)roiote
tleir worthy products. From a few employees they grew until today
they are fine, Iarge, stable, formidable organizat ions.

A few years later I went to New York to engage in the larger ad-
vertising fields and there I saw and witnessed tie bigger companies
produce new products from time to time, practically every year, and
l)romote those new l)roducts which were useful and benefcial to the
public as a whole, again through the judicious use of advertising, and
I saw many, many employees added to each company as those new
products wiere promoted. To me, and to us, it was tle American
system of distribution working in its perfect cycle. Whether in the
small town or the larger town, every advertising dollar that I ever
saw spent was considered with great care and with great consideration.

The question always asked by tle mail investing his money in ad-
vertising is: "What good will this advertising dollar do mny business?
What sales will this advertising (dollar produce for my business?"

A tnx onl advertising to uts means this, that Congress would say
to the businessmen an erchants of this country, "We are going to
collect, a tax on tile ages that you are going to pay your salesmen,"
for advertising is nothing more nor less tian mass selling. It is the
cheapest, tile best and only way to distribute the products of our mass
production to 130,000,000 people.

Thank you very much.
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Senator CONNALLY. Wait a minute. I want to ask you one question.
Mr. Munm'nY. Yes, sir.
Senator CONNALLY. Of course, we are going to cut down on civilian

consumption in many lines, automobiles, and I hope radios, and
different things of that kind, the civilian goods. The result is there
is probably going to be a bigger demand in some lines without adver-
tising than there would be otherwise. Mr. Henderson is allocating,
reducing, and fixing prices, and all that. Do not you think that
advertising is really not, as necessary in the present situation as it
would be in normal times? When times are hard you are anxious
to increase your sales. Would this be a good tinie for a tax on
advertising?

Mr. MUnPHY. On the contrary, sir.
Senator CONNALLY. I want to get your views.
Mr. MURHY. Yes; I would be 6(llighted to give them to you.
Advertising does not and did not in the last war urge or promote

the indiscriminate use of consumer goods. What it di(, and what it
(toes today, is to regulate and control the proper flow of goods which
are available for consumer markets. Advertising would be a help
rather than a hindrance in the ordinary economic distribution of
goods which we (o not need for defense purposes. In fact, it is an
eRsential, in our opinion in that regard.

S'inator VANDENBERG. For example, the great oil companies are now
spending their own money to tell gasoline consumers how to most
profitably use gasoline.

Mi-. MURPHY. Yes.
Senator DANAHER. Moreover, Mi. Murphy, would it not be trte,

if you are going to tax outdoor advertising on that theory, you"

ought to tax newspaper and magazine advertising as well?
Mr. MURPHY. We, of course, hope you will not tax any, sir.
Senator BARKLEY. If the purpose is to stop people from buying,

it does not make any differencee whether they do advertise or not.
The CHAIRMAN. Thank you very much.
(The statement submitted by Mr. Murphy is as follows:)

STATEMENT OF CIIARLER E. MUMinY, ESQ., oF NEw YORK CITY, OENET4AM COUNSM
FOi TilE ADVERTISNO FEDERATION or AMERICA. IELATIVE To PnoPoswi TAXES
ON RADIO AND Ounoon ADVimnaTI5iNO

The Advertising Federation of America is the only national organization
representing both sellers and buyers of advertising. Among its members are
01 advertising clubs located In key cities In every section of the Nation. It,
therefore, reaches horizontally across the entire advertising Industry and pre-
sents here todoy the cross-sectional viewpoint of the advertising fraternity
regarding the proposed taxes on outdoor and radio advertising.

We consider any tax on advertising, regardless of the media affected, as
harmful to the economy of our Nation and detrimental to our well-established
system of distributing consumer goods.

The power of advertising, as the selling force of Industry and its the stimu-
lator and stabilizer of eomnmodity distribution, must he protected. This is
necessary In supporting the base for emergency tn:Kes, for any Impairment In
the ue of advertising by taxation will in turn affect distribution and the
revenues derived therefrom. In our opinion, a ta2: on advertising will defeat
Its own purpose.

We are mindful that vast sums of money must bo raised by our Government
for national defense. This involves the greatest merchandising effort in the
history of our country. once It Is that our merchandising machinery must
be keyed up to the highest not:li of e0iclency.
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Business uises advertising to maintain fall(] Increase Its outlets for goods.
Unless such outlets are maintaintd and increased during the coming years, the
expanded Income on which taxes tre based Will not lie forthcomning. Nothing
should be done, therefore, to cripple the nrchandisig machine that produces
Income, and a tax on advertising will bring that very result. Inome must be
taxed, but to tax the process which creates Income is an economic fallacy.

Advertising (oes not encourage Indiscriminate expenditure for civilian goods
during the period of national defense. On the contrary, it Is used to regulate
fnd stimulate the proper flow of consumer goods iased on the products atll-
able for nondefense purposes. Advertising will divert pubic demand to mer-
chandise that call be supplied without harming our defense production and
thus keep employment and distribution in nond6fense Industries at Its highest
possible level.

As late as May 20, 1941, President Roosevelt in a letter to our organization,
said:

"Advertising has been responsible for niany of the good things which citizens
of tile United States enjoy. It has been n potent force in making available to
our citizens the products of American skill and Ingenuity. Without It, many
present day necessities would still be luxuries.
"That force needs now to be applied toward tle maintenance of our accus-

tomed stan(lnriN of living and further progress. This may require adjustment
hut It should mean increased effort."

The advertising business In America is wholeheartedly behind our (lovern-
nent's monumental efforts for national defei. Iti conimon with other busi-
nesses, It is paying today, find will continue to pay, huge s1i11s In- tixes Into.
our National Treasury.

We have offered our services to time Government and will continue to give
them willingly, as It Is our duty to do.

We strongly urge, however, that a tax on advertising, regardless of Its nature,
will be a grave economic mistake and harmful to the laudable fnd patriotic
cause to which you, your colleagues, find all other good Americans are firmly
dedicated.

May I, sirs, In just a few seconds, add a personal observation? Before be.
coming a lawyer, I planned and wrote advertising for small stores and small
Industries in my home town of Trenton, N. J. I saw these small firais grow
and prosper by promoting worthy products through tile judicious use of ad-
vertising. Prom a few employees I saw them grow to employ ninny people. I
later went to New York to engage In advertising in Its larger fields, and there
I saw companies place o the market, many new, tite, and useful prIetts of
real benefit and utility to the American people. I saw advertising used to pro-
mote and distribute these products. I saw employees added In great numbers
as consumption grew. It was tile American system of mass distribution work.
Ing In its perfect cycle.

Whether it was In the smaller city or the metropolis, I never saw a dollar
spent for advertising except with tile greatest care and consileration. Always
tile question asked wds: "What sales Is tis advertising dollar going to pro.
duce?" A tax on advertising Is no different than Congress saying to a merchant
or manufacturer: "We're going to collect from you a tax on the wages you
pay your salesmen." For advertising, gentlemen, Is mass selling find nothing
else. It Is the best, cheapest, and only system through which the products of
our mass production may reach the consuming public.

The CHAIRMAN. Mr. McMillan.

STATEMENT OF 0. S. MoMILLAN, NEW YORK, N. Y,, SECRETARY,
ASSOCIATION OF NATIONAL ADVERTISERS, INC.

Mr. MOMILLAN. Mr'. Chairman, and gentlemen of the committee.
Illy name is G. S. McMillan. I ahn secretary of the Association of
National Advertisers, Inc., appearing against the imposition of taxes
on advertising in both sections of the bill, having to do with radio and
outdoor advertising.

I would like to explain tlht the Association of National Advertisers,
Inc., is a nonprofit membership corporation incorporated under the
laws of Now York State. It is composed of some 300 manufacturers,
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all of whom use advertising as an aid to selling. Its membership is
Nation-wide and includes companies from almost every industry-
steel, shoes, grocery products, (1ug products, textiles, and so forth.
Represented are both large and small companies, with advertising
appropriations ranging from the largest to well under $50,000 a year,
a true cross-section of American business.

Membership in the association is open only to corporations selling
goods or services other than, advertising. PIblishers, advertising
agencies, outdoor )lant owners, radio-stattion operators, and others
engaged in selling advertising are not eligible for membership.

As an association com osed solely of manufacturers who are all
buyers of advertising, witi no financial or controlling interest in any
advertising medium, we hold no brief for radio, outdoor, iiewspap)ers,
or other advertising medium per so. An essential part of the Inusi-
ness of such inedia is the sale of advertising: The l)rincipal busilless
of the members of the Association of National Advertisers is manu-facturingr.Blit while we have no particular interest in any one medium, we

are vitally concerned with the preservation of the American advortis-
ing systell and hence in the welfare of all uwdia. We are eolncernled
in the maintenance of free and open competition between media.

We believe the taxes proposed in title V, section 557, and title VI,
section 601 of H. R. 5417 are unsound, unfair, and discriminatory,
and that therefore they should be eliminated.

We have seen no argument whatever in favor of the tax on out(loor
advertising. We have seen no argument in favor of the tax on radio
advertising except one which proposed such it tax principally as a
punitive matter designed to correct alleged unfair competition. If.
there has been unfair competition-which we do not admit-fhere are
adequate laws dealing with that subject and existing Government
ag"neies whom Congress has designated to administer them.

Senator BARKLEY. What sort of unfair competition is it?
Mr. McMiLLmw. 'ihe only argument I have seen in favor of a

radio tax bill came from an organization, I believe, in the p)rinting-
trade unions who said it was an uinlfair competition between the
newspapers and radio. It did not mention outdoor at all. I have
forgotten just what arguments they used. blit tlTe gist of the argu-
mnent was unfair competition.

We d not believe a revenue measure should be used to confer
police power. Further, we believe it is significant that there has
been, to our' knowledge, no proposal of such taxes on outdoor and
radio advertising by publishers of magazines or newspapers nor
any testimony favoring tie taxes from them.

It has also been argued that the proposed tax on radio advertising
is an amusement tax. This hardly seems plausible. Amusement
taxes in the United States are imposed upon and paid by those en-
joying the aiusenment. Taxes on admissions to theaters, athletic
ga mes, an(d the like are paid by those who purchase tickets, not

y the motion-picture companies or the promoters of the amuse-
ment. Such is not the case with the proposed tax on radio adver-
tising. Again, tile tax would be imposed on radio time sales. That
means on sponsored programs only, in other words, on advertising.
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No tax is proposed o1 sustaining g)il' rams, oin the broadcast,'i g
of special events, speeches, and so forti, which are just as surely
entertainment as is spIonsored material.

Senator VTANDENJI:EO. That is theoretical.
Mr. MoiIMILLAN. No tax is proposed on magazines, nor shloul there

lJe-antl magazines are designed as and purchased for entertainment.
No tax is lo)posed (l newspapers, nor shoul there be-and vet
sponsored nle1wS broa(Icasts are to be tllxe(l.

Senator VANODNDlFO. .. Ile, )Log tried that once, did lie not ?
Mr. MAMIJLAN. He tried it in Louisiana; yes.
In view of the above, we camot view the proposed levies on out-

door and radio in any other light than as a direct tax on advertising.
Further, as practical businessmen, we know that tax will be passed
on to the manufacturer, the buyer of advertising.

We )elieve it, is unwise and unsound to tax advertising. We
in this country are engaged in mass production. In order to have
mass pro(luction we nutist have mass (list ribution, and in order to
have mass distribution we must have advertising. It is a vital part
of selling and )y far tile most economical way to move the goods
made by the men in 1our factories.

Advertising is not a finished product. It is a business process-
just its important and essential .a business process as is engineering
or production. It is a function not a product. Taxing one function
of busiliess, isolating that function( and imposing a tax upon it. is,
to our mind, unsound.

There is nothing mysterious, there is nothing iml)ractical about
advertising. On tile contrary it is one of the Ijiost practical processes
in outr whole system of free Competitive enterprises. It is ti means
of telling the" public what there is for sale and where it can be
obtained.

More t'an any other force in business, advertising hts a stabiliz-
ing effect, not, oily oi business but on our economy generally. Aside
from its benefits to consumers, it has enabled business to expand
anm( grow. That ex)ansioni and growth has animal for stability for
tile future, not only for business, but also for all of those engaged in
business. 'le ef&Zct of that stability hits been to contribute to a
feeling of security for the future on the part of till eml)loyes of
business and to eiialle business to operate on a sound basis. When
business is coln(hlct(l along lines that are sound and stale, it caln
be (lelpen(le(d U1)Oli to nilake a reaisoinabile profit. Unless it. does make
it reasonlabh l)rofit it cannot continue and if it cannot colitilue, it
iot, only nimakes for ulnenl)loylielit but (ries uip the principal source

of reveie for tie Goverinent and defense.
It. is to the profits of business that Governiment miust look for

i large part of the revenue that is to be raised tlhroulh taxation. Io
discourage advertising through taxation o1 to 1Mke it imnpossible
for business to advertise will be 'to strike at tile very source of the
income tIle Government now needs so badly.

A tax oil advertising would not only seriously cripple one of tile
most vitil tools of business, but it would also cripple the media
concerned, all of which are substantial taxpayers alnd employers of
labor. Incidentally we see no way in which tile lpi'opose(l taxes
could possibly belleAt labor. Tile effect would be quite to the Col-
tira ry.
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The proposed taxes would also have a bad effect, upon the hundreds
of thousands of retailers in all lies of business. Advertisili by
the manufacturer creates demand for products, moves goods front
the retailers' shelves. To cripple advertising would be to slow down
that, demand, to make for slow turn-over and hence lower the profits
of the retailer.

The function of advertising, now of all times, is to strengthen the
national economy to meet its burden. As President Roosevelt has
said:

It has been a potent foree lit nimikig avhllable to otir cltIzens the produts
of American skill mtil ingenuity--that force iieds now to be uppltled toward
the manltenance of our accustomed standards ,of living and further progress.

It is from the Nation's nondefense business that the sinews of war
must finally come. To hamper that business is to weaken thosesinews,

Advertising is needed now ats never before. L&t us take a hltyo-
thetical example. hereee has been a wave of hysterical buying on
the part of the public of silk stockings. The ~lhited States Il)epart -
ment of Agriculture has been working for some time, we understand,
on the development of stockings made from other fibers. If, as. and
when, it becomes necessary to tell the women of America of those
new fibers and of the stockings made therefrom, what force can
be substituted for advertising to (10 that jol Walt other means
will there be to spread the knowledge of this new discovery, to ,on-
vince women that their beauty will be enhanced rather than impaired
by the use of the new products made from articles of American
mnanufacture ? If there is a better way, manufacturers would cer-
tainly like to know about it.

In addition to this at-thel-moment viewpoint, there is also involved
tle matter of the future. When we filn( ourselve.s (lt of the pres-
ent emergency, what force at our command could be utilized to
better advantage than advertising to maintain the greatly increased
productive capacity with which we will undoubtedly find! ourselves,
to make for stalffty of employment l

The National Resources Planning Board on August 12--onlv 2
days ago-released an interesting report. made at the sluggrestion of
PIesident Roosevelt in which it warned the Nation that the United
States can win the war and still-
lose everything we are arming to (lefend if, in the transition to pence we slip
back to a low national hicome with Its inevitale intmmnployiment, suffering
,,hos, and los of freedom.

We (1o not feel that it. would be sound or wise to cripple a force
that. may be so much needed later to enable us to carry on. There
will come a time when it will be highly desirable to stimulate non-
(iefese industry. Advertising, which 'has been called the dynamo
Of business, is the force to accomplish that purpose.

We are entirely aware of the necessity which lies upon all of us
to bear increased taxes. We are entirely willing to carry our share
of tile load. All manufacturers are willingly meeting tile increased
burden of taxation which has necessarily 'een thrown upon them,
which has arisen from a situation which is neither of their own
making nor to their liking. To tax advertising, however, would 1)e

-to impose a burden on a business function which helps to make sales
and thus helps to make taxes.
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'i'lie money to be derived from tile taxes proposed in the bill oi
radio and outdoor advertising, evelI if the estimates are lcorrect,
would not seem to be vital to tie success of the tax measure. Fuir-
ther, we believe that the American public would pay a far greater
price for the tax and its collection than any benefits that might be
(er'ivod therefrom.

In view of the above, the Association of National Advertisers re-
spectfully urges that the committee eliminate the taxes proposed ill
sections 567 and 601.

That is the statement. 1 would like to add one thing in answer
to a question which was raised. Advertising expenditures its per-
oent of national income declined from a high of 3.75 in 1914 to a low
of 2.31 in 1940; from a high of $19.62 per capital of our population
in 1926 to $12.61 in 1940. There was spent in 1940 in the Ijited
States all estimated total of $1,660,000,000 in advertising, it loss of
$4.5,0t)0,000 over 1929.

'Ile amout of money splnt for advertising has not incireasli in
ratio to the natiolaial income. The mtional-incolm, curve has boeen
going Iuii)ad the alvertisiilg-expenditure cu1rve down.

h11 CHIlRMAN. On the (ust ion of radio, it may not justify" ay
tax placed upon advertising over the radio. I am not making the
suggestion for that l)urlpose, but. since a(lio is it facility that must,
)e regluldl, and since it is costly to regulate a system of that kiud,

wouElI not there have to be some fo'ti of fraiclise lax to lay for
t he cost, of regulate ing t hat?

Mr. M11c1u,1"x. 'Tlit would be something that hits to (10 with the
mdl iio in(listry, which I am not prepared to answer for.

'I'lie C\IJMAN. '[hat, has iiot hilg to do wit h adverl ising?
Mr. MM1lIIim,,x. Nothing to do with advertising.
The (um.m,mn. But, it, does have to do with the whole business?
Mr. McMn.ANm. It. might, perhaps. But such a matter belongs in

tle Federal Communications Coimissioli Act. and not in a e'emme
bill.

The (1,mih-m.i. '['hank you, Mr. McNlillan.
Mr. Warren.

STATEMENT OF WILLIAM C. WARREN, NEW YORK, N. Y., REPRE-
SENTING TRANSIT ADVERTISERS, INC.; CHICAGO CAR ADVERTIS-
INT CO.; AND TRANSPORTATION DISPLAYS, INC.

Mr. WARREN. Mr. Chairmnn, and gentlenm of the committee, my
nutilie is William C. Wvar(l. I represeit the (hicago Car Advertis-
ing Co., :1:13 North Michigan Avenue, (hicagzo, Ill.; Transit Adver-
tisers, Inc., North Station, Bostoni, M ass., nd 30 Rockefeller IPlaza,
Newv York (ity: and 'Tralsporlat ion 1)isphays, Inc., 9 Rockefeller
Ilaza, New Y(ork Cit'. These companies represent three out of a
total of five companies .engaged in the business of displaying advertis-
ing material on lproi)erlit's of common carriers.

I want. to address my remarks to section :1269 of the revenue bill
of 1941, as )assed by 4the House of lRepresentatives, which section
imposes a j raduate(l'tax on every person engaged iin business as a
lessor of billboards for outdoor advertising.

463



464 nH:VE.:N;E AUi orF 104 1

I'clWo these comliiltl arS Ie, ill iNlfleliflt, of it dityifhlt po(sit ionl,
it is felt. desirable to aequatiit yott with t heir. peculiar pr'oblemsx,
aiid Ive do not f-el we are mcore 01r less du1pi icaii Iiii thtis informiiat ion
that hals beeit fuiirnishied NYou. I

It, is not (.1(1111 thait this excise t ax is appl~icale to adlvttisiiig dlis-
plays located oil proprijeits of c(IIIni(i carrier's; however, if it i-,
apic~iabule it will force t these three conlipalilies to dIiscotiInue aunt,

('ilile i 11us oi JI e(est ruictioli of this advert isiiug-disply liisi-

referred to its oiiI'-, t wo-, and1( thr11 i-lee(t (Ii51)liys, cohi~ist i tg (;f
8, 18, and '2.11/. ,-;quare feet, respectively. These a1lvert isilig tdihiiy11v
are0 locitel (Ii )I'it prpetis (If Sil~bwai'." elevated t'(t i lu j, an tio al il1as.
pr1inc'ipalIly ill ait(, ar oiund the aireais of llostoii, ( ' 'icago, Phl adel-
J~hlii, Ne'w York CtadNew luiiglti m genleraihiv. Chart A
gives 'oti i ll (letailitheii Staites ill Nvliih thle inIvert isintu displays (If

I lies' colipali is are hliui ld 111( 0il whose propert ies, you wvill

1i0plays. I u ii c12Sn(si hc hy have their advert ising

State.ii CommonI'PI Caririer. i d AIh 4rtis iig o rjgan:izat IitoIig

New~ Yiirk, Newv HaIveni & Hartford Rtailroaud.
'I'llp ('onzuuilut Co.

Chihago (Car Adlvertising (o.:
Chicaigoi Raupid T1rli.

1i1ltiols (Cenrarl Rallri-md.

'fraiiiijrtutiou D~isplays:

'1rattslt Advertisers, file.:
iiuo (Ceitrill Itiiilrouold.

Iluixtonl & Mihilie I10u1rola(1.

T1raiiut Advert ise'rs. jie.:
floshii & Ihiihli(' ltii ii iold.
New~~ Y'ok, New vi'en & I hutford tlr11(11(.
I lostoux T'11rni1 ' nI('o.

Newvli l sul ire
Tlran~sit Adivei'istis, Inc.:

Jlosoii & MtaIlie Rilroad(.
~huM1110 Cetral ItaIiiioiuh.

New .1eu'sy:
TransporI(ittion 1(11 Isphaym:

ILiekawim~hi Railroad.

('entral Railiroad Co. of New Jersey.
INew York, Stimplehmuuiin & Western Rlairoad.

Transit Advertisers, Inc.:
New *lers4'y-Cortlandt Street Ferry Co.

New York:
Traiislt; Advertisers, file.:

-New York. New Haven & Haurtford Uailroad.
The ('ouuuty Transportation Co.
Lonig Island idithrouud.
I'('1h15'iylihla Rallroad.
New Jerrey-Cirtiioldt Street Ferry Co.
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New, York- ('ontintwiid.
Transorladmi D a liplays:

New York (C'entrat Railroad.
Lach.vamnm Itailroad.
Er'i'e l611llr, md.

( 'ntral fluid o'. of New .Jeriwy.
New York SIhways Ad\dvirllsInJI( Co.:

New York C'ity .4itiwty ,

hh'Era lio 11)ipiys:
Erie le 1liromd.

I'villlsylvalln :
Tra, imi rl'IIitio ])isllhly~l:

II klmyi l l t Rlroad

Erlo railroad.
National 'Piadixig t :

l 'hlilllhll lhplhl Tranlsit.
Transit AdverIsvri , In.:

'entisylvtit li l road.I'enllS~tiahlh-Ilenidhg i'ioshl ire TAIIh&A.

, 'alfldtn-N'mw ,1vrey Fe(rry ('o.
National Trasiltds:

I'hiladep ihla Rapid 'lranslt.
Rhode Isind:

Transit Advertisers, hi(',.:
New York, New llaven & HTart ford hllrod.

Vermont :
ralrtl Ad~vertlvrY. Tne,:

Boston & Maine Ilailroad.

StatiIe Central iliroatd.
These (.o(n)anieS. in reality, are merely agents of tihe cotmoji car-

riers because of the (.oiistiit close coiiti'ol exercised by the carriers
and the degree with which they scrutinize the advertising to be dis-
played on their l)rol)e'ties.

SMnator VAtNi)rNIIEIto. Where is that ill the tax bill ?
Mr. WAIREN, Onl )Ige 78, sir. These advertisig companies do

not own their own display strlctulres as (o the out(oor companies.
Displays are placed, changed, relocated, anti riiovt'd at the request
of the common carriers. The number of displays on any paI-
t icular location is also (leterlniled )y the commoii ('arrier. In' actual
practice tile (ommn on carriers frequent 'ly requiI displays to 1)0
changed due to the alteration of a station, the improvement, of a
station, or for other reasons, an0 all such clhnges have to 1)e niado
at the explenlse of the advertising-displ ay conlmanies. Even in rvslnect,
to tile alvertisig material to )e displayed, the common carriers
exercise control, and from time to time will not allow certa in adver-
tising disl)a1ys .oi their properties. .Thus, it is evident that, (hese
companies are InI effect merely agents of tile Common carriers.

All of tei five companies displaying advertising material on prop.
erties of comnmii carriers were recent orgaiie(l, with the excel)tion
of one of the companies, and each of tile five collipatlies is owiied
by several individuals, none of whom is affiliated in any way. These
companies have taken over to a degree the advertising displays on
properties of common carriers of those companies which formerly
were operated by the late Baron Collier.

The CiATR]:AN. Let ine ask you-
Mr. W11ImmE. Yes, sir.
TIe 0JiHmN. Do your companies own the board
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Mr. Wmual.N. My tiderstaiiing is that with ole exce ptioin those
display boards are not owned by these companies but that the common
carriers. own them, Ono company, however, does own the small steel
frames which are placed on the side of the station.

T1e CHTIMAN. You own that.?
Mr. WARRMr~. Yes: one company owns that.
The CHHMAN. You own the space.
Mr. WAIamIN. Yes. In the cOe of one coma)any, it siml)ly owns a

steel frame that is placed on the side of the station, wherever the
c0i1111on carrier says we can Iplace it.

T0he CIAIRiMAN. Yes.
M'. WAImN:. Senator, in the case of all coiipanIeS, we may want

to )lace onn display on a station but the railroad says, "No, no; you
will ruiin the symmetry of this station if You (10 Iot place another
hiere [indicating] or tw o here [indicatil], so we may have to place
threo there instead of one. We have th)at, difficult problem to face
constantly.

This excise tax contained in section 3269 of the House bill should
not, be aplicable to advertising displays on properties of common
carriers for the following reasons:

1. Any excise tax on companies handling advertising displays on
properties of common carriers would I)( confiscatory and ruinous to
every company now engaged in such business.

2.'The 40 to 60 percent. of gross revenue demanded and obtained
by common carriers under long-term contracts with those companies
makes any excise tax such a burden as to constitute a death penalty.

3. An excise tax on only outdoor advertising is highly discrimina-
tory and unfair.

4. The graduated rates proposed in section 8269 of the Hou% bill
are discriminatory and unfair.

5. State legislation taxing outdoor advertising has always recog-
nize(l and exempted as a class, outdoor advertising on properties of
common carriers.

Senator VANDE.NBI:O. Let ile ask you at that point, to what point
do the States tax outdoor advertising?

Mr. WAIIHN. Senator, there are probably 14 States, I think, that
tax outdoor advertising in some way. In most instances, it, is regu-
latory rather than as a source of revenue.

6. This excise tax, if applicable to advertising displays on prop-
erties of common carriers, will yield approximately $75,0 annually
from those companies having advertising displays on properties of
common carriers; the obvious small net rceij)ts to the United States
Treasury after deducting the cost of administering the tax and the
inherent discrimination and unfairness of this excise tax should mili-
tate against its. application to advertising displays on properties of
common carriers; hence either this excise tax on outdoor advertising
should not be retained as a part of the revenue bill of 1941 or an
amendment should be incorporated whereunder advertising displays
on properties of common carriers are expressly exempted.

466



REVENUE ACT OF 1041

I. Any excise tax on companies handling advertising disphays oi
properties of common carriers would be confiscatory and ruinous to
(Welly CompaInty now engaged in such l)Iusie',
If the graduated excise tax rates imposed by section 3209 of the

]Iolle bill are applicable to the advertising dishltys Oil prOpelties of
(1oJI1J1oJ carriers, these three companies will not be able to continue
this median because the added burden cannot be assumed with tie,
present small annual net profit per each advertising display nor can
Ihis excise tax be passed on because of long-term contract uai arrange-
imients with time common carriers and advertisers. No tax law should
be designed to destroy legitimate businesses, but if this tax on outdoor
advertlilsiJig is appllieablc to the ildvertising displays of thiege con)-
lJinis, it will have that very effect ill thiait it will be confiscatory and

rulllots to the companies.
At the timp this excise tax wias considered by tho Committee on

Ways and Means of the House of Reprewntatives, no public hear-
ing was held on tile merits or demerits of the tax. For that reason,
that. committee was not familiar with the problems of such com-
panies not with th fillandial difllculiies ofthose adver-ijeing4 cu1-
panics soiling the use of this medium. Each of the three petitioning
companies has had its nudtor) prepare a careful stud , of the
number of advertising displays ilnd the net annual profit kor each
displayy for the first 6 months of 1941 plus the atinated iiok profit
for the last 6 months of 1941,,

You will notice from this Olart. (se hart B) that the e4iimated
1941 annual profit, per on-heet display before deduction forjiederal
income tax for Chicago Car Advertising Co., is $0.100, for Transit
Advertisers, Inc., is $0.124 and for, Transportatioi, isplays, Inc., is
$1.02. If you will then examine tlie computed annual profit per
foot and t* computed tax rate per foot you must conclude that such
an excise t af would be ruinous to these companies. You will alsonote that if thi excise tax is applicable to the one-sher(isplays that
the proposed i *o would be $0.125 per square foot while on aln out-
door billboard of-100 square feet the proposed rate would be $0.01
per square foot.

Cicago Car Advertising Co.
Annual J Co,,, n. Alw

Number fqusre net I Total puted Com Allow.
of Size of frame feet Jr profit square annual puled able

dlsplaysI unit p fee [ profit tax rate tx rate
- display per foot Pr foot per foot

7,126 iheet ................... . 8 $0.106 57, 0 $0.01325 $0.125 $0.01
7M 2sheets ................... 18 .0138 .ms .017 $sheet................... 244,)4 18 g1,360 .0130 .010 .01

I Over 65 percent not rented,.
Before deduction for Federal Income tax.

8 Based on proposed tax, If applicable, of $1 per 100 square feet.
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'J'r(Hi t Adrcrlieia, .1111 .

Nut ter Cum.e

n *t' I Total . I or V e111 Allow.
f Sie of fraies feet r rofil to,, s 11e11ua8 t t te I r

Sunit IpWr feet profit VA0 rlte %e r te
~ti~i ~ pjer foot per toot por foot

2,759 I slIN't .................. .... K0. 124 22,072 $0.01M $0,125 $0.01
I,879 2sh(-tls ...................... 18 .252 33.82 .3118 .05535 .01
5, 217 3 t-hees ............. .... . .2416 .266 129 "1.5 .0104 .0OI14 .01

I Over 40 lwrcent not rented.
I litfore deducillmn for Federal Income tal.
Sl d oil i)rpopi d tax, If ppI)jlialbIle. of $1 Ier 100 6iuare fet.

I lixI rta tloll l)Ila4111/, Inc.

Nu br1q~( A annual C0111- ('0111. Allow.

Nunibe fl~nr et I Tfotal puted'
of Sire of frame feet ier profit b luire l ilfnial I ttei ijlo 1

i per (t profit 11% rltO tit% ralto

ilisphy per foot per foot per foot

4d I sther t....................... K $1.02 3,912 $0 1275 $0. 125 $0.01
49 W 2 shcets.... ............ . 18 .73 4. 3341 .0105 .0 W .(11

1,127 3 -iee....................... 21 1.94 27,615 .07/1 .0o1 .01

Over 20 iprcvnt not rented.
before deduction for Federal Income tax.

* lawl on roIomd t1ax, If applIcable, of $1 per 100 square feet.

Senator DAVIS. Is that a r1ate for a year?
Mr. WARREN. Yes; (lilt( is tihe rate for a year. That. is 121/2

('v('1ll J)'r Slllre foot Oil the I-sheet displays, Its ('Oltrasted with 1
cent as allowable under tle act.

''his is so patelitly (liscrinini tory that no further comment will
be nmde.

By examining the figures Compiled by each company Its to 2-sleet
and 3-slheet displays yoI can obtain a complete picture of the disas-
t-mis effect of such an excise tax on 1-, 2-, and 3-sheet displays oil
pr)erti's of collilloll car'ie's.

Some comments should be imade as to the reasons for these low
anual profits per display.
In the first l)lace, in ery instance but, ole, these eOmlnies wererecently organized hits een previously pointed out and further-

11IOIe a(Ivertisilng display (cOlmlpaImiieb, always I ave considerable display
space that is not SOl(d. You will note oil tie chart, as to each cohti-
l)amy that the amount of space its unsohl is indicated in a footnote.
Over 65 percent. of the display splice of the Chicago Car Ad ertising
Co. is not sol, over 40 percent of the Transit Advertisers, Inc., is lot
sold 1111d over 20 percent of i transportation )isplays, Inc., is not sold.

Senutor I)AbNAIER. A question there, l)lease.
Mr. WmiuEN. Yes.
Senator DANAIIFtI. You (1o not say, Mr. Warren, that you would be

Comlel led to pay a tWx on space that is not sold, (1o YOU ?
Mr. WAI1I1E'. We wotilt 1, for this reason, sir; we may lave a dis.

play in oe spl('e only for a week where there is coml)ensiition derived.
In otlh,' words, oveI' the )t, rioid of a year, every space will be filled
for a short time, a week, Jmayl)e3 months, maybe the whole year. In
other wor(ls, as vou will r',ciill, from chart B, the Chicago Car Adver-
rising Co. hits 7'000 1-shleet displays. During tlie course of the year,
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every oJIe of tlio::e displays will have Sonme kind of advertising for
,Onij)etlsa1tioll. It may be only for it week, of1 myb3 for more tilie,
Nit we wotild fall tnder the act Io)imuse of tht, i'eason.

rio act saps "for conipelIsltit il.''

Senator ]),lt,.NNllf.. Your 1trgunlent, is, if the hoard were rented for
1 itfiohit out of 12, it would stilI have to pay a tax

Mr. Wmm.-N. For 1 diy, sir. Even though the display space ma1 y
not be sold tile cOlmmlilOni cii'rits le(qliIr', that every space have ill i(-
vertisinr display il order thit the bhlatik space wil not niake their
fwol)(ties less iittrtetive. These blank display splices of necessity y,
eiig filways filled with 1 nonrevene displayss" such as supplied ;y

(ivic, nutiofal organ ization1s, Navy find Armiy, find gratitous dis-
plays from advertisers already )itivliasing space, create the impres-
sioni with ialtiy unfamiliar with tilhe business, that it is highly profit-
aIble find ,( fa easily, without iny financial difficulty, pay the proposed
gr-aduated excise taxes.

Any depresed business such as tho represenltatives of tile sale of
advert ising displays oil ploerits of commn1 ca'riT, rs should not be
sulje'Ied to excise , laxes as proposed in sevcion 32(69 of lie reveluo
bill ,f 19-11. Wiill the past few months additional hope haits been
manifested for the,fiture of these Mli nd independent companies
operaitily these Idlver'tisiig disphtyljs. 1lowver, any tax such as that
pruclost,(in section 3269 would destl'o every possibility of ally profit
to ) derived from their activities, een though the aIvertising dis-
plly business was now functioning at the pealk of activity which it
oilirly opl'itited.

II. The lo to (0 l)t'reI lt of gross Ireveiue demanded aid obtfinied by
t OitniOli carriers utra1der' long-term cint'llc s with these companies
1. takes 1aiiy excise (ax such a1 burden as to const it ute a (death penalty

'A ily common carrier which hits space available for advertising dis-
plays exacts a high percentage of gross revenue from the advertising
coiMn!)liny because tlie common carrier brings together a private 111(11-
ence coniposed of its fare-paying passengers.

thing direct ly rtespolSible for hrilging together the private au-
dieiic and i Iso lhialing complete control of the Ilvertising naiterial
which is visible it) .ro about their stiitions. plat forms, aind other
strilllttires. tse coliilillo (allrliels hllve ilwtys deallnddll its i mill-
imun ,I0 percent of life gross reveille derived hy adverltising display
companies aid, in many, vases, as high as (10 percent of tlie golss
revenite. Inf all cases, t'he advertising disphly companies enter into
long-term cotrilts with the common cllriers wheilirnder during
the pI iod of the contract these percentages of gross revenue are to
be paio. irrespective of any additional costs which the advertising
company es might encounter. This high percentage of gross revenules
taken by the common carriers1 must IKe contrasted with the percent-
ages talhen ly those other than common carriers. The minimum
required by them is 51 percent. of gross revenues with a maximuni
of possibly 20 percent.

Upon it lysis, the reason is evident for this great disparity be-
tween tl, percentages of gross revenue taken by the common car-
rier find oie not a common carrier. One who is not a common carrier
does not aissemlble a private audience nor do they provide the facil-

01977-.4A--1--3 1
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it jes fol.i fill 13sst'1ilbly, b)ut 3333151 re1l' wh ol ly i i 11 3' the hli 3
1311(1 fiiwit's (of 1134' ptilih' to pa1ss tlet loet'i 1,1 ll the fact t lint
(1I3 Iv loIollIis I S ol I ulIv st 313 I t'gi I I igli Iwily. (.of Ist thu Iv QIIo I t III (111It1 tit i It'ed
lw plihIic fiolids. Ok' i oiisk, oIt' dvl4'jhil( i II pot it ip hu! 14 111111 i('elle
('133 ot exac(t th lit 51lt'j)i(t1I ti r( 4)f gro..s rl'tie3ue t hat oll(' cll whoI

jilist ly (il l it'tl hiighi percen(tages o3(S(f gr'o ss r'tv('1lit'es fromi liii vei i II3L
compafll 1i 1)I13p ' i tig id veri 151 g 03 ioi I eir prop'ltit'S. 1 t itei' silet I

(101111)1 1 rriers fire1)11 not' i a 1 s 'iII oig3(V'l1 ti oN "' 1 'tt'(f
('lIllil ('13 i'pit''SI I'311 Ii erl ill) Iding p151i t (3 ohotl' :14 VI.l As I y

4'.X(.'( 1t'1lix 53c its 3 1 liii tpropoIsed'( ill '('t iou :1061)W woul(d 413 IV 'erve to
Ii'Qrllm ist 1 1 ((13lept itiv VtdIisildvaIlli ges Of I liis co'()illpa ili its ivi'ig

ad(ver'3t isi iig kpi) 133s oli )t'oj)('t 14's (f common11)1 ('3 l'rI('3'.

The( 111111i l'111 (iof 1911 its passed( bly tile 1Hou3s4 (If lepr'seilil -
livels doI(3t propose to (IV lev t 133 (X(i.' tI IX O)i3 3311 ('11355t'.. (f l(Vei'-
1 isi hg, bul t onk. ilt'(1 ('t'1't 1 13 3s('s. Such taxt3 o XII113Vio1034 e it f3333d3 -
I lit'3 3 ~l pric t'O of fii ('X(iN' I imX thJill it, s1333(lit' 3be 3 l foillim]33(

applq)y t'1313I dly tol fiIIlllSest 33 ff('(ted(. By fill' t it'. gretetst aIiiloilit. (If
ad(verit isinig is t hr3ougih tli(' 33s4' o~f 2 ()t it'i' 313'd ill-tlt inewsJpp. and3(
3iltgailes. TPo ta lX t' o4'(f 1 IE' 133t'(ilili (If oilt(100l' Ildveiin,g (11s-
p)lays 1a3n( not til list, (If tilit' ot her iied ill obhviou~sly is hiighily (Iiscim-
3 Iilitoiy 3and( Iliifti i'. Sl('1 (1i5('3133 113311(13 Jllplaces ilie talxalbi leiliiii,
lat 1313 'c(illliC dlisadvan133ta3ge 1a33( will retsul~t ill the IIt axedd mledial
('331 nthmlly niaki uig inroa01ds oil tue taxed medium1313 b1ecause5 of tile coinl-
I)('t i e wiatlfiges ci'eit ed auid 33131 laijued byv Such al lit, 1ilifl-OrI
taiol3l. Th'lis resul3 t 15 inev'Viabule ll it 1 flid (of business'5 lci ity
which is 35its iglYoily ttit we its tiIliover'tising h33silie.s.

IV T,~hit gradate rae proose i4I ll ts'ect0lOt' i on' 11 3'269 (f tile IJonst' hill
ilri' disciintr andi 333 V1 111 lii i

II( very' lanlgualge (If Secti :1(269 of tit', HoIIse bill excludes morei'

blIlboard'(s tha1t iioul b( le Subljt'ct i4) this ext' s 1 fax wolid lie 113(1st'

its 33 l('so(i (If bI 113iard."
(,of 1ress) lil I Mar3t in .1. Kenunedy, (If tile E'ighiteenth i)st rict of

New I ork s1tted il3 1t 8jpteecl before t it'- Houise (If Re'presenitat ivt's that
IPIe were five iIeS 138 1331333V billboards outside this classifit~t1ion ats
tert' wer3e within tile' ChIssiation. (13 Not onily is this pr'opostet excise
ax (IiseiIi illtoi'y its to this excllisib'Ii, but 13184) tihe rat's gr'udtlllted

froil $1 to $11 IiiIso highly discriinaitor'y antd 1il1fai'.
SeilitO' D)1 NAIIEll. Al310thl' (hllestioli. Will vou l)1'Pi down) a little

be(tterI. not1 ill term's of W~hat Mir. K~ennedy saitii n if te House, butt what
VO't lid( here. 1as to whyi so large a peivenl:3ge of boards dto exclusive
;livtlI'isiIng oIf olle p)roduct~ ?

,111'. AIMJ':. If ani amliei'tis(r, instead of going to the Outtloor
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Advertisitg ('o., or somlit c ,il,,lly tlht is it lessor of billboards, simply
trects his OWlI hord, the, it is 'lot subject to a tax u der this act.

The ri'llt is tailt I.list of t li lrtlds are iv ider that chssiicit I ion , andl
vo',u mtin iost of tlem excildetl. Firtherlore. if you do ehu'l
lhis kinl of tzix, lihost, peopl' who tre g, ilg now to tlh it( ver-

risitig agencies to Jave it dont, i1 1P going to Sirt doing it thelmelvt'.
and avoid (lie tax. So it is olle of the things that is going to have a
very dltillie ecoimtic l' ec oil this business.

S('intor' J)NAIWl For' ilst ii lure, uts Nw du'iv,, iilog tOW hi ghway ,we
te ,'t sig :tli verlisi ig f l imi-Sl in 'c. S )o ts li ugelicy Illlilltl litla

All. W'AIMIUIN. I Hilll .110t ('4,l'1ltiil 1lbh llt J1h1 'li1 -,111 llSaMI , !mtl I kilo,,\ qulite
i~dtr 1111,~lf C'OMpllies who, dIo mlfnaill their, own signs and put, up1

their own sigi is, pa rticulhrly in Ite sm ller lenlities.
St'iui1tor l),AN Alu:u. If (l11t ln tildiculair (ompan 1 tatu tally does put

ulp the signs, it dots Iliet the point you nake ?
Mr. W iwu:-N. Tlt is right. It is not subject to the tax, while

those' boans of illt agency are subject to titie (Inx.
St'enator [)vIs. Some of tht Signs do not contain a complete sen.

t'licet'.
All. IAIMIN. YP,.
Seiut lor ),%v's. Tl'hert is ast'ris of Ioirds rin n tg along with i

wolrdJ Ot (\VII ll ttll

MIr. 111millfN'. Ye.
Sentl¢t ol).wJm. Will va h oim. oif those bvI taxed ,l, the billboard

Mil. WARREIN. Oh, Vt's; 110 question about thut, if they uire for cor-ipellsiltionl.
If the excise tnfx is applicable to 1-, 2-, and 3-sheet displays on

ln'operlties of common carriers. a l-sheet di lv of only 8 sqilare feet
wlichi obviousls wollId cntrv ia very lotill i illiin l relttl, is taxedl at
$1, witreais tlie sil in, rito' o;f tlix ipp lies to i billboard of I0)0 hqiuare
feel which would have t considerable N larger annual rental.

Not only would there be ia great'disparity in the litannual rent ill
tlese ilisnt aes, but l |so its it has beeil poinled out before, tit lt''-
'elttges of gross revete ndelnde tlnd paid by ItIlt coll)uiaies nmini-
lillilling utdl'erlisil g disphlys oll propertiVs of toiUli ion carriers is con-
sidet'rably higl t'r. Olviously, le..s of tlie ",' .ss reveelie i rettile Ii
those topiiallit'S havin g adveritig diig ) islaY.s o'ol properties of comiioi
.rlrie's andl therefore tl a pplication of .this rate to the 1. k2-, anl

3-sheet advertising disp iys tl I)rIl)terite's of ('ollIliitill enairit'rs is
dloublly (dlicr(imlintory( i'inequll,(lillible.

V. State legislation tanxing outdoor advertisilig lilti always recgr-
liied 11lt xemlPted t us it chiss. outdoor alvertiising ()Ii l'i'Ol)trtles

of v'ollillOli (al'l'il's

Several Sltes 1ve a Ilremlu had It histoi'y in the taxat ion of olt-
doorl advertisivg. This is l;liiehti'llirly tiru of ithe New lIglanl
States. In (le States of Maine, Newv Ialmpshire, alid VAtriioiilt,
legislation lia,; beent emicted taxing billboards, bit stuch legis-
hitiioll expressly Contails fll exemtli1(1 for advertising displays ol
properties of common barriers. The exemption p'o'ision of the Ver-
mtont taxing statute is its follows:
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"P'fIm ('imapttr 0* 8111111 taot 111)1)13 to lI~glaH IItol oIIp tua'' divts El 01' Itn (lie
rollinag mlot'k, staf ha, HtIhlvtys, o1 r~ itrit'I~s o)f orl tist'd by t'omwion var.

Tlhei ('xet'iltioul lpt'ovi'iton of tho Ml)sK',iVit'tts t aitg !tlite is als
follows:

('traatnl filgus, tf., ext vd-aE'l---svv'fI~uaaz 29) to :31, hi l'usive, iad 33, 8111 ll ot
upply13 to 8igaas or theitt r eIt's o11 (if-' li flte ro'iug sit i.'I, s'tit tiais. :;uivniys, ort
stltur s f ol'S ud0tsed Ity cooni taetiti's, t'xcepi t ad v'tr1Isilag sim, or Eo'tfwtr
aId vt'a't Isiig (eItviifl4' l tirltdrt4 (Er vinavtict o1' athutai ia thervip Il'(' lAnnuaoatedc
Laws of Maassiat'Itsttm h, 1i.13, se. :12).

Skillutor WAI.sJI. Av OmI' I l(k 'ds1 t hit tire oIil si l('(tcll i's and ii eil Vt
l'ailt-ol(1 ('III's ilillidle ill this bill?

MvAi'miW. rNa . N01 si I'. 'Th' WI l itilot be,0 ilitltdQ( ill th lt i IleI t-
( t ll tiN' e I( o tdttooi' attlvti 51g.

It lis 'Previously I el('l 11ictdit l('( thiat tt( l('adv~el'fisi tag displays oil
lpi'olpitie.s of ('omi~al~I cata'lri's wvete t it' 1-, 2-, itd 3':4liett (lisplatys,
which we're oihd 8, 18, amitd 9-24."(jti11l'v feet retspetctt i vtly. I 'tidotihted , y,
I lat size~ of t hese (lisplify8 1111(1 thet Ia igth i lit age o;f gross i'CvemIttts

('(ill~llNa filci y e coiat aol) ('f '-it''s hat ye I tenext r'eae 11 it t
to I ho Sltte li-gislait irles Ill ga'ataat il tagIhis exemption)1. ("oaasidea'atblo

11111)011liWO shlihi b( e attac'hed to tlt(' filet thbat th lao 'oiis St ait es
which bat ye eliacte t'(ltte h'gishitionl oil billbIoards have v' t'h)I'ssly
t'xe'tiltid aidveri't a d isjlay. onl propert ies of colliltiol cal I'I'i'..
se'emis Clear Itat, this stiattt legislative history shloutld lit followed and

111 if the pr'ioosed e'xcise tx ('oltitlld ial We(tioaa 3269 is to~ become
p~arlt of the Roveut Act of 194.11
NT T.'hiis ex('iS( 111tN, if' appl)icalteh to advei't isilig (1isply.i oilpop

eri'eks of conamonl catr''rirs, Av'ill yield 11pp'oX i itatateyI, $.7ti,Mo atn-
nlia Ilv from t hose ('oaiatiliits lavitig adv(latisilig (lisl)Iat.'S oil pr'op-
earttes of ('omalnoti c'al'tet's the obvious si)11111 ltd r'eeipts to the)
United St attes Ti'etasury Ilftet' dedutctitng t he cost of aidiitisteri tag
theo (fix alll thla ildll''li. dirtifiaituattiola aiiid 1aa fairness of I his excise
taix shlitld m~ilitate against its atpplicati101 to adveri't 1h1W dlisplays
01n 1)aolpt't i(' of colullioai Carrier's; lat'u1('( either' thlas ('xtise tatx onl
otittla Itlvet.itising 11hould not. hle rot aijited its a part, of the a'evt'nie
hill of 19)41 or' atll ataiaoilait. shiotuld he in'orJpovated( whea'etttder
atdv'er'isitig dlisp~lays onl proper'tit's of c'omm~ioni(a Iil'5r fireC ex-

A(curate est inmates show~ thtt thee' arie appr)1oximately 75,000 1-) 2-,
mnd 3-sheet, displays o1 prop~erties of common catrrier's. If (Ihe pro0-
p)osed excise tax on outdoor' advertising is applicable to these displays
onl properties of commlonl carriers, t. e total tnnil gross receipts
derived from such adv'crtisim) displays would, therefore, not exceed
$7'5,000 in the aggrregate. After' deductn h ecsayCI)lS5o
adlilinisterillg sc an il excise tax, the total net receipts to) tile UnitedI
States Treasury Avottlc be an extremely negligible amotnit. It is
ctendedi~k that. anyl excise tax not yieldiiig il (excess of the itlouint
hter'ein set fourth sho0ul1d not be eratcted into law its a part. of the Federal
r'PVCliIC system. Particularly is this true where such1 fill excise tax
is hiighily d1i.scriainattory and unfair and(ltie economic effet, of the
tax wottld be such that the pr~olerties of those affectedl 8vold 1)0
t'oiitiscittd ftil( third btusiniess r'tiled.
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We therefol respectfully submit that the revenue bill of 1941, as
plaScde by the House of Reinesentatives, should be aienided, striking
from it, section 3269 which contains the excise tax on outdo adver-
tising or 111 ani(,inent should be adopted wheretunder the 1-, 2-, and
3-sheet displays oi properties of coiniion carrie's iire expressly
exempted fromi the excise tax proposed lby sectiol 3,(69.

The CHATRMAN. All right, sir.
Mr. VAR.E,. Thank you, si'.
Senator ).N.mu.Ir. There is one question I would like to ask of this

witness.
The ('HAnIMAN. All right, Senator.
Seiiator U),um,', .n: If we have tle right to Hay, by way of reii-

l1t ionl, that we 'I uld hIve an im)psit ion of a ix oII a'franchiiw,,
tle doing of lbsiiiess by oudt(lr idvert ising (oill';ie( why' (, niot.
we also say where gasolille stations will be located, or allything else
on the higliway, by'evying a t ax oi tile groulId they are obnoxiously
,tunted.? "

Ml'. WARREN. I do not see. why you cannot, as long as they are
lessors, following out the theory of this bill.

Senaltoi' )Avis. Would some of the signs on the gasoline stations
be classed as outdoor advert ising?

All'. WAJIIII:. '1'he' would be' so classed undcr s'e'ti'o :'209 unless
they, are owned fund" niainta ineld by the proprietors of the giasolille
filling stations rather t1han by solnf'ollt eIse ats it lessor.

Semitop l), N.intu. If I ha1ive ii Corner lot nd oi m1iy I)iling I put.
ai billiard and pil Soill( advertising on it, I would )be exempt from
this bill?

Mi'. WAUREN. ''hat is right, Senator. Whereas if one of the adver-
tising eomimnies acted as a lessor, they wotild be required to pay
the tiux.

Senalto l).ivmaExl. If you would like to subaxit a mnenorandum on
the (Iis1tion I have put to you, as to the right, of the Federal Govern-
memii. to set. lip this kind of a tax, I would be glad to have you
d1 so.

Mi'. WVm M.N. We Will furnish .1at to you in the next couple of
daus, Would that be pl)eny of time?

AM10iori' DANAIIER. Yes.
Mr. WAIRIEN. Thank you.
(1heI mneioramdli referred to appearIs on 1). 1524.)
'rho CAIRM~AN. r'liere will be inserted in the record a brief stale-

ment by Mr. Myles Standish, of Providence, It. I.
('rhe statement by Mr. Standish is as follows:)
To the average American, the nnilllng of democracy as a definition of the

American way of life is essenltially economic rather tian Iolltlcal.
Of fill the fre(lolin4 which mlake up the Alinerni('at wiy of life, that which

Is mosi highly prized and will Ie most flevreely deh'ded, Is tle freedom of
the Individual to shape his own destiny by exereisling his Iniltlatlvt, an( enter-
prise to sell his services to society for the purpose of eurnig a livin,
The right of the Individual to freely coin 1I1lulhiate to the Ihlble Information

collceri ing the goods or service i(he prouces or sells is an iltegral will In-
separalev part of that fredomn, for without It, ecolloimic Indepndence, which
Is the very essence of our lIlheruy, would be Impossible of allieveneiont.

All olther (h'll liberties are esseillly safeguards to this one fundamental
right-the right to live it a free mai e'oiio'nieally at; well as politcllly.

Advertising, as we know it today, is sinjily the old right of word-of-mouth
comIunicat ion streamlined, aamplifled and ieleeianized to match the needs and
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3 (N'li171i1V It ofIt 11e('lliL II IIIIS 131 rot'((ii('t foil fIild 11111s" (1153 iliut Ion evoiloilly.

v'erlsall3' denetl tpoi i ii vi til and (I Irel el l e le Iliia us of ((J IhIIII e 1(101o
liJet well produc1 fCi 31( (Ilsti ier. WI lii it f lit, serv ices (of sidvv-i'Isi ig, maiss

)3r(II~ ioi-~s 11313 onand sellIng could( iiot cotit Iiiw to) exist.
1'Vli'ief(Jre, the piropoh a lS Ioft fIt( 3'oigiess tol fit a d%-e3ilslig Is, Ili fact., for

the first iment, fill ii ssert IJlnJoy thle peieJjvs' elected l'4'pIJse'i ti s .JMor thle right
to ci((Jlrol. rest iet, orl eveli 3tint lly teii hl Ilslir 11. Ill igli Inel i gly onferous13
uii I hi 11 of 3 lie plnelj 'le I iliei'eit III tilit- ighit to lax, 3 lii fl'eedoill of, speech
413' (' 11111 IIII~~tl li l 3131 1j3 i e Ii (1 eIr 4' li-st it tliit 5 (lIlit fill I itelr very ex istence
its it trig' peop~le'.

To'( aissert thait tilt, (Illit III131(13131 gii t i i3'(f fi-ev'aimi orf sjiee('li Is, co'(i i1

c'(li1'i(t Ii lii (J13(I11(iill and does not extlend III the( right toi dlsseiniliii 31' com~l-
miercll hI fhrlhiin olgssen t lIii toJ tJ-(III' 1111i'ii Is toi IsSeit 111113 t ill, ouit wird
formsii IIII( iii iJJlIlii e Ii ol5 J freely h ill fir e Ithole liii IJJl'3 lli t I III II freedoill Itself.
It Is fill oboiJs1J1 obs5'lv31 at I lo the fll tI Io flee41IN hIs ( iiteeillpl i **Igli (f SpiJ('(li
Ill fill)1,;( ('((31l) 1n113 lel eienen 3 11I 111 favor JI 31l 1.4 Jlil1e9.

If, 31s John1.11111-ttS111 i 1(1 I(IOW lvii tINght III tax Is die eight tf) deistroy,1, the
t'-s iilisliiieit li thle pirinc iplt' of ImlIoJ4Iiig taion ui lJolt c'ertain niiietliuils of

1f1ll 115('llii it(3l'3'mll 113( (3 u It ( 1345 i ll'l13 bas J is.i of 111113,4'1' wbf leer Izei

'olif(''s piI leges find( I11lit niges iio i he (-t(3 il l eon ly be13 hi'5 4 rI(3usly detfenided
its3 Jist.

lhivlonl3'. tile plemi(~ retso lvets I tself Inito it (ii('.53o IJI uth3le ndvisfi11111ty oIf
taxinrg i'llher 3111 ad(ve't Isln,ig 141non', tiiliss we't an,'4 to (emb1a1rik tlf)(li it sys~eim

oIf legislant by1 13 whim and cap1rice.
Re4gatrdless of (it(' jtisd e or legilly 33'it tie pr'opolsed tax, we' slililit It Is4

p~raically313 Iiill'IviiI3I( an1d( liI1(1Csill'e foi- two~ fiuindailntill 1 ellsolis.

raithier 311311 Inceaeis taxN 1''e1 511(. Advetrt ising. liIke it tre wh'~ ~'lich r'clrl'eltt ly
13(3 r' fruIt.f Is 11 prtodlicf3 ve force 01' 1io('ess wII'I ('3nnot(3 I ts('f lie crilellI(i

wh~'liiiIs 3 lit' producI(t or ii(11erisilg, Is 3114' Sill(! siu.e (if defelist' l'e-oi'Ii.
U'l li't('5sar'3 rr('3ich 3 i 11111331 Iiolildt'f('li se listriy nIInI I 11 ll ('5w wIl 11 f 4i'lcas('

taixtiile IncomelI fiind pr1oftts aunl 1'Qdiwe' revelittl for diefenise Wflorts.
2. As 5JJ('InlI legislion 1)1It, is Ill Itstelf fill uttac 111ion1111( 1n 3 ]fiit d1felise (if

f ellti l' y, 33i3d de-stroy'43 3tle xystt'iil It 13'iiiJI'ts to (Ih(Itelll.
ile ve'ry3 esse(lli' (Jr tile' morle'1( of (Jill' 1131 1111a (lt'flis Is 1 I lie d(l 11 e lilt I ohll

of f11t, Ainow3I(liln ple(33 tip proteci'(t. 11134 ttuil. id1 lirti4'1ti314 3l lie ll1iki-ii-
Wily of life its It Is v'Nl13'.45ed Iii ouir sys5teml oif fire'e enIterp'Irise' 3111( gtiran'11t3't
by3 freedontl of sipeve'('hi 31( freedoin orf tr press'5. Tlt, 1)I''I)(st'd('1 vl Isillmnt
of 3ilie ighzlt to (Ilf.% to Amican('h elfWeiis fr'ee ac(css t(o ('sina33r3' meaniIs (if
('431111011111('t fi l adeqtilifei and1( i'('('s:31 t' o 3 (3 l e r('5'1'io14 of tlit 83'StiIIi

v(l~~Ill I Itself 3i11 nI(1rig4'lnelit an1d( Open's 3114' wily3 fo.- tii' (Itst ruc(t loll of those5
very rights an3d4 Isittutlons for tho~ fililpiJse( defense (of will ti 311' tiix Is levied1.

'I'11 iirgtIml('lt 3113t flit- be(st way~t to defend our Intittut l(ol1s Itlid rIghits Is to
sur'rendter thiem w'ltiot it struggle, Is like minanilg thatt the best wiiy to
Ipreser'l' life is to eoiilt suicide.

The advertising Int ry31t13 IWtlli1 cllils nior wislies fifty exemption fromn
cari'Ing Its full 113331 t'qtltiibhi shiiti' tif tile taix llutde'i. It. Ist only when It is
siiigled out for special diserlinlnatol'y and1 perilous legislative actlonl that threat-
is, not Its lprilfits, but Its very right to existence, that It feels Compelled to

v'igorouisly protest.
Thel C~jATIMAN,. 'Mr. Peters.
Mr'. NIEMEYER. I would like to tudrto Mr. Petrs plame
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STATEMENT OF G. 11. NIEMEYER, NEW YORK, N. Y., CHAIRMAN,
'th CI.Inr~~.JEWELERS TAX COMMITTEE

I'le l~mm~N.What is yourl 1natiio
All%. Ni1:mE1-:u 11y niame is N'iemeyer'. I am thle following witness.

Afr. Peters lhas iiskt't me to take htis 1)111ce.
'hi' ('u11mint.uN. Hev is iiot here?
Alr. NIEMEYI:it. Mie is here, hlnt lt,- has asked me to take his p~lace.
'1'lie (1.ruN.I See seeti vitiiesses here oil tile jewelry tax.

'I110 ('1 AJIIM1AN. IfO 11111 niniil V h consolidated ?
Mr. NIEm EYEit. I r'a lly (r(o not know. Sonie of thlemi repr'esenit

ot her oi'ga1 i i~lios whic 111vi il Iiitp1 )t')(lit of thIiis group.

Afr. iNEmii~. 'I'ltt is Illy 11111110, senlator.
Th'le Cunmi.w. o h rNg will youl tIN'?

.,rt. Njinty~iit~. 'fhiatik you. Air. Cliii I',manl, Illy, name is (1. .
ielve. AIV atithiess is 82 Fulton Street, New York City, and

hieeii it inililbe of tilie ,Iewelers Ta'lx Connunitt e unditer the Revenuet
A;ct of 1918. 1 served( as chiairmani of tile Jewe'lers Ta'lx C.omm-iittee
Illiiet' ti11, act of 1932, and 1 1111 serving ill It similar capacity ait
tilet presen(lt, t imle. My1N 11 ppeii rai ice is voluntary. withouitt compensai51-
iol. nlor have I1 iiii I ret lesollil I interest, Ill thle ouitcomie. It

is miy privilege to Speak for tle, following trade organlizat iols:
Amo'ilean Nat loil Riall ,Je'welers Assvtii ,. which Iiis over 3,20) miii'iers

1111d :i5 StilleC rttil i .1. Jtiu l isov i l~ol s)0.

Amrichim .1ive~tlt'i' I'W t (it' ANsitlnI.

(inwl r ivani Jwr s P c irAolu 11(111. oti

J~elii(ll Jeweles AsoclittIloll.

.feev.'urs ylgilimu iict(ominit to.

MetrIlng Xl lverioiitlIv' Ga I h of Amiitrca.

This industry is iiide lip of patriotic citizelis woare willing
1111(1ready to hear their fail, sharie of aliy tax obligationi.

W1e eilorse the principle of at retalil excise tax applied to our
specific industi'y ats proposed by thle IJhiltCe States Treaisuriy De.
1)aItiit'it and palssed by the House of Re'presentaltives5. T11l0 tiiida.
mnital reasons for ourl support of this principle are-( well expressed
in, thle report Of 110o1 Robert. 1L. Doughton, chairman111 of the House
Ways anld MleanS Commit tee, which acecomlpaniled tilie Reveiue Act,
(of 1941 and1( readI s follows,:

Pcrtallerx' cxds1c fa.c..-Tlhe 111Imipo'ses it tax of 10 petrvenit 1lli fte itill
salf, of jt'weli'y, furs, imnd toilet pre'pi I Iolls. 'tI' tax 1. pilnced u1pon till
retail sult' ratlier tfiim iflit iiii jafneturier's or, Imiporte'r's suiv liteatisu of itili
Istrailv w et tl((11 ible coiishitlt bs. Mu iiiiftiirtrs' exctise' taxes j1pol)1 tluet,
artleles lu11v'bt livej Imose'd by flit' FvdeiaI (hwt'rn,1iit'uit Ill ft' past. 81101 a
tIX uptoi ollMI prepiu ratlouig Is4, In filet, lIpose'd byl t'xistilig lw xeine
)1114 p riovt'i, litowev('r, thuilt t'de slie(' times' t'viloii Is siihstil ill fil I uuud hiit'qnlt-
a bl Ie 'olilijt' Ili'v AsIliftlouis a t tre I rvi d.
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I View of th.ei eoistiliriihtn . 1 h), te Hose C'omilitep Oin Wilys fi1(d ,eIIIei
is ( nM h|1('01 of thl- (1014 Ijl !lit.%' Of |h0 ig thti ,(A' tilUX04 11) 11 li t ii i 111 , HIP.

We (1o, however, S.troiigly l)rotest i riuslills (, io(!oped tfi lx i'te
of() 10 P(I'('clt. We 1,el (,re this I'lit . to fe gi-ossl ( iScriniltlr\V. A
10-peireelt, tix at tihe ')mint of retail Nsile is eq(iiivlell t to about :
0-1)ercnt tax oil tie q'iiiufau'irei, illiorter 1(1 plducer. Tilo'

pIr((lII(ts against. whi'l, otil iililstry l11tist Compejwte, Such its iiiito-
mobiles, r(lios, ele(trical Iapplitlces musical instrillillns, fin1(d so
forth ll (' alhld 11)O1 0to pay 10 li) erlt or less oil (he mann Ilfil'-
itre.r -i'ce, aiid certii)i other ('0on1)1 anble itelis are iot. taxed lit III.

We fe(i sill'e (hat tile ('onIg ess (toes o10t illend to dis(lililillilte
unfairly against otlr in(lt stry.

It is oll belief that a tax flate of 10 l)r(eit will sei'ioutsly affect
sales volume to i ioint where very little mo'e revutIle wouId )e
raised thfll if the Irlate wv 'e r5 percent.

Income t lxes and soe'al changes have alffected or hhllbsiless lost
seriously dilliig tihe I)iut 10 years. Th'lie ReVenue Act. of 10)11 will
still fitther l'estrict oirI t't)llnic oj)p)olutlanitNy.

A 10-percent. tl x oil jewelry is so high tllai, ill our e1l)ialonl, it will
enour Ige I voe(liance 1111( ev elloill of tihe tax lil )ility, partie-
ularly in the sale of hig'ler-priced items.

I)iuring th World AN ar we )aii(d a retail ex('i.se x of 5 percent
ml(ler it(, Reveme Aet of 1918. This raised hetween41 $20,000,000 and
$25,00-0,000 it Veilt if) 1Vel'euI. Unler present C(olditions tile lro-
posed bill should, in our opinion, raise $3000,000 it year or more tit
a .5-'pecent rate.

We (o not believe that this relatively smliall indlstry which ha11s'
ha( to struggle so hilrd to meet the social !nd econ;ilc (lihlinges
which ilre ta icing l)li(e aIlid which, as tilt in(lustry, interferes to such
a very limited exteii wit hi defense l)'o(hltion,'sholil(h be ashed to
cont ribute so (lisproportionatelY and unfairly.

We of'er to l) ari tically hl)ear our share )f any tax )uirdlen. All
we ask is your conlsidleration in a spirit. of fairness an( justice.

Senitot VAN ti. 110w would you feel about . 1)1ituting a
small Iman fact "4fl' e sles tax fo' all'of these excise taxes?

Mi'. NIEMI;i. 11"e l)refer not to haVe ia nuiifact urers' excise tax
on tihe jewelry tille, because there are certain in(ustries, like tile
jewelry in(lustry, which permit further manufaeuire; an(, under the
1932 law-which j a ma nufacturers' tax law-every retail jeweler,
almost every retail jeweler in tle country was a Inllfa 'iler, n(1
ha(1 it tax obligation which wias paid sometimes, fin(1 soletilnes llot,
I am sorry to say.

The CizA t.IMlN. Well, you are speaking now, 'Mr. Niemeyer, as a
manufacturer, rather than a retailer?

AMr. NIEMETYE. I am not a mnufacturer, nor a retailer, I am one
of those fellows in tie trade who sticks his neck out, if you know
what I mean. I have been in this i)usines. as chairman of the vigi.
lance committee, which seeks to maintain fair competition within the
trade and keep the jewelers and their reputation safe from those who
would violate it by violating tile law and regulations of the Govern-
ment.

The CHIAIRIMkA. Are you equally concerned on behalf of tile re.
tailor as on behalf of tile manufacturer?
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M r . N vi ., u r y p i. , T p mn ti p it ri i fi- , b , ot h , i .
Tile CAIrMAN. YoU alj)1)011l't(l l )fO'P tile louse Watys d11111 Means

Committee?
Mr. Nw-Su .ri . I did, sir.
Ti CHe(,,Att ?,N. y I 'Vtl yo0r I eStiI lm, 1111(I toted ill youri'

testimonly before the Wayvs ald Mt'zii. ('oimitittee thi statement that
yol th light quite a ituinler of the ,tilaihers l)(ferreid this retail tax.

Mir. Nlu.tl:jm:. Th''v certainly do, Mr. Chairman. The very fiet
thnt I represent 35 of the State retiail-jewelel' organizations, I should
Sfly wis 11111p evideitce of tlint, fact.

Senillifot W ,Js1l. But they ((o hot wualit illore thanl 5 percent.
Mr. N nmrmv:i. They (o not want ilore than 5 percent, as you havy

possibh) heard.
Senaito. W 1r11, has there ever been a tax of more tian 5 percent

OD jewelrny "I

Mr. Nvir-mrtymt. Thero was a 10-percent manufacturers' tax under
the 1932 hnw; yes.

Senator W I.sl,. Ilow loIng was I h1t, inl opelat ion ?
Mi'. Ni:ME:':ri. Thit was il operation front 1932 to 1936, and the

largest aunmount thtt was raised by that tax-which is very iml)ortant
in fihe conisiderat iol of this matter-was $4,000,000 in 1933.

SP,1t at' WALsh. On 10 percent ?
Mr. N ii:i::. On a 10-percent miaiu fle! urers' excise tax ; and tie

hiduistry is presumed to have done it business of between $225,000,000
and $250,000,000.

Tile CHIAIRMAN. 11118 tile r-etaile' MVr beeI Itaxed ?

Mr. Nw,1p:y1i. T he retialer was taxed duing the World War.
The CHnAIIMAN. How did he conic oit thieIe?
Mr. NIEm.ETEir. The tax was 5 peirceiit ; 1111d, as I have inli('ated in

miny testimony, that raised between $20,000,000 and $25,000,000 year
after yeal' util they began to make some exemptions, and the it
wis lesse((ld.

Senator LA FoLm.r'm'Er. Mr. Nieiever, why has it proved so difficult
to (olle(t this tax in this particuint-iindustt'y
Mr. Ninmmyt-it. Because the retailet,' becomes a maimifact u'er, and

tie importig situation is very difficult. For example, dianllonlds
1ire very difficult for any nmaln t) identify as taxable goods. An im-
porter's dilliondh1 wis hixal)le and it lmati who did not import a1 dia-
1mond, who got. it. ,,Q0o1(-ldi(d, if You please, his diauonid was not
taxahle. You would have a (diamond tlint might )e worth $500 in
one case, that wis taxable, that had a 10-percent tax oil it, and a
diamond competing with it. that wits not taxable. It was very diffi-
cult for the JIteral Revetue Department to put theit fingem on the
tax obligation and oh the value.

Seitator WAJ,$1I. That is because of smuggling?
Mr. Nmyr'tim. No; not because of smuggling. Smuggling has

nothing to (10 with it, sir. Here is a deahlt' who has two kinds of
diamonds ill his place, one that ho impor,'d himself and another
that 11e bought ill the trade. In that, connection I might say, also,
that t. tile momenit this diattloild Situation is nore ('hlaotic thai ever,
because we have literally millions aw1d tells of millions of dollar,' worth
of refugee diamonds in New York I1ow, htelI by 1eol)el flint the
industry does not even kitow about, and they are" being sold in the
r'egttlar markets.
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Senator WALSI. There is no way of checking up on them?
Mr. NiEMIEYR. There is no way of checking up on them. We have

tried to help the Department, but it is pretty difficult.
We also protest against the effect of the retroacive provision of

section 2405. line 25 and 26, which proposes a tax o0) conditional or
installment sales made since July 1, 1941, when charge-account sales
collectible at some indefinite future date are not affected. It cer-
tainly does not seem fair or reasonable to penalize the buyer or
seller concerned in such installment transactions when no penalty of
this character or extent was contemplated or provided for [it the
time the sale was made.

We respectfully suggest the elimination of the words in lines 12
and 13 of section 2400 on page 76 of H. R. 5417 reading "gold,
gold-plated, silver, silver-platedl, or sterling flatware or hollow ware."
It is our impression that these words have the effect of limiting rather
than extending the coverage intended, as we believe the items stipu-
lated separately are already covered by the previously stated provi-
sions in lines 9, 10, and 11 of section 2400 which read "articles made
of, or ornamented, mounted, or fitted with precious metals or imi-
tations thereof."

Thank you, sir.
The CHAiRMAIN. The committee will be obliged to recess at this

time, because it is desired to fix a closing date for public hearings
on this bill, if we can do so this morning; and, since the Senate will
be in session this afternoon, We will ask the witnesses, who were
scheduled, to appear before the committee in the Military Affairs
Committee room on the floor of the Senate Chamber in the Capitol
at 1:30.

You may be excused until 1 : 30 and we will ask you to al)ear in
the Capitol, in the Military Affairs Committee room, this afternoon.

(W'hereupon, at the hour of 11:45 a. m. the committee recessed
until 1 : 30 p. In. of the same day.)

AFTERNOON SESSION

(Pursuant to adjournment for the noon recess, tie committee
reconvened at 1:30 p. in.)

The CHA IRMAN. The hour set for the opening of the hearing this
afternoon having arrived, we will proceed. From time to tirm the
Senators will come in when it is possible for them to do so.

Mr. Wagner, you say you are substituting for Mr. Peters?
Mr. WaoNF. Yes.
The CIAH MAN. And Mr. Peters gave way for Mr. Neimeyer this

morning, that is, agreed for Mr. Nelmeyer to preoede him?
Mr. WAoNER. Yes.
The CHAIRMAN. You may proceed. You appear on behalf of the

retail trade?
Mr. WAONER. Yes; I am addressing myself from the standpoint

of the retailer.
The CII AMAN . PrOceed.
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STATEMENT OF WILLIAM WAGNER, NEW YORK, N. Y., EXECUTIVE
SECRETARY, ASSOCIATED CREDIT JEWELERS OF NEW YORK
AND NEW JERSEY, INC.

11!r. IVNEE. MfIy l 111e is William Wagner. I am executive secre-
tary, Associated Credit Jewelers of New York and New Jersey, Inc.

f want to rea(I first a very brief statement on behalf of Mr. Phineas
Peters, chairman, executive board of Retail Jewelers Associations of
Greater New York, Inc., a group which covers all of cash jewelers'
associations in New York, or a large portion of them.

STATEMENT OF PJIINE5. PEIUS, CI[AIRIMAN7 EXECUTIVE BOARD OF RETAIL
JEWEIEIS ASSOCIAT'IONO. oY (1'1IV11 lmkyg YOIIK, INO.

This statement is subnitted to you in behalf of 25 small retail
jewelry store owner§An Greater New York, who compillq the mem-
bershi of the incpirporated association of (l e f I am cgriall.

fear from the vy inception tli t the defense 'p'rogral
woul hit sma~lbusiness hi~rde[x than any other type of free enter-
prise prevale!it in the Unltedl!States, ,'While np'e of the fvetailmerchants fo whon1 I I$eak hasw1enomej this idea, a(l of us created
that some scrifice of, theold-o~le~, ofA t ng iwo d have t8 be
undergone, iia period of natioil enl'rgence re ize(l, too, %lat
Solne small Alsinesses would not 1rvive. t" ,

It is, ho ever, fai -jidl aPl u i P ' thi tlis'ecAthmittee shop Id
have a full id coni e tu (ls and -n o ,1e effect that the 'o-
posed fleve tue Revis n Actl6f 1941,i a" )sos4 by the Houst of
Representat ies, will hi've up'1 malll ra ll jeelr ;11, erehants. ,lie
10 percent t on retail jedl'y es'.aid'rlited items, com1i'ed•s- 'd relte, itfs •om red t

with the rate iuj)osed d j;mios, phofiiWaphs,' utonq iles, calaras,
and other iten 1, that compete with jWe y foi'hepbnsumer dollar,
is out of propo'on. It can rej dili be 4 n tliault.tle taxes i these
other items are considerably ,,du making tie l)Ulase of
jewelry less attraci-fle. In addilt io, the .industries enuifated con-
sume materials needi for defense production, whmrl' the lanu-
facture of jewelry useNtkhily precious metals whcltf are not needed
for defense. q

High living costs and the ald'tyA iased income tax to be
paid by the small taxpayer will reduce the consumer's power to buy
jewelry in tiny shape or form or at any price. The consumer's
dollar, therefore, will fall tolines other than jewelry-lines that.
will conflict probably with the material and manpower needed
for defense production. Less consumer money spent in jewelry stores
is sure to cause a wave of jewelry failures to swedp the country, a
natural result of which will be to substantially reduce the Treasury's
anticipated tax yield from the jewelry industry.

In addition, this will make the uneml)loyment situation more acute,
both as to business owners, their families and employees. 'This unelm-
ployment also will reach back and be reflected in factories and other
sources supplying jewelers.
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We do not seek an advantage over any other industry. On the
contrary, we reiterate with considerable force the jewelry industry's
desire to do its share. What we do feel, though is that if the pro-
posed tax on jewelry sold at retail were reduced from 10 to 5 per-
cent, that p art of the industry now faced with disaster would be
able to survive and contribute its full share to the national defense,
both financially, and spiritually.

Respectfully submitted. PITNEAR PRTs.

Now, gentlemen, I would like to present my statement to you,
as the executive secretary, Associated Credit Jewelers of New York
anti New Jersey, Inc., on behalf of the members of the association
who sell about one-tenth of all jewelry and allied merchandise sold
by all retail jewelry stores of the United States and about one-fourth
of all jewelry and allied merchandise sold by jewelry stores on
installnents.

1. A 10-percent tax on retail jewelry sales will decrease sales vol-
time and cause business dislocations and ulemployment. It likely
will produce less revenue than would a lower rate.

2. Taxing retail jewelry sales 10 percent is out of all proportions
to levies ?aid on other lines, some of which are material needed for
defense and compete actively with jewelry for the same consumer
dollar.

3. We urge a 5-percent tax on jewelry sales for consumption and
use. We believe the jewelry business can manage such a levy without
too much hardship and that it will do away with the injustice and
unfairness inherent in the proposed 10-percent levy. A 5-percent
levy can be collected without the complications that are bound to
result from a tax on sales by manufacturers and importers which
would cause tax avoidance and bring undesirable changes in the
distribution of jewelry products.

4. Section 2405 of the pending revenue bill of 1941 provides for
a 10-percent retroactive tax on additional jewelry sales. Such a levy,
in practice, amount to a tax on jewelers' working capital. Jewelers
have made no provision whatever for payment of a tax on condi-
tional sales made from July 1, 1941, to date and are at a loss to find
a practicable way to make provision for such a levy before the tax
law actually goes into effect.

5. A retroactive tax on conditional jewelry sales would take several
million dollars out of retail jewelers' businesses-from the smallest
to the largest. Most assuredly your committee knows that nowadays
virtually all retail jewelers sell on installments, and, therefore, the
whole jewelry structure would be harmed by a retroactive levy on
installment sales or, as has been said already, a tax on jewelers'
working capital.

6. Taking several million dollars from the working capital of the
retailers of an industry that has been none too prosperous for a num-
ber of years could and undoubtedly would result in nonpayment of
debts owed jewelry manufacturers and wholesalers and thus result
in far-reaching business dislocations and more unemployment, which,
in turn, would result in decreases in revenues for defense purposes.
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7. The revenue that could be derived from a retroactive tax on con-
ditional jewelry sales unquestionably would be offset, probably sev-
eral times over, by the losses that would result from depriving the
jewelry industry of a substantial part of its necessary workingcalpital.

Now, in addition to fliat, I lave filed with the cleric a very brief
statement on behalf of the Retail Jewelers of Westechester County,
which I will not take the time to read because it is repetitious; how-
ever, I should like to have it in the record.

'T'he CHAIRMAN. The reporter will put it in the record.
(The statement referred to is as follows:)

EXCISE TAX ON RETAIL JEWELRY SALES

This statement is presented Iby victor Ross, retail jeweler, of 324 North Ave-
nue, New Rochelle, N. Y., on behalf of the members of the Westchester Jewelers'
Association. The membership is coml)rised of ithout 90 retail jewelers, all of
them, comparatively slealng, small business men. I an presenting this state-
nient as the vice president and acting president of the association.

The Jewelers for whom I speak do a limited volume of business annually.
Most of their jewelry sales are to the residents of their respective communities
who are salaried persons working in New York City.

If retail Jewelers of Westchester county mnust assume responsibility for a
10-percent tax on their retail sales, they will have their businesses hurt In two
ways. First, the tax will discourage jewelry buying, because as a rule neither
the jewelers *nor their customers can afford to pay the extra money called for
by such a high tax.

Second, a 10-percent tax will cause the residents of Westchester County to look
for Jewelry bargains elsewhere and even though they will have to pay the tax,
no matter where they buy, many will not buy from Westchester County
Jewelers as a result of their shopping around.

We also fear that the money that Westchester County residents have been
spending with retail Jewelers will go into other lines of goods on which the tax
Is not so high. The 10-percent levy places Jewelers at an unfair disadvantage In
competing for the patronage of our own people. It will penalize jewelry buyers
unduly.

Jewelers of Westchester County favor a reasonable tax on retail Jewelry
sales. They are opposed to a tax on sales by manufacturers an(1 imlorters
because collection of such a tax is impracticable and a levy of that kind
will prove against the best interests of the Government and the jewelry
industry.

We favor a tax at the point of retail sale with no exemptions of any kind.
Respectfully submitted.

VICTOR ROSS,
Vice President mid Acting Pre8dent.

The CHAIMAN. IS it your view ' that the tax is all right, imposed
on the retailer rather than the manufacturer?

Mr. WAONER. We favor a 5-percent levy. We would like, a lower
than a 10-percent levy, but are entirely satisfied with a 5-percent levy
o retail sales, and feel a tax levied in any other way is not prac-
ticable.

The CnAImAN. Those are your views?
Mr. WAONER. Those are my views, and also the views of the West-

chester Association which I rel)resent.
The CIIAIIMAN. Thank you, Mr. Wagner.
Mr. Roessler.
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STATEMENT OF RALPH ROESSLER, MARION, IND., PRESIDENT OF
THE NATIONAL ASSOCIATION OF CREDIT JEWELERS

'Fhe CJ1AIR31AN. Will you give your full ane to the reporter?
Mr. ROESSLEI. My 11an'1 is Rallh Roessle'r, of Marion. 1 1.
,File ('1,\t 1AN. And you are appearing here on tile eVelry tax?
Mr. ROESSLER. I 11111 a)pearing 1il the jewelry tax.
The CIIJ MAN. Yes. You may lI'oCeed.
Mr. RO :SSrY. Mr. Chair-man, and gent hwieml of tiht commit tee:

My name is Ralph Roessler, of Marioni, Ind. I a1 engaged ill the
retail jewelry business, and have beeni so engaged during my entire
huiisiness career. I am iesi(dent of the National Association of Credit
.Jewelers, 31 North State Street, Chicago, Ill. This association has
a paying membership of over 700 retail jewelers engaged in the in-
stallnent and credit sale of jewelry in the United States. It is esti-
mated that, this mniembership sells approximately 55 percent of all
jewelry sold in this country on a credit basis.

I believe from the evidence which I shall offer to the committee
that it, is fair to state that the views which I am about to express
alre those of the overwiehning majority of retail jewelers of this
country. •

We are not here to oppose a tax on jewelry. It is our' desire to
offer our cooperation to the Government in these days.. We regard
it a duty to our industry to )ear its fair share of taxes to aid ill tile
national defense.

Senator DAVIS. When YoU say they are not here to op)oSe tile tax,
you mean tie excise taxt

Mr. ROESSLI. I am speaking of the excise tax; yes. With that
thought in mind, I vish to present our views as to tie most l)ractical
and economical method of imposing and collecting an excise tax if
you, in your wisdom, find it necessary to inil)0os that tax. We regrt
that it has become necessary for us to part company with the manu-
facturers and those whom they represented before this committee.
We are, however, doing so witl the firm conviction that ou plan is
to tile best interest of the Government, tile consumer, the retailer,
id the industry generally. There can be no question but that sac-

rifices must be made, and we are willing to make them. However,
in the imposition of an excise tax on a special commodity it is oi
primaryy importance that it be considered in connection * with tile

many other taxes which the industry must bear as well as those which
the consumer must also bear.

In the Revenue Act of 1932, section 605, the Congress imposed a
10-percent tax on the manufacturer, pro(icer, and importer of
jewelry. The administration of that section became complicated and
difficult by reason of the fact that the Treasury Department l)romul-
gated regulations under which it was determined that any jeweler
retailer, or otherwise, who assembled two or more completely finished
component parts of jewelry was a manufacturer or producer and was
consequently subjected to the payment of the tax. That ruling re-
suited in great confusion in the industry and imposed heavy adminis-
trative cost in the collection of the tax as well as heavy burdens upon
retailers in attempting to comply with that ruling. "The difficulties
which arose are only too well known to the Treasury Department as
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well as to tile industry. Finally, in 1936, the Congress repealed
section 605 of the 1932 act.

And I may inject there that the reason for making that statement
is the many difficulties which developed when the Government was
forced to. go into retail stores to make their collections.

It would not be possible for us to even approximate the overhead
cost to the Government of properly administering and enforcing ai
excise tax on the retail sales of jewelry. We (to believe that it wotild
be exorbitant and entirely out of line with the amount to be collected.
In that connection, may we suggest to you the many outlets for the
sale of jewelry at retai1that may be classified somew'iat as follows:

1. Jewelry stores.
2. I)epartment stores.
3. Specialty till(] novelty stores.
4. Millinry stores.
5. Dress shops nd manufacturers of (ire.sses.
0. Drug stores.
7. 5- and 10-cent stores.
8. Itinerant Jewelers.
9. Company stores.

10. Army and Navy post exchaiges.
11. Country stores.
12. Purchasing agents In ildustrhll plants.
13. Clothing and haberdashery stores.
14. Catalog and imall-order houses.
15. AntIque stores.
10. Shop stores.
17. Wateh-repair shops.

And, I might add many others.
According to a release from the Department of Commerce. latedd

FebruarY 14, 1941, there were 14,559 jewelry stores, 4,074 (lepart-
ment stores; 57,903 drhug stores; 16.916 variety stores, or a total
of 93.482 stores in this group in the United States. all of which
most likely sell some class of jewelry. It is of course known to
this committee that the other retail outlets which I have mentioned
numb1 r naIny, many thousands, most all of whicl sell jewelry of
some (lhscril)tion at retail.

Since Ia)I)eamired before the Ways and Means Committee we
have had further investigation, and find that there are over 300,000
outlets for jewelry at retail.

If this tax is imposed on the retail sales price it will be nec ssarv
for that entire number to make monthly returns and pay the tax.
Assuming that our figure of 300,00() outlets for retail jewelry is
correct, that means there will be 3,600,0M) returns annually. It
will also be necessary for all of them to be checked and investigated,
and after the returns are in their accuracy must be determined by
the Government. Assuming that the cost of examining and audit-
ing such returns is approximately $1.50, we arrive at a figure of
approximately $5,400,000 annually as an overhead expenditure in
that regard. Obviously it would take an army of employees to
lrolerly and effectively administer and enforce such a tax provision. .

As against this picture, we have, according to a release from the
Department of Commerce. dated December '28, 1940, 968 jewelry
manufacturers of precious metals, and 289 manufacturers of cos-
tune aid novelty jewelry, or a total of 1,257 jewelry manufacturers.
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This number represents approximately the sources from which the
Government woIild collect the tax if it is placed upon the manu-
facturer, )ro(ucer, or importer. It admits of no doubt that it is
easier and by comparison far more economical to collect the tax
from manufacturers, most of whom are located in a given 11rea, than
to collect it from the same number of retailers scattered in most
every city, town, and hamlet in the country.

These figures show that there are 1,257 manufacturers of jewelry,
well known and definitely located, as against at least 30,000 retail
outlets for jewelry scattered throughout the country. It is there-
fore needless to a(ld that under sue I a state of facts, it is far more
feasible to impose and collect the tax from the manufacturers.

It is our considered opinion that a tax on the retailers of jewelry
will substantially reduce their volume of business. In many in-
stances the burden would be so heavy upon small jewelers as to
very likely put them out of business. A fact to support this argu-
ment arises by virtue of a situation where a large retail jeweler
is in competition with a smaller retail jeweler, The large retail
jeweler may absorb a portion or all of tiis tax, whereas ifa small
retail jeweler should attempt to thus absorb the tax it would be
ruinous to him. Therefore, a tax which is optional of passing on
the consumer rather than mandatorially collectible from the con-
sumer becomes a serious competitive weapon. This unfair and
inequitable situation cannot arise if you impose the tax upon the
manufacturer, producer , or importer. Every retailer who pur-
(hases from such manufacturer, producer, or importer is then on
an equal competitive basis.

Voluine of bisiness.-The figures which we are giving you do
not accurately reflect the sale of jewelry at retail by jewelry stores
or othe, retail outlets of jewelry for the reason that such retailers
sell much merchandise other than jewelry. In a release by the
Department of Commerce, dated February 14, 1941, At is reported
that the volume of business done by retail Jewelry stores amounted
to $361,595,000 for the year 1939. From this v(oime must be (ie-
ducted other items sold by retail jewelers, such as radios, china
dinnerware, gift novelties, and so forth, the volume of which we
do not have.

In the same release from the I)epartment of Commerce, it is
reported that for the year 1939 variety stores did a volume of busi-
ness of $976,801,000; drtig stores, $1,562,502,000; and department
stores, $3,974,998,000. There is no break-down, and of course it is
impossible to determine from these figures the amount of jewelry
sold by these stores. Nevertheless, if the tax is imposed upon retail-
els, it is necessary that some method be devised by which all these
outlets for jewelry must make returns, pay the tax, and be properly
supervised by the'Government. That makes obvious to you the great
problem which would confront the Government in properly adminis-
tering and enforcing such a tax.

Arnaunt of tax..-It has been suggeste(i tlat a 10-percent tax on
tile retail sales price of jewelry will result in twice as much revenue
to the Government as a 10-percent tax on the manufacturers sales
price of jewelry. We submit that such a statement cannot be sup-
ported by facts. This statement does not take into consideration
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the ligo overhead cost, of collection by the Government from
aP)proximately 300,000 retail sources scattered throughout the United
States ats compared with approximately 1,300 ma ili facturers, pro-
ducers, and importers located in a fairly well-defined area. As
heretofore stated, the cost to the Government of collecting from
300,000 sources would be approximately $1.50 per return, or apl)roxi-
mately $5,400,000. As against this huge cost we find that there
would be approximately 15,600 returns from manufacturers at an
overhead cost. of approximately $23,400 annually. Again, it is not
possil)le for me to estimate the percentage of retail outets for jewelry
which would never be reached by the Government. You may rest
assured that, it would have quite some bearing 11[)oli the revenue.
However, there would be no reason whatever for the Government
not collecting from 100 l)ercent of the manufacturers, producers, and
importers.
* By adding to these facts the recognized view of the retail jewelers
that their volume of business would be substantially reduced, we
cannot but arrive at the conclusion that the 10-percent tax on the
manufacturers would, in the long run, result in a net return to the
Government approximating that which would result by a 10-percent
tax on the retail sale of jewelry. We also direct your attention to
the fact that inany outlets for sale of jewelry at retail have no
accurate bookkeeping system, and although we" make no charge or
allegations, experience has proven to the Government as well as to
us that a very considerable amount of taxes would not and could not
be collected from retailers because of the lack of proper records
as well as deliberate evasions by the unscrupulous. These facts alone
should be convincing to you that by placing this tax upon the manu-
facturer the Government will receive its revenue expeditiously, eco-
nomnically, and in full. It would not disrupt the industry and we
believe that it is a )urden which should be borne by us during this
period of emergency. We, of course, pay the tax even though it is
imposed oil the manufacturer. We believe that the imanufacturers,
as well as every other part of our industry, should assume its fair
and proportionate obligation to our Government. If this tax is in-
posed on the manufacturers they are, in reality, only acting as a col-
Jecting agency for the Government. They should at least -be willing-
to do that much, and frankly I do not have much patience with
those who are not willing to bear this slight burden at this time.

It has been represented to the Ways and Means Committee, as
well'as to this committee, that the jewelers' tax committee, which has
just appeared before you, represents the sentiment of the retailJewelers in presenting'their argument to you. The fact is that I
nave in my 1)ossessiol, and would like to present to your committee
a great volume of letters, telegrams, and resolutions from retail
jewelers, both cash and credit, throughout the United States who
have taken a directly opposite position from that 1)reselted to you
by the jewelers' tax committee. You have undoubtedly received such
communications yourselves, and are well able to judge whether the
statement I am making is correct.

We share the belief that, if you decide to impose this tax oil the
retailer, you should reduce it to 5 percent. A 10-percent tax would
be a tremendous burden for retailers to bear. Many may be forced
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to go out of business, others wold(l barely make both ends meet, and
no one would be able to make a reasonille proft on invest menr.
The tax on jewelry during the last World War was 5 )percent nl we
submit tlat such' a percentage would now be fair and equitable.
However, the many administrative difficulties, among our other rea-
sons, persuade us to the firm and unsinkable view that this tax
should be imlposed u)on the manufacturer, producer, or importer.

(oiiru.,dnai.-I am submitting herewith a suggested aliendmuent to
the proposed tax bill which, in my opinion, removes the difficulties
of administering which prevailed under section 605 of the 1932 Reve-
nue Act. And just there, gentlemien, ili explaation of the difficulties
that arose, was tile fact that by the ruling of the Treasury the retail
jeweler. if lie moved a watch InIovellilit frol onlie cask, to allother.
ihe came under that ruling a manufacturers or )roder of the watch
movement or vatchi case; also that if h set a diamond which he had
ill his po,,session for years. he l)eaiihe a i manufacturers of the mounting,
and inl)orter and producer of the diamond. Now, we )elieve that
that situation can be clarified in the following amendment which I
will propose. You will observe that it is our suggestion that a re-
tailer of jewelry who assembles two or inore completely finished com-
polneilt- parts of jewelry upon which a tax has bee I paid shall not be
considered a mnanufacturere or producer. I believe that if you adopt
such an amendment it will go a long way toward making the ad-
ministration of this provision of tile act comlaratively easy and sn-
ple. Naturally some difficulties will arise but they will be insig-
nificant as compared with those which will arise if tle tax is imposed
upon the retailer.

Our suggested amendment is as follows:
There is hereby imposed upon the following artleles, sold by the uanu-

facturer, producer, or Importer, a tax equivalent to 10 per eontuhi of tie price for
which so sold: All articles commonly or commercial known als Jewelry, whether
real or imitation; pearls, precious and senitprecious stones, and Ilmtations
thereof; articles made of or ornamented, amounted or fitted with, preeious metals
or Imitations thereof, Ivory (not Including surgical Instruments or eyeglasses) -
watches, clocks, parts for watches or clocks sold for more thun 1) tuts each;
opera glass s; lorgnettes; marine glasses; field glasses: and binocultrs. No tax
shall be Imposed under this section on any artlch, sfed for religious purposes.
A sale of any two or more of the above articles shall be considered a sale of
each separately. For the purpose of this section, a retail Jeweler who assembles
two or more completely finished component parts of jewelry upon lhihh the tax
has been paid shall not be considered a manufacturer or producer.

In addition to this statement, gentlemen, I want to clarify one
statement. made by Mr. Niemever this morning ill statill, tluf the.
manufacturers' tax from 1932 to 1936 produced in tile neighborhood
of $4,000,000. Mr. Niemeyer forgot to state that at that time there
was an exemption of $25, meaning that so far as the general retail
store was concerned, practically all their merchandise was exempted
from tile operation of the tax. We are asking for no exemptions.
We think the broader tile base the better it would be.

Anoth er thing I would like to say is that I have received some
communications which I would be glad to iave this committee, if they
desire so to do, examine at leisure. I might indicate, from one or two
of them, generally what they are.

Here is one from Paul l. Morrison, president, Retail Jewelers
Association of Michigan:

486



REVENUE ACT OF 1941

Greetings to your meeting from Michigan; 850 retail jewelers who recently sat
in special 1-day convention and passed resolution going on record as favoring
iewly proposed Jewelry tax to be placed at source of manufacture. It Is well
recognized here that demoralization of our industry wonild result from any tax
being placed at point of retail sale resulting In unfair competition as well ai the
linniense cost of collection to the Government to police all retail stores,

'T'hat, gentlenien, is a State association affiliated with the American
National Retail Jewelers Association.

I have anoffher telegram, and I will only impose two or three of tlese
on you because of the shortness of time. *This is from Savannah, (1a.:

At meeting In Atlanta, (ia., Jewelers expressed themselves unanimously for tax
tt source. Will so wire A. N. It. J. A. and copy of telegram is to be sent you.
Think South ('artlina will (1o likewise, according to Mr. Cochran.

B. I. n4F -u.1,i.

And here is another:
You have unqualifiedl support of rank and file California Jewelers,. for whon I

ami authorized to speak. Wire from Senator Downey states lie will appear before
('ouuiitte asking chalige: contact lin if you think advisable ; supporting !et ters
from all over State. Regards.

That is from Arthur 11. I)ihhern, inaaging director, California Re-
tailers Jewelers Association.

Here is a resolution from the Virginia Retail Jewelers Associatio :
RsolVed, That we, the president and the executive committee of the Vir,ginia

Retail Jewelers Association, representing the retail Jewelers of Virginia, do lvreby
recommend that this tax be levied on the manufacturer or on the Jeweler's s( tree
of supply: and be It

Resohvd further. That this association is definitely opposed to a tax on rttall
sales, feeling that sueh4 tax will Jeolardize the volume of sales materially, tl ere-
by reducing the tax which would otherwise accrue to the Government from our
industry.

Now, I could continue, but I don't wish to take any more time I
would like. however, if you care to have me do so, to file with the clerk
these additional communications.

The CHARM.Ax. File them with the clerk. We will be very gla, I to
give them consideration.

Any questions. gentlemen?
(No response.)
The CTIAUMAuxs. And thank you for your appearance.
And the next witness is Mr. Shipe.

STATEMENT OF A. K. SHIPE, WASHINGTON, D. C., REPRESENTING
NATIONAL ASSOCIATION OF CREDIT JEWELERS

Mr. SHIPE. r. Chairman, I believe this matter has been covered i:uf-
ficiently; and, in view of the fact that you have pronounced the policy
that you do not desire to hear too many witnesses on the same subli3ct,
and In order to conserve the time of the committee, I shall decin,, to
make any further statement.

Senator VANDENBERG. Which side of this controversy are you on
Mr. StrIPE. I am in favor of the tax on the manufacturer. I in

counsel for the National Association of Credit Jewelers.
(The following letter was ordered printed in the record:)
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NATIONAL ASSOCIATION OF CRIrnT JEWILS8,
CIHc.\o, ILL., August 21, iU.}I.

1l1i. WAITEM F. GOROEm,
Chairman, Seiatv Fitnance Cominittee,

'einato Offlce Buildineg, Wa8higton, D. 0.
DEAR Sit: During the hearing accorded representatives of the Jewelry Indus-

try, several statements were made by representatives of the Jewelers tax coan-
inittee, Mr. G. 11. Nienieyer, chairman, that need clrilicatioll, aid in Some in-
stances, correction. In your deliberations oil the Jewelry exclse tax we very'
respectfully ask that you present this letter to your committee and, If desirable,
have it made a part of your committee record.

In July 1940, in anticipation of an excise tax on the Jewelry Industry, a group
of men met and formed what Is known as the Jewelers tax committee. As chair.
main of this connlittee Mr. Niemneyer appeared before the Semate Finance Coni.
imittee. This committee is responsible for till the effort that hitas been put forth
In opposition to collecting this tax from manufacturer, producer, or Importer.
In order that you may know exactly for whlommi Mr. Niemeyer was testifying we
submit for your consideration the nemleership of his committee and who they
actually represent.

A. Blustein, wholesaler, representing National Wholesale Jewelers Asso-
ciation, Washington, D. C.

James B. Dickey, represemtig Tiffany & Co., Fifth Avenue, New York,
claims to be the largest manufacturer of Jewelry operating a retail
store.

George P. Engellard, rel)resenting Chicago Jewelers Association, whole-
satle Jewelers. Publisihr of trade Journal, N. J., distributedd free to
retailers, sole revenue derived from advertising obtained from manu-
facturers and wholesalers.

P. M. Fahrendorf, Jewelers vigilance committee. The membership of the
vigilance committee is made up largely from the manufacturing and
wholesale groups. Also publisher of Jewelers Circulai-Keystone. De-
pendent upon manufacturers and wholesalers for advertising support.

Royal J. Gregg, representing New England Manufacturing Jewelers and
Silversmiths Association. Also, Osty & Barton Co., Jewelry manufa&'"
turers, Providence, It. I.

Walter N. Kahin, representing American Jewelers Protective Association,
also L. & M. Kahn Co., wholesalers in New York.

C. M. Kendig, representing American Jeweled Watch Manufacturing Asso-
ciation. Also, Hamilton Watch Co., makers of watches, Lancaster, Pa

Clifford F. Lamont, representing Gen and Pearl Dealers Association,
importers and wholesalers of pearls. John Lamont & Son, New York.

Oscar M. Lazrus, el)resenting American Watch Assemblers Association.
Importers of watch movements. Also Benrus Watch Co.

William F. McChesney, representing Sterling Silver Guild of America, sil-
verware nmnufacturers. Also Gorham Manufacturing Co., makers of
sterling and plated silverware.

J. Mehrlust, representing Platinnustiths Association, manufacturers of
platinum Jewelry. Also J. Mehrlust, New York, manufacturer.

G. H. Niemeyer, chairman, representing Jewelers vigilance committee. Also
1andly & Harmnon, gold and sliver refiners, whose product lB Sold largely

to manufacturers, New York.
Wilsoi A. Streeter, representing American National Retail Jewelers Asso-

ciation. Also, Bailey, Banks & Biddle, large retail store In Philadelphia
with nmanufacturing Interests.

Kenneth I. Van Cott, representing Jewelry publicity board. Also, exclusive
Fifth Avenue DIamond Shop.

Henry W. von Unruh, representing American National Retail Jewelers
Association. Retail Jeweler in Cnminati, Ohio.

Rawson L. Wood, representing Jewelry Crafts Association, manufae-
turers' association. Also, .1. it. Wood & Sois, Jewelry ininhifliturers
and diamond Importers, New York.

In a careful analysis of this committee you will note there Is but oel In-
dividual who actually represents the average retAill Jeweler, Mr. von Unruh,
of Cincinnati. It was the decision of this group of outstandieing manafacturelm'
representatives that the tax should he collected from the retail Jeweler. Till.
decision was made without reierenlum and without consulting the retailers'
wishes.
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You heard Mr. Niemeyer present the industry's patrlotle desire to do Its shore
'it contributing to tie defense fund through taxation. I quote front his testi-
emony, "We offer to patriotleally bear our share of any tax burden." lIe failed
to tell you that it is the programi of the jew(,lers tax 'oininitt'e to Fee tlt tlhat

atilotic share is borne wholly by tei retailers nlti that his committee Is now
rasing all o'iioituois sll) of oitey throughout the country to spend InI nll effort
to influence congress s to kee) the tax on the retailer for the sole llu'pos(' of
totally exemlpting the mtantufictuier, producer, and imptorter from any pnrtllpa.
tion whatsoever in tile collection of this tax.

No nimatter where this tax Is collected, the retalled list ill sl)Ii manner ralm,1
tie m11olley and lit best tie only burden placed upon the iltlnilfnctllrer would
lie thiait of acting .4 thi collecting agency for tie Government. We sliblitlt
ftle Iitalnilfactllrer is 11it. much ii part of the In(distry its tile retailer, allid he Ilis
ill (lld responsibility to the Goverlllnment.

Mr. Nlezneyer, i his testinlloy to the Finalnee Collittee, pleaded for in
reduction of tlhe tax oil ti te retailer front 10 to 5 percent, showing to the ('oin-
llitte that i 10-percent tax it retail woul( be rulnou to the retailer, yet lie its
ilalde lhe positive statelintll he would oppose a tax lit source evell thollgh It

leant it tt lX of 10 percent it retail, or, as fie testified, the destruction of iuiliiiy
retailers. Obviously, 1r. Nelnteyer hi1 but one objective, to exempt the iiiiiilui-
factrer froth living an1ly part of this tax by placing It IlI Its entirely 111on
tile retailer. If tills is not true. they why is the jeweyers tax committee raising
such all enormous fund of money to promote their efforts? Fl State las been
given a qlota of funds to ralse, anld Judging from tile $1,000 quoti give
Indiana, tile total amount expected must ie a very large sum. As all examl)le
I will quote from a letter received front tile secretary of a State jewelers
association :

"Tie A. N. R. 3. A. tax comittCe at tile Insistence of Mr. Nlenteyer hits
raided Californa itn regar(l to the special funtd you no doubt have ieard ailut,
to the extent of over $1,W,0). It was tile worst shake-down racket I have ever
beard of In the jewelry In(lustry."

The National Association of Credit Jewelers has front the begiming repre.
seated the retail jeweler only. Many States ive had special meetings o this
subject at which resolutions have been drawn and sent ol to your coinnnttee.
This has all been voluntary work, each Indlvidual financing his own efforts,
and many letters anti wires you have received testify to their earnestness.
We are not concerned about the large retail establishments, they can take care
of themselves, but we are deeply concerned over the preservation of tile smaller
store which cannot successfully compete with the large Institution if the pay-
ment of a tax lit tite retail store becomes a weapon of unfair competition.

Mr. Nlemeyer nmde tite statement that In 1932 to 1936 the largest amount raised
by a manufacturers' tax was $4,000.000. He failed to state tat at first every
article costing $3 or less was exempted from taxation, and later everything under
wholesale cost of $25 was exempted. This elhmiitated thousands of outlets from
paying anv tax. and thousands of smaller stores from paying on any bitt a small
portion of their sales. Many manufacturers produced Iteis arould $25 cost to
telailier and billed them at $24.91 to avoid payment of tax to the Government.
Again. the sales volume In 1932 to 1930 wits materially lower than It is now. Ills
testimony coni lie completely nullified lit tils respect by taking Governmet flinres
as to the attount of sales by manufacturers. producers, and Importers in tile past
2 years nud resolving thit Into tax production.

Mr. Nlemeyer claims there will be avoldante of the tax by refugees who brlne
lit dlamoids. If it Is trite at the source, it will le equally true at te outlet. If
such a situation prevaills It could more easily be controlled by tte (Governmen at
the source than at tile outlet.

There fins been great confusion among tile retail jewelers camped larelv bv
ronaignida sent out by tie Jewelers' tax committee. A few (lays before' the

jewelers' excise tax was considered Iw tie Houce committee. the jpwelrs' tax
committee sent out a broadside thrit If a nitufaeturers' tax waq levied. there
would lie a 10-percent floor fax levied upon all merchandle lit stock to be paid
within 30 days. The intent of tblk ropaganda was to frilgiten the retailer (for
a floor tax as simgrested would ruin the industry) In asking for a retail tax In
preference to a floor tax.

This sante confusion fias been evident to your committee. After Its success in
hinvia' thtIs tax hirsed on tMe retailer It the Ionie of Renresentntih's. the
Jewelers' tax commit tee assuned the rnle of chnmnionlng the cause of tIe retailer
by asking your committee to reduce tile tax front 10 to 5 percent. They then
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ibroaiiit ii reilitest for retelilt'is1 to t bleizr 'I I or wite to you geii h'il.o'ei 111 1),11411-1
ofr their. .4111m10 elfoon Its it olliortt'r (if tit(' reltfilier. Ntttiilly li oil jt'nvh'rs wilt
WvIr %(it' t to t 111t efc and00 m11( 11111 111ve dill sii o. Tir reo fo r to'So dii lg Is
li cocim il ut very ((illi t to bli bieeo ii o ng tlI i ii t tIIii(' lax will 114 ipils wcei
Illili hm i til111 t the10'(iy ery icvioiiolv wolll(1 prel't'f ilt o i'rv'eiit flix 1:.11 ii
IoIIIII te 1tI-je11ori illtlx. B ilt ti eel Iis m0? 111(1 llol Nv'iici tt'vr tlii Ili 14o C:lii

J(Weo14 doi hit pirefer it tlx colec(ted1 lit sourllce.
Ai' iii' it'v' Il'r(' 1114' threv peIltlriot to dot les ilIvol ved I l fis klcift or
1. 'I'lle rotiei ro's ditty to rI'ise tIii' taex for tite (ioveriioeni . wiltili Jo'woler.

illlggi1t, ('01 ti'.r di'jil l'tillt'it store, imti o re , or pi'dh'i.
2. 'I'le11 iithcin-r lll'li"441t3 to see t 1111t tille 1110Ci03' (iilIv.4 from Jill Iroillii

'i'iilit tix i tiii by'1e413 Issoolig melli'WIinldki5 only to those whoi14 Im it ix.
31. Ti'iv duty (If C'ongress to see' tilt tilt% r'evenueit Is reused 1114 ec('llli illiy and1(

e'xpeiditiouliy 1104 po4ssible(, vi11( t1111t thie tax dloes ilt l1'(illlt' (1(141 iletv of ut li
ieilwsiOM wich(1 llrollcv"tt'(' 110 ivvillio. thus1 (1(ftelitting It ow I )I~Il 11414.

Wev ht, i411i4 tie theli foliowtiig figil-es will givi. yo00 it 5011141:1111illy lici'lllel t P
Illille (If filie 111'f n4'vi'ill(' to Iil, dt'nived froml ni I 0.1i'eilt i'xei 14 teex f ill liwil ry.

live dir Ilvodllter. or
lIiiporter

Voicene of biiqinp' s ., I. (Oix)11,1) I li sN. (u), (000
10 per'e'nh taxt $50. (1 ikll ml 1-m))
Numbcer of oulets 301W. (4)1. 1. 2 5a
Niereiber cit retuirns annually 14 01101) -l tI

('oqt of rolectinn a1.50 x-rn r rt~im S5, 4th). IXUI1 $2.2 iri',
tinated lossi hv trnbiltv to (ohllm. or by eviebin, 1% iiermel 7 541 1)1 Nieli

Rledulction In voleimee of beeslecee by vitu~ee tif m\, 15 Iherevilt 7: VN),11NX Noill

'roini, iast 3 Itemse . 20,.11)W. (WA 22, i1v.i6
Net rev'enue......................... 291, C0t'. () 27, 977.371

We' iII' iviiei ha till% II eov,' tigil-is 111,i' n'i'.o llv Ieellle 4. Th~e Ililllllitttie
willI -+:14( bIilei II lIe iiiI t~li111 Iif t 110 tax~ I" iiii('(d l111(1 ill' 11111 Cilfl('till-l'C tile

re11Poil114 Ireaized inoee('edill tely, wlierecus If It Is laed'i upon11 tilt% ref'ti no1 li
lOevolli(e Is l'('i11i'/Ad until lift('i' 1111111 Saile to tile collsl11111iu', Jill(]I le 1 of ilistelil-

.4talitil vollnet of thll' ni'tec II 1w~elry hilsills'm. Alimmlely itemtl of jewpil'y
HT ild bv retdiili's for it susti.lltfl Illiglil of tillit' befofiii'i ' 11. 111141 iln 111111y
Inlstanlces$ Ito SaeC ('1111 Ito Ilicile 11iil( til n- te i e re1 4tulrnedIi t let )jmiChl' 0'1.
In iiclell 1 101late ('11001 110 I'Ove'lll' would lie (1(l'i't'i If tis teIX is Imposed0i 111)011
flete ri'terC. W~e sublI~it hilt these figures cfid fictm illii('ete (qu11e ce'iily Iloelt
tice Clot re'venuel( to tilt (lovel'omlort wiolid 1w' Hilbitllitillly thliii 4111 whi~ethe
the( tax Is iIposedl oil tile' CllfeilfOt'te', iiriiioe. adi Impo~irter, or1 oil tht
i'etailil'. If til, teix Is- place'd'( o11 tltii'mmulfcetucrer. 10'oduver'l, Jill(] imInoi'ter tile
iIdu~stry will suffer' less, the ptibllic will blene(fit, and1( tilt G1overllnent will got
the revenue p~rompltly.

We, there4fore,. earnetly'43 1ge tbIlt yout elilojlt thlei Cl'llll'i pre1' tet1i tit
you1r e'ioiieittit' 1(3 1114 o111 AtigII~t 14. i11l.

Respeci(t filli3' your1s,
hl I'll I'llfE14..

PrideniI(1t. "11 tiohlfl Associa0111tion oif (',dit Jec,'ehrs.
A. K. NtitcI'.

.1 loreyi for .Vtiiool Amsov0('lt 101, of ('red it .Icireler.

The Cii.u1nm.m~ 1Mr. 'Wilson A. Streeter.

STATEMENT OF WILSON A. STREETER, PHILADELPHIA, PA., CHAIR-
MAN, TAX COMMITTEE, AMERICAN NATIONAL RETAIL JEWEL-
ERS ASSOCIATION

Wr. S'TRFETEIR. I tIll appettlilg 011 behalf of tlit( jc'weleis it) thcis
tax.,

,nip, CHTAIRM,%AN. Il'eta ilers or' minm fact it ers?
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Mr. Sri'rrtn. Retailers. Mr. Chairman, my name is Wilson A.
St reeter, and 1 am president of tile Bailey, thinks & Biddle Co.,
Plhiladellhia, I'a., one of Amierieal's olhst retail jewelry stores, ilnld

I fill) here, rel)resenting, as chairman, the (ax comiaitltee of the Amer-
ical) National Retail Jewelers Association, a organ izatin1on of more
thai 3.20) paid immersls witi associatitos in 38 St rates. 90 percent ot
whom are m favor of the contents of this brief; vice chairmaim of
the jewelry tax committee under the Revenue Acts 1917, 1918, and
1932, aiI "sevretarv of jewelers' tax committee, 1941.

Aceoldi ,g to tile last cesls there are -ome fourth eeu-thlousand-follr-h11111dre(,-oh retail ?_jewehers of all inds, i.llid h reli rers.

and so forth; both the censias and tile National Jewelers Board of
'aade state thal solne 8,000 of these a 'e repairers and minor dealers

who have a general sales volume of $10.,000 or less, leaving about
6,400t retail jewelers-import anl ones.

At the hearings before the Ways and Means Committee we collab-
orated with Mr. G. 11. Neimeyer ill presenting what we believed met
the wishes of oaa r members, thus conserving tile tile of those lIeari ',s.

We regret exceedingly that (liae to a host unfortunate sitalation
we now find that ill ordeli to l)roplerly represent 01, m members we
imist present a sel)arate statement.
The statement. presented today by Mr. Neimeyer contains the con-

sidered coalehasions reached by tihe jewelers' tax committee after
care fil study and oonfereuices, and we approve same.

rhe law, sectoln 2400. ais )rited by the Ways and Means Com-
mittee imposes a (aix of 10 percent ait the point of retail sale ais
recommended by the United States Treasury Department, and Mr.
Douglitoii, on page 33 of his report, clearly outlines the reasons this
tax was imposed in that manner, and not as nearly all other taxes,
at the point where lhe goods were sol by the namanfaeturer, iam-
porter, and l)roducer.

I am not going to repeat that statement, because it has been read
to you once today.

Senator GIrupFF. But that. which you are omitting, yoou want to
have ill tle record?

Mr. STr:ETF1a. Yes.
T[ie CFrA.IIMN. It will be included in the record.
(The statement submitted by Mr. Streeter is as follows:)
This lill Iiioses a tax of 10 percent upon the retail sale of Jewelry, furs.

aaad oilet lrelpratims. The tax 1 pleited on tia, retail sale rallier t0a1 the
laniufacahrers' alr Amiorlers' sale, beeaiase of aaministrative aald equitable
consltweraih bus. Maufameturers' excise taxes upol lhese articles have been
ilnliosed by the Federal (ioveriaaet Ii the iist. 1'xperiene has proven,
however, that amiader suelh taxes evill h1l is siab.1 itall. hil 111ad neu1ultabh,' situ.
nations are created. Ii ilew of these coaslerations yor committee is emi-
vilmed ouf Ohe deshaluillty of placiig these taxes on lhe aetall sale.

Mr. STnrr1mrrr. Under the tax law of 1917, a tax of 3 percent was
imposed on the inamifacturer, importer, and producerr and as it
revenue producer was a failure. This law contained a floor tax
which was removed in the Senate.

Mr. STRE-7h1. The War Revenue Tax Act of 1918,.issed in Feb-
ruatiry 1919, imposed ii tax of ,5 percent o tihe. retail price, iisilig uich
,ie ilne language iis setion 2400, Revenue Act, 1941,
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This tax produced some $25,000,000 in the earlier years, until
exemptions were passed by law.

In May 1932 a new excise-tax law imposed a tax of 10 percent on
the mnanificturer, importer, and producer, estimated to produce at
least $15,000,000 revenue. When we appeared before your committee
we stated that law would not produce $5,000,000.

The law contained an exemption of $3 and l)ro(duced about
$4,000,000 the first year and an increased exemption of $25 reduced
the yield $2,000,000 and $3,000,000, and the law was repealed June
C, 1936.

The records of the Internal Revenue Department will indicate
that this tax did not produce sufficient revenue to make it, of value.
Aside from this it created havoc among the various branches of the
jewelry industry, creating conditions that coull not be controlled be-
cause of elements which entered into all branches, such as curbstone
brokers, second-hand goods, and so forth. These are conditions re-
ferred to by Mr. Douglton.

Because 'of the fact. nmch confusion will be caused we suggest
'"'elimination of the following -from the text of section 2400, lines 12

and 13, "Gold, gold-plated, silver, silver-plated or sterling silver
flat ware and hollow ware." This is a duplication and limitation
of the. scope of the act as to preciouss metals and imitations thereof,"
lines 10 and 11.

We believe that when it is necessary to secure a. revenue for specific
purposes the most effective and remunerative plan is a Federal sales
tax.

We believe that Congress should meet the issue, of the present situa-
tion by broadening the base of the income taxes rather than assess.all
income taxes on 5 percent of the American people. We further
believe the stiff graduation in surtax rates between $2,000 and $10,000
will prove a very real hardship on this group, forcing serious finan-
cial loss and hanidicap, hence producing diminishing returns.

Secretary Morgenthau suggested a saving of $1,000,000,000 in ordi-
nary Federal expenses; he also stated recently the necessity of
securing $2,000,000,000 additional revenue. We "commend for 'your
attention the statement of Dr. George S. Benson, the president of a
college in Arkansas, who outlined to the Ways and Means Com-
mittee in detail how a saving in excess of tfis amount could be
accomplished. (See p. 1198, vol. 2, of House hearings.)

The man oin the street today is saying, "I don't mind being taxed
for defense but why does not your Federal Government do what
every sane businessnan does-reuce other running expenses?"

Senator VAtNDENBERG. The Federal Government is only partially
sane. If you sat around here very long you would not be very long
either.

Mr. STnE.TER. While we as jewelers do not believe in the imposition
of excise taxes on any specific industry, we do believe that if such
taxes are imposed all industries should be taxed on the same basis.

The 1941 tax law imposes taxes at the rate of 10 percent on
numerous lines on the manufacturer, importer, and producer, and
then it imposes a tax of 10 percent at retail on three selected indus-
tries ;.as jewelers we believe this to be an unjust discrimination against
these industries. It is almost double the other levies. It was first
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estimated this tax would produce $29,000,000--revised, I believe, three
times until it is now $56,000,000.

Gentlemen, I wish to impress you with the fact that this 10-percent
rate on retail sale will defeat the law as an income producer.

Unfortunately, there are elements in our country outside the legiti-
mate jewelry store who, like in 1932, will defeat 'this law, and these
people have never been reached by our Federal agents. 'There are
millions in gems in the hands of refugees, and others who will be
the sellers of important jewelry to the consumer, collect no sales
tax and pay no revenue to the Government. Ten percent is such a
high rate it will be an incentive to take risks, risks which will (le-
prive the retailer of an opportunity to make sizable sales; then. too,
there are many millions of dollars worth of second-hand gems hang-
ing over the inarket which will reach the consumer without )as'sing
through the jewelry store.

And I might add that without ever passing through a manufac-
turer, importer, or producer, hence, they would never be taxed.

Senator VANDENERO. That is going to happen anyway, regardless
of what kind of rate you make.

Mr. STOmT'Err. To some extent, but not the extent under the in.
centive of a 10-percent rate.

We respectfuflV urge you to revise this law and reduce the rate to
5 percent on timtal sale. You gentlemen need only to look back to
1929 when after years of pleading by the jewelers you finally reduced
the tariff on cut diamonds from 20 percent to 10 i)ercent aind placed
the rough on the free list. From 1913 to 1929 more diamonds were
being smuggled into America tlan arrived through the Customs,
this reduction making it unprofitable to smuggle, and changed that
picture overnight.

Senator DAvIS. Have you an estimate of the amount of jewelry
brought in here by refugees?

Mr. STnpxrER. There is no way of getting it. Nobody knows who
they are. We hear of them; they come in and offer their goods. We
don't deal with them, because we don't (1o that type of business, but
they do find a great many buyers among the public generally.

Please don't impose tis heavy rate of 10 percent and retire the
legitimate jewelers of America to face competition with these forces
which will destroy them. A tax of 5 percent on the resale price will
produce more revenue and at the same time permit the jeweler to
earn a profit which will produce income taxes for our defense
expenditures.

A tax of 10 percent will act as a deterrent to the purchase of
jewelry-store wares, and we believe this also will defeat your own
purpose by reducing the revenue, as well as income taxes of jewelers.
Why deny those who today have some money to spend for articles
they hav always dreamed of owning for themselves or families as
long as they (to not interfere with the defense production; let them
buy freely without a punitive sales tax.

, ive percent is the extreme rate that can be imposed without. un-
justly penalizing the purchaser or creating an incentive to unfair
business competitive conditions.

Before I complete the last paragraph, I want to make one comment
on Mr. Roessler's testimony a minute ago. The secretary of our asso-
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ciation advises me we have 600 credit jewelers in our membership. A
great many of them ar also members of the Retail Credit Jewelers
Association. 'Fhe statement has been made as to the possible amount
of sales. Our association has no record. except that during the
N. R. A. period it rel)resented 85 percent of the retail jewel' sa es of
the country. Regardless of the suggested law which has beet sag-
gested and which would make every unfinished part of jewelry taxable
when it passes through the retailer, I believe the retailer wolul(l still be
liable as a pro(lucer of taxable articles.

In conclusion, in view of the fact that a large number of the nier-
bers of our association sell on credit terms involving leases and con-
ditional sales, we direct attention to a most unfair provision in sec-
tion 2405, lines 23 to 26, and respectfully request the last three words on
line - be deleted "July 1, 19417" and the following substituted: "the
defective date of this act.' Obviously it, is not possible to assess taxes
on merchandise sales before a law is i)assed and made operative. This
lrovision is al)l)arently an error, as it follows the language of another
provision referring to articles similarly taxed under the 1940 law,
whereas there is no tax on jewelry and flirs at present.

Senator D.vis. May I ask a question? Mr. Roessler, in his re-
marks. stated that he figures there are 300,000 outlets for retail jew-
elry. If that is correct, it would involve 3,600,0(Y) returns annually at
a cost of approximately $1.50 for each return. To be checked and in-
vestigated, it would cost $5.400,000, an expenditure nearly as great as
the tax itself.

Mr. SnFRW.TER. All I can say to that is this: This provision for plac-
ing the tax on retail sales comes from the Treasury Department, and
it was the Treasury Department which struggled for 4 solid years to
make a manufacturers' tax operative on jewelry, and they failed to
(1o s. What other reasons they had besides those indicated by Mr.
Doughton I do not know.

Senator DAVIS. We Cannot find l)laces here to build buildings. If
these are the facts, you would have to build a couple of new buildings
to put these clerks in to check this tax alone.

Mr. STR.ETEn. No question about that; but we didn't suggest the tax.
Senator GUFFEY. How old is your firm?
Mr. STRmE'r:. 109 years next month.
The CHAMMAN. Well, the first 109 years are the hardest.
Mr. Snmx :rn. Well, they may not be if this tax is levied.
(Mr. Streeter submitted the following for the record:)

Tnl: BAIlEY, BANKS & B1DL.F Co.,Philadelphia, Pa., A11911,4t 18. 1.

11011. WALTER 14. GEORGE.
Chairman, Senate Finan'e Committee,

Senate Office Building, Vashington, D. 0.
DE-u SEENATOR GoRot:: Please permit mne to express my gratitude for your

courtesy at the Learing on Thursday.
W'hen I receive a copy of the rmlher confusing statement presented by Mr.

Roessler I desie to direct attention to some, what seemed to me to le, rather
glaring errors.

Mr. Roess!er stated he represented the great majority of the retailers and
supported the statement by te'egramns, ete. I did not feel you gentlemen would
care to exr.mine a like amount of telegrams, numbers of them reversing their
former ones sent it response to 19,000 letters mailed to people who (1o not belong

494



REVENUE ACT OF 1941 495

to ills asso(iill t ion whose published list colita ins 4M names (41 of which at'(,
dual llnwmberslills of two ('oli(,ertii5).

Trusting you will coniler tills prolmed stalelmnat well yoll study tlhls
(Illsthollh I all

Very triuly yours,
WIsoN A. STREFTER, PIrMden1.

AMERICAN NATIONAL Ill.TrAIr JEWFI.ER.4 A SSOCIrATION,
Xcit, York, N. 1'., .llyuslM 22. 1911.

To he ,MIMIS OF THE (-OMMm-'EE ON FINANCE,
United states Semte. Sicate Offlce Buildin/.

l'uPshington, D. '.
GENT. .MIN: SulppleiMeItilig tMe statement made before your committee, oil

August 14, 11-t. by 3i'. Wilson A. Streeler, of I'lii iIdelpli In, cliil'rin of oil-
to x (olllittCe. 1 11111 'l(leosiiig copy of t(le'grill 5iilt {i lWsihelllls of Stll('
z5;'-SOCIti.ns ill 0i ltliollon wiih tlihe Aniiericaii Natioaiil IlHot1il JTewelers ,siicln-
tion oil August 2, 1911. anl(d copies of their replies.

P'iltllflily yours,
AMI:IIC.N NATIONAL RETAIl, JEWiLES AS.SOCIAl1oN,
C.iimAI.Es T. E'.lNs, Sce'rctlary.

Iformation for Mr. 01. 11. Nleineyer, clairnan, Jewelers' tax committee, and
Mr. Wil ol Streeter, clutian, Anerican National Retail Jewelers Association
tax conllttce.

The following telegram was sent to State presidents under date of August 12,
1%11:

"If the retail jei0,y business Is to have any cluiice of escaping the ruinous
11'sults of a 1l-per(eiit or higher retaill tax, it Is imperative that a consolidated
front be plres(nt ed before the Soeiite Finance 'omnittee on Thursday, August 14.
Every effort will be made by the Jwelers' tax committee to have the rate reduced
to 5 percent. Please wire us c(,lleCt immediately approval oil behalf of your invii-
ber-s of this position. There will be lo further opporiuity to make our wishes
known so we ealnot overeillpbaslz tile serlluslless, of tile sltuatioll. Urge that
you also contact as iiany of your own members us possible asking they wh'e their
own S.mitors and niviebers Senate Finance before August 14 as requested by the
American Nationial Retail Jewelers Association.

"CIIARLs T. EVANS."

To the above telegram the following replies have been received:
"We urge every effort be made by our Jewelers' tax committee to impress the

Senate Flneaice committee e that a 10-percent tax is entirely too high. A 5-perceint
defense tax at this time would seem fair. With all Alabama 2-pereent sales tax
plus the proposed 10-percent Federal tax, comlt titve merchandise would have a
great advantage. A ruinous condition for the Alabamna Jewelers. The Alabama
Retail Jewelers are a lpatrlotlc organization and ask only fair treatment with
conpetitive Ibshiicss in these trying days.

'ALAIIA SMA iftl, l JEWEL"ws ASSOCIATION.
"F. 1V. ANiERSON, Secrctar'i."

"At a recent board meeting of the Arkansas Retail Jemvilers A ssoclation it was
the iiiaiimhnous ol)iinioml thit we approve tile efforts of the tax committee to have
the suggested ruinous rates of 10 percent on retail Jewelry sales reduced to 5 per-
t.itt. Yolu or tile tax comlllttee chirm'rlani have Olr permissloi to represent our
,State association before tile Senate Filanee Committee.

"ARKANSAS IIF/rAIL JEwEL.RIS ASSOCIATION,I. T. PUVISv, Precideat."

"At oull' lust colvelioiI tile Arizoila Retail Jewelers Associathin unaiously
passed it reso!utilon to the effect that we felt we should not oppose any reasonable
tax upon our industry which night assist in tie defense of our Nation but further
resolved thrt any tax over 5 percent woEuld not only be uniireasoniable but also
discriminatory. We trust that our national association, through Its tax coin-
mittee can convert tIlE, Senate Fiiance Committee to our viewpoint at the
August 4 hearing.

"AIzONA Rt-7rAIL JEFE.FRs ASSOCIATION,
"ELIMR M. PnrSENT, President."
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"California jewelers favor tax at point of sale, Ten percent will be disastrous
to Jewelry business, must not be over 5 percent.

"CAIFORNIA RETAIL. JEWEi.ER ASSOCIATION,
"P. H. BoYSON, Pre8ident."

"As president of the Maryland-Delaware and District of Columbia Jewelers
Association, I and my fellow members strongly opposed a 10-percent tax oi
Jewelry and deemi a 5-percent tax wholly adequate and producer of more revenue.
A 10-percent tax will certainly reduce sales to a point where it will bring in less
revenue than a 5-percent tax.

"M[ARYLAND DELAWARE Dismar or COLUMBU. RrTAIl. JEWEier ASSOCIATION,
"SYDNEY W. SELINOHI, President."

"Majority F~orlda retail Jewelers favorable to 5 percent or less retail tax.
Have contacted all Finance Committee Senators by wire today.

"Fi.oIDA Rh.mAIL JFW.LRs ASSOCIATION,
"BRUCE WATTERS8, President,"

"The Jewelers of Iowa feel that a more than 5-percent tax would be ruinous
to the good of the Jewelry business, and I urge you to take this to the Sellate
Finance ('onnittee. We Nwant to do all we (an but do not want to be put out
of business with too high a tax.

"IOWA IIETAIL JEWELFRs ASSOCIATION,
"GRANt7 W. DtDOEON, I'rcsident."

"Accept our api)roval on your stand on 5-percent tax. Katsas retail jewelers
back of you fully Il this matter. The majority of Kansas jewelers today also.
wiring Senators as individual as well as our association.

"KANSAS REArIL JlswEns ASSOCIATION,
"W. B. BRASFI ,D, Scerelary."

"Wired Senator Barklcy yesterday calling his attention to the hardship a 10-
percent excise tax on J,,welry would place oin both large and small retailers,
We believe 5-percent tax would produce more revenue as it would discourage
evasion and bootlegging. A 10-percent tax would encourage both. In one par;
ticular store a 10-percent tax would discourage sales. During the last wair we
suffered by the Imposition of the 5-percent tax. Jewelry does not divert defense
materials and should not be paralyzed.

"KENTUCKY RTAI, JEWELERS ASSOCIATION,.
"Noi,Tx C. AMENT, Presidelt."

"Iave contacted prominent jewelers-all agree 10 percent would ruin our busi-
ness. Five percent we would try and work out. Remind committee this city and
other cities already have 2 percent sales tax. We would be selling taxes Instead
of merchandise. Have contacted all Senators, Finance Committee; also other
jewelers here. You can depend on our cooperation.

"LouISIANA RETAIL JEwELERS ASSOCIATION,
"LOUIS J. BERNARD, Prcsiden I."

"Please make 5 percent contacts. All jewelers in this section.
"MAINE RTAI, JEWELEs ASSOCIATION,
"LNDSAY G. TRASK, Pre,-ident."

"Officers and members of Massachusetts and Rhode Island Retail Jewelers
Association definitely opposed to 10-pereent tax as being ruinous to Jewelry indus-
try. Bankruptcies and forced closing result as both Jewelry stores are operating
at a loss or at a very small margin. We authorize you to represent this organ-
ization and urge you to do everything in your power to have this tax reduced
to 5 percent.

"MASSACHUsgTrs-R1ODE ISLAND RETAIL JEWELERS ASSOCIATION,

"Film Wmiw, PreRidevt."
"Imposition of 10-percent retail Jewelry tax in addition to Government's pro-

gram of discouragement of spending for nonessentials will be ruinous to Jewelry
industry. Minnesota Retail Jewelers Association heartily approves and fully
supports your position for 5-percent retail tax. Will do anything in our power
to assist.

"MINNESOTA RETAIL JEWETERs ASSOCIATION,
"MAURICE ADELSIIEIM, Pr8ldent."
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"Missouri Retail Jewelers Association supporting your position on excise
tax. A 10-percent tax would be ruinous to our industry. Imperative that you
Impress seriousness of this tax to the Senate Finance Committee.

"Missouni RmAIr, JFwLF.. ASSOCIATION,
"PHIL A. DALLMEYFB, President."

"Our executive committee expressed for all the Jewelers of Nebraska their
alarm at hearimig of it suggested 10-percent tax on Jewelry. This would be back
breaking to ou business and we see no reason why the necessary money to carry
on our defense program should not he raised by spreading more evenly through
Income tax and other lines of business.

"NElsRASICA RETAIL JEWvinEiS ASSOCIATION,
"HARRY DIXON, President."

"Time retail jewelers of New hampshire urge that if it's necessary to retain a
tax on sales of Jewelry that the rate not exceed 5 lperc((ot. We feel the proposed
rate of 10 percent would be dis strous to our Industry and that the revenue
derived from tax wouh Ibe no greater than from a 5-percent tax at point of
silo. Ihowever, it does scena unfair to impose excise taxes on selected bualunesses.
We feel a general siles tax at low rate would be a fair tax to all industries.

"Nsw IHAMPSH1IRE R TAIL JEwm:Rs ASSOCIATION,
"LEoNARD II. VANCOit, Presdent."

"The retail Jeweler.s of New Jersey approve position taken by the American
Natlonml Jewelers Assoviatom. Plead tlmt you do everything possible to haive
tax lixed lit 5 lWP.eeIt to avoid too drastic a curailment of sales volume.

"NEw Jth"sY REtAIL JswsE nS AssocITIoN,
"L. J. RAm,, Ifl'csidCnt."

"it the event it is decided to retain a tax on retail jewelry sales, the New
Mexico Retail Jewelers Association solicits your support to the extent that it
definitely not exceed 5 percent of sales. The pc)olple are now paying a 2-percent
State tax on retail sales, and any tax over 5 percent would be most unfair to our
industry, would discourage sales, curtail employment, thereby lowering income
to the Government from such taxation. This sane telegram went to our Seul-
ators, Congressmen, mid Chairman Ceorge.

"Ni.w MrXICO RFTAIL JEWELERS ASSOCIATION,
"FRANK Fooo, President."

"The North Carolina Jewelers Association approves most heartily your efforts,
contents of your telegram of August 12. Rest assured of our cooperation and
support.

"NORTH CAROLINA RrFr'AIL JEWElrS ASocrI.\TION,
"G. 1). BRUNS, Presidcnt."

"You have our approval, tax reduction to 5 percent.
"NORTH DAKOTA RETAIL, JEWEFims ASSOcI\TON,
"I. T. LARSON, Presidet."

"Protests are pouring Into this office against the ruilous and unfair 10-percent
retail Jewelers' tax. We urge you to use all influence and arguments against this
high tax to save our industry. In the firm conviction that a 5-percent tax is
sufficient, we have wired the following telegram to members of the Senate
committee: 'The Retail Jewelers of Ohio ask your help to secure a reduction from
10 to 5 percent on retail Jewelry sales under section 2400 of the pending revenue
tax bill. We believe a 10-percent tax is unfair to impose on our industry alone,
and that such a high tax is an incentive for unfair competition and avoidance.
We are convinced a 5-percent retail sales tax is more equitable and will bring the
desired amount of revenue from this industry.'

"OuIo RETAIL JEwm.Yms ASSOCIATION,
"H. B. MoOAoUE, Prcsidcnt."

"Oklahoma Jewelers unanimously favor reduction of tax rate to three. Not
exceeding 5 percent.

"OKIrAHOMA RETAIL JF.WELFRs ASSOCIATION,
"H. V. Onrrz, President."

4 10ur State association heartly concurs with your tax committee to have rate
reduced to 5 percent.

"OREGON STATE JEWELERS ASSOCIATION,
"A. W. MOL, N, President."
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"Wiring all inembers of Senate Finance Comtittee, all Seiators South Caro-
lina, contracting phone and wire iniubers of associatloni all over State urging
seriousness of 10-percent retail tax or higher tax ; 5 percent if possible will meet
with hearty approval, 10 percent will cripple us. South Carolift will back
Anerican Nationil Retail Jewelers Association; our position cminiged since, my
last wire to you. We wish you success.

"SOUT11 CAo.{OINA Il.rAii J;vw:iltas ASSOCIATION,
"tAYMOD E. Cocli AN, P1rcsidn t."

"Tie Teiinessee retail Jewelers wish to emnplsize the fact that they are Iin
favor (if the lnit of 5-percent tax on jewelry.

"TENNiASEI-: ltlIIl, JEit:Rs ASSOCIATION,
"C.C. IkEE, E, Prsideu t."

"At a recent nieeting of officers aind (lrec(tors of Texils associatioli It wits
decided we should endorse the st id taken by Anmerican Nitional Retail Jewelers
Association anid give y(ru our full Suliport to secure a reduction in tax rate from
10 to 5 percent on Jewelry. We believe 5 percent will raise the amount expected
from our Industry. We oppose provision tlxing Installment ind 'liy away smiles'
inade between July 1 find signing of bill, because merchint lis ltd no cliance
to inform customer or add tax to purchnses, and believe it unfair to customer who
must buy on installnient plan.

"TEXAN RETAIL JEWt3.EIIS ASSOCIATION.
"MEL.OSEt TAPPAN, PI'iCidCflt."

"Please represent to Senate Fiunaice Committee on Jewelers tax that Texus
Jewelers, In a nieeting, feel thut If a retail tax is iniposed, that It should not
exceed 5 percent of the sale price. Estimates show that tills will raise inire
titt the estimated amount Jewelry slhuld pay oit tlte tax bill. Too, we
trust that the connittee will not penalize thousin(ds of custoiers forced to buy
on installment purcihises liade prior to the actual iltisslge flnd sigillng of Tily
taix measure.

"TEXAS IIE rAIL Ji;EWLFJI9 ASSOCIATION,"If. E. Il.i, scere'tary#."

"Ha1id association fleeting titight, ineltbers voted thit 5 percent tax Is air
much as they cill stid and expect to hold their bushiess. AnT sending tele-
grilliis to Seniaitors Aiken finl(d Austin, ainid Relresenlutlve Phiuiley.

"VEaMONT UP-A.um, JFwkmis ASSOCIATION,
"W . S. IlnistON, ,cere'tqll."I

"Washington State Retail Jewelers Association are 100 percent behind the
efforts of your tax conanittees. Large Iuinber of telegranis st-i Sntitors yes-
terdlly, ninty lore today. Good luck.

"WASINOTON STATE t'rAII, JEW i.,s AssOCIAIION."}EIitY L. CUNiilI.F, r.id't.

"The efforts of the Jewelers tax committee and the American Natitonal
Retail Jewelers Association Ii seeking a reduction in the retail sales tux to
5 percent is heartily approved. We feel that only through such action by the
Senate Finance Committee call the retail Jewelers continue business and thus
contribute to tite national defense program in which they so strongly believe.

"WIscONSIN I{-F'AIL Jrw.ELERS ASSOnATION,
"A. AV. ANDWERSON, c'(tr!.

The CHAIRIMAN. I believe, by. agreement, Mr. Printz is to precede the
other two witne.,.,es appearing on the fur tax.

Mr. Printz?

STATEMENT OF ALEXANDER PRINTZ, CLEVELAND, OHIO, CHAIR-
MAN, NATIONAL COAT AND SUIT INDUSTRY RECOVERY BOARD

Mr. PniNnz. I am chairman of the National Coat and Suit Indus-
try Recovery Board, 1 ituitionil organization el)resenting 95 percent
of the producers of woinelins and children's coats and suits. I ain
serving without compensation. I happen to be it manufacturer of
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cloaks and suits. We employ 600 people; and while we have not been
liJ business for 109 years, we are now In our forty-eighth year. and
that. is quite a record in oJr industry.

This ieior in is submitted oi behalf of the National Coat and
Suit Indtustry Recovery Board. May I say in this connection the
recovery board is rather unique in this: It is governed not only by the
members of the industry, but the unions have a very important part
in and are represented on the national board.

The recovery )oardl supl)ris this tax. The tax upon the retail sale
is simple to c(llect, will yield the hlrgest revenue, and will insure to
the cos"limer that the ftll tax she pays will inure to the benefit of
the Government Il)(] does not rel)resent l)yranli(ling of profits oil a
tax placedl at 11 prior source.

We should, however, like to recoinIlelidl one amendment to this
l)rovision. The tax is now Iml)osed upon articles made of fur and
up)O11 articles of which such firl is the compl)onent material of chief
value. We seek a (orrectliv anendhneilt regarding the plirse "coin-
polient material of chiei' value." It is important to point out to the
members of this committee what this l)hrase means and how it has
been interpreted in the past.

In order to determinee the "component material of chief value" of a
fur-trimied garment, the value of the fur ni iust be colnpared to the
value of the cloth shell of the garment. That is the outside cloth
only. To ascertain the value of the cloth shell the following items
of cost must be comlutedi; cloth, thread, allowance for handling cloth
such as shrinkage, sponging, Iumill damage, freight, and So forth, direct
labor including cutting, o)erating, finishing and pressing of the cloth
shell, designing and an allowance for overhead allocated to the shell,
and many oflher items too numerous to mention. Only after the cost
of the cloth shell is determined after this process of c(;ml)utation, can
it be coml)arel with the cost of the fur, in order to determine the
taxability of the garment. The details of those, if anyone may be
interested, are included in the manual, Fur Tax Maml, which we
)assed out, and got. the approval of the Treasury Department of the

Government on, during the last fur-tax period.
It is apparent that with the current rapid fluctuations of the costs

of materials entering into the garment, the Incongruous and lintellable
condition will result wherebv the same garment is taxable one day
all(d tax-free the next. For'example, a manufacturer with a large
inventory of woolens at low prices will produce a taxable garment.
And that is what we tire going through right now with advances as
high as 50 cents per yard on woolens. As the season progresses and
lie is compelled to replace woolens at a higher cost, the same garment
will be tax-free, because the other component part now becomes more
valuable than the fir. On the other hand, a manufacturer with a
large inventory of furs at. low cost will be able to produce a tax-free
garment while the identical garment producd by a competitor will be
taxable. It might be the identical garment made by the same man-
ufacturer anl(d delivered at different times.

Furthermore, the retailer will be offering for sale two identical gar-
ments at the identical wholesale price, one taxalble and one tax-free.

Moreover, 0,; we have demonstrated, the term "component material
of chief -aluc" is extremely difficult of ascertainment. The basis of
computation is costly and subject to honest misinterpretation and
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miscalculation, which may result in loss of revenue tW the Government
and subject innocent parties to penalties. Experience under the last
fur tax demonstrated the inequities resulting from the operation of
the )hrase "component material of chief value."

T1he recovery -board is seeking to eliminate these hardships and
nevertheless be certain that the maximum revenue is collectedunder
this provision. To this end we propose the following amendment:

Ssc. 2401. Tax on furs.-There Is hereby Imposed upon the following articles
sold at retail a tax equivalent to 10 percent of the price of such so sold. All
articles made of fur of the hide or pelt. (That means that anything that is all
fur Is taxable.) There is hereby Imposed upon the following articles sold at
retail a tax equivalent to 10 percent of the price for each so sold. Articles of
which fur Is a component material which sell at retail for $71 or over.

We believe that this amendment if enacted will achieve the follow-
ing results:

1. It will aid the Government. The gross revenue collected under
this provision' will remain approximately the saine as .th gross reve-
iites collectible under the "comlponelnt material of chief value" pro-
vision. Tile $71 retail pIrice of a fur-trimmed garment represents
in the vast majority of cases the line of demarcation at which the
relative values of the cloth shell and the fur are approximately equal.
(onsequently, virtually all of the garments which would be taxable
under the "component material of chief value" clause, would remain
taxable under the proposed provision.

Tile Government would receive a greater net revenue under this
amendment. The cost of the collection would be reduced to a mere
fraction of the cost under the present provision. Only one simple
inspection of the retailers' sales would be required under the propoa.ed
amendment, whereas under the present provision, both the retailer
and the manufacturer would undergo coml)lex inspection to ascertain
whether a garment was taxable and whether the tax was collected.
The basis o collection would be simplified and less costly since it is
immediately determined upon the ascertainment of the selling price.

2. It will benefit the manufacturer. As has been demonstrated in
an earlier section of this memorandum, the l)roblem of determining
taxability under the "component material of chief value" provision is
highly complicated and involves a burdensome cost-accounting system
on the part of the manufacturer. Furthermore, the merchandising
and marketing structure of the industry may be dislocated because
of the variability of the components and the 'fact that the same gar-
ment may be taxable one day and tax-free the next (lay.

3. It will aid the retailer by providing him with certain definite
immediately ascertainable knowledge of whether or not a garment is
taxable. If a fur-trimmed garment sells for more than $71, it is
immediately taxable without reference to the question of "component
material of chief value."

4. It will benefit the consumer because the present provision necessi-
tates a costly cost-accounting system, the expense of which must be
ultimately borne by the consumer. Moreover, the consumer will not
be confronted witl the dilemma of identical or nearly identical gar-
ments-one taxable and one nontaxable. The consumer will know
that all fur-trimmed garments selling about $71 retail are taxable.
Furthermore, this simple method will eliminate any possibility of
fraud by imposing and keeping a tax upon a nontaxable garm'ient.
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For all of the above reasons it is respectfully urged that the an lenId-
ment proposed by the recovery board be adopted.

I will be lad to answer any questions.
Senator DAvIS. Do I understand you to say you want tile ta.: 4oi-

lected at the time the garment is sold to the consumer?
Mr. PmN'rz. Yes.
Senator "rArr. You prefer the retail to the wholesale tax?
Mr. PRTNTZ. We (10.
Senator TAmF. Representing whom?
Mr. PRINTZ. Representing 95 percent .of the manufacturers ir our

industry, as chairman of the recovery board, which I have the lmor
to be.

Senator T,'%r. But you don't represent any retailers?
Mr. PRmNTZ. None; only wholesalers and the union.
Senator TAfT. We have had a representative of the National Dry

Goods Association protesting against the retailers' end of it.
Mr. PniNTZ. I know; yes.
Senator DAvIs. You want the tax collected when the retailer ;ells

to the customers?
Mr. Pn1INTZ. Yes; because that does away with all this bookkeeping

and accounting on the component material of chief value. Tie lav-
ment of any such tax as this by the manufacturer is a very casy
thing to evade and it is too often evaded. It is a simple thing for
a manufacturer, if he wants to do so, to say a garment takes 3 yard:; of
cloth, whereas it takes 21/. yards: whereupon, the picture immediately
changes. There are a great many tricks in the trade; there is no
point of going into that" phase of it, but this is a clean proposition.
You haven't to do any bookkeeping or accounting, and the Treasury
)epartnient is not confronted with almost insurmountable difficulties

in the collection of the tax. For instance, a spool of thread costs
5 cents, and you have to allocate how much of that goes on the inside,
in the lining, and how much on the outside. It is burdensome and
impracticable. We don't care where the tax comes from but we do
not want that provision as it is here. It is just absurd, and our
experience with it has been far from satisfactory.

The CHAIRMAN. We had a grvat (leal of trouble with that fur tax.
Mr. PRINT. Yes.
The CVHAIRMAN. And never were able to get it satisfactorily ad-

justed.
Mr. PRiNr. Understand, I am not speaking officially, but I have

been told that the Treasury Department found the cost of collecting
the tax under that chief component material rule very burdensome.

The CmAIRMAN. Mr. Beldock.

STATEMENT OF GEORGE J. BELDOCK, NEW YORK, N. Y., REPRE-
SENTING THE FUR INDUSTRY ASSOCIATION

Mr. BEDocKc. My name is George J. Beldock. I am an attorney
from New York.

May I be permitted to rise?
The CHAIRMAN. You may rise; I will sit.
Mr. BEri1 OCK. Thank you. Gentlemen of the committee, I appear

in behalf of five fur associations of New York City, namely, Amer-
ican Fin' Merchants Associations, 363 Seventh Av'enme, Nev York

01977-41-:13
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City; American Rabbit Dealers Association, 303 Seventh Avenue,
New York City- Fur Dressers Guild, Inc. 205 West Thirty-fourth
Street, New York Cityi Fur Dyers Trade council , 363 Seventh Ave-
nue, New York City; and Rabbit Dyers Institute, 276 Fifth Avenue,
New York City.

I appear for the sole purpose of discussing the proposed retailers'
excise tax on furs. The associations which I represent have been
active trade associations for many years, and in one instance over
25 years in tle fur industry. We represent. the importers, the dealers,
and the processors; the processors and the dyers of fur skin. I
ain here in su)l)ort of the tax at the retail end. I may take a moment
to explain the nature of the business of our members ii).

As you gentlemen know the furs are trapl)e( and imported from
abroa(i by dealers known as iml)orters. They own the skins. Those
skins require processing and are sent to the processors who are the
(h'essers.

After an operation similar to a tanning operation many of the
skins are then dyed to suit the demands of the trade. The skins,
after they have been dressed and dyed are then sold to the manufac-
turers to be put, into the finished garment. In some cases they aRie
sold to the cloak and suit industry who make of them a trimnining
for a cloth coat; and the last witness had reference to that trade.
They make cloth garments fitted with fur collars and fur cuffs. The
associations that I represent are not engaged in the retail business
or in the manufacturing business. We are purely and simply the
owners of the fur skins, the dealers and the importers of the skins,
and the processors who dress and dye these skins.

Under the provisions of section 2401 of the bill, approved by thwr
House, the tax of 10 percent would be fixed at retail. Now, the fur
industry is divided on this subject. I was present and heard the
representative of the National Dry Goods Association who spoke
before this committee the other day, and I am mindful of his recom-
mendation that. the tax be placed on the manufacturer. I know of
the activities of another group known as the fur tax committee. rhev
are scheduled to speak here next week. They favor the tax on the
dresser, upon the point of processing and I am aware of the con-
certed efforts of the retailers and jobbers groups who advocate the
placing of the tax not at retail, not on the manufacturer, but on the
dresser. I may say that the experience of the Treasury Department
and this administration in the )ast with the tax on the l)oint of manu-
facture was very miserable and not practical. We have had no
experience in this country with a tax on dressing. There has been
a somewhat similar tax in Canada. This is the first time in my ex-
perience that there has been proposed a tax at the point of the
processing.

Now, before I speak of the merits of our position, I should like to
call your attention to what I know to be the fact, namely, that you
gentlemen have been receiving a great many telegrams in connection
with this matter. These are the result of a concerted drive on the
l)art of this retailers' committee to raise a substantial fund, ,the
purpose of which I am not aware of, to have write-ins sent to 'his
committee by way of telegrams, letters, and so forth, forms of which
have been distributed throughout the country. They have retained
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a national agency to promote their interest. They have had numer-
otis meetings in New York City and elsewhere and raised various sums
of money for a fund of somewhat, between $40,000 and $50,000. They
have stated that it is necessary to interest members of the Treasury
Department, and that they have--and I am reading from a newspaper
account-received favorable reactions from members of the Finance
Committee, this committee. My purpose in referring to this is that
I don't want this committee to feel that by the number of the tele-
grams you have received you may judge the wishes of those engaged
in the fur industry. My association has sent no telegrams and we
have not met other than in our membership meetings. We have
raised no funds. We are here for one purpose, to ask this committee
to approve the proposed tax at retail, and we (to it because we think
it is the only wo-kable way the tax can be collected. A tax on
manufacturers has been tried by the Treasury Department, and failed.
AMid we say that a tax on processing will likewise be a failure. The
purpose of this campaign of the retail group is a recognizable one.
It is merely the old story of shifting the tax to someone else; that
"the fur tax is a good tax; the industry favors it; we realize that we
must, pay more and make our contribution to national defense, but
let the next man pay and collect the tax. It is only a good tax if I
don't have the burden of collecting it." That seems to be the argu-
ment, advanced by the various people who oppose the tax at retail.

We maintain that we must not overlook the fact that the con-
simer pays the tax. Under the proposed plan, the retailer will be
simply the collector of the tax. If placed at the point of dressing,
it will be passed on : to Ilahe it at the point of manufacture, it will
be passed on. I wish to call to your attention the answer which you
received from the representative of the National Dry Goods Associa-
tion the other day, when lie was asked a question by one of the Sell-
ators as to whether lie felt like saying for his organization whether the
tax would be absorbed. He said, 'No,"' that in his opinion it would
be. passed on in any event; and lie wis asked whether there would be
sales resistance on the part of the public if the tax be placed at retail
rather thin at the point of manufacture, and lie said, "No,"-and
lie is a retailer. He said there would be no difference in sales re-
sistance; in fact he felt there wouldn't be any resistance in either
event.

In determining how the tax is to be collected I ask you to con-
sider the recommendations of the Treasury B~epartment, recom-
mendations for the collection of the tax at retail. This was approved
by the House Ways and Means Committee in their report, stating
that the retail tax was best by the test of administrative and equit-
able considerations. We favor this tax in preference to a tax onprocessing for a number of reasons. At the point of manufacture
and dressing, there is the preparation of millions of individual fur
skins, whereas at the point of retail we have a fixed selling price,
and it is a simple matter for the tax to be computed on retail. Were
the tax to be. levied at theprocesing point, we would have the prob-
lemn of determining the va ic of the merchandise.

Fur skins, although looking alike, have different values, depend-
ing on the various elements that make up such value. The seasons
of the catch, whether the first or second lot, of the catch, whether
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purchased by a dealer who call make suhstantial purlichses by reason
of his financial standing: and. coniequently, can get. a different price
on his purchases. The merchandise is graled according to a certain
quality, and I have been identified with the fur trade for InaIIy
years representing dealers, and I know there are no two dealers who
pay the same price for the same skin, although they may be of the
same grade; inany elements are involved-elenuents of illchase, time
of purchase particularly. I have known ill one instance of a certain
class of skins that sohl for $1.50 a few months ago, and because of
the demand in the market for that type of coat, which was a muskrat,
the price of the identical skin, the same grade, the same quality, had
risen to a point of $2. That was raised because of the demand and
shortage and requirements of the trade for that particular skill; so,
there, too, is another element; the element of style and popular
demand. If the consumer, women, takes a fancy' to a particular
type of garment, like a beaver or muskrat, tlere'is ininlediately a
great demand a1d tile price fluctuates. Now, what we say is that if
you try to fix the tax tit the point of dressing aid try to determine
then tie cost of the skin. you will have to set upl) allotler agency of

,experts to examine every skin and determine the value of it.
Query: If 1 bought these skins 3 months previously at $1.50, shall

I be taxed at $2, the present ilarket value, or if tie price declilles
to $1.60 and I still have the skills, shall I pay the tax ol that value,
having purchased them at the higher figure?

Senator TArt. Do you llhave the title?
Mr. BELIoK. We have the title to those skins. and we buy those

skins, and frequently put them ill wareilollses.
Senator T,%rr. Sooner or later, you soll them, do you not'?
Mr. BIOCK. Yes; and tile proposed tax is to be fixed at the time

the skills are processed.
Senator T.ur. That would not be practicable. What is tile objec-

tion to taxing theill at tie time of sale'
Mr. BuMocK. You may sell thmesale fur today for $2 and tomorrow

or next week at some other different price.
Senator T,%vr. That wonld niake nd difference. Your gross would

be so much and your tax so much. After all, a retailer may sell a dress
at different prices during the season.

.11r. BELDcK. That may be true, but the reason they argued for tile
tax at the point of dressing was that there were only' a hundred such
points of processing whereas there were forty-thousand-and-some-odd
retailers: that whereas tile tax at retail wil involve collection from
many thousands and therefore require collection of the tax from many
thousands of individualS, in tile case of tile processors there are onlkY
110 of them; - and. scondly. it is argued that is where the tax shoulll 1e
because it would then be' confined to a group of 110 pravessors who
could assist the Government ill collecting the tax, whereas if we per-
mitted the dealer to 1(old o1 to the furs and when he sells tile lot we
would iave the same lroblemi as with tile old manufacturers' tax.

Senator T.%rr. Why is it you couldn't compute tile figures ill a sale
by the processors?

Mr. ffmwociK. He doesn't sell; lie just performs a service.
Senator T.%rr. I thought you said lie had title.
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Mi. B pDocic. No; the dealer has title. He sends the fur to tile
dresser or dyer, the processor gets a fixed charge for his labor. He is
just a servant ; he performs that service and retur-ns it to the owner
upon completion; title always remains in the dealer. If we were trying
to have a tax at the point of sale of the dealer you would have the saie
situation. He sells hundreds of thousands of ht's.

One other argument here advanced is this: There are 20 to 60 to 80
skins going into a fur garment, depending on the type of garment. If
we were to tax the skins at the inception, point of diressing, we have to
place a value on every skin, whereas if Ave tax it at the point, of retail
there is a tax on the finished garment. Thele is no question about that.
Whether the retailer pays $100 and makes a profit of $10 or pays con-
siderably more and maies a profitt of $200 doesn't matter. Whlatever
the retail price is that is used, it is and always will be the l)ase of the
Com)utation for the tax.

I might mention that when we speak of fur skins that there are many
hundreds of different types of fill- skins, som)e of them of the variet.Y
generally known as muskrats, beavers, and Persian skins; hundreds of
others ar'e less known, such as the rahblit, the civet cat. Manchurian (log
skills, all of which l)ecome a part of the fur garlnet-lt either in the coat
mr trimming.

Secondly. on the question of revenue. I submit that tile tax on
diressill w fail, ill that it will fall far short of the estimated
yield of $20,700,000.

As expressed by Mr. Sullivan of the Tieasurv .lelpiirment. a
10-percent tax at retail would yield that sum. which means that
if the tax were to be )laced on the initial skin it would have to be
not 10 percent iut possibly 20 percent of the value of the skin.
As you know. the finished" garment includes not onily the cost of
the s;kin but the cost of the manufacturing, the trimming. the lining,
the middleman's profit. all(] the mark-up of the retailer; and, sec-
ondlY, if the present estimate of the vield of $20,700,000 from the
retail sales, based on 10 percent. is correet-and I take it it is-in
order to receive a similar sum by taxing the skins themselves you
would have to have a much greater tax than 10 percent, the vtilue
of the skins being roughly 50 percent value of the completed garnlent.

Furthermore, from the point of view of raising of revenue, at
tax on skins at. dressing at the present time will ex-Clude from this
tax tile majority of the skins ah'eady plrocessed and manufactured
into garments a;ld in stock in various stores throughout the country,
whereas a tax at retail will impose the tax on the-garients regard'
less of wlien manufactured. I say that t-e lrt'sin, from .Jan-
nary 1 to this time has covered about 60 or 65 plcent of all t~ll.
skins norifially to be procevse( this year. Those skins are in the
market. 'They have been completed -have been nanufactu'ed into
garments and are on tile market for sale. If the tax were placed
at tie dressing the revenue from those skills, more than 50 o. 60
pe,-cenit, would be lost unless, of course, a floor tax Vere imJ)0se(l,
something wlhicl the entire industry, we believe, is oPpoSeI to-
that is, a floor tax.

I might, in closing, refer to a comment which recently appeared in
a trade 1?aper, Women's Wear Daily, a national publication. They
were trying to obtain a point of view of representative retailers as
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to whether tlis proposed retail tax would deter sales wheii there was
considerable talk about the resistance created by the retail tax. This
has reference to all article of August 6, 1941, when the public was
advised of the approval by the House of this measure, and reading
from this, I quote:

All those Interviewed agree that the less said about the tax the better,
and that when It comes It will be accepted Just as other taxes have been.
Now, that the fAr coat is no longer mainly for women of wealth, the tax
may cause women to wrestle with their budget, but these buyers feel the
fur coat will win in sales, since buying has been simplified and payments
handled on an Investment basis Instead of Just buying another coat suitable
perhaps for one season.

This covers the area of Houston, Tex., where tile inquiries were
ma(le.

The C1,MI IAN. What do you have to say about the suggestion
of tile previous witness, Mr. "Printz, that the fur is the con ponent
part of chief value? Is Mr. Printz still in the roomn.i He doesn't
appear to be.

Mr. BEILDOCK. I heard his statement. He prol)osed that there be
an exemption for those garments made of fur and otherwise where
the selling price was under $71. Now, there was ai exemption
when the manufacturers' tax was in effect. I believe it was $75,
and I am in favor of such an exemption, but I submit if, in the wisdom
of your committee, it is decided-----

Tle CHAIRMAN (interposing). It was reduced from $75 to $25,
if I aln not mistaken. But that is not important at this time.

Mr. Bu.Docii. I believe so-I am sorry. I say, if, in the wisdoln
of your committee, this l)roposal of Mr: Printz' be adol)ted, then -I
submit to you that you consider the pi ht of those manufactur ' s who
make for sale fur coats made entirely ol fir' that sells for $71 and under
There is a very substantial branch of the industry known as the rabbi.
tra(le, which I represent and for which association I am also ap-
pearing today. heree are some twenty-five to thirty million shins
processed annually in that industry. Those skins are converted into
cheaper, lower-1)riced garments. You gentlemen may have seen them
in the market. They sell at wholesale for $59, $19, $39.50; they are
complete fur coats, made entirely of rabbit skin with no trimmings,
of course. They retail for $59. $69, and some $89, del)enlding on the
quality of the skin, but the great majority retail under $71. That
branch of the industry is directly in com; petition with the better-
grade cloth coat that is trimmed and sells for $70, $80, or $90. If
we are trying to do an equitable job, and if the cloth coat industry
is to receive an exemption for garments under $71-and I see the
logic of the argument of Mr. Printz-I say that in order to prevent
a great deal of inequality that all the manufacturers of fur coats,
principally rabbit skins that sell in the same price range, likewise
receive that exception. You can readily see wv'hat would happen if
cloth coats selling for $60 were free of tax and a fur coat selling for
$60 was taxable.

The CI.AIRMAN. Yes. I would like to ask you about the witness
representing the National Retail Dry Goods Association. It oc-
curred to me that there was a good dealt of force in his objection to tle
imposition of this tix at the point of retail sale for the reason that
the retailer with a garment not made entirely of fur, but having only



REVENUE ACT OF 1941

a component part of it, that the retailer would not be ill any posi-
tion to know what the relative value or actual value of the com-
ponent parts of the materials in the garment was and, while tat
might not be a valid objection all the way through, undoubtedly
there must be a line where it would be ditcult for the retailer to
say that this garment has fur on it; that this fur is not the mate-
rial of chief value; but since lie (i(ln't. make the garment and lie
hasn't any separate invoices on everything that is in the garment, he
has a pretty difficult job; doesn't he t

Mr. BELDOCK. Yes; lie has, Mr. Chairman. However, isn't that
it matter of the mechanics of the collect ion of the tax?

We are bound to find some difficulties.
Now, doesn't the Government coml)el those engaged in selling or

nmamufactmring of woolens, under the W, rool Labeling Act, to go to a
great deal of inconvenience to identify the content of the wool in
percentages, and would it be so farfetched to recommend to the

'reasury Department that when the retailer buys his garments that
lie obtain from the manufacturer, together with his invoice or by
certification on the invoice, some reference to tile value of the fur its
compared to the valhr. of the cloth?

The CAIRM u N. I suppose he could do that, but it appeals to me as
being a rather forcible objection.

Mr. BELUocK. It is, sir; but I don't believe that objection goes to the
kernel of the whole tax question; that is only one portion of it. Then,
we have a great part of the industry which hasn't the component-
l)art problem.

The CHAIRMAN. Yes; that is not so difficult.
Mr. B.LDOCK. I realim the problem confronting the committee. I

feel that the Ireasury Department has thoroughly investigated the
matter and I know they recommend this tax at retail, after a great deal
of deliberation. I say that the Treasury Department believes in the
collectibility of this tax. It has had the experience with the mamiufac-
turers' tax,'and I think their judgment is better than mine and better
tlmn those who propose the tax on dressing who have had no experi-
ence with that at all.

Senator TAMr. If you had reduced Mr. Printz' exemption, $50, then
there woidl be no such objection that you have raised to the $70?

Mr. BELI)OCK. That depends on whether the $50 was at. retail or
wholesa e.

Senator T, rr. Retail.
Mr. BEu)ocK. Yes; that would cover a good portion of the rabbit

coats; but still there is a close line, and it would be very hard to divide-
that is, the man who sells the rabbit coat at $50 or $60 from the man wht
sells the cloth coat at $50 or $60.

Senator T,%rr. Only if they sold it under $50.
Mr. BELDwoc. Yes; there are a great many sold under that figure.

There are a great many chea )er garments sold at $50, average.
(Mr. Beldock submitted t Ae allowing letter for the record:)

SILBERMAN Fua CORPORATION,
New York, August 19, 19.41.

'Mr. GEORnE J. BTI.OCK,
Ambasador Hotel, IVashington, D. C.

DEAn MR. B.LDOCK: I have read a newslpaer account of the arguments
presented before the Senate Finance Coniiittee by Mr. Charles Gold, counsel
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for the Retail Manufacturing Furriers of America, Inc., who was arguing that
the proposed Federal tax on furs be placed at the point of dressing. I know
that you are in Washington to appear before the committee and present your
arguments in support of the tax to be placed at the point of retail sales.

I would like you to point out to the counlittee the following argument
against placing the tax at the point of dressing:

Since the outbreak of the war, the American fur trade has lost most of its
export business and has been trying very hard to Increase its exports to the
South American countries, which Is the only export market we have available
to us at the present thie. It so happens that the dressing and dyeiig in-
dustry In South America is not developed and niany South Americanl furriers
buy their fur skins raw and have them dressed In the United States. If a
10-percent tax were to be imposed at the point of dressing, it would auto-
inatically mean that the South American buyer would find that furs bought in
the United States cost hin 10 percent more than In the normal nmrket. lu11s
would, undoubtedly, create a situation whereby the South American customers
would try to buy their furs elsewhere or develop their own dressing tre,
which would take away employment from the United States citizens.

I am sure It is not the intention of the Senate Finanie Committee ti harm
our export trade in their desire to derive additional revenue by placing a tax
on furs.

Very truly yours,
S1.luIRMAN FUR COlU'ORA'iION,
J. I). SILnRMAN.

The CHAIRMAN. Mr, Fillmore.

STATEMENT OF EDWARD FILLMORE, NEW YORK, N. Y., REPRE-
SENTING THE ASSOCIATED FUR COAT & TRIMMING MANUFAC-
TURERS, INC.

Mr. FILLMORE. Mr. Chairman and gentlemen, my name is Edward
Filhinore. I am hero in behalf of the members of the Associated Fu,
Coat & Trimming Manufacturers, Inc., which is a New York member-
ship corporation. Its 750 members-individuals, corporations, and
partnerships, all are engaged in the manufacture of articles made of
fur. They employ approximately 10,000 skilled workers of various
crafts and l1O)lic'e fully 85 percent of the fur-wearing apparel, includ-
ing fur trimmings for'cloth garments, sold within the United States.
Therefore, any tax, regardless of where it may be imposed on fur
articles must necessarily affect, every member of this association.

Despite the fact that the proposed tax is discriminatory because fur
garments are the only articles of wearing apparel that have been sin-
gled out in this measure for taxation, since Congress, in its wisdom,
because of a national emergency, and the Government's need for rove-
nue, has seen fit to impose "an excise tax of 10 percent on the retail price
of articles made of fur and articles of whicem fur is the component mate-
rial of chief value," we unhesitatingly approve the action of Congress,
and we give our support to a tax on the retail price of furs, as provided
for in the section of the bill covering.
Ti sole reason for our appearance before the Senate Finance

Committee in support of the tax on furs, as provided for in the new
revenue bill now before the Senate, is because of the organized oppo-
sition by the retailers and the campaign which they are waging
in order to influence the Congress to shift this proposed tax to
some other point, regardless of the conseqten...- .,. , ,,w unsound,
dangerous. an( undesirable such a shift would be, or how little rev-
enue the Government would obtain through such a shift.
The retailers and opponents of this proposed tax, as now provided
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for in tile revenue bill, undoubtedly being fearful of criticism in
these critical times in the event, of open opposition to tile imposi-
tion of a tax ol tile retail price of fur articles, conceived the in-
genious idea of avoiding suel criticism by advocating that the tax
on furs be shifted from the retp il sales prices of fur articles to the
skins at the point of dressing.

Every branch of tile fur industry, excepting the retailers, is un-
alterably opposed to the shifti-ag of the tax from the retail price of
manufactured articles to the skins at the point of dressing, as ad-
vocated by the retailers, or shifting the tax to a manufacturers' sales
tax as has been proposed by tile representative of the National Retail
Dry Goods Assqciation, inasmuch as the attempt to accomplish this
end is motivated by pure selfishness and is definitely opposed to the
best interests of tile Government, tile consumer, and the fur industry
as a whole.

Senator CLAnK. The tax is ultimately on the consumer anyway,
isn't it?

Mr. FimmonE, Certainly.
We submit briefly our reasons for supporting the action of the

House in levying this tax on the retail sales price and our opposition
to its being shifted to the skins at tile point of dressing.

Point I.-Tie retail sales price of articles made of fur, or of which
fur is the component material of chief value, is the only logical
point for taxation-easiest to administer-will yield the most rev-
enue, and will be least disturbing to the industry.

The United States Treasury Department in its report to the Ways
and Means Committee, respecting the Government's need for rev-
eniue, recommended among other things a 10-percent excise tax on
the retail sales price of articles made of fur. This recommendation
of a tax on the retail soles price was undoubtedly the result of expert
study of the subject by tile Treasury Department, including its dif-
ficult administrative experience with the manufacturers' excise tax
on furs that had been imposed in previous revenue measures. And
I endorse the chairman's statement, when lie said what difficulties
they have had with this manufacturers' excise tax It. may interest
the'committee to know that I have appeared before every committee
that has considered this tax since the World War, and I was the
first one to be consulted, and, because having had over 30 years'
experience in the fur business, they deferred somewhat to my olpinioim
when tile regulations were written.

Tile revenue quota to be obtained from the fllr trade was fixed by
the Treasury Department at $20,700,000. The Treasury Department
undoubtedly based this figure o1 its knowledge that tile total sales
of fur-wearing allparel and articles of which fur is the component
material of chief value is alpproximately $207,000,000.

Hence, if the Government requires at least $20,000,000 of revenue
from the fur trade, it could not e obtained at any point other than
tile retail sales price, at a 10-pereent rate. Of coirse, if you raised
tile tax rate higher, that, would make it prohibitive.

Despite tile testimony of the retailers before the Ways and Means
Committee, in opposition to the proposed tax on the retail price, and
despite their suggestions to Ways and Means Committee to have the
tax shifted to some other point, the Ways and Means Committee, after
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v careful study of the subject, accepted the reconnendations of tile
1reasurv Department and voted that. the tax of 10 percent be iml)osed
o(1 ar-ticles made of fur, and on articles of which fur is the conlpoiienit
j)art of chief value, when sold at retail.

As a tax on fur articles appears unavoidable, and tile reveme for
governmental needs is imperative, we concur with and approve the
action of the Ways and Meais Committee in imposing a tax of 10
percent on the retail sales price of articles made of fur and of articles
of which fur is the component material of chief value because-

(a) It will indisputably yield the greatest. amount, of revenue.
(b) It, will be least burdensome and disturbing to tile industry.
(a) No one will halve to finance or advance the tax, and it will be

)ayable by the retailer only when the article will have been sold to
the consumer.

(d) It is simple aid specific.
(e) It. is easily collected a1d offers no administrative difficulties.

There was some mention made of the difficulties to be experienced in
collecting tilis tax from about 40,000 retailers. The answer to this is
that the Government has been collecting our income taxes from 13,-
000,000, and it is now proposed to increase that number to 23,000,000
individuals. I can't see that is a valid ol)jection to a tax on tile retail
sales price.

(f) It is not an experimental tax and will create no confusion.
(.) It is most fair to the consumer, as it only increases the normal

cost of the article by 10 percent, which is the fixed alilount of tax.
It is unscientifiC despite that they have it in Canada. The Treasurv

departmentt has investigated the C'anadian system. Mr. Beldock wtis
ill error when lie said that this system had ot been before the corn-
mittee. I think the committee will remember distinctly that in 1932
tile sallie thing was urged upon it. At thattime there was an excise tax
on the manufacturer, and we urged the adoption of the Canadian sys-
tem, feeling that the change might give some relief to manufact urers,
but the committee decide(l, after investigating the matter fully., that, it
would not work here, tlat it was not acceptable, and they discarted it,
and so did tile Treasury Department.o

Point I. Shifting of the tax to the skins at the point of dressing,
as advocated by the retailers, would be confusing and experimentaY;
would not yield the required amount of revenue; and would ullieces-
sarilv disturb and burden the industry without any benefit, either to
the Government, the industry, or tile c consumer.

Tie retailers are the only ones that advocate the shifting of the tax
froim the sale at retail of frli articles to the skins at the point, of dress-
ing. No other branch of the industry supports the shifting of the tax.

From advertisemnenits sponsored by the retailers, appearing in trade
l)ers, we are apprised that they are soliciting large contributions

for the obvious purpose of influencing the Senate and organizing an
effective lobby to bring this about.

They admit having engaged a well-known firm of public-relations
counsel to formulate protests and flood the Senate with them. They
further announce their intention to retain nationally known attorneys
to present their case before the Senate Finance Committee.

We are constrained to disapprove of the methods employed by the
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retailers in endeavoring to accol)iplish their object of shifting tile tax,
for if there were. any merit to their objections to the tax as voted by
the House, and if thi shifting ol the tax to the skins would benefit the
trade, there would be no need( of this rreat pressure campaign to in-
tlence tie Collgress, as cwvrxr branch of the fur industry would
support it; but recognizing triat the shifting of the tax would be
injurious to the trade, evei,.v hitancl, except the retaihrs, is opposed
to it.

The retailers hae not advanced a single sound, constructive, or con-
vincing reason that would jtistify the Congress to change and shift
the tax from the retail sales priee'to the skins at the point of dressing.
I say they have not advaneeci aniy good argument, because we do not
know what arguments they ar' going to advance, anl I might say
at this time I regret, that. theretailers advocating tbis change would not
appear today, because they mre here; they were originally scheduled
to be heard at tile same tile -we were but, presumably they wanted to
hear what we had to say aid so askdl to be heard next week.

In the main, the contention of the retailers, is that a tax on the retail
sales price will eingender price resistaiiee on the )art, of tle consumer,
whereas a tax oh the skins at the point. of (Iressing would be hidden
in the sale price an(l would xiot brive this effect.

There is no merit to this crintention. Taxes on sales price are uni-
versal and have been accepted by the consuming 1ul)lie, and they have
not caused sales resistance ill oter commodities.

The buying public today is taN-conscious, and it. is the intent of the
Government to make the lIeo)le tax-conscious. There is no advantage
in resorting to any effort to hide the tax from them. Every woman
will know that theme is a tac somewhere which she must pay when
she buys a garment, and a ta: cy the retail sale price will eliminate
till uncertainties or conjectures.

If the tax is shifted to the skins, it would not make tile garment
cheaper, but, on the contrail . it would even be higher because a tax
on the skins at tIle point of (1'roillg wihI l)e incorlorated in the cost
of production and succession inlmrements of mark-up for overhead,
sales cost, and profit will be computed thereon by manufacturers,
distributors, and retailers. so flhilt by the time the a articles reach the
consumer the tax vill hv;e n multipliMd itself to the detriment of the
consumer and without any increase of revenue for the Government.
As a matter of fott, if you were to place a tax at, the point. of dress.
ing, there tie tax would be ever so much less because, supposing we
would value the skin-and, by the way, the Canadian system says
that the tax is fixed upon the current market, value. Now, who is to
say what the market value i q? It may be that if you adopt that
you woull have to employ some -expert that would, value the article,
or would you wanit to leave it t.o the nmanufacturer to make the valua-
tiol? If you did, naturally tlie manutfacture will not value it at a
higher, bui at a lower price, So .Ve 1old pay less taxes.

Another objection on the part of the retailers: They say that the
buyer would resist if sle knows of the tax. For instance, the buyer
would resist and say they didn't -'ant to pay a. $100-tax on a $1,000-
dollar coat. They don't have to disclosee it. They may include the
tax in the sales price. The atliele sells for $1,000, the tax included
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therein is $100. As I understand the bill, that is permissible; they ieed
.not tell tile buyer about it. That. overomIes their objection to resistance
because of the existence of the tax.

Against this form of "profiteering in tax," the consumer will lave
no way of protecting himself because he has no way of determining
what portion of the price at which he purchases the garment repre-
sents cost and what portion is tax.

On the other hand, a tax of 10 percent on the retail sales price is
tiot added until the garment is actually sold to the consumer, is
readily computed, and does not lend itself to mathematical pyro-
technics.

The retailers are urging that Congress adopt, instead of a tax on
lie retail price of furs, a tax on the skins at the point of dressing.
rhey say that Canada employs this method, and the only reason
they advance for the adoption of this method is, that it would cost
the Government less to administer.

In answer to this argument we wish to point out that the United
States Treasury Department has examined the Canadian system of
taxing skins very carefully and has discarded it. The same method
of taxation was also advanced to the Senate Finance Committee as
long ago as 1932, and that committee, after considering the subject,
with the experts of tile Treasury Department, found this method of
taxation impractical, and so fraught with administrative difficulties,
that the committee unhesitatingly discarded it.

Senator Smoot was the chairman at that time of the Senate
Finance Committee. We appeared in force, our entire industry ap-
peared in force, because we felt it was possible that might give the
industry some relief. We examined it and so did the experts aiid
discarded it, because we felt it was not feasible and would not
produce the revenue.

While this should be sufficient to dispose of the argument in ques-
tion, we want to point out that the basis of the Canadian tax is the
"current market value of skins." If we weVe to adopt the Canadian
system, it would mean that every owner sending skins to ile dresser
would have to put his own valuation oil his owil skilns. Obviously, this
would open up an avenue for evasion and fraud, and constant con-
troversies would arise as to what would be considered "current market
value."

The fact that such a system has been adopted in Canada is no rea-
son for its adoption here.

If the tax were shifted to the skills at the point of dressing and the
rate of 10 percent were retained, aside from its impracticability and
other difficulties hereinbefore pointed out, the yield of revenue to the
Government woukl be most uncertain and woulld not be half of the
amount which would be obtained from a tax on the retail sales price.

No one has any records or statistics of the value of the skills dressed
in any given year, and, hence, no accurate appraisal is possible, but
it is fair to assume that if the. total retail sales are approximately
$200,000,000, as estimated by the Treasury Department, tile skins could
not be valued at more than one-third, which is hIrdly more than $66,-
000,000. However, assuming that the skins at the point of dressing
were valued at one-half, or $100,000,000, the tax at the rate of 10 per-
cent would yield only $10,000,000 instead of the needed $20,700,000.
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Moreover, tile Government would receive practically nothing or very
little in the year 1941 if the tax were shifted to the skins at the point
of dressing now, because substantially all of the skins to be used in
this year's Oult)ut by the industry have already been processed and
manlfactured into garnents.

On the other land, a tax on the retail sales price will yield substan-
tially the entire tax quota since the retail sales period is just be-
ginning.

In addition to all the foregoing arguments the tax should reilait
on the retail sales price and not be shifted to tile skins at the point of
dressing for the following reasons:

(a) That a tax on the skins at the point of dressing would be in-
practical, experimental, uncertain, and full of administrative dif-
ficulties in the collection thereof.

(b) The revenue to the Government would be less than half of what
it would be by a tax on the retail price.

(c) That there would be pyramiding and profiteering on the tax.
(d) That it would entail extraordinary and unnecessary hardships

to all the producing branches of the trade as they could neither absorb
nor finance the tax.

(e) That it would unproductively tie up large sums of money until
the merchandise reaches the consumer.

(f) That there would be no benefit to the consumer, as the cost. to
the consumer, if the tax were on the skins, would not be less but, on
the contrary, would be even higher.

I am now addressing myself to that part of the provision which
deals with the "component material of chief value." Ihave heard the
witness, Mr. Printz here, on the subject, and this is our point on it.
We are vitally interested in this specific provision because we are
manufacturers.

Point I1.-That part. of section 2401 which imposes a tax on "ar-
ticles of which fur is the component material of chief value" must be
retained.

We have reason to believe that the cloak and suit industry will join
with the retailers in opposing that part of section 2401 which provides
that a 10-percent tax be levied on "articles of which such fur is the
coinponent material of chief value."

We understand now they (o object to it; they' are offering an anmend-
ment. While we might be in accord with their views, you asked it
question of the previous witness, namely, if there be any reason to
consider the suggestion of the cloak and suit industry to exemlpt cloth
coats of $71, we will have no objection to such an exemption providing
the exemption will apply to fur coats as well. What we want is equal
opportunity. We feel 'we must have that because we are in direct
competition with cloth coats if the article of chief value be fur.

Naturally, the "articles" so classified consist almost entirely of the
vast quantity of ladies' cloth coats trimmed with fur, which constitute
the outerwear of a large portion of the women of our country, and
include other articles of wearing apparel trimmed andl lined with fur.
Bear in mind that there are other articles besides cloth coats which
have fur.

The reason for including these "articles" in the revenue law is two-
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a) The additional revenue to be derived from this source.b) Protection to the fur-coat industry against unfair competition
by the manufacturers of cloth coats.

Treasury Department experts, in arriving at the revenue quota of
S20.700,00 required of the fur industry, and )redicated on a sales total
of $207,000,000, unquestionably included in the total the sales receipts
of articles of which fur is the component material of chief value. To
withdraw such articles now from the application of the statute would
violate all precedents established by former revenue acts and would
result in a very substantial curtailment of the revenue which the Gov-
ernment expects to realize from the fur industry. Therefore, if the
revenue quota required of the fur industry is to be realized, the tax
on articles of which fur is the component material of chief value must
be retained.

The fur-coat industry must be protected against prejudicial com-
petition by cloth-coat manufacturers. Almost all cloth coats manu-
factured are trimmed with fur. It is the fur trimmings that sell the
cloth coats. They are sold in competition with coats made entirely
of fur.

When Mr. Printz talked about the cotton, of the value of the cotton,
that was taken into consideration in the regulations. So, when the
Treasury Department looked into ii and found that no one article in
a cloth coat was as valuable as the fur, and fur being the component
material of chief value, the tax was fixed on the sale )rice of the
garment.

To fully appreciate and understand this, one must get away from the
old fallacy that fur coats are expensive and cloth coats are cheap.
Nothing could be further from the fact. A very large majority of the
fur coats sold are those made of comparatively inexpensive pelts and
selling at retail for as little as $75, and in that price range. I put in
there "as little as $75," but we know now that there are fur coats
being sold and advertised at $39, so you can readily see that if you
were to fix an exemption of $50 that the fur coats would have to pay
the tax while the cloth coats would be free of tax, and that seems to
us to be unfair.

Cloth coats, on the other hand, trimmed with furs, sell for $100
and upwards and frequently when adorned with costly furs, retail
for as much as $500, depending on the kind of furs used.

It is thus apparent, at a glance, that these fur and cloth coats are
sold in competition. Any arbitrary factor which. affects the one
and not the other, would disturb the balance between these indus-
tries to an extent which would be ruinous to those engaged in the
industry which was put at disadvantage.

The corollary is obvious. A 10-percent tax on fur coats without
a similar tax on fur-trimmed cloth coats, would tilt the scales of
competition so far against the fur-coat manufacturer as to threaten
his industrial existence.

Obviously, the Congress in the past has painstakingly refrained
from penalizing the fur industry to the advantage of lhe cloth-coat
industry, in so framing the provisions of the excise taxes on furs
as to include fur-trimmed cloth coats, and certainly there is no
reason to change this now.
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Any course which would impose a tax on fur garments and ex-
empt fur-trimmed cloth garments from bearing any portion of the
tax would be inequitable and unfair to the industry.

Should it be contended that such articles should be exempted from
the tax, because of the alleged difficulty of determining when fur is
the component material of chief value, the answer is to be found
in the fact that this provision was included in every prior revenue
act which contained a provision taxing furs and no difficulty was
found in administering the law or collecting the tax thereunder.

Conclusion: We rely solely on the merits of our position. We have
110 axes to grind and no selfish motives to actuate its. For all of
the foregoing reasons, if articles made of fur are to be taxed att all,
we res)ectfully urge:

I. 'That the provisions of section 2401 of H. R. 5417 with respect
to a tax on furs be left undisturbed.

II. That the tax on fur articles be levied on the retail price thereof
and not on the skills at the point of dressing.

III. That the provisions of said section with respect to a tax on
articles of which fur is the component material of chief value, be
retained intact.

The CHAIIMAN. There are some garments in which the cloth is
the chief value, are there not?

Mr. FRLLMORE. Mr. Chairman, I don't believe there are any. Even
in the cheapest cloth garment, when they use fur as trinnings the
fur is most always tie component material of chief value.

The CHAIRMAN. So you think any item that has fur on it that is
the cOml)ollent item of chief value?

Mr. FILLMOre. Yes. It woulhl be very siml)le, tlt hough Mr. Printz
said it would be difficult, to wake the' segregation. 'he cloth coat
mamfacturer knows the value of the fur article on the garment. All
he has to do is to note it on the bill. The reason they don't want to do
so is most likely because it will be seen what the cost of the trimmings
miay be-unless i general statement. can be made that the fur is the
component article of chief value in the garment itself.

'The CHAIRMAN. Any questions?
Mr. FILLMORE. I havre already stated that we opposed the inanu-

facturers' tax. We do hope thlat that shall never be placed upon us
unless there be a general sales tax enacted so as to cover everybody.
Fur has paid more taxes than anly other apparel industry.

The CHAIRMAN. Yes; I remember some of the difficulties. Thank
you very much.

There are two witnesses lere not listed today. Mr. Miller.

STATEMENT OF ROBERT N. MILLER, WASHINGTON, D. C., CHAIR-
MAN, EXCESS PROFITS TAX COMMITTEE OF THE TAXATION
SECTION OF THE AMERICAN BAR ASSOCIATION

TIhe CHAIRMAN. All right, Mr. Miller.
Mr. MI .LEII. My name is Robert N. Miller and I appear as chair-

man of the excess profits tax committee of the taxation section of the
American Bar Association.

5 1 40),
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The American Bar Association has quite a number of recommenda-
tions but this is the only one that is material now in view of the
rule this morning. The others can go over to some other hearing.

'Fle CIAIRM,%N. The others are administrative?
Mr. MILLER. Yes. This has reference to what is proposed in con-

nection with the increased excess-profits tax.
The CHAIRMAN. You mean the 10-percent tax?
Mr. MiLLvn. Yes; that and the reversal of tile deduction for income

and excess-profits taxes--everything that relates to that extra billion.
The recommendation of the association is for a restoration of the

provision for the adjustment of abnormaalities when excessive hard-
ship is caused by such abnormalities, either in income or invested
capital. A provision having that effect has been .in all the excess-
profits tax laws up to tie present; that is, it was in tile 1917 law, the
1918 law, the 1921 law, and the 1940 law, passed last year. It was
not repealed until last March, and at that time this provision-sec-
tion 722-was just taken out of the law entirely and a very narrow
provision having a different effect became the new section 722.

We feel that something having the same effect as section 722 as orig-
inally enacted in the Second Revenue Act of 1940 must go back into
tile law for the Government's own good. When tile Treasury of-
ficials started to administer tile Revenue Act of 1917--our firs0
Excess Profits Tax Act-they didn't want to have anything to do
with relief provisions. At first they said, "We hate this thing; we
are not going to take this responsibility of supplying so-called
relief." They started out making only relatively scant use of the pro-
visions, but then they found that many of the 1917 cases were frozen
up so tightly that the situation wias practically hopIe less. One of thei'i
said: "I wish the returns were suink in the ocean.I

Then the Treasury began to make full use of these special relief pro-
visions and the administrative machinery began to move successfully.
'[hey began to receive the money in frozen cases, and eventually the
(xces-1)rofits tax for the 5 years 1917 to 1921 was remarkably pro-
ductive. I know that is true because I was one of those officials worry-
ilg about this very thing. Dr. Adams and Mr. Sterrett. were the men
who were in charge of Treasury excess-profits tax policies at that
time, and after dealing with the 1917 returns, these two men saw to it
that a broad relief provision was again inserted in the new law, that is,
tie Revenue Act of 1918, and again in the 1921 law. Both men were
.,ure that the Government had to have such provisions in the law in
o (er to keep the money coming in, because abnormalities do occur.
They produce absurd situations, and thus result in litigation and delay
for the Government.

It was found that these provisions were even more essential to the
governmentt than to the individual in getting money, in any situation
where very high tax rates are involved. The excellent productivity of
hose revenue acts is well known, and it wias due in large part to the fact
that the Treasury could dii(l (lid act under broad relief provisions.

'ile only other thing I want to say is this: If anyone suggests
that tile pisent law as it stands-that is, with the old section 722
out and the new section 722 in-gives the Government these adjusting
powers which it, needs and imust have in substantially all the cases, you
don't have to take my wor 1 ,,r the fact that it does not. If you just
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read the present provisions which purport to adjust these abnormali-
ties and see how narrow they are, you will realize that of tile total
number of cases in which the Government would need such relief,
only a small fraction could be effectively dealt with under existing law.

I won't go into details; those details are in the statement I have
filed but Pmention this: One of the things which l)roduces crazy
results is abnormality in invested capital. Nowhere in the present
law is any power given to the Commisisoner to recognize and adjust
that typ1e) ofabnormality. It was in the old provision; it is not there
iow. The new section 722 hits nothing-to do with anything but base
period income, and as to base period income--just to show you how
small an area is covered-of all the possible abnormalities which
might arise, it is limited to just two. A company has to change the
character of its business or suffer an interruption during the base
period for its case to be affected by the present section 722, and no
other type of abnormality of income is covered. It couldn't possibly
be true that the few situations that are specifically picked out in these
relief provisions are sufficient to give the Comnimssmoner the power he
needs in the great field of business.

One other example and I am through.
In the present section 722 changes in business under certain condi-

tions are iecognized as an abnormality and as a reason for making an
.Idjlstment. This section says that such adjustments shall occur only
if the change in business came on or before January 1, 1940; that is,
if the change does not exist until January, 2-1 day later-it is in
this category of things with respect to which the Commissioner
cannot make an adjustment under this law.

I do not mean now to be rubbing in the illogic of making perhaps
millions in taxes for one tiixpayer depend on whether a thing happens
on the 1st or 2d; I am bringing it our merely as an illustration-and I
could point out 40 of them-to show that a general relief provision
is still needed. Dr. Adams and Mr. Sterrett simply had to have such
general powers, to make the law work, and they are omitted from this
law. I ]ave been in touch with the administration of the revenue laws
for 20 years. I have yet to hear any man who ever carried the burden
of trying to get money out of a high rate excess-l)rofits tax say that the
Government could get along at all without the 1)ower to straighten out
abnormalities--make them right and clean them up.

The CHAIMAN. I wish you would convince the Treasury of that
because I have attempted and failed. I did my very bet in the
excess-profits tax, and then subsequently, of course, we were able
to do something which did give some relief in certain narrow cases.

Mr. AILLER. Those provisions are good as far as they go, but they
cover such t narrow field. We are not moving in the right direction
if we use all our effort trying to convince the Treasury. Is it. not
the responsibility of Congress to pass good laws?

The CHIrMAN. Yes; that is true,-but the Treasury Department
has to furnish us with considerable data and information, and we'
have to regard it, and the Treasury Department just didn't want to
assume the burden of making these adjustments; they thought it
would lead up to too much trouble.

Mr. MiLu.R. As I said, the Treasury Department hated like poison
in 1917 to exercise the powers they already had. They were afraid of

61077-41-34
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congressional investigations and that kind of thing, but they were
driven to it, and if the gentlemen who are advising the Treasury now
1had ever actually administered such a provision for adjustment of
abnormalities, actually ever done this thing, they wouldn't be so afraid
of it. A man who has never learned to swum is afraid of the water. It

ives him the shivers to go near it, but once he overcomes that fear, it is
different. Furthermore, if a man takes oflice as Secretary of the Treas-

ury or Commissioner of Internal Revenue, there are problems that go
with those jobs, and the Government needs tIe kind ofrservice that will
try to solve those problems. As a matter of fact, the difficulty of valua-
tion, the difficulty of dealing with depreciation, or invested caj)ital, and
other problems under this lawIN' are no harder and no easier than this
itdjustment problem. It is one of those tasks that go with being,
Secretary of the Treasury or Commissioner of Internal Revenue. I
soldier doesn't like going into battle, but when his country's good
requires him to go into battle, he assumes the responsibility and goes

The CHAIRMAN. I agree very definitely with your views and I am
very glad to have you express the thought here that the Treasury,
the Government itself, needs some elasticity and power to make these
adjustments of abnormalities both in investments and income.

Mr. MILLER. That is absolutely correct, and if Dr. Adams or Mr.
Sterrett were alive they could tell you better than I. They carried
that burden. Ilere is what happens: Sul)l)ose you had four coin-

llanies in an industry and they were very nearly alike, about the,
only difference being that one of them has'a long history behind its
invested capital-reorganizations and that kind of thiitg. Because
of some pecuiliar provisions of law, this unfortunate corporation finds
its tax a million dollars while the other three have only ialf it million
to pay, but it is apparent that the taxes for all four ought to be the
Nitne-this one just ran afoul of a provision which produces till
unconscionable result in its ease.

Senator (UFFmy. Didn't yoou have that situation in I'enn'hvlvaia
where there were two corporations, steel corporat ions, involved.

Mr. 3MILLER. I don't clearly recall that case.
Senator GFRn'y. I think I'remember the case.
Mr. MiLLF. What I have in mind is, this fellow isn't going to pay

the million dollars without it long fight. It woul ruin him to pay when
his competitors (1t not ; he can't, anmd that case gets frozen after a time.
and you have only long delay instead of collection.

The CHAIRMAN. Litigation?
Mr. MiLi.um. Yes; litigation and all the rest of it. The Governmeut

needs to do justice, and to (1o justice you have to have the statittory
power.

The CIAIRMAN. Thank you very much.
(The statement. submitted by Mr. Miller is as follows:)

STATEMENT OF HOnmiET N. MILlA, ClIAIRMAN, FXcmsS PROFIT TAX COMMIrmi, OF
TIMW TAXATION SECTION OF TIE AMERICAN BAR ASSOCIATION

THN NF)2) FOR HFETORINO TO TIE IxCENS-IROFITS-TAX LAW A IIROAD PRIOVIfSION FOR
ADJUSTMENT OF ABINORMALITIES OF INCOME OR OF CAPITAL

The American Bar Association, at the hist meeting of Is hou.e of delegates,
directed the section of tilxittlon to ask the Congre. to restore to the excess-profits-
tax law a provision giving the Commissloner the pmwer, granted inI suffiiently
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general terms, of making a(jlustlenlts for abnormalltles of Incomne and Invested
capital, which results fit excessive hardship. Provisions having tills effect were
In the Revenue Act of 1917, the Revenue Act of 1918, alnd the Revenue Act of 1921,
and proved workable und highly useful to the Governimeit. As you know, thee
was also such a provision in the Second IRevenue Act of 1940, but It wits removed
last March. The kind of provision we have lit mind would be a "technical" pro-
vision Just as definitely as the, provisions about investl-ca Iltail or excess-profits
net income, in that the computation of the tax could not be regarded as finished
until the adjustments called for by this provision had been made, If the ease were
one Involving abnormalities requiring adjustment.

1. Omeral atatenwnt as to unced Ifr" broad provisions for adjusting abnor-
malitlcs.-Tle Government is in mueh greater lieed o;f having such a provision in
tile tax law thin any txmpayer Is. It lal)elis that I know this from lily owni
experience as n official of the Treasury when the Treasury was forced to deal
with the Revenue Act of 1917.

professor Adins, of Yale, atd Mr. terrett, of Price, Waterhouse, who for a
while devoted their whole time to inanlnging the excess-proflts-tax administration,
are dead, but I saw them from day to day while they were carrying that burden,
and I know that they saw to it that s~uch provishis were continued in the Rev-
enue Act of 1118 and lit the Revenue Act of 1921 because they were useful to the
Government. I am also convinced that If the present Treasury advisers had
actually lived through the audit of tax returns under any excess-profits-tax law,
they would see is clearly as Dr. Adams and Mr. Sterrett did, that there Is a
compelling administrative necessity for such provisions.

The fact Is that these provisions were lit the 1017, 1918, alnd 1921 laws not
because of the Importunities of taxpayers but because tihe Government needed to
have then there. About 18 months after the returns under the Revenue Act of
1917 lad been filed it became clear that there were a very large number of Impor-
tant cases which were frozen lit the Bureau. As to some of these cases, the
Bureau felt very uncertain as to what the technical amount of tax really wits
umder the lw. As to others, the iBureau, following technical provisions of the
law, wits demanding it great deal more money than the taxpayer could possibly
afford to pay. The Treasury then, as the Treasury now does, hesitated to assumed'
the responsibility of acting under broad relief provisions, hut tile Treasury offichls
found that, if they did not so act, almost endless litigation as well as interrup-
tion of tile revenues, must nectssarily occur. It was the Judgment of the Treasury
at that time that the Treasury got more ioney, both in tihe short run and iI the
long ru, because they couhl act under those relief provisions.

To give it specific Illustratim, suppose there are four Imlrtant competitors
in a certain industry, very sililarly situated as regards product, customers, etc.
Three of thein tire normal, and each of the three liable for excess-profits taxes of
$500,000. The other Is peculiar its to Its financial and corporate history or as to
certalti features, and as a result would have to pay $1,000,000 under the teiminical
provisions of the law. In a connon-seuse view of tile whole situation, we will
say, this result is o1e that Congress could not have wanted. It will necems.rily
put the abnormal competitor at a terrific disadvantage in (ommlpetitlon with the
other three, all because of natters which haplivned long before the excess-profits-
tax law was passed.

In such a case the taxpayer who Is the vietih of the technical provisions of
the law cannot afford to agree to what the Government must demand under those
provisions, and simply has to fight to the end ; furthermore, the chances are that
somehow or other the courts will find a way to prevent tile obvious uijustlt,
cause( by the technical provisions. But if the law furnishes an equllizlling
formula, such as has been provided lit the other excess-profits.-tax laws, the Gov.
ermient can (1o Justice and get the money it promptly front all four of those
taxpayers instead of only three.

I think It is eslxeially Important lit this connectlon that Dr. Adams amnd Mr.
Sterrett, after grueling and long-continued experience with the frozen cases.
decided not only to make full use of the relief provisions of the 1917 la,,- Istead
of resisting their use, but saw to It that shnlhir provisions were itniroduced tit
tile other two liter revenue acts as to which they gave advice-that of 11)18 and
that of 1921.

Do the various speelflic relief provisions which are now lit the excess-profits-tax
law constitute an adequate substitute for such it general provision? We have
only to read those provisoms to see that they cover only a s1nall part of the
necessary area of relief. The actual language of tile provisions Is full of express
limitations.
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For Instance, take the present section 722 of the law, which was substituted
last March for the general provision. It Is entitled "Adjustment of Abnormal
Base Period Net Income." In the first place, you see that it has nothing to do
with abnormal Income in the current taxable year. nor with any abnormality of
Invested capital. Instead of dealing with all abnormalities of base-period income,
It relieves no abnormality unless It arises from (1) a change li the character
or business or (2) an interruption of production; certainly no one could say
that all abnormalities of Income arise from these two somewhat unusual caases.
In the second place, even if the case meets these requirements, there tre other
express and specific limitations written into the provision. A particular case
which runs afoul of any of those specific limitations gets no relief whatever under
that section, however clenrly'it is within the spirit of the relief provisions.

As an example of such a limitation, It is to be noted that a taxpayer which
changed the character of its business during the base-period years or on January
1, 1940, is given a certain type of limited relief; but the act is so drawn that If the
change occurred on January 2, 1940, or thereafter, the taxpayer gets no relief
whatever under the section. I am not now trying to emphasize the obvious
unfairness of a limitation under which millions in tax may depend on whether
the business changed its character on one day or on the day following; I am
merely illustrating the fact that anyone who says that the specific relief pro-
visions in the law can be depended on to relieve practically all the cases that
need relief should read the provisions and discover that their actual terms pre-
vent any such conclusion. They relieve only some of the anticipatable cases, and
none of those which have not been foreseen.

For another Illustration, consider section 721. The title Is "Abnormalities in
Income in Taxable Period," but a reading of the long provision itself shows that
it is designed to operate only iln certain sharply defined classes and, even when it
operates, is subject to sharp limitations.

One of the nllost Important reasons why a higih-rate excess-profits tax nmst
contain broad relief provisions Is that there will be a great many cases in which
either the Goverument nor the taxpayer can tell front the language of the act
what Congress intended in such a case. That was true under all the previous
revenue acts, and it will be even more true under the present act, which is far
more complicated. Specifically, It is Impossible in the case of many important
American corporations to determine what the invested capital is or what the"
basis of the corporation's property Is. That proved to be true under the other
excess-profits-tax acts, and as to many of the cases no actual determination was
ever made, because the data were not available.

If we turn to section 723, entitled "Equity Invested Capital in Special Cases,"
we see that It purports to tell what shall be done in a case where the equity
invested capital cannot he determined. But the statement as to what shall be
done in such a case speaks In terms of the adjusted basis of the assets of the
taxpayer. In almost all cases In which it is Impossible to determine the invested
capital it is also impossible to determine the adjusted basis of the assets, so that
the section is useless In most cases. When section 722, as it stood before last
March, was removed from the law, the Commissioner was left without any real
power at all to deal with this important group of cases in which invested capital
cannot he determined. A fuller statement regarding the limitations Is given in
part 4 of this statement.

As recently as last winter both this committee and the Ways and Means Com-
mittee of the House said in formal reports:

"Experience with excess-profits taxes, both in the United States and abroad,
has demonstrated conclusively that relief in abnormal cases cannot be predi-
cated on specific Instances foreseeable at any time. The unusual cases that
are certain to arise are so diverse In character and unpredictable that relief
provisions couched In other than general and flexible terms are certain to prove
inadequate."

That is absolutely true and is certainly inconsistent with any idea that
limited relief provisions of the type that are in the tax law now can by any
possibility give the Government the power it needs to deal with the many eases
of abnormality which cannot be predicted or foreseen.

It was in recognition of all these facts that Congress in the Second Revenue
Act of 1940 inserted In the law the following provision (the then see. 722, the
text of which was repealed last March) :

"ADJUSTMENT OF ABNORMALITIES IN INCOME AND CAPITAL BY THE COMMISSIONEB.-
For the purposes of this subchapter, the Commissioner shall also have authority
to make such adjustments as may be necessary to adjust abnormalities affecting
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income or capital, and his decision shall be subject to review by the United
States Board of Tax Appeals."

This provision has been criticized as being vague, and our belief is that it
can be improved upon, but from the Government.- standpoint as well as from
the standpoint of the taxpayers, it is immensely better than having no general
powers at all.

The American Bar Association is not asking for the enactment of any specific
language, or for any specific standard by which such relief is to be computed.
In Its report t'ie excess-profits-tax committee suggests one acceptable method
by which such a standard can be established, but it believes that provision
for the relief is he main thing and that the method is subordinate.

The only reason which suggests itself why time two committees of Congress
should bring out so clearly the fact that relief provisions couched in "other
than general and flexible terms are certain to prove inadequate," and yet,
within a month, should take out of the law a general provision and substitute
a highly limited one, is that the Treasury's advisers dislike for the Treasury to
assume the responsibilities admittedly connected with the application of general
relief provisions.

We submit, however, that when the Government Is Imposing a high-rate
excess-profits tax, experience has demonstrated that, for the good of the Gov-
ernment, someone must be found who Is willing to undertake this task. The
Commissioner of Internal Revenue, advised by the Secretary, Is undoubtedly
the Government official to whom we have to look for the performance of these
difficult and perhaps unpleasant duties. Our feeling is that these particular
duties should be regarded as incident to the assumption of the office of Com-
missioner of Internal Revenue and that of Secretary of the Treasury, because
the Government iieeds the service. In the same way, a soldier would much
rather not undergo the dangers of battle, but if he Is convinced that the
country's good requires It, lie is willing to undergo them.

It is clear, also, that no one can say such provisions cannot be administered,
because similar provisions were administered as to the years 1917, 1918o 1919,
1920, and 1921-with remarkable success in making the applicable laws pro-
ductive.

2. Need for adjustment of excessive hardship due to abnormalities of invested
capital.-With reference to abnormalities of Invested capital, It is to be noticed
(a) that in the present condition of this law there is no provision for correcting
alnormalities, no matter how oppressive tihe result, (b) that there are bound
to be corporations whose situation is abnormal both as to the income credit and
us to the Invested capital credit, and as to those, the Commissioner Is not now
permitted to recognize the abnormality, (c) that the view of the businessmnin,
which Is an essential element In the successful enforcement of any tax, Is that
a tax is dangerous to business If of two competitors one is penalized in the tax
rate because of what might be called ancient history-things that happened in
the corporation's financial history before this excess-profits tax was thought of.

To explain this last statement, let us realize first that In times such as these
American business knows the taxes have to be very high and that Its Interest Is
not in keeping tax rates down hut rather in seeing to it that businesses are not
ruined by unreasonable tax differentials. If two competing corporations have
precisely the same normal tax net Income and their situation is generally the
same except as to tirings which happened before 1940-at a time when no Issue
of high-rate taxes was Involved-with the result that because of different tech-
nical Invested capital one business gets Into the 50-percent bracket and the
other into the 35-percent bracket, business cannot help regarding this differential
as dangerous and unjust. So great a tax differential between two competing
businesses is likely to kill one of them off. There is no question that the tech-
nical rules of invested capital might produce this dangerous result. That is the
reason why section 210 of tihe 1017 ict, sections 327 and 328 of the "Revenue
Acts of 1918 and 1921, and section 722 of the Code (as it existed up until March
7) were enacted.

3. Conaideration by the committee last February.-In the report of the Ways
and Means Committee dated February 24, 1941, with reference to H. R. 3531,
amending the Excess Profits Tax Act of 1940, it was said:

"* * * The tax rates provided, or even higher rates, are thoroughly Just-
ifled if the Income subject thereto Is clearly of the type Intended to be reached.
At the same time, equitable considerations demand that every reasonable pre-
caution be taken to prevent unfair application of the tax in abnormal cases.
The weight of the burden Imposed carries with it a commensurate need for re-
stricting its application to the cases for which It was designed.
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"Sensible to these considerations, your committee and the Congress, In formu-
lating and enacting that legislation, exercised caution both with respect to the
methods provided for measuring the portion of the corporate earnings to be
subjected to the tax and in alleviating the specific hardships which were dis-
closed. At the same time, it was observed that specific treatment designed alone
for such unusual cases as could then be foreseen would not prove adequate to
meet the equitable demands.

"For this reason the committee of conference on the second revenue bill of
1940 adopted a provision hastily designed to take care of unforeseeable situa-
tions by providing adjustments for abnormalities of both income and capital.
Tils provision was known to be inadequate ft that time but nevertheless was
inserted in the law as a token of assurance to taxpayers that further congres-
sional action would be taken in this respect * * *." (This reference is to
see. 722 as it was before the amendments of March 7, 1941.)

An examination of the changes made by the amendments shows that instead of
adding to this section 722, which "was known to be inadequate," the amendments
give a great deal less relief than the replaced section 722 did. The new section 722
relates only to the relief of two kinds of abnormalities of income in base-period
years, whereas the old section 722, quoted above, gave the Commissioner power to
adjust any abnormalities of income or of invested capital.

4. l'xtrenic narrowness of present relief provi8ion. -As stated above, the pro-
visions in the present law dealing with the treatment of abnormalities of net In-
come are not general in character; in fact, they are so phrased and limited that it
is the exceptional abnormality that can be relieved under these provisions, be-
cause of the strictness of their terms. They fail to give relief not only in cases of
unanticipated abnormality but in many cases where hardship due to abnormality
can be anticipated.

(a) No kind of abnormality of invested capital is relieved against. (See 2
above.)

(b) In the case of abnormalities of income for the current taxable year no ad-
justment Is provided for, except with reference to an item which can be attribu-
table in whole or in part to some other than the current taxable year.

The vast field of other income abnormalities in the current taxable year Is left
wholly unrelieved. One of them is mentioned in part 5 below-the case where.
income has been substantially increased merely by Improving executive manage-
ment or by going into a different kind of business; for instance, Improvement
starting in the year 1940 and culminating 2 or 3 years later in sound business
results having nothing to do with profiteering or anything connected with the war
situation. The only place in the law where any special treatment for abnormali-
ties of income in the current taxable period is dealt with is section 721; even as
to income which is attributable to some earlier or some later year, no relief at all
is to be given unless a comparison with a 4-year test period shows that the abnor-
mal item in the taxable period is more than 125 percent of the average amount of
the gross Income of the same class during the test period.

Thus the adjustment under section 721 depends entirely on how the word "class"
is construed, and at best puts an unreasonable limitation on the amount of the
relief. Suppose the taxpayer has an unusual Item of Income for services in the
current taxable year, with no taint of profiteering or of war activity. Even
though attributable to another year, it cannot be shifted or adjusted if the Bureau
holds, In determining the average amount of the gross income of the same class
during the 4-year test period, that certain other items of income abnormally
received during those test years are of the same class. Also, if the Income of that
class In the current taxable year is, say, $125,000 and the average amount of gross
income of the same class for the test period is, say, $100,000, the corporation gets
no relief whatever for the $25,000 excess. In other words, this $25,000 of Income
is treated in this law as if it deserved to be considered excess, when it plainly is
not excess Income.

(c) The only other provisions for the adjustment of abnormalitle. are thos
dealing with base-period income for purposes of the Income credit. Any relief
along this line must be found either In section 711 (b) (1) (H), (I), (J), and
(K), or In section 722.

In the provision concerning abnormal deductions In section 711 (h) (1) (J)
there are the same difficulties as to the application of the term "class" and the
same difficulties growing out of the 125-percent figure.

Suppose a corporation had to pay a fee of $25,000 in one of the base-period
years for attorneys' fees In resisting an unfounded Government claim for wind-
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fall taxes. That would seem to be abnormal; but if the Government should hold
that the class is attorneys' fees and the company front year to year has paid
attorneys' fees averaging $20,000 a year, any relief Is denied here. Flurther-
more, If the taxpayer is otherwise entitled to relief under section 711 (h) (1)
(11), (I), or (J), he does not get the relief unless the taxpayer "establishes"
that the abnormality Is not due to "an Increase in the gross Income of the fax-
payer" in Its base period or a decrease in the amount of some other deduction
in Its base period, and Is not due to "a change at any time in the type, manner
of operation, size, or condition" of the business (subdivision (K) (11)).
If the taxpayer gets by all these obstacles, it is still denied the relief by

subdivision (K) (111) unless the abnormal-deduction item In the base-period
year Is less than the amount of the deductions of such class for the current
taxable year. That Is, suppose the amount paid for attorneys' fees in de-
fending against a windfall tax clain was $30.000. and the average for attor-
neys' fees In the test period was $20,000, the taxpayer might get an adjustment
to the extent of $5,000, but If, because of business expansion and war con-
ditions, its attorneys' fees in the current taxable year had been as much as
$30,000, section 721 does him no good.

To make this relief depend upon the peculiar conditions of the current tax-
able year-presumably a year influenced by war conditions-must result in
the failure of any relief, in many cases which ought to have it.

(d) Coming now to the long and Involved section 722. entitled "Adjustment
of Abnormal Base Period Net Income," we find that It covers an extremely
narrow class because It does not apply at all, except to cases where the tax-
payer has changed the character of the business and cases where there was
interruption of operations, due to the occurrence of abnormal events. In other
words, no taxpayer that did not change the character of Its business before
1940 or did not interrupt Its operation can look to 722 for any relief whatever.

Even the taxpayer whose abnormalities are due to one or the other of the
foregoing causes gets no relief except It establish the fact showing that it is
outside the following limitations:

(a) Genuine abnormalities, no matter how unreasonable the results, cannot
be considered under section 722 if they belong to the following most frenuentilv
met with Instances of abnormality: High prices of materials, labor, capital, or
any other agent of production, low selling price of the product of the taxpayer
or low physical volume of sale owing to low demand of such product or for
the output of the taxpayer.

(b) Even though a taxpayer suffered abnormal losses of very large sums in
the first 3 taxable years, it gets no relief at all if Its excess-profits net income
(as computed under see. 722) showed a reasonably good result. That Is. tinder
section 722 (b) (4), the average base period net Income under section 722 can
never be adjusted to a lower point than can Its last taxable year In the base
period. The Insertion of this limitation will prevent relief under section 722,
without any logical reason at all, In a considerable number of cases.
(o) there Is no relief at all unless the tax computed without reference to

section 722 exceeds 6 percent of the taxpayer's normal tax net income for such
year.

(d) No relief under section 722 is possible except to the extent that the
application of the section would result In a dinlnution of the excess-profits tax
otherwise payable by more than 10 percent.

The fact that a great many words In the law have been devoted to the pro-
visions about treatment of abnormalities does not mean that the provisions
are broad in their effect. On the contrary, most of the words have been devoted
to cutting down the area of application. The unusual cases are the ones that
are relieved, the usual ones are the ones that are left unrelieved by the existing
provisions.

5. Univisdo rn of taking normal income as If it were excess income; caample.-
The Government levies taxes at very substantial rates, on normal corporate
income; then, an even hither rate Is Imposed on such part of that income as is
regarded to be excess nrofits.

Suppose a corporation In 1940 gets a new and vigorous management, Improveq
Its product, Increases its advertising appropriation, and opens up new markets.
Perhaps it even begins producing an entirely different product-as for instance,
a bakery adding milk to Its business. As a result of these activities It suc.
ceeds, by the year 1942, in adding a million dollars to its Income. UTnder this law,
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this $1,000,000 may be taxed Just as if added income of this type constituted
an excess profit. The fact is that, especially in wartime, it is important that
normal business activity shall not stop, and the Government must see to it
that at least some of the normal businesses have a healthy growth to take the
place of those businesses which, In the natural course of affairs or by reason
of war emergencies, will dry up and blow away. Under a system which divides
income into two classes--one to be taxed at normal rates only, and one deserv-
Ing to be taxed both tit normal and at excess-profits rates-this income clearly
belongs in the one-tax class.

Of tile two compelling motives set out in the Ways and Means Committee report
dated February 24, 1941, one purpose of the excess-profits tax was to provide addi-
tional revenue and the other was to prevent the rearmament program from fur-
nlshling an opportunity for the creation of new war millionaires or the further sub-
stantial enrichment of already wealthy persons. These motives afford no possible
reason f,r Imposing this extra, high-rate tax on profits which have nothing to do
with defense or the rearmament program, which do not involve profiteering and
which represent merely the fruits of good management. Yet, as the example
shows, this aw as it stands has the efftvt i certain cases of imposing the tax (in
addition to the normal tax) on income which Is solely (life to vigorous new nmn-
agement.

It is true that an excess-profits tax deters people from making the kind of in-
come which Is defined as "excessive profits," but it is also true that if healthy forms
of income--such as profits due to better managenint-are defined In this law ts
excess profits, then the effect of this law, its now drawn, will be to stop the healthy
profits as well as the unhealthy ones.

6. 1118tration showing how an Improved 81andard could be prordcd.-In re-
sponse to a suggestion made during a hearing before tile Ways and Means Com-
mittee that I submit it draft illustrating how a special relief provision might be
phrased so as to Improve on the provisions of the 1918 and 19'21 laws, and yet he
more specific than section 722 of the 1040 act as it was before the amentdnient, I
did so, and include It in this statement. Although it is based In part on suggestions
received front my colleagues, It Is submitted with no representation that it )Ias
anyone's approval hit mine. The Bar Association does not ask for tiny particular
wording; its recommendation goes to the n ecessity of soine broad provision for 4lile
adjustment of excessive hardship due to nbnorUlliitles, wletiter of inconle (i1' of
capital.

DR.Fr OF NEW SECTION

"Adjustment of abnormal items affe-tingj ta. for current taxable year.-
"(a) In the case of i corporation whillh establishes tlt til, flnotint of Its in-

vested capital credit or its excess-profits credit, or of its exeess-profits net income.
for the taxable year is alf 'ted by al abnormal item or Items in such inanner as to
increase the tax, adjustment shall be inade for each abnormal Iteni as provided i
subsection (b or (e), of tills section.

"(b) If the taxpayer establislies, to tile satisfaction of the Comnissioner, the
amount of any abnormal item its it would iave bevn if umnf'fcted by ahnornali-
tihe, then tile tax tnder this sui('halite- shalt It complted 1by substituting for the
abnormal Iteni the normnal anilollnt So establlilshed.

"(e) If the taxpayer cannot establish the amounts under subsectlon (b) to tie
satisfaction of the Commissioner, then the Commissioner shall adjust each ahinor-
mat item to it normal amount by comparison with the experience of representative
corporations whios(' excess-profits net income Ill tile base perirsI or tile taxable
year, or invested capital, or excess-profits credit, as tile case may be, is unaffected
in 1y substantial degree by alormalittes. The tax under this subchapter shall
then be comluted by substituiling for tIle ainoranil item the normal ainount so
estaiblisled.

"(d) For the purposes of this section, comparison shall be made with corpora-
tions similarly situated, as early its It is possible to find them, as regards tile
trade or business carried on, the net sales of products or tle net receipts from
services furnished, tile (upacity for production or ftrnising of service, the
number of units of businew,.s tralnsacted, and tile total wiiges paid for tIme produc-
tion of product or fumilishing of service.

"(e) For the purposes of this section. io deviation of less than - percent from
normal slall be taken account of.
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"(f) (Mere insert the present section 722 (e), omiting tht last sentence.)"
Section 732, Internal Revenue Code, would ul.o he uniendud by inserting in

paragraph (a) and In paraigraiiph (e) a reference, to the new section, so that
deteriniiations in connection with the new section wouhl be subject to the same
type of review s Is provided for those relating to the application of section
711 (b) (1) (11). (1), (.1), or (K), section 721, or seetIon 722.

The CHAIRMAN. Senator Taft has asked that Prof. Irving Fisher,
)rofessor emeritus of Yale University, be heard this afternoon. We
iaven't a full committee to hear you, but there are five or six mem-
hers who will be glad to listen.

STATEMENT OF PROF. IRVING FISHER, NEW HAVEN, CONN.

Mr. FiSFIER. I will try to be brief. I know it, is the fag end of
the day. I am sorry that I have not had an aPl)ointment for which
I should have applied, because there are some matters here I would
like to present in more detail.

I represent no special interest; am simply a student of this sub-
ject and have spent the last '2 years very largely on studying how
to reform the income tax without reference to this special defense
situation today; but there is oiie feature, in particular. of reform
as I have conceived it which I think would be of very definite benefit
at this time, and which would raise a reveme of between half a
billion and two-thirds of a billion dollars at the start an(d in in-
creasing amounts as time went on. You call incorporate this fea-
ture either in addition to the other provisions of the act as it is
before you or in substitution of any l)arts of it which you do not
al)prove.

1 know you are having difficulty with the excise taxes and if I had
to (teal with them I would cut out most of them; this would take its
place, and fhfill its object better, being far less costly ill administra-
tion with far more equality between persons. It is in effect a luxury
tax but not in the way of excise or on specific luxury articles, but
a tax (,l luxury spending. It is essentially the same proposall as
that of Ogden Mills and Thomas Adams who worked with him on
the subject. In effect, it is simply a graduated tax, progressive tax,
aini that part of the incoine which is spent, the theory being that a
high inicoe is spent oni luxuries a1d a lower income on necessities,
and if you exempt $800, or whatever the minimum exeml)tion should
be, and tax oily the excess above that at 5 l)ercet up to $5,000; 10
percent ul) to $10,000; 15 percent up to $15,000. and so oil up to 50
you have a very simple quasispeulimig tax, easy to adilinister, and
merely requiring a supplemental return in addition to the l)resent
income-tax return, at1d a inuch simpler form than the present income-
tax return. It is a tax which woull include no tax oil savings. My
studies have convinced me that any tax oil savings is a mistake and
that it really in the endi raises no reveme at all, because it kills one
of the chief sources of revenue ; inamely. the itvestmelt made by
those savings; so it, would merely be a change in the present income
tax but not including that part of income which is now saved
iind invested.

It is astonishing when you work it out in figures how a (ax on savings
will kill savings and future income, and thereby kill evei future
revenue. For instance, take the great builders of industry. Take
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Henry Ford. He is supposed to have started with a blacksmith shop
in 1900, worth $1,000, and lie ended with the River Rouge plant 40
years later worth $700,000,000 together with his other assets. That
means that through his inventiveness and management there was an
increase in the capital equipment of this company at a rate of 40 per-
cent per annuiu, beginning with the $1,000 a year for 40 years, making
$700,000,000. During most of fhat period there was no income tax-
a corporation tax, but no income tax. If there had been, there couldn't
have been any such River Rouge plant. There couldn't have been the
automol)ile industry as we have it today, if we hadl(1 iml)osed an in-
conme tax on Ford's income, and an income tax on the income of his
corporation, the Ford Corporation. I am taking this not front
statistics but. for purposes of illustration. I use his name because le
is typical of such capital increases. Instead of having $700,000,000
at the end-his l)lant at the end-after having l)aid 20 percent tax
every year for 40 years, iie would only have $66,000,000. In other
words,'that tax would have killed 90 percent of the industry, and as
to the revenue, the Government has not made the difference. The
Government has only $16,000,000 in tax receipts out of that. 20 percent.
It would have been far wiser to let that accumulate and have a fortune,
at the end, of $700,000.000, which could be taxed under.State and Fed-
eral inheritance-tax laws. I am in favor of-very high estate and in-
heritance taxes. That is not what I Wiiinted to speak about, but it is a
complementary part of the tax question, so if that 20 percent could be
eliminated-a;d we now have 20 percent in corporation taxes, including
undivided l)rofits-we would not, all the time, be killing tile goose
that lays the golden egg. One of the greatest dificulties is that nobody
even ses this disastrous effect or calculates it, and I am sorry that
when adding to the income taxes in this bill there were any Savingls
included. I would recommend that they be left out entirely.

But if you want to add anything to the bill, or substitute, for parts
you (lout approve of, something very workable, I recommend this as
a new feature-one extremely simple. The method of comlitatioli
is not adding tile S)eIdings for. food, rent, and so forth, but an indirect
coml)utation, taking the receipts, just, as we do now, from salaries, com-
missions, and the other recompenses of labor, dividends, interest, rent,
and every other income that is now received, and subtract the reinvest-
ment. That gives you the spending with some other specific deduc-
tions that are nons')ending. I have it all worked out in detail if you
have time to go into it. So there is a very Simple method of calculating
.pending. I know of no revenue measure that. exceeds this in sime-
1)licity. It would add very little to what you have to deal with here,
and if you put it in place of tile excise taxes, for instance, which might
properly be done, or in place of nine-tenths of them-reduce some of
the items-you would reduce the size of this bill, at the same time
reducing the cost of operation a great deal, and increasing the revenue
a great (teal. I think that covers it.

The CHAIRMAN. Any questions, gentlemen?
(No response.)
The CHAIRMAN. You say youl have the formula for ascertaining tile

spending worked out?
Mr. Frsmr. Yes.
The CHAIRMAN. And the suggestions of the facts on spending as

you briefly described it; have you worked that out?
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Mr. FiSHER. Yes.
The CIAIMAN. I think the committee would like to have it.
Mr. FinHER. Yes. I appeared before the Committee on Ways and

Means and I have here wfiat I ga e them, which is somewhat longer
than I gave you, but I didn't know until this morning that. I was
going to be here.

Senator GutE'Y. You referred to inheritance taxes awhile ago.
Would you increase them to get away from these educational, charita-
ble, church trusts, which might be designed to evade the payinent of
taxes?

Mr. FIshE. I would make the inheritance taxes, except for a rea-
sonable minimum that ought to be transmitted to one's children-I
would make them as heavy as the traffic would bear.

Senator GtUFwEY. A case recently came to my attention where an
individual died leaving an estate of $20,000,000, of which $500,000 was
willed away, and the other $19,500,000 was put in educational and
charitable trusts.

Mr. FisiIER. I think that should be excluded, deducted; if it is a
genuine philanthropy I think it should be untaxed.

Senator GUFFEY. 'Vou would exclude that entirely?
Mr. FISHER. Yes.
Senator GUFFEY. Don't you think they are occasionally designed to

evade taxation?
Mr. FisHER. Yes; I think so, but if you can drive a rich man to be-

come a philanthropist, I think you are doing a good job. What you
don't want to do is to have his children an( grandchildren Spoiled by
not wanting to work. If we are g going to preserve ouri way of life it
is essential that we not create an aristocracy such as existed i Eng-
land, but I think that estate and inheritance taxes are very imIportant.
It. is a tax on savings. and a saver like Henry For(l, who sales hundreds
of millions, isn't doing it in order to leave it to Edsel Ford ; ie is simply
interested in being creative, but where small savings are left for
children, they ought not to be taxed.

Senator GUFFEY. You referred to it and I thought I would like to
ask you about it.

Tlhe CIIAIrMAN. Thank you very much.
Mr. FISHER. Here is the memorandum I have l)rel)ared for tile

record.
'The CHAIRMAN. It will be included in the record.
(The memorandum submitted by Professor Fisher is as follows:)

As your committee Is pressed for time, my statement will be confined to one
recommendation only-that the new linonif, taxes should not add to the present
taxes on savings but be levied solely on spending.

Later, when yon are not so pressed for time, I would recommend a thorough-
going reform of our pre.,nt Income taxes, by repealing all taxes whatsoever
on smvlings.

By "savings" Is meant any sort of capital aceummulation whether of individuals,
partnerships, or corporations.

These two reconmmnendations-one for Inmediate adoption (namely, not to
saddle savings with any new tax burdens) and the other for adoption later
(namely, to take off the old tax burdens on savlngs)--constlitute essentially time
Income-tax reform favored by the late Ogden L. Mills, who, in his day, was
recognized as perhaps the leading American authority on taxation.

The Immediate proposal Is merely to place special new taxes on ill personal
spendlIngs above a specified minimum exemption.

527
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Such, f(or instance, as the present exemptions of $S00 for single Individuals and
$2,000 for married couples, although I would favor lowering these a little.

For a singr, Individual, tie tax might be 5 percent on his spendings up to
$5,000--tlat is, oil whatever thereof exceeds the minhimu exemption of, say,
$800.

On the next $5,000, or any part thereof, i. e., up to spendings of $10,000, the
tax would he, say, 10 percent.

For the next bracket up to $15,000, 15 percent.
Up to $20,000, 20 percent.
To $25,000, 25 percent.
And so on up to a maxinumn rate of 50 percent for the . 4t $5,000 )racket

(namely, $15,000 and $50,0M0) and beyond. Thereafter, the sme 50 percent
without further progression, in view of the high rates already applying to the
upper brackets in our existing income-tax laws.

For married couples the bracket ranges should be doubled, that is, not $5,000
but $10,000, which is $5,000 for each of the two people.

To reckon the spendings the best way Is an indirect way, not by adding up
the separate spending for food, clothing, rent, amusements, etc., lut by adding
up the gross receipts from all sources and then deducting certain specific items
to ibe specified In the law. Tile most essential deductibles are:

All business expenses and relnvestmenis:
All taxes putd within the taxable years; and
Reasonable deductions for dependents.
What is left after all the deductions niust necessarily he po'rsomal spfmdings.
A detailed schedule for thus ascertaining personal spendings Is appended to

this statement.
It will he seen thlt this proposed new tax is not merely it spendings tax but a

luxury tax.
Tie minihnnn e'emnption and the deductions for dependents mean that there i

no tax on necessities, as Is Involved in a sales tax. The, spending of the very
poor would not he taxed at sill. Only the middle clasq and tile rich would bear
the tax. Moreover, the greater time spendings-whlich means the more luxurlous-
th l higher tie rate.

Such a luxury tax Is more truly a lxury tax than nilly tax which can be de-
vised oil specific "ixuri'es" quch as costly automohiles or oriental rugs.

It Is absolutely Impossible to define satisfactorily a luxury as a specific ollect.
liut, It is easy to specify, and with absolute definitemess, what conistitutes luxurious
s• .'nmdlng and in Its various gradations.

Such it tax is also one fornm of "incentive taxation" to ue a term applied In
another connection by Mr. HIazolett. For it create. ani Incentive for every tax-
payer to spend less luxuriously. This effect is just as Important in the present
defense emergency as raising revenue.

Even more important than creating tls li|eentive to cut down unnecessary
.-pending Iq tile incentive to save. Ai airplane factory simld hav, emry incen-
tive to enlarge. But if all its earniig,, are taxed, including its -wndivided profits.
plowed back In tihe business. this rein'estmnent Is thereby penalized when it should
lip encoll rllged.

We should also encourage the upliullding of our country's capital in general,
as well of defense equlpment in particular. Otlherwise we shall Impair our im-
tional caniltal and reduce or future national Income.

Even If taxes on capital accumulation d( not thus discourage id reduce that
capital accllnlation, tile nei'e paynient of a tax thereon autoinatleally reduce.;
the rate of that accumulation.

This destructive effect Is far more important than Is realized.
We all know flint "power to tax Is power to destroy," hut we little realize how

differently that power may he exercised. A tax on savings is maony times as ie-
structive as a tax on) any other sort of Income.

Moreover. a yearly tax oil capital accumulation Is far more destructive than a
tax on the final total after the accumulator has finished his work of accumulating.
At first sight the opposite might seem true, that the Government would get more
revenue by taxing yearly increments than to tax tile fimial estate created by those
Increments, that to tax the yearly Increments Is simply to tax the estate In advance
and In Installments. But this is not true.

It might also spem that the most revenue of all could be gotten by taxing both
the estate at the end of an accumulator's life and yearly Installments out of
which it is built during his life. But the opposite Is true.
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It might also setNm that the higher tile tax oi savilIgs tie nIlore the revenue. But
lilt opposite is true.

Savings on capital Increases are a very peculiar and sensitive sort of income,
if we choose to call them Income. To tax them kills them. Tite consequence
is, paradoxically, that time higher the tax the less the tax yields, that more
cuIn be collected out of time estate left at death than out of tile Installments out
of which it was built and that more can be gotten by taxing the estate alone
than by taxing both tile estate and the Installments which built It lip.

All of these contentions can be substantiated mathematically. Here they will
le merely Illustrated by numerical examples.

Suppose at first, that the tax Is 100 percent so that the whole of time savings
or capital-Increase is confiscated. Of course, no one would seriously propose
such an extreme tax, knowing that It would put a stop to all savings and so
yield no revenue at all. But such an extreme ease Is the clearest for beginning
an exposition.

Let us also suppose that a certain mali's net worth Increases at the rate
(before taxes) of 40 percent per year and that It (loes so for 40 years. This
rate Is high but not umprecedented.

It Is said that Henry Ford became a billionaire In 40 years, from 1900 to
1940.

If there were no tax on capital increase so that the full 40 percent could be
compounded for 40 years, it is trite that a little blacksmith shop in 1900
worth $1,000 would become a River Rouge plant in 1940 worth $700,500.000.
Halfway between, in 1921, the plant would have reached the $1,000,000 iark.

At the end of the first year, Ili 1901, the capital increase would be from $1,000 to
$1,400, or $400. 1l1 11)21 the Increase woulh be from $1,000,000 to $1,400,000, or
$400,000. This looks as if there would be $100,00 which could le taxed 1i1 1921.

But any tax ont capital Increase would prevent that $400,000 front coming
into existence.

For the sake of argunment let its suplose that the 100 percent tax did not deter
the saver from saving. That is, we suppose tha1t he was fool enough or saint enough
to keep on each year adding 40 percent to his net worth despite the fact that the
Government takes It all away from hin forthwith.

lit the first year lie would increase his Initial $1,000 to $1,400, and under a
100 percent tax, pay over to the Government the entire $400 capital increase.
He would then have left $1,000, exactly what lie started with. Next year
the same thing would happen. He would still have only $1,000 left at the
end of that year, and of every succeeding year. In the 21st year his capital
increase, Instead of being $400,000, will be Just tihe usual $400. After the 40 years

were up lie would have the samie $1,000, instead of lie $700,500,000 which lie would
have had were there no taxes.

We see that the $700,500,000 fortune which would have come Into existence
were there no tax on savings has died-a-borning--dicd, in fact, 40 tines in
succession. Every thnie It started, the tax has destroyed It all.

But didn't the Government gain what the taxpayer lost? No; the taxpayer
lost $700,499,000 Jimid the Government gained $400 at year for 40 years, or
$16,000 Il all. The Government thus really lost also, for It lost the oppor-
tunity to tax an estate of $700,500,000. It hind only $1,000 left to tax. For the
sake of that paltry $16,000 the Government has therefore deprived Itself of
millions.

Worst of all, the public was deprived of the Indirect benefits of that capital. It
was as If the Ford plant, the General Motors plant, the Chrysler plant, and all
other automobile plants had been prevented by the Government from ever cotimig
Into existence, all for the sake of collecting a total of $19,000 iii taxes.

Let us now leave our Impossible 100-percent example and substitute 80 percent,
a rate actually approxinatcd Ili the higher brackets today. Assuite, its before,
that every year's capital-increase Is taxed separately, as it accrues.

Il the first year, before taxes, the capital Increase Is $400. O this all 80-
percent tax Is $3200, leaving only $80 net capital Increase after taxes. This set-back
to the savings has an after effect next year; for the fortune then starts at $1,080
instead of at $1,400 and clearly a 40.percent Increase oi $1,080 Is l-ss thai .10
percent on $1,400. Tie second years' tax again sets back tle Increase and now
both of these set-backs have after-effects ott the third year's capital Increase. The
next year will feel tile after effects of all 3 previous years' set-backs, and so on
cumulatively. At the end of 40 years there are felt the effects of 40 successive
set-backs but not all equal. The last Is tile least while the first Is tile greatest-
hi fact, far more than 40 tInes the last because of compounding.
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Each year, though the fortune grows by 40 percent before the tax knocks off
32 points, the net increase is only 8 percent. The fortune thus grows not at
40-percent compound Interest, as it would without the tax, but only at 8 percent.
After 40 such annual set-backs, each reducing a 40-percent to an 8-percent increase
and each setting back all that follows it, the final fortune is not $700,500,000
but only $21,700.

And how much did the Government get in taxes?
In the first year it collected $320, in the second $340, and so on, the collection

in the last, or fortieth, year being the most-$6,437. The total through the 40
years was only $83,000. That is, the Government for the sake of getting $83,000
virtually destroyed over $T00,00,000-a high administrative cost-nearly $10,000
for every $1 collected.

Let us further pursue the tax-lowering by substituting 50 percent for 80 percent.
Again we find the lower of the two taxes the more profitable to the Government
as it is to the taxpayer and the public.

The higher 80-percent tax would yield more in the first year, namely $320,
instead of the $200 yielded by the 50-percent tax. In the second year the 80-
percent rate also has the advantage, $346 instead of $240. But the advantage is
not so great. Year by year the 50-percent yield creeps up on the 80-percent yield
until it overtakes It in 6 years. The Government revenues under the two systems
are contrasted for each of the 0 years in the following table:

Government revenue Oovernment revenue
under- under-

Year -. . .. |[ Year __ _

80 percent 60 percent 80 percent 50 percent

1g01 ............ 1320 $200 190 ... .... 4..... S $346
1802 .... ...... 346 240 1N90 .........5.. 436 415
1903 ............ 73 2S8, 1908-----------------... 470 497

Here It takes 0 years for the annual revenue under a 50-percent tax to overtake
that under an 80-percent tax, In spite of a bad handicap at the start. ""

Under a 20-percent tax we find the same threefold advantage from lowering
the tax rate. As to Government revenue, it is true that the 20-percent tax
yields far less in the first year-only $80 as compared with $200 under a
50-percent tax. But the 20-percent revenue overtakes the 50-percent revenue
in the eleventh year, when It becomes $1,284 as against $1,239.

The lower the tax rate the higher the tax yield in the end, and best results
can be obtained by not taxing accumulations at all during the lifetime of
an accumulator. We should only tax the accumulation on his death.

I believe in heavy estate and inheritance taxes. But if these are to bring
Iln important revenue they must not be killed or stinted while growing, that
is during the lifetime of the accumulator.

Cases as extreme as Henry Ford's are rare. But the capital equipment
of America is largely the product of a relatively small number of capital
creators of which he Is the extreme type,

To exempt savings during life from all taxes would really pay for itself
In most cases long before the death of the accumulator. For as lie accumulated
lie would soon increase is income so much that lie would spend much more.
That means the Government would soon get much more than It could possibly
get by taxing the savings also. The reason is that the tax on the savings
kills the savings and so prevents the spendings which otherwise would follow.

The death of the accumulator usually marks the end of the rapid accumula-
tion. From a fiscal point of view, therefore, there is usually little, If any,
advantage in delaying beyond that point the taxation of savings, if savings
are ever to be taxed at all; while, from a social point of view, the argument
Is strong to appropriate most of the accumulation. From every point of view,
therefore, the death of the accumulator marks an appropriate, in fact, the
only appropriate, time to tax accumulations of capital.

If we were today to repeal, all our present taxes on capital Increase or
even merely to exempt front taxation that part of the earnings of corporations
which is plowed back-the undivided profits-the result would be, In the end,
not a reduction of tax revenue but a tremendous Increase.



REVENUE ACT OF 1041 531

The reason and the only reason I do not recommend such a repeal at this
particular time Is that Congress could not be Induced to make such a radical
change In our tax laws without a prolonged debate. We are In a hurry, and
radical reform must wait.

Some of you may wonder why I do not allege another objection, namely,
flint we are seeking bigger revenues now and not in the end.

This seems a big objection, but in reality It Is not. For the loss in Imme-
diate revenue would be made up a hundredfold or a thousandfold in the end.
Even if, In the meantime, tile Government had to borrow substantially, it would be
the smart thing to do. It would generate so much more Income later. Why eat up
our seed corn Instead of planting It?

Why are we so anxious to Impose heavy taxes jiow? The only rational answer
Is: "In order tMat we ii tills generation shall pay the bills of this generation
and not leave so much for our successors to pay."

lut that argument works Just the other way. If we are trying to help the
next generation we can do it most effectively by spending less and saving more
now. 'Tihat is precisely what would follow from putting more taxes on spending
and less on savings. Today's tax yield Is not the Important consideration but
tomorrow's Income. To tax capital accumulation Is, If I may repeat, for emphasis,
to kill capital accumulation-to kill the goose that lays the golden egg.

While I am forced to accept as an unfortunate fact the Impossibility of sud-
denly so amending our tax laws as to eliminate entirely the deadly blighting tax
on capital accumulation, I recommend all the more earnestly that, at this time,
the mistake be avoided of adding to such taxes.

It may be pointed out that, when the time does come that your committee
call take up consideration of a complete change in our Income tax, the transition
from the immediate emergency spendings tax as here proposed to a permanent
and exclusive spending tax can be easily made with little more legislation
than to merely reduce and ultimately eliminate all the other existing taxes on
Income and letting the new spendings tax, which I am here proposing, remain.

Inclhentally, to tax spending its such, Instead of the Income as such, would.,
I am told by good legal authorities, circumvent the abuses of tax-exempt securi-
ties. That Is. we would not ostensibly tax the income from tax-exempt bonds
but would nevertheless tax all the spending out of that income.

To some extent this benefit regarding tax-exempt securities would be felt
from the adoption of the immediate recomnmendatilon, namely, to avoid adding
anything to the blighting effects of taxing savings.

I know of no economic boon (except the prevention of inflation and deflation)
as great as that which our people could enjoy, both rich and poor, from removing
tile stunting Influence of taxes on capital accumulation. Moreover, removal would
tend to prevent the Inflation now threatening us.

APPENDIX

SCHEDULE FOR SENi)INOS-TAX RETURN

[For a given taxable year: To be filled ot by taxpayer, reporting all cash yields (from
work, "Investments, etc.," and cash balanced

1. Net cash receipts front salaries, wages, fees, commission.
2. Net cash receipts from private business or profession, partnership, syndicates,

pools.
3. Dividends.
4. Rents and royalties.
5. Interest received, less Interest paid (tils may be either plus or minus).
o1. Repayments of money which had been lent to others less any new loans made

to others (may be either plus or minus).
7. Borrowings from others less any repayments to others I (either plus or minus).
8. All cash received from sales of investments, less all cash paid out in purchase

of Investments and less all brokerage and other expenses Incidental to said
transactions (plus or minus).

9. Cash from windfalls-gifts, bonuses, bequests, etc.
10. Net cash from any other sources (specify).

I But when these repayments to others consist of paying off a mortgage on a dwelling or
other consumer-good the repayments many, for simplicity, be treated simply as spending.
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11. Total net cash yield from "Investments, etc." (sum of lines 2-10).
12. Cash on hand at beginning of year.
13. ('ash on hand at end of year.
14. Net cash yield from cash balance ( line 12 less line 13) (plus or minus).

Summary
15. From work (line I repeated).
10. From "Investments, etc." (line 11 repeated).
17. Drawn (net) from cash balance (line 14 repeated).
18. Total net cash yield from all sources (sum of lines 15, 10, 17) subject to the

deductions below.

Deductions (of outgo)* to be specifically authorized by law

19. 'ayments, made within the taxable year, of all taxes.
20. Payments of Insurance premiums for business purposes and of all life.

Insurance premiums.
21. Costs of medical, nursing, surgical, and dental care.
22. F4'uneral expenses; birth expenses.
23. Fines, forfeitures, penalties, and payments for damages.
24. Gifts and contributions subject to specific legal limitations.
25. Legally specified part of expenses for dependents.
20. Any other deductions authorized by law.
27. Total of such deductions (sum of lines 19-26).
28. Taxable spendings (line 18 less line 27).

(Whereupon, at 4 p. m., the committee adjourned until 10 a. m.9
Friday, August 15, 1941.)

'No deductions of Income are here recommended other than minimum exemption.
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FRIDAY, AUGUST 15, 1941

UNITED) STATES SENATE,
COMMITTEE ON FiNANCE,

JVashington, D. C.
Tile committee met at 10 it. ., pisuant to adjournment, in room

312, Senate Office Building, Senator Walter F. George (chairman)
presiding.

'1110 CHIAIIMAN. h'le committee will come to order.
I expected Senator MeCarran around, wio wished to be heard,

but he is not here now.
'le fiist witne"s on this list is Mr. Briggs, of St. Patul, Minn.

STATEMENT OF CHARLES W. BRIOGS, ST. PAUL, MINN., OF BRIGGS,
GILBERT & MACARTNEY

'Tlie CnmIMAN. This is. Mr. Charles W. lh'iggs?
Mr. BrneGs. Yes, sir', Mr. Chairman.
'T'lle CHImA ,N. Mr. Briggs, you have a printed briefI
Mr. BRne(s. Yes; I have a prln ted statement which I would like to

have printed in the record in ftill.
The 01TI\mmM,\N. Yes.
Mr. lBrnes. But 1 would like very briefly to touch a few of the

high spots and call attention to sonic of the salient features of this
memoraihndum, which is not very long ill and of itself. Mr. Chairman.

'he .mAm.lAMN. W ell, sir, your brief will be entered inl the record,
and we will appreciate it. if yon will indicate the position that you alr
taking ill the matters that you are discussingg.

You are appearing here as an attorney?
Mr. Mumios. I am aple ring here as ln attorney,, as a member of the

firm of lriggs, Gilbert. & M aarlimey, which firm is in general practice
ill tile City of St. IPauil ; but I rel)repsent various clients who are inter-
ested in the subject matter of this mnemoranduml.

''hme (1IFAImuIMAN. Yes, sir.
Mr. Barn(es. Now, I should like to read a few of the salient portions

of the memorandum1 so that time members of the committee may know
what I am (riv'inl at.

This mnenioran(u i has to (o with the so-called surtax on personall
holding copnIanies.

Now,.m lele)senting in a legal cal)acity certain personal holding
companies wAe have encountered a very gieat hardship and inequity
resulting to many of these Companies )y reason of the imlposit ion of the
so-called surtax on their undistribute(d subchapter A net. income.

61977-41-35 533
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The definition of a personal holding company is one coined by a
statute, as many other conceptions in the revenue act are coined.

We shall refer more specifically to this definition later on in this
memorandum.

Briefly, such a company is one more than 50 percent in value of
whose stock is owned by not more than five individuals and 70 percent
of whose taxable income is of a restricted nature.

It is a closely held corporation and not of the type that excited so
much interest and adverse criticism a few years ago.

We cannot help but feel that the Congress never intended the im-
position of this surtax to work the way it does. It is a rather curious
thing and arises by reason of the combined effect of several provisions
of the revenue act, to which we shall call attention.

We firmly believe that the Treasury Department concedes the ex-
istence of the hardship and inequity wiich is the subject of this memo-
randui and is prepared to recommend corrective amendments when
requested to do so.

We took this matter up with the Ways and MIeans Committee of the
House, but that committee did not have before it any recommendations
of the Treasury Department.

Inasmuch as the surtax on personal holding companies is to remain
in the law-it is left there by House bill 5417 and made permanent by
section 109 thereof-the inequity as a substantive matter of taxation
should be removed by appropriate provisions in the bill ultimately to
be enacted into law.

I might say here that the matter we are considering now is not an
administrative matter; it is a matter that concerns the vital sections
of the tax law.

Senator CONNALLY. You realize, of course, that the purpose of that
act was to reach a certain situation.

Mr. Buicos. I realize that, Senator.
Senator CONNALLY. Naturally it is complicated in some cases.

Probably in soine cases it will work a hardship in order to fix these
meshes so as to catch some of the fish.

Mr. BRInGs. The trouble is that the meshes are so fixed that the fish
are entirely annihilated.

Now what I am calling attention to is to see if we can devise some-
thing that works. We feel that it works without any justification in a
case that I will call to the attention of the committee.

Senator CONNALLY. It is a measure which the administration could
use to differentiate between the concerns who adopted this device for
tax avoidance and those who adopted it with bona fide intent, so that
it would be a simple problem.

Mr. BRinos. The differentiation is not there. The innocent fall with
the guilty, Senator.

Later on I shall call attention to three alternatives-that is, alterna-
tive proposals-by either one of which we think that this inequity could
be remedied; and I think the one you are talking about could be ade-
quately remedied by preference No. 2, and I will briefly call attention
to that a little later on, Senator.

Senator CONNALLY. Pardon re for the interruption.
Mr. BmIGos. Now, we come to the example that I put on page 2.

534
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In order at the outset to focus attention upon the drastic nature and
effect of this surtax on personal holding companies we should like to
give any example of its workings: Suppose a personal holding company
has current earnings in the tax year of $25,000, no capital gains and
no prior accumulated earnings, and has capital losses of $30,000. Sup-
pose it distributes $25,000 to its stockholders.

Under the subchapter A, net income surtax provisions, this personal
holding company is allowed to deduct only $2,000 of its capital losses
for the purpose of computing the surtax in question, which subchapter
A, net income, arbitrarily determined by the act, would be $23,000
under section 500 (a) of the Revenue Code.

This personal holding company would pay as a surtax 65 percent of'
the first $2,000 of this $23,000, 75 percent of the remaining $21,000, plus
the defense tax of 10 percent, or a total tax thus computed of $18,755.

This imposition would amount to an aggregate percentage of over:
80 percent.

The ordinary corl)oration , not one defined as a personal holding
company, in a similar situation with respect to current earnings and
capital losses, would pay no tax whatsoever. See section 117 (d).

The ordinary corporation is allowed to deduct, under that section,
all long-term capital losses and all short-term capital losses which (1o
not exceed short-term capital gains.

'ihe curious and harsh result to the personal holding company arises
by reason of the fact that it cannot deduct from current earnings more
than $2,000 of its capital losses in computing its subchapter A, net
income, because of the provisions of section 505 (d) of the revenue act
and because of the further fact that it cannot obtain or be allowed any
dividends-paid credit in computing its undistributed subchapter A,
net income, under section 501 of this act.

I am still referring back to the result, that would flow from the
example that I put.

Therefore, the burdensome surtax rates are applied to this so-called
undistributed income when the personal holding company had no in-
come to distribute. Its capital losses were more than its current earn-
ings. Even though it distributed all its current earnings, a surtax
would nevertheless be imposed. The company is in a helpless position.

Senator CONNALLY. That is just some hypothetical case.
Mr. Bmucos. These are cases that have come to us. Wie have had sev-

eral of these cases already.
The CIATRMt. They are regular cases, but you have to take into

consideration the whole policy of your tax legislation during the period
of years was to eliminate the holding colnpanies-l)ut them out, of
business.

Mr. BmIGos. I realize that, but I think that elimination process ought
to be lightened some at the present time, Mr. Chairman, because in the
particu ar instance that I am putting to the attention of this com-
mnittee-that is, where the personal holding company has capital losses
which entirely wipe out its normal income-it is a special situation.

The CHAIRMAN. I appreciate that. I think there was a very great
inconsistency on the part of the Treasury and on the part of the Gov-
ernment that we would propose to put out, of business a form of organ-
ization which in some respects could be justified and in some respects
and in some instances is justified.
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Mr. BRnIGs. Yes.
Tile CIHAIMAN. And then did not make it )ossible for dissolution

of tile company and distribution of assets under any fair or reason-
able formula.

Mr. BilGos. Yes; I think there are many of the personal holding
companies, Senator, which ought not to be choked off, that serve a
useful purpose.

The CHAI IRAN. I can agree with you, but then the effect of the
legislation was practically to eliminate them or to make it very difficult
for them to go along. 'Then, I think, in all absolute fairness, we
should have made it possible for them to distribute assets and dissoh-e
the holding companies.

We did that very begrudgingly.
Mr. Bi m os. I think, however, Mr. Chairman, that the public pur-

pose or the purpose to be served by the legislation to which the chair-
man is calling attention can be subserved and still remove this inequity
from the law, and I have suggested later on three alternative method's
b y which I think that couldbe done so that the public interest could
l)e protected and at the same time this very harsh inequity removed
in the case that I put.

This unusual exaction becomes all the more an unjust penalty when
the company suffers capital losses involuntarily.

One such case is where a corporation whose stock is held by a per-
sonal holding company not in control of that corporation liquidates
and causes a capital loss to that personal holding company.

Such a loss would arise where the personal holding company's base
for the stock was higher than the amount realized by the ;ersonal
holding company as a result of the liquidation of the corl)oration above
referred to. Another such case is where a personal holding company
suffers capital losses by reason of securities held by it becoming worth-
less for reasons entirely beyond its control. See section 23 (g) (2).

I should like briefly to call attention to the sections that are involved
in connection with tIis inequity about which I am speaking:

Sections of Interiial Remenue Code involved.-It might be helpful
to skeletonize certain sections of the Internal Rev~mime Code which
create the inequity we are considering.

In order to arrive at the undistributed sublchapter A net income
of a personal holding company we start with the ordinary net income
of the corporation computed in accordance with sections 22 and 23
and other applicable provisions of the Revenue Act.

Firstly, the subchapter A net income is computed.
Section 505 of the Internal Revenue Code provides as follows:
For the purposes of this subchapter the term "subehapter A net Income" means

the not income with tile following adjustments:
(a) Additional deductions allowed :
(1) Federal income, war profits, and excess-profits taxes paid or accrued dur-

Ing the taxable year * * *.
(2) Certain contributions as defined.
(3) In the ease of a corporation organized prior to January 1, 1936, to take

over the assets and liabilities of the estate of a decedent, amounts paid in liqui-
dation of any liability of the corporation based on the liability of the decedent
to make contributions or gifts * * *

(b) Deduction for rent is not allowed in certain instances.
(c) Deduction for net operating losses provided in section 23 (s) Is disallowed.
(d) Capital losse8.-The net Income shall be computed without regard to sec-

tion 117 (d) and (e), and losses from sales or exchanges of capital assets shall
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be allowed only to the(, extent of $2,(0 plus the gains from such sales or
exchanges.

'Tle above paragraph (d) is the one with, which we are vitally
concerned here, as its effect is to deiy to the personal holding company,
in the example given, the right to d(ldu(ct more than $2,000 for the pur-
pose of computing the surtax on its distributed subchapter A net
inconle.

Secondly, we compute the undistributed subchapter A net income,
which is the amount to which the rates under section 500 (a) are ap-
plied in the manmer above set forth.

Section 504 of the Internal Revenue Code provides:
For the purposes of this subchapter the term "undistributed subclapter A net

inconie" nieans tile subchapter A net Income (as defined In see. 505) niiius-
(a) The amount of tile dividends-paid credit l)1ovi(ied Ili section 27 (a) * * *.
(b) Amounts used or Irrevocably set aside to pay or retire an iIndebtedness Iln-

(urred prior to January 1, 11914, If such imounts are reasonable. * * *
(c) Dividends paid after the (lose of the taxable year and before the 15th day

of the third month following the close of the taxable year If claimed under this
subsction in fhe return but only to the extent to which such dividends are itn-
cludi ble for the purposes of chapter I in the computation of the basic surtax
credit for the year of distribution.

Thirdly, as required by the provisions of section 504 (a) it will be
seen that in the computation of the surtax we are concerned with the
dividends-paid-credit provisions and in turn the consent-dividends-
credit provisions of the Internal Revenue Code.

Section 26 provides:
In the case of a corporation the following credits shall be allowed to the extent

provided in the various sections imposing taxes-* * *
(e) Dividends-paid credit.

For corporation dividends-paid credit, see section 27.
(f) Consent-dividends credit.

For corporation consent-dividends credit, see section 28.
Section 27 provides:
(a) As used in this chapter with respect to ity taxable year the term "divi-

dends-paid ere(it" means the sumn of:
(1) The basic surtax credit for such year computed as proviled in subsec-

tion (b). * * *
(b) As used lin this chalpter the term "basic surtax credit" means tile suin of:
(1) The dividends paid during the taxable year, , 'oased by the consent-

dividends credit wovided in section 28. * * *
(1) If any part of a distribution (including stock dividends and stock rights)

is not a taxable dividend in the hands of such of the shareholders as are subject
to taxation under thil, chapter for the period in which the distribution is made,
such part shall not be Included in computing the basic surtax credit.

That is the reason the corporation in the examl)le which I put,
after it had distributed its $25,000, was entitled to no basic surtax credit
because it had no income to distribute, the capital losses having wiped
out all its current earnings.

Now we turn to section 28 of the revenue act. This has to do with
consent distributions.

Section 28 provides:
(a) * * *
(4) The term "consent distribution" means the distribution which would

have been made If on the consent-dividends day (as defined In par. (3)) there
had actually been distributed In cash and received by each shareholder making
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a consent filed by the corporation under subsection (d) the specific amount
stated in such consent.

Paragraph (c), which immediately follows, is very significant and
very pertinent to the proposition we are discussing. I will read this
paragraph (c):

(c) There shall be allowed to the corporation as part of its basic surtax credit
for the taxalle year a consent-dividends cre(lit equal to such portion of the
total sun agreed to be included in the gross income of shareholders by their
consents filed under subsection (d),"-

Notice this language:
as It would have been entitled to Include in computing its basic surtax credit
if actual distribution of an amount equal to such total sum had Ileen made
Iin cash and such shareholder making such consent had received on the consent
day the amount specified in the consent.

The effect of that langua_-e is that even though they distributed
$25,000, you see, that would',not have been a taxable dividend and
therefore they cannot get a consent-dividend credit, because if they
distributed thie $25,000 they could not get any dividends-paid credit,
so we are shut out under that section.

Thus it will be seen that as a result of the application of the fore-
going provisions the personal holding company in the example we
have heretofore given could not obtain any dividends-paid credit
because the capital losses having wiped out the current earnings, a
distribution to the stockholders woul( not be a taxable dividend to the
stockholders.

Furthermore, the personal holding company in the example given
coulh not obtain any credit under tile consent-dividends-paid-credit
provisions.

On page 7 I call attention to the definition of a personal holding
company. I think that you will see that this is sort of a specialize(
type of animal, this personal holding company with which we are
dealing.

Definition of personal holding comnpay.-The term "personal hold-
ing conlany" is an arbitrary conception-with respect to any taxable
year.

By section 501, it means any corporation at least 80 )er'cenit of
whose gross income for the taxable year is personal-holding-coml)any
income with respect to any taxable year beginning after December 31,
1936, anod 70 percent of whose taxable income for any year there-
after is p)ersonal-holding-coinpainy income and more than 50 ercent
in valme of whose outstanding stock is owned directly or in(Virectly
by or for not more than five individuals.

The term "personal holding company," however, does not include
a bankc, life-insurance company, a, surety company, or a foreign per-
sonal holding company, or a licensed personal-finance company.

With reference to individuals, I might say that families are grouped
together, that is, lineal descendants, ancestors, wives, brothers, sisters,
spouses are all groul)ed together as a family group, so that when an
individual of that group owns stock and tie other individuals own
stock they are all grouped together for the purpose of this act and
called one individual.

I think you understand that provision.
Senator CONNALLY, That helps them, if they counted each one of

them it would be much more strict.
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Mr. B110. Yes; I iit. want to call attention to the manner of
ascertaining the five individuals.

The term "j)ersoIIl-hol(li ng-con)aiiy income" means time portion of
the gross income which consists of dividends, interest, royalties, an-
nuities, except in the case of regular dealers in stocks or securities, gains
from the sale or exchange of stock or securities, rents, mineral, oil, or
gas royalties, in certain instances, and certain other types of income
defined by statute.

I might say that this paragraph does not define the type of income to
which the rates are applied, this is the type of income which is called
personal-holding-company income, which determines whether or not
the company is a personal holding company within the provisions of
the act..

On page 8 1 have alluded to the history of this act.
History anfd background of povisaon.--The history and back-

ground of the provisions with which we are dealing are as follows:
A good many years ago, in order to discourage the accumulation

of earnings by corporations, Congress imposed surtaxes on corpora-
tions improperly accumulating surpluses. The Revenue Act of 1934
retained the surtax on corporations improperly accumulating sur-
pluses but in addition it imposed new surtaxes on personal-holding
companies by way of what is called surtaxes on undistributed sub-
chapter A net income. 'this act also limited the deductibility of
capital losses incurred and allowed a reductionn mot to exceed $2,000
for net-capital losses.

This limitation was evidently designed to prevent taxpayers off-
setting depression losses against taxable income. This $2,000 limi-
tation applied to all taxpayers, corporations, personal-holding coin-
panies, and individuals.

The 1936 Revenue Act continued the $2,000 limitation on capital
losses which could be deducted by all taxpayers.

The 1938 Revenue Act removed this limitation as to individuals but
continued it as to corporations, including personal-hohling companies,
so that they could, under this act, still deduct only $2,000 of capital
losses. This act applied to 1938 and 1939 returns.

The 1939 Revenue Act amended the Internal Revenue Code in many
particulars effective and applicable for the 1940 calendar year. Sec-
tion 117, which has to do with capital gains and losses, paragraph (d),
was amended to read as follows:

(d) Limitation on capital los8es.-Long.ternm capital losses shall be allowed
but short-term capital losses shall be allowed only to the extent of short-term
capital gains.

This paragraph (d), applied in commuting the net income of cor-
)orations and individuals for the purposes of normal income taxes,

is applicable to personal-holding companies. But paragraph (d) was
added to section 505, the effect of which is to disallow all capital losses
in excess of $2,000 plus capital gains, in computing the surtax on the
undistributed subchapter A net income, as previously pointed out.

Typical and actual cases of ineqduty.-The effect of the statutory
provisions hereinabove considered and referred to have been con-
sidered by us in our office in several cases. The following are typical.
Amounts are assumed.

1. In one ease the personal-holding company had borrowed up to
the limit on its marketable assets. It had to have money to pay the
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operating expenses of the corporation. It had some stock which was
unpledged and which could be sold at a considerable loss but ol which
not enough money could have been borrowed to pay the operating
expenses. Therefore the corporation sold this asset at a considerable
loss. The following figures are assumed. The corporation had a net
income under the provisions of the code of $15,000. It had it capital
loss of $50,000. It could take only $2,000 of that loss, which left a
subchapter A net income of $13,000.

It had no earnings or profits accumulated since March 1, 1913. In
computing its subchapter A net income it was allowed to deduct only
the $2,000, but in determining whether or not the corporation had any
earnings or profits for the year the total capital loss of $50,000 was
deducted, leaving a net loss of $35,000. 'The corporation therefore
had no current earnings or profits to distribute. The corporation had
a pre-March 1, 1913, surplus, and it (lid in fact distribute more than
its subchapter A net income. This distribution, however, was not a
dividend, and no dividends-l)aid credit wits allowed. There were no
other deductions from the subchapter A net income, so that net income
became the statutory undistributed subchapter A net income, on which
a tax of $9,350 was'assessed.

The above therefore was a case where the corporation was obliged
by the circumstances to incur a capital loss which it would not have
voluntarily incurred otherwise.

2. In another case the taxpayer-a personal holding conl)any-leld
stock in another corporation. 'It did not have the controlling 'interest
in such other corporation. The other corporation liquidated, and,
because of the high basis of the stock in that corporation held by tax-
payer, and the small value of the distribution received on liquidation,
the taxpayer sustained a substantial capital loss which more than wiped
out its earnings and profits for the current year. It had no accumu-
lated earnings and profits.

Here again the capital loss was allowed only to the extent of $2,000
in figuring the subchapter A net income; the taxpayer had no earn-
ings or profits to distribute and so could not get a consent-dividends
credit; and there was no other deduction to be made from the sub-
chapter A net income. Therefore, the subchapter A net income be-
came the undistributed subehapter A net income, on which the surtax
was assessed.

The above was a case where the corporation had a capital loss forced
upon it. This corporation also distributed much more than its entire
income for the year.

3. The same situation has arisen where a corporation has an impair-
iment of capital at the start of the year. It makes its profit during
the year but so much of the profit as is necessary to restore the capital
impairment is treated as having been put back into the capital struc-
ture of the corporation and only the balance is treated as earnings and
profits available for distribution.

This in turn cuts the dividends-paid credit to the excess of the earn-
ings and profits over the impairment of capital and although the cor-
poration paid out more than its income for the year the court held
that only a part of that payment was a dividend.

Alternative 7nethods of curing inequty.-We submit that the hard-
ship and inequity should be eliminated and we submit three alterna-
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tive methods or formulas, in the order of our preference, by which
the elimination could be accomplished:

First prefrenee.-And section 505 by striking therefrom para-
graph (d).

Tlhe efrect of this amendment would be to allow personal holding
Companies long-term capital losses ill full find short-term capiital losses
to tie extent of short-term cal)ital gains as reductionss in commuting
the surtax omi the undistriluted subchapter A net income.

Senator CONNALLY. Let me ask you there, in the case of cal)ital
losses, would it be possible, under that provision, for the company to
choose what year to take those losses?

Mr. Bmaos. I think it would.
SAIIitor CONNALLY. In other worIs, if the taxes were high. they

would take them, and when the taxes were low, they would not take
them ?

Mr. Bimiaos. I think it would be a possibility of exercising a choice
there.

Senator 'CONNAMLY. The statistics of the Treasury show that is the
habit. Naturally, it. is all right, as long as they can (to it inder the
law. 'Ihey withhold taking losses until rates get )retty high, and
then they ill at. once discover that they ought to take the.e losses.

Mr. BIGGos. If it is a rather lpreCarious change, I have a better
proposal which would suit us all right.

Second preference.-Sectiou 23 (g) (1) reads as follows:
Losses from sales or exchanges of capital assets shall be allowed only to the

extent provided in section 117.

We propose that section 117 (d) be amended to read as follows:
Long-term capital losses shall be allowed, but short-term capital losses shall

be allowed only to the extent of short-term (capital gains, except In the case of
a personal holding company, as defined in seelion 591 (a), capital losses shall be
allowed only to the extent of $2,000 plus capital gains.

Section 505 (d) provides:
The net income shall be conmlted without regard to section 117 (d) and( (e)

and losses from sales or exchanges of capital assets shall be allowed only to the
exteiit of $2,000 plus the gains front such sales or exchanges.

'Fihe effect of that would be in the case that I l.ut, the personal hold-
ing company, while it really did not have any income at all, yet, for
the purpose of these sections, it would have a net income. In other
words, it would have to pay the normal corporation tax which, in
the case of a corporation having more than $25,000 earnings, would be
30 percent, n1l then upon that would be superimposed the defense tax
of 10 l)ercent, and then the corporation Surtax of 6 percent, so you
get a tax of around 35 percent. That would be a special penalty which
would be imposed 111)011 n1 personal holding company, and the ordinary
corporation in a similar situation would not pay any tax at all.

We propose, in connection with the above ami dment of section
117 (d) that the above-quoted paragraph (d) of section 505 be stricken
out, and that a new paragraph (a) (4) be added to section ,505, to read
as follows:

Tite amount of capital losses not allowed as a deduction under section 117 (d).

The effect of these amendments proposed tinder this second pref-
erence would be a penalty to a personal holding company by requiring
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it to pay a normal corporation income tax without any deduction for
capital losses of more than $2,000, plus the gains from sales or exchanges
of capital assets; but in the computation of the surtax on the undis-
tributed subchapter a net income,' "the personal holdim,_ company would
be allowed to deduct all capital losses not allowedT as a deduction
under section 117 (d) (amended as proposed).

Third preferevve.-We propose that subsection (i) of section 27 be
amended so as to read as follows:

Except for the purpose of computing the undistributed subchapter A net Income
of a personal holding company, if any part of a distribution (including stock divi-
dends and stock rights, is not a taxable dividend in the hands of such of the
shareholders as are subject to taxation under this chapter for the period In which
the distribution is made, such part shall not be included In computing the basic
surtax credit.

And we further propose that section 28 be amended by adding a
subsection, as follows:

For the purpose of computing the undistributed subehapter A net income of a
personal hohing company the basic surtax credit shall include amounts dis-
tributed to share'.olders either from earnings or profits accumulated after Feb-
ruary 28, 1913, or from any other source, provided that each shareholder of the
corporation includes such distributions in his income-tax return for the year in
question, as taxable income; and shall also include a consent-dividend credit
equal to the total summ agreed to be Included in the gross income of time shareholders
by their consents filed under subsection (d) of section 28.

The effect of the amendments proposed under this third preference
would be to give the personal holding company a consent-dividends
credit in computing its "undistributed subehapter A net income" where
distributions are made to its stockholders and where a sum is agreed to
be included in gross earnings of the shareholders by their consent. .

Senator CONNALLY. Your theory being, since the purpose of the act is
to make them distribute dividends, that when they do distribute them,
they ought to be free from taxI

Mr. BuiGos. I think so. And that is the hardship that we think is
caused unjustifiably by the provisions to which we have called attention.

Ef forts to have inequity elinnated.-We have, on numerous occa-
sions, taken this matter up with the Treasury Department, with the
Legislative Counsel of that Department and with the office of the
General Counsel of the Bureau of Internal Revenue. We understand
that other representatives of personal holding companies have like-
wise taken this matter up. We have been assured by the Treasury
Department, by its legislative counsel, and by its General Counsel
for the Bureau of Internal Revenue, that the inequity of which we are
now complaining is recognized, and the same should be remedied.
We submitted the matter to the Ways and Means Committee of the
House. We understand that the Treasury Department is prepared
to submit recommendations as to how the" inequity should be elimi-
nated, but we have not yet had access to such recommendations.

We also considered this matter with the conference committee legal
staff.

Schedule .- Certain sections of Internal Revenuie Code. "Personal
holding company income" as defined in the act, does not enter into the
computation of taxable income of a personal holding company (the
tax being computed on the "undistributed subchapter A net income"),
but is purely a test to determine whether 80 percent of a corporation's
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gross income is of such a nature as to bring it within the classification
of a personal holding company.

In order to arrive at the "undistributed subchapter A net income,"
we start with the ordinary taxable net income of the corporation.

The "subchapter A net income" is determined as follows:
SEC. 505 (Internal Revenue Code). For the purposes of this subchapter the

term "subehapter A net income" means tile net lnO('olle with the following
adjustlments :

(a) Additional dcductions.-There shall be allowed as (leductions-
(1) Federal income, war profits, and excess-prolits taxes paid or accrued

during the taxable year to the extent not allowed as it deduction under section
23; but not including the tax imposed by section 102, section G00, or a section
of a prior income-tax law corresponding to either of such sections.

(2) I1 lieu of the deduction allowed by section 23 (q), contributions or gifts,
payment of which Is jiade within tie taxable year to or for the use of donees
prescribed in section 23 (q) for the purposes thereill specified, to an amount
wiich does not exceed 15 percent of ti taxpayer's net income, computed with-
out tile bilefit of this paragralh ilt( section 23 (q) mid without the deduic-
tion of the amount disallowed under subsection (b) of this section.

(3) In the ease of a corporation organized prior to January 1, 1936, to take over
the assets and liabilities of the estate of a decedent, amounts pai( in liquidation
of any liaiiiity of the Corporation based on tile liability of the deedelit to make
contributions or gifts to or for the use of donces (leseribed in seetih 23 (o) for
the purposes therein speeitied, to the extent such liability of tile decedent existed
prior to January 1, 1934. No deduction shall be allowed under l)aragralh (2) of
this subsection for i taxable year for which a deduction is allowed under this
pa ragra ph.

(b) Deductions not alloired.-Thie aggregate of the deductions allowed under
section 23 (a), relating to expenses, and section 23 (1), relating to depreciation,
which are alloeable to the operation and maintenance of property owned or oper-
ated by. the corporation, shall be allowed only il all anlount equal to the rent or
other coinpensatioln received for the use of, or the right to use, the property,
unless it Is established (under regulations prescribed by the Commilssioner with
the approval of the Secretary) to the satisfaction of the Commissioner:

(1) That the rent or other compensation received was the highest obtaimable,
or if none was received, that none was obtainable;

(2) That tle property was hehll in the course of a business carried on bonn fide
for profit; and

(3) Either that there was reasonable expectation that the operation of the
property would result in a profit, or that the property was necessary to the Coll-
duct of the business.

(c) Net loss carry-over disallozwed.-The deduction for net operating losses
provided in section 23 (s) shall not be allowed.

(d) Capital losss.-Tle net income shall be computed without regard to see-
tion 117 (d) and (e), and losses from sales or exchanges of capital assets shall
be allowed only to tie extent of $2,000 plus tie gains from such sales or exchanges.

The "Undistributed subchapter A net income" is determined as
follows:

Sc. 04 (Internal ]Revenue Code). For the purposes of this subehapter tie
term ",redistributed subehapter A net income" means the subchapter A net income
(as defined il section 505) minus-

(a) The amount of the dividends-paid credit provided in section 27 (a)
without tile benefit of paragraphs (3) and (4) thereof (computed without Its
reduction, under uection 27 (b) (1), by the amnoulit of the credit provided in
scetion 26 (a), relating to interest on certain obligations of the United States
and Government corporations) ; but, in the computation of the dividends-paid
credit for the purposes of tills subclapter, the amount allowed under subsection
(c) of tilts section or of section 405 of the Revenue Act of 1938 In tie com-
plUtation of the tax under this subelapter or under title 1A of the Revenue Act
of 1938 for any preceding taxable year beginning after December 31, 1937, shall
be considered as a dividend paid In such preceding taxable year and not in the
year of distribution, and il the computation of tile dividend carry-over for the
purposes of this subchapter, the term "adjusted net income" as used il section
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27 (e) means the adjusted net incolue minus the deduction allowed for Federal
taxes under section 505 (a) (1) :

(b) Amounts used or irrevocably set aside to pay or to retire Indebtedness
of any kind Incurred prior to January 1, 1934, if such amounts are reasonable
with reference to the size and terms of such indebtedness;
(c) Divldends paid after the close of the taxable year and before the 15th

day of the third nionth following the close of the taxable year, Is elah1ed reder
this subscction In the return, but only to the extent to which such dividends
are Includable for the purposes of chapter 1, in the conputation of the basic
surtax credit for the year of distribution; but the amount allowed under this
subsection shall not exceed either:

(1) The accumulated earnings and profits as of the close of the taxable
year; or

(2) The undlitributed subchapter A net Income for tle taxable year coin-
puted without regard to this subsection; or-

(3) 10 percent of the sun of- -
(A) The dlvldeads paid during the taxable year (reduced by tie amount

allowed under this subsection Ia the computation of the tax under this sub-
chapter for the taxii, year preceding the taxable year or, in the case of a
taxable year begh, .ig in 1939, by tile amount allowed under section 405 (c)
of the Revenue . t of 1938 in the computation of the tax under title 1A of
such act for Pa liable year beginning prior to January 1, 1939) ; and

(B) The (.inselW-dividends cre(lit for the taxable year.

The "dividends-paid credit" is determined as follows:
SF. 27 (Internal Revenue Code). (a) Definition in gcneral.-As used in

this chapter with respect to any taxable year the term "divIdends-plaild credit"
mne1ans the slnil of:

(1) The basic surtax credit for such year, computed as provided in sub-
section (b) ;

(2) Tie dividend carry-over to such year, computed as provided In subsee-
tion (c) ;

(3) The aniount, if any, by which any deficit in the accumulated earnings
and profits, as of the close of the preceding taxable year (whether beginning ort,
before, or after January 1, 1939), exceeds the amount of the credit l)rovi(ded Ii
section 26 (c) (relating to net operating losses), for such preceding taxable year
(if beginning after I)ecember 31, 1937) ; and

(4) Amounts used or irrevocably set aside to pay or retire indebtedness of
any kind, If such amounts are reasonable with respect to tle size and terms of
such indebtedness.

As used Il this paragraph the tern "indebtedness" means only an indebted-
ness of the corporation existing at the close of business on December 31, 1937,
and evidencMd by a bond, note, debenture, certificate of indebtedness, mortgage,
or devil of trust, issued by the corporation and Il existence at the close of lusiless
on December 31, 1937, or by a bill of exchange accepted by the corporation prior
to and in existence at, tie close of business on such (late. Where the indebted-
ness is for a lrincil)al sum, with interest, no credit shall be allowed under this
paragraph for amounts used or set aside to pay such Interest. A renewal (how-
ever evidenced) of an indebtedness sliall be considered an Indebtedness.

The basic surtax credit is determined as follows:
SFC. 27 (Internal Revenue Code). * * * (b) Basie surtaa eredit.-As

used in this chapter the terni "basic surtax credit" means the sum of:
(1) The dividends paid during the taxable year, increased by the consent-

dividends credit provided ii section 28 and reduced by the amount of the credit
provided Ili section 26 (a) relating to interest on certain obligations of the United
States and Government corporations:

(2) 'The net-oporating-loss credit provided in section 26 (c) (1).
(3) The bank-affiliate credit provided in section 26 (d).

rThe aggregate of the amounts under paragraphs (2) and (3) shall not exceed
the adjusted net Income for the taxable year.

Section 27 (i), however, provides as follows:
Sfc. 27 (Internal Revenue Code). * * * (1) Nontaxable distributions.-If

any part of a (lstribution (Including stock dividends and stock rights) Is not a
taxable dividend in the han(ls of such of tle shareholders as are subject to taxa-
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tion under this chapter for the period in which the distribution is made, such
part shall not be Included In computing the basic surtax credit.

The consent-dividends credit is defined as follows:
SEC. 28 (Internal Revenue Code). (a) Definitions.-As used in this section-
(4) Consent distribution.-The term "consent distributionn" means tihe distri-

bution which would have been made If on the consent dlivilends day (as defiled
in paragraph (3)) there had actually been distributed In cash and received by
each shareholder making a consent filed by the corporation under subsection (d),
the specific amount stated In such consent.

* * * * * * *

SEc. 28 (Internal Revenue Code). * * * (c) Allowance of credit.-There
shall be allowed to the corporation, as a part of its basic surtax credit for the
taxable year, a consent dividends credit equal to such portion of the total sum
agreed to be Included in the gross income of 31it reamollers by their consents filed
under subsection (d) as It would have beei entitlel to include in computing its
basic surtax credit if actual distribution e± fll anvin mut equal to such total sum
had been made in cash and each sharehol,'.er nmkinf; such a consent had received,
on the consent dividends day, the annor'At specified h the consent.

Now while this is a rather complicated ubject, I 1 )hope that, in a
measure, the committee has understood eic ind this inequity we sin-
cerely believe should be removed.

The CHAIImpAN. Thank you very much.
Mr. Bimious. I thank the committee for your kind attention.
(The complete mnimorandum by Mr. Briggs is as follows:)

MEMORANDIM ('ONCERNIN(G INEQuIiTRII PIOVISIONs OF 'TItE REVENUE AC'r

IMPOSINo A SURTAX ON PERSONAL. HOLDING COMPANIEs

By CHARI.S W. 131111(S, of St. Paul, Minim.

To the Honorable 11alter F. (leorge. 'halirman, and to the members of the Financeconliittrec, United S tate.,( Sciate:

I ain a niemuber of It firin of lawyers practicing i St. Pai, Mihm.
In representing, in a legal capacity, certain personal holihng companies, we have

encountered a very great hardship and Inequity resulting to many of these
companies by reason of the imposition of the so-cailed surtax on their "undis-
fributed s.n4ht)ter A, net income." Time definition of a personal holding com-
pany is one coined by a statute, a1s many other conceptions In the revenue act
are coined. We shall refer more specifically to this definition later on in tlhs
JneioranimUn. Briefly, such i company Is one, more than 50 percent In value
of whose stock Is owned by not more than five individuls, and 70 percent of
whose taxable income is of a restricted nature. It is a closely held corlioration
and not of time type that excited so much interest and adverse criticism a few
years ago.

We cannot hell) iut feel tint the Congress never Intended the imposition of
this surtax to work the way it does. It Is a rather curious thing, and arises
by reason of the combined effect of several provisions of the revenue act, to
which we shall call attention. We firmly believe that the Treasury Department
conc(-des time existence of time hardship and inequity which is the subject of this
iemoramndum, slid is prepared to recommend corrective amendments whenl re-
quested to do so. We took this matter up with the Ways and Means Com-
mittee of the House, but that committee did not have before it any recommenda-
tions of the Treasury Department.

Inasmuclh as the surtax on personal holding companies Is to remain in the
law (it is left there by house bill 5417 and made permanent by Sec. 109 thereof),
the Inequity as a substantive matter of tax tion should be removed by appro-
priate provisions in the bill ultimately to be enacted into law.

Example.-In order, at the outset, to focus attention upon the drastic nature
and effect of tills surtax on personal holding companies, we should like to give
an example of its workings:

Suppose a personal holding company has current earnings In time tax year of
$25,000, no capital gains and no prior accumulated earnings, and has capital
losses of $30,000. Suppose It distributes $25,000 to its stockholders.
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Under the "Subchapter A, net income" surtax provisions, this personal hold-
ing company is allowed to deduct only $2,000 of its capital losses for the purpose
of computing the surtax in question, which "subehapter A, net income," arbitrarily
determined by the act, would be $23,000 tinder section 500 (a) of the revenue
code. This personal holding company would pay as a surtax 65 percent of the
first $2,000 of this $23,000, 75 percent of the remaining $21,000, plus the defense
tax of 10 percent, or a total tax thus computed of $18,755. This imposition would
.amount to an aggregate percentage of over 80 percent.

The ordinary corporation-not one defined as a personal holding company-
In a similar situation with respect to current earnings and capital losses, would
pay no tax whatsoever. (See see. 117 (d).) The ordinary corporation is allowed
to deduct under that section all long-term capital losses and all short-term
capital losses which do not exceed short-term capital gains.
The curious and harsh result to the personal hloldling company arises by reason

of the fact that it cannot deduct from current earnings more than $2,000 of its
capital losses in computing its subchapterr A net income," because of the pro.
visions of section 505 (d) of the revenue act, and because of the further fact that
It cannot obtain or be allowed any "dividends paid credit" in computing Its
".unlistrilbuted subchapter A net income" under section 504 of this act.

Therefore, the burdensome surtax rates are applied to this so-called undls-
tributed income when the personal holding company had no income to distribute.
Its capital losses were more than its current earnings. Even though It distributed
all its current earnings, a surtax would nevertheless be Imposed. The company
is in a helpless position.

This unusual exaction becomes all the more an unjust penalty when the
-company suffers capital losses involuntarily. One such case Is where a corpora-
tion, whose stock is held by a personal holding company not in control of tMat
corporation, liquidates and causes a capital loss to that personal holding com-
pany. Such a loss would arise where the personal holding company's base for the
stock was higher than the amount realized by the personal holding company its a
result of the liquidation of the corporation above referred to. Another such case
Is where a personal holding company suffers capital losses by reason of securities
held by it becoming worthless for reasons entirely beyond its control. (See sec.
23 (g) (2).)

,ectiolms of Internal Rere ecm Code invrolvcd.-It might be helpful to skeletonize
certain sections of the Internal Revenue Code which create the inequity we ame
considering.

In order to arrive at the "undistributed subchapter A net income" of it per-
sonal holding company, we start with the ordinary net income of the corpora-
tion, computed in accordance with sections 22 and 23 and other applicable pro-
visions of the Revenue Act.

Firstly, the "subchapter A net income" Is computed.
Section 505 of the Internal Revenue Code provides as follows:
"For the purposes of this subchapter, the term 'subchapter A net income'

means the net income with the following adjustments:
"(a) Additioual dcducti is allolced.-(1) Federal income, war profits, and

excess-profits taxes paid or accrued during the taxable year * *
"(2) Certain contributions as defined.
"(3) In the case of a corporation organized prior to January 1, 1936, to take

over the assets and liabilities of the estate of a decedent, amounts paid In
liquidation of any liability of the corporation, based on the liability of tile
decedent to make contributions or gifts * * *.

"(b) Deduction for rent is not allowed in certain Instances.
"(c) Deduction for net operating losses provided in section 23 (a) Is (is-

allowed.
"(d) Capital 1088e.-The net income shall be computed without regard to sec-

tion 117 (d) and (e), and losses from sales or exchanges of capital assets shall
be allowed only to the extent of $2,000 plus the gains from such sales or ex-
changes."

The above paragraph (d) is the one with which we are vitally concerned here,
as its effect is to deny to the personal holding company, in the example given, the

right to deduct more than $2,000 for the purpose of computing the surtax on its
"undistributed subchapter A net Income."

Secondly, we compute the "undistributed subehapter A net income," which is
the amount to which the rates under section 500 (a) are applied in tile nmnner

above set forth.
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Section 504 of the Internal Revenue Code provides:
"For the purposes of this subchapter, the term "undistributed subchapter A

net Income ineans the subchapter A net Income (as defined in see. 505), minus--
"(a) The amount of the dividends paid credit provided in section 27(0) * **.
"(b) Amounts used or Irrevocably set aside to pay or retire an indebtedness

Incurred prior to January 1, 1934, If such amounts are reasonable * * *.
"(c) Dividends paid after the close of the taxable year, and before the 15th day

of the third month following the close of the taxable year, if claimed under this
subsection in the return, but only to the extent to which such dividends are
includable for the lrposes of chapter I in the computation of the basic surtax
cre(lit for the year of distribution."

Thirdly, as required by the provisions of section 504 (a), it will be seen that,
in the computation of the surtax, we are concerned with the dividends-palid
credit provisions, and, in turn, the consent-dividends credit provisions of the
Internal Revenue Code.

Section 26 provides:
"In the case of a corporation, the following credits shall be allowed to the

extent provided in the various sections imposing taxes-

"(e) Dirlidca(.-puid crcdit.-For corporation dividends-paid credit, see sec-
tion 27."(f) Co secnt-dividcils crcdit.-For corporation consent-dividends credit, see
section 28."

Section 27 provides:
"(a) As used in this chapter with respect to any taxable year, tle term 'divi-

dends-paid credit' means the sum of:
"(1) Tile basic surtax credit for such year computed as provided in sub-

section (b).

"(b) As used in this chapter, the term 'basic surtax credit' means the sum of:
"(1) The dividends pail during the taxable year, increased by the consent-

divilends cre(lit proviled in section 28. a a a

"(1) If any part of a distribution (including stock dividends and stock rights)
is not a taxable dividend in the hands of such of the slareholders as are subject
to taxation under this chapter for the period il which the distribution Is made,
such part shall not be included in computing the basic surtax credit."

Section 28 provides:"(a) * a a
"(4) Tile term 'consent distribution' means tile distribution which would have

been madle if on the consent-dividends (lay (as defined in paragraph (3) ), there
had actually been distributed ill cash and received by each slareholer making
a consent filed by tile corporation under subsection (d), the specific amount
stated ill suel consent.

"(c) There shall be allowed to the corporation as part of Its basic surtax
credit for the taxable year a consent-dividends credit equal to such portion of
tIe total sum agreed to be Included il tie gross income of shareholders by their
consents filed under subsection (d), as it wouhl have beent entitled to include ill
comlputing its basic surtax credit if actual distrilbution of 011 amount equal to
such total su1 had been made lit cash mid such slreholder Illakihg such a
consent iad received on tile consent day the ailount specified in the consent."

Thus, it will be seen that, us a result of tile application of the foregoing
provisions, the personal holding company i the example we have heretofore
given, could not obtain any dividends pald credit, bec-ause tile capital losses
having wiped out the current earnings, a distribution to the stockholders would
not be a taxable dividend to the stockholders.

Furthermore, tile personal holding company in the example given couhl not
obtain any credit under tile consent dividends paid credit provisions.

Deflnition of personal holding company.-The term "personal holding com-
pany" is an arbitrary conception.

By section 501, it means any corporation at least 80 percent of whose gross
income for the taxable year Is personal-holding-company Income with respect
to any taxable year beginning after December 81, 1936, and 70 percent of whose
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taxable income for any year thereafter is per.soial-holding-conipany income,
and more than 50 percent in value of whose outstanding stock is owned
directly or Indirectly by or for not more than live Individuals. The term"personal holding company," however, does not include a bank, life Insurance
compally, a surety company, or a foreign personal holding company, or a
licensed personal finance company.

Tlie term "personal holding company Income" means the portion of the gross
lincome which consists of dividends, interest, royalties, annuities, except in the
case of regular dealers in stocks or securities, gains froin the sale or exchange
of stock or securities, rents, mineral, oil, or gas royalties, In certain Instances,.
and certain other types of Income defined by statute.

Hialory anld background of provisions.-The history and background of the.
provisions with which we are dealing are as follows:

A good many years ago, ill order to discourage the accumulation of earnings.
by corporations, Congress imposed surtaxes oil corporations Improperly accum-
lating surpluses.

The Revenue Act of 1934 retained the surtax on corporations im)romerly
accumulating surpluses, but fin addition it imposed new surtaxes oil personal
holding companies by way of what Is called surtaxes oil "undistributed sub-
chapter A net Income." This act also limited the deductibility of capital losses
Incurrtd, and allowed i deduction not to exceed $2,000 for net capital losses.
This limitation wits evidently designed to prevent taxpayers offsetting depres-
sion losses against taxable Income. Tills $2,000 limitation applied to ill tax-
payers, corporations, personal holding compaiies, and Individuals.
The 1P36 Revenue Act continued the $2,000 limitation on calpital losses which

could be deducted by all taxpayers.
The 1938 Itevenue Act removed this limitation as to individls, but con-

tlimed It as to corporations, Including personal holding companies, so that they
cold11, nuder this act, still deduct only $2,000 of capital losses. Tils act applied
to 1938 and 1939 returns.
The 1939 Revenue Act anmnded tile Internal Revenue Code in many par-

ticulars, effective and aplllicable for the 1940 cal(lar year. Section 117, which
has to do with capital gains and losses, paragraph (d) wits amended to read.
Ls follows:

"(d) liniitution on 'apital losscs.-Long-terili capital losses shall bo allowed,
hut short-term capital losses shall he allowed only to the extent of sort-erm
Capital gainss"

Tiihis paragraph (d), npplied in computing tile net lacome of corla atols
and individuals for tile purposes of normal Income taxes, is applicable to per-.
so ,al ldillg companies . But paragraph (d) was added to section 505, "1h,
effect of which is to (isimllow all capital lo.ses lit excess of $2,0(() plus capital
gains, in comnpufting the surtax on the "undistrilmted sublhalter A net income,"
as previously pointed out.

7'!!Pical (11d netual eases of inequality.-The effect of tile statutory provisions
hieeiiaihove considered till(] referred to have been considered 1y us il out
office il several cases. Tile following are typical (amounts are assumed) :

1. In oilie case, the personal holding company 1ai borrowed up) to the Ilnilt
on its m:rketable assets. It had to have monlney to pay the operatlg exl)(,-',"
of tli corporation. It had some stock which was unpledged allot which could'
be sold at a considerable loss but on which nIot enough illoney could have beell
borrowed to pay the operating expenses, 'Therefore the corlomratioli sold( thi.

asset at a considerable loss. The following figures lre assmed. The corlola-
lioll had a liet income under the provisions of the (ode of $15,C00. It hil(d a
ca)t1al loss of $50,C0.0. It could tilke only $2,0C0 of that loss which left a"sulhapter A net income" of $13,000. It ha(1 no earnings or profits accumun-
lated since March 1, 1913. It comlmiting its "subchapter A net Income," it
wis allowe(d to deduct only the $2,('00, hat in d(eterminhig whether or not the
coiorathim had ally earnings om' profits for the year, the total capital ho.:s
of $50.C0o was deducted leaving a net loss of $35,000. The corporation there-
tore had no current earnings o1 profits to (listrilute. Tihe corporation had a
1,re-March 1, 1913, surplus and it Mild In fact distribute more than its "sb-chapter A net income." This distribution, however, was not a dividend, and'
no "dividends 111d credit" was allowed. There were no other deduct i(,; fr.o.u
the "suhlchapter A net income," and so that net income became tile statutory"undistributed subebapter A net income" on which a tax of $9,350 was:
aissess ed.k



REVENUE ACT OF 1941 549

The above therefore was a case where the corporation was obliged by the
circumstances to Incur a capital loss which it would not have voluntarily
Incurred otherwise.

2. In1 another case the taxpayer, i personal holding company, held stock In
another corporation. It (hl1 not have the controlling Interest iII such other
corporation. Tie other corporation liquidatd, and because of tie high basis
of tie stock III tlt corporate ieli by taxpayer, and the small value of the
(list ribution received on liquidation, the taxpayer sustained a substantial calltal
loss which more than wiped out Its earnings and profits for the current year. It
hid no accunuilated earnings and profits. Here again, the capital loss was
allowed only to the extent of $2,000 in figuring the "subehapter A net income";
the taxpayer bad no earnings or profits to distributee and so coull not get a
'consent dividends credit"; and there was no other deduction to be made from
the "subelhapter A net income." Therefore, the "subchapter A net income" be-
came the "undistributed subelmpter A net income" on which the surtax was
assessed.

The above was i1 case where the corporation had a capital loss forced ipon
It. This corporation also distributed much more thalm its entire income for
lhe year.

3. The same situation hus arisen where a corporation has an impairment of
capital at the start of the year. It makes its profit during the year, but so
much of the profit as is necessary to restore the capital Impairment is treated
as having been put back into the capital structure of the corpolrtiol, and only
the balance Is treated as earnings nd profits available for distribution.

This, III turn, cuts the "dividends paid credit" to the excess of the earnings
and profits over tile impairment of (.llital, an(1 although the corporation
paid out more than Its income for the year, the court held that only a part of
that payment wits at dividend.

Altcrnatire merthods of curing inequity.-We submit that tie hardship and
inequity should be eliminated, and(1 we submit three alternative methods or
formulas, ill the order of our preference, by which the elimination couhl be
accomlllished :

Pirst prcference.-Amend suction 505 by striking therefrom laragraph (d).
Tie effect of this amlndmenl wouhl be to allow personal holding cmlpmies

long-termi capital losses in full and short-term capital losses to tile extent
of short-term capital gains as deductions in computing the surtax Oil tile
"un(listrill(d subelmlpter A net income."

8ccond prcfercuce.--Setliml 23 (g) (1) reads as follows:
"Losse's from sales (r exchanges of capital assets shlll be allowed only to

til extent llrovid(ed in section 117."
We propose lhat section 117 (d) be anenlded to read as follows:
"Long-term capital losses shall It allowed, but short-terl capital losses

slmll 1e allowed only to tho extent of short-term capital gains, except imi.
the case of it p-'rsonal holding company, is declined it) section 501 (a1), capital
losses slll be allowed only to tile extent of $2,C0') lis capital gains."

Setion 505 ((d) provides:
"Tile net incom slll be (omlpted without regard to section 117 (d) and

(e), and losses fronl sales or exchanges of capitall assets shall e allowed only
to the extent of $2,000 phis time gains fromn such sales or exchanges."

AVe propose, iII connection with thi above amendment of section 117 (d),
that the alove-quoted llragliaph (d)p of section 505 be stricken out, and
that a iew paragraph (a) (4) be added to section 505, to read as follows:

"The amnount of capital losses not allowed is a deduction under section
117 (d)."

The effect of these amendments proposed under this second preference would
ie a penalty toi a personal holding company by requiring it to pay a normal
('orpolli tlotI income tax without tiny deduction for capital losses of more
tlimn $2,00, phis tie gains from sales or exchanges of capital assets; but
in the computation of the s11tax oil the "undistributed subclimpter A net in-
come," tie personal holding company would be allowed to deduict all capital
losses not allowed as a reductionn under section 117 (d) (amended as proposed).

Third pref'crae.-We propose tlt subsection (1) of section 27 be amended
so as to read as follows:

"Except for the purpose of collputing the undistributed subchapter A net
Income of a personal holding company, if tiny part of a distribution (including
stock dividends and stock rights) Is not a taxable dividend In the hands of

01977-41---36
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such of the shareholders as are subject to taxation under this chapter for
tile period In which the distribution is made, such part slall not be included
In computing the basic surtax credit."

And we further propose that section 28 be amended by adding a subsection
Its follows:

"For the purlose of computing the undistributed subchapter A net Income of
a personal holding company, the basic surtax credit shall Include amounts dis-
tributed to shareholders either from earnings or profits accumulated ifter
February 28, 1913, or from any other source, provided that each shareholder of
the corporation includes such distributions In his income-tax return for the year
iII question as taxable income ; and shall also Include a consent dividends credit
equal to the total sum agreed to be included in the gross income of tile share-
holders by their consents flied under subsection (d) of section 28."

The effect of the amendments proposed under this third preference would be
tio give the personal holding company a consent dividends credit it computing its
"Undlstributed subchapter A net income," where distributions are made to its
stockholders.

Effort to have inequality eliminatcd.-We have, on numerous occasions, taken
this matter up with the Treasury Department, with the legislative counsel of
that Department, and with the oflice of the general counsel of the Bureau of
Internal Revenue. We understand that other representatives of personal holding
companies have likewise taken this matter up. We have been assured by the
Treasury Department, by Its legislative counsel, and by its general counsel for the
Bureau of Internal Revenue, that the inequity of which we are now complaining
is recognized, and that the same should be remedied. We submitted tile matter
to the Ways and Means Committee of the House. We understand that the
Treasury Department is prepared to submit recommendations as to how the
Inequity should be eliminated, but we have itot yet had access to such recom-
mendations.

BRioas, GILTBFMT & MACCARTNEY,
Attorney at Law,

By CHASE. W. IRIoS.
Attached is schedule 1, containing verbatim copies of certain pertinent sec-

tions of the Internal Revenue Code.

SCHEDuLE 1.-Certaiht sections of Intcrnal Revenue Code

"Personal holding company income" as defined In the act does not enter Into the
computation of taxable Income of a personal holding company (tile tax being
computed on the "undistributed subehapter A net Income") but Is purely a test
to determine whether 80 percent of a corporation's gross income Is of ,-uch nature
as to bring It within the classification of a personal holding company.

In order to arrive at the "undistributed suhehapter A net income" we start with
the ordinarily taxable net Income of the corporation.
The "subchapter A net Income" Is determined as follows:
"Sue. 505 (Internal Revenue Code). For the purposes of this subchapter the

term 'subehapter A net Incomne' means the net Income with the following adjust-
ments:

"(a) Additional deduetion.-There shall be allowed as deductions-r-
"(1) Federal income, war-profits, and excess-profits taxes paid or accrued dur-

ing the taxable year to the extent not allowed as a deduction under section 23; but
not including the tax Imposed by section 10'2, section 500, or a section of a prior
Income-tax law corresponding to either of such sections.

"(2) In lieu of the deduction allowed by section 23 (q), contributions or gifts,
payment of which Is made within tle taxable year to or for the use of donees
described In section 23 (q) for the purposes therein specified, to an amount which
does not exceed 15 percentum of the taxpayer's net Income, computed without the
benefit of this paragraph and section 23 (q), and without tite deduction of the
amount disallowed under subsection (b) of this section.

"(3) In the case of a corporation organized prior to January 1, 1930, to take
over the assets and liabilities of the estate of a decedent, amounts paid in liqui-
dation of any liability of the corporation based on the liability of the decedent to
take contributions or gifts to or for the use of donees described in section 23 (o)
for time purposes therein specified, to the extent such liability of the decedent
existed prior to January 1, 1934. No deduction shall be allowed under para-
graph (2) of this subsection for a taxable year for which a deduction Is allowed
under this paragraph.
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"(b) Deduction8 not alfnvcd.-The aggregate of the d-d,,ltIons allowed under
section 23 (a), relating to expenses, and section 23 (1), relating to depreciation,
which are allocable to the operation and maintenance of property owned or
operated by the corporation, shall be allowed only in an amount equal to the rent
or other compensation received for the use of, or the right to use, the property,
unless it is established (under regulations prescribed by the Commissioner with
the approval of the Secretary) to the satisfaction of the Commissioner:

"(1) That the rent or other compensation received was the highest obltainable,
or, if none was received, that none was obtainable;

"(2) That the property was held in the course of a business carried on bona
fide for profit; and

"(3) Either that there was reasonable expectation that the operation of the
property would result hi a profit, or that the property was necessary to the conduct
of the business.

"(c) Net lo8s carry-orCr disalloircd.-The deduction for net operating losses
provided in section 23 (s) shall not be allowed.

"(d) Capital lossRc.-The net Income shall be computed without regard to sec-
tion 117 (d) and (e), and(] losses from sales or exchanges of capital assets si1l1
be allowed only to tile extent 4," $2,000 plus the gains from such sales or ex-
('haliges."

The "undistributed subchapter A net income" is dete-mnined as follows:
"Src. 1501 (Internal Revenue Code). For the purposes of tll-, subchapter the

term undistributed subchapter A net Incoem' means the subchapter A net
income (as defined in section 505) minus-

"(a) The amount of the dlvdends paid credit provided in section 27 (a)
without the benefit of paragraphs (3) and (4) thereof (comul)ted without
its reduction, under section 27 (b) (1), by the anmunt of the credit provided
in actionn 28 (a), relating to Interest on certain obligations of the United
States and Government corporations) ; but, in tle cualmlaton of the dividenlds
paid cre(lit for the purposes of this subchapter, the anmoulli allowed under sub-
section (c) of this section or of section 405 of thle Revenue Avd of 1,)3S in
the computation of the tax under this subehapter or under Title 1A of lie
Revenue Act of 1938 for any preceding taxable year beginning after De(ember
31, 1937, shall be considered as a dividendd paid in such preceeding taxable year
and not in the year of distribution, and, in the computatlon of tlhe dividend
carry-over for the purposes of this subchapter, the terni adjustedd net income'
as used in section 27 (e) means tie adjusted net income minus the deduc-
tion allowed for Fe(eral taxes under section 505 (a) (1):

"(b) Aniounts used or Irrevocably set aside to pay or to retire indebtedness
of any kind incurred prior to January 1, 1934, if such amounts are reason-
able with reference to the size and terms of such indebtedness:

"(c0 Dilidends paid after the ('lose of the taxable year and before the 15th
day of the third month following the close of the taxable year, if claimed
under this subsction in the return, but only to the extent to which such
dividends are inelludible, for the purposes of chapter 1, In the computation
of the basic surtax credit for the year of distribution; but the amount allowed
under this subsection shall not exceed either:

"(1) Tite accumulated earnings and profits as of the close of the taxable
years; or

"(2) The undistributed subehapter A net income for the taxable year com-
pited without regard to this subsection; or

"(3) 10 per centum of the sum of-
"(A) The dividends paid during the taxable year (reduced by the amount

allowed under this subsection in the computation of the tax under this sub-
chapter for the taxable year preceding the taxable year or, in the case of a.
taxable year beginning in 1939, by the amount allowed under section 405 (e)
of the Revenue Act of 1938 in the computation of the tax under title 1A of
such act for a taxable year beginning prior to January 1, 1939) ; and

"(B) The consent dividends credit for the taxable year."
The "dividends paid credit" Is determined as follows:
"SE. 27 (Internal Revenue Code). (a) Definition in gencral.-As used in

this chapter with respect to any taxable year the term 'dividends paid credit'
means the sum of:

"(1) The basic surtax credit for such year, computed as provided in subsec-
tion (b) ;

"(2) The dividend carry-over to such year, computed as provided in sub-
section (c) ;
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"(3) The amount, if any, by which any elicit il tie accuinilted earnings
an1(1 profits, as of the close of the Irece(ling taxable year (whether beginning
on, before, or after January 1, 1939), exceeds the aniouit of tie' credit pro-
vhhed in section 26 (c) (relating to net operating losses), for such preceding
taxable year (if begining after Decenber 31, 1937) ; and

"(4) Amounts used or irrevocably set aside to pay or to retire In(lebted-
zess of any killd, if such amounts are reasonable with respect to tie size and
terms of such Indebtedness. As used Iin this lragraph 1the term 'ini(lebted-
ilss' menils only t an indebtednless of the corporlthlno existing at the Close of
lIsihiess oi )cember 31, 1937, and evidenced by ai bond, note, debenture,
crili('llthe of liiledteiiess, mortgge, or deed of trust, issued by the corpora-
(loll aiind1 ill existence lit the (lose of business ti leceniier 31, 1937, or by a
bill of exchange laccepthed by the ( corporation llior to and in existence at, the
close of business on such date. Where til( Idelbtedness is for 1i. )rihiipl suit),
with interest, no credit shall be allowed under this paragraph for aniounts
i.-ed or set 1ashh, to pay such Interest. A renewal (however evidlenced) of an
indeblediness siall be considered a indebtedness."

The "basic surtax credit" Is dletermined as follows:
"Sm. 27 (Internal Revenue Code) * * * (b) Basic surtax ('re(it.-As used

Ill this elil)ter the terl basee surtax creolit' means the sum of :
"1 1) 'i'le dividends Ia1(I during the tlaxibl( year, Increased by the consenlt-divi-

(en(Is ere(it l)rovihed in section 28, and reduced by the amtulot of the credit
provhled li section 26 (it), relating to interest on certain obligations of the United
States an( Government corporatios:

"12) The net operating loss (redlit provide(ld iix setion 26 (e) (1):
"(3) The bank affiliate credit provided lix section 26 (d).
Tlie aggregate of the amiounts under paragraphs (2) and (3) shall not exceed

Mel1, (ljusted net inconxe for the taxable year."
Section 27 (1), however, l)rovhles is follows:
"SF:c. 27 (Internal Revenue Code) * * * (1) Nontaxable distributions.-If

tiny part of a distrlbutio (including stock divilends s111(] stock rights) Is not a
taxable (lividen(d in the hands of such of tile shareholders Its are subject to taxa-
tim un(ler this chapter for the period in which the distribution is Inade, such part
slitill not le ihllded il comlting the basice surtax credit."

Thbe "(cn1e1nt-divihds credit" is defined as follows:
"SEc. 28 (Internal Revenue Code). (a) Definitions.-As used in this Section-

* * * * * • ,

"(4) Consent distribution.-The terill 'conselit (istribution' means the distribu-
dl wh11ich would have been made if, on1 the eonsent-dividhnds (Illy (as defiiedl It,
paragraph (3) ), there has actually been distributed lin cash and received 1)y each
slareholer making a consent, file(l by thie corporailoi under subsection (d), the
speeflc aniount stated Il such consent."

* * * * * * *

"Sc. 28 (Internal Revenue Code) * * * (e) Allowance of ercdit.-There
shall be allowed to the corlimration, iIs a part of Its basic surtax cre(lit for the
taxle year, a consent-dividends credit equal to such portioll of tile total sum
agreed to 11e Inclulded il the gross incollie of sharehllers by their consents filed
uiler subsectlon (d) as It would have been entitled to Include Ill Comnputilg Its
b1)sh. surtax credit if actial distribution of all alloulit equal to suchl total sui
had been m1d0e ill csh and each shareholder making suell a consent had received,
oil tile (onsent-divilelids d11y, the amlllount s1eified Ill the consent."

The CHAIRMAN. Mr. A. W. Clapp, of Tacoma, Wash.

STATEMENT OF A. W. CLAPP, TACOMA, WASH., VICE PRESIDENT,
WEYERHAEUSER TIMBER CO.

M%1'. CLAPP. Mr. Chairman, and members of the committee. I have
a statement. I do not intend to read it except in certain instances.

I would like to have it included in the record, if I may.
The CHAIRMAN. Yes, sir; we will be glad to have you include it in

the record.
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Mr. CiAPp. I am the vice president and general counsel of 'Weyer-
hiaeiler llllher Co., it lumber comp11an1y op)erating oil tile west coats.
In) making this appearance before til ( conililittee, I also re)resent some
other companies, mostly lumber companies which are more or less
related to each other.

We have ho (iispositionl to object to the substantial tax increases coni-
teml)lated by the pending bill. 'It is not my purpose to discuss rates as
such or the amounts to be raised from various sources, from inliivid-
twias, from corporations, or by so-called excise taxes.

The subjects that I wish t(; discuss are only provisions that we think
are inconsistent with what we conceive to be the true l)rinciples of
taxation ol. those which inflict unjustifiable and unnecessary discriin-
inations or hardships.

The first subject is the special 10-percent excess-profits tax imposed
under the special rile l)roposed in sect ion 201 of the pending bill. That,
was the subject covered by Judge Fletcher, representing the railroads,
a few days ago; and I think possibly you gentlemen have heard objec-
tions to that particular tax from other taxpaye'S, and will.

To state it shortly, a proposal to tax the difference het ween the in-
,come, tile average earnings of a1 corporation in the test years, and its
invested-calAita] credit.

It applies only to corporations who use the invested-capital credit.
Now, in the present law,-in the excess-profits-tax law of 1940, there

are two methods of computing your excess-profits credit,. We agree
that there should be those two methods.

The policy of allowing the average-earnings credit was based upon
the belief of Congress that it was unfair to tIx income or any earnings
beyond those earnings which, you might say, normally, in the test
years, tile corporation had mad(e. Congress might have stopped with
the provision for the average-earlnings method.

That average-earlings method, however, was and still is the more
controversial of ilie two methods: Iut. Congress (lid not stop with
providing the average-earniags method.

It did provide, because it knew there were sonie corporations, there
were very mally corporations, which in the test. years may have had
no profits, or may have had very few profits, that. until the corpora-
tion had earned in the current year a certain percentage upon its ill-
vested capital. which was 8 percent. ill the original law, it should not.
pay excess-l)rofits taxes because it would not be considered to have
excess profits.

As I say, we believe that there should be the two methods of con-
p)uting the excess profits granted. What we do object to, and we (to
object most strenuously, is to he asked to pay a 10-percent tax really
as a penalty upon our failure to earn in the test years 8 or 7 percent
upon our invested capital. To tax the difference 'between nothing, in
many thousands of cases, or 1 or 2 or 3 percent, on your invested capi-
tal, amd 8 or 7 percent is wholly illogical and inconsistent with the
permitted invested-capital metld.

We are given with one hand this invested-capital method, the right
to earn 7 or 8 percent, upon our invested capital, and with the other
hand it is wholly or partly taken away from us.

Senator CONNALLY. Are you referring to the defense tax of 10 per-
cent ?
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Air. CLAPP. No; I am referring to the special tax in this bill., which
is now in section 201 of this bill under what they call a special rule.

Senator CONNALLY. I see.
Mr. C('lu,. Now, this proposed 10-percent tax will affect and penalize

l)ractically all railroads, I am sure 99 percent of all lumber companies,
practically all coal companies, a large majority of mining companies,
to name only some of the classes of industry." It will not, only affect
and Ienalize them but it will penalize any corporation which, for any
reason, had, in the test ,ears, less than 7- or 8-percent. earnings upon
its invested capital. 'here are thousands-there must be thousands
audi thousands-of retail stores, department stores, all kinds of blsi-
nesses, whether large or small, 'whether they are )articipating either
directly or indirectly or not at all in what we call tie defense program.

Becatise I represent lumber companies I would like to give you some
statistics which will indicate the effect of this 10-percent ttx on the
Dourlas-fir industry. The Donglas-fir industry is in the western part
of WIashington and'Oregon. They produce approximately 30 percent
of all the softwood lumber that is produced in the United States.

The general statements I will make are based upon statistics con-
tained in a pul)lication called the Douglas Fir Industry, a study under-
taken by Dr. )exter M. Keezer for the Bureau of Research and Sta-
tistics of the Advisory Commission of the Council of National Defense.

Oai pages 2-5 to 41, Inclusive, he discusses the financial history of the
industry, of the Douglas-fir industry. It clearly appears-and I have
giiven the citations of the document in my statement--that for the in-
dustry as a whole the total earnings of th'e industry were such that the
total average earnings of the base years, counting a heavy-loss year,.
1938, as zero, could not have exceeded $4,500,000 ul)On a total apl)arent
invested cal)ital as of 1937-capital, surplus, and 50 percent of borrowed
capital-of al)l)roximately $292,000,000, or an average of 1.54 percent.

I am sorry to say, after my statement was prepared I found that
whereas in the statement of 'earnings there were included some 414
companies, in ,he statement of their capitalization were included only
391 so it is probable that this average of 1.54 percent is too small.

There are, of course, high-cost and low-cost, well-managed and
poorly managed companies. It is a moral certainty that. of the hun-
dreds of companies whose financial histories were analyzed l)y Dr.
Keezer, a very large majority of them had no earnings ini any of the
base years excepting possibly'1937 and would have no average earnings
or practically none.

In other NNvords, they would have to pay 10 percent on their earnings
of this year even tluogh they earned only 4 or 5 percent.

'These statistics they have given you are general statistics. I can
and will give you the results of particular companies that I know of
and represent.

These are four lumber companies in the Douglas-fir region, those
that I read, that are well-managed and are among the lower cost
operations.

One had average earnings in the test, period amounting to 2.25 per-
cent of invested capital and another 2.05 percent. another approxi-
mately 4 l)ercent, and the fourth. 8.21 percent.

554
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This last company is a comparatively small company, operating in
a very fine quality of timber with exceptionally favorable operating
conditions.

Judge Fletcher said the other day that there were only several-
I do not know whether he said three or four-of the railroad coin-
panies in the United States which could use the. average-earnings
method. Now, here is one company, and it is my judginent, I am quite
sure, that it may be the only lumber' company in the Douglas-fir region
that can elect to compute its excess-profits tax under the capital-
earnings method.

In other words, it would be the only company that would not be
subject to this 10-percent tax.

Earnings in the Douglas-fir industry in 1940 were greatly improved,
though few companies, and none of the four I have referred to, earned
enough to pay an excess-profits tax.

Present prospects for 1941 are that many lumber companies will
earn enough to pay the graduated excess-profits tax. Those which I
represent and, I amin sure, all in the Douglas-fir industry are willing
to pay the tax on all earnings over the .'- or 7-percent edit, willing
to pay. along with our more fortunate brothers who use the average-
earnings credit, whatever rate the Congress finds necessary to collect
from corporations; but we do object most emphatically to paying a
tax on earnings which are not excessive by any stan(lard.

Of the four I have mentioned two will pay a very substantial
graduated excess-profits tax.

Senator CONNALLY. On the invested-capital method?
Mr. CLAPP. Yes; on the invested-capital method.
Senator CONNALLY. All right.
Mr. CLAPP. Of course, we can only guess what the remainder of

the year will be, but on computations we make at present one will
pay over $4,000,000 of the graduated excess-profits tax.

I do not want you gentlemen to think that we are trying to get out
of anything, out'of paying the excess-profits tax; it is not that. We
are not arguing as to what the rates on excess-profits tax shall be; we
are willing, and I am sure that all of the lumber industry is willing,
to pay our share of excess-profits taxes.

Senator WALSH. Is that $4,000,000 estimated on the taxes under the
present law?

Mr.' CLAPP. I should have said it is e-stimated on the House bill, and,
of course, we have had to estimate what our earnings will be; but, as
nearly as I can figure it, it will be over $4,000,000.

Senator WALsH. Have you estimated what it would be under the
present law, assuming there is no change?

Mr. CLAPP. It probably would be around-we did not estimate it
but we imagine it would be around $2,000,000. You sce. there is really
a 10-percent increase in the rate and then, instead of getting 8 percent
on invested capital, we get somewhat less than 8 percent because some
of our invested capital is in the 7-percent class.

Our next proposition is that the graduation of rates should be based
not on dollar amounts of adjusted excess profits but largely upon the
percentage which those profits bear to the excess-profits credit.
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Mr. Sullivan, of the Treasury Del)artment, in his second apl)eaanca
before the Ways and Means Coimnittee, recommended that. Of course,
ill his second ;l 1)1)elIrallce lie recommended fill excess-profits tax based
11 poll invested capital and without the average-earnings method, and
he proposed that the rate of tax be based t1l)on the )ercentage which
the company in the current year na(le oil its invested capital. That
was the 1918 excess-l)rofits-tax law.

Well. whether you have one method or two, what we say is that the
rates of tax should be based u)on the extent to which the profits are
excessive. If a corporation, with the average-earnings met1d, makes
200 percent or 300 percent of its average earnings, it shoul pay a
higher rate of tax than tie corporation with the same adjusted excess-
profits income but whose increase in its earnings and whose excessive
earnings are only 9 or 10 pereent.

As it is at l)resent, the corl)oration that only increases its earnings
9 or 10 percent will pay, in certain brackets, more than the corporation
which has made two or three. tinies as lmuch as its previous earnings.

At the bottom of page 5 of my statement I have given an illustrative
schedule as to how rate brackets might 1be constructed.

In doing that I have assumned-I (1o not know that it is necessary
to assume-that Congress might continue to favor the smaller con-
panies, so tl)qt the schedule that I have is constructed on the principle
of making the lower rates af)ply oil the dollar amounts of adjusted
excess l)rofits but when you get into the higher amounts they are
a(djmsted oil the basis of 'ihe percentage which you adjusted excess
profits bear to your excess-profits credit, which, in the case of the
average-earnings method, is the average earnings in the test years.

Senator CONNALLY. YOu mean by that if a company made all aver-"
age over the 4 years of $100.000 aid now makes $200,000 that that
extra $100,000 ought to be tlie basis of the tax?

Mr. CLAPP. We will take two companies, each one of which made
$100,00 in the base years.

Senator CONN\ALLY. Yes.
Mr. CLAPP. Now, in the current year one of them makes $200,000.
Senator CONNALLY. Yes.
Mr. CLAPP. An(l the other makes $110,000.
Senator CONNALLY. Yes.
Mr. CLA.PP. Ill the higher brackets, at least, the company which has

only increased slightly sllould pay a lesser rate of tax.
Senator CONNALLY. That is whit I was getting at.
Mr. CLAPP. Yes.
Senator CONNALLY. You figure the one that makes $200,000 is mak-

ingy 200 percent compared to What it made during the base period and
therefore it ought to bear a heavier rate than the company that only
makes 10 or 15 or 25 percent more; is that your theory?

Mr. CLAPP. Yes. That was the theory of the 1918 excess-profits-tax
law and it was, as I said. recommended by Mr. Sullivan iin his second
appearance before the Ways and Means Committee.

I have an illustrative schedle, starting at the bottom of pa,-,e 563.
which will illustrate what I mean. Of course, we cannot suggest what
the rates of these brackets slall he; they will have to be fixed and the
brackets themselves will have to be fixeo1 Iy experts so that the Con-
gress may receive as much revenue as it, desires f rom the excess-profits
tax.
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Tie CHAIRM13AN. What you wish for is a percentage rather than a
flat dollar?

Mr. CLAPP. Yes. At least when you get beyond $50,000 or $25,000.
1 do not know that it is necessary to have ally exemption from the
percentage rate for even the small corporation, if it doubles its earn-
ings and another one just the same size and with the same record in
the test years has only a 10-percent increase, why, in that case, even
as between the small ones I think that the rates should be different.

The CHAIRMAN. The rate is different. It is broken down now on the
dollar basis.

Mr. CLAPP. That is true, up to $500,000.
The CHARUAw. But the theory of our excess-profits tax, Mr. Clapp,

is simply this, that when you 'get above the credit, whatever your
credit is, everything is excess profits, and by breaking it up on a
dollar-bracket basis you do aid the smaller corporations, you do
assist them; that is the theory, whether you would agree with it or not.

Mr. CLAPP. In my proposal you find that I have, up to the point
where the adjusted excess profits reach $50,000, based it upon the
dollar in order to take care of the small fellow.

I do not think you need go beyond that in this kind of a plan.
The CHAIRMAN. The Senate agreed with you on that point when we

passed the excess-profits tax but in conference we were not able to
prevail against the House, so we have this other system now; and
that is the theory of it.

Once you have had full benefit of your credits, whether you are on
the average-earnings basis or whether you are on the invested-capital
basis, anything above that in the way of earnings is excess profits, and
without regard to the percentage involved you simply break it up in
taxes, so much ul) to $25,000, so much after $25,000, and, in this bill,
60 percentt after $500,000.

Mr'. CLAPP. I understand, of course, the position that the Senate
took. I thiik it was correct.

It is just as simple to base your rates upon percentages to your
excess-l)ofits credit as it is to base them upon dollars.

The CHAIRMAN. Just the other view, though, prevailed.
Mr. CIAPP. What I am making is a plea that the other view now be

discar(led and that we start on the right principle. The real prin-
ciple, it seems to me-

Senator VANDENBERG. You just want the Senate to revert to its own
wi sdo11?

Alr. CIAPP. Exactly, Senator Vandenberg. I have given an illus-
tration of two rather large companies. That is on page 6.

Each of the companies makes an adjusted excess-profits income of
$2,200,000. Of course, I am not interested in any such corporation
as corporations B, which is a pretty large corl)oration, but you will
notice that on the same excess-p)rofits income the same tax is paid by
each corporation, although one of them has earned 22 l)ercet oil its
invested capital and the other one only 7.75 percent.

Senator CONNALLY. You mean the.y paid the same rate?
Mr. CLAPP. Yes; paid the same tax.
Senator CONNALLY. Is that right?
Mr. CLAPP. Yes, sir.
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The first one has made 300 percent, if it is on the average-earnings
basis, of its average earnings; and the second one has made only 109
percent. In other words, it has increased only 9 percent.

The first one may 1)0 profiteering; the second one, the fluctuation of
its income may be'only a normal fluctuation. I say that first corl)o-
ration should pay a higher rate of tax than the other corporation.

Now, of course, the other corporation, corporation B in this example,
is a very hirge corporation; it has enough money to pay the tax so it
may be said, "Well, it has got that big income; it can afford to pay
the tax."

I hope that the Congress is not going to allow the mere bigness of
corporations to affect it in prescribing corporation rates. I think
Congress has gone far enough in differentiating the corporations who
have an income under $25,000 from those who have over that, and
the reason that Congress has not,. in fact, placed a graduated sur-
tax upon corporations is, I assume, the well-known fact that it is the
stockholder of the corporation who bears the corporation tax, not the
corporation; the corporation hasn't anything; the crporation pays it
but it is the stockholder who bears it. In my statement I have
given some statistics which may or may not le appropriate, coil-
tained in Monograph 29, compileil as of December 31, 1937, in Investi-
gation of Concentration of Economic Power, the Temporary National
Economic Committee.

Now, from that it appears that in the 200 largest nonfinancial cor-
porations of the country there were 948,000,000, in round figures,
shares of equity stock. *These were held in 7,026,793 shareholdings
which averaged only 135 shares per holding.

In these same 200 corporations there were 6,189,709 shareholdings"
each of 100 shares or less. The shares so held were 167,144,000, or an
average of 27 plus shares per holding.
The average market value of each one of these holdings averaging

27plus shares was $931 plus.
Of the total of 7,026,000 shareholdings in the same 200 corporations,

6,689,000, or 95.2 percent, had a market value of less than $10,000
each; and the average annual income from holdings of $10,000 would
probably be not over $600.

Now, it is apparent that these smaller shareholdings are those of
individuals in the lower and lower-middle income brackets. I know
of no statistics with reference to the size of average shareholdings in
corporations smaller than the 200 largest nonfinancial corporations
that I have referred to but I think it can be said with confidence that
there is no such proportion of small shareholdings of the size men-
tioned in med im-sized or even smaller corporations. The fact is
that many millions of our people, desiring to invest part of their
money in equity stocks, naturally go to the stock market to buy and,
quite as naturally, invest in the better-known stocks.

Of the 200 corporations referred to above, the common stocks of
all but 21 are listed on a national exchange.

I wonder if I could be excused for just a moment and resume in
just an instant?

The CHAIMMAN. Certainly.

558



REVENUE ACT OF 1941

Senator DANAHER. Mr. Chairman, before you take up something
else I would like to ask a question which somebody here p erhaps can
answer. I think it is pertinent and it will fill in this interim.

The CIAIIM1AN. Yes, Senator.
Senator DANAIn. Is there anybody representing the Treasury who

can explain why they should permit. deduction of interest paic on a
deficiency for ain open. year r and deny the deduction of interest paid
on a deficiency for a closed year?

Mr. RAY. Senator, that sounds to me like a special point and I
would like to take that under consideration and prepare a reply in
answer to Senator Danaher.

The CHAIRMAN. If you will, furnish that to Senator Danaher. Get
his exact question and 'furnish him that information.

Senator DANAHER. It relates to what will be brought up presently
anyhow. I thought perhaps if we had the explanation of the Treas-
ury in the meantime we could follow more intelligently what is com-
in ~

TIr. CLAPP. May I proceed?
The CHAIRMAN. Yes; Mr. Clapp.
Mr. CLAPP. The third proposition relates to the allowance of de-

duction, in computing excess.l)rofits income as well as net income for
normal and proposed surtax, of interest paid on adjustments made
under section 734 of the Internal Revenue Code.

A few days ago, I think it was Tuesday, a gentleman from Boston,
Mr. Blodgett, appeared and discussed section 734, its administration,
and its effect. I am not going into a discussion of section 734 except
with respect to one point.

Now, that section provides, in effect, that if a taxpayer, in computing
its excess-profits-tax liability, takes a position inconsistent with that
taken in an income return in a )rior year which is not open, so that a
deficiency may 1)e assessed, it must, nevertheless, in making its excess-
profits return,. adjust the return of the prior year to make it consistent
with the position taken in the current year, and add to its exess-1)rofits
tax any additional income shown for the prior year, with interest at
the rate of 6 percent per annum.

Now, a good illustration is this: My company in 1927 sold to another
wholly unrelated company a large block of timber under an installment
contract. In 1933, in the depths of the depression, my company had
to cancel the contract and take the timber back.

The timber had been sold on an installment contract. At that time
the Commissioner had certain regulations with reference to the compu-
tation of profit. or loss upon the cancelation of an installment contract,
and we meticulously followed that regulation, and followed it because
we felt it was in consonance with the law.

Just within about 2 years the courts have decided that the Commis-
sioner was entirely wrong in the regulation, that the regulation did
not conform with the lav, and the courts laid down the correct rule
for ascertaining the income or the profit to be accounted for by the
cancelation of an installment contract.

Well, under the rule as laid down by the courts, we had understated
income in making ouir 1.933 return. Although we had followed the
regulations of the Commissioner, we had understated the profit on
the taking of that timber by considerably over $1,000,000.
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If we had known what the correct rule was, if we had had the courts'
decision at that time, we could have included it in our income for 1933
and paid tile taxes on it. I might say that tile Commissioner accepted
that. decisionn and changed his regulations.

But, of course, the year 1933 was closed; the Commissioner had no
right to make any deficiency assessment.

Now, in computing our invested capital for 1940 we want to include
that $1,000,000 or more profit as profits. of course; it was profits ac-
cording to tile true rule and it is a I)art of ourl earilld profits and
therefore a part of invested capital.

But when we do that we have to go back and figure what our tax
would have been in 1933, what we should have paid in 1933, and any
deficiency that we did not pay we have to add to our excess-profits tax,
together with interest at the rate of 6 il)rcent from tle time when we
should have paid, in 1933 or 1934.

Now to that we do not object. It is fair that if we want to have the
advantage of an invested capital on that profit which we did make in
1933, we could go back and pay the tax which we should have paid in
1933, t together with interest.

We have no objection to that. But under the law as it is drawn, the
way in which it is drawn , and I think perhaps it is inadvertent, we
cannot figure out that there is for us iny de(luction of the interest
that we paid.

Now, of course, we are not entitled to deduct this back tax that
we laid, but in all other cases where there are deficiencies tl,o law
provides that. we may deduct the interest from our income for the
current year; or if there is a refund, we must add tile interest.

Universally, so far as I know, that has always been the rule oil
deficiencies.

Now, that is all this is. Although it is a calcuhlt ion, it is not called
a deficiency; it is a calculation of what we should have paid in that
prior year, which is closed. 'To that we a(d the interest; and tile
whole we add to our excess-profits-tax assessment.

We think we should be entitled, as we always have been in the
eases of deficiencies, to a deduction for interest; not for all back
taxes, but for the interest that we paid.

The principle of section 734 with respect to income-tax returns has
been in the law as section 3801 of the Internal Revenue Code for, I
think, 3 years. In other words, as apl)lied to income-tax returns,
if you take a position which is inconsistent with that, you took in
)rior returns you must go back or the Commissioner can go back-
e can go back, however, only to 1932-and assess a deficiency for

whaltever tie tax might appeal, if you hia(1 maintained the samie post-
lion in tilat prior year that you now wish to make it. So in that case
it simply is a case of the assessment of a deficiency and you pay that
deficiency and you pay interest, but -you have a deduction for the
interest that you )ay, and even under' section 734 it applies only to
closed years. In otler words, if tie position which we now take
is inconsistent with tile position which we took il 1938 or 1939 this
section does not, of itself, apply; the Commissioner there las the right
to, and lie does, go back and* assess you the additional income tax,
id you pay the interest and you have a deduction for the interest.
Tile CIlAIRMAN. That is tile point of your coml)laint, is it'?
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CLP'. ( P'zAl. That is tihe l)oint of my CO)nl)lailit. We want a de(h-
tion for that interest that we paid ; anl1 that is the only point we comn-
plain of.

The CIRlnMAN. Ol the face of it, it looks like your co)laint is
very well founded. I think the Treasury ought to nke a Special
note of that-

Mr. RAY. Yes, Senator George.
The Cum\ItM, °. And see how that may be remedied.
Mr. RY. The TreasIIv is considering this particular section with

resect to that loint and1 a number of other )oints. It is a very
specialized prolem, and we will look into it, sir.

The C(HIi 31AN. Yes.
Senator DANAHEIR. Mr. Chairnian, ill that. caSe Ile nieed not write me

palticularly and specifically. because that is tile very point I had in
lily (uestiol. I think Ile is right.

'Mr. CLAPP. Just one word with reslI)cct to the cal)ital-Stock tax.
Judge Fletcher said the other day-this is tile capital-stock tax

and has nothing to do with the excise tax. We have no objection or,
at least. are not going to object to the increase in tile rate; but, as
Judge Fletcher pointed out tile other day, this capital-stock-Iax law,
together with the acconli)aiyiig excess?-what they call the declared-
value excess-l)rotits taxe,-were deliberately drawn so as to force the
taxpayer to declare enough and pay on a value for his capital stock
so Ile woull not be liable for the (l;clared-value excess-l)rofits tax.

Now, in normal times, and usually, the rule has been that you have
to declaree for 3 years. I think in 1939 there was a special rule made
that ill 1939 and 1940 you could increase your declaredd value but not
decrease it. In ordinary times it. may be" all right for the 1)0or tax-
)ayer to try to :-aculate what his income may )e for tle next 3 years,

but. here we have a, year which, in iy judgilient, is a high-profit year,
and we ImIust (lechle a value high enough to l)rotect us with rVSlpect
to outir income or earnings for 1941.

Now, if there should he a cessation of war l)y a negotiated peace or
otherwise in 1912 or 1943 my judgment is thiat the profit lia)iity in

1941 is just going to disapl)ear and we will be paying cal)ital-stoek
taxes on a valuation enormously in excess of that which we need to
)rotect ourselves against tile earnings.

0)n the other hand. of course. something else llay occur.
There is a mild-it may be that the word "mild" should not be

lise(l-tlier, is .; mild tendencv toward inflation. Now, suppose we
have an inflation which l)rogressively appears in 1942 and 1943.

O1 l)rofilt-allhough the dollar value, tie real value, mlay not Le
as miuchI i-ut nieaslred in dollars our' profits may just jump enlor-
ilously, and we have declined ourl value now on the l)asis of tile pre ent

value of the dollar, and we may just siml)ply have to pay enormous
ai'molints of declll red-valuIe excess-profits taxes.

Senator W,uim[. Your position is the sale as the position of Judge
Fletcher on I ht ?

Mr. C"ki,. Yes. We should have elich year, in these, al)iormal
times, ti(e right to make a new declaration either up or down.
Ithiank tih(, committee.
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'lie (IAItMAN. How would it appeal to you to increase your normal
taxes sufficient to take care of the capital-stock taxes aid write the
capital-stock tax out of the law? Or would you want to think on
that'?

Mr. C iAm. I would want to think on that. As far as my own
clients tire concerned, I am inlCined to think we would be in favor
of it. It is pretty hard to figure. I would not like to make a state-
1eint on it.The CHAIRJMAN. Thank you very much.

(The statement submit ,ed by Mr. Clapp is as follows:)

S1'ATYI-IENT OF A. W. Cl-APP ON TIE 11041 RVENUE Aur

I any vice president and general counsel of Weyerhauser Timber Co., of
Tacoma, Wash. In making tils appearance, I represent that company and a
nuber of other companies more or less related to it.

We have no (lilsosition to object to the substantial tlax Increases coiltempluited
by the spending bill. It is not my purpose to discuss rates as such, or the amounts
to be raised from various sources-from Il(ivilduals, front corporatlni, or by
so-called excise taxes. I slhll atteInlpt to discuss only certain provisions and
features of the bill which seem to be Inconsistent with basic principles of tax-
ation or to result in unjustiflable (iscriilnation or hardship.

THE EXCEI5-PR1IOFIT8 TAX

1. The 10-percent excss-profit8 tax imposed itiider the special rule Proposed ift
section 201 of the pcnling bill

The 10-porcent tax aplIllcabl to those who elect the Invested-capital method,
and measured substantially by the excess of adjusted-excess-profits income If the
average-earnings nwthod were to be used, over adIjusted-excess-I)roflits Income
eomlputed by the invested-capital method, Is, we insist, Illogical, unfair, and (Is-*
eriinatory. It Imposes a severe and unfair burden on1 all corporations wh
were unfortunate cough to have rel-,tively small (in many cases Yo) average
profits during the years 1930-39.

The excess-profits-tax law of 19.10 provides two methods of computing the
excess-profits cre(lit, and the pending bill retains the two methods. The policy of
allowing the average-earnings credit was based on the belief that no matter how
large wer(- the average profits of a corporation during the base period, It was
unfair to Impose upl)on it an excess-profits tax unless Its earnings In the current
year exceeded 0lise average earnings.

Congress might have stopped with the provision for the average-earnings
method, although th-t metlod was and still is tie most (-ontroversial of the two
methods. ]ut It i1d not, and why? Because it was, in 1910, well known that
there "ac iiuiiay corporations which, it the base years, were without tiny sub-
stantial earnings. Many in(lustries and types of businesses made no substantial
recovery from the depression years. This vwas notably true of tle durable-goods
industries, an(] particularly true of tle building industries. And so, because this
was an excess-profits taxin tiix on profits which tire excessive, nteasurcd by
some reasonable standard-a corporation which (1id not make tan average of 8
percent o1 its Invested capital during the base period was permitted an excess-
profits credit of that amount. Ill the present bill, that percentage is 8 percent on
the first $5,000,000 of ilivested capital and 7 percent on all above $5,000,000.

We have no objections to the use of the two methods; we think there should be
two methods. We are not objecting to the percentage allowed in computing the
excess-proflts credit under the Invested-capital method. But we do object most
strenuously when asked to pay a 10-percent tax as a penalty for our failure to
earn 8 percent or 7 percent In the base period. To tax the difference between
nothing (in many thousands of cases) or 1 percent or 2 percent or 3 percent, and
8 percent or 7 percent on invested capital, is wholly illogical nid inconsistent with
the permitted invested-capital method. We lire given the latter with one hand,
and it is tanke away, wholly or partly, by the other hand.
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This new proposed 10 percent additional excess-profits tax will penalize prac-
tically all railroads, 09 percent of all lumber companies, practically all coal coin-
panies, a large majority of mining companies, to iinae only some of the classes of
Industries; in addition, many department stores, retail stores, and other busi-
nesses, large find small, those partlcipatlng directly li the defense program,
lose indirectly, mid those not at nll.

Because I represent lumber companies, let ine give you some statistics which
will indicate the effect of this 10-percent tax on the Douglas-fir industry. Gen-
eral statements are based on statistics contained in the Douglas Fir Industry,
a study undertaken by Dr. Dexter M. Keezer for the Bureau ot Research and
Statistics of the Advisory Commission to the Council of National Defense. On
pages 25 to 41, inclusive, lie discusses the financial history of the industry. It
clearly appears (Keezer, pp. 26, 39) that for the Industry as a wh )le, the total
earnings of the industry were such that the total average earnings of the base
years-counting a heavy loss year, 1938, as zero-could not lie exceeded
$4,500,000 upon a total apparent linv(-sted capital as of 1937-capitol, surplus, and
50 percent of borrowed capital (Keezer, p. 33)-of approximately $292,000,000, or
an average of 1.54 percent. Now there are, of course, high-cost and low-cost,
well-managed aind poorly managed companies. It is a moral certainty that of
the hundreds of companies vliose financial histories were analyzed by Dr.
Keezer, a very large majority of them had no earnings In any of the base years,
excepting possibly 1937, and would have no "average earnings," or practically
none.

I represent four lumber companies in the Douglas-fir region. All are well
managed andl among time lower-cost operations. One had "average earnings"
amounting to 2.25 percent of invested capital, another 2.05 percent, another
apl)roxiately 4 percent, and the fourth 8.21 percent. This last company oper-
ates it fine-quality lIimber, with exceptionally favorable Operating (.onditioms.
My judgment is ihat it may be the only lumber company In the Douglas-fir
region who can elect to compute its excess-profits credit under the average-
earnings method.

Earnings in the Douglas-fir Industry In 1940 were greatly improved, though few
companies (none of the four I have referred to above) earned enough to pay an
excess-profits tax. Present prospects for 1941t are that many lumber companies
will earn enough to pay the graduated excess-profits tax. Those whom I rep-
resent, and I am sure all iii the Douglas-fir industry, are willing to pay the tax
on all earnings over tile 8-to-7-percent credit, willing to pay. along with our more
fortunate brothers who use the average-earnings credit, whatever rates tie Con-
gress finds necessary to collect from corporations; liut we do object most
eml)hatically to paying a tax oil earnings which are not excessive by any standard.

2. The graduation of rates should be based not on dollar amotints of adjusted
exccs profits, bit lar9elyi upon the pere(-ntag7e niem those profits bear to the
excess-proflts credit

Tie present law in providing for progressive rates of tax on brackets measured
merely by the dollar amount of adjuste(d excess profits is unfair, inequitable, and
seems to violate the principle of excess-profits taxation. Brackets should be
based on the percentages by which income is excessive (as in the 1918 law) and
not on the dollar amount of the excess profis. If it Is desired to continue to favor
or protect the smaller corporations, the Congress might base the lower rates upon
dollar amount of adjusted excess profits-but not beyond $50,000, as that certainly
Is all that is necessary to protect small corporations; then bracket progressive
rates on the remainder of the adjusted excess profits in accordance with the
percentages which such remainder bears to the excess-profits credit. The follow-
ing suggestion is illustrative only; the percentages and rates to be adopted to
raise the necessary revenue must be worked out by experts:

Rate brackets

---- percent. tax on dollar amount of adjusted excess profits up to $20,000.
---- percent tax on dollar amount of adjusted excess profits between $20,000

and 50,000.
---- percent tax on amount of adjusted excess profits (minus $50,000) which

is 50 percent or less of excess-profits credit.
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---- percent tax on iltIottulit of adjusted excess profits (minus $50,000) whllih
Is more than 50 percent and ill) to 100 percent of excess-lrofits credit.

-. l- rcelit (lax o tilitount of adjusted excess profllts (mInus $5,)000) which
is mo e than 100 percent and li ll to 150 percent of excess-proflts credit.
.... percent tax oil 1ittiottilt of iljustted excess profits (nitais $50,000) which

exceeds 150 percent of excess-profits credit.
Th'o rates on the last two brackets could, If necessary, he higher than Iny yet

suggested.
W'e suggest that flit bra(kt ler('ntitlges I of the e('xess.profits credit (as.4

above) rather thali of Itnvested cpijltal ( Is II the 1918 law), becatl.se s".1ch it IpIa
Is lplllablh to those whose credit Is iscd (lp15ll lvertage eiar'tillg.; Ias well Its to
those usilg thell Ivested-CItaIltll method.

To Illustrate what seems to us to make the lresent metlhd of itacketing Il-
equiltable, ('onhsideir the following collii: 1r1Isonts bet ween two corporalols, bithIi
lnrge, but oe nimch larger than lithe other.

corporation n ('orporaion
A It

Invested capital ........................................ $1 .5 000. ()Xo $300, tM), 000
,xus-proltis Income .......... .............................-- :Sl, (m 0 23, 16.5, (M.)

Exc ss-profits credit - . . . . . ............... . . . . . . . . .. . . I I, 1 (XX) 21,0 65,0( )
Adjusted excess-prolits Income . .................................. 2,200,000 2, 200,00

Percent of excess.proflls Income to invesh.i capital 2'2 7. 75
1'ercint of saab' I) excvss-profits credit .......... :0) 109. 45
Tax undt er Ilomwi' hill ....... ... .... $1,274. ( X) $1,274,000

While the above Illustration is given on the basis of tin adjusted capital credit,
eXlctly ile same result occurs and exactly the same principle Is involved If their
resl'ctive (,xe0-liroflts (redit is ('Omlted under the average eatrnlngs credit.
The chances tire that corpoltiton A 1 profiteerlng. It may be that the Increase

ii coporlatlon B's income Is but a lioiiiiiil fliuclutittion. We say that a corporation.
whose current earnings are only 9.45 Iercent over normal shotild not pay its nuch
excess-iirotlts tax oil tle Sllle adjusted excess profit its ii coriioration whose cur-
rent earnings are 200 percent iII excess of Its tnoritial. Such a result sees to its
to le totally inconsistent with the purpose and the prtciples of the excess-proflts
tax, whether It be considered an excess-protits tlax or at wir-profits titx.

Again, only for p)pose of illustration, and well aware that rites and per-
centatges in he illustrative schedule given above must be determined by the
experts so Its to I'roduhce tile desired amtioutnt of revenue, If we Ilse ats ataes of tix,
35, -t1), 50, 0, (15, and 70 recent, respectively, for the six brackets it that schedule,
corp'iot ion A iti the tbove llust rat loll would pay excess-lroll s taxes of $1,331,51T0,
and corporation B $1,094,000. We submit that such a result Is more consonant
with the purposes of the excess-profits tax.

But it may be said that corporation B is so big. its earnings so large, that it
cati afford to pay. Of course, other illustrations could be given of iiedilmi-size
(Ot lilitltiolis iintd coiallilsois between two corporations of tle same, size, one
with enormous profits over Its normal and the olher with but a slight increase.
We say that, III every such case, the bracketing of rtes should favor the hatter.

We earnestly hope that fie Congress Is tot going to allow the miere bigness of
corporatios to affect It Ill prescribing corporation iates. Aside froin the difference
it tnormal rates (and the promised surttx rates) its between corlratilons with
less and more than $25,001) net ticome, the Congr(-ss Ias not discrimited be-
tweeni the large nd the small corporation, utdoulbtedly beeiuse of a realization
Ilta, it Is ile stockholder who bears the burden of the cot-po-it iott ttx.

congresss slmihl not forget it( millions of Investors ii (qiuity stocks, most of
ihem lI tlhe largest corporations. It is not trule lhat our large corporations tire
(omlosed exclusively of it group of wealthy stockholders and the medium size
and sinall corporations exclusively of a group of stockholders with income lit the
middle or lower bi tickets.

Consider Ill( following statements statisticss compile(1 as of )ecember 31, 1937,
it Investig:titon of Concentration of E.tionmic 'ower, Temporary National Eco-
ninic Cotittee, Moniograiph 29) :
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In the 200 largest onfnanical corporations ill the country there were
948,717,572 shares of common (equity) stock outstanding. These were held In
7,020,793 shareholdings which averaged only 135 shares per holding.

In these same 200 corporations there were 6,189,709 shareholdings each of 100
shares or less. Tile shares so held were 167,144,081, or an average of 27+ shares
per holding.

The average market value of each one of these holdings averaging 27+ shares
was $931+.

(f the total of 7,020,793 sha,'ehohlings In the same 200 corporations, 6,089,235, or
95.2 percent, had a market value of less than $10,000 each, and the average annual
Income fi on hohlngs of $10,000 would probably lhe not over $600.

Total shareholdings of common stock of United States Steel Co. were 167,740.
Of these shareholdings, 1,306 were of over 500 shares, and represented 46 percent
of the oitstllandhig stock; 166,344 shareholdings were of 500 shares or less, and
represented 54 lrcent of the outstanding stock; and of the latter shareholdings
158.625 were of 100 shares or less, and represented 34.9 percent of the outstanding
stock.

Total shareholdings of comon stock of American Telephone & Telegraph Co.
numbered 641,308. Of these shareholdings, 2,478 were of over 500 shares, repre-
senting 21.2 percent of the outstanding stock; 638,830 shareholdings were of .00
shares or less, representing 78.8 percent of the stock; and of the latter share-
holdings, 614,383 were of 100 shares or less, al(1 represented 153.9 percent of the
outstanding stock.

Now It Is apparent that these smaller shareholdings are those of Individuals
in the lower and lower-middle income bracket.. I know of no statistics with
reference to the size of average shareholdigs In corporations smaller than the
200 largest nonfinanchal corporations above referred to. Bit I think It can be
sal with confluence that there is no such proportion of snmiall shareholdings of
the size above mentioned In mnelium-sized or even smaller corporations. The fact
is that many millions of our people, desiring to Invest part of their money In
equity stocks, naturally go to the stock market to buy, and, quite as naturally,
invest in the better-known stocks. Of the 201) corliorations referred to above, the
common stock of all but 21 are listed on a national exchange.

3. Allovt',we of dedn ction in comnptting ere(s'.profits incomc (also net income
for normal anld proposed surtax), of interest paid on adjstlmcnts made under
section 734 , Intrnal Rcrenu Code

Siction 734, Internal Revenue ('ode, provhles it effect that If a taxpayer, In
computing its excess-la1fits-tax lilbility, takes a position itotlsistent with that
taken In ai Income return Il a prir year which is not "open" so that a deficiency
may be assessed. it must nevertheless, In making Its excess-profits return, ad.iust
the return of the prior year to make it consistent with the position taken In the
current year, and add to its excess-profits tax any additional Income shown for
the prior year, with Interest at time rate of 6 percent per annum.

A good Illustration Is this: My company, in 1927, sold to another wholly unre-
lated company a large block of timher under an Installment contract. In
1933, in the dlepths of the depression, my comany had to cancel the contract
an( retake the limlher. The Internal Revenue Bureau had regulations provid-
ing for computation of profit (or loss) on the cancelation of such al Install-
ment contract. My company, in making Its Income-tax return for 1933, followed
the Bureau's regulations, an(d with what at that time it helleved to lie the
law. Recently the courts have decided that the regulation was not In accord-
arce with !aw, and have laid down the correct rule for computing profit under
the law in force ii 1933 in cases of cancelations of Instalnlment contracts. The
court's decision was followed by the Commission, who now has regulations which
embody it. Under this correct rule we should have returned and paid for 1933
a tax on a profit of over a million dollars more than we did. But the year 1933
was "closed" when the court decisions were made.

Now, in making our 1940 excess.profits-tax return, we fire including the profit
which, under the correct rule, we nmde in 1933, In our surplus account as part of
Invested capital. But as that position is Inconsistent with that taken by us In
our original return for 1933, we must, under the provisions of section 734, recomi-
pute our tax for 1933 and now add to our excess-profits tax the tax we should
have paid for 1933, together with Interest at the rate of 6 percent per annum

61977-41-37
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from the (late when It should have been paid. To all of this we have ia objc-
tion. It is fair that we shoul pay tills deficiency and Interest If we desire to
Ilele the nutaxed profit In our Invested capital.

But the law as flow written, as we understand it Is Interpreted by ti regu-
lationis, does not allow us to deduct the Interest which we will have to pay from,
our eariiings eit her of 1940 or illy other year. This is thle first histlince, to my
knowledge, that taxpayers have not beet allowed to deduct the interest pahl
oni Income-tax deleheiiees. Hle'retofore, undh'r all ineone-tax laws, interest on
d(efileicles has been a deduetb!e item, and Interest on refunds anl addition to
gross5 inicoine.

Tit' principle of section 734 has, with respect to Iconsistent positions taken
by the taxpayer (or by the Commissioner) lit iliconie-tax returns for subsequent,
years, been it the code for several years as section :801, Internal Revenue Code.
DettleicIes or overpayments for years as far back as 1932 (but not prior), even
though the years arte "closed" so that tite statute of linitations lrecludes addi-
tional issessnteiis or refunds, may be determined uIder clrcunstalnces siniflr
to those' covered 1,y sectio 7:14, awid defleleneles for prior "closed" years assessed,
with Interest, or fundss made, wIl'h Interest. Interest oil deflhtencles Is deduct-
ible in ascertaining net ilcone, and interest on refunds Included iii gross Income.

Furthermore, adJustnlents under section 734 apply only to years which are
"closed." If a position taken ili making excess-profits-tax returns is Inconsistent
with that taken itn an income-tax return for a year not "closed," section 7:1.1 does
not apply, but tile C mmissloeiar will assess, 11s Ineon1 taxes, deficiencies for
the prior year; and when such a deficiency Is paid with Interest, the taxpayer
has a right to deduct the Interest in computing Ills excess-profits net income.

There Is no reason or logic in permitting deduction of Interest paid on a
deficlency for all "open" year find denying the deduction of interest paid on a
deficiency for a "closed" year. We hope a( believe that your experts will agrve.
with this, tilld will agree that Interest pild as a result of adjustments under
section 734 should be a deductible itemt for the taxpayer.

It is difficult for me to say just where iln tie ict the amendment should go
and tfe wording for It. We think the committee should ask the drafting experts
to draw the proper amendment or amendments to this effect:

Interest paid as a part of, and as a result of, adjustments made under sectiol.
734 Is a deductible item In ascertaining excess-profits net income.

If the deduction Is to be allowed iln the year in the excess-profits tax return
of which the adjustment is made, the amendment should be retroactive, because
almost all adjustments to be made under section 734 will have been made in the
1940 returns.

CAPITAL STOCK TAX

PermIission should be givcn taxpallcr8 to tiske a veiw declaration of capital-8tock
valuation in 1942 and 1943-cither up or dotm

As Judge Fletcher, appearing for the railroads, told this committee on August
13, declarations of capital-stock value are left entirely to the taxpayc t. The
capital-stock tax, together with the accompanying declared value excess-profits
tax, are deliberately framed so as to force the taxpayer to declare enough value
for time capital-stock tax to protect himself from Incidence of the declared excess-
profits tax. Prior to 1939, the taxpayer had to estimate what his earnings would
be during each of the next 3 years. In 1939 taxpayers were given the privilege
of raising, In 1939 and 1940, the value declared by them in 1938. The House bill
permits no such adjustment to be made ll values declared in 1941.

We submit that the state of the country, the uncertainty as to what will happen
in tile next few years, tile ImpossibilUty of guessing the next 3 years in advance,
are now such that It Is unfair to the taxpayer to force him to make such a guess.
Quite generally, 1941 will be a high-incone year. With possible termination of
the war In 1942 or 1943, all profits may disappear, and the taxpayer, unless given
opportunity to redeclare capital-stock value, may be paying, out of capital, taxes
on a wholly arbitrary and grossly exaggerated value, declared by him in 1941
to protect himself from declared value excess-profits tax on Ills 1941 income.
On the other hand, profits may continue to grow beyond all reasonable expecta-
tion by reason of Inflation, and tile taxpayer may find himself with a declared
value in 1942 or 1943 wholly Inadequate to protect himself from the excess-
profits tax. It may be all right In ordinary times to force the taxpayer to guess 3
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years in advance what his profits will be each year, but in times such as these,
when nolb(ly (aln possibly tell what Is going to happen, it is extremely inifair to
holhi a taxpayer to a declare(l value for 3 years, during which anything call
happen, lie sholil be permitted to make new declratlons in 1942 find 1943,
ill) or (]own.

lResl) 'ctfully sillitted.
A. W. CLAPP.

The CO.icimN. I will offer for the record ta letter from Senator
McCarran with reference to the elimination by the House of section 731
of the Inte'inal Revenue Code, which has the effect of exeml)ting from
excess-profits taxes. ilncenle derive( from the mining of certain strategic.
metals.

Senator MeCarran was here but lie was not here at the Opening of the'
hearing this morning, and lie desires this letter, which is in the nature
of a 1)rief, together with other accompanying documents, inserted iL
the record.

The committee is pleased to get his personal appearance and to enter
into the record his position in regard to the elimination of section 731
of the Internmal Revenue Act.

(The material siumitted by Senator McCarran is as follows:)

UNITED STATES SENATE,
August 6, 1941..

l1on. WALTER F. GEOROE,
Chairman, Finan(' Comnnittee,

United States Senate, Washington, D. (.
My DEAR SENATOR GEORGE: You will recall that we were successful itn having"

included i tile Second Revenue Act of 1940 what is now known as section 731 of
the InternalI Revenue Code, Section 731 exempts from tie provisions of ti excess-
profits tax, income derived from tle mining of certain strategic metals.

As you doubtless know, the pending tax measure, II. R. 5417, contains a pro-
vision (see. 206) expressly limiting the effect of section 731 of the Internal Revelnue
(1ode to the tax year 1940, and making it inoperative for subsequent tax years. In
my Judgment the pending provision would deliver a serious blow to the mining
industry and, i turn, to tile national defense of this country by impairing strategic-
metals mining activity.

At tile hazard of being presumptuous, may I take this opportunity to draw to.
the attention of your honorable committee what I believe are some cogent reasons,
for at least , restoration of the provisions of the 1940 Revenue Act which, in my
opinion, only rendered partial justice to the mining Industry.

Tile excess-profits-tNx provisions permit of two methods as the basis for the
ascertainment of what constitutes excess profits, with some adjustments whicll
are not necessary to enumerate, 1. e.:

1. It taxes as excess profits anything in excess of an 8-percent return on
Invested capital; or

2. The Income basis measured by the average earnings for the years beginning
December 31, 1935, and ending December al, 1939.

If a corporation was not li existence during the entire 48 months of tile base
period, It is awarded a constructive net profit income at the rate of 8 percent of
the daily invested capital, as of January 1, 1940, and for the remainder of the
base period It may average Its income. With some adjustments, as stated, the
basis for excess profits, therefore, Is anything in excess of 8 percent oil invested
capital, or anything greater than the average of 4 years' profits. Both of these.
liethods are extremely unfair to the mining industry.

As to inrested capltal.-The invested capital method is unfallr for several'
reasolnq:

1. Because tile small amount of Invested capital In a going mine is cola-
paratively snall.

2. Because ill 8-percent return on cailital Ilveste(d in tile iliiihg iln(lust-y is
entirely Inadequate, and this Is cspeellhly true as respects tile State of Nevada.

Mining, at best, Is Ill extrenlely hazar(dous un(lertaking Involving in most
Instances Il trlenwndos risk of capital with no assurail(e of i return oil tite
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lInvestment, miuch less ii Irlilt. Tie product('e life of the average gold or
slIver, or gohl a1(1 silver mine having strategic metals byproducts does not exceed
5 years.

There Is an old phrase 'proselets are found-mines are mllade,'" and they are
not Inatle it a day or event It a year, find generally not lit several years. A
iliscovery Is Ill1l( Itill this lmuist be I'oloNel by consileralle exploratory find
developinent work before the 1inite call cOclle Into production. Tils Is csjwclally
trite of what Is called low-grade fiiies. In all calses siffiielent ore mast be
developed through working, to Justify a plant. When sufiIient ores have been
d(ewloped, ten (atI, t lhwehr Ilat, and other facilities iust be erected. This
development period, as stated, will rim from 1 to 4 years. Generally It may also
he sol( that the first year of production will be comparatively low, Increasing with
sucecediting years is muelanical ald letalliuglCal difficulties are Ironed out. As
i gelleral trlle It is (lillti-g flie third years that tiorimil )rodluct ion is reached.

Neither pmblic ior- private liateing of mining developients cali 1) (10e 11'upon
a basis of an 8-percent return oil invested capital because this means that it
mine must have a life of lt least 12, years to replay tie capital, and when you
take into comsieration the normal corporate taxe-. and the additional taxes
levied igaist the divilends coming to the stockholders, It Is clear that only
in exceptional circumstances will the investor recover his investment, must le-s
a iruiit in. a lreiots-neta mine ulon the basis of fill 8-percent return.

As to income 1tsi.I.--Tle income basis On Its face would ap)ear to be fai', but
In filet It Is extrenmly di.erinilnatory. Companies which have an earning history
for lhe whole of tle base perlod or longer will pay little or no excess-profits tax.
ne largest sliver min iii the United States and thlie largest gold mine il the

United States, neither of which Is hi Nevada, because of their earning history,
will pay little, If any, excess -prolits tax. A penially, liw'ver, Is Imlposed ul11on0
ieHW discoverles. new miles. fid upoll corprail ioiis ('ollig lInto lrodtt(t ion Subse-
(llmit to D eemler 19315.

A cor)oratioln not ili existelnce during the entire 49 tiionths must take a con-
strittive 8-Iercent Capital return on Its investment as of ,January 1. 1941, for
tle year or years not ii existence and average Its earnings for the other years
of thle boise period.

The vice' of this lies In the phase "not in existence," and lit the practical
application of the law. It is given no constructive capital inve,4tnemt or con-
struetive earnings duringg time time It was In existence but not it prodltion.

The Excess Profits Tax Amendments Act of 1141 amended action 722 of time
Internal Revenue Code with respect to ailuiornal base period e'iitihtZS. However,
for a mining corporation to be entitled to relief under tei .4o-called abnormal
olirnimngs section. It must first establish that the elaraeter of its business has been
changed, or that Its normal production was Interrupted during o11 of the taxable
base period years (1u1e to abnormal events. As a direct eoltseli('ce, tlhe coi-
structive relief Intended to be givcn by amending -ection 722 Is not available to
lhe mining Industry naless it cat) be established tlht the character of husiiess
has beeni changed (a thing impossible on Its face) ; or that production was dimin-
ished or abandoned (hiring any taxable base period year as a result of abnormal
events. The mi.t frequent Instances of abnormalities, however, such as all
unusual increase in the cost of labor or necessary essentliil materials, or an
ext remely low nieals price niking production highly unprofitable, are not
Iicludled within tei official construction of "occurrence of events alnorinal."
Tihus. flu' mining Industry Is effectively precluded front seeking relief tender see.-
tion 722 of the Internal Revenue Code.

In my opinion, a mining corporal Ion should not be liable for excess-profits taxes
until It has hid a profitable production of at least 3 years and, In any event, the
years of existence when it is under development and not in production, should
be excluded and It should be permitted to take Its average earnings after It
comes Into production.

Because of the i e(quittible operation of the excess-profits tax, and realizing that
a capacity production i existing strategic metals mines, as well as a constantly
accelerating activity In the exploration and develoIpment of it strategle-metals
deposit is essential and paramount for national defense, Congress wrote Into the
Second Revenue Act of 1910 section 731 of the Internal Revenue ('ode. To remove
the exempting provisions of 731 at this stage of our domestic development of
strategic metals nd subject stratege-tnetnls lprodhters to tle diserminatory
operation of lhte exces-s-proflts tax would deal a pnralyzing blow to our vast
development prograin amd would unnlecessairily mimair our alchlevellent of (.nl.
plete national defense.
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I hope you will pardon iny addressing yott at stt(.h length on tils iiltter. I
realize. is I know you must realize, thla If oir miitiiral resources of strategle
metals delposits in lie Nation are to be adequately developed, the industry must
have every encouragement at our dlislosal. I (Io not believe tlat the Congress
should now attempt to tax tit' nitning hiidstry out of existence.

I aim opposed to section 206 of the bill11. It. 5 117, id I earnestly beseech your
honorable committee to strike tils section from li bill.Ilespectfully,

(Signctd) PAT MICCAIRRAN.

states producing strategic netal18 exempted froln excess-profits tax in present

WESTERN STATES

State Tungsten Quicksilver i 
Manganese Platinum Antimony Chromite

Arizona. ....... . . . .X - - - - - - - - - - - -- - - - - - - - - - -- - - - - -

California ---------- XColorao -------..------ X............X' ~ ............ ............

Idaho -------------- X .... ...... ... X ............
M ontana ........... .X ............ X ........................
Nevada ............. X X ------------ - X ------------
Noew Mlexico----------------- ------------ X ------ --------- --
Oregon ----------- ------------ X ............. X ------------ X
South ............ ............ ............ ......... .
Utan--------------- X ....... X ------ ------------
Washington ........ XX X X - ---------
Wyoming-----------X ............ .. ..... . '. ............ x

Tin

..........

.......... o

......... .
....x .

OTHER STATES

A labam a --------- ------------.. ....... X .......... . I ...
Arkansas........... ............ X X - --- -- -- - -- -- -- -- -- -- -- - -- -- --
(leorpia ........... - ------------ X -............
M tinnesota _ _ _ - ------------ X | ............
N orth Carolina ---- - ------------ X - ------------ -

'ennsylvania ----- i ------------ - ------------ I X .... . .. ...
South C a r o lina I I -----------.-- X ----------
Trennes-ee ---- X -............

- -exas . . . . . . -.. . . . X X - ------------ -
V irginia............ I ------------ I --- - X I ........... -

UNITED STATES SENATE, August 6, 19411.
1l1i. PATIICK MCCARRAN,

United Ntatcs Sen(ate, Wash ington, D. C.
DEAR SENATOR MCCATRAN: I aIppreclilte receiving .your let ter with respect to the

mnuner In which the new revenue bill now pending i tile Finatnee (1otiiftee will
effect the mining Industry. I have carefully noted the arguments which you have
advanced 1uid find myself In complete |greeivint with them.

I hope that nothing will be done by the Congress to impede or hinder the
mlnhig industry in this pending tax measure. You will l1ve 1Illy helirty (cooper.
nation to this end.

Sincerely,
El) C. JOhINSON.

UNITED SrATES SENATE, August 8, 1941.
11011. PAT AICCARUAN,

United ,tatc8 Scnator, Washington, D. C.
DE.n SENATOR: I have studied with much care yours of July 31.
I can assure you thlt it will be a pleasure to join with you in an effort to have

section 206 stricken from tie proposed new revenue 1ill.
Sincerely,

DENNIS CHAVEZ,
United States Senator.
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UNIrE, STATES SE..IE. AuUii.1t 6, 19I.
lion. PATIRICK MCCARRAN,

United States ,S'cnate, Wa8hington, D. C.
My DFAR SENATOR: So far from relenting the length of your letter of August 2,

I am very pleased to have such a comprehensive analysis of the probable effect
of the provisions of 11. It. 5-117, to which you call attention, u1pon the mailing
Industry of our State.

I have rend your letter with a great'deal of Interest, and as you know, 1, too,
J11in vitally concerned about thuis matter.

Sincerely,
IEBKEry L. BuNKrit.

UNITED STATES SENATE, .1 ugill-It 8, 19p.
11Ol1. P.TICK MVCCAnRAN,

United 'tutcR Scttc, Washingtoni, D. C.
My DEA\R SENATOR MCCAtMRlAN" You will lpernit me to acknowledge your letter

4)f August 4; with reference to section 206 of the House revenue bill an|d to the
excess-proiits tax Is applied to the mining Industry.

I assure you that your views will be presented to the committee prior to the
filing of tie report in the Senate.

Sincerely yours,
WALTER F. GROa(E.

UN ITED STATES SENATE, .1 Huust 5, 19.41.
1ln. PATRICK MV('CARl1AN,

United States Senator.
DEAR SENATOR: Your letter of July 31 with regard to excess-profltq-tax pro-

visions embodied In 11. It. 5417 and their relation to the mining Industry of
the West lias been received during the absence of Senator Murray, who is
now in Montana. Your letter will be brought to his attention upon his return
to Washington, and I feel sure that he will want to take an active part in the
effort to have section 206 stricken from the bill.

Sincerely yours,
W. 1. IAGSDALE. A'tilly Secretary.

UNITED STATES SENAIE. Algust 6, 1941.
loi. PATRICK MCCARRAN,

United States Senate, Washington, D. C.
Mv DEAR PAT: I thank you for your letter of July 31 with reference to section

731 of the Internal Revenue Code. I shall certainly be glad to (10 what I can
Jo be helpful in connection with the strategic-minerals exemption.

With kindest personal regards, I am,
Yours very sincerely,

CARL HAYDEN.

UNITED STATES SENATE, August 7, 19.41.
Bloi. PATRIcK AICCARiRAN,

United States Senate, Washington, D. C.
MY DEAR SENATOR MCCARRAN: AS Senator Iloh1an is absent front Washing-

ton, I am writing to acknowledge your letter of July 31.
You will note from the attached copy of a wire I have received from Senator

Holnan that lie feels as you do with respect to the elimination of the previous
exemption from the excess-profits tax on certain strategic minerals.

Sincerely yours,
RomET B. PARKMAN,

Secretary to Senator Holman.
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[Telegram)

RolIpMT 13. PAItHMAN, PORThAND, Ono., July 24, 191,1.
Seerctary, Washingfton, D. C.:

Referring to ellinhiation of exemption of strategic minerals from excess-profis
tax In 1941 lIouse revenue measure-this will prove a catastrophe to develop-
nient of additional strategic mineral pr(xlutilon. This will have an immediate
effect in decreased qhlliksliver and tungsten production and(1 will effectively pro-
hibit development by private capital of any new deposits of chrome, manganese,
nickel (Iulcksilver, and tuhigsteni. Since preliminary estimates possible revenue
which might be derived from this source could not exceed million and half dol-
lars and probably much less, it would appear that tills stel) by Ways and Means
Committee is very short-sighted and exceedingly detrimental to defense pro-
gram. Since development of strategics involves high-cost production which
probably cannot compete after present emergency, private capital must be as-
sured either of possibility of profit or guaranty against loss. Since present
Government policy is not to guaralltee against loss, elimination of ally possible
profit will prevent development of strategles by private capital and would require
Federal money and Federal supervision and(1 mnuch delay before obtailnlng any
appreciabh additlonml strategic production. The shipping situation is so critical
foreign ores camot be relied upom. This is breach of faith and slap In the face
to the very producers whom Government has been trying to encourage to expand
strategic-mineral production.

RUFUS C. IIOLMAN,
United States ,Snator from the State of Oregon.

The CHAII3MAN. Mr. Larsen, 1). P. Larsen.

STATEMENT OF D. P. LARSEN, MINNEAPOLIS, MINN., VICE PRESI-
DENT, SHEVLIN, CARPENTER & CLARKE CO.

Mr. LARSEN. I am David P. Larsen, vice president, Shevlin, Car-
penter & Clarke Co., of Minneapolis, which manages generally, among
other coriIalnies, two companies which )roduce ponderosa 1)i1e oil
the West coast. I have a statement. to present with three illustrating
tables which I ho1)e may go ill the record. I think I cal )resent
the matter most concisely by commenting on the matters contailned
iti niy prepared statements.

'rhe CIA R AN. You may put your statement in the record but we
hope you call 111111e your oral statement as brief as possible since the
whole brief will be ill the record.

Mr. LAIlSEN. I think I can )resent the matter in 10 or 15 minutes.
Our informed people realize that they must pay much heavier taxes

for, except, as Congress limits expenditures, it cannot limit ultimate
taxes. The time of collection should be determined by sound finance
and a desire not to leave our descendants a mountainous burden of
debt. I, therefore, make no objection to the total dollars of taxes
proposed to be collected by this bill (H. R. 5417), but to promote
equality shall suggest one change in the proposed distribution of tile
burden.

I shall discuss only section 201 (2) which disregards equality and
ability to pay more'than any tax provision encountered during the
25 years I, as accountant and auditor, have handled income and
excess-profits-tax matters for several corporations ill United States
and Canada.
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I wish to make clear i)v words an1d illustrations that the pending
bill's section 201 (2) penalizes with an extra lO-percent tax those who
for inlnulmle'.ble reasons had Silbmlormal )rotits in the base period,
biut fails to al)l)ly aiy excess-profits tax to earnings of others to tie
extent of their base-p)eriod earnings ranging from 8 percent to 44
percent or more of capital. Extreme discrimination results from the
arbitrary and erroneous assumptionl tlt for all industries earnings
were normal from 1936 to 1939, inclusive, and that current earnings
above that average re)resent defense profits. The fact is that during
that period corporate earnings were above normal in some cases,
normal in others and subnormal for a large l)art of the total. 'The
year 1936 (lid not show full recovery from the (lel)ression. 'The year
1937 camie the nearest to being normal. A secondary de)ression inatle
1938 a very bad year generally. For many blIsile.sses (including the
lumber business, with which I am most fa'iiliar), the low prices and
profits continued during 1939. In all of those years the Government
took steps to bring business and( employment up to normal.

Instead of dulicating statistics alreaIldy furnished, may I suggest
reference to tie illumnmtinat ig figures given' tile Ways and Mleans Com-
mittee b)y Mr. Nielson according to pages 1662 to 1669 of the House
bearing.

While lie 1)roceeded to justify retention of the option to use base
period earnings., his figures also )rove my contention that in years
before ti defense effort there was great variation in profit !)t'ween
different years, industries and individual corporations. Hiis figures

picture many corporations with such high rates of earnings upon
capital that they escape not only the 10-percent special excess-profits,
tax, lit they escape the regular excess-profits tax until they have
earned severed times the invested capital exemption proposed 'in this
bill. In the four base )eriod years erroneously called normal, 67
companies taken at rndtoin varied in earnings "from 1.2 percerit to
36.7 percent on capital.

The following example illustrates how it is possible under the
proposed law for a corporation earning $2,000,0000 in 1941 to pay
less than one-half of the excess-profits tax payable by a company
having earnings of $8,50,000, both having the same invested capita :

You will note the invested capital and credit were identical for
both companies.

Company C Company 1)
(beverages) (luimlwr)

1. Average Invested capital ................................................. $10,000,000 $10,000,000
2. Invested-capital credit, 19t -....---------------------------------------- 750,000 750,000
3. Average earnings., 1936-39 ........... .................................... 2,000.000 200, 000
4. Average earrings credit, 1941 ------------------------------......... 1,900.000 190.000
5. Earnings for 1911 ......................................................... 2,000,000 850,000
6. Amount subject to 1o-percent special tax (2 less 4) ....................... None 560, 000
7. Amount subject to regular excess-profits tax:

5 less 4) ----------.-------------------------------------------------- 100,000 .( lsI s32) .............................................................. ............ ". .. ii6 o& b
8. Regiular excess-profits tax on 7 -------.................................... 41, 5 41.600
9. Special 10-percent tax on 6 ................................................ None 56,000

Total excess-profits tax ............................................... 41 97500
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Company C on an income of $2,000,000, or 20 percent of invested
capital, pays an excess-profits tax of $41,500, wilile company D, be-
cause it uas raised its earnings rate front a poor showing of 2 per-
cent to 81/2 percent of invested capital pays a tax of $97,500 on an
income of only $850,000, whether or not any of the increased income
resulted from the defense program. Tile demand for the product of
company C is fairly stable and its profit margin is maintained from
year to year. The'product of company 1) is subject to wi(le fluctua-
tions in .volume alnd its poor showing during the base period is partly
due to continuing overhead costs borne by low volume of business.

The adequacy of the exemption from excess-profits tax measured
by 7 to 8 percent of invested capital depends on the time and nature
oi the investment. Thle probable yield must vary with the risk in
order to attract capital. I1igh-risik businesses niust be allowed to
earn more in good years than those not so hazardous.

I will summarize the situation of the Iumber-producing in(lustrv
partly to illustrate its hazardous nature and its low and varying
profits and partly to disclose a weakness in the proposed bill which,
if continually applied to such a wasting asset industry, would grad-
ually eliminate its earnings base from 1936 to 1939, inclusive, long
before the operation ceased because of exhausting the timber. First.I
refer you to table B, which is the next to (he -Ast sheet before you,
qld %Vhii(,l suillarizes gross and net l)rofit for lumber an(d tinler
Products indiist ries a,, colmpiled by ther Treasirv Departnent front
Income returns. The net income percentaiges shown ire of gross inl-

cone, not of invested capital. Such (lata from 1926 to 1934 appeared
in talble 23 of exhibit 47, Ewa parte No. 123, before the Interstate Coin-
maerce Commission, )ecember 9, 1937. The sul)Sqlint 5 years were
obtained from the same Government source. Thlie witness, Wilson
Compton, president of National Lumber Manufacturers Association,
sumnin,(( up the situation on page 12 of that exhibit in these words:

As to the ability of the lumber indlistry to absorb a(litionail (ots of trans.
portation of Its products, iay I cite tile only conelilsive information .liiahl
In tie statistics of income reported by the Bureau of Internal levenue. This,
In table 23, shows for the sawnills mid pining mills, dllring the period from
1926 to 1934 a net Income duringg 4 years ranging from less than 1 percent to
about 3 viereont of the gross income, followed by an unbroken 5-year period of
deficit ranlgin-g front 7 to .12 percent of li gross income, wit)) 1i total iiet result
for tie 9.yer period of a1 defleit equivalent to 3 percent of total gross income.
As i coinipanloi in deficits, the lilber ministry seeliS to hiave ontriilked even
the railroads.

Generally speaking, llunLer production is like the long-teri liqui-
dation of a crop. Sufficient timber is usiully purchased or otherwise
assured to warrant the construction of plant facilities. Tle heaviest
part of the investment may be made long before profits begin. Timber
is subject to destruction b y fire but is not insurable against that haz-
ard. 'With the liquidation of timber an( amortization of plant. some
gain or loss accompanies the return of cal)ital. Other things being
equal, the invested capital declines per dollar of profit with passage
of time so that an operation nearing its close has normal volume of
shipments, subnormal capital, and higher yield in relation to capital.

Tile business is extremely competitive, as its nature prevents ready
adjustment to subnormal volume especially of property carrying cost
and other overhead. Those producing lumber mainly for home build-
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ing, such as western pine, are affected by the widely fluctuating vol-
time of home building. I his is confirmed by table C, which is the last
sheet before you. The earnings, like the consumption, usually vary
in cycles of several years each. When the volume of home building
and other consumption is good in relation to the overhead burden, then
the producers must earn enough to carry them through the inevitable
lean years which follow. That many have been unibl to do this is
evidenced by notable receiverships and default in obligations. Nor.
maley was not measured by results from 1930 to 1939, inclusive, nor
can it be measured by a few other years. Of course, there is great vari-
ation between individual sawmills in the same year, depending upon
local situations, for this business is seriously affected by weather and
by the kind, quality, and location of the timber converted into lumber
in any year.

I have verified the following figures covering a large -western-pine
operation, which, after accumulating a comfortable surplus, showed
the following results for the past 12 years:
Labor paid ---------------------------------------------------- $15, 483,480

Federal income tax ---------------------------------------- 390,582
Other direct taxes --------------------------------------------- 1,400, 790

Total taxes ---------------------------------------------- 1,797,872
Net profit after Income tax ------------------------------------- 373, 304
Cash dividends paid -------------------------------------- 2,138, 755

Of course, the reason Federal income tax exceeded the net profit
after income tax was that the corporation paid tax when it had income
but obtained no refund or offset after it had losses. The recent provi-..
sion for carrying 2 years' losses forward against income is insufficient
where losses continue for more than 2 successive years. For the
western-pine operation referred to, labor cost is about 54 percent of
total cost. It is well known that the lumber industry is a large em-
ployer of labor, and no argument is needed to emphasize the impor-
tance of leaving sufficient earnings to that industry in good years to
permit continued operation and employment in such lean years as have
always followed the good ones.

In 1918 the World War excess-profits tax of 30 percent a applied to
the earnings which ranged from 8 to 20 percent of invested capital,
above which the tax was 65 percent. A higher rate of war-profits tax
applied after the exemption determined by the higher of (1) pre-war
income or (2) 10 percent of invested capital. However, the normal
tax rate was then 12 percent compared with the 30 percent now pro-
posed. In a business so hazardous and unstable as the lumber indus-
try, we cannot label as excessive exemption the 7- to 8-percent credit
upon invested capital, which Ways and Means Committee said on page
24 of its report was equivalent to 4.9- to 5.6-percent credit after deduct-
ing normal tax and surtax. Persons familiar with business and in-
vestment will agree those rates are low in relation to average risk and
too low for many kinds. Is it just to renege on that exemption from
excess-profits tax to the extent of an extra 10-percent tax on the excess
of that allowance over the poor and subnormal base-period years?

The last question is inseparable from a provision in section 713 (a)
(1) (C) for reduction of base period income as invested capital is
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reduced. As already stated, it is in the nature of timber liquidation to
repay investors the capital plus any net earnings with the gradual cut-
ting of the timber. The average earnings credit is reduced by 6 percent
of amounts paid in retirement of capital stock. These reductions in-
crease the amount subject to the 10-percent tax, so long as the invested
capital credit exceeds the earnings subject to excess-profits tax.

Added to 30-percent normal tax, the extra 10-percent tax becomes
serious since it falls most heavily upon those who earned the least in
the base period in relation to invested capital credit or current eari-
ings. That is best illustrated by table A, which is the second from the
last sheet before you. The worst tax is that which gives one competitor
an advantage over another and this tax helps the one who earned the,
most in the base perjd to eliminate tlt competitor who then earned
the least. The total tax burden is extremeleavy as most States collect
taxes upon ¢qrjirate income besides which oorporations bear other
heavy (Iire9tr and indirect taxes. Unstable business which have long
cycles of gain or loss must accumulate surplus in good years to permit
operatiMA and employinept in lean years. To errone .usly assume that
four arlitrarily selected years wre normal and that all profit increases
thereafter were excess profits anid deserving- qf penalty taxes is to do
the gr-avest kind of, injustice. It would be Inpracticable to correct
tha[tby relief provisions case thousands of things cause variation
of profits between year, 'icluing weather, accidents, ami dislocation
of economic aljcl humaji relationships.

The 10 percent penalty tqx fiyther increases the tax upon corporate
income whiclj indiiduq T1sfckl6ld, absorb before they bear the full
individual ta: rates upon dividends rtceived. That violatbn of equity
and 'ability to ' ay is borne by pqor and rk h stocklioldersjhlike in pro-
portton to their.'l oldings.N verthelpss, taxiiig of cor orate income
has become suc , an importP., part of tax colection hat it appeal
impracticable to now eliminate duplicate tax upon investors' income,
levied bbth when it is etirned by ile corporation ald(l wihe it is received
by the stockholders. ,

In effect,section 201 (2) of the bill levies all extrA 10-percent tax on
what will unilbibtedly be the majorpart of earnings of those taxpayers
who during the baeperiod realized pooK earnings in relation to their
invested capital.

Senator WALH. I don't want to interfere with your presentation,
but I think you sum up your whole case admirably on page 10. The
balance is in the record.

Mr. LARSEN. Yes; I intend to skip page 9 and come to the conclusion.
Others who were more fortunate in their base-period earnings are in

effect exempted at higher rates upon invested capital or by the still
higher rate of base-period carvings. c a b s

You were advised by representatives of the Treasury that many cor-
porations which are the principal beneficiaries of the defense effort,
and whose 1940 profits were many times larger than in any base-period
year, paid little or no excess-profits tax; also, that "the Treasury rec-
rmmended, and the bill provides, that a flat 10 percent should be ap-
plied in such cases to that part of the ,urrent profits that exceeds the
hase-period earnings but does not exceed the invested-capital credit."
Such a tax exempts those taxpayers whose profits were above normal in
the base period and penalizes ihose taxpayers who had what was do-
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scribexl as "especially poor earnings during the base period," oil page
1338 of the report of the hearings before the Ways and Means Commit-
tee. The same report, on page 1335, records that the Treasury repre-
.entative emphasized the fact that however severe the tax burdens may
have to be they should rest fairly and justly upon all individuals and all
businesses. That principle should govern. But, in justification of the
proposal to which I take exception, the following was said, according
to page 1336 of the report of that hearing:

In many eases It Is not possible to identify with precision the additional profits
due to the defense program. The effects of defense spending are diffiused thiough-
out time whole economic system. It is necessary, accordingly, to assume that, In
general, inreases in profits during this period are due to defense. Imbillity to
measure defense l)rofits precisely should not (liscourage us from subjecting theim
to special taxation even at the risk of hitting some income not derived from the
defense program.

Because some defense profit is included in the current, income of
some corpoi'ations, whose base-period income was below the 7 to 8 per-
cent invested-capital credit, does not justify the imposition of a 10-

l)ercent-)enalty tax on all profit above subnormal base-period years ofother taxpayers. If time (oes not permit the working out of a bill

which would fairly and equitably segregate and subject to a special
tax the defense profit not otherwise subject to excess-profits tax, it
would be fairer to raise the additional revenue needed by raising taxes
of individuals or increasing regular excess-profits-tax rates rather
than to penalize those whose earnings, (life to conditions beyond their
control, were below 7 or 8 percent of invested capital.

The lumber industry, with which I have become thoroughly familiar
while employed in it during more than the last 25 years, will be un-
justly discriminated against if section 201 (2) as it passed the House
of R1)resentatives is enacted into law. On much of its current income
it will pay an extra 10-percent tax merely because it suffered from sub-
normal earnings during the base-period years, and, therefore, will be
denied the full exemption on its capital which the law allows except for
the unjust proposal in section 201 (2).

I sum up the objections stated to the new 10-percent tax proposed in
section 201 (2) as follows:

1. Statistics cited prove great variation in profits between years,
industries, and companies before the 1940 defense program. The
profit variation due to each of the inunierable reasons for such varia-
tion cannot be measured so as to adjust to normal what. was not normal
in the base period. The assumptions that the base period was normal
and that earnings above that level are excess or defense profits are
so incorrect as to justify exemption from excess-profits tax measured
by either the invested capital credit or base-period earnings.

2. Inability to identify indirect-defense profits should not subject
nondefense profits to excess-profits tax except as they exceed both of
the optional exemptions.

3. The inequity of the excess-profits tax should not be increased by
applying an extra 10-percent tax on the amount by which invested
capital credit exceeded subnormal earnings in the base period. The
exemption based upon invested capital is so low in relation to busi-

.,576



REVENUE ACT OF 1041 577

ness hazards, and in relation to those using base-period earnings, that
such capital exemption should not carry a penalty tax.

4. The provisions for reducing base-period income by capital re-
ductions have unreasonable application to wasting asset industries
unless section 201 (2) is eliminated.

For the reasons stated I urge elimination of paragraphs (2) and (3)
of section 201 in order to avoid the extreme and unnecessary dis-
crimination therein provided.

The CnAMMAN. Any questions by any member of the committee?
If not, Mr. Larsen, we thank you for your appearailce. Your whole
brief is in the record.

(The tables referred to by Mr. Larsen are as follows:)

'P.TB.E A.-llustrating how the 10-pereent tax proposed in section 201 (2) dis-
criinates against corporations having subnornal income in the base period

To simplify Illustration of tax discrimination resulting from the special 10-
percent tax propose(, assume the following:

(1) Two corporations compete in the same line of business in the same State,
(2) Both companies had the same Invested capital in the base period as well

as In 1941.
(8) In 1940 both companies had Income subject to excess profits, so there was

no unused excess-profits tax credit.
(4) Both corporations had taxable income of $600,000 In 1941.
(5) Base period net income was:

Corporation A Corporation B

193 ..................................................................... $10.000 $30,0
1937 ..................................................................... 200,000 60 , 000
1938-------------------------------------------------------------------- 100,000 100,000
1939 ------------------------------------------------------------------- 200,000 400,000

4 years .......................................................... 600,000 1,400,000
Average .......................................------------ ------------ 150, 000 350,000

Percent Percent
Average earned on capital ............................................... 3 7

The reasons for A's lower Income In base period were: 1936. heavy snowfall curtailed hut did not stop
production. 1937, lower than average grade of natural resource was converted and sold. 1939, longer haul
of natural resource to factory.

Those differences between A and D reduced the earnings of A below normal (or true average) but the
resulting tax disadvantage to A in 1941 would not be relieved by such provisions as section 722 (2) of Internal
Revenue Code.

The normal tax and graduated excess-profits tax would be the same in 1941
for tih two corporations. The 10 percent proposed by section 201 (2) would be
five times as much for A as for B, according to the following computation:

Corporation A Corporation D

Invested capital for 1941 ................................................. $5,00.000 $5, 00.000
Percent Percent

Average earned on capital In base period ............................---- 3 7
Capital for 1941 multiplied by rate earned In base period ................. $1 0, 000 $50, 000

xbess-proflts credit based on current capital- 8 percent of $5,000,00 ..... 400,000 400, 00
The latter exceeds the former by ......................................... 250,000 50, 000
On which the 10 percent special tax Is ................................... 25,000 5,000
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TADLE, B.-Saivm ills and plan ig m ills, per Iiicome returns

Percent net
Corporations reporting net Income- Number Gross Income Net Income of grossof returns income

1922 ------------------------------------------ 2,104 $1,256,708,000 $96,920,000 7.71
1927 ------------------------------------------ 1,769 931,595,000 62,233,000 6.06
1 9 2 8 1--------------------------------------- 1,934 1,014,746,000 70,798.000 69
1 9 2 9 ---------------------------------------- 1,876 991,829,000 70,940.000 7.15
1930 ......................................... 940 303, 198,000 16,572,000 6. 47
1931 ........................................ 507 83, 50.000 2,981,000 3.57
1932 ......................................... 186 21,370.000 722,000 3.38
1933 ......................................... 582 131,293,000 6, 058, 000 4.61
1934 ...................... t ------------------- 734 170, 029,000 9,776,000 6.55
1935 ......................................... 1 ,024 309,415,000 16,020,000 5.18
1936 ......................................... 1,321 541,312,000 39,493,000 7.30
1937 ......................................... 1,362 679,522,000 52,674,000 7.75
1938 ......................................... 1 ,029 385,220,000 19,951,000 5.18
1939 ......................................... 1,297 617,338,000 38,288,000 6.20

Number nPercent loss
Corporations reporting no not Income- of returns c gross

of reurnsincome

1926 ......................................... 1,720 $472,860,000 $46, 267, 000 9.78
1927 ......................................... 1,683 545,309,000 56,540,000 10.37
1928 ......................................... 1,597 464,710,000 45,817,000 9.86
1929 ......................................... 1,646 472,296,000 38,580,000 & 17
1030 - - - - - --................................... 2,425 734,968,000 89,326,000 12.15
1931 ......................................... 2,493 535,650,000 121,867,000 22.75
1932 ......................................... 2,633 363,448,000 124,803,000 34.34
1933 ........................................ 2,252 321,408,000 51,885,000 16.14
1934 ......................................... 2,081 320,208,000 47,431,000 14.81
1935 ......................................... 1,015 310,079,000 34,614,000 11.16
1936 ......................................... 1,449 262,295,000 24,426,000 9.31
1937 .......................................... 1,428 259,740,000 14,085,000 5.42
1938 .......................................... 1,908 368,463,000 32,362,000 8 78
1939 ......................................... 1,552 307,070,000 20,888,000 6.80

Percent net
co rations reporting ombn Number of Gross icome Net Income or Inoome or

Allreturns o loss loss of gross
income

1926 .......................................... 3,830 $1,729, 68, 000 $5 6,53, 000 2.93
1927 ......................................... 3,627 1,479,904,000 ,5, 693, 000 .38
1928 ........................................ 3, 718 1, 479,4, 000 24,980, 000 1.69
1929 .......................................... 3,768 1,464,125,000 32,360,000 2.21
1930 .......................................... 3,551 1, 038, 166,000 '72,73, 000 7.01
1931 .......................................... 3,168 619,146,000 '118,886,000 ' 19.20
1932 .......................................... 2,946 384,829,000 ' 124,081,000 132.24
1933 .......................................... 3, 045 452, 701,000 '45,827,000 '10.10
1934 .......................................... 2,989 496, 237, 000 '37,655,000 17.59
1935 .......................................... 3,072 619,494,000 ' 18, 94 000 13.00
1938 ......................................... 2,872 803,637,000 15.067,000 1.87
1937 .......................................... 2,923 939,262,000 38,589,000 4.11
1938 .......................................... 3,095 753,683,000 12,411,000 11.65
1939 .......................................... 2,973 924,408,000 17, 400,000 1.88

SLoss.

Source: U. S. Bureau of Internal Revenue, which changed olassifloation slightly in 1938.
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The CHAIRMAN. Professor Fairchild I
Mr. ALvOJID. Mr. Chairman, I would like, if I niay, to make a pre-

limninary statement. The committee on Federal finance, United States
Chamber of Commerce, will be represented by three witnesses, among
whom the testimony has been divided.

Profesgor Fairchild, of Yale University, who will discuss Federal
expenditures and principles of taxation; Mr. Roy Osgood, of Chicago,
who will discuss the proposed changes in the estate and gift taxes of
the House bill, and I will discuss the House bill and our recommenda-
tions with respect thereto.

Written statements have been prepared by each of us, and I ask
that these written statements be lncorporaed in the record.

The CHAIRMAN. The briefs will be entered in the record. You say
Professor Fairchild will proceed first?

Mr. ALYORD. Yes.
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STATEMENT OF PROF. FRED R. FAIRCHILD, NEW HAVEN, CONN.,
MEMBER OF THE COMMITTEE ON FEDERAL FINANCE OF THE
CHAMBER OF COMMERCE OF THE UNITED STATES
Professor JF'AIJIcIIILD. My aiiiiie is Fred IR. Fiiirchiild. I iil )rofes(o

of economics of Yale University. I 11111 i nwiihber of the cominittee on
Federal finance, Chamber of C ommerce of the United States. I be-
lieve the members of the committee have before them now the type-
written statement of the testimony I propose to give. On the first
page there appears an outline which is followed throughout the state-
ment and whicl I shall follow in my presentation in order to trench
as little as possible on your time. I propose to follow in my spoken
argument rather closely the typewritten statement which you have
belvore you.

I. Alount of ta.x'' in rlat/ion to eupendtttecs.-ew will differ w ith
the idea that the Federal Government should obtain substantial a(li-
tional revenues to meet the enlarged defense expenditures. Our
chamber committee advocates additional taxation, although, as will
appeal, from subsequent testimony, it makes a somewhat different
approach to the problem from that of the House bill.

1. Ratio of taxes to borrowinq.-lVe (1o not Ibelieve it is feasible to
set ul) an automatic "measuring stick" of the amount of revenues which
should be obtained. The amount depends upon such factors i1s the
total of expenditures, tle probable national income, its dis 'il tion,
the sources and methods of taxation used, and the impacts of the new
and increased levies upon the national economy. No exact ratio of
taxes to total expenditures has any validity in and of itself. It is..
evident that the two-thirds formula is not realizable for the fiscal year
1942, and its feasibility with respect to 1943 is at least open to question.

2. Determining the amount of taxe&.-On the contrary, the practical
method in such an emergency as tile present is: (1) Determine the
amount of nondefense expenditures at the lowest practicable level,
(2) estimate as nearly as may be the sum of defense expenditures,
(3) settle upon a tax program that will produce the maximum revenue
possible without impairment of the economic and political structure,
and (4) depend upon borrowing for the balance.

I am assuming that the maximum levies under the conditions stated
would still, under present conditions, not be sufficient to produce all
necessary revemlue and that some degreee of borrowing would be
necessary.

In such manner the actual ratio of taxes is determine(], as the conclu-
sion rather than the premise, and it is generally recognized that the
Higher this ratio, the stronger is tile Government's financial position,

3. Large defleitq inevitable.--Judging from the estimates of revenue
under existing law, huge annual deficits are in prospect. Even with
the addition of three to four billion dollars of revenue, the deficits will
still be large. Any calculation only serves to reinforce the conclusion
that large additional revenues must be sought. The amount that
might be sought retroactively from 1941 incomes and the total amount
that might be made available in the current fiscal year are to be dealt
with by another chamber witness.
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4. Curtaiizent of monidefese expenditues.-If additional taxes are
to be levied with the idea of obtaining the largest practicable amount
of revenues then it would appear obligatory upon the administration
and upon tie Congress to reduce the nondefense expenditures by the
largest practicable amount. An "all out" tax progravo to finance an
"ailout" defense effort should be accompanied by "all out" economy
in nondefense spending. .1'he taxpayers may be expected to submit to
increased demands with much more cheerfulness if they can be assured
that the money they contribute will not be spent on unnecessary objects
or wasted.

Secretary Morgenthan has l)rOl)osed that nondefense exI)en(litures
be reduced by at least a billion dollars . He first made this proposal
when testifying before the House 'Ways and Means committeee last
April 21, and lie reiterated it before *your committee last week.

Before the Ways and Means Cominittee, he said le did not know
of anything that would hell) the Treasury more when it is going to
the country and ilviting the lwol)he to invest i (lefense savings bonds
thall for the Congress itself to take a strong position on economizing
in nonessential and nondefenlse itenis.

Secretary Morgentliansuggeste(, as a general guide, that particular
attention be given to agricultural aids, the C. C. C., the N. Y. A.,
and Public Works.

We sul)l)ort the Secretary's lrOl)osal but (10 not believe it goes far
enough. Scrutiny of the expenditures lie mentioned and of other non-
defense items ow(uld1, it is believed, reveal that reductions amounting
to about $2,000,000),000 could be made.

In the first place, we suggest the sisIension-in large part in some
instances and entirely in other--of activities instituted to relieve
unemployment and economic distress; such disbursements are less
necessary now due to changed economic conditions. In this connec-
tion, in addition to the billion dollars that might be saved by following
Secretary Morgenthau's suggestion to curtail the agricultural program,
the C. C. C., the N. Y. A.,anid Public Works activities, there should
be reconsideration of the W. P. A. and a few other emergency activi-
ties. This might easily justify tile addition of three-quarters of a bil-
lion or more to the proposed avings.

Senator VANDENBERG. May I ask whether, in making that observa-
tion, your committee has tacen into account that the application of
priorities and curtailment under the present sunmary formulas that
have been used will probably cause more unem)loymeit than we had
at. the height. of the depression?

Professor FAIRCHILD. We are not of the opinion that taking every-
thing together-priorities and other defense arrangements-the
amount of unemployment is going to increase.

I have, in fact, every reason to believe that the present industrial
activity, caused by defense enterprises and otherwise, will cause unem-
ployment to definitely decrease.

Se)mtor VANDEkBERO. I hope you'are a good prophet, but your Pre-
diction is not so far borne out by what is happening in Michigan by
reason of the decimation of small businesses as a result of these sum-
inary curtailments and priorities.

01077-41--.--8"
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Professor FAIRICHIL). I have novel undertaken to bear the mantle
of a prophet, but I think the facts before us are sufficient to warrant
the assumption that these activities should result in less, rather than
greater, unemployment. That is why I take the position that. certain
activities establisiIed to combat unemployment and the depression may
now safely be curtailed greatly reluced, or altogether ended.

In the second place, from a review of the 1942 Budget estimates, it is
apparent that there are numerous regular old-line or less emergent
activities which, without elimination in any case, could safely be re-
duced in scope. If these were cut back to levels somewhere between the
high and low points of the past 5 years, additional savings of some
$300,000,000 would be possible.

5. Avoilance of waste and extra vagance h all Governiment expendi-
tures.-While we advocate a reduction of nondefense expenditures to
the minimum, consistent with efficient perforililance of essential activi-
ties, we admit the necessity of bearing the cost of whatever may be
required for national defense.

In making this distinction, however, between defense and nondefense
expenditures, it should be recognized that there is no more excuse
for waste and extravagance in national defense than in other Govern-
ment service. Furthermore, an expenditure of doubtful necessity can-
not, be justified simply by tagging it with the defense label. We urge,
therefore, that all governmental activities be examined as to the
efficiency and economy of their performance. Any such examination
would obviously be so detailed and searching that it is impracticable
to estimate the magnitude of savings that could be obtained by this
means. Nevertheless, such savings are believed to be substantial. .

Senator WALSH. Who should take the initiative, in your opinion, ihi
cutting these nondefense expenditures and effecting these economies?

Professor FAIRcInrL). It seems to me that that is a task which should
be undertaken by all branches of the Government; the legislative and
the executive.

Senator WALSH. Don't you think that it requires "must" legislation
to get reductions in appropriations as much as it does to get "imust"
legislation to get the appropriations themselvesV

Professor FAIRCHILD. I am sorry; I did not quite hear that.
Senator WALSH. Don't you think it requires force from the adminis-

trative departments of the Government who come here and ask for these
appropriations, and show how the money can be procured to effect these
economies?

Professor FAnciamw. I think certainly an interest in economy and
effort to bring it about by the administration would be most desirable.
On the other hand, Congress is the final authority for making appro-
priations and has in its hands the spending policy of the Government.

Senator WALSH. "P'on't you think the agencies Who come here asking
for this money should also come here with a program for these
economies?

Professor FAnmOI. I think that all agencies of the Government
should do so.

Senator WALSH. Have you seen any such program ?
Professor FAmCHILD. I have mentioned the suggestions made by the

Secretary of the Treasury.
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Senator VAIL. It has been my experience that without the active
support of these agencies who appear hero requesting the money, unless
they get behind the program of economy, there never will be any.

Professor FAIRCHILD. I subscribe to that statement; and I, of course,
as an outsider here, can (1o nothing more than offer suggestions.

Senator WALSI. Yes; what I had in mind is that there is a dis-
)ositioll to say Congress ought to (1o it, but unless. there is some
eadership in the force that asks us to get the money, there is going

to be, in my opinion, no program of economy.
Senator VANDENHIERO. I want to apologize, but I lave now to leave

and go over to the Senate where I could give you all excellent example
of what happens to one when he tries to save a little money and
promptly gets his throat cut.

lrofesor FAIRCILD. It must be recalled that, no matter how difficult
it is to raise additional tax re%'emzes, money is eassy enough to spend. A
dollar saved in Government outgo is just as good for financing defense
us a dollar of new taxes. The significance of the sum of $2,000,000,000
becomes apparent when it is realized that this figure is one-fourth more
than the original 1942 Budget estinmatb for individual income-tax collec-
tions and probably exceeds the total of such collections that is now
expected under present law. It is about equivalent to the yield from
the corporate income tax as estimated last January and equivalent
to the revenue expected from liquor taxes and manufacturers' excise
taxes after adding the increases of the pending bill.

6. Congressional Budget agenay.-Whether or not it proves prac-
ticable to curtail expenditures for the current fiscal year by such a
substantial sum, we firmly believe that the indicated reductions in
nondefense spending could be made for the fiscal year beginning
July 1, next, for which the Budget is now in preparation.

In this connection it is to be recalled that on various occasions the
national chamber has advocated, and Secretary Morgenthau has pro-
posed, that Congress adopt devices to protect itself from pressure
for increased expenditures. Specific procedure to this end must be
left to Congress to decide, but we support the Secretary's proposal for
closer association between the appropriating and money-raising com-
mnittees of both Houses of Congress in cooperation wi'th representa-
tives of the executive branch. Without attempting to specify a
method, we believe that the whole procedure with respect to con-
gressional action on the Budget should be reexamined in the light of
present needs.

In past years we have advocr.ted that a device such as a budget
committee be used to establish a ceiling on the total of Federal ex-
peniditures. We recognize that there are limitations, in present cir-
cumstances, as regards defense outgo, but, we still believe that such
method should be used to fix a definite total for nondefense expendi-
tures and that it would be most helpful in reaching a careful esti-
mate of expenditures for defense.

Such a device would have distinct values not only in determining a
wise spending program in connection with existing activities but
should result in more careful weighing of proposed spending for
new activities which under existing conditions shouldsb foregone
or at least deferred.
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Ill addition to other benefits, this plan would have the merit of re-
lieving the )ressure upon individual Congressmen exerted by various
groups, official and unofloial, for appropriations for nondefense
1pu r p ose s .

11 Liuitations upon further tax inereases.-While our committee,

as I have said, is convinced that, in the present emergency, tile
greatest, possil)le share of essential governmental costs s f dbe met by
taxation, there are certain considerations indicating clearly that there
are limits beyond which taxation cannot be pushed without threat
to o1r existing economic and political institutions.

1. Taxation in relation. to national inco'me.-The increases in taxes
contemplated under the pending bill may be expected to bring the
total burden of Federal taxes (for the present purpose I include the
social-security taxes) up to about $12,000,000,000 in the 1942 fiscal
year and to about $14,000.000,000 in the first full year of operation,
depending upon the level of economic activity. State and local Gov-
ernments are taxing at the rate of a little mo~re than $9,000,000,000 it
year, which would make the total national tax burden about $21,-
000,000,000 in 1942 and $23,000,0t0,000, or more, in the first full year
of operation.

Nobody can say exactly what the national income for 1942 will be.
Assuming for the sake of the calculation that, it will be somewhere
between 90 and 95 billions, the taxes will be between 22 and 23 percent
of the national income in the fiscal year 1942. With the prospect of
still more taxes, it would seem that for some years the American
people will be called upon to pay taxes amounting to about a quarter
of the national income.

While this may to some appear moderate in the light of the threat
of war and the consequent possibility of still further tax increases, it
should be recalled that even during the World War peak in 1919 and
1920 Federal, State, and local taxes took only 12 to 13 percent of
tile national income and in the worst year of tie immediate post-war
depression (1921) the ratio of taxes to national income was less than
16 percent. The World War peak amount of Federal taxes was
$6,700,000,000 in 1920, or $63 per capita. Total per capita taxes that
year were $85; 1941 per capital taxes were al)proximately $125, and
by 1943 they are expected to be around $170.

A comparison of our total tax burden with tlat of the United
Kingdom of Great Britain and Northern Ireland is significant.
Despite the high income-tax rates imposed by Great Britain on cor-
porations and individuals, the per capita tax burden in the United
States surpassed that of Great Britain in the fiscal year 1940. In
the last completed fiscal year 1941 and in the current year 1942 as
estimated, including both the recent increases in British taxes and
the proposed increases in our pending bill, the tax burden in the
United States is just about equal to the British tax burden, whether
measured as a per capita burden or as a percent-it e of national income.

These are the two bases that show most accurately comparative tax
burdens. A form of comparison that is frequently used in current
popular discussion, base.- on relative rates of corporation and indi-
vidual income taxes in this country and Great Britain, is altogether
unsound and meaningless.
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'2. Effect8 on State and local rvel' ye.-If, as has been suggested, the
national tax progan should have regard to tile preservation of our
existing political institutions. then it is evident that the Federal Gov-
erlmnent, in seeking ol)portunity to extend its Ownl taxes, should have
regard to the repercussions up()n the revenues of tle States and their
local subdivisions.

Many of the forms of taxation used by the Federal Government are
also reed upon by the State all(] local governments.

It is significant, for example, that 33 States rely extensively upon
receil)ts from individual income taxes for State revenms. From this
source they (lerive about $220,000,000 a year. Twenty-three of these
States permmiit their income taxl)ayers to deduct Ize(leral income-tax
payments from their net taxal)le income for State imcome-tax purposes.

3y so doing they permit he State taxable baise to he reduced by an
amount equivalent to the lederal tax. Under the rates of the proposed
bill these reductions would be about doul)led, amounting In many
States to as much as a quarter of the State taxable base-ii some States
to even more. Revenue shrinkage will, of course, be even greater in
)roportion because the amounts of income subject to the higher rates

will be reduced.
Corporation income taxes, to the extent of about $140,000,000, are

also levied by 32 States. Twenty-one of these, States allow a deduction
similar to that permitted for Fe'deral individual income taxes, and be-
cause of this their revenue loss is again considerable.

hie estate tax )olicy of time Federal Government in recent. years
has caused a rapid absorption by it, of this source of revenue, which it
would be )ropelr to relinquish to the States. The proposed rottes, lack-
ing any additional credit for taxes paid a State govermnent, would
accelerate this absorption. Our position in the matter of death taxa-
tion will be presented by Mr. Osgood. I fully agree with his statement
as to the loss of future revenue because of present high rates, the in-
justice from continual shifting in the basis of a capital levy, and the
resulting discouragement to saving.

Considerable overlapping of Federal and State tax systems has
grown up as the result of it natural development and is douibtless bound
to continue. While not necessarily harmful under ordinary conditions,
(his overlapping becomes a cause of serious danger to the States when
their citizens face not only heavy increases in Federal tax rates, but
also State budgetary difficlties and the possibility of additional State
taxes because of the loss resulting from Federal tax increases. More-
over the States are injured when changes in Federal taxes are made
without allowance of sufficient time for the States to make appropriate
adjustments in their own taxes on the same objects or without proper
consultation and cooperation between Federal and State taxing
authorities.

With Federal taxation of incomes, estates, and gifts, and commodi-
ties as high as they now are, further increases are certain to present
serious restrictions upon the power of the States to secure their cIs-
tomary adequate revenues.

Senator DAvis. Mr. Chairman, I have to leave to go over to the
Senate. I would like to have in the record a communication from Mr.
Charles R. Hook, president of American Rolling Mills Co.
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The CHAIRAN. You may put it in after Professor Fairchild's tes-
timony. The committee will sit. until Professor Fairchild has finished,
and will then recess.

Professor FAIRCIHIW. I have almost finished.
Eventually the result might be tile loss of the financial integrity

of the States. Once financial independence is lost, political sover-
eigity cannot long endure. The Congress, in considering the addi-
tionalFederal taxes, needs therefore to bo watchful of the effects upon
the States and the possible threat to their financial solvency and their
continued existence as sovereign units in a federal form of gov-
el nmelt.

III. The primary purpose of taseation.-Although few would fail to
recognize that the primary purpose of taxation is to raise revenue
for the Government., i~hre is frequently the temptation to make the
tax system serve also certain other ends, such as the redistribution of
national wealth, the equalization of incomes, the curbing of profits,
the checking of inflation, etc.

It is submitted that the present interests of defense and sound
national finance will best be served if tax legislation is devoted strictly
to the primary purpose of obtaining revenue to meet the costs of
defense. To a certain extent most of the incidental purposes which
I have mentioned will be accomplished anyway by a tax system whose
objective is revenue. That. is well enough. To go beyond this and
seek to modify the tax system in order to accomplish one or more of
these other ends would lead into a field in which we have no very clear
guideposts either of theory or of practical experience. The doubtful
advantages that might be obtained are not likely to be worth the con-
,eq uent weakening of the tax system as a producer of revenue.

In particular, there is grave danger in the proposal to use the tax
system as a means for controlling inflation. While there is reason
to believe that, under certain circumstances, taxation might be em-
ployed so as to produce beneficial results along this line, the subject
is an extremely complicated one. It is quite possible, for example,
that income taxts employed for this purpose might have more effect
in reducing savings than in reducing consumer demand for goods.
On the other hand, there is no certainty that excise taxes imposed
upon certain commodities whose consumption is to be checked or
whose prices are to be kept down would not result in practice in check-
ing the demand for quite different commodities. After all, the con-
uiner has the choice of the particular expenditure he will curtail in

order to meet the new tax. A normal effect of excise taxes is to raise
the prices of the taxed articles. To the extent that this results, the
taxes are directly inflationary. Taxation aimed to limit consumer
purchasing may adversely affect production of consumer goods and
sc offset by reduced supply the i intended effect of reduced demand.
Even if the result should be neutral as to price, it is a far less healthy
and beneficial adjustment than the natural correction of increased
consuming power through increased supply of consumers' goods.

It is futile to place our trust in a dubious use of taxation to prevent
inflation in the face of the various inflationary policies which are being
followed by tlme Government itself. For example, the wage policy,
some forms of Government spending, the measures taken to increase
agricultural prices, the credit and monetary policies, including the
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continued purchase and monetization of silver, some of the fiscal prac-
tices which contribute to the creation of enormous excess bank re-
serves,. the powers to devalue the dollar and print greenbacks, and
other aspects which might be mentioned. If tie Congress desires to
prevent, inflation, it is in the modification of such policies that it. can
find opportunity for really effective action.

This is only a brief sketch of some of the reasons which lead the
chamber of commerce committee to feel that at the present time the
Federal taxes should be enacted with the clear purpose of raising reve-
nue to meet the cost of defense rather than to accomplish other social
or political ends.

Senator BAILEY. You mentioned those 1)ossible causes of inflation,
but. is not the principal cause of this threat of inflation the fact that
we have had for yeans, and will continue to have an irredeemable char-
acter of currency, plus the deficit financing? Are not those the main
causes of inflation?

Professor FAIRCHILD. I think those are important causes.
Senator BAILEY. What else is there?
Professor FAI CHILD. I would rather rest on the statement these

are very important causes, along with other causes. It is difficult to
appraise the relative importance of the various factors involved.

Senator BAILEY. Can we hope to get rid of our tendency toward
inflation until we get rid of our system of irredeemable currency and
deficit financing?

Professor FAMCnIL. It is mv opinion that a return to a redeem-
able standard of currency based on the gold standard would be most
beneficial for many reasons.

Senator BAILEY. How would taxation head off inflation?
Professor FAIRCHILD. Could I just finish my answer to your previous

question ?
Senator BAILEY. Yes.
Professor FATIoniL. Deficit financing has been, for a decade or

more, I think, an important cause of inflation, or threat of potential
inflation. Now, to say that we should get rid of deficit financing
at this time is, of course, a counsel of perfection which I would not
care to urge upon this committee. As I said, we are bound to face
deficits as long as this program goes on, or at least for the next 2 or 3
years. Nevertheless, I agree with you that any diminution of the
deficit is most desirable. Any step toward an approach to a balanced
budget is anti-inflationary.

Senator BAILEY. I agree, NN ith you as to the necessity for deficits for
at least 2 years, but the threat of inflation is now here. Now, is tile
remedy in taxation against that threat, or is the remedy in a redeem-
able currency?

Professor FAIRCHILD. I think the remedy lies in what you say, mak-
ing tile deficit as little as possible and, in addition, in a great many
other policies which are largely inflationary being Stopped. I would
place the remedy not in one or two of these, but on tle correction of
a great number of policies which are inflationary in their general effect.

Now, as to taxation: I am aware that one thing taxation can do is
to reduce the incomes available to consumers, as anyone reognizes.

Senator BAmLy. Well, the money is expended; it doesn't take the
money out of the economy; the money continues in the economy?
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Professor FAIRCHILD. But it reduces the deficit financing; the more
you get from taxation, the less deficit financing is necessary.

Senator BAILEY. But you can't get rid of that anyway for 2 years,
you sai.

Professor FAIRCHILD. I also said that, while you can't get rid of it,
any reduction is in the right direction.

raking money from consumers in taxation, thereby reducing the
deficit financing of the Government is antiinflationary.

Senator BAILEY. It has really got to greatly increase for the coming
2 years, next year will be $9,000,000,000 more than the revenue.

Professor PAIRCILD. Certainly.
Snator BAIL.EY. And the year following that will probably l)e $12,-

000,000.000; so you are not getting rid of deficit financing by taxa-
tion. Then you must find another remedy.

Professor FAIRCHILD. No; I said that you cannot entirely avoid
deficit financing. While you cannot get riil of the deficit, any reduc-
tion is antiinflationary. Now, I don t want to be put in the position
of overemphasizing the efficacy of taxation to prevent inflation. There
has been a tendency to exaggerate the efficacy of taxation as a means of
preventing inflation. It is a complicated'matter. It is difficult to
appraise, and overtaxation could be lised to prevent inflation, while
not accomplishing other unfortunate results.

My own opinion of the place where taxation would be most effective
would be as it falls on the incomes of those who are not now generally
pay ing income tax; those who were receiving less and who doubtlesss
will, as a result of defense activities, very largely increase their income.

Now, there is a point where I am inclined' to think that Fedexal
taxation measures will probably have a considerable antiinflationaiy),
effect. I am not hopeful of a wide progrom of attack upon inflation
by taxation, and also, as will be more clear as I proceed, this anti-
inflationary effect of taxation would, I think, be produced anyway
if you set out to construct and set up a sound system of taxation for
on purpose and only for the one purpose of raising revenue, which
means that attention in framing tax measures should be primarily
directed to the problem of producing revenue to meet current costs.
Such advantageous effects on inflation as might result will result inci-
dental to that program, even though it were not specifically directed
to removing inflation.

Does that answer the question?
Senator BAILEY. I am not clear that inflation is permanent. I just

bear that there is for the first time in the country, a considerable fear
of inflation and I cannot help but think that taxation is not the remedy
in the first instance. It is agreed that you are not to get rid of your
deficit financing for 2 or possibly the next 10 years.

Professor FAIRCHILD. I would have no hesitancy in saying that tax-
ation alone cannot remove the threat of inflation.

The CHAIRIMAN. You may procee(L
Professor FAIRCHILD continuingn) :
IV. A balanced reiienue qy8tem.-Te present revenue bill proposes

to obtain 31/4 billion dollars.of additional tax revenue. Two-thirds of
this total is to come from income taxes on corporations and individuals.
Having in mind the great heights to which the Federal taxes, upon
incomes, corporate and individual, have already attained, there is
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grave danger to the Government and to the economy of the Nation
fi any such reliance upon income taxationi. Taxatiiii of iIncomles as-
heavy as this has a profound effect in reducing the supply of capital
available for pr,,ducti,,0, checking savings and discouraging invest-
ment. and business enterprise.

A sudy of income statistics indicates that incomes it til high sav-
ings brackets have been considerably reduced, (lute not only to taxes
but also to declining interest rates and other con(litions. Even in tie
lower income brackets a number of influences have (enol)ibed to dis-
couirage savings.

It is well knowil that the building of an estate, (lie again to high
taxes, low interest rates, and uncertainty of values, is much more diS-
couiragitig than in tinies past.

At a time like the present, when the demands of (lefense require that
national productions be steeped ill) to the utmost, it, would be suicidal
to enact revenue measures which tended to reduce production by dis-
coutragilig investment and business enterprise.

The heavy reliance of tie l)resent bill upon income taxes is not only
a discouragement to savings. It fails also to meet the test of equita)le
distribution of the cost of defense. More than one-fourth of the total
yield proposed is to come from the individual income tax. Moreover,
the persons whoe pay individual income taxes would also bear tile bulk
of tile buird en of tle corporation income tax, tile calital-stock tax,
and the estate aid gift. taxes. These taxes together are called upon to
furnish nearly three-fourths (almost 73 percent) of the total addit tonal
tax revenues which this bill is estimated to produce. And even the
remaining 27 percent coming from excise and miscellaneous taxes, is
heavily weighted Oil the luxury side and so aimed at the same group of
people. This bill thus proposes to place the major part of tile burden
of new taxation upon the same group that already contributes the
bulk of tile Federal taxes.

This class now consists of about 7,000,000 people, individual income
taxpayers. If we allow for other members of tie families of tax-
payers, we may estimate roughly that some 20,000,000 people, or about;
15 percent of the population, are to be called upon to contribute the
bulk of the 31/ billion dollars of tax revenue which this bill calls for.
The obvious injustice ot this (listribult ion is further emphasized 1)y tile
fact, that a very large portion of tile increased natiolla i income which
is being predi ited as the result of defense activity will illure to tile
other 85 percent of tie people, who do not bear the burden of the
illcome aid similar taxes. This l)rol)osal departs far from tile pllW-
pose expressed by Secretary Morgenthau, "that, all sections of tile
people shall bear heir fair s)are of the burden."

In additionl to its injustice, tile choice of taxes of the present bill is
woefully weak as a reveine measure. If we are going "iall out" to raise
the nlaxilninli frol taxation, we shall have to give ill) the idea of rely-
ilig chiefly ofl the 5 or 6 percent. of tile people who now pay income
taxes. This class probably receives al)out one-third of thel national
inconle. Of the increased national inconle which is expected to justify
our estimates of future tax capacity it is likely that this class will
receive far less than one-third. It. should be apparent that any real
emergency-tax program must be composed of taxes that place reason-
able burdens upon all recipients of the national ilcoimes. We must
go out. after the money where it is. New incomes and new increases
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in incomes flowing to the great mass of nonincome taxpayers should be
considered, with provision for some form of collection at the source,
much along the lines of a withholding tax, such as is in force in Canada,
with or without devices for credits against income tax. Future in-
creases in effective rates of income taxes should be accompanied by
removal of a number of inequitable provisions of the Internal Revenue
Code that bear with special hardships upon incomes derived from sav-
ing. Specific suggestions on these points, with reference to the terms
of the pending bill, will be presented in later testimony.

Senator BYRD. I would like to say that Professor Fairchild has
made a fair and very able statement. I want to compliment him oi it.

Professor FAImCIiw. Thank you.
ThieCHAIRMAN. Any questions? Professor, we thank you.
(Following is a memorandum presenltedl by Senator Davis from Mr.

Charles R. Hook, president of the American Rolling Mills Co.:)
The Injurious action of the provision 204 (3) In the 1941 revenue bill should be

remedied by either the entire elimination of this language or by restricting It to
taxable years beginning after December 31, 1910.

1. 204 (e) relates to the excess-profits credit carry-over and applies in a retro-
active manner not only to the full year 1941 but also to any "taxable year begin-
ning in 1940." This new provision would substantially mllify the constructive
action of Congress a few months ago when it enacted the excess-profits tax amend-
ments of 1941 in March.

2. The proposed section 204 (e) discriminates against a company which could
not take the benefit of its excess-profits credit in 1940. Such a company would
have to pay a heavier tax on its average earnings for the 2 years 1940 and 1941
than a company which could take full advantage of its 1940 credit.

3. Companies guided by the March enactment of excess-profits tax amendments
have gone forward with plans for necessary plant expansion to fmeet national-
defense needs on the basis that last year's unused credit has been finally detedi-
mined. The proposed drastic revision of such credit would severely penalize such
companies acting In good faith on recent congressional action.

Recommended.-Elther strike out 204 (e) from the pending bill or substitute
for the words " In 1940" the words "after December 31, 1940."

The CHAIRMAN. The committee will recess until 2 o'clock this after-
0oon.
(Whereupon, at 12:10 p. in., a recess until 2 p. i. this afternoon

was taken.)
AFTERNOON SESSION

(Pursuant to adjournment the committee met at 2 p. m.)
The CHAIRMAN. The hour for reconvening has arrived. Due to a

situation in the Senate, most of tie Senators are over on the floor-
that is most of the members of this committee-because of the difficulty
of holAing a quorum over there.

While I dislike to (to it, time committee is ahnost in the position where,
in view of the heavy schedule of today and all next week, it will have
to proceed, I regret to say, at this time, and I will not make a further
announcement. It is possible we will carry the hearings over toior-
row, although the committee had not intended to have a Saturday
session.

I would be willing for the committee to meet in the morning if we
could have a reasonable number of the members of the committee here
to hear such witnesses as would rather go over until tomorrow.

Dr. Anderson, would you prefer to go on this afternoon?
Dr. ANDERSON. Just as you please, Senator.
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The CHIRMAN. Under the circumstances-you see the situation
now-other members of the committee may be coming in before you
can finish your testimony, but I am not sure low many of them can
get here because of the situation in the Senate. If you care to proceed,

will be very glad to have you proceed.

STATEMENT OF DR. BENJAMIN M. ANDERSON, LOS ANGELES,
CALIF., PROFESSOR OF ECONOMICS, UNIVERSITY OF CALIFORNIA
AT LOS ANGELES

Dr. AN DFlVON. All right, sir. It is a privilege to talk to you, at all
events.

The CHAIRMAN. I regret very much that we have not the other mem-
bers of the committee here, because I would like the committee to hear
your statement. I, of course, would be glad to have it in the record
as a part of the record in the case.

As is usually the case, when the Senators are not able to be present
to hear the testimony, they always read that part of the testimony
in the record anyway.

Dr. ANDERSON. Yes, sir.
Our congressional system, under which the details of legislation

dealing with economic topics are worked out by separate committees, is
doubtless very necessary from the standpoint of careful draftsmanship
and efficient legislative procedure.

I have been very much impressed this morning with the sympathetic
attention that the committee has given to technical )oints' raised by
individuals who claim hardship, but this system has one immense dis-
advantage. The different aspects df our economic life are, in fact,
intimately interrelated.

Under our system one committee will deal with one segment, and
another committee with another segment, and another committee with
another segment, and it is difficult, in the extreme, to get the senatorial
mind on an economic problem as a whole. It is highly important that
what is done by one committee should be coordinated with what is done
by other committees if sound general economic policy is to be followed.

Concretely, the immense problem of preventing a ruinous inflation
will involve the following elements, only two of which can certainly
be dealt with by the Finance Committee-though a third may be-
but all of which can be dealt with by the members of the committee in
their capacity of Senators, and all of which ought to be in the minds of
the committee as it deals with the problems of Government finance.

To hold down prices, we wish, on the one hand, to reduce the demand
for goods and we wish to, on the other hand, do what can be done to
increase the suply of Koods.

One tremendously effective way of reducing the demand for goods
is adequate taxation of the incomes of those who buy goods, and this is
one of the central problems you have to consider in passing on the
pending tax bill.

But another vital point in holding down the demand for goods is the
borrowing policy of the Government and this is very definitely in the
province of the Pinance Committee oi the Senate. If the Government,
with its desire to borrow as cheaply as possible, continues to take
advantage of the great artificial cheapness of bank money, and con-
tinues to borrow primarily from the banks instead of offering its long-
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term bonds at rates that will attract investors' money, relying on tile
bank expansion rather than on the savings of the people we ar going
to have very great difficulty, indeed, in holding prices down by price
fixing or by any other measures.

Again, if the Government continues unchecked its nondefense ex-
pencVitures, competing with itself in the markets of the country, it will
force up prices much more rapidly than would be the case if the Con-
gress asserted its powers by amendment to the pending tax bill, pro-
riding a mandatory reduction of nondefense expenditures.

The English Pa;liament in the old days knew how to hold down an
extravagant king. Tile Congress of the United States should assert
its powers. It is one of the most precious legislative powers, deciding
how much money shall be spent.

It is, of course, a pity that we have separate committees for appro-
priations and for finance. We shall have no adequate budgetary con-
trol unless the Congress sees fit to l)repare revenue measures and appro-
priation measures in one document, worked out in the same committees.
But I think that a provision requiring the reduction of nondefense
expenditures from existing appropriations might well be germane to
a tax bill.

The question of the monetary policy of the Government is, of course,
very closely related to the question of inflation control, and very
closely related to tie question of the Government's borrowing 1)olicy',
tie latter being in your jurisdiction. I venture to urge tile members
of this committee who are members also of the Committee on Banking
and Currency, as well as all members of the committee in their capac-
ity of Senators, to give very serious attention indeed to the recent
unanimous recommendation of thb Board of Governors of the Federal
Reserve System, the 12 presidents of the Federal Reserve banks and
the Federal Advisory Council that the Federal Reserve authorities
be given power to raise the reserve requirements for the member
banks of the Federal Reserve System. If I were presenting this to
the Banking and Currency Cominittee, I should wish to go into some
technicalities here, but I content myself with making te observation
that the maximum increase proposed by the Federal Reserve authori-
ties would put the reserves of the great banks of Chicago and New
York at 52 percent, which is too hlgh for the flexibility of banking,
an( that the maximum ought not to exceed 40 percent.

There is another major factor on the supply side which is outside
the jurisdiction of this committee but which I wish to mention here
because of its tremendous importance.

Senator Bailey was raising questions this morning about the ele-
ment in this problem of controlling commodity prices. I think heavy
emphasis should be put on that. Production in the United States is
handicapped by the 40-hour-week legislation with its mtequirements of
50 percent for overtime after 40 hours.

We should find a very great slack revealed in our industrial capac-
ity if this 40-hour it Aek were abrogated for the period of the war
emergency. It will not do, if we are trying to hold down prices,
to say that we can get the extra labor time by paying the extra 50
percent for overtime. If we do that generally, we shall have forth-
with a great rise in prices. We are doing it on a substantial scale
in defense industries where the Government is paying the bill. But if
we apply it generally, we do it only at the expense of a general rise
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in prices-to be followed by a further rise ill wages, making a new
hurdle in the 50 percent for overtime, and with the further certainty
of much higher commodity prices than would otherwise l)revail. The
theory of the 40-hour week is not that it is harmful to the health of
men to work for more than 40 hours; it is rather that there are not
enough jobs and that we want to spread the work. This theory has
no place in time of great national emergency when we are trying to
use all our resources.

There are yet other aspects of this inflation problem. But I have
imposed upon the patience of this committee enough in trying to
)resent the major phases.

It is certain that if we do not control the underlying forces that
make for higher prices, the efforts at price fixing under the bill now
p ending before the House of Representatives would be a ghastly
fiasco. General price fixing, in any case, must be a ghastly fiasco.
The place for price fixing is where you have a great scarcity'of com-
modities vitally needed by Army and Navy, where the Government
is itself an immense dominating purchaser and where there is not
enough to go around for the new defense purposes and the ordinarycivilian purposes. And the further place where price fixing is justi-
fied is in the case of some necessity of life, like bread or fuel.

When you fix a price, you must l)rovide substitutes for the work that
the free price would otherwise do. Prices have work to do. When
su)ply is short and demand is strong, a rising price operates to check
demand and to increase supply. The less pressing demand drops out,
new sources of supply come into the market, and an equilibrium is
reached. If we are going to fix a price, we must take control of supply
and demand; you must ration out the supply, giving priorities to the
most important needs, or in the case of civilian goods, see to it that,
even though nobody gets all lie wants, on the other hand nobody $hall
be entirely without what le needs. This is a tremendous job. It calls
for close study of the supply situation and of the need situation.

We did this in the last war for a very limited number of commodities.
We did not at all undertake it for commodities in general. We let
the l)rices of nonessentials take their own course and we let the prices
df a great many comforts take their own course.

We fixed the'prices of certain essential foods and fuels, rationing out
supply, limiting the amount which any one purchaser could buy. We
made no effort to fix the price of silk stockings. We curtailed
automobile reductionn drastically, reducing it to 25 percent, but
we (lid not undertake to fix the" price of automobiles and we (lid
not undertake to fix priorities among the consumers of automobiles.
It was possible, with sugar, to say that one purchaser would get only
2 l)ounds at a time, to make a scant supply go round so that all had
some sugar. But I don't know how it would be possible, with anything
like justice, for the Government to undertake to ration the supply of
pleasure automobiles. Who could say that I should have one and that
.!y neighbor should not have one? We left that question to the market
in the last war. A great many people who would have liked to buy
new automobiles refrained from doing so because they cost too much,
while men whose automobiles were most nearly worn out bought
new ones.

Incidentally, I raise the question of the equity or justice of taking
away essential supplies from an industry, compelling it drastically to
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curtail its activities, and, at the same time, saying to it that it must
not raise its prices on what it does produce.

Overhead costs rise rapidly when volume is curtailed. rhe rising
price of the scant output, is justified from the standpoint of costs, and
the desirability of having a solvent industry when the emergency is
over would suggest the desirability of allowing an industry to recoup
part of its losses by higher prices.

In the last war, we did not undertake to control retail prices at all,
except in the matter of food and fuel. I quote from War Industries
Board Price Bulletin No. 3, Government Control Over Prices, by
Paul Willard Garrett, assisted by Isador Lubin and Stella Stewart;
Washington, Government Printing Office, 1920, page 550:

The great bulk of regulation over prices administered by the Federal Govern-
ment during the war pertained to producer or wholesale prices. There was no
real attempt to save In food and fuel, to control prices at retail. The task of
controlling retail prices was undertaken in a comprehensive manner by the Food
Administration after its wholesale control was well underway.

The price-fixing legislation and price-fixing policy apparently con-
templated in the legislation pending in the House is far more ambitious
than anything we undertook in the lst war, and even such things as we
(lid undertake in the last war, unless buttressed by adequate action
with respect to taxation, Government borrowing policy, and the other
things I have referred to, would have been almost impossible.

With this background, I turn to the pending tax bill. You are con-
cerned with getting revenue so that you can pay as much as possible
of the new defense expenditures out of taxes rather than with borrow-
ing. And you are concerned with this both from the standpoint of
maintaining the solvency of the Government and from the standpoiiit
of preventing a ruinous rise in prices and costs. These two purposes
are harmonious so far as the measures to be considered are concerned.
To get revenue for the Government out of the incomes of the people,
you must go where t.h'3 income is. And to prevent a rapidly rising in-
come of the people (growing out of war expenditures) from competing
with Governmeni., you must take that part of the income which is most
rapidly rising Where is the income of the country?

I call you- attention to figures drawn from the Statistical Abstract
of the United States for 1940, page 314, which gave, for the years 1929,
1938, and 1939, a classification of the income paid out. I read the
figures here only for 1939, but I offer the table for your record, which
gives the same figures for 1929 and 1938 also.

National income paid out, by type of payment

Amount (millions of dollars) Percent distribution

102 1938 193 192 1938 1939

Income paid out total ............... 80,611 85,007 68,600 100.0 100.0 100.0
Compensation of employees, total ........ 52,776 44,301 46,768 65.5 68.2 68.2
Entrepreneurial withdrawals ............. 12,620 10,473 10,826 15.6 18. 1 15.8
Dividends ................................ 5,945 3,370 4,124 7.4 5.2 8.0
Interest ................................... 5,906 4,888 4,832 7.3 7.5 7.0
Net rents and royalties .................. 3,364 1,975 2,050 4.2 3.0 3.0

Compensation of employees, 88.2 percent of total income paid out. Entrepreneurial withdrawals, 15.8
percent. (Entrepreneurial withdrawals means money taken out of unincorporated businesses by the
owners or partners to live on.) Dividends, 6 percent of toial national Income. Interest, percent of total
national Income. Net rents and royalties, 3 percent.
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Now, a regrouping of these figures will make it clear that far over
70 percent of the total national income paid out is labor income. From
the 68.2 percent compelnsation of employees, we must make a minor
subtraction for large salaries, and, on the other hand, we must make a
major addition for that part of entrepreneurial withdrawals, which
represents labor income rather than profits.

Tihe biggest element in entrepreneurial withdrawals is found in ag-
riculture -where the farmer takes his profits when the harvest is Inade.
But the farmer, although a businessman :ind the recipient of business
profits, is also a workingman, and the greater part. of the income of
the farm owner, taking the country as a wh e, is not business profits,
but rather, compensation for labor.

The same is true of the great, bulk of unincorporated business. The
boss barber and the master mechanic in a garage do not receive regular
salaries. They take their income out of the business, but it is far more
wages than it is profits that they take out of the business. I estimate
that not less than half of entrepreneurial withdrawals constitute true
labor income, and that we must, therefore, add 7.9 percent to the 68.2
percent of compensations of employees in getting at. labor income.

I have indicated above that we must make a subtraction from that
figure also for large salaries. Large salaries have been conspicuous
in individual cases,'but the total is small.

The total compensation of corporation officials in the United States
was $3,337.000,000 in 1929, and was $2,171,000,000 in 1934. But there
are over 475,000 corporations in the country anl, when 3,000,000 000
is divided by 475,000, the average is $6,300 per corporation. And
most corporations have more than one officer, while the large cor-
porations have many officers. A very large part of the total salaries
of the officials of corporations is essentially labor income. The salary
of the president of a small mercantile corporation who is himself
behind the counter and does part of the bookkeeping, and of the numer-
ous minor executives, even in large corporations, are a true part of
labor costs. The few conspicuous big salaries are altogether swal-
lowed up in the totals for corporate salaries. We do not need to
make any large subtraction from the percentage of labor income to
take account of them.

I conclude that anyhow 74 percent of the total income of the country
is labor income. What percentage of the income of the country
represents the income of property and of business enterprise? To
get this I add tile following items:

Dividends, 6 percent; interest, 7 percent; rents and royalties, 3 per-
cent; and the one-half of entrepreneurial withdrawals, which repre-
sents profits rather than wages, adding another 7.9 percent. We thus
get a total of 23.9 percent as representing all the income received
for property ownership and business enterprise.

IfI were giving a different table, based on income produced rather
than income paid out, I should have to take account of another factor,
namely, profits left in the business and corporate profits added to sur-
plus. This was a negative factor in 1938, but was a small positive
factor in 1989, and it amounted to about I percent of the total national
income of 1940.

(See table, Survey of Current Business, U. S. Department of Coin-
mnerce, June, 1941, p. 15.)
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This factor of business savings is far too small, and does not ap-
preciably affect the figure I have given above, based on the tables for
income i)aid out.

Now, you need extra income for the Government; you need more tax
money. Where are you going to get it? The answer, I think, is
startlingly clear. You have already overtaxed the large incomes.
You are aIready taxing corporate earnings to a point which I regard
as very dangerous. I believe that tle corporations ought to be allowed
to make some profits and to keep some profits in this time of activity,
if only that they may have something to fall back upon to protect
their solvency w ,hen reaction comes. They made a lot of money in
the last war,'and in the postwar crisis it was extremely helpful. I
watched it then as a banker and I saw corporations, desperately short
of cash in the postwar liquidation readjustment, still able to get credit
from the banks to carry on and do what business was to be (lone, and
to make new plans, anl start plans for new things, by virtue of the
fact that their surpluses were large enough to stand the losses and to
leave their capital unimpaired..

You have already terribly overtaxe(l the 23.9 percent that repre-
sents income from property and from business enterprise. You have
already gone as far as I think you would feel there is any justification
for going in taxing large salaries.

The head of a great institution, with a salary of $100,000, when
lie has paid his Federal income tax and his New York income tax, will
have a little over $40,000, if the schedules in the bill before you stand.
And if you take all the rest of his salary, you would do the Govern-
ment very little good indeed, because there are so few men iir hjs
position. You must go where the income is.

The mercantile world has learned long since that there are not
enough rich people to make profitable customers for many businesses.
The great, successful businesses are, in general, those dealing with
the great body of the )eople, not getting very much from any one of
them, but getting a very large business in 'the aggregate. I think
that the framers of tax legislation will do very well to consider that
same principle. Relatively modest amounts taken from the recipients
of 74 percent of the income of the country will bring you far more
than taking all that is left from the recipients of the 23.9 percent.

I offer you some other figures bearing on this same point, drawn
from the Statistical Abstract of the United States for 1940, on pagYe
316. These figures are not as dependable figures as they would be
if they had been prepared by the Department of Commerce alone.
They relate to the 12-month period from July 1935 through June of
1936. These figures show that 69.10 percent of all the income of the
country was received by families and individuals with incomes of
$3.000"and less, and that over 80 percent of the total income of the
country was received by individuals and families with incomes of
$5,000 and less. Over 90 percent of the total income of the country
was received by individuals and families with incomes of less than
$15,000.

And finally, I offer one other set of figures to show where the most
rapid increase in income is to be found. The following figures for
pay rolls are taken from the Conference Board Economic Record,
published by the National Industrial Conference Board of July 11,
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1941. They are index numbers for pay rolls with a base of 100 in
1929.
1929 ------------------------- 100 1910: January --------------- 0 00. 4
19,36 -------------------------- 77 December -------------- 110.0
1037 -------------------------- 92. 8 1941: January --------------- 109. 3
1938 --- ' ---------------------- 71 April ------------------ 122.1
1939 . . ..----------------------- 83 May ------------------- 128.5
190 . . . ..---------------------- 95

The figures for June and July I cannot give you exactly, but the
rapid( increase has continued.

I would, therefore, eml)hasize that, both from the standpoint ofgttig revenle an(1 front tile stanllpoint of holding (own the grow-

mg income of the )eol)le, so that they may not compete too heavily in
the purchase of goods with tie Government, you should l)Ut heavy
emphasis 11)on increased taxation of small ilicomes. I would sup-
plort heartily the l)rOl)osal that the exeniptions for individuals be
lowered to $7,50 and that the exemption for families be lowered to
$1,500. I wold urge you to consider how much more revenue could
l)e got by putting these exeml)tions still lower.

I do not go into the technical Imints as between lowered income-tax
exemptions and a withholding tax. There are men on this committee
far better informed thali I with resl)ect to the technical l)rollems of
tax administration. My emphasis is on tle general proposition that
you should get a great olea1 out of incomes that have been so far in-
Ilxe(l, an)(] oul of incomes that have been so far untaxed, and out of
incomes that have so far been lightly taxed ; first, because you can make
no real contribution to the Govermnent's need for money bly s ueezing
still dryer the larger incomes and(] incomes from property and business
enterprise. and second, because taxation of these smaller incomes is
vitally needed as l)ar't of an anti-inflation program.

The ('HArMAN. Thank you very much, Doctor.
Dr. AmmRso.N. I thjunk you for the opl)portunity of being heard.
The CHAIRMAN. Mr. Osgood. Mr. Osgood, we were thinking of

adjourning the committee hearings to a room on the floor with the
Senate chamber level, that is, the Military Affairs Committee, but if
you prefer to go on here, under the circumstances, I would be very
glad for you to proceed. We could go over there and after some 15
minutes reconvene and give you an opportunity to come on the witness
stand there.

Mr. OsctoD. Just as you prefer. I imagine, from what you say, the
removal to the other place would be more convenient to you.

The CHAIRMAN. It would be very much more convenient and would
probably enlarge the presence of some of the other senators. Fifteen
minui:tes later would give you an opportunity to make your presenta-
tion and take your train or plane as you desire.

Mr. OSOOD. Thank you very much.
The CHAIRMAN. The committee will adjourn to reconvene in 20

minutes in the Military Affairs Committee room, and all the witnesses
who are to appear on t'day's schedule, we will be very glad to have you
come to the Military Affairs Committee room.

Under the circumstances, it is necessary to do that in order to have
present any of the members of the committee outside of the chairman.

(Whereupon, at the hour of 2: 35 p. in. the committee adjourned and
61977-41-39
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reconvenedt at 3 p. in. in the Military Affairs Committee room in the
Capitol.)

The CH.IMAN. Gentlemen of the committee, Mr. Osgood, of Chi-
cago, vice president of the First National Bank; the committee on
Federal finance, United States Chamber of Commerce, had l)egln his
statement when we recesse( to this room. Mr. Osgood will now
proceed.

STATEMENT OF ROY C. OSGOOD, CHICAGO, ILL., VICE PRESIDENT.
FIRST NATIONAL BANK; COMMITTEE ON FEDERAL FINANCE,
UNITED STATES CHAMBER OF COMMERCE

Mr. OS0ooD. Mr. Chairman and gentlemen of the committee. I am
Roy C. Osgood, vice president of the First National Bank of Chicago
and in charge of its trust department. I have been administering
trusts in the bank for 35 years, and dealing with tax problems in con-
nection with them. I a)pear here, however, as a member of the
Committee on Federal Finance, Chamber of Commerce of the United
States.

In connection with the work of various national and local organiza-
tions, and in various official and unofficial conferences, it has been
necessary for me to give attention to legislation relating to estates
P,1d inheritances al(] the administration of such legislation by Federal
and State officials.

My testimony will deal with the estate and gift tax aspects of the
bill. This will be given in brief and I would like to file with the
committee a supplemental memorandum p)resenting in detail ,the
points outlined here.

A. GENERAL

1. Jsthnated ykrlds.-The estate and gift tax revisions are esti-
mated to yield approximately $152,000,000 in addition to the yield of
the last year of $355,000,000, or a total of $507,000,000. This would
increase the yield from this source 43 percent, but the increase would
not be substantially effective until 1943. On the l)asis of the Treasury
estimates of a tax system producing $12,606,000,000, estate and gift
taxes would produce about 4 percent, and the increased rates about
1.2 percent.

The provisions of the House bill are a great improvement over and
much sounder than the original Treasury proposals made last April
to the Ways and Means Committee. however, when Mr. Sullivan
appeared before your committee on August 8 lie recommended chang-
ing the estate and( gift tax rates in the House bill to those originally
proposed by the Treasury and to reduce the specific exemptions and
exclusions from $40,000 to $25,000. This change lie estimated to pro-
duce an increased -yield of $347,000.000. This is over $200,000,000
disproportionately ioo high in relation to estimated yields from other
increases when compared with the proportionate vield from this par-
ticular tax source. The House bill recognized this and reduced it to
$152.000,000. We realize the need of increased revenue production
but like the Ways and Means Committee we think the total yield from
this source proposed in the bill approaches a fairer sense of proportion.
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2. Soul temporary pol/i would propose no inerease.-The bill's
proposed increase in rates, tiouglh producing only 1.2 percent of the
estimated revenues, will, even as it stands, have a wholly dispropor-
tionate effect on our social economy. On the assumption that the
present rates and exemptions are fair to our economy, as a sound tent-
porary fiscal policy this increase should not be proposed.

3. Sound per'nanent policy would reduce rates and increase ewemp-
/ons.-Asa aittitter of fact, the present rates an(l exemptions are not
fair to our economy. Sound permanent fiscal policy, if the estate and
gift taxes are to remain as sources of Federal revenue, would require
even the present rates to be reduced and the present exemptions in-
creased.

11. ESTATE TAX CIJANOES

1. Asi'/n(ed yields and rate increases.-The estate-tax increased
yield is estimated at $136,000,000. This is obtained by increasing the
estate-ax rates. The 10-percent defensee tax applicable to estates is
made permanent. The $40,000 exemption remains unchanged. On a
net estate of $50,000 (before exemption) the tax is increased front
$220 to $550, an increase of $330, or 150 l)ercent. On $100,000 it i.
increased from $4,620 to $9,570, an increase of $4,950, or 107.1 percent.
Ofn $400,000 it is increased from $63,780 to $99,530, an increase of
$35,750, or 56.1 percent. On $1,000,000 it. is increased from $228,780
to $308,090, an increase of $79,310, or 34.7 percent. The percentage
of increase in the effective rates gradually reduces until at $100,-
000,000 the new rate is 1.8 percent higher than the present rate.

2. Major increase falls on 8nmaller estates.-The last available
Treasury rel)ort on estate taxes is for returns filed in 1938. This
shows taxpayers reporting under $100,000 comprised 51 percent of
the total; those reporting between $100,000 and $500,000 were 42 per-
cent; and those over $500,000 were 7 percent. Assuming the year
1938 to be fairly representative, the new rates increase taxes on the
estates of 93 percent of estate taxpayers from 150 percent to about
50 percent; and on 7 percent of the taxpayers from 50 percent to 1.8
percent. The major impact of the increase will fall upon 93 percent
of estate taxpayers.

c. (GFT TAx cHAxGES

1. Xst;1mated yield.9 and rate increaves.-The gift tax increased yield
is estimated at' $16,000,000, beginning in the fiscal year 1942. 'The
gift tax has been effective since 1932 and there have been changes
itn rates relative to the changes in estate-tax rates. The total tax
collections in the 5/ years through 1937 were $280,000,000 or an aver-
age of $51,000,000 a year. At the existing rates the Budget estimate
for last year was $31,300,000. Like the present law the new rates are
three-quarters of the new estate-tax rates. The specific exemption
of $40,000 and the exclusion of $4,000 per year for each donee re-
main unchanged.

2. Major increase falls on smaller gifts.-Inasmuch as the increases
in the rates are relative to those of the estate tax, the major impact of
the increase will fall upon the smaller taxpayers.

3. No p roper correlation, of gift and estate tax and income ta.,.-
The lack of correlation, between the gift-tax law and the estate-tax
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law and with certain provisions of the income-tax law, which calls for
remedial legislation, remains unjust to taxpayers. The new gift-tax
law not only (oes not reniedy the situation, but makes the injustices
more acute by increasing the'rates. This will be referred to later in
the testimony.

D. ESTATE-TAX PROPOSALS VIOLATE PRINCIPLES OF EQUALITY AND JUSTICE

1. Death-tax laws and rat,s shouhl be stabl.-One of the vital
principles of death-tax legislation should be stability of laws and
rates. Federal estate taxes have not been stable in the past. In the
last 25 years there have been tit least nine changes in the effective rate
of the estate tax and four of these have occurred within the last 9
years.

2. Federal estate-tax laws have been unstable.-With this record of
instability, equality among individual taxpayers was impo sible. If
A inherited a $200,000 estate in 1926 lie would have laid $1.,00 in
Federal death tax. If B inherited the same amount in 1933, he would
have paid $9,500 in tax. If C had inherited the same estate early in
1935, the tax would have been $12,800. D, inheriting the, same in
1937, would have paid $19,800; E, inheriting the same estate after
the Revenue Act of 1940, would have paid $21,600; F, inheriting the
.same estate under the act of 1941, would pay $38,270.

3. Present proposals Conftimue sound prhwiples.-Al1 of these
changes have taken place ill the short space of 14 years and are in addi-
tion to other changes in the law, which required readjustmient in the
l)as of every person, so that many estates suffered heavily because
of inability to plan payments. The new law makes another chanlgo
and adds to the record'of unstable tax policy.

4. Iv.nt ability of policy makes equal among taxpayers impos-
sible.-Equality among individual taxpayers is a prime requisite of
any tax law. in the case of death taxes, equality cannot be had with-
out stability in effect and rates. A death tax is different from other
types of taxes in that the impact of death tax comes only at death.
'he ordinary forms of taxation, such as the income tax, are imposed

annually._ Thus, every year the taxpayer finds himself subject to the
impact of this tax. Any change in rates affects all taxpayers alike.
Oin the other hand, clianges in the death-tax law and particularly
those affecting the impact of the tax; that is, changes in rates, result
in unequal imposition on the heirs of different persons (lying at dif-
ferent times. On the ground of tax-paying ability, of justice, of obli-
gation to support the Government, each estate should stand equal
before the law. Any system of taxation which makes the amount of
contribution of the (ifferent citizens depend upon such fortuitous cir-
cumstances as death is not in harmony with sound principles of
taxation.

5. Estate owners entitled to long-range planniing.-Every citizen
should have the opportunity to plan his business, his investments, and
the disposition of his property after his death according to his best.udgment. If the citizen during his lifetime cannot know what willle the rates of taxation imposed upon his estate at death, he is denied
this right.

6. Instahillty of estate-tax policy makes planning imposmibl.-
Modern death'taxes ai.e substantial capital oblgations which must be
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paid out of tile capital of the estate of decedent after death. With a
stable rate of tax, even though high, the decedent during his lifetime
can, adjust his plans to consider the tax which will be payable at death.
Continuous changes in laws and rates make it, impossible to foretell
even approximately what the tax will be when death occurs.

7. Federal policy of instability causes quality and injustice.-
If uniformity and equality as between individual taxpayers, prime
requisites of any just tax, arc to be obtained in death taxation, the
laws and rates must be stabilized and 1)laced on a more permanent
basis. So long as the laws and rates are changed with the varying
Mo(ds of Congre.ss, inequalities and injustices will prevail.

8. Estate-tax-rate increase of small effect o rent poliey.-The
raising of estate-tax rates cannot affect materially the current fiscal
policies of the Government. As previously pointedd out, most other
types of taxes recur at regular intervals, normally once a year. The
rates of such taxes are determined naturally, by consi(leration of the
tax base and the amount of revenue to be raised to meet the needs of
the Government. Rates will normally be subject to frequent change,
in harmony with changed and unforeseeii conditions. In such cases
there is no long-range inequality aniong taxpayers produced by such
changes in rates.

9. State taxes are not adapted to accomplish elastiwt/ of the tax
*Fte.-The estate tax, on the other han( , occurs irregular-ly so far as
the taxpayer is concerned, and is more or less irregular even from the
standpoint of the Government. There is no direct relation between
the needs of the Government and the estate-tax rates for the reason
that there is no predictable tax base. Citizens die without regard to
the needs of the Government, and deaths are not subject to the control
of the tax collector. Obviously, therefore, the estate tax by its very
nature is not adaptable for use as a flexible base to accomplish elas-
ticity in the tax system. Other forms of revenue must be utilized
to meet the expanding and contracting needs of the Government. The
estate tax should be kept stable.

E. ESTATE-TAX RATE PROPOSALS VIOLATE PRINCIPLES OF 3ODERATION

1. Basic principle of rate strueture.-In attempting to determine
the rates to be used in estate taxation, they may reasonably be consid-
ered higher than the rates of an annually recurring tax on property;
and the principle of progression is reasonable if reasonably applied;
that is, the rAtes should not be excessive.

2. Reasonable exemption /or depentuents shoidd be allowed.-Froin
the stand )oilt of the decedent and his dependents, the rates of tax
must not be so high as to make impossible or discouragingly difficult
reasonable provision for the family and dependents. IVls lincil)le
indicates liberal exemptions from the standpoint of the common
welfare.

3. Law should consider fainily's eceonomic posiio.-It is a well-
established principle of probate law that a widow's exemption an(l a
child's exemption for at least a year for the purpose of debt priority
should be sufficient to afford them support and maintenance in the
manner of life to which they have been accustomed. A $100,000 Fed-
eral estate-tax exemption is about the minimum that ought, to be
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granted un1e er a sound theory of (xemptints. A liberilI exempi)tion
makes tile effect of the first rate or the first few rates both regressivee
and distinctly moderate as applied to the first brackets above the
exemptions.

Those of you who are particularly familiar with the application
of the present estate-tax law know ;e have not touched the basic ex-
em ption of $100,000 applied tinder the 1936 rate. That was reduced
to $40,000, and has gone on ever since, except, as you know, the Treas-
ury elected to have it reduced at this time to $25,0(0.

4. Increase ailministration costs constute i greased taa' brden.-
One other matter in connection with the exemptions involves the
increased cost of doing business of those engaged in settling deeedevtis
estates. With an exemption of $100,000, there are naturally fewer
estates which require the difficult and technical task of prel)ariig Fed-
eral estate-tax returns. When the exemption was reduced to $40,000
the time and work in settling estates between $40,000 and $100,000
was immeasurably increased. And now the Treasury would reduce
the exemption to$25,000.

5. Rates should ntot be so hlqh as to stimulate ei'aon.-eath-tax
rates should not, be so high as to stimulate avoidance -,ind evasion. So
fon as death-tax rates are relatively low, the individual taxpayer
filis it. uneconomic to attempt to engage in activities resulting in
avoidance or evasion of the tax. The rewards are not worth the cost
or the risk involved. However, the higher the tax becomes the more
profitable and attractive the avoidance or evasion appears to the tax-
payer. When tax rates become confiscatory, every dollar or property
inclded in the gross estate becomes important. Minor defects in til.
law are magnified and injustices become real.

0. Law should not cause adverse social an(1 economic eff'efl.-'he
itdverse economic and social effects of high estate-tax rates deserve
special consideration. The rates must be regarded from the social
tand economic point of view with resl)ect to the effect of the tax upon
industry. High rates are capable of producing a variety of results
harmful not only to the persons called upon to beair the tax lrden but
also to the industry of the Nation. First of all there is the danger
of large forced sale of assets. Few estates include large amounts of
liquid assets. I think the general estimates are about between 10 and
11 percent.

At death, therefore, in order to meet heavy tax payments it fre-
quently becomes necessary to sell a considerable part of the assets of
the estate. The sale of these assets in time to meet the requirements
of the law ias a tendency to depress the market and to cause a decline
of prices. Such sales therefore, may be and frequently are, difficult
except at a considerable sacrifice.

7. In effect, the tao constitutes a demand loan. payable at maker's
death.-Heavy taxes at time of death of a sole or principal owner of
a business are also likely to result in forced alterations in its control
through compelling the :acrifice of holdings by those into whose hands
the control of the business would normally come following the death
of such an owner. A heavy tax may comi)el the sale of enough stock
to cause the loss of such control aind the impairment of both the incen.
tive and valuable management policies that have made tie business
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successful. In some cases tile sale of the stock is itmossil)le, and actual
liquidation of the business is necessary. When a tax requires of all
estate payments greater than can be met, from cash resources on hand
those in control of a closely owned business comprisinig substantially
their entire resources may seek to avoid sale of assets by borrowing,
and may be thus forced to make engagements so heavy as to impair the
credit of the concern.

All of the foregoing effects, whet her forced sale of assets, forced
change of control, or strain upon credit, are nmade doully serious be-
cause of their appearance at the very time witeti the enterprise is least
able to stand tle strain on account of the loss of personal management
resulting from tile (eath of the former head.Senaoret (iu . Have tiot you Iha! sotm( cases where the forced sale

meat that (he tax was greater tham the whole value of the estate?
Mir. O.SIoo. Yes; of course, Seltator Gerry,. that was particularly

true (luritig the depression l)eriod. as we 1n(ow. We had some very
curious situations there, where a forced stle of the assets would not
eve reducee the tax, let alone leave anythiiii for the estate itself.

The inijurions effects ul)on industryof exce'ssive estate taxes are uni-
fortunately not coifitted to the particular company hivolved in the
estate. All who ar etigaged ill such enterpri-s, ald also many who
are engaged in other enterprises related to those which are directly
affected by the tax, are subjected to insecurity which is demoralizing,
and inptirs the productive capacity of the community as a whole.

I might say that the First. National Batk 2 years ago was made
executor all(] trustee under the will of Louis Comiskey, the. owner of
the White Sox. The assets of tie estate, the grandstand and the ball
l)layer investments, were not liquid. It took a great deal of maneu-
vering to keep the whole estate ill the hands of the family, and
the ball club in the hands of Comiskey's soti, which was the third
generation. We were just about able to do it.

8. Sound ffeal policy demands moderate rate.i.--Can we afford ill
such it period as now exists, no matter what may be advanced in the
way of argument as to immediate revenue needs or other justification,
to discourage the enterprisess of living people, cause shut-downs of
active businesses or violent changes in ownership through forced trans-
fers? Under all these considerations a sound fiscal policy demands
moderate rates.

F. EXCESSIVE RATES [AINIMFULLY DEPLETE FUTURlE TAX AHE

1. Rates should not han'm.fulhy deplete future tfiv bame.-We should
be just as concerned with future tax capacity as with presetit revenues.The estate tax is essentially a capital tax, It(d if capital is dissipated

through excessively high estate-tax rates, the tax base, that is, the
capital which produces income subject to taxation may be lost in future
generations. While it is important to have our l)reseit tax plans de-
signed so that the present generation will pay for as much of the de-
fense expenditures as possible, future generations will have their bur-
den in paying for those portions of such expenditures as are financed
by Government borrowings. Estate taxes force the second genera-
tion to pay twice: First, through loss of income on the capital levy
involved in the estate tax and, second, in that generation's l)rol)or-
tionate share of current. taxes iml)osed at some future (late.
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2. Excessive rates harmfully decrease productive ,wealth.-If
through excessively high income taxes thq building of wealth through
)roductive enterprise is prevented and if through excessively high

death taxes such wealth as has already been accumulated is removed
from productive enterprise, there will cole a time when there is
no wealth in productive enterprise. The final result will be a com-
plete drying up of tax revenues from all sources which have produc-
tive wealth as their base.

If the committee is interested, I can furnish for the record some
very interesting figures on the effect of what that would be.

111e CHAII(,3MAN. We will be glad to have you (to so.
Mr. OsGOOD (continuing).

G. SHOCK OF HtIGH ESTATE TAXES SHOULD BE CUSHIONED

1. Present ouslhion now inadcquate.-The only cushion now pro-
vided against the shock of the tax is the possibility of extensions of
time up to 10 years in which to pay estate taxes. .The present post-
ponement carried 4-percent interest, and current income is less than
4 percent.

I might say I think this committee was largely responsible in reduc-
ing that rate from 6 to 4 at a previous period when we testified on
the same subject.

Senator BYRD. Mr. Osgood, is that a matter of right? Has the
taxpayer got a right to ask for that extension and get it?

Mr. OSGOOD. Yes; he has. He did have to pay 6 percent, and now
lie has to pay 4 percent.

Senator BYnD. I mean it is not subject to discretion?
Mr. OsGooD. It is subject to a certain amount of discretion, Senator

Byrd, because certain things have to take place. We practically have
to prove to the Commissi'oner that we have to borrow to pay the
tax in order to get a postponement. I might say most executors and
trustees do not like postponements, because they like to get the thing
out of the way if it is possible to do so.

2. More adequate oulshiont. hold be made.-Sinee estate taxes should
fall as lightly as possible upon the actual capital of an estate, the taxes
should, so far as possible, be payable as are other taxes, out of income.
Under the present law, any.postponement of the tax carries with it
interest in excess of the earning capacity of capital itself. Obviously,
practical considerat ions should reduce the interest iate upon extensions
to at least 2 percent in order to allow an estate to meet some part of
death taxes out of income.

H1. RESERVES FOR ESTATE TAX

1. Need for adequate tax-free reserve.-Even with the existing
high estate tax rates, some means should be provided whereby tho
,hock of the estate tax upon noncash assets may be lessened and th,
Government assured the prompt payment of the tax. In this connec-
tion some form of tax-free reserve should be authorized.

We do not suggest any specific method as the best or only possible
one, but suggest for your consideration two general methods lor pro-
viding essential relief. It is believed that some combinations of these
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two methods, which may be denominated (1) "self-insurance," and (2)
"purchased insurance," may provide the most practical solution.

2. Seif-i.mwranve method.-This plan involves setting up a trust
specifically for estate-tax purposes. If deenied desirable, the statute
might linit the types of assets which could be 1)laced or kept in such a
trust, such as, for example, Govermnent bonds, scurities listed on the
New York or other recognized exchanges, and the like. It is suggested,
however, that no such special limitations be iml)oSe(, in order to avoid
discriminationn between investments. since thie trust instrument would
ordinarily contain provisions as to liquidity.

In the interests of simplicity and prevention of possible income-tax
avoidance, such trusts should be permitted to be revocable, except that,
after the settler's death, the assets would be specifically earmarked for
estate-tax paylnent and no prior distributions could be made till such
tax liabilities were liquidated. The trust instrument could provide
for tile disl)osition of earnings prior to the settler's death either by
way of accumulation oi' distribution to him. In either event, the trust
income would be taxable to the settler. The instrument might also
require as a guaranty of liquidity that the trust be liquidated within a
relatively short time after the de (late of the estate tax.

Whatever portion of the trust assets are required to pay estate taxes
should be made exempt from such taxes, and any excess should be
subject to tax. There should be no tax on the privilege of creating
such trusts.

The l)rinciple of not taxing such portion of tile estate as is required
to pay tile tax accords with the result now reached under the gift tax
where tile tax is paid by thle (d0no01 out of tile estate remaining to himi
after at gift. True tax so paid is not taxeditas at part of the gift aind
operates to reduce the estate passing at, death and subject to estate tax.

3. Purchawed in.iratne.-Past proposals in this field have usually
taken tile form of exempting from estate tax the proceeds of life insur-
ance, definitely earmarked in some way for the purpose, to the extent
such proceeds are required to pay estate-tax liabilities with any excess
added to the corpus and subject to tax.

The great advantage of this plan is its simplicity. On the other
hand, a limitation of relief to this plan alone may be deemed objec-
tionable because it may discriminate between taxpayers, since all tax-
payers are not insurable. For these reasons it is believed that some
form of both plans should be recognized by the statute, leaving the
taxpayer to select the form best adapted to his own circumstances.

I night say that Kansas is one State in the Union that has such
insurance provisions on this tax, and most of the Canadian Provinces
have had them for years.

I. PROPOSALS ADVERSELY AFFECT STATE TAXES

1. Decrease of States' share of death taxes.-Under present law the
maximum possible State share of combined death duties under the
80-percent-credit system ranges from 3.1 percent of the combined death
duties on a net estate of $100,000-after exemption-to 21 l)ercent on
an estate of $50,000,000. In the proposed bill the amount . would be
reduced to 1.55 percent on an estate of $100,000 and to 20.23 percent
on an estate of $50,000,000.
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2. Recoupment of State loss liv praetieable.-Increase of State reve-
nues from death taxes through an increase in State rates would be very
difficult because of the shrinkage in funds available after deduction of
Federal death taxes.

3. C ertain States would suffer direct lovse.%.-Those States which do
not make specific legal provision for taking tle maximum Federal
allowance would suffer a 'loss of revenue. Those States having in-
heritance taxes based upon principles of consanguinity, and not uti-
lizing a supplementary estate tax, would find the available taxable base
greatly reduced.

4. Hv entual shrink'age of State death tam ba.e.-Reduction of the
corpus of estates through the imposition of heavy Federal death taxes
will result in eventual shrinkage of State revenues from death taxes
on these estates in succeeding generations.

5. Adverse effect on State income and property taes.-Future taxa-
tion of incomes derived from estates will yield less revenue to the
States, due to depletion of the invested capital base from which such
income is derived. Existing and proposed heavy Federal income-tax
rates render it difficult, if not impossible, to restore depleted capital
through savings.

J. DEATH1-TAX FIEID SHOULD BE RETURNED TO STATES

1. Death-tam field bdlongs to States.-Death taxes are not techni-
cally a levy on the estate but are excises imposed upon the transfer of
the property and are merely measured by the size of the estate. How-
ever, rights of transfer are determined w holly by State laws, and the
Federal Government has no jurisdiction over them.

2. Continuance of present rates first ,step toward return.-It is recog-
nized that the immediate repeal of the estate tax is impractical. How-
ever, the objective should be toward returning this field of taxation
to the States. A step in that direction would be a continuance of
the existing rates.

The effect on State revenues is a matter of considerable concern.
The position of the States was expressed by Gov. H. Lehman, of New
York State, in a letter to Senator Harrison, chairman of the Sonate
Finance Committee, in connection with the Revenue Act of 1938.

Governor Lehman wrote:
The Independent sovereignty of the States Is threatened by Federal taxing

policy. This country was organized on the theory and has prospered under a
system of independent States with exclusive authority In many fields and with
independent taxing power, a power not second to, but on a parity with, the
Federal Government itself.

Under such conditions if one of two governments, having equal concurrent
Jurisdiction to levy a tax, actually monopolizes the field to the exclusion or the
near exclusion of the other, it may follow that that other government will he
destroyed or at least starved into Impotency.

The extent to which the Federal Government has been and Is Ignoring the
mihts of the States in the income (personal and corporate) and estate.tax fields.
and virtually monopolizing those fields to the exclusion of the States Is truly
alarming. The result is that the bulk of State and local revenue Is shouldered
on real property and that many of the States and their localities have been forced
ti. entiet tax laws not suited to State and local use and uneconomic In their
effects.
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That was written in 1938, of course, before the act, of 1940 became
effective and before the proposedd rates became effective, and it. would
be even more pertinent today.

3. Program. should contemplate return to States.-aving i~i mind
the fact that the Federal-estate tax was primarily an emergency meas-
tire, that it is a field of taxation traditionally reserve(l to the States,
and that the present high rates already deprive the States of a much-
needed source of revenue, it must be concluded that any sound tax pro-
,,ram will contemplate the eventual return of this tax source to the
States. As a further step in this direction, a decreasee in the present
Federal estate-tax rates is recommended.

K. GIFT AND ESTATE TAXES NEEI) CORRELATION

1. Estates handwiapped by provision r (ifts hi. contemplation of
death.-You recall that the gift-tax law, which I think was the first
gift-tax law that was ever enacted in any English-speaking country,
was made in 1932 and was a sort of policeman princil)le for the estate
tax.

Senator Gmmy. There was a gift-tax law lreviotis to that, it is my
recollection.

Mr. ()SGOOD. There was in 1924. You are right.
Senator GERRY. In 1924?
Mr. OSGOOD. In 1924. Ve were the first English-s makingg country,

at least, to adopt the gift-tax statute. The present law provides forincluding in the gross estate all gifts made "in contemplation of death."
The law also provides that any gift made by the d-ecedent within 2
years of the date of his death shall, unless slown to the contrary, be
presumed to have been nqde "in contemplation of death." The intentof the law was to place the burden upon the Government of proving
that gifts made prior to the 3-year period were "im contemplation of
death." As to gifts made within the 2-year period, the intent of the
statute was to place the burden upon the taxpayer of proving that such
gifts were not male "in contemplation of death."

This legislative policy is being greatly defeated by the present atti-
udeC of the Treasury Delpartment. Recent experience has shown that

it is the policy of the Government to assert that all gifts in ally sub-
stantial amounts were made "in contemplation of deat h," regardless of
when made. As a result, the taxpayer is practically forced to litigate
every case.

2. Overlapping prov~Rions came dmtble taxation,-Certainly the
problem could be eased by administrative action which lrecogizes the
position presently taken by our courts. A better solution would be to
change the law.

There is no reason why, now that the Government has both laws,
it should not be required 'to choose whether it will subject a particular
transaction to a gift tax or an estate tax. The two laws, to whatever
extent they overlap, result not only in double taxation but subject
the taxpayer to the uncertainty and very probably also the annoyance
and expense of litigation.

3. Law should eliminate existing eomplicatims.-Section 811 (c)
should be changed. Certainly it '%Nuld be sound tax policy to repeal
all of section 811 (c) except the provision with respect to gifts
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strictly in contemplation of death, leaving all other gifts to be taxed
under the gift-tax law.

By the way, my supplemental statement goes into the technical
details as to the suggested language for the amendments.

The CHAIRMAN. That is all right, Mr. Osgood.
Mr. OSGOOD (continuing) :
4. Return of death tax to States would eliminate need of gift tax.-

Of course, many of the perplexing problems in the gift-tax law could
be avoided entirely if the gift-tax law were repealed in its entirety.
Certainly if the Federal Government would, as it should, leave the
field of (leath taxation to the States, there would be no need for any
Federal gift-tax law. The only justification for any Federal gift
tax is to correlate with the Federal estate tax. The present gift-tax
law does not provide this necessary correlation, since there are many
instances of gifts being subject to ioth gift tax and Federal estate tax.
A program looking toward the eventual return of the death tax to
the States and elimination of the Federal gift tax is sound in principle.

L. CORRE NATION OF ESTATE AND INCOME TAX NEEDED

1. Estate-tax valuation for incoe tao needs correlation.-We rec-
oininend an appropriate amendment to section 113 (a) (5) of the code
which will definitely establish, as the basis for income-tax purposes,
the valuation of property transmitted at death which was used in the
computation of the Feder'al estate tax.

There is a serious lack of correlation between the estate tax and
the income tax -,t this point under tie existing law.

2. Present provions ceuse unfah diserniation.-Moreover, code'
section 811 (j) allows the executor or administrator to elect between
valuation at the date of death or 1 year thereafter for estate-tax pur-
poses, with a proviso that if value" at the later date is elected, then
as to assets in the gross estate distributed or sold during the year,
value at the (late of distribution or the sale price shall be used. Yet
section 113 (a) (5) of the code has never been amended so as to cor-
relate with section 811 (j).

That also, Mr. Chairman, is referred to in detail in the supplemental
statement.

Tile CHAIRMAN. All right, Mr. Osgood.
Mr. OSGOOD (continuing).

M. LAW CONCERNING GIFTS IN TRUST UNFAIR

1. Gifts in trust require $4,000 exclusion.-Prior to the Revenue Act
of 1938, gifts in trust enjoyed the benefits of the annual exclusion of
$5,000 to the same extent, as gifts made in other ways. The only excep-
tion was gifts of future interests, whether by trust or otherwise. Sec-
tion 505 of the Revenue Act of that year reduced tdle annual exclusion to
$4,000, and denied its benefits altogether to gifts in trust. This caused
unfair discrimination between outright gifts and gifts in trust. The
reason for the change was caused by certain court decisions and has
now disappeared. It is recommended that the present unwarranted
inequalities be corrected by appropriate amendments to section 1003
(b) of the code.

That also is dealt with technically in the su)plemental statement.
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X. EXEMIMON OF .ECUBITIES OF NONRESIDENT ALIENS FROM ESTATE AND
GIFT TAXES SIOULI) lIE IIPOVII)ED.

Under the existing law nonresident aliens tire sui)ject to estate an1d
gift. taxes only with respect. to l)ropelrty situated within the United
States. However, the Internal Reven e Code provides in respect of
both taxes that. stock of a domestic corporation shall be consio!red
property situated within the United States, no matter where the
stock e(rtificates are l)hysically located. No similar inconsistency
exists in the case of bond., which are usually taxed in the )lace where
the bonds are physically located.

We recommend that bonds and other securities of foreign corporl--
tions owned by nonresident aliens be specifially exempted from
estate and gift taxes. This recommndation is based solely 111)0on lrae-
tical considerations. There are inmny good reasons for encouraging
nonresident aliens to keep their securities, whether foreign or domes-
tic, in American custodian accounts.

The existing law defeats its own l)urpose, Viz, nmximum revenue,
by creating a tax incentive to foreigners to keep their foreign securities
outside the United States. For these reasons, it is confidently believed
that appropriate amendments to sections 863 and 1030 of the code
would benefit the revenue.

Thank you very nuich, sir.
The CHAIMAN. Now you wish tie Suplemental statement to fol-

low your original statement ?
Mr. OSGOOD. I would like to have the supplemental statement made

a part of the record.
The CimnAMAN. Following your remarks?
Mr. OsGooD. Yes, sir.
The CHIRMIAN. That will be done.
Mr. OsGOOD. Thank you, sir.
(The supplemental statement of Mr. Osgood is as follows :)

SUPPLEMENTAL STATEMENT OF ROY C. OSGOOD

Mr. Chairman : I am Roy C. Osgood, vice president of the First National Bank
of Chicago and in charge of Its trust department. I have been administering
trusts lii the bank for 35 years, and dealing with tax problems In connccti')n
with them. I appear here, however, as a member of the Committee on Federel
Finance, Chamber of Commerce of the United States.

In connection with the work of various national and local organizations, an'l
in various official and unofficial conferences, it has been necessary for ip to
give attention to legislation relating to estates and inheritances and the admin.
istration of such legislation by Federal and State officials.

My testimony will deal with the estate- and gift-tax aspects of the blIl.

A. GENERAL

1. Estiniated yilds.-The estate- and gift-tax revisions are estimated to yield
approximately $152,000,04) in addition to the yield of the last year of $5485,-
000,000, or a total of $507,000,000. This would increase the yield from this
source 43 percent, but the increase would not be substantially effective unfil
1943. On the basis of the Treasury estimates of a tax system producing $12,-
606,000,000, estate and gift taxes would produce about 4 percent, and the in-
creased rates about 1.2 percent.

2. sound temporary policy would propose no increaae.-This proposed ineronae
in rates, even though producing only 1.2 percent of the estimated revenues, will
have a wholly disproportionate effect on our social economy. On the assumption
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that tihe preseI rates 11ld exempliols fi all, to 0r ('. rollloilly, its it S(ound
temporary fiscal policy this Increase should not be proposed.

3. oluli pirnii niCA t police! WOlld i'Cdlev i'(CI t and inc'eas.e rniptiomn.-As
Ia nllatter of fact, tile present 'lites ant exelptiois fire notr fair to our economy.
Sound peranen fiscal policy, If the estate and gift taxes are to remain as
sources of Federll revenuiie, wouihl reqii'e even the Ireselt rates to Ie reduced
itnd the present exemptions increased.

1n. ESTATE TAX CHANGES

1. l.Etiitid ylieldx and rale irlreases.-TIl estate tax linreased yhhl is etli-
mated at $130,000,000. This Is obtained by increasing the estate-tax rates. The
10-percent defense tax applicabh to estates is niade perniaient. The $40,000
exemption remains unchanged. On a net estate of $50,000 (before exemption)
tie tax is Increased from $220 to $550, an Increase of $380, or 150 percent. On
$100,000 it Is'increased front $4,620 to $9,570, all Increase of $4,950, or 107.1 per.
vent. 0) $400,000 it is increased from $63,780 to $99,530, an increase of $35,750
or .56.1 percent. Oin $1,000,000 it is Increased from $228,781) to $.3108,090. an in-
crease of $79,310, or 34.7 percen. The percentage of Increase in tile effective
rates gradually reduces untll at $1W0,000.000 the new rate Is 1.8 percent higher
than the present rate.

2. Major iterea.'e falls on smaller e.tate..-The last avmillilie Treasury report
onl estate taxes is for returns filed in 1938. This shows tWxloyi'rs reporting
under $100,M1 ) comprised 51 percent of the total ; those reporting between
$100,000 and $500,000 were 42 percent; and those over $500,000 were 7 percent.
Assuming the year 1938 to be fairly representative, the new rates Increase taxes
on the estates of 93 percent of estate taxpayers from 150 percent to about 5f
percent; and oi 7 percent of the taxpayers front 50 percent to 1.8 percent. The
major Impact of the Increase will fall upon 93 percent of estate taxpayers.

C. (IFT TAX HANGSGS

1. Exthatrd Ili'ldls andiil rate ihereases.-nThe gift tax incrensi'd yild is stli.
mated at $15,000.000, beginning lin tire fiscal year 11142. The gift tax Imes been -
effective since 1932 aid there Inive been changes in rates relative to tile changes
In estate-tax rate. The total tax collections lit the 51/, years through 1937 was-
$280,000,000 or an average of $51,000,000 a year. At the existing rates the
Budget estimate for the ist year was $31,300,000. Like the present law the new
rates are three-quarters of tit, new estate-tax rittes. Time Sls'citc exnlipto of
$40,00M and the exclusion of $4,000 per year for Pahli donee renvin unitchanged.

2. Major increase fails on smaller gifts.-Inasmuch as the Increases In the
rates are relative to those of the estate tax, the major Inmct of tile Increase
will fall upon the smaller taxpayers.

3. No propf'r correlation of gift and estatte tua.x' and iuieome taJ'.-Thi laick of
correlation. between the gift-tx law and the estate-tax law find with certain
lrovisions of tin' Ivoine-tax law. which calls for renallihl legislatiom. renamhi.,
iiijist to taxpayers. The new gift-tax law not oilly die's not 'eIledy the situi-
tion, but nmkes lit, injustices inore ac'ute by incireasing tlie rates. This will
be discussel in detail later in the testimony.

D. ESTATE TAX Pi1O"OSALS VIOLATE PRINCIPi.ER OF EQUAL. ITY AND JUSTI"iTCE

1. Death-tax lairs and raes should be stable.-Onel of the vital lr'icil)les of
death-tax legislation slould ble stability of laws aid rates.

Federal estate-tax rates have not been stable in the past. Tie 1916 law ia.
IoSed rates rullging fi'm 1 )pI''('it oil ilt i"0t' ti's f'oll $501( ) to $1 00.00 to

10 percent on, net estates lit excess of $5,000,000. By an amendment of March
3, 1917, the rates were Increased by 5 percent and the ievenue Act of 1917
further increased the rates to a maximum of 25 percent. The Revenue Act of
1918 reduced the rates of tax In the lower brackets. The 1924 act Instituted a
credit of 25 llerc'onIt for -State inhritit, taxes s ild llti Ivt'rei'ed tie ralte.
The 1920 act reduced the rates of tax and Increased time exemption and tile
credit for State Inheritance taxes. In 1932 tin additional estate tax was Imposed
over and above that Imposed by the 1026 law, tie exemption was decreased from

M00.000 to $50.0,N) and II cffeet ti credit fol' tito Iinlpritltinc taxes was (Iv-
creased. The 1934 and 1935 acts both Increased the estate-tax rates and In 1940
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the additional 10-percent defense tax was imposed. The exemption was reduced
to $40,000.

2. Federal estate-taa laws have been, unstable.-With this record of Instability,
equality among Individual taxpayers was impossible. If A Inherited a $200,000
estate In 1926 he would have paid $1,500 in Federal death tax. If B Inherited
tile same amount iln 1933, lie woull have paid $9,500 In tax. If C had Inherited
tile same estate early in 1935, the tax would have been $12,800. D, inheriting the
same estate ia 1937 would have paid $19,800; E inheriting the same estate after
the Revenue Act of 1940, would have paid $21,060; F Inheriting the same estate
under the act of 1941 would pay $38,270.

3. Present proposals continue unsound principle.-All of these changes have
taken place in the short space of 14 years and are in addition to other changes
li the law, which required readjustment In the plans of every person. Obviously,

III many cases the changes came so fast that many estates suffered heavily be-
cause of Inability to plan payments. The new law makes another change and
dds to the record of unstable tax Dollea,.
4. Instability of policy makes equality anong taxpayer8 impossible.-Eqislility

inuonlg individual taxipayers is a prine requisite of ainy ti)x law. Il the iire (if
deatIl takes, eqiullity cannot hie had without stability in effect and rates. A deal
tax Is different froni otlier tyls of tax,,s IlII that the impact of the deilh tax colnse
only at death. The ordinary formsn of taxation, such as tle iIncome tax, tire
illmpsed anInally. Thins every year the taxpayer finds himself subject to ti
illlact oif tli't tax. Any climige it rates affects all taxpayers alike. If tile
tax 1s low fills year aind high uext year, each taxpayer gains tie advantage (if
tile low rate this year and suffers the penalty of tie high rate next year. 0hn
t,e other land, changes in tim (leath-tax law and particularly those affecting
the imla(t of the tax, that is, changes in rites. result i' llin(ilual Imposition oln
the heirs of different Iersons (lyiig sit different thnes. For examine, to take 5
percent of the estate of one pei.4on who hallwns to die when oilp 111%1 is Iln ('fflMt,
and inerely iecaluse tIm lawmking body in Its wisdom has seen fit to change tie
ileath-tax rats, to take 10 Isereenit of the estate of mother ownig the sause
aniount (if property, who might live until after another law lis Ieen enacted, is
unjust. and should be avoided as far as possible. On the ground of taX-l)iying
silslitv. of justice. ,of ohligatln to support ti, Government, e:ch estate should
st id (jqslsl before th:. law. Aiy systell of laxaton whillh m'1kes the allount of
cow rihut lou of tle different ('tizens del)end npIoln such fortuitous circumstilane(s
as d,-atls is not ill isarmony with sound principles of taxtilo.

5. Estate osruers cttiltled to long-range plmnsin.-Every citizen should have
the oplortunity to plan Is ilness, Ilis investments, find the (lislsosition of his
property ifter his death according to Ils best Judgnment. If the citizen during
Ilis lifetime cannot know wiat will be the rales (if taxation imposed upon his
('siate t de I h. le Is delliled fills right. (ertainly th' contihnual challging (Of
I'si i-s ,f d,.nth-taiixs leiaves little room for Idlvldual platillsig.

0. nistabilitj/ of cstatc-tax polie(y makes plapittin/ impo.sibl.--Moldiii deith
taxes are substnitlal capital obligatios which snist Ie pald out of the eip!ts' of
the estate of decedent after death. Freqlenitly it iie{-itis Ie(essary to :aerfie,
lissets of tile estate ini ordel. to raise It snfficiesnt suln to pay suiclh tixes. With
a stnhle i-site of tax even Iholugh high, flie decedent, duringg Ills lifetime, can
ad|jist Ills sla i.4 to (.ollslder the tiax which will ho, luiyable sit des Is. A p(,ron
should he Islh, to deterillne with ..oine degree of ac(curci(y tile silnoilt wl,1el his
estate will lie called illOn to pay, so fs to be aile to protect Iss estate by mnaklslg
sisltable provisions Isefore death for Its iayment. Cosstinuous (ifaliges iII laws
fill(] rates Imaike it Inmssllse to foretell even aproximate-ly wlait the tix will
be wlen deith ocCtulm.

7. Federal police of instability eattst's inequaliti asd isjstir.-If unifuormity
aid equality us between Individual taxpayers, isriie requisites of atny just tax.
are to lie ohtailed iI (]eaI taxation, the hiws and rates must Ise stabilized and
placed onl a mor¢iie permanent basis. So long 15 tle laws till(1 rates are changed
with the varying miloods of Congrems, Inequalities til(] injustices will previlsl.

8. Rstatc-tax rate increase of s1all effect oil eirreit fl.eal poliry.-The raising
of estate-tax istes cannot affect materially the cssrrent fiscal solicies of the Gov-
erniuent. As previously pointed out, most other types of taxes recur at regnilar
intervals, normally once a year. The rates of such taxes aro determhised natur-

silly, by c(onluhlerItoss of the tax base and the amount of revenue to be raised to
meet the needs of the Goversnent. Rates will normally be subject to frequent
change, in harmony with changed and unforseen conditions. It such cases lire
Is no long-range Inequality among taxpayers produced by such (ianges in raes.
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9. Estate taxes are not adapted to accomplish clastioltji of the tax sy8tv.-The
estate tax, on the other hand, occurs Irregularly so far as the taxpayer is con.
cerned, and Is more or less Irregular even from the standploint of the Government.
There is no dlir'ct relation between the needs of tie Government and the estate-tax
rates for the reason that there Is no predictable tax base. Citizens (ie without
regard to the needs of tile Government, and deaths are not subject to the control
ot tile tax collector. Moreover, because of the delays in administering estates anl
the consequent delays in determining the tax, changes in the e,4tate-tnx laws
usually do not materially affect the revenues for at least 1 year after the changes
are niade. This is coihlled by the statement of Jolnl L. Sull Ivi , Assistant
Secretary of the Treasury, before tile Committee on Ways and 31ans of the louse
of Cepresentatives oil April 24, 1041, wheni he stated it connect hlo ili the present
proposal to increase the estate-tax rates: "Thie estate-tax changes, however, would
not begin to yield revenue until tie fiscal year 1)13." Obviously, therefore, the
estate tax by Its very nature is not adaptable for use 11s a flexible base to accom-
pllih elasticity i the tax system. Other forms of revenue miust be utilized to
lleet the expanding and contracting needs of tile Governlent. Tile estate tax
should be kept stable.

F. ESTATE-TAX-RAT1 PR01'OS.LS VIOLATE PRINCIPLE OF MODEIATION

1. Basie principles of rate 8truotlure.-In attempting to determine tile rates to
be use( il estate taxation, there tire certain basic principles to be considered:

(a) The rates of death tax may reasonably be considered higher than the rates
of till annlully recurring tax onl property.

(b) The prilciple of progression has won general acceptance and is reasomable
if reasonably applied. Ill estate taxation progression Is according to the size of
the estate.

(c) The reasonableness of the progression Is the third basic principle of death
taxes; that Is, the rates should not be excessive. Tills Is tile most importanl
principle.2. lecasmable exemption for dependents should be allowed.-From tile stand-
point of tile decedent and his dependents, tile rates of tax miust not be so high as
to make Impossible or discouragingly difficult reasonable provision for the family
and dependents. Tills principle indicates liberal exemptions from tile standpoint
of the common welfare. The amount of til exemp)tion should be tile sui1 tile
income front which would provide a support for dependents sulficient to prevent
them from becoming a clirge upon the public. There generally wollid be coil)mo I I
agreement that there should be exempted from tax an amount of callital sulliclent
at least to provide tin alInl come for the support of It widow and one child.
Probably there would also be agreement upon a larger exemption it the case of
two or more ;:lldren, and the normal family would doubtless consist of a widow
and two children. Under the income-tax proposals the exemption of $2,000 for
the head of a family, plus $400 for each dependent, Is not disturbed. Tills is a
minimum normal exemption of $2,800, though, of course, if one of the children
is of an age to receive tile Individual exemption of $800, tile total exeIfptionI might
he $3,200. Thus, roughly speaking, tile income-tax exemption for the average
family will run between $2,400 and $3,200, Irrespective of (lepelnlents of 1ore
remote relationship. When tile present estate-tax exemptions were adopted, a
fair average Income on capital was 5 percent. Then the estate-tax exemption,
plus tile gift-tax exemption, would have proved adequate (5 percent of $80,000
equals $4,000). In the past few years, however, the average Income yield from
suitable Investments Ias dropped to 31/2 percent, so that to produce the Sall'e
Income there would be required all investment of over $115,000. Eve" this leaves
no nargin for Investment costs, losses, Income fluctuations, and other foruis of

taxation. A 20-percent margin of safety would raise the capital required to about
$140,000.

3. Law should consider family'8 economic postion.-Evell tills is the nfillillm

and does not consider tile economiic staits to which the family have been tclls-
tolled. It Is a well-established principle of probate law that a widow's exetaptiol
and it child's exemption for at least a year for tile purpose of lebt priority should
be sufficient to afford them support and maintenance Il tile manner of life to

which they have been accustomed. The payment of these allowlances takes prece-
(lenee over the debts (if tile decedent or other dlstrilltions out of ils estate.
Much tile same prihlille'shoul be al)plied andli has been applied In determining
the priority of tile exenlptions for widows and children Il death-tax statutes.
Certaily a $100,000 Federal estate-tax exemption is about the nllilll that
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ought to be granted uider it sound theory of eXem)tions. From flip Stand-
poilnt of the beiieflcinries the matter of exempl)tion Is it consideration of tirst
Impiiortaice. A liberal exemption makes t(e effect of fle first rate or tilt- first few
rate.,; boti progressive nd distinctly moderate its applied to (le first brackets
above tile exemptions.

4. hIcr'ased administration (osts contsitito in'retsed ltx btrdell.-Ole ot her
matter Ii connections wilh the eXempiitioIs Inivolves tile Iiicieaised cost of doing
busies of (1ose engaged Ili settling decedent's estates. Withill exeliptilon of
$100,00), there are naturally fewer estates which require tite dflictult aitld tech-
iilcal task o( prep'iaring Federal estate-tax retlurns. Formerly tn estate of
$100,Ot0 or less (oti' 1 closed i (lie probate court within 1 year, blut now onily
estates under $4(),00O ma1ty hie so closed, aniid un(ler tlie present law such estates
iIulst reliin opieni I: little iobalt eltrt for tit ]east 15 limontts with ithe Increasing
exIet'Iise 1iiad dely of adtlillsti-lthi' action. When tile exemption was rtduiced to
$40,0) tile tine tilt(] winok it settling (-.States Itwoel $10,000) all(] $1(0,00) was
lImeasuraly Ine'ased. Exuerhnee Inis shown that the lowering of tle exelp-
tion to $40,(XJ) plced tll undue burden on the sinalhcr ('ass of estates. On tlit
other hald, tile compensation of those engaged Iii settling dmledents' estates bas
not beelt, an Iln 11( lost cases cannot be, Increased to compensate for tie aiddhiontal
service rendered.

5, Ratcs should not be so high am to stimulate crasion.-Death-tax rates should
not be so high 1183 to stimllate avohilnce id evasion. It Is unquestionably true
flint the more burdensome a tax tle less compunction the individual feels In
seeking to escape laymIint, anti regardless of how carefully a statute inay be
drawn, experience has demonstrated flint It Is lost impossible to make Its
)rovlsions absolutely ineseaplale. A heavy estate tax lhs out a strong temnpta-
tion to use every legal ad( illegal means of avoidance and evasion. As long as
death-Iax rates are relatively low, the Individual taxpayer finds It uneconomic to
attempt to engage in activities resulting ill avoidance or evasion of tle tax.
The rewards are not worth the cost or the risk Ivolved. However, tie higher tile
tax becomes tle more profitable till(] attractive the avoldance or evasion appear
to the taxpayer. When (lie tax rates become confiscatory, every dollar of prop-
erty included l i the gross estate comess Important. Minor defects It the law
are magnified and injustices become real.

0. Law should not cause adt'ers socha? and economic effccts.-Tlie adverse eco-
1oll1ie anid social effects of high estate-tax rates reserve specill ('onsierl'ltion.
The r-a tes nmust be regarded from leh social atid ecoloinh, point of view with
respect to flie effect of tie tax uplon1 intlstry. High rates a rt' capable of produ-
lag a variety of results harmful not only to the persons called upon to bear tie
tax burden but also to tie Industry of tli Nation. First of till. there is tle
linger of large forced sale of assets. Few estates Include large amounts of

liqtii( assets. At death, therefore. tli order to iieet heavy tax )aymlenits It fre-
quently becomes necessary to sell it (onside'able part of flie assets of the
estate. The sale of these assets inl time to m(eet tie relulirelneits of the law
has a tendency to depress tli nmrket and to cause a decline oIf prices. Such
sales, therefore, iiay be and frequently are (diftlult except tit a considerable
sacrifice.

7. 7'al' constifittes a demand loani palable at taker's dcath.-Hleivy taxes
at Mile of doanlh of ii sole or prinipllial oWiier If It iisliie.,s ar 1lso likely to
result ili forced alterations Ii Its control through coIilliig the sacrifice of
holdings by those Into whose hands lit' control of tlht- business would normally
c(Ilite following the death of sl3('h tlt owner. I Illuistrte, assume i corporation
('01ii1titug a1 bilsille.s blillt over in hlig perhl thii'otigh fanlly g'o(upi control b1y
th1( owirsltil) of a slight majority of stock. A heavy fit may o l'el the sale
(if enoughn sloc.k Ito ciuse flip loss of suchi control tilt( flip Impi~rmelnt of both
the Incentive and Vahlulille inanigemient lli'ies flit have nniiide (lie Iusiness
sue('sSfl. In sonle cases tit' sale of the stock Is Impossible and actual i(luihl-
lon of til business i lieesstt'y. When a tax requires tf tll esoite 1 iayinents

gl'(lter thtti ciall lie lliet fi'oni ('ash i'e'll5l''(es ol liiilid, those Ii eltrol of it
closely owned buslAess comprnlising sulstanilt fit 'li' tvitltre resouir(es maylltl seik
to avoid sale of assets iy borrowing ali(l many Ilie thus forced to make enigage-
ments so heavy as to impaira' he credit of lit' (onct'.

All of the foregoing ef'ees, whelthr forced sale of assets. forced ehllnge of
conlt'ol, or stratini n c'edit. are made (oul1y se'is li'eatise of their nlipear-
nce at Ilte very tile when the enterlise Is least ble to stind the strati oin
acCollit of tie loss of pel.solual iiainagement reslltitng from the detlh of the
former hI(.

61977-41- 40
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The Injurious effects upon industry of excessive estate taxes are unfor-
titately not confined to tile particular comilmny Involved Ili the estate. All
who are engaged ili such enterprise, and also many who are engaged in other
enterprises related to those which are directly affected by the tax are subjected
to Insecurity which Is demoralizing and Inilmrs the productive capacity of the
-community as a whole.

8. Sound fiscal policy demands moderate rates.-Can we afford in such a Ipriod
.as now exists, no matter what may be advanced In the way of argunlent its to
Immeollate revenue needs or other Justification, to discourage the enterprise of
living people, cause shut-downs of active businesses or violent changes in owner-
ship through forced transfers? Under all these considerations a sound fiscal
I)olicy demands moderate rates.

F. &XCESSlVF HR.IES HARMFULI.Y DEPLETE FUTURE TAX BASE

1. Rates should not harmfully deplete future tax base.-We should be Just as
• iOlcertl witl future tax capacity its with present revenues. The estate tax
Is esse itIally a capital tax and If capital Is dissipated through excessively high
estate-tax rates, the tax base, that Is, the capital which produces lconie subject
to taxation may be lost in future generations. While it is Important to have
-our present tax phns designed so tint the present generation will pay for as
mach of the defense expelIditures its possible, future generations will have their
burden in paying for those iortions of such expenditures as are financed by
<lovermnent borrowings. Estate taxes force the second generation to pay twice:
First, through loss of income (oil the capital levy involved in the estate tax, and
second, In that generation's lrop)ortlonate share of current taxes Imposed at
soie future date.

2. Excessive rates harmfulli decrease priduetire irealth.-If through exces-
sively highl Income taxes the building of wealth through productive enterprise is
prevented and if through excessively high death taxes such weath as has already
been ucummulated is removed from productive enterprise, there will come ai time
wlhn tlre is io wealth in productive enterprise. The final result will be a
comnlplete drying up iof tax revenues from all sources which have productive
wealth its their chase.

0. S(WK OF H01 ESTATE TAXES SHOULD BE CUsHIO.XE

1. l'resent cushion now iadcquate.-('ertainly with any Increase in Federal
estate taxes and probably even with the present rates, theme should Ibe enacted a
better cushion against the shock of the estate-tax requirements. The only cushion
now provided is tile possibility of extensions of time ti1l to 10 years In u~bichl to
pay estate taxes. The present postponement carries 4 percent interest. Tax
rates are so high that tax requirements cannot be paid out of cash tesources on
hand or out of current Income which is less than 4 percent.

2. Morc adequate cushion should be inade.-Since estate taxes should fall as
lightly as possible upon the actual capital of an estate, the taxes should, so far
as possible, be payable as are other taxes out of Income. Under the present law
any postponement of the tax carries with it Interest In excess of the earning
capacity of capital itself. Consequently, the present provisions are inadequate.
Obviously, practical considerations should reduce the Interest rate upon exten-
sions to at least 2 percent, in order to allow some opportunity to the estate to
meet death taxes out of Income, at least to some extent.

I1. PROVISION SHOULD BE MADE FOR TAX-FREE FUNDS FOR ESTATE-TAX PAYMENTS

1. Need of adequate tax.free ftunds.-It is recommended that appropriate pro-
visions be written into the Federal estate tax statute which will lernit tle owner
of estates to build up reserves or funds the proceeds of which are earmarked for
the payment of estate taxes at death, which proceeds slall be exempted front
estate taxes to the extent they are applied to the payment of such taxes.

We believe that such provisions are urgently needed under the existing law
and that they are absolutely Imperative If the radical revision in the rate schedule
should be enacted Into law, in whole or in part. High progressive estate-tax
rates have already created acute problems for executors and administrators In
finding funds to pay these taxes without disastrous forced liquidation of assets
at sacrificial prices. This problem is especially acute where all or a major part
of the estate consists of the ownership of a going business or of real estate or
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other nonliquid assets. The artificial pressure for liqlidity created by the present
law is a serious obstacle to the movement of enterprise capital Into neuw business
ventures which the general welfare demands.

It is respectfully submitted that the merits of this recommendation cannot be
determined on the basis of actuarial estimates of the possible sholt-run effects
of its adoption upon the number of estate-tax dollars collected. These effects may
be easily exaggerated. In any event, It Is believed that they will be far out-
weighed by other amid beneficial effects upon the economy and the productivity of
the revenue system as a whole. Collection of estate, taxes will be speeded up.
Losses, due to sacrificial liquidation of estates, which are costly to income-tax
revenues, will be greatly reduced. The depressing intluence on market values
generally of such liquidations will be nifniinized. Most inpottant of till, business-
inca will be able better to plan ftich- affairs and will be encouraged to embark
upon new enterprises, when the pressure to maintain a high degree of liquidity
in their assets is materially reduced. The estate tax, of all taxes, should be
constrlcted from the point of view of Its long-run effects, if the hens that Illy
golden revenue eggs are to be preserved.

We do not suggest miny specific method as the best or oily possible one. but
suggest for your consideration two general methods for providing essential relief.
It Is believed that some combination of these two methods, which may be detiond-
nated (1) "-elf-hisnrauce" aid t2) "purcllised Insurance" may provide the most
practical solution.

2. Self-insuranc mmthod.-This plan Involves setting up a trust specifically
for estate-tax purlonSes. If deemed desirable, the statute might limit the types
of assets which could be placed or kept Iii such a trust, such ias, for example,
governmentt bonls, securities listed on the New York or other recognized ex-
changes, and the like. It IS suggested, however, that no such special limitations
ie Inpoed. in order to avoid discrimination between Investments, sinee the
trust Instrument would ordinarily contain provisions as to liquidity.

In the Interests of simplicity and prevention of possible Income-tax avoidlnce,
such trusts should be permitted to lie revocable, except that, after the settler's
death, the am4ts would he specifically earmarked for estate-tax paylment and
no prior (listribtions could lie made till such tax liabilities were liquidated.
The trust Instrunmnt could provide for the dispositho of earnings prior to
the settler's death, either by way of accumnulatlon or distribution to ilm. Ill
either event, the trust inconw would he taxable to the s4ttlor. The instruntent
might also require ias i guaranty of liquidity that the trust be liquidated withhii
a relatively short thme after the (lite date of the estate tax.

Whatever portion of the trust sets are required to pay estate taxes should
he made exempt from such taxes, find any excess shouhl be subject to tax. Some
speclll in-ovisiol may be necessary, in the event of such ll excess, to Irevent
introducing algebraie complications into the computation of tihe tax, but there
are several ways In which resort to alebra can be obviated by proper draftsmnan.
ship. There should be no tax on the privilege of creating such trusts.

Time principle of not taxing such portion of time estate as is required to piY
the tax accords with the result now reached uder the gift tax where the
tax is paid by the donor out of the estate remaining to him after a gift. The
tax so paid I§ not taxed as a part of the gift ald operates to reduce the estate
passing at dentil and subject to estate tax.

.(2) 'urchasc intsurancc.-Past proposals in this field have usually taken
the form of exempting from estate tax the proceeds of life insurance, definitely
earmarked in somie way for the purpose, to tie extent such proceeds are required
to pay estate-tax liabilities, with any excess added to the corpus and subject
to tax. Here also some special provision is necessary to obviate time use of
algebraic formulae, when such all excess is present.

Time great advantage of tills plan Is its simplicity. On the other hand, a
limitation of relief to tills plan alone may be deemed objectionable because it
may discriminate Ietween taxpayers, since all taxpayers are not insurable.

For these reasons it is believed that some form of both plans should be recog-
ilized by thit statute, leaving tile taxpayer to select the form best adopted to
his owlI ciremnstances.

I. PROPOSALS AI)VIIELY AFFECT STATE TAXES

1. Deer'uim' of R'lates' share of death tam.cs.-Under present law the maximnumi
lStSsible State share of combined (leath duties under the 80-percent credit sys-
lem ranges front 3.1 percent of time comlbied death duties oim a inet estate of
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$100,('00 after exemption to 21 percent on all estate of $50,000,000. In the ilw'o-
posed bill the amount would be reduced to 1.55 percent oil an estate of $100,(WJ
and to 20.28 percent on an estate of $50,000,(000.

2. Recoupmin t of State loss ingpadticabl.-Increase of State revenues from
death taxes through an inerelise iII State rates would he very dillcuilt because of
the shrinkage III funds available after deduction of Federal death taxes.

3. Certain States would suffer db' ct losscs.-Those States which (10 not nankt.
slecifie legal provision for taking the inaxihnau Federal allowance would stffer
a loss of revenue. Those.States having Inheritlance tax,s based tipllo wiltllldes
of conisangulilty, and not utilizing a supplemlentary estate tax, woul lind 1 the
available taxable base greatly reduced.

4. Eventual shrinkaec of State death tax base.-leductlon of the corps of
estates through the Imposition of heavy Federal dtlath taxes will result III eveitutal
hrilnkage of State revenues front death taxes oil these estates tII succeeding

genera t ions.
5. Adrerse effect on State Income and property taxes.-Future taxation of In-

collies derived from estates will ylell less revenue to the States, lue to lepletion
of the Invested capital base from which such Income is derived. Existing and
proposed heavy Federal Income tax rates render It dllcult, If not nimposslble, to
restore depleted capital throgli savings.

J. DEATH TAX FIEJ) SHOULD Jli RETURNED TO STATES

1. Death tax field belongs to States.-Death taxes are not technically a levy oi
the estate, but are excises Ihposed upon the transfer of the property, aind are
merely measured by the size of the estate. However, rights of transfer are deter-
mnied wholly by State laws, and the Federal Government lilts Ito Jurisdlction over
thel.

Traditionally, the death tax field has been reserved to the States as distill-
gtished from the Federal Government. In the past, Federal death taxes were
imposed purely a1s a temporary measure. Inl 1779 the Federal Goverllmnit re-
sorted to this method of raising revenue only niler lresslre of emergencies
caused by the war, slid the law was repealed in 1802. A second Federal statute
was in force fromn 1Q2 to 1870, again all emergency period. A similar shtute wias
in effect front 1898 to 19012. a third emergency period. The present Federal estate
tax law originated with tile enactment of tile statute of Septemlbevr 8. 1910, and
was all elergellcy lleasure based uipsoi the exlendiltures that were likely to follow
American parthcipation in the first World War. At the conclusion of the World
War efforts were made to abandon the tax because of its energeiny character,
and under the Revenue Act of 1920 the Federal estate tax as such became more
or less iomilnal because of the 80-percent credit granted for the piylliellt of State
leati taxes. III 1932-another emergency erlod-the additional estate tax was
enacted, and in years following the imiount of the tax Increased beyond all orig-
inal concepts.

2. Continuance of present rates first cstcp toicard return.-It is recognized that
the Immediate repeal of the estate tax is Imlractial. However, the objective
should Ile toward returning this field of taxation to the States. A .stel In that
direction would Ile n continuance of the existing rates.

Time effect on State revenues is a matter of considerable concern. The position
of the States was expressed by Gov. 11. Lehan. of New York Slate, inl a letter
to Senator Harrison, chalirnmn of tile Senate Finance Conmimittee, in connection
with tlip R-venue Act of 1938. Governor Lehman wrote:

"Tile independent sovereignty of the State. Is threatened hy Federal taxing
policy. This country wn.; organized on the theory, and has lrospered under it
system of Independent States with exclusive authority in many fields 1ind with
Independent taxing power, a power not second to but on a parity with the Federal
Government itself.

"Under steh conditions. If one of two governments, having equal concurrent
Jurisdiction to levy n tax, actually monopolizes the fliel to the exclusion or the
near exclusion of the other. It may follow that that other government will be
destroyed, or at least starved into linvotency.

"The eP'tent to which the Federal Governinent ihas been al(] is ignoring the
rights of the States in the Income (tsrsonal and corporate) ai etnte tax fields,
0l I'irtnallv monopolizing those flhds to the exclusion of the States, is truly
alarming. The rest is thnt the bulk of State nid local revemne Is shouldered
on real property, and that nny of the States and their loealitles have been forced
to enact tax laws not suited to State and local use and unecononlc III theIr effects."
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The dollars and cents value to the States Is illustrated by the following data for
tlhe State of Illinois:

Dcath-tau coilheti s from Illinois

7ear state Fedieral Year State Federal

1113....... ........ (I9, 1122,7M.412 $4.077, 217.7"0 1 W36.............j. . .77t9 $11,C45,213.03
191 ................. 3 73U, 03. 57 6I,574. 492. 1tO 9311 ..7.............. 4, M9, M110. 0 1 3, 007, MI. 24
1935,........ ... .577, 4 1. SO 11,381,991.91 J W 10....... ....... K,407, 274. 75 1 29, 7A0,467. 80

It should le boIrut In ml 1d that flit' Federal state tax Is i ddictlueln from the
('state htloi't tilt' State taix's alre inose(. 'Thils, in 1938. tie Federal Govern-
mit'lit took nie'rly $30.00',1.01:0 of file Statte of Illinois' (tix hIlose. Tie figures III

4tier States are tqulally stasrtllig.
3. Prolnrm 1hou1ld cont'm idat rctl mrn lto ,Nltcs.-IIIavhig in mind tile fact that

the Ft'tl,'h'l estfte tlix was frliiiiily lI tI iergt'llt'\" Iit'astIre, that It i I ft'l of
ttxillion tiridilitnally r',ti-vt'd to tlte Statt's, fill that tih present high I'ates
al'ealdy deipriv ie itts of It IItIei-I'I: ikc't sour'te of i'evellu'. It ItI lit' Coil-
,lutletl tliit anIy sound fax irogralm will (ont'lelllte tlit' eveltiii rtl tirll of ll.is
tax source to tile Stats. As a futlher step inl this dilrtioll, a1 d(-''rt'ase it t lie
present Flt'rth l (,ttle tax iat's Is retconliended.

K. 01Fr AND FSTATF- TAXES NEED VOIII ELATION

1. Estate, handivappcd bly provisim for gifts in conte'mplatiol of dcath.-The
Ieseit law pa'ovides for hlildl.ng lit lie gross 'state fill gifts nade "lit ('on-
tt'nlalltilo of death,." Tit', law also pIovidtes that fifty gift niade by tile tlecedent
wlil;in 2 years of lhe( diite of hIs dtlath shall. uil'ss Shown to tit' contralry, lit'
Iresulned to have Ieel iiiite "hi 'ontemlatllhion of deathh" Tlt Intent of lthe law
was to phlie the fl rdtien ulon the (ove'mnelt of proving that gifts made prior
to tie 2-year period were Ill t'onteiniplation of death. As to gifts made within the
2-tyear erhdl, tilt, intent of (lie statUtt was to lile tei burden iiInIu the taxpayer
of proving thlt such gifts wer( not Inmit III coll pcilt floil of death. ThIs lervis-
ilytie polity Is being grt',:Ily dhtft'at'd by the lr't'et attitlde of the Trt'asury

l)'epartmnt. Itectlt exnirlh'nce his showni that It Is the policy of lit' (ovei'n-
ment tt) assert that ill gifts it finy substantial lanouiits were illude "ill tuoll-
fonllplltloj of dletli" regirdlt'ss of when niade. As a result tie taxpayer is
practically forcttd to litigate every tase.

The lack of success of the Gov'eriinunt Ili litigating these cases is well known.
Apparently tile polh(y of flit' Government is to continue to litigate these Cases In
hope that the courts will finally adopt 2t polhIy of holding all gifts to le in con-
telillit of delith I unless tie evilene Is ovel'wllehingly to (lie contrary.

The executor of a det'cedent's estate is, of course, seriously handicappe'td. In all
of these cases tilt testillmnoy of tile decedent Is unavailhble. Oftelltiles he left
no record of ills motive for niking the gifts hi questloit. ili other inslanes tile
evidence of tiht motive Is of such it nature its to le legally inadinissildt' In cvhlevti'e.
Even If the eville is clear find vol'iincing, tilt' attitude of the Governint'uit forces
the executor to litigate. This means expenditure of additional funds in attorlieys'
fees anti other costs to dttermiine a question which in most cases Is Irfeetly
clear. It ineans that estates cannot lie closedl until this litigation is settled, and,
of eoui'se, there is ilie hazard of anll nfavorable decision In tile lower coIII'fs whih
mu.,st lie liplieah'd.

Many such cases have( been compromlisd Ili th(e ast simply because of tle
diflicltiles Involved in iny litigation. There Is no qu(tsfion bul what th(e Treasury
Department has used this section of lite law to exact tax payments which would
not have been sustained by the courts.

The problem Is adnittedly dlfiilt and (lip attitude of tle Governmnent Is
perlnips understandable. Tit' taxpayer would prolnlily it admit that any gift
wa liade In contlillllaIion of dtatli. Oin it other haiid, lh (lovernment se' ls
to insist that ili gifts were nadte Ill contelllhlt ion of death. P'rohably neillih
is correct Ili Its position.

2. Orrlapping provision8 causee double taxation..-Sonewliere between these
two extrel lies it's Ille' Il'oll • answer. (ertitinly the prolblein could be eased iy
dministrlatlve action whih recognizes (lie piositiol presently takei by on r courts.

A better solution would lie to change the( law.
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When this . action of the law was last amended by Joint resoltlion of Congress
tn March 1, 1931, Imnediately following the decision of the Supreme Court in
tile case of Mall v. leiner ad others. there was no Federal gift-tax law. It i.
submitted that upon the enactment of the Federal gift-tax law on June 1, 1932.
•i adequate recognition was given to the purport of the above-mentioned section
811 (e) of the Fed(ral estate-tax law, although as above stated. this section
deals entirely with gifts Itter vivos also covered by the gift-tax law. Tile
adoption of the Federal gift-tax law It is believed was not only for the purpose
of providing a source of revenue on transfers that otherwise were escaping the
estate tax, but also was for the purpose of encouraging the making of substan-
tial gifts Inter -ivos by offering the taxpayer certain tax savings for so doing,
which tax savings, from the, Government's point of view, were offset by the
advantage of having an Immediate source of revenue on certain transfers with-
out the ultimate burden of proving that such transfers were subject to the estate-
lax law. It other words, as expressed by Mr. Justice Holnes Ili the Guggen-
helm decision, the gift-tax law and the estate-tax law are In pearl materla, and
It, Is felt that it was Intended that one should pick up where the other one
leaves off, the critical test being if the transfer is inter vivos it Is covered by
the gift-tax law and if the transfer is testamentary it is covered by the estate-tax
law.

There Is no reaqoli why, now that the Government has both laws, it should
inot be required to choosee whether It will subject it particular transaction to a
gift tax or an estate tax. The two laws. to whatever extent they overlap,
result not only in double taxation, but subject the taxpayer to tile uncertainty
and very probably also the annoyance and expense of litigation. Tills in many
cases is more burdensome than the aniount of tax ultimately collected. The
only excuse for this Injustice is to afford the Government ani opportunity to
collect the greatest amount of revenue.

3. Law should eliminate existing cornplications.-Section 811 (c) should be
changed. ('ertainly It would he sound tax policy to repeal all of section 811 (el
except tie provision with respect to gifts strictly In contemplation of death,
leaving all other gifts to be taxed under tile gift-tax law. There Is no reason
why the Governient should lose by such a policy. If the provisions of the
present gift-tax law with respect to such gifts are inadequnate they cani be lie-
ised, but the taxpayer would be enormously benefited by knowing that the tax
lie pitys at the time of a gift is all lie would have to pay; but if the Government
Is unwilling to go even this far, It should at least provlde that any transfer
Intel- vivos upon which a gift tax has been paid and which shall not have been
reimbursed by the Government to the taxpayer within 2 years after the paymenlf
of such tax, shall le excluded from the taxable estate of the donor for Federal
estate tax purposes. It Is believed that such tni amendment would overcome the
uncertainties that presently exist in the application of section 811 (c) of tile
Federal estate-tax law to giftq inter vivos. It would give some meaning to the
2-year presumption of contemplation of death found in that section, would reduce
the great amount of litigation which works against the interest of the Govern-
ment as well as the taxpayer inasmuch as the expenses of such litigation are
deductions for estate tax purposes. It would also enr.ble a taxpayer during his
lifetime to arrange his affairs with a much greater degree of certainty, without
fear of both tax laws being applicable to his transfers Inter vivos, fild would
make th e two laws more consistent with the purposes for which we understand
they were enacted.

4. Return of death tax to States would eliminate need of gift ta.r.-Of course.
many of the perplexing problems in the gift-tax law could be avoided entirely if
time gift-tax law were repealed in its entirety. Certainly If the Federal Govern-
ment would, as it should, leave the field of death taxation to the States, there
would be no need for any Federal gift-tax law. The only Justification for any
Federal gift tax is to correlate with the Federal estate tax. The present gift-tax
law does not provide this necessary correlation, since there are many Instances
of gifts being subject to both gift tax and Federal estate tax. A program looking
toward time eventual return of the death tax to tile States and elimination of the
Federal gift tax is sound in principle.

L. CORRELATION or ESTATE AND INCOME TAX NEED:nJ

1. E.tate-tax valuation for Income tai needs eorrlatio.-We recommend an
appropriate amendment to section 113 (a) (5) of the code which will definitely
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establish as tile basis for income-tax purposes, the valuation of property tils-
initted at death which was used in the computation of the Federal estate tax.

There is a serious lack of correlation between tie estate tax and tle income tax
at this point under tile existing law. While the valuation of property used for
estate-tax purposes Is priia face evidence of its value at the (late (if death, it
nay be challenged by either commissioner or the heir, devisee. or legatee in i

subsequent income-tax proceeding. This fact creates ani Incentive to chnige of*
position and litigation which should be reinoved. Section 3801 of the code does not
operate to discourage such inconsistency since it does not apply where tile estate-
tax is Involved In one year and the iihiine tnx in tile other.

2. Present prorisons cause inafair discriuImnatioi.-Moreoo, r, code ecton 811
(J) allows the executor or administrator to elect between viiatio alt tile (date
of death or 1 year thereafter for estate-tax purposes. with a proviso that, if value-
at tile later date is elected, then as to assets it the gross estate distribued or sold
during tile year, value at the (late of dlistrlbullton or tile sale price shall be used.
Yet section 113 (a) (5) of the code has never been amieniled so as to prelatee.
with section 811 j). It continues to define as tiae basis of property transmitted
alt death its value at the date of death. The result, in cases where the benefits
of section 811 (J) are elected, is that the income-tax basis will usually, as a
matter of law, be lower than tile vaihation used in computing the value of the-
taxable estate. This result is an unfair (liscrimnation against other taxpayers,
which should be corrected.

Tile proper remedy is believed to be to aanend section 113 (a) (5) of the code
so as to provide that the basis of property trasnitted at death shall be the
value at which it was included in the gross estate of the decedent (under see. 811
of the code), in the determination of the estate tax. Where the property foraned a
part of an estate too small to require the filing of an estate-tax return, tile Income-
tax basis will continue to be its value at the date of death.

M. lW CONCERNINO GIFrS IN TRUST UNFAIR

1. Gifts in Iru8 require $4,000 excluslon.-We reconmmnd appropriate anlend-
ments to section 1003 of the Internal Revenue Code to accomplish tile following
results:

(a) Restore to gifts it trust of other than future hiterests the btlnefit of the
annual exclusion from the tax base of the first $4,000 given to any particular
donee during the gift-tax year.

(b) Treat as gifts of present interests (in proportion to the beneficiaries' In-
terests), entitled to the benefits of such exclusion, gifts in trust for the benefit of
one or more minors, whether the income is to be distributed or accumulated, if
both principal and Income are payable only to or for the benefit of such minors
or their estates.

Prior to the Revenue Act of 1938, gifts in trust enjoyed the benefits of the
annual exclusion of $5,000 to the same extent as gifts made in other ways. The
only exception was gifts of future interests, whether by trust or otherwise.
Section 505 of the Revenue Act of that year reduced the annual exclusion to
$4,000 for gift-tax years beginning oni or after January 1, 1939, aild denied Its
benefits altogether to gifts in trust.

The effect of the 1938 amendment will appear from a simple illustration. D
has two children, one of them a minor, 12 years of age, and tile other an adult.
He makes a gift of $14,000 outright to tlae adult (hil in 1940. Of this amount,
only $10,000 is subject to tax. Desiring to treat fils children equally, but know-
ini" his other child is a iitior and without legal capacity to manage his own
affairs, he sets aside $14,000 Irrevocably in trust for the benefit of such chilh.
The entire amount of gift is subject to tax, even if tile trust provides that tile
income from the trust be distrilued currently to the child or applied for is
benefit. As a practical iaatter, however, it Is difficult to make such gifts to
iiinor children outright. Hence. such trusts, other than those established to
provide for maintenance and support, commonly provide that the income be
accumulated for the child until lie reaches its majority.

2. Removal of excRusion produced unfair diserimination.-If this discrimina-
tion necessary? Tile report of the Senate Finance Committee (p. 32) Justified
this discrimination on the ground thliaL it was a practical measure to protect
the revenue by ininhizing tile abuses growing out of such decisions as W118 v.
Conmisnit8omer (88 F. (2d) 339 (1937)), where It was held that the trust entity
was the donee in the case of a gift in trust. This decision severely restricted
tile scope of the exception of future Interests from tile annual exclusion and
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encouraged the creation of multiple trusts for the same beneficiary in order to
obtain a $4,000 exclusion for each trust.

3. Reason for present provision has vanished.-TDhis reason for the 1938
amendment has vanished by reason of the recent decision of the Supreme Court
in Helvering v. Hutch wings ((March 3, 1941) 61 S. Ct. 653), which held that the
donee of a gift in trust is not the trust entity but the beneficiary, thereby
overruling the Wells ease in principle. On the same day the Court ruled In
United States v. Pelrer (0t S. Ct. 659), that, where a trust provides for accunu-
lation of Income during the minority of a beneficiary and the beneflciary's right
to receive the accumulated Income and corpus is contingent upon his surviv-
Ing until he reaches his majority or other specified age, the interest given to
the minor is a future Interest and the annual exclusion does not apply. Tills
decision Is squarely contrary to the Wells case. The case In which there is no
contingency and the minor or his estate are absolutely entitled to receive the
accumulated income at a future date was not directly ruled upon, but the rea-
soiling of the Court suggests that the rule of the P3elzer case would still apply.

We believe that the reason justifying the exception of future Interests, viz,
the uncertainty as to the Identity and number of the donees of the remainder
Interests, does not apply to a case in which there is a present gift of the
entire Interest, with only the actual enjoyment of the Income postponed during
the minority of the beneficiary.

In order to correct these unwarranted Inequalities, we urge the adoption of
appropriate amendments to section 1003 (b) of the Internal Revenue Code.

M. EXEMPrION OF SECURITIES OF NONRESIDENT ALIENS FRIOM ESTATE AND GIFT TAXES
SHOULD BE PROVIDED

Under the existing law nonresident aliens are subject to estate and gift taxes
only with respect to property situated within the United States. However, the
Infernal Revenue Code provides in respect of both taxes (see. 862 (a); see.
1030 (b)) that stock of a domestic corporation shall be considered property
situated within the United States, no matter where the stock certificates are
physically located. In accordance with this theory, It is suggested that the
statute should specifically enact the rule stated in the present regulations regss.
80, art. 50, and regs. 79, art. 18) that stock of a foreign corporation shall be
deemed to be property without the United States, regardless of the physical
location of the certificates.

No similar Inconsistency exists in the case df bonds, which are usually taxed
In the place where the bonds are physically located.

We recommend that bonds and other securities of foreign corporations owned
by nonresident aliens be specifically exempted from estate and gift taxes.
This recommendation is based solely upon practical considerations.. There are
many good reasons for encouraging nonresident aliens to keep their securities;
whether foreign or domestic, in American custodian accounts. Employment and
Income are provided to numerous persons handling such accounts. The presence
of these accounts facilitates the collection of other taxes due from the owners
thereof. The transactions consummated by the custodians in American markets
yield revenue in the form of stamp taxes and otherwise.

The existing law defeats Its own purpose, viz, maximum revenue, by creating
a tax Incentive to foreigners to keep their foreign securities outside the United
States, thereby in some measure 'defeating the policy of the changes in the in-
come-tax law made In 1936 (see code, sec. 231 (a)) which exempted nonresident
aliens from tax on their capital gains realized by transfers on American
speuritles exchanges. Also, since most persons prefer to keep nil their securities
in a single account, the result is that ninny accounts of such aliens are kept
In Canada or elsewhere, which might otherwise be maintained In the United
States. For these reasons It Is confidently believed that the adoption of the
foregoing recommendation would in the net, beneflt the revenue. Also, It is
thought that the estate and gift tax revenue derived from such nonresident alien
securities Is so small as to be negligible.

For these reasons, we recommend that paragraph (b) of section 803 of the
Internal Revenue Code be amended by changing the period at the end thereof
to a semicolon and adding the word "and," and that a new subsection be added
reading as follows:

"(c) Foreign securites.-Stoek in, and securities of. a foreign corporation
or of a foreign government or political subdivision thereof, owned and held by
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a nonresident not a citizen of the United States, without regard to the physical
location of the certificates or other physical evidences representing such stock
or securities at the time of the decedent's death."

The adoption of this recommendation should be accompanied by the addi-
tion to section 1030 of the Internal Revenue Code of a new subsection (c)
with a text identical with that of the foregoing proposed section 863 (c).

STATEMENT OF ELLSWORTH C. ALVORD, WASHINGTON, D. C.,
CHAIRMAN, COMMITTEE ON FEDERAL FINANCE OF THE CHAM-
BER OF COMMERCE OF THE UNITED STATES

Mr. ALmono. Mr. Chairman and gentlemen of the committee, I de-
sire first to congratulate tlkisonamittv and the Congress upon the
real opportunity whikiAi c-oifronting vw--.You have all opportunity
to improve the fiwsalposition of the Treastwiyiot by the three and
one-half billioahmount suggested by the Secretary, of the Treasury,
but by a minimum of $6,500,000,000. Before I discuss the details of
that amouil, however, I would like to refer generally to the use of
the taxii4(power for other thAn revenue purposes. I believe quite
firmly tbat tax statutes should have-as their' primary bjective the
raising,6f revenue. - I think that many persons,as was sai(fithis morn-
ing, oV.restimate.fhe effect df the °use of the taxing towe upo the
proraltion of other objectjv,. At thesani timeI think yor taxing
policies, designed primary, to raise revtnue, mustb at the siie time be
devisvl so that they will, not conflict with 3ioi'&V other verylesirable

oz example, the country is imineiately confronted with Pie neces-
sity fo' more speed in the production of defense gods; nioix speed in
the pr6&uction of tanks and guns, ships and planes.' .i

You are also confronted with the shadows of u- ery serious civilian
depression. Likewie, unless something is done there niiy very well
be complete annihilation of small businesses which arc.inable to con-
vert and participate in the defense program. 4"

It is a further fact that we must bear in mind tlaW some day this
emergency is goiig to end. We shall have the millions of persons now
dependent upon he defense program returned to civilian life. We
shall have, I presune, som where between two to four million men
from our military and naval forces Ireleased again for civilian life.
If your present policies can do something to permit those gentlemen
to return to their ol jobs or to build now jobs or businesses for
themselves, they will be well worth while.

We hear very much about the threat of inflation. I don't want to
repeat what has already been said before your committee, but I merely
outline what seem to me to be the available methods to control or pre-
vent unchecked inflationary price increases. Apart, from monetary
and credit controls, there are, I would say, four methods by which
inflation can be checked somewhat. Two of them we hear about fre-
quently; the other two I have not heard related to the inflation
proble;n.

Tile fr t and obvious method is price control. My only comment
is that effective prico, control will require the complete regimentation
which totalitarian governments have found necessary. I doubt seri-
ously whether that type of price control will be enacted by Congress.

Second, we i,.ar about tile possibilities of siphoning off or with-
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drawing substantial amounts of consuner purchasing power. That
may be done by either or both of two methods: One -is by taxation;
the second is by borrowing. heree may be some (luestioni as to the
second, because I have sometimes heard it asked whether Congress
is going to tax all our income or will leave a portion of it for the
Treasury to borrow. These two methods are very" frequently dis-
cussed. 'There are, however, two additional methods which I think
should be considered seriously at the present time.

For example, it would seem to me that instead of pumping pur-
chasing power out of the stream once it has entered, it would be at
least as effective if not more so, to keel) the stream from overflowing.
It is possible and practicable, gentlemen, to reduce the nondefense
expenditures of your Government. by at least $2,000,000.000.

Quite apart from its fiscal effect, you will then have kept out of
the stream of consumer )urehasing l)O;Aer the same $2.000.000.000, and
tile job of ieduicing oui. overex)anded consume r p)lihasing power will
be to that extent relieved.

We have a fourth method, the one I desire to stress before you this
afternoon. That fourth nietiod is the real, sincere encour'aement of
expansion in the production of goods, particularly the pro(Ilction of
civilian goods. The more goods there are to buy, the less danger there
is of uncontrolled bidding which pushes prices u). Your tax policies
have a most direct effect upon the expansion of civilian production.

I also want to point out that the expansion of civilian production;
the encouragement of research; new products; subst it utes, and so forth.
will lessen the problem of civilian depression and the problem of
annihilation of small businesses, to which I have referred. "Perhaps
of even greater importance, expansion of civilian production will give
you a base after the emergency is over for a return to our normal
process of free enterprise under a democratic form of government.
Jobs should be available for those leaving defense production to go
back into civilian life, and opportunities should be available for those
leaving our military forces to come back into our civilian life.

Unfortunately, the House bill, in my opinion, does not touch any
of the I)roblemns I have discussed except in an adverse manner. That
is true notwithstanding the declaration of the Secretary of the
Treasury that two of the purposes of his recommendations were to
help in the control of inflation, and to spread the burden equitably
throughout the country. The House bill, on the contrary, fails to
accomplish either purpose. It does raise some $3,200,000,000, accord-
ing to estimates. for the first full year of its operation. The revenue-
raising potentialities appear to have been the prime consideration in
the adoption of the House bill by the Ways and Ieans Committee
and the House of Representatives. At the same time, I desire to com-
mend the Committee on Ways and Mfeans for its overwhelming de-
feat of the Treasury proposal with respect to the excess profits tax.

Let me discuss the House bill briefly froni the point of view of the
excess-)rofits tax. You gentlemen last year' decided-ost wisely, in
my opinion and, I think, in the opinion of the country-that an excess-
profits tax should be confined to taxation, at very hiigh rates, of true
excess profits; that normal profits derived froin normal activities,
even though those profits have increased considerably, should not be
subjected to the high rates of an excess-profits-tax law. The House

622
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bill now proceeds in precisely tho opposite direction. For example,
the 8 percent return on invested capital, which you gentlemen fixed
last year as an appropriate ineasure of normal prohts, is cut very
considerably. First, it is reduced to 7 percent on invested capittil
in excess of $5,000,000. 1 read the report of the Committee on Ways
and Means most carefully In an effort to determine what the coiln-

ittee considered to be ihei justification for that cut. So far as I
could find, nothing was said in its justification. I conclude that

nothing can be said in justification of it; there is no justification.
Not oniy that, the House bill-solely, I am convinced, because of
revenue coinsiderations-reversed the deductions for taxes under the

law which you enacted last year. The coiniittee report states that
this has the effect of reducingthe invested-capial crvdit from 8 percent
on the first $5,000.000 to 5.6 percent ; aiml from 7 percent! oil capital over
* 5,000,000 to 4.9 percent.

In determining excess profits you said: "Certainly, the funds used
for the payment of normal taxes should not be considered excess
profits and subjected to an excess-profits tax." You permitted the
deduction of norial tax in computing the net income to which the
excess-profits tax was to be applied. ihe House bill reverses that de-
duction. It says: "We shall subject to the excess-profits tax the
amount of 1mn" which you are required to pay into the Treasury of
lhe United States as at normal tax," and theti goes on to say that, of
cours in comiliting your normal tax you may deduct tile amount of
your' excess-profits tax. If by any stretch of the imagination the
iiounts necessary to pay to the (Govermient in normal taxes were

ex((ss rofits; if they were not in exactly the salie class as ordinary

business expenses, then I would agree with the House bill, because some-
I thing over $300000,000 is involved ; but (i neither of those tests is the
House bill correct. Only the great skill of the draftsmen, to which I
gladly pay tribute, avoided the necessity of resort to algebraic fornu-
lt in computing the normal tax, as the result of this reversal of the
deductions. Even their skill was unable to avoid several pages of
additional verbiage in the bill in accomplislhig the result. I seriously
urge that you go lack to the principle of subjecting to the excess-profits
tax only exce:s profits, fairly determnine(l.

The House bill has another provision which to me is very objection-
able. It is the first step, as I see it, in the enactment of the Treasury
excess-profits-tax plan. It says, "We shall impose a tax of 10 percent
upon the income of corporations using the iuvested-capital base to the
extent that their current incomes exceed their average-earnings credit
but (lo not exceed their invested-capital credit.", The only conceivable
justification for that is additional revenue. The explanation in the
committee report is completely uinsatisfactory. One would believe,
after reading the report, that the 10-percent tax applies only to cor-
porations which pay no excess-profits tax, but I find no such provision
in the bill itself. There is no justification for singling out corpora-
tions which happen to have been unfortunate in the making of profits
during the pre-war period, that is, 1936. 1937, 1938, and 1939, and say-
ing, "You gentlemen shall pay more taxes than corl)orations who did
make reasonable earnings during the base period."
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Another provision in the House bill says this: Pursuant to the
insistence of the Senate conferees last October there was written into
the law, by amendment last March, a provision stating that if you
don't use all your excess-profits-tax credit this year, you may carry
the unused portion of the credit over until next year, thus per-
mitting you to make additional profits next year before the high
excess-profits tax applies. If not absorbed in the first year, you can
carry the excess over for a second year.

What does the House bill do with this? Solely, I am convinced, as
a first step in whittling away that very proper l)rovision, they say,
"No; you don't do that, now. You don't compute your unused ex-
cess-profits credit for 1940 under the 1940 act, which you used to
compute your excess-l)rofits-tax liabilities. You now compute the
credit for 1940 under the 1941 act." If, as you can readily see, there
are substantial changes in the computation and imposition of those
liabilities for 1941, as compared with 1940, that credit is, to that ex-
tent, whittled away.

Senator TAFT. You mean you have to go back and figure the 1940
tax all over again as if the preselit law was in effect?

Mr. ALVORD. For this purpose; yes.
It seems to me that we must continue to safeguard normal profits.

I think it would be most wise for this committee to recommend sev-
eral necessary changes in the existing excess-profits-tax law, not only,
in the substantive provisions, but also in what we usually call the
administrative or technical provisions, which have just as nmch effect
upon tax liabilities as the rates themselves. Normally, when.Nwe want
to correct these so-called technical provisions in the statute, we're
met by the Treasury with the objection that such a change will cost
a large amount of revenue. I urge this committee to adopt a tax
system which will permit necessam, changes in technical and adminis-
trative categories to be made equitably without fear of the effect on
the revenue. We are actually in this situation today: The Treasury
not only may oppose the retroactive correction of an admitted error
in the law, on the ground that it will cost too much, but it also may
oppose an amendment to correct the error even for the future, on the
same grounds.

I think you can devise a tax system which will permit you to enact
several very necessary changes, substantive, technical, and adminis-
trative. For example, we recommend, as I told you in the beginning,
an improvement in the fiscal position of the Treasury, not by the
31/_ billions recommended by the Secretary of the Treasury, which
we think is woefully inadequate, but by 6/ billions. Those inade-
quate measures are tile things that cause you gentlemen to sit here a
month or two twice a year writing and rewriting a tax bill. I would
much prefer to see you adopt a plan based on what might be callexl
maximum revenue possibilities and stop. Then, you might say "This
is the law we shall have in force during the perloM of time emergency:,
but it shall cease to be in force immediately following the emergency."1

My 6 /-billion figure is reached quite 'simply; I think soundly; I
think equitably. First, I say reduce the nondefense expenditures of
your Government by 2 billions. That can be done; it must be (lone.

Next, impose increased taxes upon corporations and individuals of
about a billion and a half. That is in lieu of the 2.4 billion of the
tax bill.
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Next, collect about a billion dollars in sales or excise or miscellane-
ois taxes, and finally-tied squarely into the objectives I have dis-
cussed before-iimpose a withholding tax based upon all wages and
compensation of all kinds, all dividends and interest paid to nldivid-
uals, effective, I should say, as of January 1 next year. A low rate
of about 3 percent will yiehi at least 2 billions of dollars. Those
2 billions, moreover, will come from the )laces where increased pur-
chasing power now rests, so that it does permit the raising of revenue
consistent with the necessary prevention of inflation.

The CIUAIMAN. What d( you figure the individual income: Half a
billion?

Afr. ALVOmID. I would say the individual income tax-apart from
tile withholding tax-half 'a billion; and the corporation income and
excess-lprofits taxes, a billion.

Senator TAr. I notice this morning that the Treasury suggested
an additional tax on pay rolls for social security. Your tax would
have something of the same effect?

AMr,. ALVORD. Yes, to some extent; but there are important differ-
ences. The social-security tax is a tax on both employer and em-
ployee, so that it is only partially a withlol(ling tax. Furithermore, it
a1)lies only to wages aind salaries under $3,000, an(d not to dividenls
or interest. lxven in the, field of compensation, there are verl broad
exemptions-farm and domestic labor, professional fees, etc. ' Owing
to the limited area of its operation, I think it would be a very ineffec-
tive inedium for the application of a withholding tax, both'from tile
standpoint of revenue an( possible effect on inflatir(n. Furthermore. I
object strenuously to tile use of social-security payments to finale the
o1(linarV expenditures of our- Government.

The withholding tax I propose is on wages, compensation, and also
on dividends and interest, and is collected at the source. That tax
coull go on immediately; produce revenue beginning January 1.1942.
By Fe]bruarv li) the funds would be flowing into the Treasury; you
would not fhave to wait until March for collection in quarter-ly in-
stallments; you would not compel persons to file these very compli-
cated income tax returns in the lower brackets; you would not have
to worry about them saving enough money to pay their tax. My
guess is that. they wouldn't miss the deduction after the second pay
check. I would apply it all along the line, to everybody, with 11)
credits.

The CTAIMAN. Is that substantially the Canadian system?
Alr . ALVORD. It is; except that the' Canadian lawv allows certain

credits. Also, I have not taken the step, which the British have beef!
forced to take. of adding ,in additional tax under the doctrine of th(,
,4o-called forced loan.

'The C0r1lrnir\N,. Compulsory savings?
Mr. ALVOnD. Forced loans to the Government; forced savings for

the individual. That is one of the things I would atteml)t to avoid,
if we possibly can; we may have to come to it. If the voluntary bor-
rowing policy of the Treasury, designed to withdraw from the indi-
vidual his savings does not work. and if the Treasury must. continue
to finance a substantial portion of its deficit by borrowing from com-
,,-we.;al 1 ~s. nthe I think you will have to resort to a forced-loan
pla. Otherwise, the basis 'of the wildest credit inflation will be
created.
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That sort of a tax systeni coilforms to the Piresidetli's letter to Clir-
man Doughton in which the President said:

I ain convinced that the overwhelming majority of our ,ilzen.s want to C411-
tribute something directly to our defense and that most of them would rather
do It with their eyes open than do It through a general sales tax or through a
mlultiplitfltoi of what we have known Ils j1lJsille taxes."

In other words, most Americans who are in the lowest iicomie brackets are
willing and roundd to (,hip in directly even If their individual contributlons are
very small in terais (if dollars. After till, the majority of all Americans tire in
these lowest brackets.

It conforms to what I believe to be the general desire of the country:
it conforms to the Gallul) poll which apl))eared on August 10 in the
Washington Post. The 1)oll indicate([ that the public would he
willing to accel)t the following income taxes:

IWhat the in. Proposed
I onle tax Federal atei

Iwold be if in tax billpillet wrote Imss ed by

the bill lhousO"

Family of 4 varning-
1, .-.......................................................... P None

................... ...... 317 None
$2,100 ............ ......... .................... ............. . M None$3,000 ............. ............... 140 $
&5.000 . ...... ................... 3W 202
$1 00 . . . .... . . . ........... .. ..... 1.121 99R

.24.000 52. r7g

Furthermore, if as the Sceretary of the Treasury well says, oui
price increases continue, we shall find the wage earner all the waVt
along the line most unfortunately squeezed by the increase in his
cost of living, ald the increase in his tax liability.

In addition to that, if we can prevent the disaster well pictured by
the President in his message on the price-control bill. the disaster of
uncontrolled inflation, a 3 percent withholding tax is a vely small
)riee to pay.

The CHAIRMAN. Would you suggest lowering the base?
Mr. ALVORD. No, sir.
The CHAIRMAN. If you put on those taxes?
Mr. ALVORD. No, sir; it isn't necessary.
The CHAIRMAN. YOU would really be accomplishing the same pur-p)ose, wouldn't )Zu? ,

Mr. ALVORD. Yoi would (t) that. It would spread the burden more
fully; it would reduce the administrative problem for the Treasury.
The taxpayer never has had the nioney; he hasn't sent it; it hIas been
pai(l into the rYraseur. Bitt inder the l)resent system, the taxl)ayer
usually has spent his income; lie has nothing l)ut current and future
inconml' with which to pay the tax.

The CHAIRMAN-. But some of the Treasury people with whom I have
discussed the withholding tax have suggested it is impossible to apply
it to certain people such as dentists, artists, lawyers, and the like, where
the tax could not be withheld at the source.

Mr. ALVORD. I know of no tax plan that is 100 percent effective. But
it could be applied to such classes of persons.

Senator TAtr. Couldn't you, on their net income tax return, add a
5 percent on the gross?
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Mr. ALvoRD. I think the better solution would be to require every
individual from whom the 3 percent has not been deducted to file
monthly returns and pay it. That would not e very difficult becali-e
the chances are that the person will be making withholding returns
and collecting withheld taxes in any event.

The CIAJM.AN. Is there much disposition to evade taxes on the part
of that relatively small number of people that fall in that class-den-
tists, artists-

Mr. ALvoRm. I thought you were also going to include lawyers.
The Ci.nmbii x. I would include lawyers.
Mr. ALvonD. Senator, I don't think so. Bear in mind you will always

have tax evasion just. as you will always have murlers, rol)beries, and
rape, but I don't think the numiher of tax evaders should determine the.
sound policy of the tax law. You can have adequate provisions to get
them; you (o get a great many of theii. criminall enforcement is
exceedingly til fort mmate but mec'ssarm'v.

Senator Gurir-Y. If you withheld'at the source, don't you (1o away
with a part of the psychological appeal, the tax consciousness? If
withhed at the source, does t the fellow lose that consciousness de-
rived from having filed his own tax return I

Mr. ALVORD. There might be some loss in that, but I don't think it
would be great; I think everybody would realize that he or she had
paid the 3 percent by having'it whithlied.

Senator GUFiY. Wouldn t a lot of them think that the employers
were holding it out and not turning it in?

Mr. ALVOID. I slouln't think so.
Senator CONNALLY. It would increase our mail a great (teal.
Senator Tar. Couldn't it be provided that every eml)loyer should

put in the worker's pay envelope notice to the effect that the tax had
been withheld?

Mr. ALvoJD. I suspect they would, without the requirement.
Senator CONNALLY. You want a flat reduction regardless of exemp-

tions?
Mr. ALVORD. Yes; without exemptions, credits, or anything else. I

think that is the only way a tax of this type can work smoothly. I
quite agree with you that we might have to adjourn politics to put
this system into effect. If you must provide credits, it could be done,
buL it is contrary to the principle of this method of taxation. You
can provide that'an individual shall have a credit for the withholding
tax against income tax. Great Britain has done that, and always hag.
Great Britain's administrative machinery is geared to that sort'of ad-
mninistrative work, ours is not. I would nmch prefer to have it apply
to everyone; and then, to the extent you wish, you could adjust the
income-tax rates apl)licable to existing taxpayers so as to reftect, in
whole or in part, the 3 percent withheld. I wouldn't take it into con-
sideration; I would apply it generally.

'That brings me to a few very important so-called technical amend-
ments. I quite realize that this committee voted yesterday not to
consider administrative amendments. The ones that I shall discuss
I trust do not fall within that prohibition. First, you gentlemen will
remember thait your tax is divided something like this: You have the
earnings credit lsed 11)0n l)re-war earnings, particularly applicable
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to earnings produced by individual effort-genius, hard work, and
good luck. You have ihe invested capital credit: 8 percent on in-
vested capital peculiarly applicable to cases where invested capital
father than individual effort is the controlling factor. You then have
a third category which, for want of a better iiunae, we call special relief.
One of the prov isions in this third category was enacted last. March. It
is called the normal growth provision, designed sl)eciflcally to permit
corl)oratons to grow normally, to increase normal profits without sub-
jecting them to your excess-profits-tax rates. I think it was by error
that the provision is al)plicable only to section 713 corporations--single
corporations-atid is not al)l)licable to our sul)l)lement A corporations,
which have gone through liquidations, reorganizations, and consolida-
tions. Supplement A, gentlemen, is a most difficult provision to read
and I would like to forget it is there. But the normal growth provi-
sion most clearly should be applicable to acquiring corporations under
that Sup)plement. Then I think also that this normal growth provi-
sion should remove from consideration the year 1938, because the
year 1938 was an exceedingly bad year. Tlie effect uider the l)resent
law is that you mnitst have constant growth: 1936, 1937, 1938, and 1939,
ill order to gain alyn beiefit, from the normal growth provision.

rhe un fort iuinte'corl)oration which had normal giowt h going back
far beyond 1936. and te hap l)ened to 1)e hit by the recession of
1938, is denied 'he benefits of tile provision. This is somewhat simi-
lar to the recommendation I made before and which I make again,
that it is unfair and improl)er to use th)e entire 4 years of tie base
period in the earnings credit when they include a deficit year. I have
repeatedly re commenled and the Semaie adopted last year the amend-
ment 1)rovidinga that 3 out of 4 years should be us"ed in (etermiiing
the credit.

Filially, I think that the principle of normal growth should he ex-
tendled if normal increases in profits in 1941 and subsequent years are
to be protected. The l)resent provision allows only for no'rmatl growth
during the base period. One method of measuring normal growth
!fter the base period might. be to project the trend shown by the
present computation into future years. Another alternative i's the
so-called Stiles formula, already"discussed before your committee,
which would determine the excess-profits credit by 'applying to the
pay r'oll of the taxable year a percentage based on the ratio of profits
to pay roll in the base period. This formula has certain definite
advantages which entitle it to serious consideration.

Then I should think that everyone would agree that consolidated
returns should be made applicable for both normal-tax )urposes and
excess-profits-tax purposes. The complications which are going to re-
stilt otherwise are innumerable and, so far as I can see, to no purpose
at all.

In that connection, I might point out that in the event there are
changes in the rates or substantive provisions of this bill, it is only
fair to provide a new election for filing consolidated returns, so that
affiliated corporations may determine on the new basis whether to file
consolidated or separate returns. That election, as I read the regu-
lations, does not now exist.
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Then I come to the rate schedule. The House bill, like the present
law, bases the rates not upon the ratio by which the excess-profits
taxes exceed the credit, but, solely upon dollar amounts. The Senate
last year, as you gentlemen know, adopted an appropriate rate sched-
ule. As I read the testimony of Assistant, Secretary of the Treasury,
Mr. Sullivan, before the Committee on Ways and Means, he now admits
the present schedules are wrong. If lie had thought that last October,
I think the present schedule would have been made to conform to his
present opinion. I trust that since he has reached that conviction now,
he would approve a change in the schedule in the House bill.

You have heard a grat deal about section 734. I won't say much
about it except I know there is no one in this room who can read it and
have the slightest idea what its effect will be. What it does is to repeal
the statute of limitations whenever there is an inconsistent position.
I think I can assure you gentlemen that under the l)resent trend of
court. decisions there wil) be inconsistencies in )ractically every posi-
tion the taxpayer has taken. Section 734 was designed to open u) p ast
tax returns only in the case of taxpayers who, after the statute had
run, knowingly manipulated the statute to their own benefit by taking
inconsistent positions. If that is its pul)rose, let that purpose be stated
in the section.

Then let me invite your attention to the capital-stock excess-profits-
tax situation. To the extent you change this l)resent law you change
the basis upon which estimates may be made for capital-slock excess-
profits-tax purposes. E iihermore, that tax was designed solely for
lie plrpose of raising $100,000,000 in revenue and no more. Ihe yield

has been stretched somewhat since. It is now proposed to increase tie
rate to pick up twenty or twenty-Iwo million dollars. Under the pres-
ent, uncertainty of existing business conditions, no one can predict. or
gues with an, degree of confidence what his income should be forcapital-stock purposes.

I think, as I have said before, and repeat. that this tax should be
repealed. Especially since the passage of the ,xces5-l)rotits tax, I find
no justification for 'it. I am always Imet. with the contention that
repeal would cost $150.000,000 to $15.00.000. My reply is precisely
the rely that, I made sometime ago about costs in revenue; but if you
gentlemen believe that you cannot repeal that tax at the present time,
most certainly you (mll provide for an annual declaration of value,
which was in the l)rovision when it was adlo)ted in 1933, but changed
in conference. There cannot be much loss of revenue in such a provi-
sion. Certainly there is no wrongful loss of revenue in permitting
amimial declarations of value.

I think, gentlemen, that. I have covered substant ially all the so-
called technical amendments except two. One is the use of cost in the
computation of invested capital rather than tax basis. Investe(d cal)-
ital normally is considered to lie cash )aid in for stock, property paid
in for stock, accumulated earnings and profits. That is a smlpie "defi-
nition of invested capital on which a fair rate of return is permitted.
But what value do you take for the property paid for that stock?
Suppose this table wasgiven to me in return for cal)ital stock. Under
the 1917, 1920, and 1921 acts that table would go into my invested cap-
ital at its value on the day turned in. usually computed on the value
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629



REVENUE ACT OF 1911

of the stock I gave. Under the present law, for some reason which I
cannot comprehend, you disregard completely what that table cost me,
if I happen to get it in one of the so-called tax-free reorganizations
from which I, as the buyer, do not benefit.

Now admitting, contrary to law and fact, that you can readily de-
termine what is a taxable and what is a nontaxable reorganization, I
see nothing at all in that factor which should decide the value at which
that table goes into my invested capital. It should be cost, with ap-
propriate provisions to prevent tax evasion. Under the present law,
you go back not only to the previous owner of the table, but perhal)s
many years, in order to find cost to somebody. You always have to
determine cost to somebody. Why not determine cost to the corpora-
tion whose invested capital is being determined.

The last technical provision I wish to discuss is special relief. Tile
present provisions of the law do not include any provision applicable
to abnormalities in invested capital. You will remember that sec-
tion 7 2 2 1/., as it went through the Senate last year, provided for the
correction of abnormalities in both earnings and invested capital. Tle
March amendments, however, were applicable solely to the correction
of abnormalities in earnings; no provision is made with respect to
abnormalities in invested capital. Nor does the present law adequately
take care of corporations long in existence which suddenly realize per'-
fectly normal profits for the first time in 1940 or 1941; nor does the
present law take care of the new corporations created in 1940 or 1941
and realizing perfectly sound, proper, normal profits. I think the pro-
visions should be expanded to include the three types of cases I have
mentioned.

My suggestions are incorporated in a l)'el)ared statement. If I
may, I would like to file this written statement as part of my remarks.
I also have a rather lengthy and detailed comprehensive analysis of
a large number of amendments which I recommend should be made
to the existing law, not necessarily at the present time. However,
there will be, we are told a bill in October making the necessary
amendments to the so-called administrative provisions not only of the
tax bill, but also to the Internal Revenue Code. I brought a copy. of
our recommendations here and I would like to file it, so that it can
be available to the staff of the committee and to other taxpayers.

The CHAIRMAx. Are there any questions by any member of the
committee?

Mr. Aivom. In conclusion, I would like to discuss briefly the subject
of amortization. You gentlemen will recall that provision plac. I in
the law last October. At that time there was considerable misappre-
hension as to just what amortization was. I think before the debate
ended that misapprehension was removed. I point out to you that the
testimony of the national-defense officials at that time indicated that
there are three types of defense contracts. The first type is the normal
contract under which the Government buys goods and pays money for
them, and that is all there is to it. Any new facilities are financed
privately, with no reimbursement provided for in the contract--except,
of course, as the cost of all facilities must eventually be recouped froni
the sale of the articles they produce.

Second is tile type where the Government buys goods and agrees
with tile sc.ler, separately, that he will be reimbursed for time cost of
his facilities; and the third type is one where the Government finances
the entire enterprise.
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Some people were afraid that the second type of contract would not
be duly considered, and were afraid that a fellow might get both amor-
tization and reimbursement. The present law has been interpreted
in such a way that it all)ies not only to the second type of contract,
for which it was designed, but also to tie first type. The result is that
only a very linlited Dunibler of certificates of nonreimbursement have
been issueI to taxpayers un(ler the )resent law.

I have definite recomniendations to make in that respect. They
are contained in more or less detail in mvy printed statement, which
I trust you gentlemen will have an op)orttinity to examine, whereulpon
I think you will agree with ie.

The CHAIR1MAN. Thank you very nuch, Mr. Alvord.
(Mr. Alvord submitted the following l)rel)ared statement and Sul)-

pelimental mlnemorandum :)

STAIEMENT OF ELLSWORTH C. ALVORD

Mr. Chalrian, gentileiia , I ani Ellswortlh C. Alvord, an attorney, of Wash-
ington, D. C. I am appearing as the chairman of the committee on Federal
finance of the Chamber of Commerce of the United States.

OUTI NE OF TE8TIMONY

Prof. Fred It. Fairchild, of Yale University, has discussed Government ex-
punditures and principles of taxation. Mr. Roy C. Osgood has discussed the
p'r1sed changes In the estate tax. Both are members of the chamber's com-
nmittee. I will discuss the provisions of the House bill and our recommenda-
lions with respect to the Iouse bill and the present law.

Ol1JFI'TIVFS

The problems (of financing the defense and nondefense expenditures of the
Federal Govermnent eanmot be, segregated and considered separately. The first
consideration must be, of course, the raising of revenue. But at the same time,
fiscal policies must not be permitted to conflict with other objectives, such as:

(1) Speeding production for defense.
(2) Stopping the threatened civilian depression.
(3) Preventing the auillilhation of small busines..
(4) Avoiding the disasters of Inflation.
(&) Protecting against post-war deflation.
Furihermore, immediate revenues are of lit greater concern than future

revenues.

DEMANDS FOR DEFENSE

Adequate defense of the United States must be provided. Demands of
the national-defense program must have priority. The period of transition from
a peacetime economy to a state of full arinanient production is not yet comi-
pleted. Increased production of raw matertirls, and the acquisition of raw
materials not produced within our territory, are essential. More and more
production facilities-plants, tools, machinery, power, and transportation-are
deninded. Speed Is essential. But the problems of financing require solution.
When the Job Is done-and the fight for democracy Is won-must all the in-
creased capacity be owned by the Government?

TIlE THRnEATEND CIVILIAN DPRaESION

In the presence of the unprecedented prosperity of our armanient boom, we
see the shadows of a serious civilian depression. Many civilian Industries are
Weing converted into armames.t production. But even during the period of
1n1xiniuni ii raaent production (extending over the Indefinite period of the

emler'1gency) most of its will be dependent upon civilian Industry. The supply of
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raw material., and the production, distribution, and marketing of products for
civilian consumption, must somehow carry on. Tile processes of research, and
the development of new products or substitutes for defense materials must be
permitted to continue during the emergency. Normal business activities not
related to wartime production, and fair and reasonable profits attributable
thereto, must be given the utmost protection during the emergency.

Subject to the demands of national security, we urge recognition of the
following principles:

(1) Curtailment of essential civilian industries should be resorted to only
in extreme emergencies, after exhaustion of all reasonable alternatives for speed-
Ing defense production.

(2) The normal profits of civilian Industries, as distinguished from "defense"
or "excess" profits, should be protected against unfair or burdensome taxation.

(3) New industries and the development of new products or substitutes should
be encouraged.

SMALL BUSINESS

It Is particularly difficult to fit small business enterprises in to time defense
program. Many of them must exist to serve civilian demands. Priorities are
depriving them of essential materials. Importations are severely restricted.
Prices and costs are increasing. Debts are owing and must be paid. Cau.h is
scarce. But the annihilation of small business is not necessary.

INFLATION

The causes and consequences of Inflation are pictured in the message of the
President of the United States transmitted to the Congress Il connection with the
price-stabilization bill (H. Doe. 332, 77th Cong.).

It Is generally conceded that an Inflationary price movement Is already under
way, lind that it may assume serious proportions within a short time. This
movement is reflected in the wholesale commodity price index, which has ill-
creased 13% percent over the pre-war level, and about 4 percent over the last 2
months. Similarly, the cost of living has moved upward about 4 percent since
tle first of the year.

The fundamental reason for rising prices is that the Government and private
purchasers are competing for a limited supply of goods. The productive machine
of the country Is unable to turn out enough goods to supply both. Unless effective
controls are applied, the price of goods rises to the point where demand Is dis-
couraged. The Government suffers through Increased cost of arlanmnets. Tie
Individual suffers through unchecked Increases In his cost of living.

Four methods of curbing Inflation have been suggested:
(1) Control of prices and rationing of the product.
(2) Reduction of consumer purchasing power through taxation or by Govern-

ment borrowing, either voluntary or compulsory, from the savings of private
individuals.

(3) Reduction of consumer purchasing power through the elimination of non-
essential Government expenditures.

(4) Increases Ill productive capacity, especially for nondefense goods ill which
shortages are apparent.

Price control Is all Iportant and -necessary device, particularly to deal with
temporary shortages or "bottlenecks." But a rigid control of all pr'e, Is virtually
impossible except under a tota'lltarlan system of government. Even then tile
basic cause of inflation, the pressure of excess purchasing power, remains un-
removed.

Under certain circumstances, taxation, properly devised and applied, may help
to counteract forces tending toward Inflation. At the present time It would seem
that the most favorable opportunity for using taxation to accomplish tills purpose
lies In its effectiveness as a means of drawing off new Increases in Individual
purchasing power. Such application of taxation Is quite consistent with the
object of raising revenue for defense.

But taxation will be ineffective if it merely imposes heavier burdens on the
limited group of persons now subject to Federal Income taxes. The average
family of four persons has an effective income-tax exemption of $2,800. Studies
made by the National Industrial Conference Board Indicate that, out of a total of
$67,600,000,000 of consumption expenditures In 1937, $46,700,000,000, or almost
70 percent, were made by groups having less than $3,000 annual Income.
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Studies of the distribution of national income reveal a similar result. Two-
thirds of the national income in 1940 consisted of wages and salaries, and 90 per-
cent of those wages and salaries were paid to Individuals earning less than $5,000.
A satisfactory solution for the problem of Inflation, in our opinion, would require

a combination of three factors:(1) A drastic reduction In all nondefense expenditures of Government. At a
time when strenuous efforts are being made to reduce consumer purchasing power,
it is the height of folly to maintain in force, without reduction, subsidies and
activities created during tie depression to stimulate consumer purchasing power.
At least $2,000,000,000 of excessive and unnecessary purchasing power cal be
withdrawn by the application of common-sense principles to Government spending.
Furthermore, are sacrifices to be expected and demanded of everyone but the
Government? Why should not the Government set the example?

(2) The production of goods and services should be expanded tremendously
and at the most rapid rate possible. Encouragement to expansion should be
provided, both directly and through fiscal policies. A real increase in time national
Income and national wealth will result.

(3) Taxation should be Imposed which reaches the bulk of consumption ex-
penditures in the lower brackets of Income. The recent Gallup poll Indicates that
the country as a whole supports such a straightforward and necessary step. The
objective can be accomplished by a withholding tax collected at the source on ill
principal elements of individual Income, or by broad sales, or excise taxes, or by
a severe reduction In the personal exemption and the credit for dependents. A
choice of methods depends on the amount which must be raised uunud considerations
of administrative convenience.

T HtrOUSE BILL AND INMTIMON

Tie House bill promotes none of these desirable objectives. It appears to be
based on the theory that indiscriminate increases in the rates of tax on existing
taxpayers will be sufficient to avoid Inflation.

No effective consideration was given to the reduction of nondefense expendil-
tures, despite the statement of Secretary Morgenthau before the Ways and Means
Committee in April that $1,000,000,000 could be saved out of 1912 appropriations
for nondefense purposes.

Far from encouraging, or even permitting, the essential expansion of goods and
services, the bill proposes to Impose the excess-profits tax on a substantial portion
of corporate normal profits. This is in addition to a special surtax of 6 percent
on normal profits. By subjecting normal profits to a 60-percent excess-profits tax,
it is obvious that normal research, expansion, and development will be effectively
prevented.

The full burden of the increases in the individual-income tax is thrown upon
the persons now subject to income tax, and particularly those In the $3,000 to
$20090 group. This is the so-called "middle class" composed mainly of families
with fixed incomes and fixed liabilities. The Secretary of the Treasury admits
that this group is already being "squeezed" by increases in the cost of living.
Nevertheless, instead of distributing an additional tax burden of such tremendous
proportions over a large segment of the population, it is proposed to concentrate
it on about 700.0,000 persons, who, with their families, constitute about 15 percent
of the total population and about one-eighth of the gailfully employed. Is
"liquidation" of the middle class a part of the plan?

roST-WAR READJUSTMENT

Inadequate time and study has been devoted to the problems of the post-war
period. When the present emergency is over we shall Inevitably face severe
readjustments. The millions who have been engaged in production for defense
will find that this livelihood has vanished. Two to four million men in the armed
forces will be returned to their homes. Where will their old jobs be, and will they
be foreclosed from new jobs and businesses of their own? Have we no solution
except to create another W. P. A., to embrace one-fourth of the population?

The severity of the shock will depend on the intelligence with which we now
plan to meet it. This much is plain: The preservation of a strong and healthy
enterprise system, which can continue to function effectively after the war, is vital.
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TAXATION AND BORROWING

Funds to defray the defense and nondefense expenses of the Government must
be provided. Taxation and borrowing are the only available sources. But the
present and future tasks are tremendously difficult. Our revenue laws are based
inI large part purely upon political policies, and not upon the production of reve-
nues. They already far exceed, in normal times, the point of maximum return.
And we are confronted with a public debt of $50,000,000,000, brought about by a
decade of unwieldy and unnecessary defleits.

ADDITIONAL REVENUES

The Secretary of the Treasury has recommended that we should raise $12,700,-
000,000 by taxation. Ile reached this total by determining that two-thihds of our
Government expenditures should be paid for through current taxes, and one-third
should be raised by borrowing. Ile estimated that the present law would yield
$9,200,000,COO, and that our total expenditures would be $19,000,000,000. Two-
thirds of $19,000,000,000 is roughly $12,700,000,0'9K0. Accordingly, am additional
$3,500,000,000 (bringing tile total yield to $12,700,000,000) would be necessary
to meet the mathematical two-thirds formula.

The two-thirds one-third formula Is based neither upon logic nor upon precedent.
It was outmoded within 30 days of Its birth.

We recommended a simpler and more practical rule: Tax as much is you can,
then borrow the rest. III determining how much you can tax, we repeat that
your tax policies must conform to, and aid In the attainment of our present objec-
tives. In determining time methods of borrowing, we again point out the Infla-
tionary results of continued borrowing from banks, and we again endorse the
efforts of the Treasury to tap thie savings of individuals.

According to official estimates (the Annual Report of the Secretary of the
Treasury for tihe fiscal year ending June 30, 1940, the President's Budget message
for 1940, and Treasury statements before the Committee on Ways and Means In
April of this year), the present law should yield, at a $90,000,000,000 level of
national Income which is probable for 1941 without time addition of any new
revenues, between $11,200,000,000 and $12,400,000,000. If tlle national Income
reaches $100,000,000,000, which appears probable for the calendar year 1942
(assuming that the threatened civilian depression Is avoided), tile present law
should yield at least $14,000,000,000.

The lower yields which are estimated for the fiscal year 1942 (which Include
in part collections from 1940 Incomes and only i l part from 1941 incomes) are not
a realistic measure of probable revenues or of existing tax burdens.

REVENUE RECOMMENDATIONS

We believe that the Treasury program is again inadequate. All adequate anid
comprehensive fiscal program should be founded upon tile following:

Reduction of nondefense expenditures by at least ------------ 2, 000,000, 000
Increase in present corporate and individual-ncome taxes ---- 1,500, 000, 000
Additional sales, excise, or miscellaneous taxes --------------- 1,000,000, 000"
A withholding tax upon all compensation, dividends, and interest

paid to individuals ---------------------------------- 2,000,000, 000

Total annual improvement in Treasury fiscal position--. 6, 500, 0(, 000

Ill addition, the present unintelligible, complicated, inequitable revenue laws,
including both income and excess-profits taxes, should be thoroughly revised to
place them upon it reasonable and equitable basis. Unintended inequities and
unexpected interpretations must be, and can be, corrected without consideration
of the oft-sounded objection of "cost to the Treasury."

We earnestly believe that by the adoption of the above program (and only
through the adoption of the above program) will-

(1) Time outlined objectives be attained;
(2) Taxation be used as an effective aid In tile prevention and control of

Inflation;
(3) The burdens of the defense program be distributed with reasonable equity

among everyone, with due recognition to the principles of ability to pay;
(4) Tax liabilities be determinable with at least some certainty;
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(5) The annual tinkering and haphazard efforts to squeeze additional revenues
from existing taxpayers, with their necessarily upsetting effects upon both the
defense program and the meeting of civilian demands, be unnecessary;

(6) The repeated Iposition of retroactive taxes stop ; and
(7) Private funds be available for financing a part of the defense program and

all of the civilian program.

THE EXCESS-lOH'f8 TAX

(1) Purposc.-Tlie fundamental purpose of the excess-profits tax remains nil-
changed. That purpose, as expressed by the residentt and by the Congress, was
to prevent unjust enrichment and the creation of new "war millionaires" as a
result of the defense program. More broadly, the defense program should create
neither prince nor pauper. A true excess-profits tax, designed to carry out such a
purpose, must be based on the following principles, which we have repeatedly
emphasized:

(a) It shoull he designed solely to prevent or to tax excess profits-and normal
profits must not be subjected to the high rates of an excess-profits tax.

(M) If ahllional revenues, rather than control of excess profits, are the objec-
tive, the-, should be sought directly and openly through other available and
appropriate soulees

(2) Thc preseflt law.-The excess-profits tax enacted by ilie Congress last
October, and amended Ini March, in general observes these principles. It provides
three alternate bases for determilning normal profits not subject to the tax: Aver-
age earnings for the period 1936 to 1939, inclusive; a return on invested capital
of 8 percent ; and "spechil relief" (although the provisions of the present law are
woefully inadequate) in certain specified cases of hardship in the application of
the other two bases.

None of these yardsticks, considered independently, Is an adequate measure of
norinal profits for all Industries al(] all types of business. Unquestionably, earn-
ings over a representative period before the war are a fair measure of normal
profit. They are the only fail- and practical measures wherever normal profits
result prhimarily from lhe efforts and genius of the individual. This yardstick Is
simple; it does not discrhinate on the basis of size, capitalization, or risk ; and it
confines tile excess-profits tax to profits which have increased rafter tile emergency
arose. But average earnings cannot be used In the case of new corporations
formed after the base period; and they are Inadequate as a measure of normal
profits In the case of (a) corporations which experienced abnormally low profits
in the base period, (b) corporations which expand and grow through normal ac-
tivities; and (c) where invested capital is the principal Income-producing factor.
Hence, a fair return on invested capital is prescribed as a necessary and appro-
priate alternative to average earnings. There are also certain exceptional cases
in which neither average earnings or Invested capital provides a satisfactory
measure of normal profits. This will be true, for example, of small corporations
with an increasing trend of profits not arising from the defense program; corpora-
tions engaged in research or development which suddenly realize profits; and
many others. Special treatments must be given to such hardship cases on an
Individual basis.

Each of these credits has flaws and imperfections which should be corrected in
order to improve the operation of the law. But the retention of all three hasic
methods of computing normal profits is essential to the concept of a true excess-
profits tax.

(3) The Treasury proposal.-The Treasury Department sought to revive In
the House, and again seeks to raise before this committee, a proposal which was
carefully considered and rejected by both Houses last fall. This proposal is
to abandon the average earnings basis, and to uqe, as the sole measure of
normal profits, the average return on invested capital for the 4 years 1936-39,
but not more than 10 percent or less than 4 percent. Before the House coin-
mittee, the Treasury further suggested that an additional 10 percent tax should
be applied to that part of the current profits that is in excess of the base period
earnings but not in excess of 4 percent of invested capital. A special rate of
8 percent would be allowed for new capital, with 10 percent for new capital
under $500,000.
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It would seein to require little argument to demonstrate the unsoundiless of
the Treasury proposal. The average earnings basis is a fair, and simple rule
for determining normal profits in tie majority of cases. It gives effect. to all
sources of earnings, including tile value of good mniagenient and tie contribu-
tion of goodwill and other intangibles to earning power. It recognizes the risk
factor in the investment of capital, which all arbitrary return oil invested capital
ignores. It (lots not (liscl-ilni1illte, a1s does tile invested-capital method, by
reason of accidents i tile method or time of capitalization. Most Important, it
limits the excess-profits tax to the increase in profits after the emergency arose,
whici is tie only proper objective of such a tax. All these points were develolml
fully at the hearings last year nd require no further elaboration on illy part.

(4) The House bill.-In order to satisfy the demands of tie Treasury for
additional revenue from the excess-profits tax, tile Ways andl Means Committee
adopted certain provisions designed to increase the yield of tills tax. These are
as follows:

(a) Diret and indirect reductions in exccss-profts-ta.r r'edit.-Section 201
of tile bill proposes a direct reduction in tile invested capital credit front a fiat
8 percent on Invested capital to 8 percent o1 the first $5,00,000 of Invested
capital and 7 percent on the remailder. In addition, section 204 proposes a
further substantial reduction in the credit "Indirectly" by denying the present
educationn of the nornmal tax ill computing excess-lrolits net Incolle and allowing
in lieu thereof a deduction of tile excess-I)rolits tax lit comlputing normal tax
linet income.

The House report offers no Justification for tile direct reduction il tile credit.
It attempts to Justify this reversal of deductions, however, oil the ground that
it conforms to tile rule of our 1918 act and the present EnglishI law and is
equivalent, ill amount, to the Canadian ruIle (II. Rept., p. 24). Under the
Canidian rule tlat part of tile normal Income tax which Is computed oil Income
subject to excess-profits tax is allowed as 11 deductolln III computing excess-profits
net income. Tile report states that-

"It seems unfair to allow that part of the Income tax which is comlpted on
lincomle which is not subject to the excess-proflits tax to reduce tile excess-profits
net Income."

Neither tile Justification based on precedent nor on fairness slplports tile
proposed reversal of deductions, however. The deduction of the normal tax ill
commuting excess-profits tax net Income, prescribed il the present law, was
advocated in tile prelilinry recommendations of the Ways and( Means subcomi-
mittee on tile 1940 bill alld was accepted by the Congtess and the Treasury as
the sound rule. Precedents were not overlooked; they were discarded. Further-
more, there is no justification for the imposition of all excess-profits tax upon
Income required for the payment of a normal tax. Can tile alliount paid to
the Federal Government properly be treated as "excess profits"? Tile normal
corporate tax, which has been il existence for more than 25 years, is, for
practical purposes, Just as much a business expense as other taxes paid to the
Federal Governnent and the States. It should be recognize(] as such for excess-
profits tax purposes.

In fact, tile House report indicates that tile real reason for the proposed
reversal is not to return to precedent alndi "fairness," but because--

"Tile effect of the reversal of tile deduction is that tile 8-percent credit o1
Invested capital provided il the bill is equivalent to i credit oil Invested capital
of 5.6 percent after deduction of tIe normal tax and(1 surtax, and the 7-percent
credit oil invested capital is equivalent to ii credit oil Invested capital of 4.9
percent after deduction of the normal tax and surtax."

Thus, ill substance, the bill prOposes all aggregate reduction Ill tlo present
invested cal)ital credit front a flat 8 percent to 5.6 percent oIl tile first $5,000,000
of invested capital and 4.9 percent oil tile remainder. Aid the only real question
presented is whether or not any such reduction iii the Invested capital credit
is justified.'

Such a reduction would represent a serious departure from the legislative
policy adopted last year aindl eilbcdled in the present law. That policy is that
the excess-profits tax should apply solely to profits arising diectly or Iidirectly
floi the defense program and then only to the extent that suclh profits tire il
excess of a fair return oil Invested capital. The soundness of this policy cannot

'The reversal of the deduction also effects a reduction in the income credit, but Such
reduction is less severe due to i corresponding adjiistment In computing base period income.
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he (ellestifIied. The imijor purpose of the excess-profits tax is to Ievenlt tim
creation of it new crop of wari millionaires. The extraordilary rates which are
required in order to effect this major purpose limit the tax as a revenue measure
to tie recapture of excess profits realized fromn the defense program,

In View of tie increase In defense program -ictivities, tihe excess-profits rates
proposed by the House )il will result iII a very substantial Increase in revenue.
But the reveiue-raising capacity of the ex(ess-profits tax iiust not he increased
still further by suljeeting normal prolits thereto, whether such profits are fromn
defense program activities or otherwise. A 72-percent tax rate imposed oil
normal earnings is obviously unfair a1(1 destructive. It will Jeopardize sound
corporate iscal structures generally cl(d will seriously Interfere with the inevi-
table transition to a peacetime economy at the eid of tite present emergency.
The Congress shol Ibe directing its attention toward the perfection of tile
present credit provisions, In order to safegumard normal earnings, rather than
toward a reduction iII the present credits amid a1 Collsequelnt jeopardilng of such
earnings.

(b) ,pceial tar on corporations u.intg the inresfed capital crdit.-Section 201
(a) (2) (11) of fit(, bill IlmMs oil corljorilh I bs isiig tiit' Iinvested-capitali
credit a special tax of 10 percent on the amount by which tile adjusted excess-
profits net Income computed with the use of tie Income credit exceeds the ad-
justedl excess-profits net Incone coipated with time uls of tile Invested capital
credit.

The House reilrt (pp. 25 and 26) states that the purpose of tile provisio is
to require corporations to pay au additional tax where their Income has increased
over the base period but wlero they are nevertheless exempt from excess-prfits
tax under the Invested capital credit. It is clainiicd that such corporations are
enjoying Increased earnings by reason of defense expendiltures and therefore
should contrilbute some part of such Increase to the Government, ill addition to
the normal tax. An analysis of tile I)roision, however, demonstrates that it Is
not supported by tbe Justification assigned to It in the report.

In tile Irhst place, so far as existing corporation, are concerned, 110 such linilta-
tion is found iII tih proIVlsi)Ii us Is suggeste(l ill the report. Tim tax is not
limited to corporations ivhich pay no excess-proflits tax. On tie contrary, nany
corporatios which tire subject to excess-l)r(iflts tax, because their earnings for
the taxable year exceed tle Invested capital credit. will nevertheless be required
to 1pa1y Ii 10 jierelt ld(litlinal tax to tile extent tlit their base period earnings
are less than the Ihvested capital credit. Thus. the tax will operate to penalize
those corporations which, for any reaomi, ha( alnormally low earnings during
the base period.

Ill tile second plice, new corporate 1is are wholly exem)t from the tax. What
policy call justify penalizing by a spie(ial tax on existing corporation having no

earningss or abnormally low earnings in the base period, merely because It has
enjoyed a lo(erate increase in earrnigs attributable, pei1al)s, only indirectly
to tile defemise program, while a new corporation, formed for the very purpose of
handling defense contracts, pays no such tax', Argument is unnecessary to show
low great an incentive to tax avoidance through tile dissolution of ol and the
formation of new corporations such a discrimination would create.

The imposition of this tax on new (orloratios, while It would cure this discrih-
ination, would be equally objectionable for different reasons. It would mean that
new corporations, even though formed to carry on defense actilites, would be
subjected to a tax Iurden running il) to nearly 40 pci-erit of their earnings.
Such a tax burden would constitute a virtual embargo upon new enterprises vitally
needed to preserve the economic health of the Nation.

This analysis of the defects of this tax demonstrates the soundness of the policy
adopted last year of allowing all corporations a mininun tax-free return on
invested capital. The policy should be adhered to and this penalty tax should be
eliminated.

(e) Recompufatioll of excess,-p-ofits credit carri-orir.-eeton 204 (e) of the
lill adds a provision to the law which requires tlat, for the purlpse of coin-
puting the excess profits credit carry-over, the excess-profits credit, and the excess-
profits net income for anmy taxable year beginning in 1940 shall be computed under
the law applicable to taxable years beginning Ii 1941.

2This is because the tax is Inimposed only on corporations entitled to use the income credit.
This credit is not available to new corporations.
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This provision would establish a bad legislative precedent. The unused excess-
profits credit for 1940 should in fairness be computed under the law which Im-
posed the tax for that period. The bill, on the other hand, would compel tax-
payers, already overburdened by the necessity of making the intricate computa-
tions for 1940 required by existing law, to discard these computations and recom-
pute under the 1941 law. Presumably, if this principle is once established and
further amendments to the excess-profits-tax law shouhi be made by Congress in
1942, taxpayers would then be compelled to make a recomputation for 1,941 and a
second recomputation for 1940, in accordance with the 1942 law.

Certainly the Treasury would not propose any such provision in the event the
House bill had liberalized the credit provisions. Its purpose, obviously, is to
reduce the benefit of the carry-over provision of the present law-not to carry
out any sound tax policy.

It is apparent that the cumulative effect of the foregoing changes made by the
House bill is seriously to Impair the safeguards provided by the existing law
against the taxation of normal earnings as excess profits. They shouldibe rejected.

NORMAL GROWTH

There still remains the Important problem of providing adequate credits in the
statute to cover ordinary everyday normal growth in no way related to tie
defense program either directly or indirectly-cases where a trend of growth is
reflected prior to the inauguration of the defense program' Clearly, normal
profits from normal growth should not be subjected to an excess-profits tax.

The normal-growth problem was recognized by Congre.Qs in the 1941 amend-
ments and section 713 (f), which was added at that time, affords a partial solu-
tion. The formula prescribed by that section is based on a comparison of the
last half of the base period with the first half. It produces a credit equal to
the average earnings for the last half of the period, plus one-half of the excess
of the average earnings for the last half of the period over the average for the
first half. A maximum requirement is prescribed equal to the earnings for any 1
year in the base period.

This formula in section 713 (f) Is inadequate in the following principal
respects:

(1) The arbitrary limitation based on the maximum earnings for any 1 year
in the base period is In conflict with the very purpose of the normal-growth
provision. In most cases, 1939 will be the largest year in the base period for
normal-growth corporations. If the trend In the base period shows a growing
earning capacity, it is obvious that the normal earnings for 1940 and subsequent
years would exceed the 1939 earnings. Thus the limitation to 1939 earnings has
the effect of denying a normal-growth credit for 1940 and subsequent years even
to the extent of time indicated Increase In normal earnings for 1940.

(2) The formula falls to reflect normal growth, or the true amount of the
normal growth, iII a majority of cases because of the inclusion of 1938 In the
computation. For growing corporations, as well as for others, 1938 was an
unusually subnormal year, resulting either in losses or greatly reduced earnings.
Its Inclusion InI the formula prescribed by section 713 (f) distorts the true picture
of the growth by concealing the normal trend that would otherwise be reflected
if tie nontypical year 1938 were excluded.

Congress ias already recognized the distorting effect of 1938 in computing
average earnings for the entire base period Umlder section 713 (e), although,
as pointed out herein, such recognition Is incomplete. By the same token, Con-
gress should giv-e recognition to the (istortioi which 1938 produces in the normal-
growth provision of section 713 (f). Its effect is even more aggravated under
section 713 f) because there it plays a part in determining a 2-year average,
as distinguished from a 4-year average under section 713 (e), and In addition,
operates again to distort the comparison between time first and last halves of
the base period.

In order to obtain a clear reflection of normal growth, 1938 should be ex-
cluded from the formula and a comparison should be made between 1939 and
time average of the first half of the base period.

(3) The foregoing amendment will effect a substantial improvement in sec-
tion 713 (f). But time principle must be extended If normal Increases In profit
in 1941 and subsequent years are to be protected adequately from the excess-
profits tax and normal growth In peacetime enterprises Is to be encouraged. This
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Is because section 713 (f), even If revised as suggested above, cannot be counted

on to measure more than the normal growth of the corporation for the first year
after the base period, namely, 1940. While the formula employed points to a
trend of increased normal profits into the future, the section falls to translate
this trend into corresponding increases in the income credit.

Various alternative suggestions have been offered to meet this normal require-
ment for 1941 and future years--none of which will accomplish the correct result
in all substantial respects. For example, section 713 (f) itself can be further
revised so as to provide for projecting the present trend not only into 1940, but
into subsequent years, with a uniform step-up in the income credit to cover
the indicated normal profit Increase. If the actual increase in profit, excluding
direct defense profit, is sufficient to substantiate the Indicated growth per
!:)rnla, then the propriety of the credit increase as well as the necessity there-
for would be established.

As another alternative, the so-called Stiles formula, which has been presented
to the committee during the present hearings, might be accepted as a solution
to the future year nornml growth problem. Under tills formula, the excess
irofits credit is determined by applying to the pay roll of the taxable year
subject to social security tax the percentage representing tile ratio of profits
to such pay roll during tile base period. Tills formula has certain definite
advantages which entitled it to serious consideration. These advantages are set
forth in detail in the memorandum accompanying this statement.

(4) Finally, and perhaps most important of all, is tile fact that section 713
(f) has never been made applicable to acquiring corporations whihl compute
their average base period earnings under tile provisions of supplement A. In
order to obtain tile benefits of the normal growth provision, such corporations
must elect to compute their excess profits credit under section 713 rather thalnl
supplement A, and thereby lose the base period income of their component cor-
porations it computing their income credit.

Obviously, there is no good reason for compelling all acquiring corporation to
make a choice between supplement A and the normal growth provision. The
acquisition of comnlonent corlorallons since 1930, through tax-free liquidations
of subsidiaries for example, is a normal and coimmion incident of the trend to-
ward simplification of corporate structures which has been encouraged by Con-
gress. In supplement A, Congress has recognized tile necessity of Including the
base period Income of such components, if they are qualified in the base period
Income of the acquiring corporation, in order to reflect the average base period
earnings from tile aggregate assets il the hands of the acquiring corporation
after the acquisition. In section 713 (f), Congress recognized the necessity for
a normal growth allowance in the ineci 1e credit, insofar as such normal growth
is Indicated by a trend in the base period. There is no inconsistency between
the policy of supplement A and the policy of the normal growth provision. In
fact, if the combined income of acquiring and component corporations increased
in the latter half of tile base period the policy of the normal growth provision
demands that such increase should be rcogniz&d.

Apparently, the failure to include tile normal growth provision in supplement
A in the first Instance represented a drafting error. Tile continuation of tills
error has possibly resulted from the fact that supplement A is defective i sev-
eral respects and any correction of the provisions of the supplement is being
postponed until a complete job cal be done. It is submitted that tills defect In
supplement A Is too substantial to continue, that It call be corrected by a simple
amendment, 1nd that 1such correction should be made promptly without await-
ing further Improvement il the supplement.

Furthermore, since time failure to Includel tile normal growth provision in
supplement A Is recognized as a defect in the statute and as one that has al-
ready created lrdship, there is no reason why the correction should not be made
retroactive to 1940 and thereby prevent normal growth earnings In that year
from being subjected to the excess-profits tax rates.

SPECIAL RELEF

Since it is not practical to undertake a detailed analysis of the relief provi-
sions of the existing law in tills statement, I shall limit my discussion to tile
major defects ill the present special relief provisions which demand an im-
mediate solution.
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(1) Abnormalities in in vested caipital.-The existing law contains no provision
whatever for relief of abncrinalities in invested capital. Section 722 of the
1940 bill contained a provision vesting general authority in the Commissioner
to make adjustments necessary to correct abnormalities in invested capital but
this provision was eliminated by the March 1941 amendments. The provisions
enacted to take its place relate entirely to adjustments of income in the taxable
year or the base period. They are utterly Inadequate to afford relief in numerous
cases where the invested capital credit, as computed under section 714, does
not provide even an approximately fair measure of normal profits.

Two common cases of invested capital abnormality may be cited by way of
illustration. The first case involves a corporation which has enjoyed a large
increase in its earnings in a taxable year due to the successful exploitation of
a patent or a secret process. The patent or process had no direct relation to
the defense program. The patent may represent only a small addition to tie
Invested capital, so that, without some equitable adjustment, tie whole of the
profits derived from it will be taxed as excess profits. Unless relief is granted
in such cases, a virtual embargo is l)laeed upon the development of new patents
and processes, and the public, as well as taxpayers, suffer a serious loss.

The second type of case arises directly out of the use of "tax basis," in lien
of cost, in computing invested capital. The result will be that Innumerable
taxpayers will be restricted to an invested capital which has no relation either
to the value of the assets actually employed in the business, or time actual in-
vestment of the current generation of stockholders, but represents only the
investment made by predecessors of the taxpayer a generation or more ago. I
have urged as the only a(lequate remedy in these cases the abandonment of
"tax basis" and the substitution of the fairer and more realistic rule of cost to
the taxpayer. Until this is done, special relief is essential In order to prevent
an abnormally low invested eai)ital in many reorganization cases where identity
between the parties is lacking. The statute should be amended immediately to
provide adjustments in invested capital where and to the extent necessary to
remove abnormalities, after which the excess-profits credit and the tax should
be computed in the manner provided by the law. The adjustments once made
shoul be effective for future taxable years.

(2) Abnornialitics il income in, taxable yca .- The adjustnv-nts provldbd by
section 721 are for the purpose of eliminating abnormal item., of income in the
taxable year. The most substantial deliciency in this section as now drawn is
its failure to cover abnormal income resulting from the elinination of a deduct
lble expense in the taxable year which was incurred tlmrougl out the base period.
A typical situation is onte in which the taxpayv'.- during fhe base period was
obligated to make a substantial royally payment because of its use of a patent.
In the taxable year, the patent expires and the tfxpayer If. freed of the burden
of the royalty payment. Aniy increase in profits directly attributable to the
lapsation of the royalty is in no proper sense an excess profit and should not
be included in excess-profits net income.

I therefore suggest an enlargement in section 721 which will take care of
abnormalities on accountf of the dropping out of normal items of deduction in
the taxable year.

(3) Abnornmalitic8 in the ba8s pcriod.-Abnormalitles in the base period are
covered by section 711 (b) and section 722. Section 711 (b) deals with the
elimination of separate items of base period abnormality, while section 722 deals
with more general changes, such as expansion or curtailment of business, oc-
curring prior to January 1, 1940. Whether or not section 711 (b) adequately
provides for the elimination of items of abnormality depends in large part on
the administration of the section and the interpretation of the limitations con-
tained in section 711 (b) (1) (k). As the Finance Committee report on the
March 1941 amendments frankly recognizes, these and other similar general
limitations in section 722 will call for Intelligent and sympathetic administra-
tion in order properly to carry out their purposes (77th Cong., 1st sess., S. Rept.
No. 75, p. 3). I share the hope that the experience and ability of the officials
of the Treasury and the Bureau of Internal Revenue will prove equal to the
heavy responsibilities imposed upon them.

Section 722 permits time taxpayer to reconstruct its base period income if, prior
to January 1, 1940, there have occurred certain specified changes in the character
of the business, or interruption or reduction or normal output or operation on
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fecou'nt of some abnormal event. In determhling an abnormal event, however,
or in reconstructing the base period Income in the event of a change in tile
character of the business, high prices of materials and so forth, low selling
prices, or low sales volume due to low demand for the taxpayer's product, are
excluded from consideration as abnormalities.

There are, unquestionably, many types of changes in the "character of the
bu iness" other than those prescribed in section 722 which would Justify a 1odl-
lication of the actual base-period Income as a standard of normal prolits-chranges
in inuagemenit n1d(1 operating policies, for example, or reduction in costs due
IQ discovery of new sources of supply, technological improvements, and so forth.
It is probably its difllcuit to antlcipate the Variwiis changes in the character of the
business as It Is to anticipate fill the various classes of abnormal items. Accord-
iigly, a (,atch-all provision should le Included corresponding to the general classi-
lication of abnormalities contained in both section 711 (b) and section 721, which
voil(l "leave room' for relief ii the unforeseen ituation.
. The most serious ,leilceney in base period abnormality provisions results from

the lhimnitations conmiined in section 722 l)reventing adjustments to bise-period
income onl ,(count of high prii-es of miaterhls and other agents of production
during the base period, low selling prices, low volume, ete. Subnormal base-
period Incoiie on account of these factors should certainly le adjusted. Their
existence and effect call readily be ascertained by reference to prior years or,
where they occur in 1 or more years in the base period but not throughout the
entire base period, by reference to other base-period years. Abnormmal business
conditions of the type flow excluded from consideration by section 722, occurring
in a single base-perlod year, 111y (istort the entire bast-perlod average so that
It would utterly fall to reflect average normal earnings. Provision should cer-
tainly be made for this type of iase-period abnormality.

(4) New production.--ily fll the most serious defect In the so-called special-
relief sections is their complete failure to cover tie ease of the new corporation,
or the existing corporation, coming into production after January 1, 1940, and
engaged In a business in whicli invested capital Is only a minor ineome-producing
factor.

Under section 71'l the new corporation Is entitled to no Income credit and the
inene credit of tire existing corporation will be nomihal. Section 722 affords no
relief to either corporation since the event giving rise to inoine occurs after
January 1, 1910. Obviously, therefore, corporations of tills tyle will be left at
the mercy of the excess-profits tax unless sonie special-relief device Is Inserted
in the law to protect their normal earnings. A fall' and workable ruethod must be
found to enable new peacetime enterprises to develop and enjoy reasonable pros-
perity without fear of paralyzing excess-profits taxation.

In view of the fact that such corporations have no past experience, It is neces-
sary to construct an Income credit therefor by reference to the base-period expe-
rience of other cor-porations in time same industry. The law should he amended to
provide for the construction of an income credit Inl this manner.

THE INCOME O¢lEiIT

There are several defects In the income credit provide(] by the existing law
which are iII urgent need of prompt correction in order to make it a fair standard
of normal profits.

(1) The present law prescribes an income credit based on an average of the
earnings for tile 4 years 1936-39, inclusive. It permis the taxpayer to treat 1
loss year as zero but requires the remaining 3 years' illeome to he divided by four.
This method, of computing average nornml earnings is inadequate. In the first
place, the years selected as the base period were not a representative period of
normal earnings, for they were merely tire culninating years of a period of depres-
sion. Many companies operated( under depressed conditions for most of that
period. Te year 1938, in particular, was a bad year for most businesses. The
right to treat I loss year as zero does not compensate for a year of subnormal
earnings, and the necessity of dividing the remaining 3 years' total by four (is-
torts the average for the 3 years.

The Senate amendment to the 1940 bill permitted a corporation to elect any 3
out of 4 years in the base period. This reasonable yards*. ck for measuring
normal profits should be restored in the pending bill.



642 REVENUE ACT OF 1941

(2) The existing law takes into account only 95 percent of the average base-
period earnings in computing the income credit. This limitation results in sub-
jecting a part of the normal profits to excess-profits tax. There is no justification
for this result. Taxpayers should be allowed the full 100 percent of their
average base-period earnings in computing the Income credit.

(3) Section 721 permits the income of a taxable year to be allocated to another
year or years in certain specified cases. Where such income is determined to be
allocable to a year or years in the base period, it should be taken into account in
computing the income credit. The Senate Finance Committee report (S. Rept. No.
2114, p. 16) specifically stated this to be the result under the existing law. The
Rjtgulations (Regs. 109, see. 30.721-1) have taken a contrary position, in disregard
of this unequivocal expression of legislative intent. Section 721 should be spe-
cifically amended so as to incorporate the Finance Committee's construction.

USE OF COST IN LIEU OF TAX BASIS IN COMPUTING INV TTED CAPITAL CREDIT

The present excess-profits-tax law provides (contrary to the 1917, 1918, and
1921 acts) that property paid In to a corporation shall be taken into Its equity
invested capital, not at its cost to the taxpayer, but at its "tax basis" for computing
loss upon a sale or exchange. Thus, if the taxpayer acquires property through
the issuance of its stock In a transaction In which no gain or loss to the transferor
Is recognized, It must include the property In its Invested capital in an amount
based on the cost of the property to the transferor rather than at the cost to
Itself.

"Tax basis" Is merely the device adopted for measuring the gain o,* loss upon
the subsequent disposition of property involved in a "tax-free" reorganization
or exchange.

It is utterly unrelated to the amount of the property which the taxpayer has
invested In his business. Its use in computing invested capital is neither fair nor
logical. It results in serious and indefensible discrimination between taxpayers
similarly situated, and opens a loophole of serious proportions. It is neither
necessitated nor justified by co.siderations of administrative convenience.

Property paid in to a corporation for its stock (or as paid-in surplus or as a con-
tribution to capital), should be Included in equity invested capital at its cost to
the corporation-1. e., the market value of the corporation's stock issued therefor
or (in the absence of market quotations) the value of the property at the time
paid In. The necessity for special relief, in order to prevent an abnormally low
Invested capital in many reorganization cases, has already been discussed.

REVISION OF RATE sTRUCTu,

The present law and the House bill base the tax brackets in the rate schedule
exclusively upon the dollar amounts of excess profits without regard to the ratio
of the excess profits to normal profits.

The rate structure of the earlier excess-profits-tax laws recognized the equitable
principle that excess-profits-tax rates should be based primarily upon the ,raflo
between the excess profits and the credit, rather than upon the mere doiltrr*
amount of the excess profits. The report of the Ways and Means Subcommittee
on August 8, 1940, recommended the adoption of such a rate structure, and It was
adopted in section 710 of the 1940 bill as it passed the Senate. The elimination
of this section was rightly characterized by Senator George, when the conference
report on the 1940 bill was agreed to in the Senate, as representing the abandon-
ment of one of the soundest and most important provisions of the Senate bill
(Congressional Record, vol. 80, No. 183, p. 19503). Assistant Secretary Sullivan
has In effect conceded the unsoundness of this feature of the present law (hear-
ings, May 19, 1941, p. 1339). Furthermore, the rate schedule as now constructed
is responsible for many of the complexities of the existing law, such as the provi-
sions in supplement B relating to the highest bracket amount.

CONSOLIATEM nVIu5Ns

We continue to urge that permission to file consolidated returns for normal
and surtax purposes be restored to corporations generally. The requirement
of separate returns for a group of affiliated corporations Is Indefensible, com-
pelling the statement of nonexistent profits and losses on Intercompany trans-
actions and distorting the earnings of particular units. The principle of taxing
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as a business unit what is in fact a business unit is sound, equitable, and con-
venient both to the taxpayer and the Government. The Treasury Department
has urged the restoration of consolidated returns on several previous occasions,
and action should not be longer delayed.

At the same time, a new election to file consolidated returns for excess-profits.
tax purposes should be allowed, as a matter of equity and fairness, if substantial
changes in the credits and rates of tax are enacted.

ANNUAL DECLARATION OF CAPITAL-STOCK VALUE

I have discussed the declared-value capital-stock tax and Its companion excess-
profits tax on several occasions in the past before this committee. These are
hybrid taxes, arbitrary in their operation, which have no place in a tax system
constructed on sound, scientific principles. I renew our recommendation that
they be eliminated at the earliest possible date.

If this solution is Impracticable under present conditions, I urge the Imme-
diate amendment of the capital-stock tax so as to permit an annual declaration of
value. The bill, contrary to past legislative practice, does not even provide for a
new or amended declaration of value, although it materially Increases the capital-
stock-tax rate.

There are several reasons of unusual urgency making it imperative to allow
an annual declaration at this time. The problem of calculating the future
trend of corporate Income has always been a very difficult one. Under pres-
ent conditions it becomes Impossible. To all uncertainties present In past years
are now added those created by the defense program and the emergency Itself.
The defense program cuts both ways. To many corporations it means or may
mean a decline it profits or no profits at till. The latter include those not
enjoying defense contracts, whose sources of materials may be cut off by priority
orders. Finally, who can foresee with assurance the rapidity and extent of
future price increases due to inflationary factors?

Under such conditions of uncertainty, simple Justice demands that taxpayers
should not be compelled to hazard a guess as to their future incomes for more
than a year in advance. An annual declaration of value Is the only fair and
practical solution.

AM0Ga;iZATION

A little over a year ago, the problem ot providing the physical facilities neces-
sary for defense production was a critical one. Private capital was naturally
hesitant to invest heavily in facilities which might have only a temporary use-
fulness. At the same time, It was desirable that the financial burden upon
the Government, in connection with providing the necessary facilities, be kept
to a minimum.

In this situation, three plans were developed. They were explained to the
Committee on Finance, In detail, by Messrs. Biggers and Henderson, then of the
Advisory Commission to the Council of National Defense. The first plan in-
volved the construction of new plants wholly with private funds. In order to
encourage the widespread use of this plan, and thus lighten the Government's
burden, It was proposed that taxpayers providing plants tinder the plan be per-
mitted to amortize the cost of those plants over a 5.year period. The plan
involved no outlay by the Government, no reimbursement for the cost of the
plants. The second plan Involved the use of private funds at the outset, with the
builder being reimbursed specifically and directly by the Government for his
expenditures. After the emergency, the plant was to belong to the Government
unless the builder chose to buy It back. The third plan provided for direct and
complete financing b., the Government, with full Government ownership at all
times.

The Second Revenue Act of 1940 added to the Internal Revenue Code a new
provision, section 124, which was Intended primarily to implement the first plan
described above, by permitting taxpayers to amortize, over a 5-year period, the
cost of essential new facilities constructed or acquired for national defense.

This special 5-year amortization Is not in any sense a subsidy. It is merely
a substitute for the regular depreciation deduction allowed tinder section 23 (1).
The regular depreciation deduction permits a taxpayer to recover the cost of his
plant over Its useful physical life. The amortization deduction allows that cost
to be recovered over 5 years, provided the plant is necessary in the Interests of
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national defense. If the plant Is continued in operation after the 5-year period,
the taxpayer will not be allowed any depreciation deductions. No part of the
cost of any plant may be recovered more than once. In return for increased
deductions over the 5-year period, the taxpayer gives up all deductions thereafter.
Tile aggregate amount of deductions is not Increased.

Under section 124, a taxpayer desiring to amortize the cost of a facility must
apply for a certificate, issued Jointly by either the Secretary of War or the
Secretary of the Navy and the Advisory Commission to the Council of National
Defense, that the facilities proposed are "necessary in the Interests of national'
defense." Such a certificate Is known as a "necessity certificate." In the case of
a facility acquired or constructed wholly with private funds, the Issuance of
such a certificate wits intended to, and should, conclusively establish the right
to the amnortization deduction. The service departments and the Advisory Coin-
mission have done an excellent administrative job lit handling applications for
necessity certificates covering thousands of facilities costing iiaiiy millions of
dollars. Tie applicants who have received certificates should no longer be in
doubt as to their rights. Unfortunately, however, even more uncertainty and
confusion exists today than existed a year ago.

The current difileulty arises out of the provisions of sulseetion (i) of sec-
tion 1241. This subsection relates to reimbursement by the United States of the
cost of facilities covered by necessity certificates. It provides, ili effect, that if
the taxpayer Is being reimbursed by the United States for the cost of such a
facility-a result contemplated only under the second plait mentioned above-
amortization will lie denied unless the contract providing for reimbmrsement
adequately protects the Government with reference to the "future use and dis-
position" of the facility. It contemplates that the service departments and the
Advisory Commission will Issue two types of certificates with respect to Indi-
vidual contracts with the United States: (1) A certificate that the contract does
not provilo for reimbursement by the United States-a "certificate of non-
reimbursenment." (2) A certificate that the Glovernment's interest is adequately
protected-a "certificate of Government protection."

Obviously, subsection (1) has a logical connection only with the second plait
mentioned above, under which the Government actumilly reimliurses tile col-
tractor. Nevertheless, its provisions have also beein apliied in respect of fileffitles
provided under the first, or private. financing pliln. so that a iiarticular taxpayer
holding a necessity certificate caiiot le assured of his right to anmrtize the
cost of the facility covered by tle certificates uliless 11and Ilitil lie is lIle to obtain
either a certificate of nonreimblrsenmint or a certificate of Glovernment protection
with respect to every contract lie may have with the United States. If lie falls to
obtain one or the other certificate with respect to a single contract, regardless of
the extent, if any, to which the particular facility may bte employed II filling tile
contract, regardless of its date of execution, aild regardless of Its amount, the
possibility remains that tile Treasury will deny huh his IIlamortization deduction,
oil the ground that lie has been reimbirsed, amIld force hin Into litigation to
prove the contrary.
Tie provisions of subsection 124 (i) were adopted, it will Ie recalled. as a

substitute for subsections (1), (Mi, and (k) of the second revenue lill Iof 1P40,
its It passed the House. Those stihsections required tile InlanItentlice of all aillor-
tized facilities so long as the Secretary of Wai- or the Secretary of the Navy illight
require, and imposed severe penalties for tiny violations. These provisions were
vigorously opposed before tile Senate Fimance Comnnittee by Messrs. Knudsen
Henderson, andl( Biggers, representing the A(visory Commission, anid also by tile
leads of the service departments. This opposition was founded, first, oii the
belief that such provisions were Illogical and inappropriate in a tax statute, and
second, o1 the confidence of those testifying that the Government Could and
would be adequately protected by contract provisions.

Subsections (i), M.1), and (k) of the Iouse bill were duly eliminated, 11i1l were
replaced by subseetion (I) in Its present form. Oi the basis of Its legislative
history, the present suhsectlon (I) must le treated as nmirely a fornml guaraity
that the Government's contracting oflherrs would follow tile course outlined by
the Advisory Commission officials: and Congress lmturlilly anh iipated that the
law would Ie administered iln the light of Its background ind obvious purpos..
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It seems a natural assulil)tlon that'Congress, III providing for the Issiuaince of
certificates of nonreinbursement, anticilpted that tie contracting offers would
know, fi the case of any given contract. whether or not they were providing for
reimbursement, and that certificates of nonrelinbursement would bv, quickly
granted or denied o the basis of that knowledge. In fract, tile express wording
of the statute, as well as its background, justifies the vh',w that Congress bad in
mind only such reimbursement is miglht readily appear on the face of the coi-
tract. It Is only in such contracts that It would ever e thought Ioier or neces-
sary to add provisions for the Governnient's protection. CertaInly It was neverthought that ordinary suplply contracts would Involve, rehanburmenqt, or require
provisions for Governlment protection.H~ad this natural Interlp'etation been adolpted, the certifying agenvies could

have proceeded rapidly with the task of examliuing tilt(] (ertifyng ot mllets. Il-
stead, another view prevailed, the view that every single contract Imist be
minutely examined from the standpoint of cost elements, anmimnt of profit, etc.,
anti regardless of tihe actual Intention of tile parole s, is evidenced by ite aflidavit
of tile applicant and tile report of the contracting offer. No single conIcelt of
nonreinhursement exists, the various interlmetaillons of it are vague m1id uncer-
tahi, ard as a result, the situation has becolie hopelessly confused. Only a barehandful f certificates if nonreinbursement and certificates of Government pro-
tection have been issued, although thousands of alpllcation., covering many more
thousands of contracts, hinve long been oi tile

Taxpayers who relied on the amortization provision and proceeded with the
acquisition and construct loll of enirenmjecy facilities now tind that ti,ev camiot
be sure of their amortization deductions. Those contenllh Itng odditlonal facili.
ties are In grave doubt is to how to proceed. Largely on this account vituallV
all facilities now being contracted for tire being built at Government expense.

In view of tills Impossible situation, we urge that the recommendations of time
Advisory Commission officials, made last year, and( then concurrcd ill by the
War and Navy Departments, be adopted at this time. Subsection (I), relating
to a matter of l'ocurement policy, ills no proper place in a tax statute, and
should be repealed. As Indicated by the foregoing othiclaIs, tile exclusion of
reimbursement, or the protection of the Government where reinibursenient
exists, call be fully controlled by tine lrocurenment officers by means of their
power over the terms of contracts. The wisdom of tie tcstlnony of those
officials has been established by a year of administration which his l'rorluctd
only hopeless confusion. The elimination of the subsection wll relieve taxpayers
of an unitended, unnecessary, aiid Impossible burden. It will also relieve coi-
tracting officers of the duty of minute exalination of thousndln of contracts,
when their time is fully required on urgent procurement problems connected
with the defense program.

In addition to tills fundamental change in the provision, other Important and
related amendments are necessary. We urge the following:

(1) Dcprcciation ovcr actual lifc.-The language of section 23 (I) should he
clarified in such a manner as to remove all doubt that facilities for which no
amortization hits been claimed may be depreclated over the emergency period,
or a shorter period, if the taxpayer can demonstrate that this is in fact tile
period of their useful life. Amortization was not intended to be tn exclusive
method of depreciating emergency facilities. It did not change, or replace, the
Intent of the law, which has always been that tile cost of prolrerty should Hc
written off over its useful life.

(2) Earlier basIc date.-As It now stands, section 124 does not apply to any
expenditures made before June 10, 1940. This basic date should be reexamiled.
The only reason for excluding facilities completed before that rine was that tills
was the first (late upon which taxpayers were oflicially apprised that they might
expect amortization. The reason Is not sound. It arbltrarliy excludes con-
tractors who built essential facilities for the national defense without vailting for
express assuranees of amortization. A more reasonable and logcal base date
wouhl be the beginning of the war, or approximately Selitemnber 1, 1939. If
the present base (late is retained, however, discretion should be given to the
service departments to certify facilities meeting all tests except the date of
completion. Such discretion Is conferred In the administration of the ('anadialn
law.

61977-41----42
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TABLE L-ButainCS indexes

192 ......................................
1927 ......................................
1928 ......................................
1929 .......................................
1930 .......................................
1931 .......................................
1932 .......................................
1933 .......................................
1934 .......................................
1915 .......................................
1918 .......................................
19:17 .......................................
1938 .......................................
1939 .......................................
1910 ......................................
1941 r .... ...........................

January ..............................
February ..............................
March ................................

Ykri ..................................

Jun ..................................
July ..................................

Ind
prod

in

I Federal Reserve Bosrd Index. 1935-39 average- 100.
I Bureau of Labor Statistics index. 1923-25 average-100.
3 Corporations reporting net Income only. In millions of dollars. Does not Include interoorporate

dividends or income from tax-exempt securities.
4 Statistics of Income. In millions of dollars.
* Department of Commerce, national Income produced. Billions of dollars.
* Estimated.

Preliminary.
* Estimate.

TABLE II.-Federal receipts and expenditures, 1931- 2

Fiscal year Total net Total Gross deficits
receipts expenditures

1931 ................ . . . . . .$ $3,189,638,632 $4,091,597,712 $901,959,080
1932 .............................................. 2,005,725,437 4,947,776, 888 2,942,051,451
1933 ..................................... 2,079,698,742 4,325,149, 722 2,245,452,980
1934 .............................................. 3,115, W, 050 6,370,947,347 3,255,393,297
1935 .............................................. 3, 800, 467,202 7,683,433,562 3,782,966,360
1936 ---------------------------------------------- 4,115,956,615 9, 068, 885, 572 4,952, 928,957
1937 ............................................. 5,028,840,237 8,281,379,050 3,252,539,719
1938 ............................................... 5,854,661,227 7,304,287,108 1,449,625.881
1939 .............................................. 5,164,823,626 8, 765,338,031' 3,600, 514, 405
10 ---------------------------------------------- 5,387,124,670 9,127,373,806 3,740,249,136
1941£ -------------------------------------------- 7,607,211,852 12,774,890,324 5,167,678, 472
19421 ............................................ 9 ,402,000,000 22,269,000,000 12,867.000,000

Total ....................................... 56,761,700,290 104,910,060,028 48,158,359,738

I Actual, Daily Treasury Statement, Juno 30, 1941.

1 Estimated, Treasury Department press release, June 1, 1941.

Source: Annual Report of the Secretary of theTreasury, 1940, p. 646.

istrialI Factory Corporate I Federal 4
auction pay rols net Income
ndex Index Income taxes

96 104 9,673 1,230
95 102 8,982 1,131
99 102 10,618 1,184

110 109 11,654 1,193
91 89 6,429 712
76 67 3,683 399
8 46 2,153 280

69 49 2,986 423
75 63 4,275 696
87 71 8,165 735

103 82 6,761 1,191
113 98 0,914 1,276
88 78 4,680 860

108 91 6 o '1,100
122 105 . 68,300 6%400
155 1560 113,000 5, 500
140 121 ........................
141 127 ........ ............
143 131 ....... ............
140 135 ....... ............
150 144 ........................
157 152 ........ ............
162 ............ ................

National$
income

76.6
76.8
79.8
82.7
69.1
64.2
40.1
42.5
50.6
55.8
65.2
71.9
84.0
69.3
73.9

?90.0

A6
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TABLE III.-Federal debt, 1931-42

(Millions of dollars)

Gross Per cap. Gross Prcp
June 30 Federal June 30 Federal Per cap.

debt Its debt Its

1931 .......................... $18,801 $135.37 1937 ......................... 38,427 281.82
1932 .......................... 19,487 155.03 1938 .......................... 37,167 285.43
1033 .......................... 22,539 170.21 1939 .......................... 40,445 308.34
1934 .......................... 27,053 213.65 1040 .......................... 42,971 326. 43
1935 .......................... 28,701 225.07 1941 .......................... 148,961 376.63
136 .......................... 33,545 261.20 1942 .......................... '01,728 474.83

I Actual, Daily Treasury Statement, June 30, 1941.
2 Estimated on the basis of Treasury Department press release, Juno 1, 1941.
Source: Annual Report of the Secretary of the Treasury, 1940, p. 743.

TAML IV.-Deen80 expenditures by months

(In millions of dollars]

1040: 1941-Continued.
July - .---------------- 177 February ----------------- 592
August ------------------ 200 March --------------------. 745
September ----------------- 219 April ------------ 761
October -------------------. 287 May --------------------- 837
November ------ 376 June -------------------- 808
December --------------.-- 473

1941: Total, 1941 fiscal year..... 6, 047
January ---------------- 572 1941: July ------------------- 940

ITABLE V.-Appropria,'ons, contract authorizations, and recommendations for
national defense, fiscal Vears 1941 and 1942

[As of July 19, 1941]

Army Navy Other agencies Total

Fiscal year 1941:
Appropriations enacted .......... $8,480,613,877 $3,48,748,345 $1,137,671,908 $13,167,034,130
Contract authorizations enacted ... 5,008,539,651 946,098,112 274,000,000 6,226,687,763

Subtotal ......................... 13, 487,203,528 4,494,846,457 1,411,871,908 19,393,721,893
Deduct cash Included to liquidate

1941 contract authorlzations ----- 203,626,458 28, 60, 000 75,000,000 307,188,456

Net total, 1941................... 13,283,577,072 4,460,286,457 1,336,671,908 19, 080, 35, 437
Fiscal year 1942:. ..

Appropriations enacted .......... 10,391,321,624 4,099,052,122 774,723,250 15,265,098,996
Contract authorizations enacted .... 183,145,695 41,448,894 107,000,000 331,594,589Recommendations pending before

Congress:
Appropriations ................ 4,770,065, 588 1,625,207,668 699,900,000 7,095,173,258
Contract authorizations ............... ... 1,000,0 -0,00 1,000,000,

Subtotal -------------------- 15, 344, 63, 907 5,765,708,684 2,581,623,250 23,691,864,841
Deduct cash Included to liquidate

1941 contract authorizations ...... 3,357,353,076 670,790.012 120, 653, 000 4,148,706,688

Net total, 1942 .................... 11,987,179,831 5,094,918,072 2,460,970,250 19, 43,08, 153

Net total, 1941 And 1942 -------- 25,270,70,903 9, 61, 24. 29 3,797,642,158 38,629, 603, 590
Defense Aid Appropriation Act, 1941 ....... ................................ 7,000,000,000
Appropriations required beyond 1942 to

complete construction of the expand.
ed Navy .............................................................................. '7,297,000,000

Total ..................................................... 52, 92, 603, 690

I Represents estimate of the Navy Department.

Source: Congressional Record, July 24, p. 6440.
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SUPPLEMENTAL MEMORANDUM

(Detailed d5ission of modifications of the Internal Revenue Code propoSed
by Messrs. Ellsworth C. AIvord and Roy C. Osgood, representing tile Coiinlittee
on Federal Finance, Chamber of Commerce of the United States, before tie
Committee on Finance, United States Senate, August 15, 1941.)

FOREWORD

A number of proposals for modifications of the Revenue Code are set out in
the attached communication to the Senate Finance Committee.

Tile communication, however, does not embrace all the changes iII revenue law
which are urged by the National Chamber's Committee on Federal Finamnce, but
deals primarily with technical or administrative questions.

Other proposals for such amendments to the code are still III process of con-
sideration by the Chamber Committee. The committee expects to have oppor-
tunity to present its recommendations In relation thereto in subsequent memo-
randa.

Not all of the proposals in the communication are urged for Inclusion fi the
pending revenue bill, although, it is believed they should have early considera-
tion of the Congress. The testimony of the Chamber's representatives before the
Senate Finance Committee on August 15, 1941, is the principal gulde to the
recommendations urged for Immediate adoption.

This testimony, particularly the presentation by Chairman Ellsworth C. Alvord
of the Chamber's Committee, and the statement by Mr. Roy C. Osgood, give
special emphasis to such of the proposals in the attached communication as the
Chamber Committee believes should have Immediate attention.

The testimony, In addition, deals with phases of the pending revenue bill,
not discussed in this communication, with which the Chamber's Committee is
in agreement as well as those provisions with which It differs.

SUMMARYPreliminary statement. A. Income, estate, and gift taxes

I. Consolidated returns should be perndtted for corporate normal tax and surtax purposes.
Ii. Taxation of intereorporaic dividends should be eliminated.

mI. The declare(l value capital stock and excess-roits taxes should be repealed: if present revenue
requirements preclude repeal, there should be provision for annual redeclaratlou of value.

IV. The basis of depreelble assets should not be reduced on account of depreciation in prior years not
used to offset taxable income.

V. Taxpayers should be given the right to a 3 months' extension for filing income returns, subject to the
filing of tentative returns and the payment of tentative tax.

VI. The statute should be amended so as to provide definite and certain rules to govern the tax con-
sequences of mortgage and lien foreclosures.

VII. Worthless stock and bad debt losses should not be treated as capital losses, and the statutory
requirements relating to the deduction of bad debts should be liberalized.

VIII. Agreements extending the statutory period for the assessment of deficiencies should similarly extend
the period for claiming refunds.

IX. The arbitrary treatment of gains on the redemption of preferred stock should be corrected.
X. The principle of exemption of dividends from the normal tax on individuals should again be recog.

nized.
XI. Recoveries of bad debts should be treated as income only to the extent that the deduction of such

bad debts in prior years has been used to offset taxable income.
XII. Ordinary and necessary expenses incurred in the production and collection of income and in the

management, protection, and conservation of property devoted to the production of income should
be deductible.

XIII. The Income tax basis of property transferred at death should be correlated with ius valuation for
estate tax purposes.

XIV. The $1,000 annual gift. tax exclusion should be made applicable to gifts In trust.
XV. Securities of nonresident aliens should be made exempt from Federal estate and gift taxes.

XVI. Provision should be made for adequate tax-free funds for payment of Federal estate taxes.
XVII. Sections 42 and 43 should be repealed or modified so as to cure the inequitable results flowing from

the decl on in Ifelrering v. lnriaht, (61 S. Ct. 777).
XVIII. The doctrine of congressional adoption or ratification of administrative regulations by subsequent

reenactment of the statute should be abrogated or sharply limited by legislation.
XIX. Legislative regulations shout be promulgated only After public hearings held upon due notice.
XX. The application of the personal holding company surtax to the capital gains of nonresident foreign

corporations should be clarified.

. The excess-profits tax

I. Taxpayer's cost should be substiluted for tax basis as the general rule in computing invested capital
(with proper provisions for relief in exceptional situations).

II. Deterninations of Invested capital under the World War excess-profits tax laws should be per-
mitted to be used as the starting point in computing invested capital for present purposes.

III. Advances made by governments to American contractors should be treated as borrowed capital.
IV. The burdensome requirements of computations of Invested capital based upon daily averages and.

ratios should be modified.
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V. Various discriminations made by the existing law against the use of the credit based upon base
period earnings should be removed.

VI. Excess profits should be measured over a longer period.
VII. The excess-profits rate schedules should be based on percentages in lieu of dollar amounts.

VIII. Section 734, relating to adjustments on account of Inconsistencies. should be revised and restricted.
IX. Section 718 (c) (2), relating to the effect on equity capital of dividends within tie Initial 60 days of

the taxable year, should be repealed.
X. Sections relating to adjustments of basis in computing invested capital should be revised.

XI. Additional special relief provisions and better yardsticks for measuring normal profits should ba
enacted.

XII. Supplements A and B should be revised.

C. Amortization

I. There should be some revision of the base date, the present June 10, 1940, deadline being hlghly
arbitrary and discriminatory.

1. Emergency Plant Facility (E. P. F.) contracts should be treated as sale contracts for tax purposes.
III. Section 124 (I), relating to certificates of nonreimbursement and Government protection, should

be repealed or sub,. ..Jailly revised so as to correct the Impossible situation which has developed
in the administration of the section.

MEMOIUNDUM

To the Chairmn and a Members of the Committee on Finance, United States
Senate:

The Committee on Federal Finance of the Chamber of Commerce of the
United States respectfully submits for your consideration the following reconi-
mendatlons for modification of various provisions of the Internal Revenue
Code, Including subchapter E containing the provisions relating to the excess
plroflti and amortization of defense facilities enacted by the Second Revenue
Act of 1940, as amended.

The various proposals submitted for your consideration are based upon one
or more of tie following principles:

(1) The statutory net Income which is the base of the personal and corpora-
tion income taxes should be fairly defined so as to correspondit as nearly as prac-
ticable with net Income its determine(] by generally accepted l)rinciples of
accounting. With file rates of tax, individual and corporate, rising to tin-
precedentedly high levels because of the fiscal demands of the defense pro-
grain, the need for greater fairness In defining the tax base Is Imperative if
gross hardship and disermimmtion between taxpayers are to be kept to a
minimum.

(2) Unnecessary sources of costly and wasteful litigation should be removed
by clarifying amendments of the statute at points where time statute is obscure.
Needless controversy and litigation are destructive of the confidence between
taxpayers and their Government which Is so essential to time efficient adlminlstra-
tioll of tax laws based upon the principle of self-assessment.

(3) The estate- and gift-tax laws should lie amended at points where they
operate in a discriminatory manner or become so oppressive as to Imperil tile
sources of future revenues through destruction of the tax base.

(4) Unfortunate consequences of judicial decisions Interpreting existing law
should be promptly corrected by the Congress.

(5) The processes of administration of the revenue laws should be subjected
to frequent scrutiny and improved, wherever possible, by amendment of adminl-
istrattve provisions of the law.

(0) Extensiv'e revision and rectification of the exces.-protits tax law should
be made to prevent gross Inequities and severe lrdships which are Injurious
to tile national economy.

A. Income, estate, and gift taxes

I. Consolidated return.-It is recommended that the privilege to file consoli-
dated returns for normal and surtax purposes should be restored to corporations
generally.

It will be recalled that this privilege was allowed under all the revenue
acts from tIle 1918 act to and Including the Revenue Act of 1932. Indeed,
after the enactment of the profits tax of 1917, a committee, consisting of mem-
bers of the Committee on Ways and Means and the Committee on Finance, and
of leading tax experts, who were engaged In the preparation of regulations
under that act, after a very careful and nonpartisan consideration of the prob-
lem, decided that the filing of such returns should be permitted. The Treasury
thereupon authorized the filing of consolidated returns by corporations which,
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by reason of common ownership, were affiliated. While such groups are com-
posed technically of several corporate entities, the reality was recognized that
they are as a practical matter one corporation. Congress promptly ratified
the judgment of this committee by writing these regulations into the 1918 act.

The reasons justifying this action, which are still applicable, can hardly be
better stated than by quoting a statement made by Senator Simmons, then
chairman of the Finance Committee, In his report upon the 1918 revenue bill:

"So far as its Imme(liate effect is concerned consolidation increases the tax
in some cases and reduces it in other cases, but its general and permanent
effect is to prevent evasion which cannot be successfully blocked in any other
way. * * * As a general rule, therefore, Improper arrangements which
increase the tax will be discontinued, while those which reduce the tax will be
retained.

"Mlorcover, a law which contains no requirement for consolidation puts an
almost irresistible premium on a segregation or a separate incorporation of
activities which would normally be carried on as )ranches of one concern. In-
creasing evidence has come to light demonstrating that the possibilities of evading
taxation in these and other ways are becoming familiar to the taxpayers of the
country. While the committee is convinced that the consolidated return tends to
conserve, not reduce, the revenue, the committee recommends its adoption not
primarily because it operates to prevent evasion of taxes or because of its effect
upon the revenue, but because the princil)le of taxing as a business unit what in
reality is a business unit is sound and equitable and convenient both to the tax-
payer and to the Government." (Report, Senate Finance Committee, p. 8-9,
65th Cong., 3d sess., S. Rept. 617.)

We believe that tIme present Treasury officials, along with all prior officials of
the Treasury responsible for the administration of the revenue laws, agree that
consolidated returns are both necessary and proper to the fair application of cor-
porate-income taxes. The Under Secretary of the Treasury stated a few years ago
that "businessmen and their professional advisers, the lawyers, and accountants
have long recognized that time one way to secure a correct statement of income
from affiliated corporations is to require a consolidated return. * * * Such a
consolidated statement is simply a recognition of the actual fact that the-separate
corporations, though technically distinct legal entities, are for all practical busi-
ness purposes, branches or departments of one enterprise."

The necessity of retaining the consolidated return in the case of railroad cor-
porations was recognized even in 1934. (See see. 141 of the 1934 act.) Section
141 (d), defining affiliated group was broadened somewhat by subsequent amend-
ments, viz, street, suburban, and electric railways, members of an affiliated group,
were included by the Revenue Act of 1936, and street or suburban trackless trolley
systems of transportation, or street or suburban bus systems of transportation
operate(] as a part of a street or suburban electric railway or trackless trolley
system were brought in by the Revenue Act of 1938. Section 225 of the 1939 act
added section 152 to the Internal Revenue Code and thereby extended the priv-
ileges of section 141 to so-called pan-American trade corporations. Finally, the
Congress recognized the imperative need of allowing consolidated returns for
excess-profits tax purposes with limited exceptions (see see. 730 of the code) and
in the March 1941 amendments adopted an amendment permitting insurance com-
panies subject to taxation under section 204 of the code to join with ordinary
corporations in filing consolidated returns. In all these cases the exercise of the
privilege is conditioned upon consent of the members of the afflliated group to be
governed by legislative regulations promulgated by the Connissioner of Internal
Revenue with the approval of the Secretary of time Treasury.

This steady expansion of the scope of consolidated returns since their virtual
abolition in the 1934 act evinces a growing recognition of tie sound principle that
corporate enterprises which are essentially unitary ought to be taxed as a unit,
even though for legal or business reasons it is found necessary or convenient to
carry on different branches of the business through technically separate corpora-
tions. When, as under existing law, intercorporate transactions within the group
are not disregarded, serious distortion of income is bound to occur. Under the
present high rates of tax on corporate income and the much higher rates In
prospect, such distortion becomes a very serious problem and operates as a sub-
stantial clog upon free business enterprise. The device of conditioning the filing
of consolidated returns upon consent to and compliance with legislative regula-
tions provides an effective safeguard against abuses of the privilege.

We respectfully urge that this vitally important issue be reconsidered upon its
merits. We believe that such reconsideration can lead to but one conclusion, viz,
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that consolidated returns for corporate normal and surtax purposes should be
restored.

11. Taxation of intercorporate dividends.-We recommend the complete exemp-
tlon of intercorporate dividends from corporate normal tax.

Dividends on the stock of domestic corporations are already excluded from
income for excess-profits tax purposes (see. 711 (a) (1) (F) and 711 (a) (2) (A)
of tile code) and dividends on stock of foreign corporations are also excluded with
respect to corporations whose excess-profits credit is computed under section 714
(invested capital credit) (see. 711 (a) (2) (A) of the code).

Intercorporate dividends in full are included in net income for purposes of
corporate surtaxes measured by undistributed net income, such as the taxes in-
posed by code section 102 on corporations formed or availed of to evade surtaxes
on their shareholders and by section 500 of the code on personal holding companies.
Such dividends are included in the tax base for the purpose of these surtaxes for
reasons which do not exist in the case of the corporate normal tax or the declared-
value excess-profits tax. The discussion which follows is therefore directed only to
these latter taxes.

fBeginning with the Revenue Act of 1917 through and including the Ievenue Act
of 1934, Congress adhered consistently to the sound policy of excluding dividends
received by a corporation from other domestic corporations (with minor exceptions
not here material) from the corporate income tax. The policy of this exclusion
was to prevent obvious multiple taxation of the same earnings. Such exclusion
was not provided by the Revenue Acts of 1013 and 1916, but the problem was not
then serious because of the lowness of the tax rate.

The first departure from this long-established policy came in the Revenue Act
of 1935. Section 102 of that act amended section 23 (p) of the Revenue Act of 1934
so as to limit the deduction on account of intercorporate dividends to 90 percent
of tie amount thereof. This amendment never came into actual operation, being
supplanted by section 26 (b) of the Revenue Act of 1936, which changed the
deduction of intercorporate dividends into a credit against net income and limited
the credit to 85 percent of the amount so received. Under the rate schedule con-
tained in that act, the net effect was to tax such intercorporate dividends included
in net income at a norilal-tax rate running from a minimum of 1.2 percent to a
maximum of 2.25 percent.

In the Revenue Act of 1938 the burden of this tax upon intercorporate dividends
was measurably increased in two respects. Section 26 (b) was amended so as to
limit the credit to all amount not In excess of 85 percent of the adjusted net income.
The effect of this change was to subject such dividends to some tax in any case
in which the corporation had an adjusted net income or, il other words, a propor-
tionate part of the corporate deductions oi account of expenses, losses, interest,
depreciation, and the like was in effect allocated against dividend income. In
addition, the effective burden of the tax was increased by the upward adjustment
of the rate schedule. Tis burden has been measurably enhanced by tile higher
rate schedules which have since been enacted. Thus, in the case of corporations
whose net incomes are sufficiently large to take thcnm out of tile so-called notch
or alternative tax provide in section 13 and 14 of the code, the effective rate of
corporate normal tax o intercorporate dividends is now 3.6 percent (24 percent
of 15 percent). The proposed increase to 30 percent in the normal tax rate on
such corporations would enhance tle effective burden to 4.5 percent, exactly double
the imaximui btrden under the Revenue Act of 1936.

The application of the normal tax to these ilntercorporate dividends has not been
seriously defended or justified on the basis of purely fiscal considerations. It has
not been il fact a major revenue producer. The restoration of the privilege of
filing consolidated returns would reduce this yield substantially, since illter-
corporate dividends are eliminated as interorporate transact fis where a con-
solidated return is flied.

Tile President, in recommending ai intercorporate dividend tax in 1935, sought
to justify a s11all tax as a measure "to prevent tile evasion of the graduated tax
by means of ai multiplicity of corporations." Willie this recommendations was ulti-
mately followed, tile report of the Colmnlittee o1 Ways alid Means (p. 7) expressed
the view that such a tax was unnecessary to prevent evasion ill view of tile
moderate graduation in rates provided in the bill. It is even clearer that the tax
cannot be defended as a device to prevent evasion under the statute as now drawn.
where the graduated rates apply only to corporations having net incrilnes of
$25,00 or less. No argument is necessary to demonstrate how improba ble it Is
that a great corporation would endeavor to split up Into 11n indefinite number of
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small corporate units, each having a net income of less than $25,000, in order to
get the benefit of the present restricted graduation of rates. The diseconomy aud
inefflelency of such a form of organization, even if possible, would far outweigh
Its tax advantages.

Tie original stated purpose of the tax on lztereorporato dividends no longer
obtains. The reasons, if any, for its retention can only be nonfiscal inI character.
It is probable that the real purpose of the tax is to coerce the simplillcation of
complicated corporate structures by the imposition of tax pressure. Even if it
were sound policy to use taxation for such nonfiscal ends, which we do not
believe, the Intercorporate dividend tax is a singularly inefficient and nonselective
device to accomplish this purpose. It penalizes a corporation which conservatively
invests some portion of its reserves in sound corporate stocks without ally view
to control, along with a holding company at the apex of a pyralded corporate
structure. It operates upon holding companies and parent corporations which are
necessary or legitimate even in the light of the standards reflected in such legis-
lation as the Public Utilities Holding Company Act. It imposes unwarranted
bur(dens upon corporations which find it necessary or desirable for legitimate busi-
ness reasons, including insulation from liability in hmardous new enterprises, to
create subsidiary corporations. In order to reach a possibly guilty minority, it
penalizes a majority.

Even if the tax has possessed some degree of utility it bringing about (leslrable
simplifications of corporate structure it is no longer needed for such purpose.
Such simplification his already taken place in large measure, an( will no doubt
continue to do so, where it is desirable, as the result of other measures, such as
the Holding Company Act, and the tax-free liquidation of subsidiaries made pos-
sible by section 112 (b) (6) of the code. It is high time that this tax, unimportant
as a revenue llroducer and a deterrent to investment in ew enterprise, should be
eliminated from our tax structure.

III. The declared value capital-stock tax and exce8s.profits tax; if present
rcrenue rcquirements preclde repeal there should be provision for annual re-
declarations of ralue.-We rceolnnend that tills tax Imposed by section 1200 of
the code, aiid its coml)anion tax, the so-called declared value excess-profits tax
imlposed by section 600, be repealed.

The Congress is already familiar with tile many weighty arguments against
these taxes, originally imposed as emergency measures in 1933 in the tax provi-
sions of the National Recovery Act. Your committee hits already shown its aware-
ness of til lemsically unsound character of these taxes and the serious hardships
and Inequities frequently resulting from their application. While tFiese ilardlships
have been considerably ameliorate(] by amendments ita 1938 providing for trien-
nial redeclaration of value, andl in the 1939 amendment allowing an increase only
In declared value in nondeclaration years, tile basic weaknesses in these taxes
still remain. The capital-stock tax is not a true capital-stock tax for declared
values have no relation to the trite fair market value of lhe capital stock. The
declared-value excess-protits tax is not a true excess-profits tax, since it is not
measured by any yardstick recognized as lroper for measuring excess profits. The
combined operation of til two taxes penalizes very heavily the inability of a
corporate taxpayer accurately to foresee the trend and amount of its future
earnings. III many cases net Income may be unexpectedly Increased by unfore-
seen windfalls, the result of which miy be to mulct tile corporation unfairly by a
heavy tax. even though the return by any fair standards may be relatively low.
The proliferation of corporate taxes represented by these taxes increases the
already excessive and costly burdens on corporations with respect to tie filing of
returns, and adds to tile sources of wasteful litigation.

Finally, it seems paradoxical to say the least, tilat corporate taxpayers should
be subjected simultaneously to two excess-proflts taxes having quite different and
Independent bases.

We respectfully urge that these taxes be eliminated from the Federal tax system
at the earliest possible (late and that tile revenues lost by their repeal be replaced,
if necessary, by taxes having a less dlscriminatory and arbitrary incidence. If
their elimination is not possible at tills time, we believe It is vital that anl annual
declaration of value be allowed.

TV. E.rccssire dcprecIatioi vot benefceIally alloied.-We recommend that the
statute be appropriately amended so as to provide beyond any question of doubt
that excessive depreciation not beneflelally allowed, i. e., not used to offset taxable
income In earlier years, shall not be applied to reduce the basis of (leplreciable
property.
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We also urge that tile policies applied iII tile determination of depredation
deductions should be liberalized so as to accord more nearly with business and
accounting practlcs.

Clarification of the existing statute at this time is also needed by reason of
doubt as to the Iroper interpretation of its terns. This doubt is causing litigation
and hampering tite expeditious settlement of cases hiefore tie Bureau.

Prior to the revenue Act of 1932, the statute provided for adjustment of basis
on account of depreciatom by the amount of depreciation allowable. In the
1934 act, section J13 (b) (1) (B) was amended to its present form, viz, to pro-
vide for adjustment of tihe basis to the extent of depreciation allowed but not less
than the amount allowable. 'T'lme report of the Committee on Ways and Mleans
on the 191,34 act, at page 22, explained that the Treasury frequently encountered
cases where a taxpayer who had taken and had been allowed depreeatlol deduc-
tions at a certain rate consistently over a period of years, later claimed, often
after the statute of limitations faid run, that time allowances so made to iim in
prior years wre excessive and that Ihis basis should therefore he a(ulsted by all
amount less than the total of the amounts so allowed, 1. e., that the basis could
be adjusted only for tile lesser amounts which were allowable. The report then
went on to say that tMe Treasury ought not to be penalized for having approved
the taxpayer's deductions. Tme report concluded by stating that, while tile com-
mittee did not "regard the existing law as countenancing such inequitable results,
it believes that the new bill should specifically preclude any su(h possibility."

The Bureau made Its first published ruling Interpreting the effect of time 1934
amendment in 1935 In I. T. 2944 XIV-2 C. B. 50. It was there held that the
statute, as amended, required the basis of depreciable assets to be adjusted to
accord with the amount "allowed" or tile amount "allowable," whichever is the
greater, irrespective of any statute of limitations applicable to the year of deduc-
tion, and that the depreciation claimed in tile return for a given year whieb hIs
been accepted by the Bureau is the amount "allowed" for that year. Whether or
not the deduction offset income otherwise taxable is immaterial under the prin-
ciple upon which this ruling is based.

This interpretation of the statute was successfully challenged by a taxpayer
In the case of Pittsburgh Brewing Co. v. Commissioner, 101 F. (2d) 155, decided
by the circuit court of appeals for the third circuit in 1939. A unanimous court
there held that depreciation Is not "allowed" within the meaning of section
112 (b) (1) (B) of the 1N32 act, the text of which has not been nmodifled in the
subsequent acts nor in the code, unless It Is actually taken as a deduction against
taxable income. To illustrate, under this Interpretation of the statute, if a tax-
payer had a net income of $5,00) for the taxable year before claiming $20,000
deduction on account of depreciation, the basis of its depreclable assets should
be reduced by $5,000, not $20,000. In other words, "allowed" is interpreted, in
effect, to mean "beneficially allowed."

The Interpretation enunciated by this decision is sound. Nevertheless, one cir-
cult court of appeals decision cannot be regarded as settling the law on tills ques-
tion, particularly since the Government did not seek review of the decision by
the Supreme Court on certiorari. The published ruling of the Commissioner
cited above has not been either modified or revoked by any later published ruling,
although it Is possible that sone effect is being given to the decision of the third
circuit in the settlement of cases. In any event, the question involved Is of great
importance to such a large group of taxpayers thmt we believe any doubt as to
the statute's meaning should be promptly removed by a clarifying amendment.

It is apparent that the above decision Is consistent with the underlying rationale
of the depreciation deduction. Congress his recognized the Indisputable fact
that depreciation Is a part of the cost of carrying oil business and is a part of tie
cost of production of goods and services. To the extent that depreciation is
denied upon assets worn out or consumed in production, in computing taxable
income from such production, the income tax is perverted, in effect, into a tax oil
capital. The reduction of the basis of depreciable assets oii account of allowable
depreciation which cannot be used to offset taxable income in loss years denies
to taxpayers the recovery of their capital investment. To go still further and
penalize a taxpayer by reducing the basis where in past years lie has, with no
resulting tax benefit, mistakenly claimed an amount of depreciatii as a dedue-
tion which exceeds the amount legally allowable, cannot be defended either on
grounds of equity or sound legislative policy.

While the situation is helped to some extent by the restoration of the operating
loss carry-over (see. 23 (s) and see. 122 of the code, added by see. 211 of the 1931)
act), time remedy will be Inadequate In many cases because of the 2-year restriction
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upon the period of the carry-over. It is our conviction that the only adequate
remedy is to amend section 113 (b) (1) (B) of the code in such manner that the
adjustment of basis of depreciable assets cannot inI any case exceed the amount
of depreciation beneficially allowed as a deduction, 1. e., used to offset taxable
Income in prior years. If it be objected that such an amendment will operate to
Increase the burdens of the Bureau in the audit of returns, the answer is that
administrative convenience must sometimes yield to the demands of simple Justice.
Also, It Is believed that this Increase In administrative burden can be easily
exaggerated. The growing complexity of the law and recent developments, such
as the operating )let loss carry-over and the excess-profits tax, already (ompel
reasonably thorough audits of all but the smallest corporation returns. It Is in
corporate returns that the depreciation problem Is most important.

While reasonable or liberal administration of the depreciation l)rovisios Is
priarily all administrative problem and responsibility, Congress can make an
important contribution by encouraging the adoption of wise administrative pol-
Icies. The shift in administrative policy by the Bureau, reflected inI T. D. 4422,
XIII-1 C. B. 58, was the direct result of pressure in the form of proposals in
Congress to make arbitrary horizontal decreases In depreciation rates by legisla-
tive mandate. This change to a more rigil and Inelastic policy has been produc-
tive of widespread controversy and dissatisfaction among taxpayers. Moreover,
It Is quite certain that Its result will be a net loss tit tax revenue over a period
of years. With the tendency of tax rates rather constantly upward, it is elemen-
tary that taxpayers who consistently overstate their depreciation deductions in
earlier years are likely to end up by "paying through the nose" InI higher taxes in
subsequent years. So long as taxpayers keep within the limits of reasonable
judgment and are required to adhere consistently to the rates once selected, the
Government has little reason to fear. An arbitrary policy of consistent triming
of depreciation rates is not only destructive of taxpayer good will and promotive
of sterile litigation but, under conditions now obtaining and likely to continue for
many years to come, Is not even in the Interest of maximum revenue yield.

V. Extension of time for filing income rcturlm.-It is recommended that sect ions
51 and 52 of the code be amended so as to give to taxpayers an absolute right to all
extension of time within which to file their returns for a period of not Jo exceed
3 months, conditioned upon their filing tentative returns on or before the statutory
due (late and the payment of interest upon any deficiency iII the first Installment.

The adoption of this recommendation would greatly serve the convenience of
thousands of taxpayers without working any Injury or serious inconvenience to
the Government. The requirement that a tentative return be filed, accom-
panied by payment of at least one-fourth the tentative tax, with Interest upon
any (huflieency in the first installmnet, affords adequate assurance that only
taxpayers who really need the additional time will avail themselves of the
extension privilege. Many of these will file their returns well before the end
of the 3-month period In order to save interest. The budget estimates of reve-
nue will not ie materially affected since almost the same amount of tax would
have to be paid before the end of the fiscal year, on June 30, as under existing
law. There may be a slight difference with respect to taxpayers having fiscal
years endlpg January 31 or the last day of February. To the extent the privi-
lege, If given, is availed of, tile Treasury would stand to make n net gain on
account of interest paid, since such interest would greatly exceed the cost of
any short-term borrowing which might be necessary.

Tile allowance by statute of this extension of the period for filing should
Improve time administration of the income tax in several Important respects.
It should relieve the collectors of the burden of passing upon thousands of indi-
vidual requests for extensions. It should enable taxpayers and their tax ac-
countants materially to Improve the accuracy of Income-tax returns and thereby
to reduce the number of cases of deficiencies 0n1d the amounts involved. T1ils
is particularly true with respect to tile March 15 date, when tile majority of
turnss have to he filed. Many taxpayers, particularly corporations, are unable

to cic n their hooks and obtain figures essential in the preparation of returns,
u11i1 well after tile close of tile calendar year. The volume of work Involved in
the preparation of the voluminous schedules required In many cases by the regu-
lations Is enormous. This burden las been greatly increased by the excess-
profits tax, with tile innumerable complex and difficult computations which it
requires, even in tile case of many small corporations. Tax accountants and
advisers are often so swamped hy tile demands made upon them during this
short period that it is humanly impossihle for them to give as careful analysis
to problems arising in tile preparation of their clients' returns as they ought to
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do. The result is often inaccurate returns, understating or overstating net
Income, and waste of administrative energy In determining deficiencies and over-
assessments which might otherwise have been avoided.

Only one or two plausible objections to the best of our knowledge, have been
offered to proposals for such al extension. One is that the delay in filing of final
returns by a large number of taxpayers will interfere with the work of Treasury
statisticians in furnishing Congress promptly with data on revenue collections
needed in determining the necessity for modification of the tax laws. It is not
believed that this objection' Is sufficiently serious to outweigh the consideratlons
in favor of the proposal. The understatement of taxes in tentative returns is
not likely to be so great as to create a serious margin of error in the estimates
based on March filings. Nor do we believe ti'at the adoption of the above amend-
ment would Interfere seriously with the Bureau's routine procedure iII tile han-
dling and audit of returns, iii view of the large number of taxpayers with fiscal
years who file their returns during months other than March. The balance of
convenience is strongly in favor of this amendment.

VI. Income-tax con8equencics of niortf/atle foreclosures should be speeifcaliv
defined by the statutc.-Perhaps in respect of no other coinnion situation Is the
Income-tax law II a more bewildering state of confusion and uncertainty than
in the field of mortgage foreclosures.

A simple Illustration will suffice to show a few of the points at which doubt
and uncertainty exist. Suppose that John Smith owns a farm in Kansas for
which he paid $25,030. 111 it prior year lie mortgaged his farm to secure a loan of
$15,000. In the year 1940, Smith was it default with respect to both principal
and 1 year's Interest and foreclosure proceedings were brought by the mortgagee.
At the foreclosure sale in October of 19,40, the mortgagee b(d In the property for
$16,200, which included the mortgage debt, $750 interest, $250 unpaid taxes, and
$200 costs of the foreclosure suit. The mortgagee thereby got title to thei property
for the amount of his investment. The fair market value of the farm at the
time of the sale was $14,000. It is assumed that under Kansas law, Smith may
redeei the property within a period of 1 year from tihe (late of tile foreclosure
stile.

The following tax questions, among others, immediately arise. Iirst as to
the mortgagor:

(1) Does tile mortgagor, John Smith, sustain a deductible loss when lie loses
his farm on foreclosure?

(2) If so, is it an ordinary loss deductible In full or is it a capital loss subject
to the limitations imposed by section 117 of tile code? Is tie answer to this
question affected by the presence or absence of personal liability of the mortgagor
for the mortgage debt?

(3) In what year may lie lawfully claim the deduction, the year of time fore-
closure or the year In which the statutory period of redemption expires, or some
other year?

(4) What difference, if any, wouhl it make from the point of view of tile tax
consequences if John Smith, in order to avert the expenses and delay of judicial
foreclosure, conveyed the farm to the mortgagee in consideration of the latter's
canceling the mortgage debt, including accrued interest?

(5) What would be the tax consequences if Smith abandoned the property?
On the side of the mortgagee, even more baffling questions arise:
(1) What is tho tax effect of the mortgagee's bidding in the property on

foreclosure at a price which Includes the accrued interest?
(2) Is the answer to this question affected by the fact that the fair market

value of the property oni the foreclosure date is less than the principal of the
debt?

(3) If the price at which the mortgagee bids in the property is less than the
basis of the obligations of the debtor applied in satisfaction of the bId, can the
excess of the basis over the bid price be taken its it bad debt deduction and, if so,
in what year?

(4) If the fair market value of the property on the date of foreclosure Is in
excess of or less than the basis of the obligations of the debtor applied by the
mortgagee in satisfaction of his bid, (foes the mortgagee realize a recognized gain
or loss to the extent of the difference? If so, is such gain or loss classified
as ordinary or as a capital gain or loss?

(5) What is the mortgagee's basis of the property acquired on foreclosure?
Despite the fact that such transactions tire common and of frequent occurrence,

one looks in vain to the statute for a definite answer to all these questions.
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Administrators and courts have been compelled to grope for answers thereto,
with no legislative directions or signposts to guide them. However, the selec-
tion of the best rule from among two or more possible alternatives may depend
upo considerations of policy which are ixculiarly appropriate for legislative
determination. Confusion and conflict in Judicial decision are rife. Only two
of the above questions have recently been authoritatively determined by Supreme
Court decisions. One of these decisions creates doubt as to the validity of a
Treasury regulation of long standing; both have undesirable practical conse-
quences which may require correction by legislative rules.

In the case of I(hvcring v. Hammel (85 L. Ed. Adv. Op. 21)5), decided at
the present term, the Supreme Court held that the loss sustained by a mort-
gagor upon foreclosure Is a capital loss, subject to the limitations imposed by
section 117 of the Revenue Act of 1934. This decision overturned several decl-
sions of the Board of Tax Appeals and of circuit courts of appeal, and (as so
frequently In Judge-made law) completely overlooks tite legislative policy upon
which the capital loss limitations are based. The decision in Betty Rogers Y.
Commissioner ((C. C. A. 9th) 103 F. (2d) 790), lit which the court reached a
similar result where the mortgagor faced with a possible foreclosure, conveyed
the property to the mortgagee in full satisfaction of the mortgage debt seems a
fortiorl correct, lit the light of the Hammel case.

We believe that the results in this case are of very questionable desirability
front the point of view of policy. We recommend that the statute be antended
so as specifically to provide that mortgagor's losses, whether upon foreclosure
sale or voluntary transfer to the mortgagee to obviate foreclosure, shall be
deductible in full as ordinary losses.

Recent decisions have held that a mortgagor may establish all ordinary loss
by abandoning the mortgaged property at least in cases In which it has become
so great a liability that lie is willing so to do without first obtaining a release
extinguishing his personal liability. (Polin v. Commissioner, C. C. A. 3, 1940,
114 F. (2d) 174; Park Chamberlain, 41 B. T. A. 10, on appeal C. C. A. 7th.)
But the fact of foreclosure is highly persuasive evidence that tile mortgagor's
equity in the property has already become worthless. Why should tlhe teclical
event of sale operate to determine the character of the loss for tax purposes?
The rule of the Ham mel ease, by assimilating losses oit mortgage foreclosures
to losses sustained ott truly voluntary sales and exchanges of capital assets,
will work a hardship oil thousands of mortgagors whose transactions were
not motivated by tax considerations. It may have repercussions prejudicial
to 11w public interest lit the field of mortgage loans by causing lenders to insist
upon it wiler margin of security. To that extent, the decision may act as a
clog upont time new housing obstruction which is so vital to economic recovery.

W, recommend that the statute also be amended to state a definite rule
for determining the year ilt which the loss of a mortgagor upon foreclosure shall
be deemed to be sustained.

Originally the Treasury took the position Itt a series of rulings that the event
which determined the date of the loss was tle foreclosure sale. Hence, the loss
could be taken it tle year of the sale. This was a sensible and realistic
rule. The percentage of cases of redemption from foreclosure within the statu-
tory period is almost negligible, and should not govern the normal case. How-
ever, tle Board of Tax Appeals, adopting a narrowly legalistic position, teld
that the loss was not sustained for tax purposes until the year i which tile
period of redemption expired. (J. C. Hawkins, 34 B. '. A. 918, aff'd 91 F. (2d)
354 (C. C. A. 5th, 1937.) ) The Bureau accepted this unrealistic rule and pub-
lished a ruling revoking its earlier rulings. (G. C. M. 19367, 1937-2 C. B. p.
115.) In view of the activities of legislatures in the last decade it extending
periods of redemption by oratory laws, the effect of this rigid and unfair
rule it many cases is to defer indefinitely the year it which such losses may
lie takenit as deductions. Itt the iteantine, neither taxpayers nor the Govern-
ment can ite certain that tile rule of the Hawkins ea,e will survive should the
problem later reach tite Supreme Court for final detertminatolt. Il tite event
of at ultimate reversal, confusion and injustice will result. A possible conflict
with the Hawkins case has only very recently developed (see Contmnissoner v.
Peternian (C. C. A. 9, 1941) P. H. Ct. Dec. No. (12.592), and tte Supreme Court
nmy possibly be (aled ulon to resolve the conflict during the October 1941 term.

We recommend that the statute be amended, ia line with the earlier Treasury
position, so as to provide that a mortgagor shall be allowed to deduct his loss
in the year of the foreel6sure sale, unless he shall establish, by proof of abandon-
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ment or otherwise, that his equity became worthess in nil earlier year, in which
case the deduction shall be allowed in such year.

No (liflleiulty need be apprehended in tie occasional case where the mortgagor
redeems tile property in a subsequent year. as a proper adjustment would be
made hit the return for that year under existing principles.

The position of the mortgagee after foreclosure is, if possible, even more
obscure than that of the mortgagor under existing law. The long-standing
administrative rule, found in section 19.23(k)-3 of Regulation 103, states that,
where a mortgagee bids in property at a foreclosure sale, he realizes gain or loss
in the amount of the difference between the fair market value of the property
at the (late of the sale and the basis of the obligations of tile debtor applied
in satisfaction of his bid; also that lie nia. deduct as a bad debt, if and when
ascertained to be worthless and charged off, the balance of the basis of such
obligations which is not satisfied by his bid. The bid price Is treated merely as
prina face evidence of the value of the property. The peculiar result follows,
under these regulations, that a mortgagee may realize a taxable gain upon the
acquisition of the mortgaged property and in tile same year claim a bad-debt
deduction for the unsatlsfied portion of the mortgage(] debt, where it Is ascer-
taied In that year that a deficiency judgment for such portion would be worth-
less and the requisite charge-off Is made.

Suppose, however, that the mortgagee's bid price equals the amount of the
mortgage debt, plus accrued interest, costs, etc., but that the basis of the debtor's
obligations applied in satisfaction of the bl exceeds the fair market value
of the property. It is apparent here that there is no basis for claiming a bad-
debt deduction, since the debtor's obligations have been satisfied in full by
the bld price. InI this situation the Supreme Court has hel inil Heierlng v.
Midland .liutual Lifc Insuranec Co., ,100 U. S. 216 (1937), that the mortgagee
is required to report the amount of accrued interest Included in the bid price
as interest received, that the bid price conclusively establishes the value of tie
property for the purposes of the transaction, and that the actual fail market
value of the property at the time of acquisition on foreclosure is Immaterial.
By parity of reasoning, the mortgagor is presumably entitled to a deduction
of the accrued interest thus satisfied by way of credit against the bid price.
It is reasonable inference-fl-oil tile Coin-'s opinion In tile case that tie mort-
gagee occupies the legal position of a pIrchaser; that lie takes as his basis
the price bi(1 at the'sale; that he is entitled to a had-debt deduction only if
and to tie extent that the basis of tip debt Is in excess of the bid price and
is ascertainied to be worthless and charged off: and( that the mortgagee realizes
gain only if an( to the extent that his basis of the portion of the delt repre-
sented by the bid is less than the face amount thereof. So Interpreted, the
Supreme Court's decision raises grave questions as to the validity of the exist-
Ing Treasury Regulations.

That such uncertaity exists is well Mluown by the (decision in fHdleIy Falls
Trust Co. v. United AState.-, 22 F. Supp. 346 (1938), affirmed in part and reversed
in part in 110 F. (2d) 887 (W. C. A. 1st, 11940). Cf. Griqsby v. Commissioner. S7
F. (2d) 96 (C. C. A. 7th, 1937). III this case tie Commissioner refused to follow
his regulations and (denied the mortgagee deduction of a loss representing tile
excess of the amount bl by film oil foreclosure over the actual fair market value
of the property. The Circuit Court of Appeals, while expressing grave doubt as
to the validity Of the regulations, reversed and allowed tile loss on tile slippery
ground (always fictitious and invariably wrong) that the regulations had acquired
the force of law by virtue of the repeated reenactment of the statute without
material change.

Should these regulations ultimately be ruled Invalid, al(d tile rule be estab-
lished that the mortgavee's bl) becomes the basis of the property in is hands,
confusion worse confounded will result and many gross Inequities may arise when
the mortgagee subsequently resells the l)roperty. in some cases to tile taxpayer
anil i others to tle Government. Where tile subsequent sale price exceeds tle
bid, the mortgagee may be taxed oil the excess even though lie may have been
earlier taxed under the regulation on that portion of It coresponding to the
excess of the fair market value of tile property oil foreclosure over tile bld price.
Iii tile converse situation, the mortgagee may 1)e able to claim a loss Ill the year
of sale, although lie had earlier been allowed to deduct as a loss the excess of the
bid price over the fair market value of the property on the date of the foreclosure.

These and other Illustrations which might be given show the imperative
necessity of legislative action to remove the confusion and uncertainty now exist-
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lg in this large group of everyday business and financial transactions. It is
appreciated that the choice between alternative rules will in some situations
involve difflult questions of policy. Also, it may be that the same rules ought
not be applied to foreclosure of corporate bond Issues, secured by blanket mort-
gages and bond Indentures, as to ordinary private mortgages and deeds of trust.
But the situation demands solution. It Is one where it Is perhaps as important
to have a definite and certain rule as to select the right rule from several alter-
natives. No rule is likely to work perfectly in all cases, but lenders and borrowers
in the mortgage field can adapt themselves to a particular statutory rule which Is
reasonably definite and certain.

We recommend as the rule with respect to mortgagees which will involve the
least administrative difficulty that which recognizes the fact that a mortgagee
who himself bids in the property on foreclosure is engaged essentially In a salvage
operation which should not be regarded as a closed transaction for tax rFilr oses.
We therefore urge the Insertion in section 112 of an appropriate provision pro-
viding for nonrecognition of gain or loss to a mortgagee who acQllires the mort-
gaged property, whether by foreclosure or voluntary conveyance, In total or
partial satisfaction of his debt.

In the event that the mortgagee, subse.'*ent to such acquisition, receives money
or other property in reduction of the unsatisfied portion of the debt, the statute
should provide for the application of such money and the value of such other
property to reduce the basis of time property acquired on foreclosure, etc., any
excess over such basis to be taxed as capital gain. In cases in which the acquir-
Ing mortgagee has sold the property in the Interim, the rule should be that the
full amount of property or other money so received shall be treated as capital gall].
A correlative basis provision should be written into section 113, providing that
the basis of property so acquired by a mortgagee shall be the same as the basis of
the debt immediately prior to such acquisition, with any adjustments appropriate
to the nature of the transaction.

We also recommend that section 22 (b) of the code be amended so as to exclude
from gross income interest accrued on a debt secured by mortgage or lien on real
property, or oil leaseholds or other interests In real property, which Is paid solely
by means of being applied or credited in satisfaction of a bid by the.mortgage
creditor at a sale, or by a conveyance' of the prolorty to ouch creditor. Corre-
latively, section 23 (b) should be amended to deny a deduction of Interest excluded
from gross income under the proposed amendment to section 22.

The effect of these latter amendments would be to abrogate the rule of the
Midland Mutual case, except In respect of value. The Interest of the mortgagor
Is promoted If mortgagees bid on the property on foreclosure for the full amount
of the debtor's obligations for he is freed from a deficiency judgment. The
mortgagee most certainly would prefer an established rule.

VII. Worthless corporate obligations and stocks should be excluded from capi-
tal 1os8e.-Prior to the Revenue Act of 1938, a long series of revenue acts had
treated losses sustained on account of stocks becoming worthless as ordinary
losses deductible in full in the proper year. (See. 23 (e) (2) of the Revenue
Act of 1938 and corresponding provisions of prior acts.) Likewise, corporate
obligations were treated as bad debts and, if ascertained to be worthless and
charged off within the taxable year, were deductible In full to the extent of
their bases. They were also subject to the deduction allowed In the case of debts
on account of partial worthlessness. (See. 23 (k) of the Revenue Act of 1936
and corresponding provisions of prior acts.)

Congress deviated sharply from this policy by a series of amendments in the
Revenue Act of 1938, now found in section 23 (g) (2) and (3) of the code,
relating to worthless stocks, and section 23 (k) (2) and (3), relating to corpo-
rate obligations ascertained to be worthless. The deduction allowed on account
of partially worthless debts was made wholly inapplicable to these corporate
obligations, which include bonds, debentures, notes, or certificates, or other evi-
dences of indebtedness, Issued by any corporation (including those issued by a
government or political subdivision thereof), with interest coupons or in regis-
tered form.

The net effect of these amendments was to include these losses in the category
of capital losses, subject to the limitations imposed by section 117. The losses are
to be treated as though realized by sale or exchange of capital assets on the last
day of the taxable year during which the stock became worthless, or the
obligation was ascertained to be worthless and charged off. If the loss so con-
sidered iF a long-term capital loss, as most losses of this type are, only a portion
of it is taken into account under section 117 (b) and such portion only can be
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offset against ordinary Income, subject to the further limitations of section
117 (c) (2), the so-called ceiling provision. If It falls Into the category of short-
term capital losses, It can be applied only to offset short-term capital gains of the
taxable year under section 117 (d) and, to tile extent of any short-tern) capital
net loss not in excess of the nct income for Fuch year, it can be used, under the
1-year carry-over provision of section 117 (e), to offset short-term capital gains
of the succeeding taxable year.

We recommend that these amendments of 1038 be repealed and that tbb statute
be restored for future years to Its form prior to the 1938 act.

We believe that the reasons which were assigned to justify the restrictions on
the deduction of capital losses from ordinary come in the Revenue Act of 1934
and succeeding acts do not apply to worthle.s stock and bad-debt losses because
of their involuntary character. Our recommendation, however, is based both
upon the proper concept of capital loss, andupou.cQnsiderations of sound legisla-
tive policy. We feel that provisions In the tax ld*W which unnecessarily clog
the free flow of capital Intotlew enterprises are against'the public interest. We
think it is plain that such is the tendency of these amendments and that tile
harm they may do faroutwelghs the Insignificant amount of roenue loss, which
should not be controlling In any event. When equity capital or borrowed capital
Is sought In order'to finance new enterprise, prospective lnvest6ro are keenly
aware of the inevitable hazard of partial or total loss of their investment should
the enterprise,,prove to be a failUre or Only partially successful. They know
also that, if te venture proves to be very miccessful, they will be required to pay
over a large i ortion of their gains and profits to the G16,eriment in taMes. Aly
arbitrary limitations on the deduction of investors' losses due to thetlcapital
investment in such enterprises becoming; worthless, by increasing the !hazard,
makes it Just that much harder to 4hanc6 new enterprises. It is our coqietion
that such limitations therefore defeat their own- purpose iah the end ad clog
the sourcesiof the very revenues It iS their professed puijftOe to protect.

In tile same general connection we urge that careful consideration b given
to some liberalization fof the reqUirement that Worthless debts must be barged
off within the year of ascertafhimbnt of worthlessness u order to he detj ctible.
While the Board of Tat Appeals and the courts'have in gbnoral lnterpr led the
statutory requlrements much less rigidly' than tile Commissioner, nevertheless
the chargeoft requirement lsa trap for-the Ill-advibed or univary taxpd er, and
results in a denial of many meritorious deductions.., Likewise, ninny taxpayers
lose the benefltof the worthless stock deduction either because of ovet-optimism,
lack of Informition, or the inherent difficulty of locating accurately jb'the stream
of time the point at which a security loses its last increment of valuo $I

It Is recognized 'that the solution of the" problems is not Oasy, but It Is
important that it should be sought. The administration of; 4fhese provisions,
perhaps more than anly. others in the statute, has been priductlve of sterile
controversy and lack of confdence upon the part of taxpaers in the fairness of
Internal revenue officials. We Submit three specific Suggestions.

(1) Section 3801 of the code shbtlldbe abetidd so as to apply its principles
to cases of inconsistent disallowance of deductions by the Bureau in 2 or more
years.

(2) The requirement of charge-off within the taxable year should be modified
from a rigid requirement to a prima face rule, 1. e., that it shall be presumed,
In the absence of a preponderance of evidence by the taxpayer to the contrary,
that the debt was not ascertained to be worthless unless it was charged off
within the taxable year, or before the due date for filing of the return.

(3) Because of the difficulty of localizing worthlessness at a point in time,
the statute might be amended so as to provide that a deduction should not be
disallowed if claimed in a return for the correct taxable year or for either of
the two following taxable years, but that, In the event the deduction was so
claimed In a year subsequent to the correct year, it should not have the effect
of reducing the tax payable in tile subsequent year by more than the reduction
in tax it would have effected if claimed in the correct year. It would also
eliminate much unnecessary controversy if tile statute were amended to provide
certain objective criteria, such as that the deduction should not lie questioned
If taken (a) for a taxable year in which a corporation Is adjudicated bankrupt,
or (b) in tie year oforporate dissolution.

The above limitation would remove any incentive to deliberate postponement of
the taking of tile deduction beyond the correct year for tax reasons. The anfend-
ment would afford some protection to taxpayers making honest and reasonable
errors of judgment. It would also discourage the tendency on the part of
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administrative officials to rule In all doubtful cases that the deduction was
claimed In the wrong year.

ViII. Agreements extending the statute of ltmitation z for a.sessmellt of deft-
CienCits should similarly extcnd period for refunds.-We recommend that section
:322 (b) of the code, renting to the limitation on refunds fnd credits, be aniended
so as to provide that, where an agreement is executed by tie taxl)ayer and the
Commissioner, under the authority conferred by section 275 (c), (which extevids
the period otherwise provided by law within which assessment of tax may be
made), such an agreement shall have the effect, notwithstanding any other p,'o.
vision of law, of extending the perlod within which a valid claim for refund
or credit my be filed to the last day of the perlol, as so extended, for assess-
ment of the tax. The period within which a determination of overpayment may
le sought by the filing or amendment of a petition before the Board of Tax
Appeals should be siilarly extended where ai agreement ias been entered
into un(ler section 275 (b).

Under the existing law, section 322 (b) of the code, no allowance by way of
refund or credit may be made unless a clain for refund or ere(lit has been filed
by the taxpayer within 3 years from the time lie flied his return or 2 years from
time time the tax, with respect to whlch refund or ere(lit Is sought, was paid,
whichever of such periods expires the later. The Supreme Court has held that
the (Colinisshmier Is without power to extend the period so fixed by law within
which a claim for refund or credit may legally be made (Finn v. U. S. 123
U. S. 227 (1&7) ; Tucker v. Alexandcr 275 U. S. 228 (1927). It is not the pur-
pose or effect of the lropodse aniendment to vest in tie Commissioner any general
power, by agreement or otherwise, to waive or modify a statute of limitations
in favor of tile Goverminent. It Is much more limited. It would merely tend
to preserve equality of operation it the statutes of limitation on deficiencies and
refunds. Congress hifs accepted this policy as fair and equitable. However, In
the clsstcs of cases covered by the above amendment, time policy lifts not been
realize(].

A simple case will Illustrate that this Is so. Suppose a taxpayer filed a return
on March 15, 1938, covering the calendar year 1)37 and showed a tax due of
$100,000 which lie paid in full by a check attached to the return. In February
1941 the taxpayer, at the request of the Commissioner, executed an Agreement
under secti(,n 275 (b) extending for 1 year, I. e., to March 15, 1942, tie period
within which am assessment might be made. Ile did this b-cause additional
time was desire(] by the Commissioner for consideration of his case. Otherwise,
tite Commissioner would send out a 90-day letter before Mardli 15, 1941, in order
to protect against the statute. Under the existing law the Commissioner would
be free to take full advantage of intervening court decisions and to assert a
larger (leflcinicy at any time il) to March 15, 1942. During this time the tax-
payer may be quite in the dark as to what the Commissioner will ultIately
do. Even if, 1i; excess of caution, he files a claim for refund before that (late, It
may not avail hin to gain the advantage of some litter court decisions, unless the
decision Is within time scope of a ground stated itI his clahn, since the law is now
well settled that a claim for refund cannot be amended after the end of the
stautory period for filling claims, so as to state a new substantive claim (U. S. v.
Andrews, 302 U. S 517 (1938) ).

The adoption of the lIrol)ose(l amnmnnwt woul restore ti full equality of
,"pemo).tlon of the 'tte.s ,)f limItatIon which thi| Congress Intended they should
have and which tley (10 have, unless ft|(l until ani agreement extending the period
for assessment under section 275 (b) Is made. Such agreements or waivers play
an important and constructive part in the administration of the revenue laws by
promoting administrative settlement of eases. The amendment would relieve
taxpayers of time necessity of fling blanket claims for refund while fle Bureau
still bas their cases under consideration, as a measure of self-protection. It
would encourage the execution of these agreements by relieving the taxpayers of
the necessity of placing the Government in a p6silton of advantage b) so doing.

We also recommend that section 322 (d) of tlie code be amended so as to place
the taxpayer and the Commissioner of Internal Revenue on a basis of equality In
cases kindlng before the Boar, if Tax Appeals.

Suppose, under time existing law, that time Conmissioner his mailed a notice of
deficiency prior to the running of the statutory period and the taxpayer has filed
a petition with the Board, within the 90-day period prescribed by law, contesting
ihe deficiency or alleging an overpayment and claiming a refund. The law per-

mits tie Commissioner subsequently to amend hits answer to the petition so as to
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claim an llIncreased deficiency, although the statutory period for amssessing a deli-
ciency has otherwise run. Tie mailing of tile deficiency letter stops tie run-
ning of the statute against the Government. But the tiling of a petition hn1s nto
similar effect with respect to a claim for refund. Contrary to the true Intent of
Congress, the taxpayer cannot amend his petition so ats to claim an overpayment
or Increase a claim of overpayment If tile statutory period for filing a claim for
refund has expired (Coin nis8ioner v. leck (C. C. A. 3), 105 F. (2d) 204, rehear-
lng denied June 10, 1939; Georigic IV. lthbonc, 31) It. T. A. 50). Fairness de-
niands equality of treatment. This result can be secured by a simple amendment
to section 322 (d) which will allow the taxpayer, who hias dilly filed a petition
within the applicable period of limitation, to anend the claim oil petition at any
time before the hearing or reliea ring before the. Board.

IX. 'T'rcatment of gain on redemnlption of preferred stock ( short-term capital
gain should be rcriscd.-We recommend an amendment to section 115 (c) and
117 (f) of the code which will make gain to shareholders realize(] on the redemp-
tion of preferred stock fully subject to section 117.

The effect of the adoption of this recommendation would be to treat such
gains In the same manner as gains realized on the sale or exchange of such stock.
Whether the gain Is taxed to an individual shareholder as a short-term or a
long-term capital gain will depend on how long lie has held his stock prior to
the redemption. This Is the rule which already applies to losses sustained on
such redemptions In tile case of bonds.

Under the existing law the definition of partial liquidation iln code section 115
(i) brings any cancelation or redemption of a part of the stock of a going
corporation within the limitations of section 115 (c), unless it represents one
of a series of distributions in complete liquidation as therein defined. The result
is that a holder of preferred stock which is called for redemption, often con-
trary to his own desire, finds himself penalized by the provisions of section 115
(c) if he continues to hold his stock to the date of redemption and realizes a gain
at that time. The fact that lie has no thought or motive of tax avoidance is
immaterial. Section 115 (c) imposes an arbitrary requirement that gain realized
on a distribution in partial liquidation shall, despite the provisions of section 117,
be considered as a short-term capital gain. As such, 100 percent of such galn
must be taken Into account, no matter how long time stock has been held. This
arbitrary rule creates an Incentive to Its avoidance by sale of the stock, wher-
ever possible, prior to the redemption (late for a price equal to or slightly under
the redemption price.

This provision was first introduced into the law in the 1934 act. Tile report
of the Senate Finance Conmmittee on this act (p. 37) specifically pointed out
that the new limitation was aimed at cases In which shareholders might seek
to avoid surtaxes levied at full rates, if accumulated earnings and profits were
distributed as ordinary dividends, through distributions thereof in the form of
liquidating dividends. Tie cure, however, went much further than was neces-
sary to correct the evil. It was found to work such hadships upon stock-
hollers of corporations desiring to liquidate for business reasons that the 1936
act and subsequent acts gave relief by taking complete liquidations consum-
mated within specified periods of time out from under the rule.

We believe that redemptions of preferred stock do not fall within the purpose
of the 1934 limitation and should be treated, like redemptions of bonds under
section 117 (f), as !nles or exchanges. The statute provides other ample safe-
guards against the use of such redemptions as a device for distributing earnings
and profits free from high surtaxes. Section 115 (g), relating to cases where
redemption of stock is made in such a way as to have the effect of a taxable
dividend, will still he applicable to cases where It is apparent a primary pur-
pose of the redemption Is tax avoidance. Section 115 (c) prevents that portion
of a distribution in partial liquidation which Is properly chargeable to capital
account from being considered a distribution of earnings and profits. A simple
case will sufflce to illustrate the normal situation on a redemption of preferred
stock. Corporation A Issues 1,000 shares of preferred stock to 1935 for $100 n
share. For business reasons It calls this issue for redemption In 1941 at $105 a
share, the price fixed in the share certificates. Only the excess of the redemption
over the issuance price, or $5,000, could be treated as a distribution of earnings
and profits. The balance would be charged against capital account.

It it quite unlikely that a corporation would endeavor to use a redemption of
preferred stock for the purpose of surtax escape by the stockholders, particularly
with the threat of section 115 (g) hanging over it. Our proposal would not
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apply to partial liquidation of common stock, the case where the danger at
which section 115 (c) is really directed, is most likely to be present.

A uniform rule should apply both to bonds and preferred stocks.
X. The principle of e.cmptlion of divilcnds from individual normal tax should

again be rccognizcd.-We recommend that an exemption of dividends from the
normal personal Income tax, which obtained in some form from the beginning
of the present inconie tax in 1913 until the enactment of the Revenue Act of
1936, he restored.

We believe that such an exemption should be allowed as a measure of simple
Justice and for reasons of sound policy. The existing tax structure works
patent an( discriminatory double taxation of corporate earnings distributed
in dividends, which no responsible authority has, to the best of our knowledge,
had the temerity to defewl.

Tis unfortunate form of double taxation of corporate earnings crept Into the
law in 1930. The House bill of that year wouhl have abolished ill Federal cor-
porate taxes except for a heavy graduated tax on that portion of the corporate
net Income which was not di4'tributed in dividend. . Under that proposal, which
eliminated any flat tax on corporate income, it was quite logical to subject divi-
dends received by shareholders to both normal and surtax, as in the case of
Interest on corporate bonds, .'lince dividends an( interest alike would have been
taken out of the corporate tax base. However, In the bill which was finally en-
acted Into law, a substantial normal tax on corporations was restored. But
the exemption of dividends from normal tax was not restored then or since.

With the corporate normal tax rate schedules presently to go to double the
maximum rate of the 19,.0 act, and with heavy excess-profits taxes superim-
posed, the burden of this double taxation of corporate income has become very
serious from the shareholdele's point of view. Corporate equities become stead-
ily less attractive to investors. An artificial and unwise incentive to finance
corporate capital needs by borrowing Is created. The discrimination against the
corporate form of enterprise, in relation to other forms such as the partnership,
is unfairly increased.

We appreciate that the restoration of the exemption of dividends from normal
individual tax can only partially remove the discrimination, so long 1,9s there is
a large disparity between the corporate normal and individual normal tax rate.
As long as such disparity is unavoidable, such discrimination will of necessity
continue. We believe, however, that this fact is not a good reason why the
discrimination should not be ameliorated by restoring this exemption from the
normal tax. 'This result can be readily accomplished by adding a new sub-
division to section 25 (a) of the code, providing a cre(lit In the amount of
dividends received from a corporation subject to tax under chapter 1 of the
code.

XI. Recoveries on bad debts.-We recommend that section 22 (b) of tihe In-
ternal Revenue Code, as amended by the Revenue Act of 1939, be further
amended so as to provide that amounts recovered during the taxable year on
account of a debt, for which a bad debt deduction or deductions have been
allowed In a prior year or years, shall be included in gross income only to the
extent that such prior deduction or deductions have been applied to offset
taxable income.

This amendment, If sdoptod, would be applicable to corporate as well as to
individual taxpayers. However, there is no special diilculty in the case of
corporate taxpayers. While the writing off of the bad debt in an earlier year or
years may have operated to reduce the accumulated earnings and profits, the
amount recovered in a subsequent year would undoubtedly operate to increase
earnings and profits, even though the statute excluded it from gross income
under the circumstances indicated above.

The effect of the amendment may be Indicated by a simple illustration:
Suppose that T, a taxpayer, in 1936 determined that a debt of $25,000 owed to
him had become absolutely uncollectible and worthless and charged it off
during the year. le claimed a bad debt deduction In this amount in his income
return for that year and such deduction was allowed by the Bureau on audit
of the return. T's net Income before taking this deduction was only $10,000,
so he paid no tax. In 1941, the debtor pays T $25,000, the full amount of his
debt. Under our suggested amendment, T would be required to include only
$10,000 of this amount as gross Income in his return for 1041.

The principle of the proposed amendment accords with the Bureau's former
interpretation of the existing law. (See G. C. M. 18525, 1937-1 C. B. 80, and
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0. C. II. 20854, 1039-1 C. 11. 102.) These two rulings were based upon what we
believe to be the correct theory, and certainly reached tile right result us a
matter of good sense and sound policy. They regarded amounts received or
recovered li payment of debts as constituting tax-free relnbusement of capital,
untiless the taXpayer 11had iII effect Al'eady recovered his capital tax-free ly secure.
Ing a deduction on account of the bad debt and using such deduction to offset
taxable Income In a prior year.

More recently, however, the Bureau hIs completely reversed Its position.
Oil July 8, 1940, G. C. M. 22103, 1940-No. 28, 1. i. B., page 4, was published,
revoking these prior rulings and holding that all paynients received upon d(bts
previously charged off anl(d claimed as de(lv tuios ('0ls lliluhe taxil)le ileolli ill
the year of recovery whether or not such dedluctions in fact operaited to offset
taxable Income and so conferred it tax benefit. Limited relief against lrd-
ships resulting from the retroactive application of this ruling was grouted by a
special ruling of tie Dejiartinent oi lecember 11, 1910.

There are no Supreme Court decisions on the precise Issue and decisions by
the Board of Tax Appeals are in apparent conflict. (Cf. Nation Bonk of Com-
meree of Seattle v. Comnissoioner, -10 B. T. A. 72 (1939, and Lake View Trust
,& Savings Bank v. Coninissioner, 27 B. T. A. 290 (1932)). 'iere are indica-
tions that the Bureau pronmlgated its latest ruling with soine reluctance, feel-
Ing that certain Supreme Court decisions involving other factual situations were
controlllng in principle. See Burnet v. Sanford & Brooks Co. (282 U1. S. 359
(1931)), iblding the proceeds of a Judgment to be Income Ili year of recovery,
though representing reimbursement of a business loss suistaiied ii "I prior
year, when the tax return filed sllowedi a large net loss, 01n(d U. ,N. v. Ludey,
(274 U. S. 295 (1927) ), where the Court held that, in determining tile cost basis
of certain oil properties, adjustment had to be made for properly allowable de.
ductiops for depreciation and depletion in prior years, whether actually clainied
or not, inasmuch as the thing sold Is not physically the same as when it was
purchased. Tie Ludey case was followed In llardivkck Realty Co. v. Conimis.
8toner (29 P. (2d) 498 (C. C. A.-2, 1928)), where it specifically appeared that
tie taxpayer derived no tax benefit front tie prior deductions.

The Sanford & Brooks case was definitely an Income case, the difficulty being
that tIe computation of Income on a strict annual basis precluded ally coin-
sideration of tie fact that tlere had been no net profit if all the years Involved
were considered. But the recent ruling Ignores the filet that the payment of a
debt is not income per se and that the only way It can become income is by
virtue of the filet that It has been charged off and deducted so as to offset
taxable Income in a prior year.

Whatever the proper interpretation of the existing law may be, the issue Is not
settled by the recent ruling. All anendment Is needed to settle the doubt and
resolve the confusion. Suchll amendment might well be made retroactive, In
view of the recency of the change ili the Bureau's position. Under this recent
ruling, the question whether subsequent recoveries of bad debts constitute in.
come apparently turns upon the more or less adventitious fact whether the tax-
payer has claimed and has been allowed a deduction on I11s income-tax return for
a prior year. Such a result is certain to offend the good sense of the common
mnan.

We bellve th .qe1)lhlo nnd Jiiqt coltfoi Is for Congress to wrIte Into the law
the rule formerly followed by the Bureau. It is fair to the taxpayer and
affords adequate protection to the interests of the revenue.

XII. Deductions of expenses sould be llberaliz'd.-Wo recommend all amend-
ment to section 23 (a) of the code to fill a hiatus in tile existing law, as it has
been Interpreted by recent Supreme Court decisions, and relieve hardships in-
flicted upon a large number of taxpayers. The effect of tile amendment Is to
allow the deduction of ordinary and necessary expenses Incurred in tile produc-
tion and collection of Income, and Ill the management, protection, and conserva-
tion of property devoted to* the production of Income Ill situations which (10 not
Involve the "carrying on of a trade or tushlisS," as tlt phrase has been
Interpreted by the courts.

Since the first income-tax law enacted untider tile sixteenltil amendment, Coll-
gress has adhered to tile policy Of losing net Income, not gross income, as tile
basis of the Income tax. Only net Income cal represent even roughly ability
to pay. The only significant deviations from this principle have been fit the
taxation of Income from United States sources of nonresident aliens (see. 211 (a)
of file code) and nonresihent foreign corporatons (see. 231 (a) of the code), and
Ill Viriols limitations imposed o1 deductions.
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Deduction has always been permitted of th- ordinary and necessary expenses
Incurred in carrying on a trade or business im tMe one hand; deduction of per-
sonal and family expenses has always been dei'led on the other. It is extremely
doubtful that the Congress realized, when the groundwork of the personal In-
come tax was lad, that this dichotomy did iot fully cover the classification of
expenses, and that there was a third category of expenses falling between trade
or business expenses and personal or family expenses. This category includes
expenses Incurred in the production or acquisition of Income, where such produc-
tion or acquisition does not constitute the carrying on of a trade or business.
Yet, such expenses are not personmal or family expenses under the common under-
standing of that term. The denial of a deduction for such expenses transforms
a net-income tax into a gross-income tax with respect to these types of income.
It is not believed Congress ever Intended any such result. Too frequently, the
courts are rewriting our tax laws, and the protection of legislative procedure
Is lost.

For many years the hardships latent in this imperfect classification of ex-
penses iln the statute were inihnized by a series of administrative rulings.
These rulings, li time Intersis of equity and good sense, resolved doubts in
tie taxpayer's favor in many situations by permitting individuals to deduct
ordinary and necessary expenses incurred 1in the production of income. (See
I. T. 2751, XIII-1 C. B 43 (1934), I. r. 2579, X-2, C. B. 121), and many
earlier rulings, such as 0. D. 877, 4 C. It. 123.) *Such expenses typically in-
cluded costs of bookkeeping, stenographic work, office and safety vault rent,
auditing fees, fees paid to investment counsel and attorneys, and the like, in
connection with the management and conservation of income-producing prop-
erty and Investments. The validity of these rulings was clouded with doubt
by the decision of the Supreme Court in the case of Van Wart v. Commissioner
(295 U. S. 112 (1935), where the Court held that an attorney's fee paid by a
guardian for conducting litigation to secure Income for his ward was not de-
ductible under section 241 (a) of the Revenue Act of 1024 (see. 23 (a) of the
code Is the corresponding section of the present law), because it was not an
expense Incurred In carrying on a trade or business. The rulings received their
death blow on February 3, 1941, when the Supreme Court held In. liglgns v.
Com i8sioner (01 S. Ct. 475), that such expenses Incurred by a so-callei pasSIve
Investor, who devoted a major portion of his time to managing security Invest-
ments and maintained two offices for such purposes, were not entitled to be de-
ducted. In this case the Commissioner allowed to be deducted tile portion of
such expenses allocated to the management of real estate, and this Issue was not
passed upon by the Court.

The lsureati therceuln revoked Its earlier rulings. (Se I. Tr. 3452, 1041-8
I. R. B., page 4.) For tile present, at iast, a distinction whiph seems difficult
to Justify Is drawn between expenses Incurred in the management of real estate
and of other incomne-lroducing Investments. (The case of Hlchicr v, Tindle
(276 U. S. 582 (1928)), gives some support by inference to the propriety of the
real-estate deductions.) More recently, ,ai April 28, 19-11, the Supreme Court
has applied the Higghmis doctrine in holding nondeductible similar expenses iln-
curred by trustees in the management and conservation of the securities in-
vestments of trusts. Affirning City Rank Farmers Trust Co., v. Comints.sloner
(112 F. (2d) 46i (C. C. A.-2, 1,040)), and reversig U. M v. Pinme et at. (35
P. Supp, 81 (Ct. Cls, 1910)) It Is therefore apparent that only legislation can
solve the problem,

Tie possible need for such legislation was recognized In 1938 when a subcom-
mittee of the Ways and Means Committee made the following recommendation
which was endorsed by tie Treasury Department:

"ExpcmsCs incurred in connection. ivith the collection or production of inrome.-
Your subconnittee Ielieves that a taxpayer should be granted a reasonable de-
duction for the direct'expenses he has Incurred in connection with his Income.
Under the present law, section 23 (a) of the Revenue Act of 1930, some ex-
penses attributable to the collection or production of taxable Income are not
permitted as deductions because the statute limits deductible expenses to those
incurred in carrying on a trade or business. Thus a taxpayer cannot dedulct
fees and expenses paid in litigation for moneys which are Includible in gross
income but which are not received in connection with the trade or business. In
order that net income be more equitably ascertained, your subcommittee recom-
mends (recommendation No. M3) that section 23 of the Revenue Act of 1936
lie amended so as expressly to Include as deductible items ill expenses not at
present deductible, which are immediately and directly Incurred In the collee-
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tion or production of Income, limited to 50 percent of the amount collected or
produced."

Pursuant to the foregoing, which was set forth on page 40 of the Report,
Jleconmnendation No. :33 Itself, which was set forth on page 76, read as follows:

"Recommendation No. 33.-It Is recommended that a deduction be permitted
under section 23 of the Revenue Act of 1936 for expenses not attributable to the
taxpayer's trade or business, but imnmedlately and directly incurred in the col-
lection or production of amounts included In gross Income, limited to 50 percent
of the amount collected or produced."

The particular reconmendatio was not written Into the law in 11138, partly
because the necessity for It was not the:n so acute. The Bureau was still following
file sound policy tMen reflected In Its rulings. It Is also understood that it was
desired to delay action until Inquiries could be made as to low similar provisions
in State income-tax laws, such ns New York, were operating, and because of
technical drafting difficulties, attributable largely to the form of limitation on
the deductions which was then recommended. It Is our understanding that these
States have found no diticulty In administering their provisions.

It Is believed that the dangers of abuse of such an amendment are greatly
exaggerate(]. If the amendment is carefully drawn and accompanied by appro-
priate explanatory statements in the committee reports, there is small danger
that the courts will give it a broader application than Congress Intended.. It will
not break down the well-established concepts of what constitute nondeductible
personal and family expenses or nondeductible capital expenditures. It will do
little more than to ratify the earlier Bureau practices. For that reason, it is
revonimendled that whatever amendment be adopted be applied retroactively.

The heavy increases in Income-tax rates recently made or now projected greatly
Increase the gravity of this problem. Taxpayers are willing to pay heavy taxes
to help meet the great demands of the present tine upon the National Treasury,
provided the burden Is distributed on an equitable basis. rhis can only be
done by a fair definition of the net income which Is taxed. They feel it is unfair
discrimination to allow a limited deduction for gambling losses (code, sec. 23 (i)),
and to deny any deduction for expenses Incurred in producing or collecting in-
come, or in conserving Income or incone-producing property. The Treasury bene-
fits from such Income in Increased taxes and also benefits by measures taken by
careful Investors to conserve and protect it. It is unfair to tax more than the
portion which remains to the taxpayer after such expenses have beeti paid.

It will be noted that this problem is limited to individuals, inlhiding fiduciaries.
All the ordinary and necessary expenses of corporate taxpayers are deductible.
X I I. Correlation of income-tax basis of property with, valuation for estate-tax

purposeR.-We recommend an appropriate amendment to section 113 (a) (5) of
the code NNilich will definitely establish as the basis, for income-tax purposes, of
property transmitted at death the valuation of stieh property which was used in
the computation of the Federal estate tax.

There is a serious lack of correlation between the estate tax and the Income
tax at this point under the existing law. While the valuation of property used
for estate-tax purposes is prima face evidence of its value at the date of death,
it may be challenged by either the Commnissioner or the heir, devisee, or legatee
in a subsequent income-tax proceeding. This fact creates an Incentive to change
of poitlon and litigation which Should be removed. Section .9801 of the code does
not operate to discourage such Inconsistency since It does not apply where the
estate tax Is Involved in one year and the Income tax in the other.

Moreover, code section 811 (J) allows the executor or administrator to elect
between valuation at the date of death or 1 year thereafter for estate-tax purposes,
with a proviso that, If value at the later (late Is elected, then as to assets fi the
gross estate distributed or sold during the year, value at the (late of distribution
or the sale price shall be used. Yet section 113 (a) (5) of the code has never been
amended so as to correlate with section 811 (J). It continues to define, as the
basis of property transmitted at death, Its value at the date of death. The result,
In cases where the benefits of section 811 (J) are elected, Is that tile Incomne-lax
basis will usually, as a matter of law, be higher than the valuation used in com-
puting the value of the taxable estate. This unfair discrillination should be
corrected.

The proper remedy Is to amend section 113 (a) (5) of tie code so as to pro-
vide that the basis of property transmitted at death shall be the value at which
It was included in the gross estate of the decedent (under see. 811 of the code),
In the determination of the estate tax. Where the property formed a part of an
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estate too small to require tile filing of an estate-tax return, the Income-tax basis
will continue to be its value at the date of death.

XIV. Annual gift-tax crxcltsion should apply to gifts iI tru.O.-NVe recommend
appropriate amendnents to section 1103 of the Internal Revenue Code to accon-
plish the following results:

(1) Restore to gifts li trust of olher than future Interests the benefit of the
annual exclusion from the tax base of the first $4,000 given to ally particular
don e during the gift-tax year.

(2) Treat as gifts of present interests (in proportion to the beneficiaries' in-
terests), entitled to the benefits of such exclusion, gifts in trust for the benefit of
olie or nre minors, whether the income is to be distributed or accumulated, if
both principal and Income are payable only to or for the benefit of such minors
or their estates.

Prior to the Revenue Act of 19:38, gifts in trlist enjoyed the benefits of the
annual exclusion of $5.000 to the same extent as gifts imade In other ways. The
only exception was gifts of future interests, whether by trust or otherwise. See-
lion 505 of the Revenue Act of that year reduced the annual exclusion to $4,0(X)
for gift tax years beginning on or after January 1, 1939, atid denied its bnefilt
altogether to gifts in trust.

The effects of the 1938 amendment will appear from a simple Illustration. D
has two children, one of them a minor, 12 years of age, and the other ali adult.
Ile makes a gift of $14,000 outright to the adult child In 1940. Of this amount
only $10,OCO is subject to tax. Desiring to treat his children equally, but knowing
his other (ll is a miior al(] without legal capacity to Inannge his own affairs,
he sets aside $14,001) irrevocably in trust for tile Iteteilt of such child. Tile entire
amount of the gift is subject to tax, even If the trust provides that the income
from the trust be distributed currently to the child, or applied for his benefit.
As a practical matter, however, It Is dliflult and usually unwise to make such
gifts to 1iler children outright. Silence, such trusts olier than those established
to provide for maintentance slid sport, COmllOnly provile Ihat tile ineolli lie
accumulated for t he child mtil lie reaches his majority.

Is this (iscri Iinitioll necessary? Ti( report of lie Seiate Fimnee Committee
(p. 32) justified this discriminat ion on the ground that It was a practical measure
to protect the revenue by inhniizilg tte abuses growing out of such decisions a1s
Wells v. Commissioner (88 1F. (2d) 339 (1937) ), where it was held that the trust
entity wias tile donee il the case of a gift it trust. This decision severely restricted
the scope of the exception of future interests from the benefit of the annual
exclusion find encouraged the creation of mutiple trusts for the same beneticlary
in order to obtain a $4,000 exclusion for each trust.

This reason for tlihe 11)38 amendinmmeit has vanished by virtue of the recent
decision of the Supreme Court lit Ic lr(ring V. !utehings (March 3, 1941) (01 S.
Ct. 0 5K), which held that the (]once of a gift in trust is not the trust entity but
the beneficiary, thereby overruling tile Wells case in principle. Oil tile same day
the Court ruled in United States v. Pclzer (61 S. Ct. 659), that where a trust
provides for accumulation of income (luring tie minority of a beneficiary and
the beneflclary's right to receive the accumulated inconte and corpus is conthigent
upon his surviving until lie reaches his majority or other specified age, the Interest
given to ti llmior is a future Interest and tile annual exclusion does not apply.
This decision Is squarely contrary to the Wells case. i'lie situation in wilichl itlt?
Is no contingency, and the minor or his estate are absolutely entitled to receive
the accumulated Incomei at a future (late, was not directly ruled upon, but the
reasoning of the court suggests that the rule of the Peh:er case would still apply.

We believe that the reason Justifying the exception of future interests, viz, the
uncertainty as to the identity aitd number of the donees of the remainder interests,
does not apply to a case in which there is a present gift of the entire interest,
with only the actual enjoyment of the income postponed during the minority of
the beneficiary.

XV. Exemption of securities of 11irCsident aliens from estate and gift taxes
should be providcd.-Under the existing law, nonresident aliens are subject to
estate and gift. taxes only with respect to property situated within the Unifed
States. However, the Internal Revenue Code provides In respect of both t'xes
(see. 862 (a), see. 1030 (b)) that stock of a domestic corporation shall he con-

sidered property situated within the United States, no matter where the stock
certificates are physically located. In accordance with this theory, It Is suggested
that the statute should specifically enact tie rule stated in the present regulations
(regs. 80, Art. 50, and regs. 79, Art. 18) that stock of a foreign cv'poratlon shall
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he deemed to I)e property without tile United 81ates, regardless of the physical
location of the certificates.

No sinillar in(onnistency exists in tile case of bonds, whihll are usually taxed
in the place where the ionds are physically located.

We recommend thatt stock, bonds, aind other securities of foreign corporations
owned by nollresident iliens he specllcully exempted from esat find gift tfixes.
This recommendation is based solely upon practical considerations. There are
inny good reasons for encouraging nonresident allens to keep their sectiriths,
whether foreign or domestic, It Amerleali eustodin accounts. lImploymellt find
Income is provided to numerous prsons handling such accounts. Thi' presence
of these accounts facilitates the collection of other taxes due from the owners
thrleof. The I raIsact lons (Olsumlaled I)y th eustodiais ii American markets
yielh revenue in tie form of stamp taxes and otherwise.

The existing law defeats Its own purpose, viz, maximum revenue, by creating
Ii lx Incentive to foreigners to keep their foreign securities outside tlhe United
States, thereby defeating the policy of tilhe changes Ili t lI( ieoiie.lax law made
ii 19:36 (see code, see. 231 (0) ) which xemplted 1notiresident aleis from tlx oil
lher (lipitail gailis realized by transfers on Ainerican securities exelanges. Also,
since most pe('rsonis prefer to keep fill their securities lit a sigie Ac('couln, Ihe result
is that many aceouiiits of su.h aliens tire kept in (anida or elsewhere, which might
otherwise Ie Ililinta111(1led Ill tile United States. For tlese reasons it o (,ofllldenltly
believed Iha t il adoption of tile foregoing (rcomeillidll ioi would, In tile net,
benefit the revenue. Also, it Is believed that the estate and gift-tax revenue
derived from such nciiiresloent allen securities is so small as to lie negligihle.

For thmse reasons we recommend that paragraph (b) of section 80:1 of the
Initeril Revenue Code be niniilded by iingiig the period at the eiid thereof to
a semicolon find adding the word "and", and that it now subtsection Ile added
reoadig an follows:

"(e) 1,'oreign sceuritics.-Stock in, aid securities of, a foreign corporation or a
foreign government or political subdivision thereof, owned aind hld by a nonresi-
dent not a citizen of tile United States, without regard to the physical locationl of
the certificates or other physical evidences representing such stock or securities
it tile tine of the decedent's death."

The adoption of tis recolmendalilon should be accompanied by the addition to
s(,t1ioli 103,0 of the Internal Revenue Code of a new subsection (e) with a text
ilcdtial with that of Ihe foregoing proposed section 863 (e).

XVI. Provision should be made for adequate tax-free fttnds for pallment of Fed-
eral estate tares.-It is strongly recommended that appioprlate provislons le
written into the Federal estate tax statute which will permit the owners of estates
to )ild up reserves or funds for the payment of estate taxes at dlehti, the amount
of which shall be exempted from estate taxes to the extent they are applied to tihe
payment of such taxes.

We believe that such provisions nire urgently needed under the existing law and
that they are absolitely Imperative if the radical revision in tile rate scliedile
find reduction In exemptions recommended to your committee 1v the Treasury
Department should le enacted into law, li whole or lit part. High progressive
estate tax'rates have already created acute problems for executors and hidnin-
istrators In finding funds to pay these taxes without disastrous forced l(juldation
ot assets lit sm-rificial prices. This iji'oht-iin'4 Iilly ,lit wlciC all or a
major part of the estate consists of the ownershlil of a going business or of real
estate or other nonliquld assets, The artificial pressure for liquidity created by
the present law Is a serious obstacle to the movement of enterprise capital Into
new business v'enturs which the general welfare demand .

(ollection of estate taxes will le seeded lip. Losses, due to sacrificial linuila-
lo)1 of estate. w ,ilh are costly to income-tax revenues, will he areatly reduced.

The detreosing Influences ol market values generally of such liquidations will
le minimized. Mo-t Important of all, usinssiomen will le able better to plan
their affairs nid will he encouraged to embark upon new enterprises whm file
pressure to maintain a high degree of liquidIty In their assets is materially
reduced. The estate tax, of all taxes, should be constructed from the point of
view of Its long-run eff-ets.

There are several possible alternative metods wieh may lie provided whereby
the shoek of hih estate-tax rates mon other tynos of assets niv be cushioned
and tho Overninent assured of prompt payment of Its tax. The only elshton
now provided is the possibility of extensions of time In which to pay estate
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taxes up to 10 years. However, such extensions carry an interest burden of 4
percent, which is In excess of the current average earning power of Investments.
Tlie combined Impact of heavy estate-tax rates and increasing income-tax rates
Ulpon tile Incomes of estates makes it impossible to meet estate taxes out of
income of estates within any reasonable period. Time tax problem is further
loci-eased In somme cuses where State death taxes exceed tile amount of the
Federal credit.

We do not suggest any specific method as the chest or only possible one, but
sumilt for your consihiraton two general methods for providing essential relief.
It Is believed that some comhination of these two methods, which may be (I-
nominated (1) "s-eIf-insurance," ani (2) "purchased insurance," may provide
tie, most practical solution.

(1) ,ealf-insuram'c.-This plan involves setting up it trust specifically for
estate-tax purposes. If (deemed desirable, the statute might limit tile types of
assets which could be placed or kept in such a trust, such as, for example, Gov-
ermnent bonds, securities listed on the New York or other recognized exchanges,
til( time like. It is suggested, however, that no such special limitations be im-
po d in order to avoid discrimination between n investments, since the trust
instrument would ordinarily contain provisions as to liquidity.

Il the interests of simplicity and prevention of possible Income-tax avoidance,
such trusts should be permitted to be revocable, except that after the settler's
death tile assets would be specifically earmarked for estate-tax payments, and
no prior distributions could be made till such tax liabilities were liquidated.
Tile trust instrument eould provide for the disposition of earnings prior to the
settler's death. either by way of accumulations or distribution to him. In
either event, the trust Income would be taxable to the settler. The instrument
might also require as a guaranty of liquidity that the trust be liquidated within
a relittively short the after the due date of tile estate tax.

Whatever portion (of the trust assets are required to pay estate taxes should
lie made exempt from sureh taxes, and any excess should be subject to tax. Some
slpecial provision may lie necessary, in the event of such an excess, to prevent
introducing algebraic complication into the computation of the tax, but there
are sevrtial ways in whhch resort to algebra can be obviated bv proper draftsman..
shiln. There should be no tax on the privilege of creating such trusts.

The principle of not taxing such portion of the estate as is required to pay the
tax accords with time result nowv reached under the gift tax, where the tax Is paid
by the donor out of the estate remaining to him after a gift. 'The tax so paid
is not taxed as a part of the gift and operates to reduce tile estate pas.lng
at death am'd subject to estate tax.

2. Pu,'eased hlsurance.-Past proposals in this field have usually taken the
form of exempting from estate tax the proceeds of life Insurance, definitely
earmarked in some wav for time purpose, to tle extent such proceeds are required
to Pay e-ate-tax liabilities. with any excess added to the corpus and subject to
tax. Hare. also. sone special provision may be necessary to obviate the use
of alebrale formulas when such an excess Is present.

It is reeognizd that Its vimnlieity is a major advantage of this plan. On the
other hand. a limitation of relief to this plan alone may be deemed obieeJtionable
bpenep It may discriminate between taxpayers, since all taxpayers are not
Insurable.

For tlmee reasons it is believed that some form of boih nlans should be recog-
nized by tle statute, leaving the taxpayer to select the form best adapted to his
OWl) Pir|uflumstances.

XVII. Rection A2 of the ere should he rnealcd or nmo4flrd.-We recommend
that soetioi 42 of tle Tnteretil Uleveipu Code, as Interpreted ind apnl'ed 1w the
Supreme Court In tli recent case of lh'errlng v. Enright (61 S. Ct. 777 (1941)),
lie revealed or modified.

Sctlon 42 of the code provides in part as follows:
"In the ease of the death of a taxpayer there shall be Included In net Income

for the taxable period ii which falls the d.nte of ils depth tile amounts accrued
up to tle date of his don th. if not otherwise properly inclIdible In respect of
sch virlod or a prior period."

There Is a correlative provtsion In section 414 relating to the accrual of deduc-
tions and credits. The combined effect of these two sections Is to compel the
net Income of a deceased taxnnyer to be computed on an necrul b-sis, irre-
spoctive of the fne- that in all prior years the deceased tpxpave- had been on
a cash basis. This provision was first introduced In time Revenue Act of 19,34
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and grew out of a decision that Income accrued before the taxpayer's death,
but actually collected or received thereafter, was not income to tile estate, but
a part of the corpus (Nichols v. U. S., 64 Ct. CIs. 241; cert. den., 277 U. S. 581).
The report of the Ways ald(1 Means Committee on the 1934 act (11. Rept. 761, p.
24) stated that such an amendment was necessary, since, If such Incone Is not
taxable to the est ate, it escapes taxation altogether unless tie law taxes it to
the decedent. There is no quarrel with the position that such Income should
not escape taxation altogether.

However, h form of relnedy employed In the 1934 amendment In correcting
an Inequity to the revenue has created several new a1d even more serious lIn-
justices to deceased taxpayers and their estates. The truth of this statement is
vividly exemplified by the cases of Helvering' v. Enrighlt, supra, mid l'faff v.
('ommis8ioncr (85 L. Ed., Adv. Op. 093) deelded the same day. In the Enright
case, section 42 of the code was held to require the inclusion in the closing return
of the decedent who was a member of a partnership which also reported its
income on a cash basis, not only the decedent's interest In the firm's uncollected
accounts valued at about $2,6l)0, but also his Interest in unfinished work of the
flim at Its appraised value for estate and inheritance tax purposeF, viz, about
$40'50.

' impile analysis will show the many inequities lurking In such a result.
(1) A large and disproportionate amount of Income, which may be collectible

only over a period of several years, if at all, is subjected to a heavy surtax as
an addition to the decedent's normal income In the year of his death.

(2) This income so accrued Is thus taxed entirely in the decedent's "top
brackets" in the year of Ills detih, although it would normally have been taxed
at lower rates over several taxable years, had the decedent lived.

(3) The addiction Income tax required to be paid by the estate as the result
of the Inclusion of such accruals would, in many cases, exceed the cash income

available for payment thereof.
(4) The items accrued under the doctrine of the Enright case will often

Include large amounts which are not accruable under the ordinary understand-
Ing of that term, since in many eases the amount of the fees to be charged by
professional partnerships for work In process are not determined until the work
is completed.

(5) The decision will require time accrual of substantial amounts of profes-
sional fees which will never be collected, since the excess of fees on the books
over the fees collected in such cases is notoriously large. Decedents' estates
will therefore be niuleted of Income taxes on "dead horses" in many cases.

(6) In summary, an Income tax law which is based upon the principle that
Incomes shall be taxed in accordance with ability to pay; I. e., $10,000 tax-
payers at one rate, $30,C00 ones at a higher rate. and $50,000 ones at a still higher
rate, in fact nay/ work out in many cases under section 42 as follows: In the
year in which a 'S10,0M taxpayer (lies, the rate of tax to which lie will be sub-
jected may be thlit of tie $30,000 onef or the rate payable by the $30,00 man
may become that of the $50,0'0 mail, etc.

We do not believe that the Congress contemplated such paradoxical results
when it enacted section 42 in the 19,34 act. The section works a practical
approximation to fairness In ordinary cases where the amounts Involved, such
as wages and salaries, interest, rents, and the like, are small and tme amounts
aceruted are for the most part aniouints which the taxpayer would have actually
received in ordiary course, had lie lived until the end of his taxable period.
But It works serious Injustice as applied to many decedents, Sich as doctors,
lawyers, dentists, insurance agents, advertising agents, and the like, whose
compensation is subject to delay in determination and payment, and to substan-
tial shrinkage In actual realization by collection. This Injustice is gravely ac-
centuated by the broad concept of accrual applied to section 42 by the Supreme
Court In the Enright ease.

The extremes to which the doctrine of the Enright case may be carried are
shown Iin a very recent decision of tile circuit court of appeals for the fourth
circuit In the case of Hcl(eriflf v. McOlue (April 10, 1941), P. II. C. D. No. 02,
607, revg. 41 B. T. A. 1186. In this case the court held that section 42 compelled
the Inclusion in the decedent's gross income reported In the closing return of
estimated executor's fees, neither allowed by the probate court nor received by
the decedent prior to his death. Tile court stated that "Had respondent been
alive, and had he kept his books on the 'accrual basis' (as that term has been
Interpreted In many court decisions) we should feel obliged to uplold the Board's
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findings that the executor's fees could not have accrued prior to the allowance and
approval of these fees by the )robate court." Nevertheless, the court felt hound
by the Enright decision, find held Ithe estimated fees ticeruable under section 42,
since it was the rationale of that decision that it wa, the Intent of Congress by
that provision to reach all income earned during the life of the deceient int
might otherwise escape income tax. The court said that there was no contingency
or uncertainty qualifying the deedent's right to ni Ileast a quantuin nieruit re-
covery, although there was no fiing as to the vllue of the services on I his hasis.
Furthermore, unfil the executor's final accounting hml iveen approved by the pro-
bate court, appraisal of tile value of Ills rights, event iII qualitlm rneruit, would
he a matter of guesswork, in view of the losslidlity of offsets fnd surcharges
arising out of Ills administ ral Io of tile estate.

Tie Tnriyht doctrine has very recently heei carried to shilar extir('lnes i1 a
case Involving section 43, relating to dedu(et ins. In the Case of filie estate of lexwis
Ca., Led yard, .14 I. T. A. No. 162, a sthshlttll almonlit wIs 1h leli(i lile on
account of a liability, which wis involved ini a lawsuit Iending ati liev tin of
tie (leeedhnt's (lath, find which was not settled until iiore than a year. S'h a
fleduetiol would not haw heeli allowed on irdllary prnlciplv', of ne(erttll. The
lmplicalltols of this decision are clearly very adverse to IIIe interests of the
reverie.

We recommend the repeal of sections 42 and .13 as ti simplest ietioll of
reetifying these Inequitles.

XVIII. The doctrit(, of congressional adoption or ratification of admin istratlihe
rcgjlationls by subsequent rccnaetnictlt of the staltte should be abro.ahted or
sharply limited by leislation.-The past few years have witnessed flit' Ju(lilial
evolution and sporadic, though increasing, application (or nilsapplication) of an
ill-defined doctrine tint congrtessional reenactieient of a statute, without changes
of substance, after the statute has leei interpreted in d(,Iartnviii'al r',gulalions,
has the effect of legislative aipIroval or adoption of suh regulat h.s. Leadiig
case.; for the doctrine are Brewstcr v. Gage, 280 U. S. 327; Ielrerhum1i v. R. .1.
Rcynolds Tobacco Co., 306 U. S. 110. The result of the applhlication of tih(, doctrine
may he tantamount to anl Incorporation of tle regulation Into the statute.

The doctrine has been Invoked in many Cases without regard to whether the
regulation in question is a legislative reguhltion. proiiulgated under sleitfle fu"
thority and direction of Congress to spell out (]('tailed rules necessary to (ffeehtunte
tile general principles of a statute, or is all Interpretative regulation setting forth
merely n administrative construet-Ion. It has heen most frequently al1 llin
cases arising under the internal-revenue law;,. The Supreme Court lis ilslf
vacillated so frequently In Its formulatlons and applicnt latin of the rule ihat It
hi,; produced serious uncertainty among taxpayers and confusion among the
lower Federal tribunals. The natural tendency In tie Inferior courts has ieen to
apply the doctrine mecia nically, frequently with itnequitale or even absurd
results. Tile uncertainty ai(l confusion hasi bCen aggravated by several vaguely
defined Ihinitahtios upon the scope of the doctrine Itself. The doctrine lios met
with widestrend eriticsm, mainly adverse, hy close students of the problem.'

The application of tile principle tends to favor the Government, since most
Treasury regulations Incline to resolve doubts in a manner beneficial to tle
revenue. Yet there are striking exceptions, aunong them the recent case of
Helvering v. R. J. Reynolds Tobacco Co., supira, where the court held that
Treasury regulations which had survived several reenactments of tit(, statute had
been adopted by Congress. These regulations had laid down the unqunlifled rule
that a corporation realized no Income from dealing In Its own stock. Tills post-
tion had been sharply modified by the Treasury in its regulations under the
Revenue Act of 1034, at which time the earlier regulations were also retro.
actively amended. The court held that the Treasury was bmound by tie prior
relations, at least so far as It was sought to mend them retroactively.

'['he uncertainty created by the apparently rigid and far-reaching formulation
of the doctrine In the Reynolds cage was slight compared to the eonfuslon en-
gendered by the decision at the same term inI Hclvcring v. 1Vil-lirc Oil Co. (808

I Rep. epeciallv. Pwil. Use nnd Au.se of Tax Reaulations in Stntutary Cnistructlon
40 YAlP L,. J. 0(10 (1940): Alvord. Treasury lle-ilation ill the Wilsire Oil P'nic. 4(1
Cal. ,. R,,v. 252 (1040) : ,lrrev, The Scone tand Effect of 'rrewsurv Routntlainiq Inder the
Income. Estate. and (lift TaxeR, 88 IT. of Pa. L. R%,,. 5511 (19401 : Brwn. Ritlatlons.
Reen',etment. nnd the Revenue Acts.. S4 Thrv. T,. Rev. 377 (19411 : lrwold. A Summarv of
the Roeulationq Problem. 54 ITnrv. L. Rev. 39 (1911) : Feller. Addendum to the R-ulntinnR
Prolem, 54 Harv. L. Rev. 1311 (1041) ; Griswold, Posterlptum, 54 Iarv . 1ev. 1323(1941).
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U. S. 90). There tile court, by a resort to very technical ground., distinguished
the Reynol8 case and refused to be bound by a prior regulation where it deemed
that doing so would produce a bad result. The Wilshire case seems also to
indicate that the doctrine does not prevent the administrative authority from
modifying regulations presumably adopted by congressional reenactment of the
statute, If the amended regulations are limited to prospective operation. This
leads to the paradoxical and absurd result that conflicting regulations inter-
prOting Identical statutory language may both have the force of law, one before
and the other after a particular (late, by virtue of the same doctrine of con-
gresslonal approval.

The uncertainty and confusion created by the foregoing decisions seriously
Impede the proper administration of the revenue laws. More serious, however,
Is the threat which the doctrine carries to the Integrity of the legislative process
Itself. It assumes that, when Congress legislates by reenactineat of revenue
laws, with amendments to only a few sections, It thereby gives its approval to
prior regulations interpreting the iany secilons In which no changes are inade.
It even assumes familiarity oil the part of Congress with the content of such
regulations. These assumptions are unrealistic anl(d are based upon Ignorance of
the legislative pr.ieess. In oeeasional Instances only, are particular regulations
brought to the specille attention of Congress or Its Ways and Means tind Finance
Committees. Only In such cases is there any reason for regarding a failure to
amend the section Interpreted by the regulation complained of as amounting to
legislative approval of such regulation In fact.

Congress lacks the time required for careful analysis of the vast volume of
regulnallons promulgated by the Treasury Department under the tax laws. It Is,
therefore, Invidious policy to attach to the bare reenactment of tie statute conse-
quences which should flow only from all express or clearly implied ratification
In fact of such regulations by Congress. In the absence of such a ratification, the
regulations should carry no additional weight in the courts by virtue of re-
enactment of the statute.

We believe tile situation has become so urgent that It call be satisfactorily
solved only by legislation. We therefore recommend that each revenue act con-
tain a specific provision declaring that the reenactment of any portion of tile
statute shall not be demned to Imply legislative sanletion of prior regulatfis
relating thereto, unless (1) Congress specifically declares that It shall have such
effect, or (2) a committee report upon the bill providing for such reenactment
states that the committee has considered the regulation in question and has found
It to contain the proper Interpretation of the reenacted statute.

XIX. Legislatire regulations should he proittl1atcd only after publi hearings
held upon due notlee.-In a limited number of situations under the Internal
revenue laws, Congress has found it desirable to vest in the Commissioner, with
the approval of the Secretary, specific authority to promulgate regulations which
may be found necessary to carry out the provisions of a statute. These regula-
tions are very different In their effect and In the functions they perform than
the more common type of interpretative regulations, which merely serve to
Inform the pubdle as to time ofllelal Interpretation of certain provisions of the
statute. They are In reality legislation supplementing the basic statute Itself,
made under a delegation of power by Congress, within the framework of the
general principles and standards contained In the statute. Assuming that the
delegation of power Itself satisfies constitutional limitations. tme regulations,
when promulgated, have tile force and effect of legislation and can be attacked
only if they violate sonie substantive constitutional guaranty, or contravene tile
limitations of the statute under which they are promulgated. lenee, It is a
matter of relative infrequency for such a regulation to be held Invalid.

A good Illustration of this type of regulations Is found in the case of con-
solidated returns of railroad corporations, provided by section 141 of the Internal
Revenue Code, and consolidated returns of eorporntions generally for excess-
profits-tax purposes, provided by section 730 of the code. Iln both cases tie
sFblect matter Is too complicated and teehnleal to permit the spelling out of
highly detailed rules In tile statute Itself. - Congre.s solved this diffleulty by
conditionlng time privilege of filing such returns on consent by the taxpayer to tile
provisions of regulations promulgated prior to the making of such return, the
filing of a return to constitute such consent. The statute Itself contains only
very general standards to govern such regulations. Regulations of this type,
unless held Invalid by court decision. are nniusuauly stable and are seldom
amended, save when the enactmnt of another statute permits changes to be
made In a new regulation promulgated thereunder, effective only for the future.
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We have 'no quarrel with congressional employment of this device. Indeed, In
situations such as the above, its use Is a matter of necessity. There may even, be
Increasing occasion for its use in the future. But we think, by reason of the
peculiar character of such regulations, that careful control of the procedure
followed In their promulgation is necessary in the public Interest, as a safeguard
against hasty, ill-informed, or arbitrary administrative action in framing them.
Congress itself follows the policy of allowing public hearings before framing and
enacting important legislation affecting private rights and interests. We believe
a similar procedure Is necessary here.

In line with the report and recommendations of the President's Committee on
Administrative Law and Procedure, we recommend the enactment of legislation
requiring the holding of public hearings by the Treasury Department prior to the
promulgation of any legislative regulations. Adequate notice of the date and place
of such hearings should be given In the Federal Register. In order that such
hearings may be of maximum utility, the basis of the hearings should be supplied
by the publication in the Federal Register, along with the notice, of a draft of the
regulations as tentatively proposed to be Issued by the Department. Anyone
Interested in the subject matter should have tihe right to aplar orally or by brief,
or both, to submit criticisms and suggest additions, deletions, and other amend-
ments to the regulations as proposed. Similar requirements should apply to any
amendments to such regulations the Department may desire later to make. The
validity of any such regulations or amendments thereto should be conditioned
upon prior compliance with these requirements.

XX. The application of the personal holding company surtax to the capital gains
of nonresident foreign corporations should be clarified.-Beginning with the
Revenue Act of 1936, Congress deliberately relieved from tax the capital gains
of nonresident alien Individuals and nonresident foreign corporations not engaged
In trade or business or having an office or place of business in the United States.
iScs. 211 (a) and 231 (a), Revenue Act of 1930.) Congress further specifically
declared that the effecting of transactldns in the United States in stocks, securities,
or commodities through a resident broker, commission agent, or custodian did not
constitute the carrying on of a trade or business (see. 211 (b)). In lien of
the Income taxes formerly imposed, Congress levied a fiat-rate tax, ordinarily
withheld at the source, on dividends, Interest, wages, rents, and other speclfpd
types of Income, not Including capital gains.

In the Revenue Act of 1937, Congress changed the method of taxation of non-
resident alien Individuals by making them subject to graduated surtaxes where
their United States Incomes from the specified sources aggregated more than
$21,600 for the taxable year. Again, Congress made it clear that their capital
gains were excluded from the tax base (sec. 211 (c)).

Despite this clear expression of legislative policy, the Treasury Department has
ruled In its regulations that the personal holding company surtax applies to the
capital gains of nonresident foreign corporations. (Regs. 94, art. 351-1; Regs.
101, art. 401-1; Regs. 103, sec. 19X.05-1.) This is true even If all the stock of the
corporation is owned by nonresident alien Individuals.

This paradoxical position was adopted In face of the well-known fact that thiA
surtax was aimed at incorporated pocketbooks commonly used by individuals to
hold their Investments and effectuate their transactions In order to reduce their
Individual surtaxes. But what possible' tax Incentive could there be since 1930
for nonresident alien Individuals, who were themselves exempt from all taxes
on capital gains, to use their corporations to effectuate their capital-gain trans-
actions In the United States? Obviously none. Congress, having exempted non-
resident alien Individuals and nonresident foreign corporations from any normal
or basic tax on their capital gains, cannot reasonably be supposed to have intended
to apply this surtax to such gains.

In orcer to effectuate the clear Intent and policy of the statute, we recommend
a clarifying amendment which will specifically exclude from taxable Income for
the purposes of the tax Imposed by section 851 of the 1936 act and the correspond-
Ing provision of later acts the capital gains and losses of a nonresident foreign
corporation, all of whose stock is owned by nonresident alien Individuals.

B. The eaccss- rofits tax

I. The present basis for determination of invested capital should be revised
so as to employ cost to the tax'pap er in lieu of cost basis as the general rule,
with proper provisions for relief in exceeptional situations.-It Is respectfully
submitted that several Important changes in* the methods prescribed for the
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determination of invested capital are essential it tile Interests of sound policy
and fair and equitable results.

(a) The first change which we rccolnlleIIl Is that section 718 (a) (2) of tie
Internal Revenue Code be amended so as to provide for the use of taxpayer's ccst
instead of mx basis in the computation of Invested capital where property Is
paid In for stock.

Setlion 718 (a) (2) now reads as follows:
"(2) Property paid in.-Property (other than money) previously paid In (re-

gar less of tHIe timi paid in) for stock, or as paid in surplus, or as a contrilu-
tio to capital. Such property shall he Included in an amount equal to Its basis
(unadjusted) for determining loss on sale or exchange. If the property was
disclosed of before such taxable year,-such basis shall b2e determined In tile sale
manner as it tile property were still held at tile beginning of such taxable year.
If sueh uiadjusted basis is a substituted basis, It shall be adjusted, with respect
to the period before the property was paid In, In the manner provided In section113 (b) (2)."

This use of "tax basis" represents a major departure from the old excess-
profits tax laws. See section 207 (a) of th tev'enut, Act of 1917, and section
326 (a) (2) of tile Revenue Actsof 1910 and 1921. Tif'-bAasic rule under those
acts was that invested VpiPtal was Increased by "tie actual cash value of
tangible property paid tij,'6ther than cash, for stock or shares.""k.Arl~trary limiji-
tations were applied otlltanglblcs paid in. h'is departure createasa whole host
of new conipllcatloi' ill tile computation of invested capital and will result in
serious and indefeasible discrinnatgn between corporations similarly situated
in many eases, as ,Will be demonstratedhereinafter.

It will be notod that tile above provision preseribes as the "tax basic '? to be
employed tile u4 adjusted basis for determining loSs upon g; sale or exch~lge In
accordance witob the basis provlslons of the present law. The report of the )Ways
anil Means 'M Co ittee oil the bill Iti.' 2 4) ,gavf ats the reason for, using unad.'jsted
basis, rather than adjusted basis, thaw -° 't 1: .r

"Tie use of tile unadjusted basis 'is !ietated by the fact that adjustment of
basis, notabl.; for depreciation, arel'retcted in earnings and profits * * *

This is at *st only paitfiallx true, si4 ezadJustnenti will often have beenmade to a basls different from. tat at il0 the 4woperty is required tQ be
taken Into Invested capital. In the' case of depreciation, this very discrepdncy
Is present, sihje under section 114 (h) of the code, depreciation must be taken
on the basis fMr computing galn, not loss, on the sale,or excilange. This djffer-ence becomes ~important wherpver March 1&,g18, 'alie is involved. Wijorever
such (isparlty 6X bases exIsta the reflection of adjustments to basis In the calu-
Ings and profits account will be distorted, Rhlp distorttgn is less than if adjusted
tax basis were uscd, and constitutes oiie of the Ieser objectives to the employment
of "tax basis" iln seftlon 718 (a) (2).' '- , f

It is our posltlon4liowever, that the decisiQo to use "tax basic s',ut all as at
measure of invested '4iC*tal was not well taken and should bQ ,teconsIdered.
There Is no necessary reltjon, economic or otherwise, between bis for ordinary
corporate tax purposes and tlw concept of invested capital. The chief function of
Invested capital is to provide h ytirdstick in determining,wh-At part of the profits
of at business enterprise are "1exct4Ia iprofl~ ~ith;fil prop~erly be subjectedl
to a igh-rate graduated tax. If the t& rii"ei'ciess profits" means anything atall ili this context, It must mean a return In excess of a fair return on the,
property which the taxpayer is employing in Its business and which is thereby
exposed to all the risks and hazards of the enterprise. This reality was recog-
nized In the older laws when the cash value of tile property paid in was used
as a measure of Invested capital, although the arbitrary limitations imposed on,
intangible property paid in were unfortunate an( it Is well that such distinction
ias not been adopted in the present law.

The essential problem Is, "What capital has been Invested in an enterprise
by the taxpayer which is subjected to tax." How much capital was Invested
by som other entity or person in tie acquisition of assets subsequently acquired
by tie taxpayer and employed In its business is of no relevance in determining
a fair profit to the taxpayer Itself.

A simple case will serve to Illustrate this distinction and also to show tie
results reached under the existing law. Suppose that X corporation, the tax-
payer, In 1936 Issued one-half its authorized stock of 10,000 shares in considera-
tion of the transfer to It by anotlier corporation or by a group of individuals of
certain assets which X employs Ini Its business. At or about tile same tine X.
Issues tile balance of its stock to others for cash, the subscription price being $50,
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per share or more. Had X sold all its stock for cash at $50 per share, there
could be no doubt the cash received would constitute its invested capital. How-
ever, under the existing law, if the transactions in which X obtained property
for stock were of such nature that, under the basis provisions of the present
law, found in section 113 of the code, a carry-over or "substituted" basis will
apply to the property so acquired, and the adjusted basis of such assets to tile
transferors was only $25 per share of the stock issued, then the invested capital
of X under the existing law will be only $125,000 ($25X5,000)+$250,000
($50X5,000) or $375,000, although X has by hypothesis Issued stock of a value of
$500,000, stock which might have been sold for that amount, In order to acquire
the assets employed in its business.

The foregoing Illustration will serve to bring out several of the vices inherent
in employing tax basis as a yardstick of Invested capital. Let It be assumed,
as may often be the canse, that another corporation, Y. perhaps an actual com-
petitor of X, has a capital structure identical with that of X. rile only differ-
ence between tile two corporations in) that Y issued Its stock for cash, which It
used to purelniso the assets needed in its business. The two corporations are
both well managed, do about the same volume of business, ald enjoy about the
same net income. Yet under the existing law, Y will have Ial Invested capital
(exclusive of any accumulated earnings and profits) of $500,000, while X has an
Invested capital of only $375,000. Y's excess profits credit will be correspondingly
larger than X's, and X may have to pay it substantial excess-protits tax, while Y,
having the same net Income, pays little or no tax. Moreover, ill tile case of X,
tIle 50 percent of shareholders who paid cash for their stock are penalized by tile
excess-profits tax oil the corporation, since the corporate profits available for
dividends are thereby reduced, becau-se X Is compelled by section 113 of the code
to use its transferror's basis for normal tax purposes with respect to the assets
acquired through the Issuance of stock. Only very weighty considerations can
justify such manifest discrimination i a tax law.

It is believed that there are no such considerations. It Ilay be contended that
tilese paradoxical results are Justified because il the case In which assets were
exchanged for st, ek gain or loss wits not recognized to the transferors; therefore,
the law should not permit tile stepping up of Ilvested capital with respect to the
interest so transferred. There are several cogent answers to tills argument.'"

First: Whatever substance It may seem to have, It Is fairly applicable only to
such nontaxable transactions consununated after the effective date of excess-
profits-tax law. There may be reasons wily, with such a law on the books, Con-
gross might deemi it wise policy to condition alny increase in invested capital by
means of a reorganization upon the recognition of gain to tile transferors In the
transaction, at least where there is no substantial change in ownership or control.
But such considerations of policy could lot apply to such transactions constm-
mated in prior years when the lrties never dreanled of the possibility of an
excess-profits tax, and when tile only tax benefit derived from nonrecognition of
gain was the postponement of normal taxes. This benefit bore no relation to
taxes on excess profits. But to penalize transferee corporations and their present
stockholders years fater by heavy excess-profits tax computed upon a base which
Is arbitrarily reduced cannot be Justified either as a matter of policy or equity.

Second: Tile argument proves too much. It. confused the investment of tile
corporation Issuing the stock with the investment of the owners of the stock in
their shares. A simple Illustration will help to Illuminate the point. Suppose
that corporation S issued its stock originally to A, B, and 0 for $50 in cash per
share. The corporation hao prospered and Its assets have appreciated in value
so that its stock is now worth $100 a share. A, B, and C sell their stock at that
figure to M, N, and 0, gain being recognized to A, B, and C, of course, on the
transfers. Such transactions have no effect upon S's invested capital. It remains
the amount of cash received, pls any accumulated earnings and profits. If tile
increase in tile value of its shares Is due entirely, its It might be, to unrealized
lppreciation il the value of its assets rather than to accumulated earnings, the
corporate invested capital would e only one-half of the investment of its new
shareholders in their equitlee. In the converse situation, there is no reason why
the corporate invested capital should be limited by the investment of those who
transferred assets to it for its stock, where for any reason the value of tile
stock when Issued exceeds tile transferors' investment.

Third: The provisions of the existing law are not even consistent, in that they
do not in fact requirea corporatioll issuing stock for assets to use tax basis in
all cases where no gag was recognized to the transferors ill the transaction by
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which the property was acquired. Tie reason for this is that section 113 of tile
code, the l)re.ctt law which Is made applicable, does not prescribe tue trais-
feror's basis as the basis of the transferee in every case hi which no gain or loss
was recognized to the transferor under the law applicable to the year in which
the transfer was made. A striking case of this sort is one of a reorganization
where the tax basis is governed by section 113 (a) (7) (a) of the code, that
is, a transfer by a corporation lit conncetion with a reorganization In a taxable
year beginning prior to January 1, 1930, where immediately after the transfer
an Interest or control of less than 50 percent remained in tie same persons or
any of them. Similarly, many reorganizations were treated as tax-free In prior
years under interpretations of the law which have since been disturbed or over-
thrown by tite judicial Introduction of nonstatutory overriding doctrines such
as the "geritalne to business" requirenent of Gregory v. Jlelvering (293 U. S. 465
(1935) ), the continuityy of interest" requirement of Jlclvcring v. Minnesota Tea
Co. (206 U. S. 378 (1935)), and Lc7'ulle v. ,chofleld (308 U. S. 415 (1940)), and
the "party to the reorganization" requirement of Ucivering v. Bashford (302
U. S. 454 (193S)), and 0,roman. v. (omiissioncr (302 U. S. 82 (1937)). In many
of these cases, taxpayers are free to use cost rather than transferor's basis In
computing Invested capital, subject only to tie adlJu-tments prescribed by sec-
tions 3801 or 734 of the code. These sections do not apply to the cases governed
by section 113 (a) (7) (a) of the code, referred to above.

It is probable, however, that section 718 (a) (2), hi its use of "tax basis,"
will be defended chiefly upon the ground of administrative convenience or sihw
plicity. It will be said that tie use of taxpayer's cost wouhl Involve many diffm-
cult problems of valuation of the stock issued lit consideration therefor. There
are several sufficient answers to this argument. In the first place, while adiniis-
trative convenience Is entitled to due weight, It does not justify inilcting serious
hardship and discrimination. In th second place, the apprehended difficulties
of valuation may be easily exaggerated. Tie Bureau of Internal Revenue is in a
far better position to administer problems of valuation without undue controversy
or litigation than It was tinder tie earlier excess-profits tax laws. In many
cases stock-exchange sales al(l over-the-counter transactions will afford ready evi-
dence of value$ of the stocks involved. Vast stores of information, it the form
of balance sheets and profit-and-loss statements of thousands of corporations,
appraisals of corporate securities for estate- and gift-tax purposes and the like,
accumulated over a long period of years, are now available it Bureau flies. The
Securities and Exchange Commission and other Federal agencies possess great
amounts of relevant and trustworthy data with respect to corporate valuations.
All these resources, if Intelligently used, would minimize the seriousness of the
valuation problem.

Finally, i apl)raising the merit of the administrative argument based on vaia.
tlion, the formidable difllcultles Inherent it the "tax basis" rule of the present law
should not be ignored. The use of the basis for determining loss rather than
gain, in order to eliminate March 1, 1913, value as a substitute for cost it the
case of property acquired prior to that date, will require that records be traced
back lit ill cases to the original acquisition of property by the taxpayer itt order
to determine Its cost. Moreover, where the taxpayer acquired the property in a
transaction resulting in a substituted basis tinder section 113, It will then be esen-
tial to trace the records back to the acquisition of the property by the taxpayer's
predecessor to determine such predecessor's original cost. In many cases, the
necessary records will Oe missing or will be Incoml)lete and unsatisfactory.

It Is obvious that the administration of these requirements will ))resent an
unknown number and variety of knotty issues of law and fact and very formidable
difficulties of proof.

Furthermore, tite requirement of the third sentence of section 718 (a) (2) that,
where property has been disposed of prior to thte taxable year, the basis shall be
determined as if such property were still "held" has tle effect of applying the
present basis provisions of section 113 of the code to all transactions, even
though the property may have been acquired and disposed of at a time when the
basis provisions were different from those of the present law, and the resulting
gain or loss may have been computed it accordance with the earlier provision.
This is particularly significant in view of the reduction of the control require-
meit in a "control reorganization" front 80 to 50 percent by section 113 (a) (7)
of tie Revenue Act of 1032, which reduction was applied retroactively to acquisi-
tions of property occurring prior to 1932. It is apparent that the effect of these
requirements incidental to tile use of the "tax basis" rule will be to require a
reexamination of a vast number of transactions consummated in prior years.
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This necessity goes far to rebut the claim of administrative convenience advanced
to support the adoption of the "tax basis" rule.

Finally, the existing law involves all the difficulties of valuation in the very
class of cases In which they are likely to le niost a'ute, viz, cases where property
was acquired by taxpayers for stock prior to January 1, 1918, or, in some cases,
prior to January 1, 1921.

A careful analysis and velghing of all relevant factors leads to the conclusion
that the use of taxpayer's cost to measure Invested capital, where assets, other
than cash, are paid in for stock, will present less difficulties of administration than
the existing "tax basis" rule. Certainly, It will be more easily understood by
taxpayers than the bewildering complexities of law and filet which tile deter-
mination of "tax basis" often involves.

We recognize that there are situations, especially those involving reorganizations
and readjustments lender courtt decree, in whi('h a rigid adherence to the general
rule of taxpayer's cost would lead to serious hardships. We believe that tie
proper remedy for such situations lies In the enactment of appropriate special
relief provisions, rather than the Infliction of the present unsound rule of tax
basis upon the majority of growing enterprises whose future prosperity Is of
such great niomient to the economic welfare of the Nation.

11. Use of dtcrinination of inrcsqtd capital imidcr World War e(xcess-proflts
tax as the starting point for present purposCs should be allowcd.-lt is recom-
mended that the excess-profits tax law be amended so as to permit a taxpayer
which computes an excess-profits tax credit under section 714 (Invested capital)
to use, as Its "starting point," Its invested cal)ital as finally determined under
time 1918 act, pursuant to rules and regulations promulgated by the Commissioner
with the approval of the Secretary.

There are many thousands of corporate taxpayers throughout the Nation who
filed returns for excess-profits tax purposes under the World War excess-profits
tax law. In virtually all of these cases, determinations of Invested capital were
made for purposes of the 1918 act, either by judicial decision which has become
final or by administrative determinations which have become final In 'effect be-
cause of the statutes of limitation.

It would be highly convenient if the statute permitted such corporations to use
these determinations as the starting l)oint in making their computations of their..
current Invested capital. It wonld save inany of them enormous burdens of
tracing old records of themselves or of predecessors to determine original cost.
No grounds for serious objection to this proposal are apparent, particularly If
section 718 (a) (2) Is amended so as to substitute taxpayer's cost or the
fair value of assets paid In as the measure of invested capital in cases where
property is acquired for stock or paid in -as surplus or as a contribution to
capital. The permission to do this should, of course, be granted subject to
compliance with Treasury regulations which would prescribe the necessary
adjustments and the manner of making them In order to conform to the struc-
ture of the present law.

It Is believed the adoption of this recommendation would greatly facilitate the
applications and administration of the excess-profits tax law, both from tile point
of view of the Government and the taxpayer. Special provisions might be needed
in the law or regulations to extend the privilege to an acquiring corporation to use
such final determinations of Invested capital of one or more qualified component
corporations In computing its own invested capital.

III. Ad'ances by gorerninents to Amnerican contractors should be treated as
borrowed capital-Section 719 (a) (2) of the present law made provision for the
inclusion In borrowed capital, under certain conditions, of amounts received as
advance payments under contracts entered into with a foreign government before
the date of enactment of the lew or 30 days thereafter, for furnishing articles,
materials, or supplies of such foreign government.

We recommend that this section be amended so as to strike out the limitation
date and so as to make its provisions applicable also to such contracts entered
into with the United States Government. No good reason has been suggested why
the provision should be limited to contracts with foreign governments. The policy
underlying it seems equally applicable to contracts with our own Government.

The only apparent reason for the time limitation, which restricts the applica-
tion of the provision to contracts entered Into with foreign governments prior to
November 8, 19,40, Is that it may have been assumed that the period allowed would
be sufficient to enable contractors to arrange their future dealings with foreign
governments so that anyladvance payments Nvould be given the form of loans
which would constitute bbrrowed capital under section 719 (a) (1). This as-
sumption, if made, was erroneous. Such changes in established forms and prac-



REVENUE ACT OF 1941 677
tices of foreign governments could be made, if at all, only after protracted nego-
tiations. Such negotiations interfere with expeditious delivery of essential war
materials to them. Since It Is not believed the time limit is necessary to prevent
abuses under this section, it is recommended that it should be removed.

It Is also recommended, in the interest of simplification and ease of admIn-
lstration, that section 719 (a) (2) be further amended so as to permit the
inclusion in borrowed capital of that part of the advance payment whlell has
not been applied to the purchase price of articles furnisied under the contract
at the beginning of the given (lay. It is extremely difltcult, because of unknown
factors and uncertainties which are often present, to determine in mnty cases
how much of tle advance wouhl be repayable to the foreign government, if the
contract were to be canceled oi anity given diate, as the existing provlsi(on
requires.

IV. Modification of the rcquircinent of cornputatiol8 based upon daily accr-
ages and ratios should be madc.-It is recommended that te vilrious provi-
sions of the statute which require computations of invested capital by the use
of daily averages secss. 715 and 716), comluptatfi of net capital changes in
computing tile excess-proflts credit based on income (see. 713 (g) ), and the
determination of the ratio between admissible and Inadmissible assets (see.
720) be amended so as to vest the Commissioner with general power by regula-
tions to waive such rigid requirements where tn his judgment the eiremnstances
do not demand the use of daly averages or ratios and, in lieu thereof, to
permit the use of ratios on a monthly, annual, or other appropriate basis.

The adoption of this recommendation would restore section 715, in essentials,
to tile form it had in the Senate bill in 1910. The Senate provision was un-
fortunately reduced to an absurdity in conference, where it was changed to,
limit the Commissioner's power to relax the requirement of dairy computation
only if lie finds that it will not change the results by more than $1,000. This
leads to the anomalous result that the taxpayer must first make the daily,
computations In order to ascertain whether or not It must make them.

The apparent purpose of the requirement of dairy computations Is to re-
flect a highly exact weighted average for changes in Invested capital occurring
during the taxable year. While reasonable accuracy is desirable, It Is believed
that the rigid requirements of the present law impose upon taxpayers burdens.
of computation, which are disproportionate to the protection of the revenue-
afforded thereby. No such precision was found necessary In the earlier excess.
profits tax laws where monthly averages were commonly employed. The Com-
missioner by regulation can provide ample safeguards to cover cases where-
relatively substantial changes In invested capital occur by reason of large new
stock issues, heavy borrowings, or large capital distributions.

Under section 720, relating to admissible and inadmissible assets, a rigid
adherence to the requirement of daily computations would have created in-
superable difficulties making the law unworkable, since It would have necessi-
tated daily adjustments to basis for depreciation and depletion, and daily
valuation of inventories and of other assets on hand. No accounting method
heretofore devised was capable of meeting such demands. Fortunately, the.
rigidity of these requirements was somewhat relaxed by the excess-profiis tar
regulations. (See Regulations 109, see. 30.720-1.) While section 720 (b) per-
haps gives some statutory support to the regulations, their validity should not
be left open to any doubt.

We believe the proper solution, one which will facilitate the administration of-
the law and measurably relieve tile burden of preparing tile returns, is to grant
power to diNnense by regulation with daily averages and ratios to the extent the
Commissioner deems It advisable to do so.

V. Diserminations against the carnin!1s basiq should be remor d.-The elnact-
ment of a heavy graduated tax on excess profits In 1040 was justified largely on
the ground of prevention of profiteering and the creation of a new crop of,
millionaires out of profits attributable to the defense program. (House of-
Representatives, 76th Cong., 3d sess., Rept. No. 2491, p. 3: Ilept. No. 2894,
pp. 1, 2. House of Representatives, 77th Cong., 1st sess., Rept. No. 146, p. 1.)
There has been little apparent disposition anywhere to quarrel with these ob-
jectives. In accordance with this policy, time Congress in the Excess Profits
Tax Act of 1940 wisely provided that either the average income method or the
invested capital method might be used In computing the excess-profits credit.
Congress thereby recognized and applied the printeple that an excess-profits
tax should qs Its name Implies, apply only to excess profits. Normal profltw.

01077-41- 44
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should not be subjected to such a tax, but should make their chief contribution
to the fiscal needs of the Government through the normal tax. This principle
was again recognized in the amendments enacted in March 1941 which intro-
duced several needed refinements Into the measurement of normal profits.

While much progress along sound lines has been made, it is believed that a
number of additional changes are needed to eliminate inequities and to prevent
the heavy burden of excess-profits tax from falling upon normal profits. Other-
wise, the resources of many corporations, which are necessary to the main-
tenance of a healthy financial structure and to the provision of reserves, which
will be essential to carry them through the period of painful readjustment after
the present crisis is over, will be depleted.

The present law is still marred by several discrimination against the average
earnings method of computing the excess profits credit. These discriminations
should be removed. One of these discriminations Is the limitation of tile excess
profits credit tider section 713 to 95 percent of the average base period excess
profits net Income. It is respectfully recommended that this percentage should
be increased to 100 percent.

Proposals that the percentage be further reduced are unwise and economically
unsound and should be rejected. Their effect is to transform the tax upon
excess profits Into a high rate graduated tax on normal profits, in violation of
the policy deliberately enunciated by the Congress as recently as March of this
year. The consequences of such a change to thousands of corporations and to
the economy as a whole are certain to be serious.

It Is recommended that corporations using the income method be permitted
to use their experience i any 3 of the 4 years of the base period in computing
their average base period excess-nrofits net income.

Under the existing law (see. 714 (e)), a taxpayer must aggregate the excess-
profits net income for its taxable years 1030, 1037, 1038, and 1939. The aggre.
gate of any lots year is subtracted from the aggregate of the plus year, except
that the largest loss year is treated as zero. The resulting figure is then
divided by the total number of months for all the taxable years, usually but
not always 48, In the base period and multiplied by 12 in order to obtain the
average base period excess-profits net income. This can in no event be less
titan zero.

The chief defect of this formula, as a yardstick for determining normal profits,
is that the years 1930-39, which constitutes the base period, were not a period
of normal earnings for most American corporations. Many companies suffered
depressed conditions during a major part of the period. For many others,
who made reasonably good earnings in 1936 or 1937, or both, 1938 was a bad
year and resulted either in losses or severe decline in profits. Many of these
companies enjoyed only a partial recovery in 1939. Consequently, an average
of earnings in the 4 years of this period is not a fair measure of normal profits,
even though the largest of the deficit years is treated as zero. Such year
is still included in the number of years used in computing the average.

While section 713 (f), the so-called normal-growth provision, added to the
law by time March amendments, is an excellent modifieation, its utility is limited
in many cases because the year 1938, a bad year for a majority of corporations,
falls in the latter half of the base period.

It is believed that average base period net Income, as a yardstick of normal
profits, wil be greatly improved by a further amendment which will permit tax-
payers to select any 3 of the 4 years in the base period in computing the aver-
age, the aggregate net incomes for such period to be divided by three.

A possible alternative amendment is also suggested which would permit a
taxpayer to exclude any 1 year in the base period, where the excess-profits net
income for such year is less than 65 percent (roughly two-thirds) of the average
exceess profits net income for the other 3 years of such period. Attention is
called, in this connection, to tihe fact that the British act allows a choice of
any 2 of 3 years; also that the Canadian Excess Profits Tax Act is being amended
this year so as to give a taxpayer the right, in computing its standard profits
for the standard or base period (1936-40) to drop 1 year if the profits for such
year were less than 50 percent of the average profits of the other 3 years (or
in the case of taxpayers who have been in business only 3 years during tile
standard period, if the results of 1 year were less than tihe average of the profits
of the other 3 years). While It Is believed that this Canadian amendment is
sound Ia its purpose, It Is thought that 50 percent is too low, and that tle per-
centage should be at least 5 percent.
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VI. lxosee profits should be measured over a longer period.---The profits

of a great majority of enterprises are subject to wide variations from year to
year. In certain types of business, particularly ti so-called durable-goods Indus-
tries, these fluctuations are often extreme in character. One or two years of
large profits nmy be followed by several years of heavy losses. Many other
enterprises deem themselves fortunate to have as many as 2 years of substantial
profits In any 5-year period.

Congress has recognized the unsoundness and Inequity of taxing business
profits, even under a normal tax, solely on an annual basis. In the Revenue Act
of 1939 It restored to the law a 2-year carry-over of net operating losses. See sec-
tion 23 (s) and section 122 of t, Internal Revenue Code. To the extent of their
application, these provisions give some relief from lannilships which would be
Intolerable if any exces-profits tax at very high rates were Imposed strictly upon
an annual basis.

The relief provid(ed by a 2-year carry-over, however, is clearly inadequate for
the purposes of a heavy excess-profits tax. IIeavy loss years may be followed by
2 or more years when earnings are meager. If, thereafter, there arc 1 or more
years of large profits, a corporation muy be muleted of a large part of such profits
by the tax, although a part of such profits Is badly ineedel to repair the tianiage
to its fiscal structure caused by the prior loss years. A carry-over of operating
net losses for a minimum period of 5 years is necessary, at least for the purposes
of the excess-profits tax, adequately to prevent hiartidships of this character. Such
hardships are very injurious to the national economy.

The 1941 amendment to section 710 (b) (3) and 710 (e) which extended to all
corporations subject to excess-profits tax the privilege of carrying forward for
2 years unused excess-profits credits should also be broadened in order adequately
to accomplish Its purpose. This sond provision evidences a partial recognition
by Congress that It Is sound policy to regard the eniergency period as a whole in
measuring excess profits which are to be taxed. Here also, however, the effectu-
ation of such policy is In substantial measure defeated by tie shortness of the
period within which the carry-over nmay operate. It is submitted that the period
of the carry-over should be extended to tit least 5 years, and that section 710
should also be amended to allow unused excess-proflts credits to e carried back
for a reasonable period, perhaps 2 years, so as to reduce excess-profits tax liabili-
ties for such years. An appropriate provision should, of course, be inserted to
prevent the beneficial use of the same unused excess-profits credit under both the
carry-over and carry-back provisions.

Since It Is probable that many corporations will suffer heavy losses during the
period of readjustment following the present crisis and the termination ofextraordinary expenditures for national defense, It is believed it would be wise
policy to provide that corporations suffering such losses ringg the first 2 years
after the termination of the emergency, such termination to be evilenced in such
manner as the Congress nmy see fit to provide, shall be permitted to apply such
losses against earnings during the emergency period, so as to reduce prior excess-
profits taxes. There is legislative precedent for such a measure in the 1918 net,
which permitted inventory losses in 1919 to be offset against 1918 Income. Unless
some such protective measure is provided, the resources of many corporations
will be so depleted that they cannot weather the strain of such subsequent losses.
Widespread bankruptcy and Increase in unemployment will result.

It Is therefore recommended that the law be amended in the following re-
spects:

1. To extend the period of carry-over of net operating losses to 5 years for
purposes of both the normal tax and the excess-profits tax.

2. To extend the period of carry-over of unused excess-profits tax credits to
years.
3. To permit unused excess-profits tax credits to be carried back for a period

of 2 years.
4. To allow operating net losses to the extent thereof incurred during the

first 2 years after the termination of the present emergency to be usel, to the
extent thereof, to offset excess profits net Income during the emergency.

VII. The cxcess-proflts-tax rate schedules should be rcriscd.-Under the present
law (see. 710 of the code) the tax brackets in the rate schedule are based exclu-
sively upon the amounts of excess profits without regard to the ratio of excess
profits to the normal profits. This leads to the paradox that corporations A
and B, which have the same amount of excess profits, will pay the same tax,
although the earnings of A may be 50 percent of its invested capital or several
times Its base period earnings while the earnings of B, because of Its greater
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corporate size, may be only 9 or 10 percent of its invested capital or 5 or 10
percent in excess of Its base period earnings. A schedule of rates so coin-
structed destroys the character of the tax as a true excess profits tax and makes
it a tax upon mere size. As such, It discriminates seriously against stockholders,
large and small, of big corporations.

The excess-profits-tax laws of 1917, 1918, and 1921 were based upon the
equitable principle that excess-profits-tax rates should be based primarily upon
the ratio between the excess profits and the exempt profits, rather than upon
the dollar amount of the excess profits. The brackets were so adjusted as to
subject a reasonable amount of excess profits to taxation at time lower rates.
The souimi.dlmmt's of tils prinlple was also recognized lit the report of the Ways and
Mcumis Subcominttee under date of August 8, 1940.

Tl~e departure from this principle in the rate schedules as now constituted
Is responsible for ninny of the complexities of the existing law, such as the
provisions in supplement B, relating to the highest bracket amount In supple-
ment B. The statute could be considerably simplified by a return to the prin.
ciple of the earlier acts.

It is recognized, however, that the Congress may deem it unwise to Impose
excess-profits tax at the higher rates on small income corporations. If so,
such a result can be easily avoided by substituting for the present schedule a
schedule, such as was contained in section 710 of the Senate bill in 1940, con-
taining alternative excess-profits-tax rates based on dollar amounts of excess
profits or the ratio to excess profits to the excess-profits credit. It should be
noted also that the Inequity of the present rate schedule becomes greater the
higher the rates of tax which are applied.

It is therefore recommended that section 710 be amended to incorporate alter-
native tax brackets based upon the percentage ratio of excess profits to the excess-
profits credit.

VIII. Section 734 should be revi8ed.-This section was added to the code by
the March 1941 amendments to the Excess Profits Tax Act. Its professed pur-
pose is to provide for an equitable adjustment, in the form of all addition to or
subtraction from the excess-profits-tax liability for the taxable year, when a
determination of the excess-profits-tax liability treats an item In a. manner
Inconsistent with the treatment of such Item In determining the income-tax.-
liability of the taxpayer or its predecessor for any prior taxable year, 1. e., any
taxable year beginning before January 1, 1940.

It is recommended that this section be carefully revised and the scope of its
application more precisely defined. Otherwise, it is certain to have a very dis-
turbing effect and to cause serious uncertainty and confusion. As now drawn,
the provision may operate to produce an adjustment on account of inconsistency
li the treatment of items as far back as 1913, including the wartime excess-
profits-tax years with respect to which the bar of the statute of limitations has
fallen long since. The result is that the taxpayer of the Bureau may be com-
pelled to search through all the income-tax records from 1913 to date lit order
to ascertain whether the computation of the excess-profits credit for the taxable
year Involves the treatment of any Item "in a manner inconsistent with the
treatment accorded such item in the determination of the income-tax liability of
such taxpayer or a predecessor for a prior taxable year or years." With respect
to many of these years, the tax returns or other essential records andl data may
be no longer available.

The section in its present form leaves the meaning of several Important
terms undefined or obscure. For Instance, what is meant by an "item"? Sec-
tion 734 lacks the detailed provisions found In section 3801 of the code In this
connection. What is meant by the term "inconsistent"? During the period of
more than 25 years In which Income-tax laws affecting corporations have been
in effect there have been numerous changes in the statute itself, not to mention
the changes in Its practical application due to changing judicial interpretation.
Is there "Inconsistency" within the meaning of the eetion where the treat-
ment of a given item In the prior taxable year was correct tinder the statute
and/or regulations then in effect, merely because the statute and/or regulations
prescribe a different rule for the taxable year to which the determination relates?
Or Is there "Inconsistency" only when the treatment of the item In time prior
year Is found to be erroneous under the law which was applicable In that year?
it is submitted that the latter is the correct rule. In any event, the section
should leave no doubt on this basic question. Otherwise, it may become a
Pandora's box of confession and controversy,
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In this connection, attention is called to the fact that section 115 (1) of the
code (sec. 501 of the Second Revenue Act of 1040), relating to earnings anil
profits of corporations, was made applicable retroactively to the date of enact-
ment of all prior revenue acts. It Is probable that such retroactive application
may cause determinations heretofore made for certain prior years to be iIncor-
rect. It Is possible that the treatment of certain Items in the computation of
the excess-profits-tax credit, such as accumulated earnings and profits and tile
basis of stock held or formerly held, in accordance with the principles prescribed
by section 115 (1) may create an inconsistency upon which section 734 would
operate. This would be a paradoxical result, since the Inconsistency would not
be due to the taxpayer's volition but would be forced upon him by statutory
changes made by Congress Itself.

In order to obviate any such result, it Is recommended that section 734 be
amended so as to make It Inapplicable in any case in which the inconsistent treat-
ment of an Item in the taxable year is caused by a change in the statute. It Is
also believed that the same principle should apply to cases in which the incon-
sistency results from a change in Treasury regulations. Why should a taxpayer
be penalized where in the tax returns for both years It has complied in gocd
faith with the current applicable regulations, because it subsequently develops
that the prior regulation was based upon fn erroneous Interpretation of the statute
by the Treasury Department?

It Is also recommended that section 734 be amended so as to impose a 6-yeair
limitation upon Its operation. This would mean that the adjustment prescribed
by it would be made only where the Inconsistent treatment of an item occurred In
a taxable year beginning after December 31, 1935. Such a provision would accord
with the limitation prescribed in the application of section 3801 of the code.
This provision became law In section 820 of the Revenue Act of 1938 and its
operation was confined to taxable years beginning on or after January 1, 1932.
Such a limitation would obviate the interminable search of old returns and
records to uncover possible inconsistencies tn the computation of the excess-profits
credit. In the absence of such a search, It is highly probable that both the tax-
payers and the Commissioner will unwittingly adopt Inconsistent positions in the
taxable year and will not discover the fact until after a determination is made.
It will then be too late to withdraw from the Inconsistent position, even where
the party would otherwise desire to do so.

It Is recommended that at least three other amendments to the section be made
In the interest of clarity and fairness

(1) The relation between section 734 and section 8801 of the code should be
precisely defined. While It is probable such a result was not contemplated or
intended, it Is possible that an adjustment might be required under section 3801
In a case to which section .734 had previously been applied. It is suggested that
any possibility of double adjustment could be avoided by an amendment to either
section 3801 or section 734 which would make section 3801 Inapplicable in any
case to which section 734 applies.

(2) Section 734 should be clarified to preclude the possibility of an adjustment
with respect to a particular item, in the treatment of which inconsistency exists.
to more than a single taxable year, preferably the first taxable year under the
excess-profits tax law in which such Inconsistency appears. It is probable that
this Is tile intent of the present law. If so, it should be made clear. To illustrate:
Suppose that corporation X, in its excess-profits tax return for 1940, claims a
basis for depreciation with respect to an asset higher than the basis which would
be consistent with the tax treatment accorded to the acquisition of the asset iIl a
prior taxable year. The use of the higher basis for 1940 is sustained in a subse-
quent determination, and an adjustment Is made il the manner provided by
section 734 (c) and (d). In its return for 1941, such higher basis Is again used
by X and such use Is sustained In a subsequent determination. Another adjust-
ment under section 734 should not be made.

In accordance with the same principle of prevention of multiple adjustments
by virtue of the same Inconsistency, if X had first claimed the higher basis in
1938 or 1939 and, as a result of a final determination sustaining his claim, an
adjustment had been made oi account thereof in the manner provided by section
3801 of the code, no adjustment should be made under section 734 because such
higher basis was used by X in computing its excess-profits credit for the taxable
year 1940 and subsequent years.

(3) Doubt has arisen whether interest included in determining the amount of
the adjustment in the manner provided by section 734 (d) loses its character as
Interest for other purposes under tile revenue laws. For instance, where such
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interest forms a part of the amount added to the excess-profits tax for the taxable
year, Is the amount thereof deductible by the taxpayer under section 23 (b) of
the code, whether It be on the cash or accrual basis? Similarly, Is the Included
interest, where the adjustment constitutes a decrease, Includible in the taxpayer's
gross income under section 22 (a) of the code, whether it be on the cash or accrual
basis?
Any doubt on this score should be resolved by an appropriate amendment, there-

by preventing unnecessary controversy and litigation.
IX. Section 718 (c) (2) should be rcpcalcd.-Section 718 (c) (2) of the code

provides that, for the purposes of section 718 (a) and (b), relating to the deter-
mination of equity invested capital and reduction in equity invested capital,
distributionss to shareholders in any taxable year beginning after December 31,
19-10, to the extent they do not exceed the accumulated earnings and profits as of
tie beginning of tie taxable year, if made during the first G0 days of the succeed-
lag taxable year, shall be considered to have been made on the last day of the
preceding taxable year.

It is recommended that tie above provision be repealed.
This provision was taken from a similar provision In the 1918 act, section

201 (e). Its lrpose Is undoubtedly to discoulrage postponement of distributions
into a succeeding year in order to iliiniize or postpone the reduction in the
equity-Itivested capital of the prior year. 'lie effect of the provision, however,
may i)e easily avoided by taxpayers, who are Inclined to adopt this rather petty
form of tax avoidance, by postponing the distribution slightly more than 60 days
beyond the beginning of the subsequent year.

Time presence of this provision in tihe law, however, is a source of confusion
and uncertainty because It runs contrary to the general provision of tile code
(see. 115 (b) ) relative to the source of distributions, viz, that "every distribu-
tion is made out of earnings aId profits to tile extent thereof, and from tile most
recenly accumulated earnings or profits." Also, there is doubt as to when a
distribution is "made" within the meaning of the provision. Must a dividend
be actually paid within tihe G-day period ill order for it to be applicable, or is
the (late of declaration or the record date determining?

Since the provision Is so easy to avoid a1(1 the abuse at which it is directed
is not serious, and in view of the uncertainty It creates, it is believed Its repeal..
is desirable.

X. Sections relating to basis should be reviscd.-(1) Adjustments to basis for
invested-capital purposes, with respect to deprecilation|, depletion, etc., should be
such as are appropriate to the basis for loss.

It has earlier been pointed out, Il connection with recommendation No. I,
relating to the elimination of tile "tax basis" rule from section 718 (a) (2), that
the reflection of adjustments to basis ill the earnings and profits account, and,
therefore, il invested capital, will be distorted in any case in which March 1,
1913,, value is involve(]. This distortion Is due to the fact that the adjustments
to basis with respect to depreciation and depletion are required, under section
114 (a) and (b) of the code, to be taken to the basis for determining gain, while
tile basis reflected in invested capital under such sections as 718 (a) (2) and
720 (b), relating to admissible and Inadmissible assets, is the basis for loss. It
may be noted in this connection that section 718 (a) (5), relating to increase on
account of gain on tax-free liquidation, and section 718 (b). (4), relating to
reduction oil account of loss on tax-free liquidation, do not specify whether the
adjusted basis to be employed is that for gain or for loss. However, regulations
169, section 30.718-5, prescribe adjusted basis for determining loss. The statute
itself should, of course, prescribe specifically in all cases which basis Is to be
used.

It Is recommended that all tile above sections, which prescribe tile use of basis
for loss in comection with tie computation of invested capital, be amended so
its to provide that adjustments to such basis which may be required shall, for
pIrposes of tile excess-profits tax, be such its are appropriate to the basis for loss.
Such ll amendment wIll Ibe il accord with the sound principle contained in
section 115 (1) (2) of tile code, which provides that "where in determining the
adjusted basis use(d lI computing such realized gain or loss the adjustment differs
from tile adjustment proper for determining earnings and profits, then the
latter adjustment shall be used in determining tle increase or decrease above
provided."

(2) It is recommended that the provisions of section 718 (a) (5) and 718 (b)
(4) be limited in their operation to the case where property acquired by a parent
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corporation on the liquidation of a subsidiary is thereafter sold or otherwise
disposed of Ili a taxable transaction.

This result would accord with that provided by an exception in these sections
Ii cases where tile parent corporation has elected, under section 118 (a) (15)
of the Revenue Act of 1030, as amended by section 808 of the 1938 act.

Tile above provisions, as now drawn, produce very unfair results in many
cases by coznpel'ing an adjustment in eqaity-invested capital to be made in the
year of the liquidation, rather than In the year when property acquired on such
liquidation Is sold. A simple illustration will demonstrate this fact. Suppose
that X corporation owns all the stock of Y corporation, acquired at a cost of
$1,000,000, which Is also Its adjusted basis for determining loss. Such stock is
a part of X's Invested capital but is treated as an inadmissible asset under sec-
tion 720. If the stock were sold for that amount, there would be no change in
Invested capital as such, but tie indmissible asset would becole ant adllissibih,
asset. Suppose, however, that In 1941 X liquidate. Y Into Itself under section
112 (b) (6) of the code. The fairly market Vlue of Y's assets, Including goodwill
and other intangibles, is at least $1,000.00, but the adjusted basis of such
assets to Y prior to tle liquidation is only $500,000. Y has no liabilities.

In tie Illustration put, were It not for section 718 (b) (4), the only effect
of the liquidation upon X's Invested capital would be to change $1,000,000, the
adjusted basis of Its stock In Y, from an Inadmissible to an admissible asset.
Ti effect of 718 (b) (4), however, Is to compel X immediately to reduce Its
equity-invested capital by $500,C00, the excess of its adjusted basis of the stock
over the subshlhary's basis of the assets acquired by X on the liquidation. It Is
assumed, of course, that X's accumulated earnings and profits at the beginning
of the taxable year were at least $500,000. Otherwise, the adjustment would not
exceed the amount of such earnings tnd profits.

The only apparent reason for section 718 (b) (4) Is that if X should subse-
quently sell all the assets acquired ott the liquidation for an amount equal to its
adjusted basis of the Y stock, thereby realizing a gain of $500,000 over the tax
basis of tile assets, earnings and profits would be increased by that amount. If
no offsetting adjustment were prov(led by the statute, the result would be to
"step ip" X's Invested capital by $500,000 over its actual Investment in the
acquisition of the Y stock. But this reason does not justify compelling the adjust-
ment to equity capital to be made In the year of the liquidation. The hardship
resulting to the parent corporation Is apparent Ili tile Illustration and similar
cases. Liquidations under section 112 (b) (6) are not commonly made with
a view to a subsequent sale of the assets by tie parent. On the contrary,
they are'usually for the purpose of continuance of the business of the subsidiary
by the parent corporation. The hardship will be particularly severe where, as
In tile above case, a principal part of tile value of the assets taken over consists
of goodwill, trade-marks, and similar Intangibles which can usually be sold only
as a pait of a sale of the business itself.

No unfairness to the revenue Is apparent if the adjustment prescribed by
section 718 (b) (4) Is confined to cases of subsequent sale or other taxable
disposition of property acquired oit the liquidation. Oin tile contrary, the cor-
relative adjustment by way of Increase in equity capital, provided by section
718 (a) (5), til cases where the parent's basis of the stock Is less than the basis
of the assets acquired, creates perhaps the most serious loophole for tax avold-
ance Ili the excess-profits-tax law. It is this provision which makes it possible
for a corporation to acquire at depreciated prices the stock of another corporation
with a high Invested capital base and, by liquidating it into itself under section
112 (b) (6), forthwith to "step up" Its own invested capital by nit amount
substantially in excess of Its own actual Investment.

The enactmlent of the anlendmlent we recommend will, therefore, be In tIme
Interest of the revenue as well as equity to taxpayers.

XI. Additional special relief provi8ions should be euaeed.-Congress has al-
ready manifested a desire that the excess-pr6,ilts tax shall not operate Inequitably
or oppresively through taxing as excess profits earnings which are In reality
normal profits. Tile fact that the Congress Ii 1040 insisted upon allowing the
use of average-income experience during a standard period as the basic yard-
stick of normal profits is Impressive evidence of this fact. The alternative
Invested-capital yardstick was in effect relegated to the status of a relief provi-
slon for those corporations which, by reason of low earnings or losses during the
base period, woull have been toxed unfairly if compelled to use the average-
earnings formula.
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Congress has also recognized, however, that neither of these yardsticks call
be depended upon to afford equitable treatment to all taxpayers and that some
provisions for equitable relief in meritorious cases are imperative. Much that
is constructive has already been accomplished in such provisions as section 713 (f),
the so-called normal growth provision, section 721, relating to abnormalties
in income in the taxable period, and section 722, relating to abnormalities in
income during the base period. Unfortunately, since the elimination of section
722 of the Second Revenue Act of 1940 by the March 1941 amendments, there
is no provision whatever for relief in special cases Involving abnormalities In
Invested capital. Many of these taxpayers may be able to get fair treatment
by using the average-earnings method, but it is certain such will not be tle
case in many instances. Thus, there Is a complete absence of any relief provi-
sons for those classes of corporations which are legally compelled to compute
their excess-profits credit, in whole or in part, on the basis of invested capital.
They Include new corporations, corporations having to construct an excess-
profits net income Yor a part of the base period by using it percentage of invested
capital, and many foreign corporations.

The fact is that no yardstick or set of yardsticks has yet been evolved which
will measure excess profits or normal profits with tolerable accuracy li all
cases. The variations and peculiarities of circumstances, including business
and financial history, in individual cases Is so great that no set of statutory
formulas, however precise and elaborate they may be, will afford essential
equitable relief in more than a majority of instances.

There are several reasons for this. One is the great complexity and diversity of
business Itself. Another is that the base period years of 1936 to 1939, inclusive,
were not a period of normal earnings for business in general, much less for per-
ticular taxpayers. A third difficulty is that, in many businesses, invested capital
is not the chief, or even a nmjor, income-producing factor. Particular cases cover
the whole scale from those where capital is the principal factor to those where
its importance is almost negligible. The special. provisions of section 725, relating
to personal-service corporations, apply only to a fraction of the corporations where
invested capital Is relatively unimportant. Finally, there is no single normal rate
of return which will suffice to attract investment of capital In all types of enter-
prise. The rate of return must necessarily vary considerably according to the
degree of risk involved. It is believed that, in general, an 8-percent return oil
equity capital Is about the minimum essential to secure such capital, but in many
cases the hazard Is so great that a higher rate Is required.

All these factors combine to prove the necessity of a broad, equitable relief
provision in order to prevent gross injustice in exceptional cases. The provision
must be sufficiently flexible to permit the exercise of sound administrative judg-
ment In order to adopt the relief to the peculiar facts of the individual case. It is
therefore recommended that the law be amended so as to restore a general relief
provision similar to section 722 of the 1940 act, which authorized the Conmmissioner
to make such adjustments as may be necessary to adjust abnormalities affecting
Income or capital, his decision to be subject to review by the Board of Tax Appeals.

It is believed not only that such a general equitable provision Is essential to
avoid gross hardship in the case of niany taxpayers but that it Is necessary from
the point of view of the Government itself. Without It, the expeditious admin-
istration of the law will be impossible. The Board of Tax Appeals and the courts
will be flooded with cases of the most difficult kind. Taxpayers smarting under
what they feel to be Intolerable injustice will fight such cases to the bitter end.
The collection of large sums of revenue will be seriously delayed, and the energies
of the administratice staff will be diverted from other pressing tasks. The bulk
of such litigation can be avoided if the commissioner has adequate power to make
reasonable adjustments when he is convinced that equity and the general pur-
poses of the law will be served thereby. The disposition of such cases will then
proceed along normal channels of administrative settlement.

The situation of new corporations under the Excess Profits Tax Act is difficult in
the extreme. To date, virtually nothing has been done to alleviate the shock of
so heavy a tax upon new business enterprises. The "normal growth" provision is
very helpful to corporations experiencing growth in the base period but affords no
remedy for normal growth after 1940. A fortlorl, It gives no relief whatever to
new corporate enterprises which came Into existence after the end of the base
period. No argument should be necessary to show the stagnating effect upon the
national economy, through the throttling of new enterprise, which tis tax will
have if it remains in effect for any considerable period of tine. New enterprises
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producing new goods and services of a kind which will not compete with the
defense program, are needed right now as one safeguard against serious Inflation.

The Canadian Government has recognized the seriousness of this problem in Its
Excess Profits Tax Act. The Canadian law has established a board of referees
to which cases of Inequitable hardship may be referred for consideration and
appropriate adjustment by nmenns of constructing a fair standard profit for a
particular taxpayer In the light of ill the relevant facts. This board Is subject
to reasonable limitations upon the exercise of its discretion, the chief of which
is that the standard profit so constructed shall not be less than 5 nor more than
10 percent of Its invested capital. Unider a pending amendment, these limitations
are relaxed with respect to taxpayers where capitall is not an important income-
producing factor.

The categories of cases in whih this board may ci, however, are broad. They
include cases in which the standard profit coniputed under tile general provisions
is unfair either (1) because the Industry to which the taxpayer belongs was in
a depressed condition during the standard (base) period, or (2) because the
taxpayer's business was hi a depressed condition die to factors peculiar to Itself,
and (3) cases of new enterprises, a new enterprise being defined as one which
commenced business on or after January 1, 1938. A further special provision,
based on volume of production, is applied only to gold mines and oil and gas 3vells.
The findings and orders of the board of referees are final and conclusive, unless
disapproved by the Minister of National Revenue.

It is believed that equitable provisions at least as broad as these are necessary
to prevent our own law from causing havoc and gross hardship in many cases.
We, therefore, recommend a relief provision broad enough to apply to new cor-
porations and to cases, such as those Involving abnornmlities in capital, which
are not covered by more specific provisions of the existing law. If it is necessary
to set up special nmachinery, comparable to Canada's hoard of referees, to assist
the Commissioner In administering such a provision, we believe the general
welfare requires that this be done.

We recommend that careful consideration be given to Inclusion in the statute
of additional yardsticks for measuring normal or fair profits.

(a) The so-called Stiles formula, which was presented to your committee
during the present hearings, In which the excess-profits credit is determined by
applying to the pay roll of the taxable year subject to social-security tax a per-
centage representing the ratio of profits (net Income less normal corporation
tax) to such pay roll during the base period. This formula has certain definite
advantages which entitle It to serious consideration. Among these are: (1)
It recognizes the fact that labor is as Important or more important in producing
income than invested capital in many enterprises; (2) it gives growing enter-
prises an opportunity and Incentive to keep on growing as long as net profits do
not Increase more rapidly than labor's share In the fruits thereof: (3) It Is simple
to apply and relieves the taxpayers using this method of the costly burdens of
computation of the excess-profits credit which the preparation of returns under
the existing law Involves; (4) by the use of Social Security pay roll, a taxpayer
cannot Inflate its excess-profits credit through payment of large salaries to officers
and a restricted group of higher paid employees; (5) abuse of the use of the
method can be limited by excluding cases where the net profits after taxes during
the base period exceeded the social-security pay roll; (6) the adoption of the
formula would not deprive a taxpayer of the right to use the average income
or invested capital methods In case one or the other reaches a more equitable
result.

We therefore recommend an amendment bicorporating the principles of the
above plan as an alternative method of computing the excess-profits credit.

(Md We recommend that your committee give careful consideration to the
employment, as arn alternative yardstick for measuring excess profits, dur-
ing the taxable year of a ratio based upon the relation between net income
after payment of corporate income taxeq. other perhaps than the tax Itnmosed
by section 102 of the code, and gross sales or gross income from the manufac-
ture and/or sale of goods and services during the base period. This formula has
several of the advantages of the formula which employs social-security pay roll.
It Is based upon the principle that there is no excess profit fairly nttributable to
the defense program or to price Inflation which may result from defense spending
where a taxpayer's margin of profit on the sale of goods and services does not
Increase over such margin during the base period.
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(o) We recommend that careful consideration be given by your committee
to an amendment to provide specific relief to many enterprises of which the
following case Is fairly typical.

A corporation Is organized during the base period or thereafter to develop a
patent or to perfect and exploit some new nondefense product or service. It
does not commence to earn sizable profits until 1940 or a subsequent year. By
virtue of the nature of Its business, its invested capital nmy be relatively small.
Hence, its excess-profits credit, whether computed under section 713 or 714, ts
small and gives it little relief. As the other relief provisions of the existing
law have little or no application to such a taxpayer, it will be compelled to pay
as high as 55 or 56 percent of Its net Income li corporation normal an(1 excise-
profits taxes In 1940 or in subsequent years. It is difficult to believe that Con-
gress intended that such a corporation should be mulctedl in tax of so high a
fraction of its profits attributable to manufacture of a new product rather than
to all Increase in business attributable to defense contracts.

It is suggested that a practicable remedy for cases of this type would be a provi-
sion which would allow such a taxpayer to use as a base period its first 4 taxable
years under the excess-profits tax law, and to compute for use in subsequent years
an average base period net Income based upon its experience during such years,
employing for this purpose the growth formula contained in section 713 (f), and
excluding income, if any, directly attributable to defense contracts. It is sug-
gested that, during the years in such period, the corporation's excess profits tax
be computed according to the provisions of existing law, with a proviso that the
total of tax payable. Including corporation Income and excess-profits taxes, shall
in no event exceed 35 (40) percent of Its net income. Net income, If any, at-
tributable to defensee contracts, however, should be excluded from the operation
of this proviso and taxed at full rates.

We recommend that section 722 of the code be amended in such manner as to
relieve a taxpayer, who has filed an application for relief i time manner provided
by section 722 (e), of the burden of full payment of the excess-profits tax as
computed without the benefit of the relief provision. Under the existing law, full
payment of the tax so computed must be made, pending action by the Commis-
sioner on the application for relief. If relief is subsequently granted, the excess
In payment is refunded or credited.

The difficulty with this procedure Is that there will be delay, amounting in some
cases to several years, before there Is a final determination of the relief, If any, to
which a taxpayer is entitled. In the meantime taxpayers may be forced to pay
an(1 deprived of the use in its business of substantial sums which may be hadly
needed for various purposes. The receint of a refund or tax credit some time
later, even though interest is allowed, will often be an inadequate remedy. This
problem was met in part in the 1918 act by a provision which placed a ceiling on
the tax which had to be paid immediately of 50 percent of tile net income. Under
that act there was a maximum war-profits rate of 80 percent, and the war-profits
and excess-profits tax was first to be computed and then deducted before computing
a 12-percent income tax.

This 50-percent limitation was, therefore, the virtual equivalent of allowing a
tentative credit of 87% percent of the amount of the net Income before applying
the 80-percent tax, as shown by the following:

Net Income ---------------- --------------------------- 100.0
Credit ---------------------- -------------------------- 7.

Subject to tax ------------------------------------------- 62. 5
Tax at 80 percent ---------------------------------------------- 50. 0

The Canadian act goes still further, with the adoption of an official recom-
mendation recently proposed. This recommendation reverses tile prior procedure
whereby relief is obtained from the hoard of referees after a return is filed and
full tox under the ordinary rules has been paid. Instead. the taxpayer is permitted
to compute his own tax. after taking Into account' the relief adjustments to which
the taxpayer deems itself to be entitled. If the Minister of Revenue deenvs the
return as filed to understate the tax. lie refers the return to the board. If the
board doeides the tax paid to be too low, a deficiency is assessed ou tile basis of
its findings.

In lieu of such a provision, which may be regarded by your committee as too

liberal under ou conditions, we recommend for your consideration as a tentative
tax limitation to be Inserted In the present law the following:
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"In any case iii which a bona fide clahl for relief has been filed under section
722, the amount of tax originally payable by tire taxpayer shall be the amount
comluted on the return regrdless of any undetermined claii under section 722,
except that in no case shall the original tax payment exceed the anrount of a
plrovislonal tax computed with the allowance of an ex(ess-proilts credit (a) equal
to one-third of the amount of the excess-profits net income, or (b) equal to the
excess-profits credit chlimed under section 7212, whichever is the lesser amount."

Colputtifois Indicate that, unless itore than 5) percent of the relief claimed
Is ultimately disallowed, the tax will not materially exceed tile provislona4
tax paid. Since Interest will have to be paid on any deficiency, the Govern-
Iflent will Ibe well Compensated for any delay III paynrent. Provision might
be nllade, if Congress deemed It desirable, tilt tire limitation should not be appl.
cable IlII fity case in which the Coninnissioner should determine that collection of
the tax would be placed in jeopardy thereby.

XII. SuppleCtls A and B should be rcriscd.-These supplements are by far
the most complicated iortlon of the Excess Profits 'J'ax Act. III their present
form they represent fni unsuccessful attempt to lr'eserill detailed rule. to govern
the effect of iiergers, colisol ilttoils, lhllihhltiolls, split-Ilps, aid other tax-free
exclhalges upon the excess-profilts-tax credit fid the tax brackets. The drafts-
men did not have tine in 1910 to analyze the problems, think the policies through,
correlate the two sulllemnents, fid ll(]'erft the language. Some of tire Ilrost
serious defects result from the fact that the supplenents, particularly supplement
A, were not thoroughly revised to keep abreast of the importint shifts In mider-
lying pollcy which occurred when the House bill was revised in the Serate and in
conference. The consequence is that the suppilemnenis in their present form are
unsound in policy fnid replete with loopholes, ambigulties. an(l Inequities.

The situation with respect to supplenmit A was cons'lclrably Improved by tile
March amendment to setiton 742 which permits a taxpayer acquiring corporation
to elect to come under that supplement or under section 713. It is believed,
however, that the best Interests of both taxpayers and the Treasury require
that these supplements be completely revised its soon as possible.

Since the considerable time needed for an adequate revision by your committee
and the draftsmen nay not be available at this time, we recommend the repeal
of these supplements and tile substitution of general statements of principle and
policy, with tire promulgation of detailed rules to effectuate the same left to
departmental regulations. We further reconunend that, III tile event this course
should he followed, the amended statute continue tire provision making section
713 applicable unless a taxpayer acquiring corporation elects to come under
supplement A, andi that an appropriate savig clause be Inserted to protect ally
reorganizations consummated prior to such repeal from the loss of any atlvani-
tages to which the resulting corporations may lie entitledl under tile existing law.

In the 'event that It Is decled to retain detailed specific provisions in tire
statute, It is recomnmended that tire following ameninents lie made, in tire
Interest of sound policy and III order to minimize Inequity and uncertainty.

(a) Supplement A.-(1) Subsections (a) (1) and (2) of section 742 should
ie carefully revised to eliminate tire Incongruous results which may arise where
the taxable years of tire taxpayer and oie or inore of its qualified component
corporations are not tire same. Under section 742 (ir) (2) as now drawn, where
the taxpayer Is on a calendar-year and qualified comnponents are o a fiscal-
year basis during the base period, then the income of the latter could be
included In tire taxpayer's base period net Income for 3 taxable years, while
under a strict construction, none of such Income could be Included. There is no
justification for such results, and they were probably unintended.

(2) Section 742 (a) (2) should also be amended to eliminate tie linitatton
which permits tire Inclusion of the ba.se period net income of a component corpo-
ration only If it is a qualified component. Since tie act permits a taxpayer to
use the credit based on Income where it was i existence for only a part of the
base herlod, there Is no reason lfi policy for excluding sucl a component. Rather,
its actual income should he Includable and, iII addition, either a base-period
Income should be constructed for the part of the period In which it was not In
existence or its actual income should be averaged over that part of tire base period
in which It did exist.

(3) The very severe hilutations contained ii subsections (f) (1), (2), and (3)
should be reexamined aid, we believe, removed. There is no reason of policy
In the act as now drawn for excluding, as does section 742 (f) (1), the base
period net Income. whether actual or constructed, of a taxpayer which was In
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existence for only a part of the base period, with respect to the period prior
to the date It becan, an acquiring corporation. Nor is there any more reason
for subsection (f) (2) which excludes the income of a component corporation,
which was actually in existence during only a part of the base period, prior to the
time it becomes qualifid itself under section 740 (f) by acquiring a qualified
component corporation.

Subsection (f) (3) Is unfair in that, in cases in which a qualified component
was actually In existence at the beginning of the taxpayer's base period, such
component's excess profits net income for the period prior to such date is
excluded, though a corresponding inclusion of an additional period at the end
of the base period, In order to make up 4 complete taxable years, is not allowed.

(4) Section 742 (f) (4) contains a reasonable limitation, but is defective, as
now drawn, in that it does not apply to cases governed by section 742 (d) (1)
and (2) (A). This appears clearly to be due to an inadvertent oversight in
draftsmanship.

(5) A serious defect from the revenue point of view from the complete silence
of supplement A as to the effect on a component corporation's separate Income
credit where its base period net Income is Included in the acquiring corporation's
base-period Income, but the component corporation remains in existence.

For example, section 740 (a) (1) (A) does not require the liquidation of a
component corporation. After the transaction making it a qualified component,
it may continue to exist and may sell stock of Its acquiring corporation and
realize income therefrom subject to excess-profits tax. It Is apparently free to
use the credit provided by section 713 measured by its own base period net income,
even though Its acquiring corporation also uses the income credit. This or
similar transactions may be repeated several times, with like duplication in the
use of the same base-period Income in computing the excess-profits credit under
section 713.

(6) The principle of the normal growth provision of section 713 (f) should be
applied to taxpayers computing an average base period net income under sup-
plement A. There is no reason why a taxpayer should lose the benefit of this
excellent provision merely because it Includes the income of one or more qualified
component corporations In its base period income. Such acquisitions.are a nor-
meal incident in growing enterprises.

(b) Supplement B.-(1) Section 751 (b) should be amended to eliminate in-
fair results which may arise under it. Suppose a transferee issues stock and
bonds for property acquired. Under the section as now drawn, it may Increase
its eulty Invested capital only by that portion of the basis of the property which
may be allocated to the stock. The bonds are wholly excluded from borrowed
capital. The result is that where tihe transferor liquidates, as is often the case
after such exchanges, Invested capital equal to the portion of the basis allocable
to tihe bonds Is lost. This Inequity should be removed by a limitation on section
751 (b) which would prevent its application in cases where tihe transfer of the
property is followed by the liquidation of the transferor.

(2) The provisions of supplement B, particularly those relating to highest
bracket amount (see. 752 of the code) are very complicated and difficult to under-
stand, but more nearly approximate fairness in result than supplement A. They
should be simplified as much as possible, and section 752 cn be eliminated If the
brackets in the rate schedule are revised so as to be based upon percentage rela-
tions between excess profits and the excess-profits credit, in lieu of the present
dollar amounts.

However, there is one serious flaw in subsections (b) (4) and (c) (4) of
section 752 which should be corrected by appropriate ameidnient. The method
therein prescribed, as applied to section 112 (b) (5) transactions involving sev-
eral transferors, where 90 percent control does not become vested in any one of
the transferors, produces a reasonable and equitable allocation of highest bracket
amount only where the transaction is limited exclusively to corporate trans-
ferors. In cases where the bulk or a large part of the property transferred comes
from persons other than corporations, the corporate transferors are unfairly
muleted of a disproportionate part of their highest bracket amounts to the
benefit of such other persons.

It is believed that a fair solution of this problem would be to reduce the reduc-
tion of the highest bracket amount of the corporate transferors, as computed
under the subsections (b) (4) and (c) (4) of section 752 as now drawn, by a
percentage representing the ratio between time amount of property transferred
by noncorporate transferors and the total amount of property transferred in the
transaction.
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0. Amortization

We recommend that several amendments be made to section 124 of the code,
relating to the amortization deduction. These amendments are believed to be
necessary if the principal purpose of this provision is to be realized. That
purpose was to facilitate the carrying out of the defense program by encouraging
private capital to finance, so far as possible, the great expansion of plant, ma-
chinery, and other facilities, which its successful execution requires. In the
light of experience to date, this purpose has not been achieved to any material
extent. The result is a tre:uv idous additional draft on Government funds for
financing facilities, the amo.uit of private financing to date having been relatively
very small. It is believed this reluctance on tie part of private capital is due
in substantial measure to the requirements of section 124 (1), which are proving
to be Impossible of expeditious administration. These obstacles in the way of
the defense program should be promptly removed, as they can be without de-
priving the Government of any essential protection.

There are also two or three major sources of injustice in the section as now
drawn which should be promptly corrected.

I. There should be some revision of the base date.-As it Is now drawn, the
privilege of amortization under section 124 is limited to emergency facilities.
Section 124 (e) by definition limits the scope of this term to include only "any
facility, land, building, machinery, or equipment, or part thereof, the construc-
tion, reconstruction, erection, or Installation of which was completed after June
10, 1940, or which was acquired after such date, and with respect to which a
certificate under subsection (f) has been made." The certificate so referred to
is the certificate of necessity.

It will be noted that the privilege Is limited to facilities construction of which
has been completed or which have been acquired subsequent to June 10. 1940.
This statutory language appears to deny the privilege only In caseui where the
completion of construction or the acquIsition occurs prior to the base date. It
has not been so interpreted, however, as the Treasury regulations limit the
amortization allowance where construction of n facility was commenced prior
to the base date to that fraction of Its basis corresponding to the part of such
construitinn nttrlbitnh1, to th. n,.'nf -irar i,,1, Oato l'huq. If 5) nercent of
the construction was complete on June 10, only t0 percent of the basis of the
plant or other facility can be anmortzed. Ordinary depreciation only Is allowable
as to the remainder. If the facility were constructed on land acquired for the
purpose prior to June 10, no part of the cost of the land could he amortlzed,
and ordinary depreciation would be denied since land is not subject to the
depreciation allowance provided by section 23 (1) of the code.

The June 10 (late orerates very unjustly. It came Into the law, apparently,
an an afterthought. Whet) It was announced from the White House on July 10,
1910. that the Principle of n 5-year amortization allowance on nece.arv defense
facilities had been approved by the President, the Secretary of the Treasury,
and tl'0- rlormnn of tb Wnvq pand M-niic nnd Firinnce Conmittees. there was
no sugeestlon of any such limnitntion. The House bill flxpd, as the decisive date,
July 10. 19O0. The only possible reason for such a date was that the above
announcement, which said nothing nbout a deadline date, isqued on that day.
The Finance Committee changed the date to January 1, 1940, on the ground
that Plant expansion for defense nirpos s had begun at least that early and
that it ought to be covered. The June 10 date was selected in the conference
as a comnnromlee. I' ),nAt-i r o ,, 1-hn finfa -,, ehich the revenue bill of 1940
wa reported by the Committee on Ways and Means.

The edonton of such an arbitrarv date prodnees very unfair results. Amortl-
zation is allowed In one ease nrd denied in another, not by reason of differences
In the character or necessity of a facility required for the performance of defense
contracts, but solely because of its completion after or before a fixed date. Many
taxpayers who cooperated with the Government by going ahead with necessary
expansion of plant and facilities nre pennalzed, while those who waited until they
could see what law would be written are given discriminatory advantages. Such
discrimination Is not Justified by the argument that the amortization deduction
was allowed in order to encourage free cooneration In the defense program and
that only those who withheld such cooperation until the deduction was nromlsed
by high authority or actually enacted could have relied upon such allowance.
This cynical proposition simply penalizes those who, at greater risks to them-
selves, cooperated promptly In the defense program.
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We respectfully submit that discrimination such as this is not only unfair but
Is contrary to sound legislative policy and creates an evil precedent for the future.

We therefore recommend an amendment to section 124 which will permit a
certificate of necessity to be granted where a defense contract is In all respects,
other than the (late of completion or acquisition of the facility, within the terms
of the regulations.

It Is believed this suggested solution is preferable to a change of the statutory
date. Any (late which might reasonably be selected would still be somewhat
arbitrary and might shut out some cases where tile deduction should equitably
be allowed. It should be note(] that the Canadian Excess Protits Tax Act solved
the difficulty in this manner. The base date in tihe statute is September 9, 1939,
unless the War Contracts Depreciation Board and the Minister of National Reve-
nue are satisfied that iii all respects save as to date, the contract satisfied the
requirements of the regulations.

II. Emergency plant facility (D. P. F.) contracts should be treated as sale
contracts for tax p11rposcs.-It now seems very probable that the amnortization
deduction of many taxpayers having emergency plant facility contracts will com-
mence earlier than their inclusion In gross income of paments received from the
Government under such contracts. The reason for this lack of coordination be-
tween deductions and payments is that the deduction Is tied in with the acquisition
or installation of particular portions of the facilities, such as machinery, under
section 124 (a), whereas the payments under the contract may commence only
when the whole plant is completed. This lack of correspondence will work great
hardship in cases where a taxpayer has insuflicient income from other sources to
offset the amortization deduction ill one or more of the periods for which it
must be taken.

The only reason for allowing the contractor under an emergency plant facility
contract any deduction for amortization, when th contract guarantees it direct
reimbursement of the entire cost of the facilities, is to protect him front taxation
upon the amounts so received by him, the Treasury having already indicated that
such amounts constitute income. (See T. D. 5016, see. 19.124-6.) The provisions
of emergency plant facility contracts provide for reimbursement in 60 equal
monthly installnents, presumably so that they will coincide with the tax deduc-
tions. It has been pointed out, however, that this assumption of coimcldence ot,
deduction and payment will often fall to be realized. Also, section 124 (b) has
provided that, if such a contra& is terminated in less than 5 years, and the Gov-
ernment Is obligated to pay te impald balance i a lump sum, a deduction may
be taken equal to such amour, in lieu of the deduction otherwise allowed.

We therefore recommend that section 124 be amended so as to specifically pro-
vide that no amortization of facilities und r an emergency plant facility contract
shall be allowed, and that payments under such contracts, to the extent they do
not exceed the cost of the facilities, shall be excluded from gross income. The
effect of this amendment is to treat such contracts for what they in substance are,
1. e., sales on deferred payments.

III. Section 124 (1), relating to certificates of tionreitubtrsement atd Govern-
ment protection, should be repealed or inodifled.-Great difficulties have been
experienced, both by taxpayers and the Government, in the application and admin-
Istration of this section. This is due In part to ambiguities in the drafting of the
section; in part to overlapping authority between different agencies and conflicting
policies in its administration; and in part to baffling difficulties inherent ill the
concept of reimbursement itself.

Tie combined effect of these factors has been virtually to paralyze the admin-
Istration of this provision. Only a handful of nonreimbursement certificates out
of the large number applied for have been issued. The expeditious execution or
the defense program Is being materially Impeded by this log-Jam. The time and
energies of large numbers of Government and corporate officials and employees
are being absorbed by the onerous requirements which the preparation, analysis,
and review of applications for certificates, and frequent supplements or amend-
ments thereto involves. Burdensome expenses are entailed. The time and labor
so consumed might better be devoted, in the national Interest, to tile execution
of the defense program itself.

Default in the issuance of certificates will have the later result of clogging the
Board of Tax Appeals and tile courts with a flood of refractory cases. In these
cases taxpayers will have claimed amortization deductions, which the commis-
sioner has disallowed. They will seek to prove nonreimbursement In fact, In order
to support such deductionO, even though nonrelmbursement certificates have not
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been obtained. A heavy burden will thereby be thrown upo the Treasury
Department.

While much can be (o1e by suitable amendments to improve procedure under
tie section and to correct some of its an)bIguities, we do not believe any solution
call be found which will be entirely satisfactory, short of repeal of the section
itself. Tiis is (lie to tie uncertainty in the concept of reimbursement itself. The
problem is one which by its nature should be solved by proper procurement proce-
dure. It ought not to be Imported, as it ias been, into the tax laws to complicate
and confound their efficient administration. We therefore recommend its repeal.

If repeal is not possible, then we favor the iimmediate enactment of legislation,
such as that which has recently been proposed by tile War and Navy Departments,
which will remove some of tile serious defects which are susceptible to correction.
The proposed legislation would centralize jurlsdietioi to grant tile certificates in
tile single agency immediately concerned, such as the War or Navy Delprtments,
the Mariime Commission, or such other agency as tile President by regulation
may designate.

The issue of reimbursement should, so far as possible, be determined In the nego-
tiations establishing the price to be paid under tile contract. Amortization should
be denied only to the extent relinbursement Is determined to exist. Under the
existing law, the presence of $1 of reimbursement may result in the denial of
tiny amortization upon a million.dollar caital outlay. Tile propose(] legislation,
as now drawn, does not correct this defect. We believe tills omaissioll is very
unfortunate.

'rile requirement of a certificate would be limited by tile proposed legislation
to contracts involving a substantial minimum, viz, $15,000. This is a very
meritorious provision. The burden involved in procuring a certificate is out of
all proportion to tle benefits thereof unless the amount of tile contract is
substantial.

Under the proposal, tile certificate requirement should not obtain witl respect
to purchases by all the Government departments. The proposed legislation
wisely limits the requirement to contracts made with the United States and made
on its behalf by tile War or Navy Departments, the Maritime Commission, or
such otiler department or agency a tile President may designate.

One provision of the proposed legislation apparently requires the submission
by the taxpayer, whenever practicable, of its estimated costs, in connection with
the determination of whether there is any element of reimbursement contained in
tile price. We believe this provision is dangerously broad and is objectionable
for several reasons. First, the statute provides no adequate safeguards against
disclosure of valuable information which the cost schedules or other data stlb-
mitted may contain, safeguards such an exist in connection with income-tax
returns and information obtained by revenue agents in the audit thereof. Second.
there is no apparent necessity for requiring such information in the case of
contracts let upon tile basis of competitive bids. In the case of cost-plus-fixed-fee
contracts the information must already be made available. In any event, tile
new requirement might well be limited to contracts for new articles and perhaps
negotiated contracts. Finally, compliance with the requirement may impose
heavy additional burdens of expense upon the taxpayers affected.

The rigid requirement of a proprietary interest in the Government, as a con-
ditlon to a certificate of Government protection in all cases, Is burdensome and
unnecessary. In many cases, a stand-by agreement or other contract obligation
will amply secure the public interest. Power should be given to the Executive
by regulation to make flexible adjustments in these and other requirements in
order to adapt them to the practical realities of Individual cases. Unfortunately,
tills problem Is not covered by the proposed legislation.

We favor and recommend the enactment at this session of Congress of the pro-
posed or any other legislation which will accomplish these and other Improve-
ments In tile statute which may be necessary. The success of the defense pro.
grain should always be kept in mind as the prinary objective.

Respectfully submitted for the Committee on Federal Finance, Chamber of
Commerce of tile United States.

MLsworrrH C. ALvoan, Chairman.
AUGUST 15, 1941.

(Senator Guffey requested that the following letter be incorporated
in the record :)
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PENNSYLVANIA STATE ('HAM HER OF COMMERCE,

Ifarrisburg, Pa., August 25, l19.1.
li. WALTER F. GEORGE,

(ihaip'man, Conlinittee on 1,inlance, Unlit.l State;s He'ate,
Washington, D. 0.

DFAR SENATOR GEORGE: tel)resenting and speaking for business and industry in
a State which is the keystone of the Nation's defense structure, contributing
about 8 percent of the national-defense production and Federal internal revenues,
the Pennsylvania State Chamber of Commerce is conscious of the laltriotic duty
to voice its views on methods of financing defense that will be currently effective
without impairing tie recuperative strength of the country when the present
emergency has passed.

On June 5, 1941, the executive committee of tile State chamber issued a state-
meat on taxes for national defe nse. The basis of this statement was an inten-
sive study made by tile chamber's joint committee on taxation and Federal
legislation, the members of which have a practical grasp of the economic and
technical phases of national taxation. Tile well-considered conclusions reached
by these representatives of Pennsylvania business warrant the serious consid-
eration of your committee. Therefore, they are being fully set forth below, with
added comments and certain specific recommendations for modifying existing and
proposed Federal revenue laws.

TAx ES FOR NATIONAL DEFENSE

We join with the President and Congress in recognizing that the national-
defense program is l)aramount. Its deninds transcend the interest of every man
and every group. It must have priority over politics and pocketbooks. Na.
tional unity in our defense effort cannot otherwise be acllieve(].

Obviously we cannot carry on either business or government as usual from
now on and adequately meet our defense needs. While the task of l)uliding our
defense is primarily one of greatly increased physical production, yet it must not
be overlooked that a sound economic organization and financial stability are
equally essential to effective military preparedness.

Problems of defense fiancing unparalleled

Secretary Morgenthan has estimated that expenditures for the next fiscal
year will be about $19,000,000,000. ie suggests that two-thirds of this amount,
or $12,700,00,000, be raised by taxation and one-third by borrowing. Iwe estimates
that existing tax laws will produce $9,200,000,000 of revenue, leaving $3,500,-
000,000 to be raised by additional taxes. Other authorities have estimated
expenditures and revenues in varying amounts,

The magnitude of estimated expenditures clearly indicates that financing the
national-defense program presents a most serious and unparalleled problem.
To say the least, the cost is difficult to approximate and may be limited only
by the amount It is possible to spend during any fiscal period of tie emergency.

Inerea8cd yield from present taxes

Sound fiscal planning requires that before any additional taxes are imposed, a
most careful estimate should 1)e made of the probable yield under existing tax
laws. Further, any deficiency in revenue requirements for defense purposes
simould be made up insofar as possible by reducing so-called normal Government
expenditures.

Recent forecasts of 1941 national income have varied from $85,000,000.000 to
$90,000,000,000, as against the currently quoted estimate of $80,000,000,000. At
the revenue-revision hearing of the House Committee on Ways and Means, a
well-known economist conservatively estimated that national incoine would reach
$95,000,000,000 in 1942.

Federal, State, and local taxes now require over 20 percent of the national
income. Increased national income will produce increased Federal revenues
under present tax laws. Therefore, estimates of revenue under present laws
should be carefully determined in the light of greatly expanded business activity,
before substantial changes are made in tile existing tax structure.
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leti'crnehucut in' ondeft'n,,c ,tl tivic.q 'f (Jo ru'iciit

It is e'ssenitiail that ally defcleli(y Ili revenue requirements iider present laws
should be mei(h t it s far as possible by-

1. Suspension of every activity of the Federal Giovernment that may not be
chrill'ICterized s etsst Ili the light of the present emergency. It would be
neither Just nor wise for Ciigress ti emit te exceedigly heavy taxes proposed
without dlaoislitraing that the (overnnuent is willing to mat('h the sacrifices
it asks ef te people by tuttiig down Its own iimessentIIlI sl)endilig.

2. Aehle\i'lielt taf rigih etoiotilh's wvith resleet to till renainllg Government
St i''I('t'5.

lPrincipli'.s of laixi!l (111d borrowling

After diast li' redaittiullti ii aoauitfeiise sieliiag of the (loveriaaaeit, so luleh
of whatever tdditioiil Ieveti is reqitlllred should be raised by taxatioii as the
11iolllnl ecoll!nlly will stilllil, with{li du re~gard' to plreservinlg our systeml tof

private enterprise tnd lpreventig inlitioii. lite remithder should be btorrowed.
Th'le 11tlou~lllt to I}(v borrowedi shbolliJ nIot he (lterillllle(I fI(e(ordinlg to al fixedj

riti). Toto gaPait it ltx budel'ae will .:'rlously iterft'ere with In(lustry and retard
pal(i(hellii lo' (htfellst' )urpose.
To 1ltajnlce tilt( reiqllhi'tllitlts of the defeilst' progralln will nlecessitate the

tiiltd a11id Coperative etffrts of iilith' ollh'ilils find iill tile peoph. We te-
pilt'(- iiiy iiitejipt tto eiiict aildiliausil reveie legislation thatt unfairly dis-
oriilliiaites ilgiillst, o' ili filvol' of, 3illy (hiss or grollp, or falls to listrlibtute
cvlitaly tit' oIi(ht' f uthhd ( tiitxivii resultig from th1 defeiase program.

.Idditiomiul arcueimI. for the eme1'r"'u('!1

To tie txtenat thll illy aiew oia lidditoiaal tix's iist lie illlose(, We offer
the following spelifle suggestions:
1. A flat rate piy-roll tax, without exeml)tins; colhected at the source.
-. A slightly higher Iiot rale tax oil di'ldetads and interest; also collected at

tht sutit'S.
3. Elhnahaalit lIfoil of till tox-exeillpt seui'ties.
4. Increase In the iOrilall talx rate (in personal icolles, but no Increases Ili

suirtax rates.
5. Reasonable iiiret'ase ili excess-protlls tax rates, wlitl retention of botl the

income anid Investe( cilpital credit bases as now provided by law.
6. Reasonable Ilncrease Ili rates oil all excise taxes atid broadening of the

base by including otler itens 1 or coinomm cities, If neeessary.
All new and additional taxes for the defellSe plrogran should le inIlse( prl-

marlly for revenue )urp')oses atnd be limited to the period of the laitionall
emergency.

Broadening of tax base es8etmial

If additional taxes must be levied, then a broadening of the tax bise Is neces-
sary. Without a broader tax base, serious doult exists-hii view of the present
high tax rates fnd file size of the public debt-whether adequate reveaiue can
it' lprodue'ed without perinai(atly linplil'lng our pr'oduc'tive economy andt drying
ill) the s(u'es'5 of Governmllient reventie.

Totally aniual ia'onie uiter $3,(00 per oisunier unit, i. e., fanllilles or self-
•litpliorttlig individuals, is estimated by tlit' National Industrial Conference Board
to aggl'egille ,(i0 0,X)0, or 75 percent of a current $80,000,COO,000 natlonil
Ili(( Iat'. 'lls, 'oisllllaler ilts with laillal Ini'mlies of $5,C(0) or over, represent-
hag slile $20,0(X),'0,0(XX), o', 25 lper(ent of the titall iatlonil ilncomie, tire Ieirling
tht'I bruntt of existing Fetleral taxation.

It is both illijUst alll unwise to enplhaisize furlher tills,, unbalaii'ed condition.
'i'l tlefense program s for till the people. Acc('dingly, all should be taxed f,)r It,
ill pr'olorltion to their aleatis and in keeping with the sound fiscal policies which
till.' er-itl1eal lmollr (lellilal(1,.

Sinco'e the above views were plublished, the Revenue Act of 1941 (II. R. 5417)
has been passed by the House of Representatives aid Is now tnder consideration
by your committee. Tue following additional comments fre submitted

01077-41-4--5
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NONDWE~NSE EXPENDITURES

We cannot ellmphasize too strongly that sound fiscal policy demands utnost
ecoionly in lion(lefense spending by the Federal aoverninent. We urge the
suspension, during this emergency period, of every activity of the Federal Govern-
ment that is not essential In the light of the emergency and rigid economy with
respect to all remaining activities. Curtailment of nondefense expen(litures by
the Government would be a convincing argument that the need for additional
revenue Is real, and would promote a greater willingness on the part of tile people
to accept the burden of additional heavy taxes.

After maximnun reduction in nondefense expenditures, so much of whatever
additional revenue is required should be raised by taxation 'is the national
economy will stand, with due regard to preserving our system of private enterprise.
The remainder should be borrowed.

BROADENINO OF TIlE TAX IASE

It Is Imperative that the tax base be broadened If the additional revenue required
to be raised by taxation Is to be secured without drying up the source of private
capital. Individuals having annual incomes of $5,060 or over, who now bear the
brunt of existing taxation, are further called upon to bear the major part of the
burden of the additional taxes proposed by II. I. 5117. Only a minor part of tile
burden will fall on those having annual Incomes of less than $5,000. This latter
group iow receives alproxinately 75 percent of the national Income and will
receive an even greater prolortion of the Increase produced by defense activities.

We submit that all recipients of national Income should bear a reasonable share
of the burden of rearmament based on.ability to pity. Tie suggested reduction
ia personal extmptlons will not accomplish this purpose. Therefore, we urge the
Imposition of a flat-rate pay-roll tax, without exemption, oi all compensation
paid, to be collected at the source. This levy should be accompanied by a pro-
vision allowing credit against the Individul's Incomie tax for any such pay-roll
tax withheld.

Fxcss.-Po~RT TAX

('orporations are now required to comply with tin excess-profits tax law wh11,0
undoubtedly Is tihe most complicated taxing statute ever enacted by Congress. It
should be greatly sihmlifld. Not only is tile law (lifilcult to apply, but It contains
lnmerols 1equitles.

We further submit that only true excess profits should be taxed as such.
Normal profits are Ill no sense e\ce&ss nd should not be so taxed. In passing
the Seconti Revem Act of 1940, Congress recognized the difficulty of determinhig
excess profits by permitting tile use of either the Income or Invested capital
basis for establishing the excess-profits tax credit. Inequities will result from
tie elimination of the Income basis, as recommended by the Treasury Depart-
ment. We strongly urge your committee to retain In the law the present option
of determining the excess-profits credit oin either ai itcone or iniivested-capitil
basis.

Tihe following sreifle recommendations aire made soi as to tax uniformly only
tri, excess iprollts:

1. Rates of tax upon excess profits should be graduated according to tl:e ratio
of excels to niol'mnl profits, 11. represented by the excess-protits credit, til( not
according to tile dollar amn1oulnts of excess proflts, as it tie present law and
proplosed amendment. Discrimination against the owners of stock in large cor-
porations as against stockholders in small corporations, will result unless this
principle is recognized.

2. Oine hundred percent of base period Income rather than 05 percent should
be permitted as a credit In the case of taxpayers electing to use the average
earnings basis. Otherwise, 5 percent of normal profits will be taxed under the
guilse of excess profits. Also 8 percent of Invested capital rather than 8 percent
on tie first $5,C03,000 and 7 percent on ciItal In excess of $5,000,00o should be
allowed taxpayers electing to use the Invested capital basis.
3. Provision for deducting the normal tax In determining excess-profits tax

net Icome, as Included in existing law, should be retaihed. Normal Income tax
should be treated as an ordinmry expense in determinig profits subject to an
excess-profits tax. The only justification for denying this deduction Is to ill-
crease tile tax yield, which could be accomplished b.%4 raising tilt tax rates.
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4. We are unalterably opposed to the special excess-profits tax of 10 percent,
proposed by section 201 of 1I. It. 5417. The Imposition of this special tax would
operate to tax as excess profits, earnings below a normal return on capital.

5. The law should provide that losses Incurred during the period of readjust-
meat following the termination of the national emergency, should be allowed as
deductions In reducing taxable Income for income till(] excess-profits taxes,
retroactively over the period of the national emergency.

We also suggest the following technical anmendmeilts to Improve the workability
of lhe act.

1. A corporation should be permitted to establish Its Invested capital on the
basis of tile determnhatlon made under tile 1917 to 1921 acts, adjusted to December
31, 1931).

2. Section 716 of the existing law should be amended to give taxpayers the
option of using a dally, monthly, or amual basis for determining average
Invested capital.

3. The l:iw should expressly provide that the right to ai excess-profits carry-
over Is In no way affected by the nonflilng of a return or the incompleteness of
the data showing on a previous year's return. Tile carry-over provided under
the 1911) act should not be recomputed.

The law should also provide that where a return Is not required at the time
of filing any elections available if a return Mid been filed can be exercised at any
time until the tax liability is finally determined.

(4) SectIon 7:34 of the existing law should be revised to apply only to the years
1936 to 1939, Inclusive.

(5) The amortization provisions of the existing law suhld be amended by
el iiinating section 1241.

('APITAIL-STO(M( AND Ii*'!A aED-VAii 'a ExcESS-na 'vTs rAx

The caplital-shok tax andt( Its co tnlio 11011ivitasiire, the (dechl r(l-vahe excess-
profits tax, should be repealed. These taxes Iae been a constant source of
Irritation to Ilsiness, because they substitute guesswork for sound prinelples
of taxatoi. They are mlellsured by forecasting income for 3 years in advance.
Under present conditions, only a Jeremiah couhl forecast Ineome for 1941, let alone
1142 and 1143. These taxes should be repealed, but, if retained, the law should
provide for a new election Inl determining the declared value of the capital
stock each year.

The Pennsylvania State Chamber of Commerce had planned to present the
foregoing views through an otichial spokesman appearing before your com-
mlittee. However, since most of the recommlntendatiolls have been ably presented
orally, It is desired to conserve the committee's time by sullmitting this written
statement to be Inelliled in til' printed record of tip hearings held on H. ]t.
5417 in lieu of a personal appearance. If the comnmttee so desires, a repre-
sentative of the chlnlber will gladly amplify this statement.

The careful consiheratlhI by the Fhiatnce Committee members of all tile fore-
going suggestions will be apprecihted.

Respectfully submitted.
E. M. EL.KIN, Chairman,
C. L. TURNEa, Vice Chairman,

Joint Committee oil Taxuation amd l,'deril L legislation.

The CHAIRMAN. John W. Hoo)er.

STATEMENT OF JOHN W. HOOPER, BROOKLYN, N. Y., CHAIRMAN
OF THE COMMITTEE ON FEDERAL TAXATION OF THE BROOKLYN
CHAMBER OF COMMERCE

Mr. HoOPt.Rn. I am John IV. Hooper, comptroller, American Ma-
(.hine & Foundry Co., appearing on behalf of the Brooklyn Chamber
of Commerce Committee on Federal Taxation of Corporations.

The Brooklyn Chamber of Commerce, in the city of New York,
through its Federal taxation committee in cooperation with an ad-
visory group from the Brooklyn Chapter of the National Associa-
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tion of Cost Accountants, has closely followed tile proceedings of the
Committee on Ways and Means in the House of Representatives and
has carefully considered insofar as time has permitted, the Revenue
Act of 1941, introduced as H. R. 5417. While we differ in some
respects as hereafter referred to, broadly speaking, in our opinion,
the Ways and Means Committee have acted constructively in con-
tinning the two bases-Invested capital and Prior years earnings-as
methods for computing the theoretical normal earnings of corpora-
tions for excess-profits tax purposes. In order to conserve time, we
are limiting our observations to the most essential points of tax
legislation.Congress should take lead in reducing expenditures for peacetime

act vilies.-We recognize that neither the Ways and Means Committee
nor the Senate Finance Committee approl)riate money. Nevertheless,
expenses and revenue are so closely interrelated that these commit-
tees, in performing their revenue-raising functions, can and should
be p o we r f u l factor in emphasizing to the Appropriation Committees
the urgent need for retrenchment. The conviction is growing in the
taxpayer's mind that we cannot carry on sinmultaneously an exl)and-
ilg defense program and unabated Govermnent peacetime activities.
In New York at least., taxpayers are shocked to learn that such tre-
mendous long-term outlays as those for the St. Lawrence waterway
and the Florida ship canal are being urged in the name of defense.
Many taxpaying businesses and industries are thus being asked to
finance their own eventual demise in the name of projects which can-
not be completed for many years. he. citizens generally will be
bending their back under htirdens of taxation and mounting debtf,
the proceeds of which are being spent in ways which threaten the
existence of the institutions and the ways of life they are striving to
protect. The taxpayers are looking to the Congress to maintain the
distinction between a social revolution and the defense program so
that we shall not be unwittingly or otherwise deprived of our birth-
right.

tmrrqencq re venue legislation shouldd have defn lie time iv, i.-
Taxpayers should be given assurance of eventual relief by writing
into the law a definite time limit on the emergency revenue legisla-
tion, thereby retaining in the Congress control over the essential func-
tions of financing the Nation. The emergency nature of defense
taxation must not be overlooked at any time.

Senator CONNALLY. What time limit would you put on that ?
Mr. HOOPER. Just the period of the emergency.
Senator CONNALLY. You think we will be able to lit paying taxes

then? Do you believe that in your lifetime we will be able to sub-
stantially reduce this $50,000,00b,000 we owe without these taxes?

Mr. HOOvER. Not quit paying taxes but have the form of taxation
changed to a miiore equitable one. This is an emergency law only,
supposed to be designed for the period of the emergency.

Senator CONNALLY. We are going to have an emergency as long
as we owe all this money.

Mr. HOOPER. That is true; but I don't think we will have to employ
an emergency method of raising these funds.

Busiveqs control measures should be removed from, tao legislate ion.-
The taxpayers, individual and corporate, realize that they will be
'called upon to meet increasingly heavy tax burdens and will (1o so
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wi lliuglyr. However, in order that the faith of the taxpayer be not
betrayed, any regulatory intention toward business shoti 1be con-
sidered separately from the tax legislation. In other words, the
power to tax should be used for fiscal purposes only. A pertinent
example of using the taxing power' for control is the levying under
existing law of excess-profits taxes at rates graduated according to
specific dollar amounts rather than according to percentages of excess-
profits credits.

For-m and application of excess-profits tax should be sn.plified.-
The tremendous cost of preparation and administration of returns of
the excess-profits tax constitutes a nondefense expenditure which could
be used to good advantage otherwise by both taxpayers and Gov-
ermnent bureaus. Since the proposed changes of substance in the
application of the excess-profits tax and the substantial increase in
the rates are in themselves a frank admission that the primary pur-
pose of the tax is revenue production and not the originally announced
objective of recapturing excess profits, it is most advisable that sim-
pli'fication of the form and application of the tax in every possible
way should be uppermost in the minds of the legislators now con-
sidering amendments of tihe act.

Special assessments board should be established.-In addition to the
maximum simiplification, we urge that in view of the many uncertain-
ties which will inevitably remain, there be expressed the intention of
the Congress that this law be liberally administered to avoid the in-
terminable conflict between taxpayers an(l administrative bureaus
which was the result of previous excess-p)rofits tax administration.
In furtherance of a liberal attitude in administration there should
be included provision for a special board independent of the Treasury,
with authority to carry into effect this intention and thus afford relief
in cases wherespecific normalityy provisions do not apply.

Caution should be used in the adoption of additional forms of taxa-
tion.-In the interest of ameliorating the burdens which are being
placed u)on taxpayers and administrators alike, we strongly advo-
cate that utmost care be exercised in the creation of additional forms
of taxes now and urge that there be no general modification of pres-
ent tax formulas at least until taxpayers generally have had oppor-
tunity to judge the effect of their application and adjust themselves to
the taxes thereby imposed. Needless to say, a constantly changing
and shifting burden is the hardest to carry under any circumstances.

Many such changes are included, or are being urged, and consid-
ered for inclusion, in time present bill. Those which would be most
violent in effect are tile following:

Alternate bases for computing excess-profits credit should be re-
tained.-The Treasury is urging the elimination of the earnings basis
as a method for computation of the excess-profits credit. There
seems to be danger of forgetting that time alternative computations of
the excess-profits credit are for the p1urpo~se of safeguarding the tax-
payer's right under any just excess-profits tax, to limit time taxation
to income which is in fact in excess of normal actual income and in
excess of an established rate of return on invested capital.

Special 10-percent tax is unjust penalty w'hieh should be clmi
nated.-A special 10-percent tax is proposed to be assessed oil thoso
corl)orations where the excess-p)rotits credit based oil invested. ctpit,.l
exceeds a credit based oii their l)Iremnergeicy nlet income. This special
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tax is unfair and burdensome in the case of companies using tle
invested-capital method in that it presumes that all earnings before
income tax and surtax, in excess of its preemergency earnings il) to
8 percent and 7 percent of its invested capital, are (tue to the emergency.
Investigation will disclose that many growing companies will be un-
)'ustl penalized by this special assessment and that other companies
which would ordinarily have enjoyed a return in the neighborhood of
8 percent. on invested capital before normal and surtax, were it not
for the depression, will also be burdened although their activities are
in nowise related to the defense program of the country. We feel
that any special taxation levied against income within the limits of
the excess-profits credit is not only unfair but discriminatory. This
ty1e of taxation is typical of the unnecessary comlplexities added by
t he proposed legislation to an already bewildering situation.

Senator CONNALLY. You represent the American Machine & Foundry
Co. ?

Mr. HOOPEIR. No; I represent the Brooklyn Chamler of Commerce.
Senator CONNALLY. But you are an officials of }ie American Ma-

chine & Foundry Co.?
Mr. HooPrE. Yes.
Senator CONNALLY. Your comI)any has procured a lot of contracts

as a result of this emergency you referred to?
Mr. HOOVEn. We have some contracts.
Senator CONNALLY. Well, you wouldn't have those except for this

emergency, would you?
Mr. HoorER. We might not have those.
Senator CONNALLY. These materials which are being bought; they

must be paid for.
Mr. HooERm We are paying for them plenty.
Senator CONNALLY. You are not paying for them yet; you won't

unless we pass this bill.
Mr. HoorER. Our objection is to the form of the taxation. This 10

percent I am speaking about is a most unjust tax.
Senator CONNALLY. You are earning more than you did last year

and you are doing so as a result of this activity on the part of the
Government.

Mr. HOOPER. No; we are not.
Senator CONNALLY. I am talking about this American Machine &

Foundry Co. If you weren't, you wouldn't be down here talking to
Senators to get contracts.

Mr. HOOPER. We haven't talked to any Senators to get contracts.
Senator CONNALLY. You are making a lot of money, aren't you?
Mr. Hoopuit. No, sir; we are making about 4 percent.
Senator CONNALLY. That is 4 percent gross on the contract?
Mr. HooEr,. Yes; that is right, and we are working 23 hours a (lay

to get it.
Senator CONNALLY. It might be 10 or 15 percent on your invested
T. HOOPER, The percentages quoted are fantastic, as American's

net return on defense work for the first 6 months of 1941 was 2 percent
of its invested capital. And I want to say we have not been going
around to Senators getting war contracts.

i
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Senator CONNALLY. Well, you got them without it; I congratulate
you.

Mr. HflooV (continuing)
Procedure of a,'1essing eDcess-prof/s taxes before income taes

shoudd be renersed.-The assessment of excess-profits taxes before nor-
nal income taxes is a perversion of the relation between the two taxes

and results in nullification of a substantial portion of the rates of
excess-profits credits fixed in the law. Corporations which earn more
than their excess-profits credit under the invested-capital method
find their allowable rate of return reduced to inadequate percentages
running from 4.9 percent to 5.6 percent, as pointed out in the report
of the Ways and Means Committee. That is the 8-percent figure less
the 30-percent normal rate. We would rather face greater direct tax
rates on excess profits than have exemption decreased by the indirect
method employed in the proposed legislation.Carryihj forward of un used excess-profits credit sh oilhl be extended
and proison,'s liberalized.-The excess-profits credit carry-forward
provisions of the present law should be amended. At the present time
the law permits carrying forward of unused-excess-profits credit for
2 subsequent years. I'here should be an extension of this princil)le so
that the carrying forward will l)e permitted until all previously un-
used excess-profits credit has been use(1; otherwise there will be taxa-
tion of normal profits which happen to occur in a single year in tile
cases of corporations having wide fluctuations in earnings from year
to year. There should also-be provision for keeping open for adjust-
ment the excess-profits-credit coml)utation for all years of the emer-
gency period and adding thereto unused-excess-pr fits credit for not
less than 2 years after the close of the emergency period, to l)revent
taxation of apparent profits which were not. realized, the actual net
amount of which can only be ascertained after passing through the
subsequent, adjustment period, which includes the 4 percent which we
in the American Foundry & Machine Co. figure on the books is being
llale.

Full a.,mmwt of average base period net income should be allowed.-
The full amount of the average base period net income should be al-
lowed as an excess-profits credit, there being no logical reason for
arbitrarily reducing it to 95 percent.

ProvisIon should be made for adequate ineomw on in vested capital.-
The provisions of the proposed bill for return on invested capital are
inadequate. The proposed legislation allows a return of 8 percent on
the first $5,000,000 of capital and( 7 percent on the capital in excess of
$5,000,000. After deducting the proposed normal anl surtax of 30
percent, these returns are reduced to 5.6 percent and 4.9 percent, re-
spectively, and are further reduced to the extent of the 10-percent
special tax levied against earnings in excess of income in the pre-
emergency period, as previously referred to. These rates of return
are utterly inadequate if a corporation is to successfully interest new
equity capital. Further, they do not allow for setting aside necessary
reserves for contingencies. The act does provide for a 10-percent rate
of return on new capital, but such rate is reduced to 7 percent when
the normal tax and surtax are deducted, which rate of itself, in the
light of the risks and personal income taxation, is insufficient.
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Period for adjustment o/ vWolsMCUC h would be UN1ited.-Sect ion
734 of the Excess Profits Tax Act provides for adjustment of incon-
sistencies, with payment of taxes and interest going back for all
unlimited period of years. This leaves taxl)ayers ill it position of
uncertainty and jeopardy with respect to matters which have been
properly settled and closed. It is our opinion that this adjustment
period should be limited to not more than 5 years prior to 1940, and
in view of the extraordinary type of legislation rel)resented by the
Second Revenue Act of 19,40, as aiei(ded, and the proposed 141
Revenue Act, collection of interest by either the Govermnent or the
taxpayer under section 734 should be waived.

And in this connection I think one of the finest expositions of the
difficulties under section 734 was made the other (lay here by Mr.
Blodgett, of Boston. (See p. 140.) One of our main troubles with it,
aside from not un(lerstan(ding it, is the definition of the various phrases.
I am not a lawyer, and I thought I read it through and got some idea of
its intention, but when the experts read it through, it is just impossible.

Present capital-stock tax and declared-value excess-proflts tax should
be repealed.-The taxation absurdity now known as the capital-stock
tax and declared-value excess-profits tax, the speculative features of
which are unjustifiable under any circumstances and particularly so
under present difficult and chevaging conditions, should be repealed.
The least that can be done in common justice is to give the taxpayer
ol)portunity each year to a(ljust the valuation guess upward or down-
ward instead of compelling a 3-year prophecy under such unpredictable
conditions.

The only justification for that law is the fact that it (oes 'aise nionety
for the Treasury; that is the only justification that anyome call see. At
least, what could be done would be to permit the taxl)ayer an o)poI'ti-
nity to adjust his valuation guess whici he is required to make upward
or downward each year instead of requiring hin to try to predict 3
years in advance under present conditions.

Discriminatory tax on radio broadcasting should not he 1,1ieted.-
The proposed Revenue Act of 191 levies a special tax on the net time
sales of radio-broadcasting companies, per section 601 of title VI.
Although the industry affected is generally outside the scope of busi-
ness activities represented by the Brooklyn Chamber of Commerce, we
cannot let this opportunity pass to protest the introduction of such a
form of taxation. The singling out of a specific industry for special
taxation of its gross income allegedly justified because it is operating
under a special Government privilege is alarming to many businesses
operating in whole or in part under Government franchises. Such
taxation is revolutionary and destructive. A tax on gross income
levied without relation to the net income of the taxpayer is, not only
objectionable but is in many instances confiscatory. rhe fact that the
broadcasters may earn a high rate of return oil a small invested capital
does not mean that their earnings are excessive and therefore should
be subject to special taxes not levied on other businesses.

Ingenious and wasteful tax devices shodd be eliminate in. interest of
eeonwity.-At a time when national resources of manpower and mate-
rials must be conserved in the interests of defense, we urge the im-
portance of avoiding waste and stress, the need for efficiency in matters
of taxation, recommending in this connection the eliminate ion of special
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ingenious devices of taxation which Itay be very interesting as intel-
lectual exercises when time is available, but which are wasteful, annoy-
ilng, and tend to stimulate ill will rather than cooperation between the
agents of Government and the taxpayers at a time when utmost co-
operation is essential. A few exainl4lhs are as follows:

Requirement in the law for computation of invested capital based
on daily balances, under certain coliditiolls-which balances are seldom
available in taxpayers' records.

Requireinen t hat (lividen(ls plid within time first 60 days of a taxable
year be deducted in comquptiting ilnvested( capital .

Capital-stock tax anid its coimlpnion, (leclared-value excess-profits
tax.

Tie 10-pereent tax on portions of the net income under the special
rule, in section 201 (a) (2) of 11. It. 5417.

Recomputation of excess-prolits credit carry-over under proposed
1941 law instead of coid inning the carry-over as originally determined
by the law recognizing it.

ITaxation to make up de/icuhcy in re e ite.-The apparent (leltR ieicy
in revenues brought about by elimination of the provision for a joint
lhsl)and-aild-wife return sll lld not lbe made u) at this time by arbi-
trarily adding or increasing taxes. The amount of the deficiency is
small when compared with the enormous expenditures being madle
during the defense period an(l the amount, planned to be raise(t by the
bill. Taxpayers and legislators alike need time to experience tile
incidence of the present taxes and determine a more scientific and
rational application thereof to the purchasingg power of tile Nation.
Ihe present concentration on the earnings of a small sector, coml)rised

ill large part of incorporated businesses and its investors, must be
relieved if they are to survive. We are of tile opinion that provision
for this complaratively small addition to the total deficiency may well
await consideration of the )text. session of tile Congress, particularly
in view of tie large savings possible. in the cu'tailment of nondefense
Spending. If tile Congress is confirmed in the opinion that tile deft-
ciiney be provided for tie 1941 revemme. bill. then we recommend that
it lookc to the broad p-urchasing p)Wer of the Nation to raise tile money
an(, if necessary, to the lowering of the personall exem)tion for )ir-
poses only of the normal income tax on individuals, or a withholding
tax such is suggested by Mr. Alvord.

And before closing, I will say I listened to Mr. Alvord's very ill-
teresting exposition of tile subject and our comnttee would have
mentioned many facts which lie has made unnecessary. We there-
fore wish to go on record to the effect that we are 100 percent in ac-
cordance with the recommendations of the United States Chamber of
Commerce. Further, I would like to record our agreement with the
thought. exl)ressed here that developments on the )art of industry
during this. period should be encouraged taxwise. so that when the
emergency is over industry will be in position to come out with some
new things to enhance employment. I think it is a very iml)ortant
thing that he mentioned.

Senator BAILEY. You would favor his recommendation of with-
holding at the source this 3 percent regardless of whether it was a
$90-a-month stenogra)her or $50,000-a-year lawyer; regardless of
ability to pay I

Mr' HOOPFJ. Yes.
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Senator TAFr. Of course, with the surtax on that ?
Mr. HooPER. Yes; but I do think a little consideration should be

given to those brackets which are now being so hard hit. I think
the 3 percent should be given consideration in those cases.

The CHAIRMAN. Mr. Alexander King. '

Mr. KiN. At this time I would like to yield to my colleague, Mr.
Gibson, of the Pioneer Rubber Co., Willard, Ohio.

The CHAIRMAN. Will you indicate something as to the length of
your testimony?

Mr. GIBsoN. About 7 minutes.

STATEMENT OF 3. C. GIBSON, PIONEER RUBBER CO., WILLARD,
OHIO

Mr. GinSON. Mr. Chairman and gentlemen of the committee, I
think it is about time to have 5 minutes of serious entertainment.
The manufacturers of toy balloons )articularly, and likewise all rub-
ber toys will be adversely affected if a 10-percent excise duty is placed
on these products. Rubber toys of all kinds, and particularly toy
balloons, are in competition with products made of various "other
materials, and it will seriously handicap them if they are taxed, and
all other toys exempted.

By far tie largest number of toy balloons are sold to the retail
trade-to the children of America-at 1 cent apiece. 1This selling
price is set substantially by the producer, and through the. years,
merchandise has been bilt to fit into this price structure. The bal-
loons themselves are sold by the factory generally in the.neighbor-
hood of 78 or 80 cents per gross. This enables the jobber who pur-"
chases them to dispose of them at approximately 95 cents a gross
to the retailer, who, for servicing 144 sales, receives a gross profit of
apl)proximately 50 cents.

If a 10-percent excise tax is placed on this l)roduct, it will mean
that the penny item is immediately raised to about 90 cents per gross,
including tax, to the jobber which does not leave sufficient margin
for him to handle toy balloons, and thereby eliminates such mer-
chandise from the market, for without adequate jobbers' sales efforts
and services, the merchandise could not be expected to move.

Another phase of the problem is, that we cannot decrease the size
of balloons readily, and give the child a smaller balloon for his
penny, because of the aluminum priorities. Toy balloons are made on
forms that are made of aluminum. They are mounted on strips and
4 or 5 strips are then attached to a board so that it is possible to make
l)erhal)s 150 balloons at one dipping. Were there no limitations on
aluminum, it would be possible to have new aluminum forms made,
and the child would have to be satisfied with an item of smaller size
for his penny. We have built up some pretty big sizes for a penny.
In order to cut these sizes, if we must, will require new forms. You
say we can melt them. True, but we can only save 10 percent, thereby
requiring us to look for the 90 percent of virgin rubber.

Senator TT. Virgin aluminum?
Mr. GIBsoN. Yes; virgin aluminum, which we cannot get..
We have just cut off a few of these knobs that I have here

[indicating].
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It is impractical to place an excise tax on toy ballons because they
are made from latex; that is, liquid milk rubber. The latex is not
readily 'preservable. In warm weather it will sour, in cold weather
it will freeze. In view of this, it seems impractical to store it. And
even if it were practical to store it in steel drums or tanks, it would
be impossible to get such storage equipment in adequate quantities
wit hout taking it from defense needs.

Therefore, by placing an excise tax on toy balloons, you would
simply be taxing the children, and the poorest children in America
at t)at.

Senator CONNALLY. How is the tax levied in this bill; is it on the
manufacturer?

Mr. GiBsON. If you will just, give me one moment, I will give it to
you; I have it here.

You would be taxing the child who buys a little rubber article, and
by the use of air and sunshine, inflates it and beautifies it, so that lie
has a whole armful of fun for his penny. Are those children with
their good influence for morale, to be ipenalized? Are these little
children going to be totally deprived of it penny balloon while all the
rest of the toy industry is exeiiipted? Have we come to a point in
this richest country in the world where the little child will have to
carry the burdens that are taken from the shoulders of others?

Senator CONNALLY. Yes; but how is this tax levied; does the manu-
facturer pay it, in this bill?

Mr. GIBSON. Yes.
Senator CONNALLY. And you say that you are going to pass this

tax to these l)oor little children you have been talking about; you
won't exempt them but will take their heart blood?

Mr. GinsoN. I suppose we will have to, if you pass this bill.
'he toy-balloon industry consists of 10 factories, 9 of which are

located in the State of Ohio and 1 in Illinois. These plants furnish
employment to 983 people, mostly women. If this excise tax is im-
posed on the manufacturers of toy balloons, and not on various coin-
petitive articles, such as various toys, candy, and so forth, the discrimi-
nating public, and particularly the discriminating child, who has no
more than a peiny to spend,'is sure to eliminate toy balloons from
his purchases-incidentallv, those are the balloons whichh will have
to be made shorter if we cannot get the rubber-thus seriously affect-
ing the employment of these 983 peoIple--of these, 547 women. It will
offer cold consolation for such to know that the wealthy husbands and
wives have won their point and may continue to file separate income-
tax returns antd saving them hundreds of thousands of dollars a year,
if their representatives in Congress, in an effort to make up ihese
losses, turn to the factory workers and the children of America and
make them jointly contribute in a desperate efEort to raise the required
revenue.

Toy-balloon manufacturers recognize the necessity of revenue in
this time of emergency. They have accepted without complaint in-
creased minimum wages, higher corporation, income, and excess-
profit-tax rates. By exempting them from this excise tax, fnd per-
mitting them. to do a near-normal business, the Government will
receive more in taxes than can be expected from a reduced volume
which would result, should this tax be imposed.
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Have you stopped to consider that this bill proposes exactly the same
excise tax for the child's toy balloon that it, (oes for furs, safety-
deposit boxes, radio-receiving sets, air conditioners, sporting goods,
luggage, electric mixers, motion-)icture films, and so forth? On the
other hand, section 541, of the admission-tax provision, exempts paid
admissions of less than 10 cents. Is the child Who buys a penny bal onl
to be taxed for that, and the mo ving-picture house exempted on 9-cent
entrance fees?

It is our considerate opinion that the United States Government
will receive a greater amount of revenue from income-taxes on the
toy-balloon industry than they would receive by burdening the in-
dustry with this 10-percent tax, which would logically substantially
reduce the volume of business, so that it would be beyond the realm
of reason to expect that the tax would a)ply on today's normal pro-
duction, for it is evident that with such a penalty, we could not right.-
fully expect more than half of present-day production. Factories
operating on such a limited basis would have their earnings seriously
affected by virtue of the excessive overhead and burdens due to
operating Oil a low-quality, or high-cost production basis.
Can it be that the provision to tax rubber toys is an effort to

conserve the use of rubber?
In 1940 the rubber industry used 648,000 toils of rubber; in 1940

the rubber-toy industry used about 2,500 tools of rubber-I am talking
about the conservation of rubber-and in 1940 the toy-balloon industry
used about 523 tons of rubber.
The entire toy-balloon industry consumed an average of 431/, tons

a month, 4 tons per factory, employing an average of nearly 100
people each.

About half a ton of crude rubber gives employment to one person
for a year in the toy-balloon industry.

You readily see that an infinitesimal amount of rubber would be
saved, even if the entire toy-balloon industry were put out of busi-
ness. The dangerous thing would be the effect on employment of
nearly 1,000 people, in an effort to discourage the use of a fraction
of a paltry 500 tons of rubber used in the manufacture of toy balloons.

Toy balloons constitute only 2.6 percent of all toys, games, and so
forth. All rubber toys, including toy balloons, total only 5.9 percent
of all toys, games, and so forth.

In conclusion, the question and the only question involved is
whether out of over one hundred million dollars worth of toys sold
in the United States annually, rubber toys are going to be penalized.
The question is, can you in fairness exempt all other toys and place
this burden on rubber toys only I There seems to be no logical mid-
die ground-tax all toys or exempt all toys including toy balloons.
We are not objecting to.the tax so nmch as to the discrimination. Tihe
Revenue Act of 1932 recognized the wisdom and necessity of such a
course.

Now, in closing, we are going to leave these balloons here for you to
take honle to your grandchildren. I want to request that you put
in this paragraph here [indicating] just two words after the word
"surgical ," namely, "rubber toys."

The CHAIRMAN. Any questions?
(No response.)
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The CHAIRMAN. All right. Thank you.
Mr. Edward A. O'Nea 1
Mr. O'NEAL. I am prepared to go ahead, but I think it will take

about 35 minutes, and I think you gentlemen are worn out. I there-
fore think it w.uld be preferable for all concerned, if we did not
start at this hour when you gentlemen are tired.

' he CM IRIMAN. We would be sitting 35 minutes more.
Mr. O'N,%L. No; I didn't suspect so; I think you will all run out.
Sfnator FArT. Do we meet tomorrow morning
'The CHAIRMAN. No. I think it would be best for you to be here

and be heard next week. File your brief anyway, their. We will be
in Fession anyway.

Mr. O'N11L. I will be here, but I have a conference with the Secre-
tai of Agriculture.

enator JOHNSON. Are we going to have the 10-minute rule iI
effect next week?

The ('JIt1RMAN. Yes; we are.
Mr. O'NFnL. I will have to leave town-after Monday, I have an

cn gag. mount.
Senator CLARK. I think we can hear him next Monday.
Mr. O'NEAL. 1 wou!d like to have the opportunity to be heard on

behalf of the fhu'm people, at least the 3,000,000 in our Federation.
Senator C'iLAJK. I think you wc 'i get better attention oin M Ionday.
Senator TarT. I think it will be j)ossible to hear you.
'he CHAIRMA.. All right, you will be with us again, then, next.

week.
Mr. Cowles. Mr. John Cowles.

STATEMENT OF JOHN COWLES, PRESIDENT, THE MINNEAPOLIS
STAR JOURNAL AND TRIBUNE CO., MINNEAPOLIS, MINN.

Mr. CowLs. I would like to call your attention to provisions in the
)roposed tax bill which seem to put a discriminatory and inequitably
Ieary tax burden on those companies that are least able to carry it.

I refer to companies which have a proportionately large amount of
debt so that a big share of their invested cal)ital is in the form of bor-,
rowed money and which also had small or no earnings during the base-
year period of 1936 through 1939 and so must use the invested-capital
instead of average-earnings method of computing excess-profits taxes.

Many persons who have not studied all the provisions of the bill
assume that corporations may earn 8 percent on their total capital or
even more if their base-period average earnings were higher, before
becoming liable for the excess-profits tax. .

Actually, the way the bill is drawn, 'those companies whose capital
structure includes a substantial proportion of borrowed money and
who likewise because of lack of base-period earnings must rely on tle'
invested-capital method of coml)uting taxes must pay excess-profits
taxes long before reaching the 8-percent return figure. Borrowed-
money capital is, in the first place, counted at only 50 percent of its
face, and in the second place one-half of the interest paid out is added
to the actual net earnings and the excess-profits tax is computed on an
artificially inflated earnings figure.

'he way the thing works out as I understanld it, is that a corporate ion
that has borrowed nioney, whether bonds, notes, or bank loans, can only
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earn on such borrowed capital one-half of the difference between the
interest rate paid and 8 percent, without being subject to excess-profits
taxes on those earnings.

To use a specific illustration, the company I represent has about
twice as much borrowed capital as equity capital. In round numbers
we owe $5,000,000--largely in term notes-on which we pay 4 percent
interest. As the law stands, we can only earn 2 percent above interest
on that $5,000,000 without being subject to excess-profits taxes.

Moreover, if I understand tie bill's terms correctly, which in this
case I hope I do not, companies like the one I represent that (lid not
have big earnings in the 1936-39 base-year period and so cannot use
average earnings, are further penalize(l and discriminated against by
having to pay an additional special 10-percent tax that is not levied
against those corporations that did prosper in the base period. If my
impression is accurate and we do have to pay this additional 10 l)ercent,
.then under the terms of the bill we could make, after interest, only
1.6 percent on that portion of our capital that is borrowed money
without being subject to heavy excess-l)rofits taxes.

And that 1.6 percent which we would )e allowed to earn is of course
subject to the normal Federal income and defense tax of 30 l)ercent,
leaving us net 1.12 percent as the maximum above interest that we
may earn on our borrowed capital without paying excess-profits taxes.

The point I want to emphasize is that unless a company that is in
debt is allowed to make more than 1.12 percent or even 1.4 percent
above interest on its borrowed capital without, becoming liable for
heavy excess-prcfits taxes it will be almost impossible for such com-
pamies ever to pay off their debts and get into strong, souid, financial
condition.

If any types of companies are to be favored, not as a gift but in
order to keel) our whole free-enterprise system of private capitalism
functioning, it should be those companies that are struggling with
debts. If companies with large debts are allowed to make net, free
of excess-profits taxes, only 1 percent, or 2 percent, or even 3 percent.
above interest on their borrowed capital, many of them will not be able
to meet their debt-retirement provisions and may be forced into re-
ceivership even though, paradoxically, they are at the same time pay-
ing, big so-called excess-profits taxes.,he way the bill is drawn, wealthy debt-free companies and com-
panies that prospered greatly from 1936 through 1939 and are con-
sequently far better able to pay large taxes than the weaker companies
will actually pay excess-profits taxes at only a fraction of the rate that

,companies in the category of the one that I represent will pay.
While we will pay heavy excess-profits taxes after making only

'a 1 and a fraction percent return above interest on that portion of
our invested capital structure that consists of borrowed money, other
corporations may make five times as large as proportionate return
with no excess-profits-tax liability. And tie strongly entrenched, rich
companies have no debt-retiremnent obligations N%1hile the companies
that are in debt must meet their regular debt payments or go into
receivership.

Mly specific suggestions for correcting the inequities are:
First, that all companies using the invested cal)ital basis for calcu-

lating taxes be allowed to earn 8 percent on their borrowed capital as
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well as their equity capital before becoming subject to excess-profits
taxes. Of course, companies owing debts would have to pay their
interest out of that 8 percent.

Second, that in computing a company's excess-profits taxes, the
actual net income be used, instead of adding back half of the interest
paid to secure an artificial and fictitiously high figure on which to base
the excess-proflts tax. The recipients of the interest are also paying
taxes on it, so there is no justification in taxing it twice. The argument
that companies not needing additional capital might borrow solely
to increase their invested capital base and so reduce their taxes, could
be met by a provision in the law that only borrowings made prior to,
lay, August 1, 19.1, could be included as invested cal)ital unless the
corloratilon could (emonstrate that the additional borrowings were
required for bona fide working capital needs.

Third, that the special additional tax of 10 percent levied on those
corporations using the invested capital alternative instead of the
average-earnings method be eliminated. If either group is to pay it
heavier tax as a premium for being allowed to choose its alternative
method; such heavier tax should be levied on companies selecting the
average-earnings method, because such selection indicates earnings in
(excess of 8 percent on their capital.

Unless changes along this general line are made many companies
with heavy indebtedness face receivership. A (lebt-free corporation
should not be allowed to make several times as high a return on its
cal)ital, without paying excess-proflts taxes, as a corporation that has
outstanding del)t to retire.

We musf not limit, moreover, the establishment of new business
enterprises only to those individuals or existing corporations that have
eufticient accumulated capital so they will never need to borrow noney
to develop and expand such businesses as they may start. We must
allow all companies a chance to make a reasonable return on their
capital, borrowed money as well as equity, or our whole system of free
enterprise will dry u).

The l)isent bill is based on the erroneous theory that farmer who
has a $4,000 equity and a $16,000 mortgage to pay on his farm should
be taxed more heavily than a neighbor who has a $20,000 farm clear of
debt.

In its present form the bill penalizes the companies least able to pay
by taxing them on a proportionately much higher basis than the com-
paives whose financial position and past earnings records make them
much more abundantly able to pay the taxes that. are needed.

The CH, ,1AtN. Ml. Watson. hfr. Morris Watson.

STATEMENT OF MORRIS WATSON, NEW YORK, N. Y., REPRESENT-
ING AMERICAN PEOPLE'S MOBILIZATION

All'. WATSON. My appearance is on behalf of the American People's
Mobilization, 1133 Broadway, New York City, of which I am the labor
representative and a member of the national executive board. The
A. P. M. as it is known, is made up of individual members, local
councils and branches, and affiliate organizations which include labor
unions, fraternal societies, nationality grouj)s, and so forth. Because
of some duplication, it is impossible to estimate the exact number of
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persons represented. It has been variously estimated at somewhere be-
tween eight and twelve million. The organization or movement is sup-
ported by individual and group contributions. Its policies are set by
a national council in consultation with local councils and affiliate organ-
izations.

'I lie primary concern of the movement is the complete military de.
feat of Hitler and the total destruction of fascism abroad and at home.

To that end, we are opposed to the tax bill now pending before you.
We believe that increased production is a prime necessity. Such in-
crease depends upon skill, muscle, and efficiency, and they in turn de-
pend upon health and morale. Therefore, in our view, anything that
lessens 1iealth and morale endangers the safety of the Nation.

We have the resources to buil a strong Nation, and with that
strength and our traditional love of democracy we can achieve victory
over fascism and wipe fascism from the face of the earth. L2t's start
now in this tax business. The Treasury literally is pouring billions of
dollars into the coffers of corporations. These same corporations, and
others, are raising prices, by one device or another, and capturing more
and more of the substance of tie )eople. It is from these corporate
profits that the Nation can get its taxes without ilairing the na-
tional strength.

Tile positi.. of my organization, in brief, is that tlie tax bill should:
1. Restore the proposed mandatory joint. return for husbands and

wives, and thus plug Ul) the scandalous loophole through which the
very wealthy have been able to (lodge their share of taxation.

2. Restore the $1,000 exemption for single persons anti $2,500 exemp-
tion for married persons and family heads.

3. Provide for an effective excess-profits tax of 80 percent or more
on profits which are above 5 percent of invested capital; eliminate the
"average earnings" option of computiing excess-profits credits; place
profit limitation on defense contracts; restore the undistributed-profits
tax; and repeal the 20-percent amortization privilege.

4. Drastically increase all brackets for estate and gift taxes with
exemption for not. more than $10,000, plus a like amount of life insur-
ance.

5. Tax all income from Government securities.
6. Tax capital gains at, full rates, and disallow capital-loss deduc-

tions against ordinary income.
7. Eliminate excise taxes on consumers' necessities, and reject com-

pletely any notion of a sales tax or wage tax.
In other words, the new bill should tax those who can pay taxes and

still eat and live like human beings.
A glaring examplle of t lie inequity and inadequacy of the present tax

bill is found in the report of P. W. Litchfield, chairman of the board
of Goodyear Tire & Rubber Co. In accordance with tile l)rovisions of
the present bill this company has set aside $8,158,406 to pay its income
and excess-lprofits tax from 1941 earnings. lit the same period of
1940-that is, the first 6 months-the company )aid $1,097,875 in si-
,iar taxes. The increase this year is 613 lei(ent. That sounds like a
lot. But wait. Tie net profit for the first l)eriod of this year, after
providing for taxes and reserves, is $6,196.756. as against $4,142,892 in
that period last year. A Irofit increase of 49 percent. But wait again.
In the first 6 moilths bf 1940 the company set aside no reserves. 'fli.,
year it set, aside $3,500,000 in reserves.
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In other words, the Goodyear Tire & Rubber Co., as well as a lot
of other corporations waxing rich on the defense program, can pay a
lot more in taxes than is provided in the bill, and still wax rich.

That is not so of tile salaried people, tile wage earnels, the little
people, tile vast majority of the American people. They have no
"nets" and "reserve" Prices of foodstuffs go up and they eat less.
Rents go up and they crowd into smaller quarters. On top of these
things, you legislators increase their taxes I Down goes their stand-
ard of living! They get sick and weak, and we say that's a heck
of a way to run a nation in a time of great peril, or any other time.
The alarming number of rejectees of selective service demonstrate

that already too many people in this country don't get enough to eat
and (lon't live as they ought to live. Last May, Brig. Gen. Lewis B.
Hershey, reported 380,000 rejectees out of 1,000,000 men examined.
To (to anythiiig but strive for correction of this situation is to help
Hitler toward enslavement of the peoples of the world.

Finally, we must confess complete lack of ability to understand
a system of taxation which says the people shall live on less and the
corporations on lore.

I should like to put the report of the Goodyear Rubber Co. in the
record.

I thank your committee for hearing me.
The CHAIRMAN. All right. Thank you.
(The repor referred to and submitted by Mr. Watson is as follows:)

SoMS FArs ON THKl FIIST IIATF oF 1941 F)a STocx1oorn)Is AND EMPl:OYEs

(By I'. W. LiTciwmw , chairman of the board, the Goodyear Tire & ltubher Co.)

FOHI.MORD

For the past several years I have Issiued it sole'wlhait informal report of our
operations to our emlployees and stocloliers In co)Junction will the formal
annual report. In these Informal reports I have sought to give a iontehnihcal
explanation of the forces anl factors with which management hiii leen dealing
and thus to l)rovl(e both stockholders and employees with a better understanding
of Goodyear.

Because the first 6 months of 1941 were unusual in so many respects nd! be-
cause the influences of those first 6 zaonths will continue to exert themselves
upon our operations for an indefinite period ahead, it was deemed advisable to
submilt the following comment at this tine rather than to wait for the close of
the year.

GENERAL COMMENT

The first half of 1941 broke ill previous Goodyear records iII sull iuimportillt
matters as total sales, tonnage of rubber products produced, pay rolls, and
personnel employed.

Even the figures for the first half of 192), considered the all-tme boom year in
American business and( Il(lustry, were sh1,4antially exceeded by those of the
6 Imlonths Just ended.

Under normal conditions, an achievement stch as this would he viewed with
unhouided gratilleation. But we must rcCognImz' that the dolnillalit factor in our
operations daring the first half of 1941 was the nit tioral emergency. National
wage levels advaltced substantially during tile period. this lpOvdldig increased
buying power, and prosliecls of shortages in varios lines of go:ds stillullated
business enterplnses and Individuals allke to "st ek iplj." This served to create
an abnormal market for goeds of nil kinds restiltivrg in a situation akin to the
first stages of hilatiol. It would ite inllldielt in tile ('in'e were tv to base
our expectations for tie fattirle Oil si.l0 records ulth~e. s ()I Ih e routltr, we
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must Interpret current figures as the forerunner of changes which will come with
the return of more normal times. That Is why we are now setting up substantial
reserves and in other ways endeavoring so to manage our affairs as to emerge
from the present unsettled period with strength to meet the new conditions.

The continuing Interests of our stockholders and employees obligate us to such
a course.

With that policy in mind, It may be of Interest to stockholders and employees
to review soiie of the detailed figures covering the first 6 months of the current
year.

We realized fromn the sale of our products -------------------- $152, 931, 046
As compared with a figure for tit, same period (of 1910 of -------- $101,055,607
An Increase of --------------------------------------- percent-- 51
On June 30, 1941, we employed tn our world-wide operations,

persons-- 158, 411
As compared with same date last yea ---------------- do-. 48, 996
An Increase of ---------------------------------------- percent-- 19
We paid out to out employees, III salaries anid wages ------------- s $33, 011l, 708
As (ompared with a figure for the same period it 1940 of --------- $30, 31!, 353
An inerea.e of -...........------------------------------- percent__ 27
III accorda(ce with provisions of the bill now pending In Con-

gress, we have set aside out of 1941 earnings for United States
Income. and excess-profit tax_ $,--------------------------$8, 158, 406

As compared with our domestic tax charges for the same period of
1940 of ----------------------------------------------------- $1,097,875

An increase of --------------------------------------- percent-- 643
Our net profits after providing for taxes and reserves of ----------- $11, 1, 756
Compare with those for the first half of 1910 of ----------------- $4, 142, 892
Attn Increase of ---------------------------------------- percent-. 49
Out of the 0 months' receipts we have set up as reserves for

coitiigenies -------------.----------------------------- $3, 500, 000
As compared with reservct3 set up during tite first half of 1940 of-. Nonte
The tonage of rubher goods we )rOduced was -------.. po..Iunds- 453, 610, 000
As compared wtih a figure for the sate period in 1940 of ---- do- .. "352, 568, 000
An Increase of --------------------------------------- percent. 28,
t lncling coolie labor employed on our rubber plantations In the Netherland India.
'This figure does not reflect substantial wage Increases placed in effect in our domestic

plants In mid-June.

DKFENSI" wot1

lnder the pressure of our country's defense needs, Goodyear Is continuing to
expand Its efforts In this field.
Our subsiliary, the Goodyear Engineering Corporation, Is under contract to

operate a large Iwder bagging plant tit Charlestown. Ind., con, tructio. of which
is now being rushed to completion. This plant is wholly owned by tile Federal
governmentt through Its Defense Plant Corporation. It Is situated on a 4,500-aere
tract adjoining one of the world's largest power manufacturing plants.

Our subsidiary his assisted in the supervision of construction and will take
over its operation under a lease arrangentent which Involves no Investment on our
part. Personnel for the itantagentent of the plamt Is being drawn from the parent
company.

Our largest single new activity Is the fabrication of metal parts for airplanes.
This work is carried ott by our subsidiary, the Goodyear Aircraft Corporation.
Currently 2,000 persons are employed lit this work, our organization having been
built during the past few nionths around a nucleus of technicians and skilled
workers who had gained experience in the fabrication of light metal alloys during
the construction of airships.

This organization will he expanded to probably 10,000 employees upon com-
pletlon of plants which are now under construction on land adJacent to our
airship dock at Akron Airport.

The output of this organization goes to primary manufacturers of airplanes, we
serving as subcontractors.

We are under direct contract with the Navy for the production of nonrigid
airships for coast defense patrol and are now In process of expanding our fa-
cilities for this work.
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Another major expansion is going forward In our division of wheel and brake
assemblies for airplanes. We have been in this business for a great many years
since it naturally links itself with the manufacture and sale of airplane tires.
Growing demand for our products has necessitated the planning of a new manu-
facturing building which is expected to be completed this fall.

A long list of other defense products, such as barrage balloons, life rafts, self-
sealing fuel tanks and combat tires, most of which were enumerated in our
annual report for 1940, are being manufactured at sustained or accelerated rates.

HtISEARCII

lFor more tan three decades, Goodyear has dtvoted much tie and effort
to scientific research and development In our endeavor to improve standard
products and to develop new products. Defense needs have inagnitlel the ilu-
portance of such work to a marked degree.

Accomplishments in this division have ranged from the development of a
widely used accelerator of rubber vulcanization, known as Captax, to our own
type of synthetic rubber which we have named "Cllemigum." The first successful
rayon tire was worked out In our laboratories. A rubber resin, named Pliolite,
was discovered by Goodyear and Is now being used in the manufacture of im-
proved lacquers, water resistant paper coatings and a number of other products.
Soon another Goodyear plastic, Plioform, may be used in certain ways to re-
place aluminum and the scope of its eventual usefulness Is wide Indeed.

We have developed various other plastics which are finding application in
many fields and our exclusive product, Phlofilm, is being used more and more
widely in the packaging of foods and other commodities which require pro-
tection against evaporation or moisture.

In the immediate field of defense we have developed a very efficient bullet-
sealing structure for airplane fuel tanks, a practical and compact airplane motor
suspension, advanced types of barrage balloons, and a number of other items
used in modern warfare, the details of which we are not permitted to discuss.

Much of the work we are now doing is likely to have application in future peace-
time markets since our development of an outstanding synthetic rubber has vastly
expanded the limits of scientific research. Combining the known elements of the
natural rubber with those of the synthetic rubber we can clearly see opportunities
for a whole series of new processes. new plastics, and new organic chemicals which
lend themselves to specific application in fields as yet untouched.

The swing away from natural materials to synthetics is one of the most impor-
tnt developments our industry has ever known, and the benefits will be trans-
lated into terms of meeting the expanding needs of mankind.

THIE SITUATIION IN 113l11 R

In a recent public statement, I ventured the opinion that there will be enough
rubber, even tinder present restrictions now imposed by the Goverinment's effort
to build tp its own stock pile for defense, to meet the legitimate requirements
of the general public.

Until there is all adequate reserve for defenses, the amount of rubber which the
Government will make available for public consumption will continue to be Mlted.
Tire production during the next 0 months will be at a reduced rate as compared
with the first 6 months, hut since it now appears that the level will not be below
that of 1940. I do not believe such reduction will work a hardship on the public
or our dealers.

Bear in mind that there Is no actual rubber shortage today. At least a 0 months'
normal supply Is on hand li America and the commodity is being received at our
ports in amounts which exceed current needs.

The complications arise out of the possibility that our supplies, which conie frol
Malaya and the Netherland Indies, may be reduced or shut off by subsequent
developments of the war.

Meanwhile, our policy is in complete accord with the Government's program.
and we are willing in every way to cooperate with this intelligent plan for
preparing for the worst possible emergency that may arise.

(Whereupon, at 5: 10 p. in., an adjournment was taken until 10 a. In.,
Monday, August 18, 1941.)
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MONDAY, AUGUST 18, 1941

UNITED STATES SENATE,
CoMttITrE ON FINANCE,

1Vashuhgton, D. C.
The committee met at 10 a. i., lpursuant to adjournment, in room

312, Senate Office Building, Senator Josiah IV. Bailey presiding.
Senator BAILY. The committee will come to order.
Senator George, the chairman, is necessarily detained for a short

time. He requested me to act as chairman.
I wish to make several announcements. Several (lays ago, the com-

mittee voted to impose a time limitation not to exceed 10 minutes, on
all witnesses, with the privilege of submitting a written brief or
statement to supplement oral testimony.

Those wishing to file briefs in lieu of oral testimony must submit
them to the clerk of the committee by August 2,3, Saturday, the closing
date of the hearings.

On the calendar for today, and the remainder of the week, ar a
number of witnesses on the same item. Wherever possible the com-
mittee wishes that the witnesses consolidate their testimony and select
one spokesman in order to avoid repetition and duplication and to
expedite the hearings.

Now, the first witness this morning is the Honorable James Law-
rence Fly, Chairman of the Federal Communications Commission.

We will hear Mr. Fly. I understand that. there is no time limnita-
tion on him.

M r. FLY. Thank you, Mr. Chairman.
Senator JoHNsoN. Mr. Chairman, in regard to witnesses who are

on the calendar and who do not appear to make an oral statement,
there will be no objection to putting their briefs into the record?

Senator BAILEY. If they get, them in by the 23d.
Senator JOHNsON. They can present them today, if they are here.
Senator BAILEY. They can present. them if they are here.
All right, Mr. Fly.

STATEMENT OF HON. JAMES LAWRENCE FLY, CHAIRMAN, FEDERAL
COMMUNICATIONS COMMISSION

Mr. FLY. Mr. Chairman, I am afraid it is a. bit. presuimlptious of me
to come before this committee on a matter of this kind, because I know
this is something on which there are many attendant. problems, and I
fully appreciate that this committee is far more expert in this field
than I am, or than I may ever hope to be. Therefore, I do not want to
be guilty of presuming too much here, or extending into a field where
I have little competence.
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I (1o think that where the committee will be interested il sp1ecitie
figures, it might be well if tile committee would assign to me, or con-
ceivably to some representatives of the broadcasters, the duty of work-
ing up those figures. We did spend sonio considerable time studying
the effect. of this tax upon the different classes of organizations in the
business, but the results are not easily to be attained, in view of the
fact that one must consider the combined effect of this tax in the light
of income and excess-profits taxes.

As I understand the figures of the Treasury, while there llts bIh&i
some indication that this tax upon broadcasting will net around $12,-
000,000, I believe the Treasury has indicated it would he probably
around 41/> to 5 million in terms of its net effect. 'Therefore, I am
not talking about it relatively large sum. At the same time, even that
sum placed u)on the broadcasting industry is substantial, because

espite the prominence of the industry and" despite its great, signifi-
cance in the broad public service it ren(lers, it is not a big industry
ill a, m11One1y sense.

There are a few general observations that I should like to offer for
what they may be worth to tile committee, I ami sure you are. all
familiar witlh he fact that the broadcasting industry renders a great
deal of public service. Much of the time, and muoh valuable time, of
the industry is devoted to public-service programs, and there I am not
referring simply to the Farm-and-Home hour, and To.caminli, and that
sort of thing, although they are highly valuable, but more in point
is the extensive time devoted to public debate, to speeches of you
gentlemen, and of other public figures ill the discussion of tile great
issues of the day. That not merely occurs today, that is d continuing.
practice in the industry and has become, if not a 'ile, certainly a con-
sistent habit of this industry to carry a great range of public-service
programs , and they are limited not merely to the field of political

discussions, affairs of state, but to various otier civic, charitable affairs,
and that sort of thing.

Perhaps one of the most valuable public services which the industry
renders is tile extensive news gathering and dissemination. We take
it for granted on Sundays, when we hear broadcasts from Singapore,
from Cairo, from Hong Kong, Tokio, Manila, Moscow, that that is a
routine broadcast. Ot course, that is hardly routine. That is not
merely a highly technical and diflicult opertition, but a highly expen-
sive one, and in terms of returns to the Public, I think we wil all agree
it is a very valuable service.

Now, in addition to those general items of service which I have so
crudely outlined-

Senator VANDENBERG (interposing). You omitted the fireside
chats. They are very important.

Mr. FLY. Yes, sit; they should be included, Senator Vandellberg.
A great (teal of time nowadays is devoted to Govermuent programs, to
those progranis having to (1o with the armed services, with the cam-
)aigs for funds.

Senator CAnK. Mr. Chairman, the Government departments eve
,et up radio stations of their own for broadcasting their own praises-
haven't they? Do not they (1o that, do not they have one ii the Interior
Department?
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Mr. FLY. No sir. They do have a studio down there, id from there,
of course, it is convenient to tie into one of the local stations, or to
the networks. It is a very nice little studio, incidentally. But a great
deal of this national-defense work is carried by these stations and by
the networks over these facilities.

Now, I do not think there will be any discussion, at least as I see it,
today-I do not think there will be any discussion on the demands of
this industry for public service. Of course, that is all in terms of
immediate money returns. That is the loss to the industry with
nothing coming in.

There is also the probability that additional burdens may be placed
upon the industry in terms of additional equipment. These facilities
may be useful for national-defense purposes in a more direct sense.
It may be important to keep then on the air-well, let us say, for
examl)le, an air-raid warning service, and that sort of thinr.

Sena1to' VANDENIIERG. Whell are yol goilig to Start that
Mr. FLY. WVe hope not at all, sir; but in the job of pl'eparation for

possible eventualities, that is one of the thin,_s that must be consid-
ered, and an example of that situation is the demand for an auxiliary
power supply for the stations in order that tile station that might 6e
depended up1on in an emergency will not, go out with the failure of ihe
regular power supply.

So, we fin1d the idilstry, in a period where the demands upon it may
be more significant, J)erliaps more useful and certainly more burden-
some. I think that it can hardly be denied that the service rendered
by tile industry is of a very vital character.

Now, there aire soille illteresting points regardiing the ecolnmics of
ile business. There are important fixed costs. Telephone lies, for

example, is one of tile important cost elements. There are others, such
is talent, labor, studios, and various facilities.

Now, it is the very nature of broadcasting that it must be coitimmus
broadcasting, and broadcasting must. go on whether the returns come
in or not. For example, conceivably the leading oil cbmpanies-ad
the East not having enough gasoline for sale anywny-should thiey'
determine to cut down on their' advertising, selliimg time lieretofol:e
occupied by them oil the air must be occl)ie(,. entertainneit or some
service mu1st go out to tile public. That would be true with tile auto-mobiles or witi any industrial where, l)ecaise of the peculiar require-
mients of the present situation, the advertising demand may coniceiv-
ably fall off.

Now, the percentage of net. to the gross is not awfully high, so that
with not a coistait. base in terms of anomit but a cmtimin...g bae
of actual costs that will be there whether or not you are getting any
return, you see you can easily run from a period like 1940 into the
future (lays that may lie ahead oft us, iito a net loss, an(d depning
upon the deniand of the industry a1d tile aimioulit that this adv'ertis-
ing might provide, of course, wpnll be the amoiut of time loss ill terms
of decreasing revenme. and sustained costs.

Now, the industry has also felt, I believe, that this tax in effect 111)011
advertising would be something of a burden u)on the distribution of
goods. That is a matter which is frequently debated, and I need not
do anything more than mention it here for what it is worth.
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Conceivably, that might be important in a time of recovery, chang-
ing from an emergency situation back to a normal economy, to see
that the free distribution of goods is not burdened.

Of more significance at the moment, however, is that competing
advertising media are not taxed. I believe that is generally true of
newspapers and magazine advertising, for examl)le. In addition to
that, of course, there is a heavy subsidy to the use of the second-class
mailing privilege to the newsl)alers, and so forth, which assuredly
redounds to their very great economic benefit. Of course I 'ni not
criticizing that privilege. 'That is a matter of policy on which I would
offer no criticism, but when we start to evaluate the status of a coi-
pet ing media I think it is of some significance.

S:inator CLARK. The fact is that radio advertising and newspaper
advertising are coip etitive. Under the decision of tle Supreme
Court of Louisiana in a case that came before it, it would be of very
doubtful constitutionality to tax newsl)alir advertising, and. ther-
fore, the contention of the radio people is that it is unfair to tax then
when they are not taxing their coinl)eting advertising media. Is not
that the contention on the part of the radio people?

Mr. FLY. I believe that is their contention, sir.
Now, I am not going to burden you gentlemen with the detailed

figures. In the first place, as I said at the outset, I do not want to pre-
sume competence in that field. Let me say before I do mention these
in general outline, that we shall be glad to study the records at the
Commission if the committee desires that we make the study, and to
give some more specific estimates. I would imagine, however, that
the Treasury would be definitely more competent than we to do that.
Our facilities, of course, are available to the committee.

Now, the factors in the industry that will be most heavily hit by the
tax will be the chain Companies. I believe nine of the chain com-
panies will be affected by the tax. Talking the gross figure rather than
the net figure of the tax, for example, and, of course, tie net will he
substantially less, the nine chain companies and the stations licensed
to them woiild have a gross tax un(ler this bill of $7,815,000. Then
there are 224 stations in addition that apparently would be affected by
the tax, giving a gross result under this bill of $4.823,790.

Thus arriving at the gross as distinguished from the net figure, a
gross oi $12.639,486.

Now, there are in that group about a total of 256 stations that seem-
ingly would be affected by the tax. However, u)on examination, ap-
parently the tax would not hit in a substantial way many of the sta-
tions. There are a relatively few stations, but, by and large, they are
not important.

Senator JOHNSON. Well. Mr. Fly, as I understan(1, the relationship
between the stations and the networks, why would not the networks
pass on this tax to the stations? Instead of passing it on to the ad-
vertisers--and it is generally anticipated, it seems to me, they will pass
it straight on to the station and reduce the amount that they i)ay thie
station for the service that the station renders the network, so why will
not every station be affected?

Mr. Fry. That, of course, would be a conceivably indirect result,
iut I believe the bill as drafted, Senator, places the tax on persons en-
gaged in operating a radio broadcasting station, or engaged in net-
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work broadcasting. '1'lien the tax is immediately placed upon )net
time sales.

Senator JoiiNsoN. It is just a sales tax. It is a sales tax on advertis-
ng sales.

Mr. F .. Roughly speaking; yes, sir.
So, the tax here as you have it before you, I believe, is placed directly

upon the network. i do not know what plans the industry might have
.1 mind for any distribution of it.

Senator JoHi.soN. Tie network pays the station. The network does
niot do any broadcasting itself, it hires tie station to do its broadcasting
and it pays the station for doing that. broadcasting.

Mr. FixY. Yes--may I say, "yes" and "no"? Of course, the studio
work, as you know, "Senator, is done in New York. The broadcast
originates in New York, or some program, Senator, in Chicago or Los
Angeles, or possibly some other point and that, of course, is likely to
be a network business at that end. Omi the commercial programs you
ire right, the network pays the station for putting the program out
but, if it be a sustaining )rogram, that is one in which tlere is no adver-
tising sale and no income, the l)ayment will run for that, that is, for
tie commercial program.

Senator JohNsoN. There is no tax oil sustaining programs on that
kind of broadcasting?

Mr. FLY. No.
Senator JOHNSON. The tax all comes on the commercial programs?
Mr. FLY. I do not think there is any conclusive answer to your point.

That is conceivably a w ay that it might be worked out under the bill,
idthough I merely point out that in the outset, it is placed directly
upon the station broadcasting on its net time sales and directly Ull)o0
the network upon its net time sales, so there is the immediate impact.

Now the large networks will be substantially affected here. I (10
not want to say what the figure would be. I suspect on the. 1940 figures
it would be roughly around $2,000,000 each. that is, upon N. B. C. and
Columbia. That would take a very heavy proportion of their net in-
come, of course. Based upon-well, the 1940 figures, for example. thiat
sort of a result would not be destructive, still taking either a longer
view of it backward or a further view into the uncertain future, with
the income in doubt and with the burden of public service in the in-
crease. I think it sufficient to give us some pause there.

Perhaps it may )e found that the more emphatic results will be
upon some of the regional networks. You take the Don Lee Broad-
casting System, for example, o1 the west coast, where there is a
pretty extensive regional network, now that network is rather ex-
tensive and having a fairly heavy and important business. It is not
composed pre(lominantly of big, "profitable stations, and a tax falling
heavily in a situation of that kind might conceivably result in im-
pairment, or abandonment of service at a number of the smaller
stations that are reached at some expense by such a network.

Gentlemen, I believe, in view of tie greater competence of many
of the gentlemen who appear lere, I shall not give any more specific
statements regarding this matter. However, I am at the service
of tile committee.

Senator BATLEY. Are you finished?
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Mr. FLY. I would be glad to try to dig up anything that tile com-
mittee may instruct me to.

Senator BAilEY. Are there any questions?
Senator VAANDENBERG. You are ol)posed to tile tax, are you, Mr.FlI? !'r. FLY. I think it is it pretty dubious tax, sir. I am awfully

reluctant, when you have the burden of finding money, to sayI
am el)posed to the tax.

Senator VANDENBERG. You want to save the radio industry in many
other aspects. I would be interested in how you feel about that.

Mr. FLY. I think it is a dubious tax.
Senator DAVIS. If you put a tax on advertising in radio, will

that not set a precedent for taxing advertising in newspapers?
Mr. FLY. I think it might very well do so.
'Seiator CLARK. You cannot conceivably tax a newspaper advertis-

ing under the Supreme Court decision in tie Louisana ease.
Mr. FLY. We have given consideration to a tax measure in view of

the notion that broadcasting companies are operating with a public
franchise, in effect utilizing public property. But then, consi ering
the heavy public service the broadcasting industry is rendering, and
in view of the competition with other advertising media, I am in-
clined to think that in any tax measure it would be well to treat the
)roadcasting industry l)retty much ini a class wifh the other branches

of the communications intistry. We have been considering for some
time a possible draft of a bill which would assess broadly upon
the communications industry roughly the cost of regultion, but a
tax of that kind-well, I doubt, for examl)le, if the result of that-
would be more than say, around one-half of 1 percent of gross upon
the broadcasting industry, and then a Part of such a tax, a very
important )art would be' thrown upon the telephone industry, and
some upon the telegraph industry whi(.h, incidentally, is not in a
position to pay any heavy taxes.

Senator JOHNSON. From tie emphasis you split on the public service
rendered by the radio station, it leads me to believe that you feel
that this is a tax upon the freedom of expression. Am I right in
reaching my conclusion, based on your testimony? You place great
emphasis u1)on the fine public service that the radio industry is ren-
dering.

Mr. FLY. I think, sir, that that is really an important offsetting
argument on the point that the radio operates with a public fran-
chise. In other words, conceivably the apl)roach to tis would be
that, since the business is, in effect, based u)on the license, upon the
use of the publicly owned frequency, a special tax should be imposed.
I think the notion of the public service is rather an anticipatory
rely to that l)oint, at least in part; also, in emphasizing the amount
of time, and hence the amount of money devoted to the public serv-
ice, and I am pointing to the fact that, with the increase in that
type of service, and with various additional burdens upon the broad-
casters, coming at a time when there is a pt. to be a decreased income,
then any substantial tax in addition to those now iml)osed might be
very detrimental to the service.

enatoi' BAILEY. What does the Radio Commission cost the Govern-
ment? What was the appropriation?
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Mr. FLY. Apart from the special national-defense work, sir, it
would be roughly $2,000,000 a year.

Senator BAILEY. That is the appropriation to carry on your activ-
ity?

Mr. FLY. Yes.
Senator BAILEY. Who pays that?
Mr. FLY. "T'hat is out of tie appropriations, sir. It is not assessed

in any way.
Senator BAILEY. You do not collect tany license fees?
Mr. FLY. We get no license fees at this time. As I said, in con-

sidering this business of a tax to cover the industry as a whole, and
merely to cover the cost of regulation, that is one possible, logical
approach, to have some sort of license fees and costs for the different
procedures, and that sort of thing.

Senator BAILEY. A man who enjoys a Government franchise ought
to be willing to pay for it, ought not he?

Mr. FLY. I think that is true to that extent, sir. I think if they
were readily available, a formula for assessing in terms of a franchise
tax. that might well be done, but. of course, when you start looking
for~tlhe formula, you get into trouble.

For example, you have stations of a given power who pay a. certain
amount of tax, we will take examples of a couple of large, powerful
operations; you take WEAF in Now York, you take KOB in Albu-
querquo, N. M., which at times is operated at 50 kilowatts also, and
you will see it would be quite impossible to place upon those two
stations the same amount of tax. That is the sort of problem you
run into when you head into a franchise tax, based upon power.
Conceivably, a more logical base would be in terms of coverage, that
is, in telms of population that receive adequate primary service. At
least, superficially, that would be a fairly sound approach, but ePven
that is none too easy. The coverage is hard to determine with a
great degree of precision and it changes at various times with the
seasons, the time of (lay, the sun-spot cycle, ali(1 a lot of other things,
not to mention changes in the stations'themselves. So, while that is
not an impossible sort of problem, you can see it readily offers some
difficulties.

Senator BAILEY. The franchises heretofore granted are very val-
uable in some instances, are they not?

Mr. FLY. Very valuable, sir.
Senator VANDENBERo. As long as they last they are valuable.
Senator BAILEY. What would the N. b. C. sell their franchises for

todayI
Senator CLARK. It depends on who is trying to buy them, does it

not?
Senator BAILFY. Just give me a general estimate. The question of

price always takes into consideration whether there is somebody
ready to buiy. What do you imagine the N. B. C. franchise is worth
They got it free. What do you think it is worth?

Senator VANDENBERG. It is worth no more than you want it to be,
is it not?

Mr. Fr.y. That is not completely in our control, Senator. I do not
know. You see, the N. B. C., for example, has several million dollars
of properties, and it is an important going concern. There are various
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facilities that are not. directly attached to a license for particular sta-
tions. You see a network operation is something that call be done
entirely apart from a license, quite apart from any station; that is,
in the sane ownership. What they need is the facilities; they need
a sponsor; they need a program; they need talent; they need studios
and a p oint of origin, and then from that studio programs can be
piped to any number of stations by wires. So, when you come to
evaluate tle" licenses for the particular stations that ale controlled
i)y the network, you need to (raw a line between those two classes of
facilities and services.

Senator VANDENBERG. Don't you think they would be willing to pay
something for a' more exclusive'sort of franchise than they now have?

Mr. FY. I suspect they would pay substantially more.
Senator (LAm. On tile other hand, take tlhe Noble station, for

xaml)le, tile price might be lower?
Mr. Fix. Might he lower.
Senator CLAma. InI other Words, ill tile coiilion gos'il). tile station

sold for considerably less than the owner thought tile station was
worth?

Mr. Fix. Yes; that is common gossip. And that, I think, is a
pretty good description of it, Senator. I think I can give you some
specific answer to that. The price that was paid for that station was
around, I think, $850,000, and I also understand there was under
consideration at the same time and for the period of a cole of
weeks during tile negotiations another propositionn involving $875,000,
but that tle second proposition involved a restraining, clause that
would restrain the owner from going into the broadcasting business.
for a period of 15 years, or some such time. So there was adequate
ground there for tile choice of tile slightly lesser amount without tile
restraint.

Senator CLARK. Do you hapl)en to know who represented Mr. Noble
in that transaction?

Mr. FLY. Yes; I do. Mr. Dempsey and Mr. KoI)lovitz.
Senator C,.UmK. Wias Mr. Corcoran' of counsel?
Mr. FLY. Pardon me?
Senator CLuRK. Was Mr. Corcoran of counsel ?
Mr. Fix. I do not think so, sir.
Senator DAvis. Can you give me the cost of the telephone charges,

so to speak? Can you give me what the connection of tlme wiring-n)
of these different stations is? Can you give me what tile radio pays
to the teleplione company?

Mr. FLY. No, sir: I cannot, offhand. I can get some useful figures.
Of course, they would vary, depending upon the location of the studio
and tile amount of distalln'e that is to he covered, and time difficulties
encountered.

Senator DAVIS. Will you put them in the record ?
Mr. FY. I shall be happy to do that, sir.
(The following memorand(lum was submitted at the request. of Sena-

tor Davis during the course of Chairman Fly's testimony :)

NETWORK 'I'EI.EPIIONE-CIRCUIT EXPENsE

Reports filed by time three major networks Indlieate tlit $0,398,772 in tile aggre-
gate was spent by them during calendar year 1940 for network iH!e service and to

rovhleC studiotranlsmiltter' 5 e uand local loopi service for their owned and oper.
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ated stations in the cities of New York, Chicago, San Francisco, and Los Angeles.
This amount is distributed as follows:

Columbia Broadcasting System, Inc ---------------------------- $2,181, 61
Mutual Broadcasting System, Inc --------------------------------- 621, 1931
National Broadcasting Co., Inc ---------------------------------- 3, 995, 218

Total ----------------------------------------------------- (1, 3 8, 772

Figures showing expenses for network line service exclusively are not available,
since the two larger networks lunlp In their reports both exp nses for network
line service and for local station purposes. However, officials (if these networks
estiIate that 10 percent would closely approximate the amount Included Il the
above over-all figure which Is actually expended for station as distinguished fromn
network purposes. Assmning the correctness of this estimate, tit(' total cliarge
Incurred by tile three major networks for the maintentnce of lp nanent network
service would be approxinmtely $5,800,O0O for the year 1940.

Ii addition to tile three major networks, a number of regional networks main.
aliimed lsernmmment programn-transinisslon circuits. The aggregate amount spent

by all regional networks for this purpose would not have exceeded $5(),(X)0 for
tie year 19140.

'Tihe accuracy of these figures Is confined by the report of tIhe Anmrican Telh-
j,lmu & Telegraph Co., Il which it I stated that for the year 1940 tit company
1.11d 1 110shnit-'S employig 17 ])rtgralu-rmlmsmissiOcircuits with 417 users over
a total dishnce of 49,9791 miles. The revenues ierived by tile counplilly for this
total service for the year was $013,f:4,249, according to its report. The slight
Increase between the nioult rvlmrted 1,y thi teephonlle .-oinpily Mid tie
anioUlnts reported iove results front recellits by tite teitplon coulpailly for
temsorary hook-ups is distingushed from the nahitenlle of lpernounent net-
work connectliiis.

Tihe total expense to the broadcasting Industry for lrrograllm-tr~mumsissll cir-
cuits hi 1910 was approximately $9,000,00. This sum Includes, Ini addition to
amoilunts for lwrilmntneit network service given above. tlit costs incurred for
studlo-transinitter circuits and local 1001) circuits.

Senator BAILEY. If there are 110 further questions, the next witness
is Mr. Maurice Lynch, of Chicago, the financial secretary of the Chli-
cago Federation of Labor. You have 10 milultes. Mr. Lynch.

Mr. LYNCH. I will not take that long.
Senator BAILEY. All right.

STATEMENT OF MAURICE LYNCH, CHICAGO, ILL., FINANCIAL
SECRETARY, CHICAGO FEDERATION OF LABOR

Mr. LyNCH. My name is Maurice Lynch. I am financial secretary
of the Chicago Flederation of Labor and have been for the past 14
years. The Chicago Federation of Labor is the licensee, owner, and
operator of Radio Station WCFL, the "Voice of Labor."

The Chicago Federation of Labor believes it against the public in-
terest to iaive this proposed tax bill passed as it is now written.

Our objections are simple and fundamental: First, the measure
)laces an unequal or discriminatory burden on radio broadcasting-

and I believe billboards-and fails io include other advertising media.
Second. this bill departs from the well-established precedent of not
taxing come of "not for l)rofit" organizations and labor unions. We
do not believe this body has any Intention to discriminate against
certain selected advertising media or to favor any others. Yet, this
bill as neow written does just that. We do not believe this committee
intends to depart from the carefully considered past policy of exempt-
ing "not for profit" organizations and labor unions-yet this bill does
that.
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When WCFL was first established the cost was taken care of by
voluntary contributions from members of union labor of Chicago and
vicinity.

Since its establishment the cost of operations has been met by volun-
tary contributions from unions and proceeds from the sale of time and
annual benefit entertainments. The station has been operating at i
loss almost every year from its inception until the year 1940. The
operating loss for 1938 was $61,000 and $29,000 loss for the year 1939.
The profit for 1940 vas $20,163. When we saw that we were operating
at a profit during 1940 we undertook to apply to the Federal Com-
munications Commission for an increase in power from 5 to 10 kilo-
watts in order that we might be heard by more people and over a
larger area. The Federal Communications Commission granted oural)plication.i order fo us to increase our facilities to 10 kilowatts it necessi.

tated committing ourselves to expenditures of approximately $46,000.
Penalizing us to the extent which this proposed tax bill provides would
prevent us from carrying on the service to the l)ublic which we intend
to give. It was and is our intention to increase our power to 50 kilo-
watts, or more, if we were to become financially able, but with this
proposed burden to be met those good intentions would have to be
abandoned. Further than. preventing future expansion, this proposed
tax bill would limit our present operations and necessitate reductions
of personnel service to the public, and hours of operation.

We have donated, we do donate, and we expect to continue to donate
valuable time to our Government to help publicize any and all of its
activities, especially those relating to national defense .and public..
welfare.

Our radio station, more than any other in Chicago, is available to the
free use of national-defense and lpublic-welfaire organizations. This
is not said critically of other stations. We can serve better than the
other stations because the profit motive is not. the object of our opera-
tions. It would not be just that the iladio stations which donate. go
much time to Government agencies, be discriminated against, as they
would be if this bill passes, just as it is.

Much of the "American way" comes froill the activities of "not for
profit" organizations. We ur~ge yoti-ik) not dlepart from the wvell-
coiisidlere(l and long-established po licy of exempt ing those ('nonprofit"
organizations from income taxation, ait a time wihenl our Nation, iomle
than ever, needs their support.

We have a trenmen(lous national-defense debt to meet-as a Nation.
We should meet this debt with all fairness and not with discriminationn.

Gentlemen, I thank you for this opportunity you have given ie to
tr.v to exl)hain our case. If there are any questions you wish to ask, I
will try to answer them.

Senator BAILEY. Are there any questions?
Senator CAPPER. May I ask, is there any other station owned by

labor or by an agricultural or industrial group?
Mr. LYNcm. There is no station owned by lahm. I would think there

are some stations that might be called agricultral ,Stat ions, like WLS.
Senator CAPP:R. There is no other group that you know of?
Mr. LYNCH. No.
The CH.AIRMAN. The next witness is Mr. Hlarold A. Lfount, Wash-

ington, D. C., representing the National hl 1(h)endmlit lBroadasters.
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STATEMENT OF HAROLD A. LAFOUNT, WASHINGTON, D. C., PRESI-
DENT, NATIONAL INDEPENDENT BROADCASTERS

Mr. LAFOUNT. Mr. Chairman, and gentlemen of the committee, my
testimony before your distinguished conuittee will be confined to that
section of the bill (H. R. 5417) which lays on a graduated tax on the
net time sales of radio broadcasters. I speak as a representative of
the independent stations. Before attempting to discusss the problems
arising out of this proposed tax, however, I would like to state briefly
my own qualifications as a witness on this subject..Radio has been my chief interest for 20 years. From 1921 to 1927,
I was engaged in the mnamufacture of radio equipment, particularly
loud speakers. Throughout that period, too, I maintained a radio
laboratory. From 1927 to 1934, I served as a member of the Federal
Radio Commission. In the course of my official duties, I visited almost
every radio station in the United States, assisted in the preparation
of rules and regulations governing their operation and otherwise
helped to administer the law which the Cungress had enacted to con-
trol radio broadcasting. From 1935 to (late I have had direct charge
of the operation of six broadcasting stations, and this experience has
given me an excellent opportunity to observe conditions within the
industry, to study its )ro blems, to un(lerstand some of its difficulties
and to share in its struggle to render an outstanding public service.

Now, there are three points I would like to im)ress upon you gentle-
men in connection with the proposall to lay a tax on the sale of broad-
casting time. First, the independent stations for which I speak (10 not
oppose the enactment. of heavier taxes. We fully appreciate the neces-
sity of raising funds to defray the expenses of our national-defense
prograiml. We wanit you to kno0w, also, that we are willing to cooper-
ate within our means and even to tie extent of giving our lives, if that
should be necessary, for the preservation of our democracy. We agree
that, everyone must sacrifice in order that our security as a nation may
be assured. All we ask is that the burden of financing this gigantic
national effort be equitably distributed in the true American fashion.

That brings me to my second point, which is simply this: The bill.
as it stands, discrimiflates against the broadcasting industry. It levies
a special tax on the industry's only source of revenue which' has already
been depleted in sone measure because of the extensive services we areT
rendering to the (,overmnent. 'he tax is levied on "met time sales."
whether those sales bring us profits or losses. Please remember that
nearly 300 broadcasters operate at a loss in this country. In a great
many instances, therefore, title VI of this bill would hav1e the effect of
taxinig losses. As a rule Congress has heretofore refused to enact rev-
enue legislation which so clearly ignores the sound principle of taxation
in accord with capacity to pay.

As you doubtless knoiw, the broadcaster is usually incorporated. He
has his corporation taxes to pay. IIe must share the burden of any
increase in the general corporation tax that Congress may approve.
Any dividends he may receive from his business are taxed as personal
income by both the Federal aid State Governments. If lie operates
at a l)rofit, there are excess-profits taxes to pay. I want you to know
that we do not object, to an excess-profits tax, when and if we make any
profits to be taxed. Indeed, the broadcaster is willing to pay his share
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of any general tax that Congress finds it necessary to enact. But we
can see no justification for Imposing on him another sl)ecial burden
that has no relation to his capacity to pay.

I appreciate tie fact that the lower-inconme stations are exempted
from this proposed tax. It woul nevertheless cut into the operating
funds of independent stations whose incomes are in excess of $100,000
but. whose profits are little or nothing. It is the plight of these stations
which I ask you carefully to consider. You can readily see that a
broadcaster who is operating at a loss acquires no special capacity to
pay an extraordinary tax merely because his gross income may exceed
$100,000. I find it difficult to believe that Congress will lay down a
policy of exacting a special contribution from those broadcasters who
rre unable to make both ends meet and at the same time maintain a
high standard of public service.

Now I come to my third point, which has a very direct hearing, not
.)nly )pon this proposed tax, but also upon the sluiccess of the (lelelise
program in general. Let us consider for a few moments the nature of
the industry on which this burdensome tax would he laid. To a large
degree broadcasting stations in this country are berated as quasi
public utilities. Our licenses require us to operate in the public in-
terest, convenience, and necessity, and l)ractically every broadcaster in
the United States'is determined to fulfill that obligation. It is as
sacred to him as his allegiance to the flag. Every broadcaster knows,
moreover, that his l)rogramns must al)peal to the ;ublic or his invisible
audience will be lost. So our business necessarily consists of rendering
service-we have nothing else to sell. Some stations make profits and
others lose nioney, but all lust continue to render l)ublie service so long
as they are on the air.

Obviously, if the bro.-,dcster is to serve the l)ublic well, he must
sell enough time to meet all his legitimate expenses. I am sure we all
believe that the broadcaster is worthy of his hire, but men who do not
see the industry from the inside may not know the problems it is up
against. May I mention a few of them. Radio broadcasting is still a
comparatively new art, and therefore its continued development neces-
sitates frequent changes in the rules and regulations laid down by the
Federal Comnmnications Commission. New riles often mean that. our
equipment must he adjusted, modernized, supplemented, or rel)aced.
In addition, we nmst meet the costs of attending hearings and of hiring
legal and engineering talent. These extra costs many be regarded as a
special burden already iml)osed on the broadcasting in(lulstry. To
these expenses nuist be added fees for authors, conl)osers, performing
artists, and guilds, as well as salaries for musicians, with the rate of
pay and the number of mnusicians to be hired dictated by the union.
Then, of course, we have regular overhead expenses suich as rent, )ower,
light, heat, salaries, news services, and so forth. The difficulty of
meeting these expenses has increased, moreover, h ecatlse the larger

number of stations now operating intensifies tile completition we utist
meet.

Now you gentlemen know that these expenses must le paid and
that tile only source of revenue we have is the sale of broadcasting
time. If you increase our costs of operation still further, you will
colpel us to sell more of our limited broadcasting time amd thus
impair, to that extent. the service we can render to the public. It
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is this point which I ask you to weigh with special care. If money
goes for taxes, it obviously cannot be used to buy news features or
to purchase or produce sustaining prog rains. In other words, this
l)rol)osed tax would, in many cases, fai upon radio listeners in the
form of lower quality programs. Some of the taxes in this bill are
apparently designed to cut down consumer buying of materials that
are needed for defense. But surely there would be no point in cur-
tailing the flow of good entertainment over the air. On the con-
trary, the present enmrgency has intensified the need for high quality
broadcasting.

The effect of this l)roposed tax on the quality of programs might
not be serious, except for the fact, that we are giving an enormous
amount of time, in this period of national crisis, to governmental
activities. Radio has become one of the greatest national mediums
of communication. A broadcaster has only to read the thousands of
letters that often come to his station in response to some request by
an announcer to realize the great power that is in his possession.
As a group we are using that power in the service of the Nation.
We ftlly appreciate the necessity of maintaining the morale of our
peoplee it a high standard, and we know how important it is, in this

great democracy, to keel) the people informed as to the activities of
their Government. We believe that in this national emergency our
stations must be ever read%, to serve as an iml)artial link between
the Government and the people. So we have allocated more time
than ever before to what might be classified as public c business."
It may surprise some of you gentlemen to learn that at this very
minute many broadcasters are sending more words out over the air
for the Foeral Groverminent and the U. S. 0. than for their adver-
t isers.

In bringing this fact to your attention, I do not wish to be misun-
(lerstood. I am not complaining because a large portion of our time
is given to this "public business. '" But this is how it works out. Every
broadcasting station operates a specified number of hours at a fixed
cost, exclusive of program expenses. Our big problem is always to
work into this limited period entertainment, news and other features
that will bold the public interest, along with commercial programs
sufficient to pay our expenses. I am sure you realize that we cannot
make one annouicement after another and ]told i listening audience.
If a broadcaster makes 20 announcements a day for the Federal Gov-
ermnent, each one must follow, say, 10 minutes of music or some other
form of entertainment. So it requires 200 minutes to present 20 Gov-
ernment announcements, and we play for the entertainment as well as
give ul) the time, which might be sold1 to advertisers.
Time is also given to local Government activities. the U. S. 0.,

various relief organizations, and so forth. Wh9iile these calls u)on
our services vary in different communities, they average another 200
minutes a (lay. &Thus the fotal time available for commercial broad-
cast is reduced from 10 to 50 percent, depending upon the number of
hours the particular station operates. Since the cost of operation,
including rent, power, light heat salaries, and so forth remains fixed,
the shorter period of time that may be sold to advertisers inmst bring
in sufficient revenue to l)ay that cost and finance our sustaining pro-
grains. So you cam readify see what. will happen if Congress decides

61977-41-47
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to increase our expenses while we are carrying this extra load of
"public business."

We sometimes hear people coml)lain that there is too much adver-
tising on the radio. Gentlemen, it is not our fault. If our expenses
are increased and our available commercial time reduced, we simply
have to crowd in the commercials. And if this practice is continued,
or by necessity intensified, we shall inevitably lose; listeners cannot
easily be changed. So this bill brings us face to face with a dilemma.
Our loyalty to our country and our sense of public responsibility
prompt us to give a large portion of our broadcasting time to the cause
of national defense. If the United States should become an actual
participant in the war, much greater demands upon our facilities
would be made, and certainly every request would be cheerfully
granted. Yet we must face the fact that costs are rapidly mounting,
and incidentally we are losing some of our advertisers, because, in a
few instances, raw materials are no longer available to them.

The principal thought I would like to leave with you, gentlemen, is
that the broadcasting industry is already making an enormous con-
tribution to the cause of national defense. If the independent stations
were to be paid for the programs and announcements broadcast for
the Government, they would be very profitable, and in that case should
be taxed accordingly. But l)lease do not require us to pay the discrimi-
natory tax proposed in this bill-plus corporation taxes and personal
income taxes-while we are giving so much free time to the Govern-
ment and paying for the entertainment necessary to l0ld our listeners.
That levy would impose an unfair burden upon an industry already
making a heavy sacrifice to the cause of national unity and strength
in this emergency. More important still, it would tend to impair the
quality of radio programs and thus weaken a great system of public
communication at a time when it should be strengthened.

In behalf of the independent broadcasters, I ask you to eliminate
this discriminatory and unreasonable tax.

Senator VANDENBERG. You all put great eml)hasis on your public
service. Did you ever try to reduce that to dollars and cents? For
instance, what does a fireside chat cost all the radio broadcasters in
the United States?

Mr. LAFOUNT. If it was sold at. the regular price charged anyone
else, of course, it would cost several thousand dollars, Senator, de-
pending on the number of stations that carry it.

Senator VANDENBERG. Did you ever make an estimate of what it
would cost?

Mr. LAFOUNT. No, sir; I have not.
Senator VANDENBEUOk It would be interesting.
Senator BAILEY. Are there any further questions? If not, the

next witness is Mr. Ellsworth C. Alvord, representing the National
Association of Broadcasters.

STATEMENT OF ELLSWORTH C. ALVORD, WASHINGTON, D. C.,
NATIONAL ASSOCIATION OF BROADCASTERS

Mr. ALVOD. Mr. Chairman and gentlemen of the committee, I ap-
pear on behalf of the National Association of Broadcasters in stren-
uous opposition to titleVI of the House bill. This title imposes the
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so-called radio-broadcasting tax. I have a rather detailed melioran-
dum, Mr. Chairman, which I do not desire to rea(, but which I would
like to submit as a part of my remarks.

Senator BAIleY. You wish that to be 1)ut into the record?
Mr. ALvoRD. I wish that to be incorporated in the record, and I trust

if there is any doubt left in the minds of. the committee as to the
propriety of tie tax, the memorandum will be studied very carefully.
Certainly it answers every conceivable argument for the tax which
has been made, and I might say that every basis which has been sug-
gested is quite unjustified and inadequate.

I oppose the tax for four very substantial reasons: First, it is the
first embarkation by this Congjss, and the first embarkation by any
Congress, with but one very minor exception, of a tax upon gross
receipts. I have advocated for many, many years, various types of
taxes. I trust that the demands of the Treasury will never be such
that I will ever be compelled to recommend or to acquiesce in a tax
upon gross receipts. Gross receipts, as you gentlemen know, merely
means the number of dollars coming in. It has absolutely nothing to
(1o with the expenditures required to bring those dollars in. It hits
solely on the basis of dollars received. It has nothing to do at all with
ability to pay, or any principle that I know of, or which I have read,
or heard of, which could underly the taxing policy of this Govern-
ment.

Second, I am quite convinced that this tax on gross receipts will in.
pose a discriminatory tax upon a portion of the advertising expendi-
tures of this country. So let me speak for just a moment with respect
to a tax upon advertising generally, if I may.

Certainly, as I have said, there is no conceivable justification for
singling out important elements in the advertising field, such as out-
door advertising and radio, and taxing them and not taxing all adver-
tising. But let me assume that you impose a tax upon advertising
generally. As Senator Johnson has already indicated, that. type of
tax is nothing more than a tax upon the dissemination of information,
upon the dissemination of news. It would be again an unprecedented
embarkation by the Congress, an embarkation upon the restriction of
the free dissemination of news. Substantially every inews-disseminat-
ing agency must rely for its revenues upon advertising. That is the
only source from which they can receive substantial revenues. That is
true of radio; that is true of newspapers; that is true of magazines.
The moment you attempt to tax their principal source of receipts,
once you impose a tax based solely upon the amount of their receipts,
you necessarily impair the effectiveness of their service, you restrict.
them in their activities, and I would assume this Congress would prefer
not to restrict those activities but to encourage them.

Third, as the chairman of the committee has indicated, a very sub-
stantial activity of the radio industry is directed toward the public
benefit. It is rendering an important public service. For example,
the use of the radio by the Government is tremendous. These Govern.
ment broadcasts, the educational and cultural programs, the news
broadcasts and other spreading of information, take roughly two-
thirds of the time of the radio industry, leaving to that industry but.
one-third of its time for commercial programs on which it receives its
income. I cannot believe that the Congress would so desire to hamper,
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even jeopardize, the service whicl the radio industry is now l)erformling
,n the interest of the public.

Fourth, it is an exceedingly unfair burden to impose upon any in-
(ustry a tax of this kind, and I come back somewhat now to my gross
receipts feature. Every gross-receipts tax necessarily hits the win-
ners and losers, and infortunately, as in every inldustrv, there are and
must be a substantial number of losers. and a* very substantial number
on what we might call the marginal line.

For example, one network whose profit now ranges about 9 percent
would be thrown sul)stantially in the red. A tax of 15 percent on its
gross receipts would convert its l)roit of about $155,000 into a loss of
about $90,000. In addition, there are rougldy ,300.000 individuals in
this country dependent for their livelihood'on the radio industry.
Again I doubt seriously whether you desire to jeopardize the welfare
of those 300,000 people.
* :Now let inc adrh'ess myself, for just a minute, to the discusion which
I heard before the committee this morning with respect to a franchise
tax. I would assume that tle radio industry could not ol)ject to a ioh-
discriminatory general franchise tax.

Senator VANOENBIERO. If they got an important return for it.
Mr. ALvORD. That may be true. sir. However, before you decide to

embark upon a general 'franchise tax, based upon the theory tlt the
regulated shouldlPay the cost of the regulation, let imle point out that
certainly the radio industry should not be time first industry for that
experiment. Tie Federal Government now is rerulating--i)erhaps it
would be easier to indicate those who are not reguhtaed-but generally,
you are regulating railroads, busses, trucks, airplanes, "power, public
utilities, banks, investment bankers, and many others. Substantially
every industry in the country is regulated, in part at least, by the Fed-
eral Government. If you wv'ere to embark upon this policy of forcing
the regulated to pay for the regulation, again I say I doubt seriously
whether the radio industry could object, but I wotild supl)ose, insteal
of being the first, it could well be the last, because again you are faced
with the question whether you should attack the free disselimination of
information and news.

I will be very happy to answer any questions which the committee
desires to piut, 0r atteil)t to answer them.

Senator VANDENBEIRO. (aill you give me this figure? Suppose I
were to buy a half hour's time oim every radio station in America, how
munch would it cost me?

Mr. ALVORD. If that is related to the question which you asked Com-
missioner Lafount, I have been told the cost would be between $50,0H0
and $100,000: but again, bear in mind that two-thirds of the time of
the radio-broadcasting industry must be spent on what is called the
sustaining )rogral.

Senator BA- I EY. I think vou make a distinction between radio and
these other businesses which are regulated under the interstate coin-
merce clause. I agree with you that inder the new interpretat ion,
every business and every activity in America is now subjected to regu-
lation, and practically'every bisiness ill America is dependent iow
u)on the appropriatiom or the borrowed money of the Federal Gov-
ermnent, but the radio enjoys a license, it, is something in the nature
of an exclusive right or moilopoly. Now that is costing the Govern-
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meant $2,000,000 a year-that system. What would you say to a fran-
chise tax properly levied, with a view to the service rendered locally
and generally, to raise that $2,000,000? I do not like this tax at all,
but I ai thinking that we might have :a tax that would discharge the
Federal expense of $2,000.000.

Mr. ALvon). Let me answer, first, that it -is my. estimate that not
more than one-fifth, probably one-sixth, of that $2,000,000-that was
Chairman Fly's est imate--is chargeable to tie radio industry Its such.
Bear in mniind that the Federal Communications Commission does a
good many things other than regulate the commercial broadcasting
stations.

Senator BAILEY. It does give out the frequency and the licenses.
Mr. ALVORD. It does issue the licenses governing the frequency and

the power, btit, as Senator Vandenberg indicatedl it is a rather tem-
I oral license. Under the statitte it can be no longer than 3 years.
l'he policy of the ('omnission is to limit the license to 1 year, and
each station must (omT in and prove to tihe Conmission that it is
entitled to a renewal.

Senator JojHNsoN. Speaking of that, in your experience with the
radio industry, can vo cite many cases where the franchise ias been
interfered with? It is more of a club back of the door than it
is a case of actuallY being exercised.

Mr. Ai.vom. I think the club feature is perhaps the most impor-
tant one, very imuich like tlie iolicenman: The fact you might be ar-
rested l)'robilly .eelpS mmIany of 1s from doing things which we might
wish to do.

Senate' VANDENIERO. It is very n mUCh in plain sight most of the
time.

-r. ALvoJi,. It is in plain sight very much of the time; yes, sir.
Senator ,JoINsoN. Yes; but it is necessary also.
Mr. AivonD. Yes. I am making no obje tion to that in the slight-

est. For example, I do not believe radio has any greater monopoly
than the airplane. Your airplane companies must also get licen-ies,
they must operate at l)laces or over routes designated inl the license,
their stations are designated, where they can alight, tile commodities
they can carry, and so forth. Tie railroads also mist get. certificates
of public convenience and necesity in order to exl)and or contract
their lines.

Senator BAILY. Would( not a reasonable license tax tend to pro-
tect the radio inllustry ? That is. you have got an increasing demand
for local stations that are coming up here from my State. and they
go down to see Mr. Fly, they file an application, and you have to have
so511 way to limit that do you not ? Why would not the license tend
to limit them?

Mr. ATXORID. I do not think that would be an important. limitation.
I think I can answer you more specifically, Senator Bailey, by saying
in my opinion the inluistry comdd not juistly object to a nondiscrijn-
inat(;ry license or franchise tax iml)osed at, nominal levels, spread
equally and equitably, based upon the cost of regulation.

Senator BAILEY. If you tell me what you conceive to be a proper
amendment, nondiscriminatory in character, I would be inclined to
substitute it for this present. section.

Mr. ALvOnD. I would much prefer, if I may make time suggestion,
to strike this provision out and afford to all l)arties interested ade-

729



REVENUE ACT OF 1941

quato time to prepare that sort of franchise tax. It is not a simple
thing to do.

Senator BAILEY. You mean not for this legislation but for some
future legislation ?

Mr. ALVORD. Some future legislation; yes.
Senator BAILEY. We need the money right now.
Mr. ALVORD. I doubt seriously whether the demands on the Treas-

ury are enough to justify this tax.
Senator BAILEY. I am not saying that either.
Senator JOHNSON. Ir. Alvord, can you say who will pay this tax

that will be imposed by the language of this bill?
Mr. ALVORD. Senator, I thik4 that question has got to be tp-

proached very practically. Unquestionably a very large number of
stations will find it utterly impossible to pass the tax on. A few
may.

Senator TAFr. You mean pass it on to the advertisers?
Mr. ANvORD. Pass it on to someone, certainly. I do not think the

networks can pass it on to the stations, for example, because they
are pretty well covered by contnict.

Senator JohNson. They are pretty loose contracts.
Mir. ALVORD. That may be, but they still run quite a period of time.
Senator JOiiNsON. It 'is a one-way contract. The contract comes

from above. The station has very little to say about its contract. The
network imposes the contract. It can cancel it at its leisure and pleas-
tire. The station does not have the same right, so the station is very
much at the mercy of the network, and it just occurred to nie it would
be perfectly natural for the network to pass on to the station the tax,
since it cannot. )ass it on to the advertiser.
.Mr. ALVOItD. There are very few stations, Senator, who can afford

to pay even a small part of the tax.
As to the question of passing it. on to the advertisers, I think the

answer to that is again a practical answer, that if radio rates could
be increased, probably they would already have been increased. Ad-
vertising rates seek their own level. For advertising on the radio, for
advertising in the newspapers or in the magazines, or for advertising
in various other miscellaneous media the advertiser is going to pay
so much, and only so much to radio as lie considers justified in the
Jight of the rates of other advertising media, as well as in the light
of the results which he hopes to obtain.

Senator BAILEY. Do you think advertising appropriations or allot-
ments are likely to be increased now or decreased?

Mr. Aivom). I think Chairman Fly gave you the best opinion on
that which there is in the industry. The future is probably more
uncertain now than it ever has been.

Senator BAILEY. Going back to your experience now, in 1918 we
passed the excess-profits tax for the first time.

Mr. AivoD. In 1917, sir.
Senator BAILEY. It went into effect February 19, 1918, according to

my recollection.
Mr. ALVOID. That was the 1918 act, sir; 1917 was the first one.
Senator BAILEY. Speaking of the 1918 act particularly, immediately

the taxpayers saw they were going to run into excess profits they
greatly increased their advertising allotments in order to keep out
of the excess-profits taxes. Is that likely to happen now?
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Mr. ALVOIRD. I have heard that statement made a good many times,
Senator, but I am sorry, from the point of view of being able to
predict the immediate fixture, I am sorry that that statement at least
does not fit the statistics. You will find, i. think, that there was no sub-
stantial increase in advertising. We heard a great. deal about it and
we know it was studied from W e point of view of tax liabilities, but I
do not think the figures generally show an increase.

Seltor BAILY. You do not think the statement is well founded?
Mr. ALvOno. I (1o not think the statement is well founded, sir. Cer-

tainly as to the immediate future, we have quite a different situation
than we had l)ack in 1918. We have priorities, we have rationing,
we have probably in the future a very severely regulated system of
demand and suplly. I cannot concei;ably understan(, for example
why the manufacturers of silk hose would want to (1o a great. deal of
advertising with their silk being unavailable, other thmn perhaps to
keel) their name before the public so that some (lay when the supply of
silk is renewed they will still have the advantage'of their trade name.

I wonder if I could make one more remark concerning this tax onadvertising? I should think that solely from the Treasury fiscal point
of view, this committee would view with considerable caution a tax
upon advertising. For example, Mr. Stain will tell you that some
four or five billions of dollar's are to be collected annually in the form
of sales taxes. Sales follow advertising. I think that the general
ratio is that for a dollar of advertising, you get about $30 worth of
sales. You would not have to reduce your retail sales by more than
one-half of 1 1)ercent-and this comes back to the effect. upon the
Treasury, Senator-you would not have to reduce the retail sales by
more than one-half of 1 percent to cost the Treasury more than the
gross amount involved in this tax, 121/ million dollars.

Senator BAILEY. Are there any further questions?
Senator DANAIERM. I would like to ask one, Mr. Chairman.
I wonder if You are able to give us, Mr. Alvord, the figure on the

cost of the second-class mail privilege accorded to newspapers and
magazines?

Mr. ALvoRD. I would have to give it out of my head, Senator Dana-
her, but I think it would run somewhere between $80,000,000 and
$85,000,000 a. year.

Senator DANAIIEII. Which the Government pays?
Mr. ALvoRD. Which is a charge against postal receipts. But there

again bear in mind you do not grant second-class mail privileges based
solely upon cost or lack of cost of the privilege.

Senator VANDENBERG. You might double the second-class mail rates
and cut your revenue in half.

Mr. ALVORn. That is very true, sir. Certainly, as lona as I have been
out here, I have never heard of the second-class matlT privilege dis-
cussed solely from the point of view of the revenue or expense in-
volved.

Senator VANDENBERG. You will not so long as we have popular elec-
t ions,

Mr. ALvoRD. Probably so.
Thank you.
(A memorandum submited by Mr. Ellsworth C. Alvord, on behalf

of the National Association of'Broadcasters, is as follows:)
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MJEMoIIANDU'M SI'nlum'rEn lY FI'J LSWOTItT ('. Ayvom ON BlnAI.1 oF rI, NATIONALASSOCIATION 01'" Bao.\nv.\sr~u

This memorandum is presented to the ('oamtittee on Finance on behalf of
the National Association of BAlmdelsters, tile trade association of the radio
broadcasting industry. It concerns title VI of the pending revenue bill (1I. R.5417), imposing a tax on gTOSS receipts derived front radio broadcasting. This

title was added to the bill during the final stages of its consideratloll by the
'oiamittee on Ways and Menus of the House of Representatives, 1ud tie

House retained the provision.

I. THE PROPOSED TAX

The proposed tax is to 1)e imposed upon the ope1,rators of radio broadcasting
stations, and upon those engaged in network broadcastilg. Although designated
an excise tax, the amount of tax payable by any given station or network is
measured by Its gross receipts front tie sale of broadcast time. These gross
receipts are desigmated as "net time sales," and are defined to include the gross
alioult receled or accrued front tile sale of time. The amount so received
or accrued cannot logically Inelide discounts or rebates actually allowed, of
course. Tile bill spe(iflcally provides for the deduction of a maximum of 15
percent for agency commlissions, alld, in the case of the networks, of any
amounts paid to hIdividuil stations for tlhe time used. No other deductions
are pellitted.

Where the gross iecelpts are between $100,000 and $500,000 per year, the
tax is 5 percent of those receipts. If tile receipts are between $510,() and
$1,000,000 lr year, the tax is 10 percent of the receipts. If the receipts are
$1,0M0,000 per year or over, tie tax is 15 percent of tile receipts. Where the
gross receipts are less than $100,000 annually there is no tax.

Tito (ommittee on Ways an1(1 Means estimated that the tax Woul l)roduce
gross revenues of about $12,5110,000 in its first full year of Operation.

II. ANAI.YSIS OF WAYS AND MEANS COMMITTEE REPORT

The report of the (onlmittee on Ways (and Means attempts to Justify this
tux on three grounds:

First, that "radio broadcasters possess a valuble monopollistic privilege,
awarded to them free of charge";

Second, that "the principal operators in commercial broadcasting earn high
rates of return on relatively slall InvstIllmets" and tios "possess uausual
taxpaying ability"; and

Third, that "radio broadcasting requires Imbllic regulation * * * at
public expensee" (See 1. Itept. No. 1040, pp. 34 and 35.)

None of these alleged grounds Justifies the imposition of this special tax
(Pll radio broadcasting.

1. Monopolistic privilege.-.Tle Commilttee states that because of the technical
limitations of tie broadcasting band, tile number of broadcasters Is limited, so
that the right to operate in particular areas "carries with It a measure of
monopolistic privilege and the opportunity for a1 extremely profitable invest-
ment." It asserts that by exercising tills privilege slid exploiting that oppor-
tunity many broadcasters make substantial profits and derive other "less
tangible benefits il the form of publicity and good will."

In the first place, a license to operate a radio broadcasting station ('nfers
Ito miollopoly Oil the ileellsve. Monopoly, of course, Involves It lick (if comllipeti-
tion, and there is no hick of competition Ill the rilIo 1broadcasling industry
today. Virtually 110 locality in tile collltry lacks competitive broadcasting.
No licensee has a monopoly of the listening public. Every licensee faces vigorous
(olmpetitfon front other licensees, and some m1st compete with a score or more.

Secondly, under the Communlcatlios Act of 193-1, licenses may not be granted
for longer than 3 years; and the Commluicatlons (lolinai-son actually limits
them to a single year. Renewal is more than a mere fornmality. It mlust be ob-
tailed oil the merits. The licensee niust show tlt continued operation 'ill
serve "the Iublie Interest, convenience, or necessity" (see see. 303 (a)). Further-
more, tile licenses confer no riglt of ownership, and cal be assigned or trans-
ferred only with tie cow. ft of the Conlinisson (see sees. 3M9 and 310).
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Third, Improvements In the art are constantly king more frequencies avail-
able, find such developments its frequency modulation promise even wider oppor-
tunities in the future. Tie saturation point has not yet been reached ; at January
1, 1935, there were 605 licensees; at January 1, 1940, 814; today there are 903.
Relatively few appliants who have the financial resources to build and nrain-
fain the physical equipment, and survive the Inevitable Initial operating losses,
and the energy, Initiative, find managerial ability necessary to operate a station
have been denied licenses.

In tie fourth place, tire broadcasting Industry's only substantial source of
Income i front advertising, and radio certainly has no nionopoly of advertising
media. Iladio broadcasting must Comlete with tihe newspapers, with the maga-
zines, Iclu(ling tie business magazines and farm Journals, with outdoor displays,
with direct-nuall solicitation, find with various miscellaneous devices. Ii 1924
the aggregate expenditure for advertising in tie United States was a little more
lan $2,000,C00,(M0. Radio got none of it. Il 1940 the amount spent was about
$1,j60,000,000. Radio got alout $200,CO,00fl0. Newspapers took aiout $56i0,-
000,000, nearly three ties as much as radio. Magazines of all kinds got about
$210,09,000, a little more than radio. I)irect mail advertising took at lMast
$.300,000,0(10, one find one-lmlif tines rodio's sarre. ladlo thus coinnalds l es
1i11n1 one-eighth of the advertisers' dollar, findt it iust fight every inch of the
way for that share.

It is clear that radio bloadcasting is a truly competitive business which should
not be singled out for special tax oii tile tleory that It Is enjoying aiy "mieasnure
of monopolistic privilege."

2. Rate of relitrn ot inrcsfnient.-The second argument presented by the C(on-
rlittee on Ways and Means Is that tile prinlpal operators in commercial broad-
casting earn high rates of return on relatively small Investments. Tins, tire
committee indicated, gives themn "unusual taxpaying ability," and renders it
proper for themt to be subjected to special taxation in view of tile Government's
present revenue requireiets.

It Is true tirt the i t iia investment required to provide tire physical equip-
ment of a radio station Is relatively moderate, but it is by no means insubstan-
tial. The physical equipment for a 250-watt local station will cost at the outset
perhaps $25,000. That for a 50,000-watt station, providing a much wider cover-
age, may require an initial outlay of as much is $500,000. However, while in
some businesses the original outlay for physical equipment will stiffice for many
years, tile radio broadcaster is iii a field in which technical Improvements may
render his equipment obsolete almost overnight. As those improvements come
along, Ir must put them into effect, even though a complete duplication of
his physical facilities iay be required. Tire new teclhique of frequency
modulation, for example, has already forced extensive aid costly additions to
equipment.

Tire cost of physical equipment is not the only cash outlay required of the
licensee of a new radio broadcasting enterprise. Obviously, no station can be
expected to be profitable from its inception. In almost every case substantial
operating deficits will be incurred for several years; and in a large number of
Instances these losses will continue for many years. Ili 1940, for example, 187
of tire 705 stations in operation during the entire year Incurred losses. These
losses are not mere paper losses; they must be met, in cash, by the operator.
They represent investment iii tie business just as much as tire expenditure for
lysical equipment.
Tire necessity for a very substantial investment over and above tie cost of

physical equipment Is expressly recognized by the Communications Commission.
Tire Commission has authority to prescribe tire qualifications of licensees (see.
303 (1)): and one of tire more important requirements prescribed is that tire
licensee establish Its financial responsibility. For example, iii tire case of even
tire smallest station, the Commission will require the applicant to show that
it has available, for operating capital, at least 50,000 over and above tile cost
of physical equipment. Tils operating capital must be in cash; contracts for
future advertising will not suffice.

As the Sennte Finance Committee has repeatedly recognied. tire rate of re-
turn earned on capital invested Is not a fair single test of taxpaying ability.
Capital Is only one Income-producing factor. Far more important titan capital
are the Intangible factors. such as energy, Imagination, Initiative, managerial
ability, and above all, just plain hard work. A successful radio station is
peculiarly the creature of these other factors. Tire hman thought and labor
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required are enormous. It would be a long backward step Ili tax policy to
inipo.se it discriminatory penalty oil profits which are due prnarily to Indi-
vidual effort and ability.

Furthermore, it must be borne In mud that this special tax is In addition
to all other taxes. It is not imposed In lieu of any other tax. Corporate normal
taxes, corporate surtaxes, corporate excess-proflis taxes, and all Individual taxes,
continue to apply to radio broadcasters. Those taxes are intended to be gradu-
ated on the basis of ability to pay, and that they adequately reflect that ability
should be a fair assumption. A gross-receipts tax is not the way to reach excess
profits. If they exist In time broadcasting Industry, tile income and excess-profits
taxes will reach them, just as they will reach the profits of every other industry.

3. Public rcgulation.-The third consideration cited by tile Committee on
Ways and Means was the necessity for public regulation of radio broadcasting.
This regulation, at public expense, was asserted to be of great benefit to the
industry, without any special costs to It.

Public regulation of tie radio broadcasting industry came about for one very
simple reason having nothing to do with the virtues or faults of the Industr.
The ether had certain limitations, just as a highway has limitations. Tratlic
on tie ether, Just as on a highway, had to be controlled so that it eould proceed
in an orderly and efficient manner. The ]Radio Act of 1927, and later the Com-
nmunications Act of 1934, became the traffic law; the Rdlto Commission at first,
and later the Communications Commission. the trafflc police.

The Federal Government regulates many Industries, not radio broadcasting
alone. Among them are the railroads, busses, and trucks, commercial aviation.
shipping, the electric-power industry, the telephone Industry, and the telegraph
Industry. It has not been thought that the necessity for public regulation of these
industries Justifies a special tax upon them. The functions of the Federal
Government. Insofar as they represent regulation of business for tie benefit of the
public, have been consistently financed through general rather than special taxa-
tion. There is no valid reason for an exception in the case of the radio-broadcast-
Ing industry.

Tile radlo.broadcasting Industry will readily concede that if the log-.standlin,,,
policy of the Government Is to be changed. and businesses regulated for tile
benefit of the public are to bear the cost of their own regulation, then the radio-
broadcasting Industry should bear Its fair share. It insists, however, that it
should not be singled out as the sole object of such a change in policy.

in no event can the propriety of a charge to cover the costs of regulation be
offered as a justification for the tax proposed l)y the bill. As against time
$12,500,000 to ie raised by tile proposed tax, the entire appropriation for all the
work of the Federal Communications Commission (excluding pil its special
national-defense activities) for the fiscal year 1942 is only $2.310.000. Tills
amount, of course, provides not only for tNle (omnission's regulation of radio
broadcasting, hut also for its regulation of the telephone and telegraph Industries,
and for its regulation of amateur radio communication, as well as point-to-point
and ship-to-shore communication by radio.

II. PRINCIPAL on,4Wt1ONs TO TIM TAX

Apnrt front the fact that none of the justifications advanced b~y tie Comnnittee
on Ways and Means are valid, the tax should not lie imposed for the following
principal reasons:

First, It is discriminatory; and second, It Imposes a burden which will Imperil
a vital nublle service.

(a) Diseriminallon.-The tax proposed by title VI on radio broadcasting
differs In one essential respect from the various excise taxes imposed by title V,
namely, tile ability of the primary taxpayer to pass on tie tax.

The principal characteristic, and, in fact. the principal justification, of an
excise tax is that it can be passed on to the ultimate user of the goods or services
taxed. The excise taxes Imposed on playing cards, safe-deposit boxes, distilled
spiritls, tires, snorting goods. luggage, refrigerators. musical instrments, club
dues. admissionq, communications, and on all the other articles or services listed
in title V. are not intended to lie absorbed by the manufacturer or enterprise
singled out. They are Indirect taxes on the ultimate eonsunmer. and it Is Intended
that they shall e added to the price of the product or service.

Thus. for example, when an Inoividual buys a package of cigarettes, lie rays
611, cents Federal tax; when he huys a gallon of gasoline lie pays 1%: eents Federal
tax; when lie pays 39 cents to see a motion picture, lie pays 4 cents of that amount
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to the Federal Government. In reality the consumer pays the tax. The cigarette
manufacturer, the gasoline producer, and the motion-plicture theater merely serve
as convenient collection agencies. It is this feature of ai excise tax-tile ability
to pass it along to the ultimate consulner-that prevents it from becoming an
instrument of destruction and avoids hardship and diserlImination against the
industry manufacturing or supplying the article or service subjected to tax.

The Treasury and the Congress have studiously avoided gross-receipts taxes-
excise taxes which cannot be passed on. Tile proposed radio-broadcasting tax
wotld represent a departure from this sound policy, for the Industry cannot pass
(oi this tax and still maintain its competitive position.

It has already been pointed out that radio commands today a little less than
one-eighth of the total amount spent by business for advertising, the remainder
being distributed among newspapers, nmgazines of all types, outdoor displays,
direct mail solicitation, and various miscellaneous inedia. Radio's share has been
buillt up by vigorous effort over the past 15 years. At Its inception, the very
novelty of radio aided it in obtaining a foothold, and its early growth was for this
reason fairly rapid. However, after the novelty wore off, radio had to meet the
competition of the other media solely ott the basis of its own effectiveness it the
field. In recent years radio's rate of growth has shown a distinct tendency to
level off.

That the competition among the several advertising media is vigorous and
constant is conclusively shown by the fact that no significant changes have
occurred it the past 3 years in the share of tiny meditim. It 1938, advertisers
spent a total of about $S35,000,000 for advertising in newspapers, and magazines
(excluding business magazines and farm Jourals), iand over the radio. ItI
1939 they spent about $S75,000,000, fnd it 1940, about $037,000,000. News-
papers accounted for 65.1 percent of the total of the three in 1938, 63.1 percent
In 1)39, and 60 percent iln 1940; magazines for 17 percent in 1938. 17.4
percent in 1939, and 17.8 percent iln 1940; radio for 18 percent in 1938 t19.R
percent in 1939, and 22.2 percent in 1940. Although newspapers lost a few
percentage points of the aggregate between 1938 and 1910, both 1939 and 1940
were each better in volume than the previous year. Magazines Improved
their position both absolutely and relatively. Radio enjoyed a slightly larger
rolallve gain, but this was modest.

Radio certainly has no peculiar advantage in the matter of rates. Advertis-
Ing rates in each medium naturally tend to reach a level which will he in
tne with the other media in terms of consumers reached. A newspaper fixes

Its rates ott the basis of Its circulation. A magazine does the same. Billboard
rates are determined on tile basis of traffic density; aid car find bus card
rates on the basis of passengers carried. Similarly, radio rates are determined
on the basis of listens reached. In the ease of a particular station, this will
depend on Its frequency, Its power, the attractiveness of Its programs-com-
parable to the make-up and editorial character of a newspaper-and tite habits
id economic condition of the population of the area served.

It Its early days, radio was able to attract many advertisers because its
effectiveness was constantly Increasing in terms of coverage of markets. Illustra-
tive of tills, in 1934 about 57 percent of the homes ill the country had radio sets;
in 1930, 71 percent; in 1938, 80 percent; In 1940, 83 percent. It is estimated that
family coverage today is about 85 percent, and lit the principal markets, of course,
it is even higher. It is clear, certainly, that only a negligible number of new
homes call be added il the future; the saturation point is near, if it has not
already been reached.

Advertising managers are a hard-boiled fraternity. They will not spend more
for radio advertising than it is worth. Modern surveying methods enable them
to determine with uncanny accuracy the effectiveness of the various advertising
media. Such surveys are being conducted constantly. When they show that
radio is not producing as much per advertising dollar as another medium can
produce, radio must either reduce Its rates or the other medhun will get the
business.

There calt be no question but thtat any effort on the part of the radio broad-
casting industry to pass the burden of this proposed tax oil to tile advertisers will
simply drive those advertisers to the use of other media not subjected to such
a special tax. In order to preserve its competitive position, the Industry would
be forced to absorb tile entire burden of the tax. As will be shown, this cannot
be done without grave damage to tile industry and consequent serious deteriora-
tion of tile great public service which it performs.
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The Imposition of this special tax upon radio broadcasting, without corre-
sponding taxes upon competing media, makes it Impossible for the industry to
maintain its competitive position and still pass on the tax. The same Is true
of the tax upon outdoor advertising, and these taxes thus represent direct (is-
criminations which cannot possibly be justified.

The only conceivable justification for a direct discriminatory tax upon any
business would be that the public interest required its abolition. Radio broad-
casting is at the other end of the scale. The public interest clearly requires not
only its maintenance but its encouragement. Any departuree front this sound
policy would be disastrous. A direct discriminatory tax upon radio broadcasting
would be such a departure.

(b) Burden, upon public 8ervic.-The radio broadcasting industry performs
an outstanding andl Important service to the American public. This tax would
impose upon that service a heavy and unreasonable burden, which must in-
evitahly result In the deterioration of that service, to the detriment of tile public.
The Industry cannot look forward to increased revenues; and reduction of its
expenses without adverse effects upon the service rendered Is utterly impossible.

1. Radio's prtblio ser eice.-The extent of the use of radio by the American
public is almost unbelievable. Sonic 50,000,000 receiving sets are estimated to
le in use today. Eighty-five percent of the families in the country own at
least 1 set. Thus about 29,000,000 American homes have direct access to radio
broadcasts. Of these radio-owning families, 83 percent listen at sonic time
every day. The average daily use, as a matter of fact, Is over 4 ,. hours. It
is more than that in the rural areas. Radio broadcasting is the principal
source of information and entertainment ili America today. Tie Elmo Roper
organization recently sought the answer to the question, "From which source
do you get the niost of the dally news-the newspapers or radio news broad-
casts?" It was found that 39.4 percent of the people on the average, find
considerably inore in sparsely populated sections, rely on the radio as their
chief source of news; that an additional 26.2 percent rely on both radio aind
the newspapers; and that 31.2 percent rely mainly upon the newspapers. Time
same organization discovered that listening to the radio is the most Iolular
recreation in the country today. On the average, 27.5 percent of the people,
and again even more in tile rural areas, enjoy listening to the radio more thaft
any other recreation. In this respect, radio is the leader. It enjoys the favor
of half again as many people as Its closest competitor, the motion picture,
which is the chief attraction for 19.3 percent of the people.

Tills imniense popularity of radio (i not comie about by aceldent. It came
about because the radio bro(ldcasting industry hus always had a deep sense of
public responsibility, and because radio hits met that responsibility. The public,
after all, is the final arbiter and censor of radio service. It knows the standard
of service It ought to receive; it knows whether the service measures up to that
standard, and what to do If tile standard is not met. In this country, the public
may still listen or not. as It chooses. The simple fact that Anierican radios can
still le tuned out Insta|ntaneoiusly does more thit anything else could do to
guarantee that radio will continue to serve the public interest.

Radio's public service contribution is well illustrated by the part it is playing
in tie natiotnal-ldefense progran-a participation which brings radio not a dollar
of revenue. First, radio provides prompt, accurate, an(d ,omprehensive news
broadcasts of events at home and abroad. These give the public tile Information
it needs to form its opinions as to wlt policies this (omiitry 511(sitld adopt. Sec-
ond, radio provides the widest possible forum for public debate. Thus the print.
cipal argunnents on both sides of public Issues can be fully tested, so that the
finial acceptance of one policy or the other can be nmre reliably regarded as the
will of the majority. Third, radio provides education. not only for the young,
hut also for tie adult population, it Amierican history, in the ideals of democracy
and liberty, in the workings of the Oovernmeit and its agencies, find even in
technical fields, muanmy of Its noncommercial educational programs being used for
classroom Instruction in thousands of schoolrooms. Fourth. radio provides a
means, and the only means, by which, in military or other emergency, the entire
Nation can be reached almost in.tantaneously.

Countless specific examples could be cited of the part radio plays in furthering
the national-defense effort. They would include such programs ais those carried
out under tile auspices of the Civil Service Commission, which resulted in the
placement of over 500,000 Pkilled and technical defense workers In I year; those
prepared anlid produced to'assist the aluminumn-collection campaign ; those devoted



REVENUE ACT OF 1941 737

to tie eanligni for tile sale of defense bons(5; those given to facilitate the opera-
tion of the sehct Ihye-servlee system: and nany others. Other progranis have
explained the history and functioning of the Army, the Navy, ind tile Marine
('orps. Still others have set forth the part various Industries and gronups play
In nlonai defense.

''he War Departnent has already inmade It clear to the Industry that It considers
Ite uninterrupted maintenance of normal radlo broadcasting of the utnost lni-
portance to public morale ili tine of emergency. To tills end, anti also to the end
that 1lnstantanieolus communication with the entire country will be possible when-
ever the necessity arises, the industry, iln cooperation with the Defense ('omntitil-
cations Board, his develomed extensive plans to Insure continuous operation of
broa(castlng stations under emergency coiiditlons. A potential supernetwork is
being established, with alternate Interconnections and transmission facilities, so
that Interruptions can be miniized. Plans are being made for linking stations
to (lefen.se centers, so that warnings and announcements can be Instantaneously
givem.

These national-defense programs cost the Government nothing. Tile In(lstry
looks ullon them as it contribution in the public Interest. The attitude of the
broadcasters Is well expressed in a resolution recently adopted by the governing
body of the National Association of Broadcasters. This resolution Is as follows:

"Iii view of current tri(le publicity beiig given to a proposed advertising -aii-
paiga in Ibehalf of file Navy Department to be placed through one of tile Illrgte
advertising agencies, tie executive c(oninitteqe feels tlat the purchase of tine
by defense agencle. might tend to restrict rather than enliance the most effective
utilization of broadcasting durhig the present emergency.

"Therefore we wish lit til time to reatfirma the Industry's desire to conlhiu.
Its present practice of niakilg its facilities available at iio cost to Goverlnmet
agenilcs engaged Iln promoting the iiatioiial-dlefeise program.

"To inform the public of the in(lustry's position, it is suggested th:t till
announcement that all Government defense programs are carried without charge
be used oiice each (lay by all cooperating stations."

This policy of refusing compensation for time devoted to Govennent broad-
casts has been anl industry policy from the beginning, an(] It is one which tine
Industry hopes It cal maintain permanently, (lcpilte the fact that various Gov-
eriinent agencies spend hundreds of thousands of dollars for advertising ill
other media.

Gover-nment programs are not the only ones which go to the public Wiithout
producing revenue for the broadcaster. Oin the average, only about one-third
of a station's operating tine Is devoted to commercial revenue-prod ueig pro-
granis. The balance is devoted to nonconimercial, or "sustainilg" features stich
as educational an(l cultural presentations, unsponsored news broadcasts, political
speeches, Government programs, national-defense features, and the like, none of
which produce revenue for either the stations or tile networks. Yet all these
noncommercial programs are costly. They require just as much physical appa-
ratus as the commercially sponsored progralns (oil occasion the expeiise of wire
lines and siimlar facilities is even greater), Just at; nnaiiy enlp)loyees, Just ams
careful planning and production, tid whereas the sponsor pays the cost of talent
In commercial programs, the station or network must bear the cost of any profes
slonal talent required in noncommercial programs.

Nor is radio's contributions to tie public limited to what goes out over the air
waves. The Ilndllstry Is constantly engaged iii extenshe and costly research
looking to the Il)rovement of transmission and receltion, to the improvenmeit
of programs, to tip development of new techniques, such as television, inter-
national short-wave broadcasting, frequency modhulation, and the like. All
this is In line with the declared policy of Congress, witich in the Communica-
tions Act of 1934 admonished the Communlcations (onunilssion to "generally
encourage the larger and more effective use of radio in the public Interest" (see
see. 301 (g) ). Although their cost is enormous, these activities proute imi
appreciable Income today, and there is no assurance that they ever will i the
future. At best, It will be many years before they produce even a modest profit.

According to figures recently released by the Federal Conmmunicatlons Com-
mission, some 238 broadcasting stations hia( net time sales, In 1940, sufficient
to bring them within the orbit of this proposed tax. These stations, together
with the three national and five regional networks, had net time sales of about
$112,500,000 iln 1940. The aggregate direct broadcast expenses of these stations
and networks was about $92,500,000. This tax, 'If applicable in 1940, would
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have Imposed upon this portion of the Industry all additional burden of direct
expense amounting to about $11,500,000.

It Is readily apparent that such all addition to the burdim of direct expense
which the industry already carries would Inevitably do serious damage to the
service which the American public expects and is entitled to receive from radio.
This service, it must be remembered, is being performed today by ill tie sta-
tions, and not by the prosperous ones alone. The tax will be an Intolerable
burden upon the losing stations (the number of which will inevitably be in-
creased), and upon the marginal stations. These stations, too, serve tie public.
This tax strikes hardest at them, though they are least able to stand the blow.
It has no relation whatever to ability to pay.

2. Decreased revmes in prospet.-Since the competitive situation is such
that the broadcasting Industry could not reasonably expect to pass on the tax
through Increased rates, its only hope of absorbing it successfully would le
through increased volume or a reduction of expenses. The prospect, however,
is for a decline, rather than an increase, in the volume of business. Similarly,
a substantial reduction of expense is not a practical possibility.

Substantially all of the revenue of the radio-broadcasting industry comes
from the sale of advertising; and most advertising Is done, naturally, by the
sellers of consumer goods. Advertising stimulates demand; and fosters sales,
distribution, and production. Supply in this country has typically outrun the
effective demand, and the function of advertising has been to stimulate demand,
so that production could be maintained or Increased. floweveyr, when the demand
Is greater than the supply, it becomes uneconomic to stimulate that demand
further. For this simple reason, the very real prospect is that advertising
expenditures will le drastically curtailed in many- lines.

The national-defenso program will not henefit radio broadcasting. On the
contrary, the prospect Is that the effect of that program upon radio will be
quite tile contrary. It has been estimated that out of 100 principal national
adverisers, the production of at least 24 will be seriously affected by priorities
and material shortages, and 23 of these 24 are or have been important radio
advertisers. Radio broadcasters can hardly assume that advertising budgets
will not be affected by this situation. Nor can It be assumed That the Gover.-
ment's efforts to avoid Inflation and control spending, by such devices as the
restriction of installment buying, will not also result in the reduction of adver-
tisig in many lines.

Unfortunately, the radio broadcasting industry cannot reasonably anticipate
Increased revenues during the emergency period. In many lines, advertising is
sure to be cut, for obvious reasons, some of which have already been mentioned.
Automobiles and oil are specific examples. In many other lines, the prospect is
wholly uncertain, though the principal Indications are that a decline rather
than an increase Is to be expected.

One further fact should be noted. Many national advertisers, finding it neces-
sary to curtail production and thus left without any motive to stimulate the
immediatc- sale of their product, may nevertheless engage to some extent In
what is called Institutional advertising, designed simply to keep the name of
the product before the public with a view to reawakening demand In the future.
While radio advertising Is unsurpassed as a current sales stinulant, It has not
yet gained popularity as a medium for Institutional advertising. An occasional
magazine or newspaper page will accomplish the purpose of an institutional
campaign, whereas spasmodic radio programs, on the other hand, are difficult
to schedule, and likely to be Ineffective. Accordingly, radio cannot expect to
offset its revenue losses with any substantial share of institutional advertising
expenditures.

3. ExpenssC cannot be redneed.-The radio broadcasting industry Is in a
peculiarly difficult position in the matter of reducing expenses. Tt cannot
offset an Increase in one Item by 'i decrease in another. It cannot hold Its
over-all expense down when its volume of business declines. The fact of the
matter is that expenses actually Increase with a decline in the volume of
business.

The major networks and stations are on tihi air 17 hours a day. and tl,,'ir
listeners expect them to stay on the air for this entire period. Stations which
operate less than full tine must nevertheles, uqe all the time available to
them or lose listeners. In addition, every Comnmnications Commission lice.we
specifies the hours duriltg which the station must operate. and no reduction can
ie made without permission from the ('omumisslan. All this makes It necessary
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for radio broadcasters to provide a full schedule of programs every single
day of tile year. As matters stand today, only about one-third of the available
broadcasting time Is sold to advertisers-so that only this one-third produces
any revenue. The broadcaster must fil up the balance of .the tine--all of It.
A newspaper, faced with the los, of advertising, can drop pages, and thus effect
a substantial reduction in expense. A magazine can do the same. The radio
broadcaster, however, must publish the maxiinum number of pages every day:
and in the case of the radio broadcaster, every commercial hour lost means
not only reduced revenue, but a substantial additional expense, which he would
not otherwise Incur, in supplying a noncommercial program.

In 1939 the direct program expenses of the 519 individual stations reporting
tine sales of over $25,000, amounted in the aggregate to about $25,500,000. This
figure Includes only salaries and wages of the program departments, talent
expenses, royalties and license fees, wire services, and the like, and does not
Include technical, promotion, or general administrative expenses (amounting
in all to about $43.500.(00). Sone $1,500,08 of this $25,500,000 expenditure
was expended for talent, but commercial sponsors reimbursed the stations for
$4,500,000 of this amount, leaving a total net program expenditure of about
$21,000,000. Of this amount, only $7,500,000 was attributable to commercial
programs. The balance of $13,500,000 was spent for non-commercial, non-revenue-
producing programs. The networks' direct program expense amounted to about
$14,450,000, Including about $5,375,000 for talent, of which $1,150,000 was re-
imbuised, leaving a net program expenditure of about $13,300,000. (Technical,
etc., expense amounted to about $13,800,000.) Of this total program expense,
over $9,800,000, or nearly 75 percent, was attributable to noncommercial
programs.

By reason of the fact that such items as talent expense, as well as a number
of others, must be borne by the broadcaster in the case of noncommercial
programs, the latter cost the broadcaster considerably more to produce than
commercial programs. As a consequence, any reduction of the volume of busi-
ness, any reduction in commercial programs, il addition to adding to the broad-
(aster's over-all expense, casts a disprolortionate burden upon the noncom-
mercial programs. Such a result wouhl be especially unfortunate in view of
the fact that It is the noncommercial programs, in the main, which provide
the coverage of important events, the discussion of lublie issues, tile educa-
tional and cultural features, and the governmental and mntional-defense broad-
casts.

Other broadcasting expenses eannot be materially reduced. salaries and wages
account for by far the greater part of the expenses of the radio broadcasting
industry. In 11140 the industry employed about 22,000 full-time workers, at a
weekly wage aggregating over $1,000,000. In addition, about 4,000 part-time
workers were employed by the industry, and this figure does not include talent
under contract to the networks, to stations, to advertising agencies, or to Indi-
vidual sponsors. (Most of the talent employed in important commercial pro-
grains Is under contract to the advertising agencies.) It is estimated that if this
talent were included, some 50,(00 persons would be found to be employed by tin
industry directly. No reduction of employees or pay rolls can or should be made.

Indirectly, the broadcasting Industry is responqslhle for the employment of per-
haps 250,000 other workers in the radio manufacturing and distribution industries.
A healthy broadcasting Industry is tis the key to the livelihood of some 300,000
wage earners. They will properly chalenge any threat to their security.

Similarly it is obviously not In the public interest for broadcasters to reduce
the heavy expenditures they have made in the past, and budgeted for the future,
for the perfection of physical apiparatus, for the improvement of programs, for
research and development in new fields and new techniques, such as television.
international short-wave broadcasting, frequency modulation, and others. The
industry, In past years, has expended large sus for improvement, research, mnd
development along these lines, and even greater su1s must be expended for many
years in the future before there can be hoe for any return whatever. One- net-
work, for exaliple, has budgeted over $2,000,000 for 1942 alone for the develop-
nient of television, short-wave broadcasting, and frequency imodulation. Further-
mlore, as new techniques are developed, individul stations must be financially
able to adopt them, and extend their benefits to the public. As has already been
Ilointed out, technical improvements may require overnight replacelnent of evuip-
ilent, at heavy cost. These expenditures are clearly in the public Interest. Tley
miust be maintained and even Increased. Any tax policy which ereates pressure
for their reduction is unsound.
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IV. CONCLUSION

The Committee on Ways and Means predicted that this proposed tax will pro.
duce $12,500,000 in. its first full year of operation. This figure, of course, repre-
sents the gross revenue to be produced by the tax. Sliuce it will be deductible
for income and excess-profits tax purposes, the net revenue will naturally be
somewhat less.

The tax Is novel in form aid unsoumd In principle. It discriminates against
and imposes an undue burden upon an industry which renders a real public
service in normal times, and whose efficient functioning in times of emergency
is of the utmost importance. Even without the tax, the industry is fachig a
difficult and uncertain period, for the defense program necessarily involves dislo-
cations and disruptions of normal business activities. This special tax would
01y13 multiply the difficulties. Its Imposition would at best be an experiment,
1nd 1it experiment which eveni a much larger amount of revenue could not con-
eeivably justify.

Overshadowing all these considerations Is a major consideration of broad
public policy. Radio broadcasting has become the most important linedlum
of disseminating information to the pmbllc. and the greatest forum for public
debate. It must be kept free; the necessity for this freedom Is clearer today
than ever before. This freedom cnnnot be preserved by special taxation.

Title VI Shoul be stricken from the bill.

Senator BAImEY. The next witness is Mrs. Emily olt, national
executive committee, American Federation of Radio Artists.

STATEMENT OF MRS. EMILY HOLT, NEW YORK, N. Y., REPRESENT-
ING THE AMERICAN FEDERATION OF RADIO ARTISTS

1Irs. HOLT. Ar. Chairman ald gentlemen, I am lere a1s the repre-
sentative of the American Federation of R1adio Artists, which is
affiliated with the American Federation of Labor. I think all of
you know the service which artists and 1)erformers in this country
render in a cohimulnity in patriotic spirit.

Presently there is a great (leal of that contribution being made by
our membershil). Community drives, community chest drives, Red
Cross drives, hospital drives-all kinds of public organizations are
sup)lorted by the gratuitous services of our membership, and the use
of the talent of our artists an( performers is greatly increase(] in this
day when many subscription-seeking organizations are resorting to
ra(io.

This is related directly to the ol)portunities for employInent which
our members have. 'here are only so many hours of tine oil the air.
Many are devoted to programs of'civic and educational nature; more
are being devoted now to benefits and drives; many are devoted to
musical )rograms, and a few-we think too small ii percentage-to
talent entertainment programs.

It is our function to initiate collective bargaining agreements for
our 12,000 members to insure them a living. Our members Sul)l)ort
their organization by payment of a sliding scale of dues, so we have
constantly l)efore 1s the evidence of their income possibilities in radio.
The overlwheling majority of them are people with ta ilicolne of
$2,000 a year and less; tien the next category brings us u ) to almost
85 percent of our membership, earning between $2,000 and $5,000 a
year. Only between 10 and 15) per(, nt of our people earn $10,000,
$25,000, and1 so on up to the il)per brackets. With the increased cost
of living, $2,000 a yeqr and between $2,000 and $5,000 in the different
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parts of this country are not figures that our membership call look
upon and not leave them disturbed at all. We, think this tax will dis-
turb us, and we slall tell you why. If the tax is imposed, as now con-
tained in the bill, two possibilities may occur. It. may be passed on, in
whole or in part, to the sponsors of our ellployers on commercial
programs. If it is, it, is our considered opinion that. it will curtail the
existing linlited opportuities of our membership. If it is absorbed
in whole or in part by the management, we feel it will impair our
ability to secure and maintain uniform minium scales, especially in
view of the rising costs of living. For tlat very simple reason, in-
volving the livelihood of the actors, singers, annoulcers, and sound
effects inell, who entertain the public of the United States, we feel
that this tax is am injustice. I lave just come front our convention,
our fourth annual convention in Detroit. We had delegates there
from radio stations all over the country, and this matter was discussed
o01 the floor of the convention.

I was asked to read to you the resolution which was adopted on the
floor of that convention:

Resolved: That A. F. R. A. vigorously protests against the special tax
levied against the radio industry, adopted by the House of Representatives in
section 601 of title VI of the Revenue Act of 1941, and now under considera-
lion by the Senate Finance Commlittee. This proposal is discrillhnatory legisla-
tion against the radio industry which therefore concerns the welfare of every
radio performer, who will, in the last analysis, pay part of this tax in the form
of wage adjustments. Radio performers now pay their income and emergency
taxes to meet the national crisis, Just as do all other loyal Americans. There
is lb justice or equity in imposing this special tax upon the Industry in which
we work, and our national executive secretary is instructed to place our or-
ganimation on record before Congress in opposition to the radio tax.

I thank you very much. Are there any questions, sir?
Senator BAILEY. Any questions?
No response.)

~eilator BAILEY. Lawson Wimberly, international representative
International Brotherhood of Electrical Workers. Mr. Wimberly?

STATEMENT OF LAWSON WIMBERLY, WASHINGTON, D. C., INTER-
NATIONAL REPRESENTATIVE, INTERNATIONAL BROTHERHOOD
OF ELECTRICAL WORKERS

All'. WIMEIILY. Mr. Chairman and gentlemen of the committee.
my namife is Lawson Wimberly. I appear here as the representative
of the International Brotherhood of Electrical Workers, a labor or-
ganization affiliated with the American Federation of Labor.

We wish to be recorded as being opposed to the tax l)rloposal
contained in House bill 5417. with res)ect. to advertising sales by radio
stations. Let, me inake it clear, however, that. we do not wish to be
understood as opposing any tax that. may be necessary. so long as
the tax is equitable and not discriinimatory.

That brings me to the basis of our opposition to the proposed tax
o01 radio advertising. I think we should kee) in mind, in that co-
nlectionl, some of the things which have been said by other speakers
lere on this subject: That there are many other forms of advertis-
ing-newspapers, magazines, streetcars, busses, and various oher
nlediunis of advertising-wich the present bill does not l)O)ose to
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tax. Our opposition to the tax on radio time sales is tlht. it singles
out radio advertising and burdens it with what is almost an exorbi-
tant tax.

And there I want to say just a word about how th thought of
taxin c radio broadcasting originated in the House of Representatives.
Mr. ,,nnery, of Massachusetts, introduced a bill which proposed to
levy "an amusement tax" o1 radio time sales. That bill, H. R. 4800,
was never acted upon, but most of its text. was incorporated in the
bill now before your committee. That particular measure, H. R. 4800,
was proposed by the l)rinting-trades workmen who apparently
thought they were being denied sonie earning opportunities, and
possibly some employment opportunity, by reason of increased ad-
vertising by radio broadcasting. I think they were mistaken in that
view, and I think the very fact that it is ii punitive measure dis-
credits the proposal to tax radio broadcasting advertising.

There has been some question as to the position of the American
Federation of Labor on this matter, and I want to say to the coin-
mittee that the executive council of the federation, in its meeting last
week in Chicago, voted a resolution opposing this measure. It ias
been represented, as I understand it, by some of the representatives
of the printing trades that the federation is in favor of this tax.
That is not true, and I would be glad to furnish the committee with a
copy of the resolution adopted by the federation.

Senator BAILEY. You may put it in the record.
Mr. WIMBERLY. In that connection, I would like permission to file

a brief statement of our position in this matter; I realize the time
which the committee has is limited here. With that statement I will-
include a copy of the resolution adopted by the federation.

I think I have just about outlined the basis of our opposition to
this tax. I would like, however, to underline some of the things
already said regarding this being a discriminatory tax. We believe
it is one that will seriously impair the earning ol)portunities of our
members in the broadcasting industry.

I wish to thank the committee very much for this courtesy.
(The resolution of the American Federation of Labor and the

supl)lemental statement referre( to above are as follows:)

EXTRACT FROM MINUTES OF TIE 3MEETINO OF TIE EXI-c UTIVE COUNCIL, AMERICAN
FEERi.TIO. OF LAiOR, CHICAOO, ILL., AUOUST 4-13, 1941

"While labor believes that tle United States Government should levy extra
taxes pin the people to pay for defense work, we do not believe in punitve
and disrlininatory taxation such as a speinil levy on radio advertising
broadcasts."Motion carried.

STATEMENT BY LAVSON WIMBERLY ON JIEIIALF OF THE INTEINAITONAL

IIROTHEMIiOOD OF M FI.E(T A, WOhKli-.H (At ILJA'/IJD A. F. OF L.)

In re I-. It. 5417, title VI, Iladlo Broadcasting and Network Tax.

This statement is presented to the Senate Finance Committee on behalf of
the International Brotherhood of Electrical Workers, :n( American Federa-
tion of Labor affiliate, in opposition to the proposed tax o1 rado-advertisiig
sales conitained in title VI of II. It. 5417. Time allotted for our appearance
heforo the coninttee dhld not penlil! detailed discussion of the Vil-lolls plllses
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of this matter. We therefore wish to present some additional facts with
respect to our objections to a tax being imposed only on radio advertising.

Undoubtedly everyone realizes that a1 radio station, like a newspaper,
magazine, or any other business must compensate its employees with income
from some source. A radio station, like a newspaper or a magazine. derives
its principal income, with which employees are paid, from advertising sales.
While ill the advertising field, the radio utilizes an entirely different type or
form of sales appeal, it still must eomipete with all the other advertising miediums.
For Congress to tax one medium of advertising without taxing all would certainly
be discriminatory.

It is Interesting to look Into the background of the proposal to tax radio adver-
tising and not tax newspaper, magazi o". or periodical advertising, which really
constitutes tile large volume of advertisilg sales. This proposal originated in the
Ways and Means Comlittee of the House of Representatives when anil agent of
tile Internatiomll Allied Priltihg q'ra(des Associlation, nit organization of live
unions in tile prilntilg Industry, complained to tile House committee that radio
advertising wits reducing the earnilig opportunities of menibers of the unions
coinprising tile association.

Tle records available do not support tills allegation. If we can take tile record
of tile number of members oil which these unions have paid per capita tax to tile
American ,ederation of Labor am ia standard of comparison, tileir nembership has
actually increased il the period of radio's greatest expansion. The followig
with respect to the number of members reported Is taken from tile official pro-
ceedilngs of the American Federation of Labor for the years sAlown:

Name and uaebership of respective unions

Typograh- Printing Bookbind- Photoen- Stereotyi,-
leal pressmen ers gravers ers

1925 ....... ............................. 71,000 40,000 13,6W 7,200 6 .800
1930 ...................................... 77.600 40,000 13,900 8900 7800
1935 .................................... 73,400 .2,000 1 o .700 . 700 7, M)
1940.................................'79,400 43,700 18.700 l R Soo &,400

I Figure In 1939. This union not saflhllted with Anerican Federation of Labor In 1940.

It silould be Ilnterestilng to lte tile nmbnler of broadcasting stations which
were licensed for toleration during tilte above period. Front reilorto of tile
Federal Comlnications Commilssion we find that the nlulmler of standard
conmlercial broadcast stations were as follows:

Stations licensed rations licensed
1925 --------------------------- 571 1935 -------------------------- M5
1930 ----------- 6-------- 012 1940 --------------------------- 14

Figures could be given to show )low time nlulber of railio receiving seis Ill liits
in tile United States has riscnl from it few in(ired thousands to over a0)0,t0,,N)
at tile present tille. We coilld aliso lilst lltilelitle figures to show the treimeindous
Increase ill circilatlon of newspapers and mnlagazines during tile lmist 20 yelrs:
we could qulote statistics to -low that lum(lreds of thoutlinds have been lroviled
eml)ioyment as i result of tile developlielit of raio, but we (I(o not feel that Is
necessary, especially whell tills ilnformlion is general knowledge.

Tile printing industry workers i ittellipting to have Comlgress enact i1 ilnitive
tax o1 radio advertising, lve selllshly disregarded it-se obvious facts. They
have also apparently Ignored the fact that the radio broadcasting industry 'ell
year spends several millions of dollars for printed lromotioal activities. The
radio manufaeturilng Inlustry spends consierably more for its sales and
lromotional work.

When tle po'osed tax was first I)roalhed, it was terlle "nIl amusement tax"
by its sponsors. Tilhe fact that it was so designated elllhalztb.3 the existence
of inhlerent dlefiemcies which render such at disguise necessary. A properly
formulated tax oil alluselnlelit wolll illpose tile tax ilirdell 1lio those wlo 1re
le beneficiaries of the particular enterlainment or ailusenivit. The propoi1ed
tllx would be Imlposed l 901 tile' broadcasting stations and networks-Ullol till
lodm'cer, not upon til cOlslilm r-llmld Would itve 11 deltr l'ilal effect directly
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111)011 ellllioyees 111 h' broidt'asting Inldustry. The only lliiri, of tile alllllunt
of the tax would be the nioutint of revenue, Irrespective of the quantity or quality
of IIeilSet'Ilt afTorded to uiuny listener. While inllilials rlio ofersl' more eiter-
talimnlent lNlth the aldvertising It carries that do newtipapvrs wit h their idvertis-
Ilg, there 1 Ito sullstIlitlll basis upll which lilt iinlst'lllt-taIx levy could be
milde illoll rildlo.

Ai ltlhr fact regorditig l1t(dlo advertising thai 18 generally ovtrloked Is t!i'
tyl' of lldvertlisig carried by it(e rdlito which requires the services (Pf 1man111y
vocltihls, Ilcluding not olnly teclillhi, 1l 1ilt(] engiteers, but muiillnSoiliis, actors,
script writers, announcers, and others. TheI 1 annual wlge bill of rilo broaduast-
lng iniollUts to several i1t0lllon18 aiinnially.

li view of these facts, we sublmit tit there ii h lie justifihlle reiistlls
for taxing rldlo lte sllhu4 IlIlIes8 there is an equlal rate of tiixatio Oil all other
forlsll of uldivertising. A radio aidlverlilsig tax alone would haive it very serious
O'(evt ip1n the earning olmrtunities of the members of this organization
tnmployed i tie broadcasting iidUshry, i1s well 1its thousands of others lit broad-
casting will other allied industries. 'His sltutiion would not prevaill to such it
(legree if tih tax Is madellllltipllcable to all forms Of 1idvertillng.

We would like to reiterate our statenilent before the conuillttee to tile effect
that we Ilre not opposing lly tax that 11lly be' leesslily-so lon1g ItS that tax
is equitale aid aplhi's to all alike. We suhmilt that the tax Inolwosed oni radio
broadcasting hi this bill Is it pulitlve tax. uireao onable, discriiitory, and
pIlrtlikilg of tii i aticter of class legislation, violiative of the fundanenl
deinoeratth hIprinlciple of equality uInlder law. It should be stricken from the bill.

Senator BALEY.' This finishes With tile proposed radio tax. We
1now colie back to the capital stock tax and exces,-Ilrofits tax, and
the next witness o1l the l endar is Claude I)udly, Millers' National
Federation.

STATEMENT OF CLAUDE W. DUDLEY, WASHINGTON, D. C., REPRE-
SENTING MILLERS' NATIONAL FEDERATION, CHICAGO, ILL.

Mr. 1)Umy. Mr. Chairman 1an1d committee members; my name is
Claude W. l)udley, and I represit the Millers' National Iederation.
It is a national trade association of the flour-milling industry. We
have about 480 members and produce about 80 percent of the flour
comlillel(ially produced in tile United States.

I wilalt to make clear, at the outset, that we are heartily in accord
with the general proposition that til revenues of the 0ioverniment
must be very substantially increased. Three and one-quarter billions
is not too niuch i it may be too little. I realize full well that failure
to take a realistic view of the fiscal situation at this time eight lead
to vNery serious consequences in the future.

T're are only three features of this bill whihel I want to call to your
attention this niorning, and I am going to ask that I be permitted to
file a statement which I shall leave here this morning.

h'lie first of these items to which I wish to direct your attention is
Ile eapitail-stock tax and tie (tee]hred-valie excess- l'ofits tax. We
iave previously urged, and again urge, tlat these taxes be abolished.
They are very unscieitific taxes. The amount of tax which the cor-
porationl paYS, either its a capital-stock tax, or is a declared-vallue
excess-profits tax, depends not so nlilih oil the corporation's ability to
pay as it does upon the good luck of its managemet in guessing ac-
cuiately, over a period of 1 year, 2 years, or 3 years, as the caso may be,
lie amount of its earnings. I think one of the witnesses referred to it a

few days ago us it crap-shooting contest. Ill lily opinion, the tax is
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entirely unscientific. With tile addition of a graduated excess-
profits tax at high rates, which this bill contePlllat es, and which we do
not, oppose, the declaeld-valle excess-profits tax serves 1no longer it
usefl purpose and it and its collipallion, as I have said, should be
abolished.

Senator IhIr.Y. What would yol substitute for it?
Mr. )UDLm. Senator, I have no specific suggestion. First, I should

say that the feeling we have is that something Should be subs! itlited for
it, because it involves $150,000,000, which we think should not be lost.
Whetler the committee should add to the normal and surtax rates of
corporations or should add to the graduated excess-profits tax or
adopt, Some other meth11od, we leave to the. judgment of the members
of tihe committee.

Senator BA.IJy. Your ol)jection, primarily, is to the base?
Mr. Dum)I-. Yes; we think, a1s I have said, it is tlln unscientific tax;

it is ijunsoiund.
Senator BAILEY. Just give us a little analysis on that poilit; just

elaborate oil it ; tell us why you think that.
Mr. I)nuL~y. We thiili it is uisound ill this respect, Senator. We

are to declare 11 value between now and September 29 of our capital
stock. As you know, that declaration needs to he related ill no way to
lie actual value of our cal)ital stock. A corporation whose stock'las

$100,000,000 of value in the quoted security markets may, if it so de-
sires, declare the value at $1,000,000, or may" declare its value at $1,000,-
000,000, and the Government accepts whatever value is declared. The
pur'pose of a corporation, in declaring a high capital-stock value, is to
get a large credit for declared-value excess-1)rofits tax purposes .

At the present time, under the present l1law, it is intended that that
value which we declare now shall be effective for the next 3 years.

Senator BATLrY. I might say that that yield now is $215.000,000.
Mr. DUDLEY. 'T hank yim. N)w. that, value which we declare now is

to be effective for 1941, 1942. and 1943. Who call really estimate, w" -
any degree of expert hess lit tll, tle earnings of tiny corIorat ion for ihe
next 3 years ider such conditions as we have now? And it is that
estimate or guess which determines what value a corporation shall
place on its capital stock for purposes of this tax. I think, by all
means, if you decide that the tax should 1)e (ontimied, an linuamlil re-
deelaratioll of value should be providedd for in the bill. I think that.
should be providedd for at all times, and I think it is especially true
in these times. We don't know 1u11ich about what the situation ;'Vill be
in July 1942.

Seniato' BAILEY. )oi would be siitisfied with that ? With that
anual declaration ?

Mr. I)DuLFY. Well, Smntor. I think that with it graduated excess-
l)rofits tax at, high rates-and they must be high-this bill contem-
plates rates from 35 to 60 1)ercent-vithi a special excess-l)rofits tax
at some rate-lO percent it is in this bill; that tax, incidentally, we
oJ)l)ose-t hat, a corporation s11ld not have to worry with capital-
stock tax and declared value excess-profits tax at all: an;d, incidentally,
it is quite an additional worry. As you know, there is no provision
for filing consolidated returns for capital-stock taxes or declared-
valite excess-profits tax. As you know, a railroad system, for instance
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can file a consolidated return for income-tax purposes and for ordi-
nary excess-profits tax. Every railroad system involves a number of
subsidiary corporations in this, that, or another State operating .a
l)art of its lines. Everyone of those railroad systems nmst lake,
separate for each individual small company, a eapit al-stock ret urn
and file a declared-value excess-profits-tax return. I think the taxes
should be consolidated as much as possible. We should have fewer,
rat her than more of them, even though it means an increase in the rates
in those retained.

Now the second change to which I desire to direct your attention
is the graduated excess-profits tax. The rates are graduated from
35 to 60 percent. We have no objection to that whatsoever. It
is the method which we think is unsomnd.

As the bill stands, the rate is graduated merely upon the basis of
size, dollarr income, without any relation whatsoever to the percentage
ificrease of such corporations earnings in comparison with what
you might call the normal or ordinary return. The excess-profits-
tax laws of 1917 and 1918 both recognized the .principle, and adopted
the principle that at corporation whose earnings are sty, 100 per-
cent above normal, should pay a higher rate of gradtated excess-
profits tax than a corporation whose earnings are say, 25 percent
above normal.

Thus, two corporations might pay exactly the same tax under
this bill, notwithstanding their earnings were far apart because
the graudation is based upon dollar excess profits-that is, taking
into consideration their credits-

Senator BAILEY (interposing). What would you suggest for nor-..
mal, as to base?

Mr. DUDLEY. I think that the bill very properly recognizes two
alternative bases for determining the normal; a normal net income
based upon a past period, or a minimum return on invested capital,
which the bill has placed at 8 percent for the first $5,000,000, and
7 percent above $5,000,000. I think we are very unfortunate in
the base period which was adopted in the 1940 excess-profits-tax law.
1 think one of the difficulties now is due to the fact that that base
period, 1936 to 1939, was very subnormal.

For instance, for the industry which I represent, the milling
industry, the earnings for that industry for the base years 1936
to 1939 were far lower than they were for the previous so-called
depression years of 1931 to 1935; decidedly lower, and that is true
in many other industries, but I do think that an alternative base
should 'be provided. It is perhaps too late now to have changed
the base period which was adopted after very lengthy consideration
last year.

Now I come to the point our industry is very, very much interested
in, and that is the special 10 percent excess-profits tax which is
placed uplon those corporations which choose the investel-capital
method of determining their excess-profits-tax crdit. That tax
will fall extremely heavily on the milling industry and any other
industry which happened to be unfortunate enough to have a very
poor record of earnings in time base years, 1936 to 1939.

Now, to give you one or two figures from the milling industry:
The mills reporting to our trade association had a net profit of
8.35 cents per barrel during the base period, 1936 to 1939. Com-
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pltring that with the 6 years, 1931 to 1936, which, as you gentlemen
will see, included the worst del)ression years, the industry, as repre-
sented by these reporting mills, had a net profit of 115.7 cents per barrel
in that earlier depression )eriod.
In other words, the profits of the milling industry during the

base period 1936 to 1939 were not more than half what they were
diiriig the depression. so-called, depression period.

Now one reason for that, of course, is the fact that the so-called
processing tax, under the Agricultural Adjustment Act, intervened
and threw the industry into confusion for a number of years. An-
other big reason, of course, is the fact that, throughout the base
period, 1936 to 1939? you had a world-wi(le surplus of wheat with
it,, atten(ig (lel)ressmlg effect on the milling industry. As to return
on invested capital, our reporting mills show a return of 3.01 percentt
on their invested capital during the base period 1936 to 1939, as
compared with a return of 5.8 during the 6 years from 1931 to 1936.

Now, of course, you gentlemen realize that where you have such
an average return, it must include many coml)anies that have no net
earnings at all for the entire base period 1936 to 1939.

Senator BAILEY. You are a few minutes overtime.
Mr. DUDLEY. May I have 2 minutes?
Senator BAILEY.'I have already given you 2 minutes because I

interrupted you. I don't like to be disagreeable but we will have to
keep within the rule.

Ml'. DUDLEY. Mia. I finish with two sentences?
Senator BAILEMY. Yes; two sentences.
Mr. DUDLEY. This 10-percent excess-profits tax falls most heavily

on those least able to pay. For this very special reason, we urge the
abandonment of that tax.

(Mr. Dudley's prepared statement is as follows:)

STATEMENT OF CI..\A'E W. )UDLEY

I represent the Millers' National Federation, which Is a trade association of
flour milling companies. The federation has approxinately 480 members, which
produce approximately 80 percent of the flour comnercially produced in the
United States.
The federation is keenly aware of the necessity for substantially increased

revenue and does not protest the increases in rates which have been generally
provided for in the House bill. We realize full well that a failure to Increase
taxes sulllelently to pay from revenue a substantial part of the defense expendl-
tures would invite troubles Which might ultimately be far more serious titan
the tax burden itself. We (1o think, however, that a substantial reduction of
nondefense exl)enditures should be made and hope that it may be possible for
the Congress to achieve that end.

There are two features i the excess-proflts tax lrovislons of the House bill
to which I wish to direct your special attention. We think that they are
inequitable and that they should be revised. The first of these relates to the
special 10 percent excess.proilts tax applicable to that part of the current earnings
which exceeds the base period earnings but does not exceed the invested capital
credit. This tax will fall extremely heavily on the milling Industry and other
industries which have had meager earnings during the base period. It will
fill most heavily on those least able to pay. It runs directly contrary to the
well-accepted l)rilnciple that Income taxes should be levied in accordance with
the ability to pay them.

During the base period years the milling Industry was seriously affected by
the processing tax and the confusion resulting from its invalidation, by the
large world-wide surplus of wheat, and by other factors tending to reduce profits
to a minimum. The mills reporting to the federation had average net earnings of
8.35 cents per barrel of flour during the base period, as compared with 15.7
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cents for tie 0 years from 1931 to 1930. In other words, the base-period history
for the milling industry is worse than the earlier depression years.

Tie reporting mills earned only 3.04 percent on their Invested capital during
the base period iln comparison with 5.8 percent during the 0 years from 1931 to
1936.

It must be remembered tlat the 3.04 percent average return reflects tile opera-
tions of many companies which had losses during the aise period and which
have no base period net earnings credit. To such nills the special 10 percent
tax will apply on all their earnings (if any) for the current year. This simply
means a net Increase of 7 percent In the effective rate of income taxes on a
class of corporations which are least able to bear a dl.proioi'nnate share
of the tax burden. Most of tie companies which have no base lerio credit
tire small- and medium-sized companies upon whom the burden will fall very
heavily.

An exees-profits tax should be based on an excess above normal, measuring
tie normal either in relation to a hernial average net Income or It normal ili-
Iniui return on Invested capital. Where there were no net earnings in the
base perld, the tax ceases to be an excess-profits tax and becoinles merely a
special additional Income tax.

Where the earnings of nil Industry for the base period are less than a neces-
sary inlnnimn normal return to permit con t hnlance in business, some olher
method of fixing the miniami normal before applying the special 10 percent
tax should lie provided.

Tie milling industry will not benefit in any substantial measure frotm the
defense program. The use of their products Is related to national defense it
that bread is a staple food which contributes to the health of the Nation, but
It Is not expected that the consumption of flour will be substantially increased
because of the defense effort nor that iny increase iln profits of the milling
companies as compared with the base period will be due to the defense pro-
grain. If an iicreaste of profits Is effected, it will be a natural upswing from
a period of abnc:mnally low profits to a reasonably normal profit.

We oppose the imposition of any special tax on corporations which had low
base period earnings and are not now earning more than a certain iilliniallil
return oi Invested capital. Certainly it cannot be said that a return (if 4
percent on invested capital is an excess profit and we do not believe that ally
company which is earning less than 4 percent *oi Its Invested capital should
be called on to pay an excess profits tax. Under the House bill a company
which had no net earnings In the Iase period and which earns 1 percent on
Invested capital in the current taxable year will be required to pay a special
excess-profits tax of 10 percent on tll of its earnings duringg this taxable year.
We regard this as a very Inequitable tax burden on those taxpayers least able
to bear a special burden.

There Is one other point with respect to the excess-profits tax. In the House
bill the graduated excess-profits tax with rates front 35 to 60 percent is grad-
tated merely with respect to the size of the Imcome. We think that the gradua-
tion should be in relation to the corporation's percentage return oil Its invested
capital. This principle was followed In the excess profits tax laws of 1917 and
1918. We regard It as sound and think that It should be restored in the current
law.

Respectfully submitted.
MILLERS' NATIONAL Fmmnr.'TIoN,

By CLAUDE W. DUDLEY.
AUOST 15. 1941.

Senator BAILEY,. Mr. A. Harding Paul, on surtax rates, strategic
metals application of capital gains tax to personal holding companies.

(Thereupon, at 11: 45 a. in., Senator George resmned the chair.)

STATEMENT OF A. HARDING PAUL, ATTORNEY AT LAW,
WASHINGTON, D. C.

Mr. PAUL. My name is A. Iarding Paul. I -in an attorney at
law, practicing in Wtshington, D. C.

Mr. Chairman, I have adopted the exl)edient of making some tax
notes. When the. committee abbreviated the time for making the
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statement to 10 minutes, I didn't. think it was possible to make any
complete statement, yet I would like to have incorporated in the
record these tax niotes which I have prepared.

The CIRMAnN. Yes; you may do that.
Mr. PAUL. I will simply adve1rt to two or three things contained

in the notes, after which, if there are any questions, I would be
happy to :submit, any information which I have.

I submit that the first thing of note is that Government is to be as
usual, except for defense. In other words, we are making no reduc-
tions in exl)enditm-es and, for that reason, we are going to have a
deficit for the fiscal year of $10,700,000,000. Any reduction in non-defense exl)enditllres' would cut that deficit. 'lhere is 1 program

and no conceivable programm which will 1)rodlce the necessary rev-
enue to )ring revenues to two-thirds and borrowings to one-third
during the fiscal year 1942. The necessary revenue to be collected by
June 1942 would-be $5,266,000,000.

The second thing of note, it seems to me, is tbat if we could get on a
$90,000,000,000 income, the revenues which were projected in the
President's Budget message of 11940, )his the amount added by the
two Revenue Acts of 1940, we would get $15,400,000,000.

Now, the 1942 Budget estimates say we are only going to get
$9,400,000,000. This is undoubtedly du e to the fact that there have
been income diversiomis into imoitaxled or undertaxed channels. This
diversion is to be seen by reniemberig that there is $14,000,000,000
increased income this, over last year. The Commerce I)epartment
last week issued estimates that current national income is running_,
at the rate of $88,000,000,000 per amm and that wages, through
June 30 are up $5,500,000,000 over the first 6 months of 1940. Wage
increases will probably represent $12,000,000,000 of the $14,000,000,-
000 expected total increased income.

Now, it seems to me that if you could get, of that $14,000,000,000.
one-thir(, or even but 10 percent of that increase, you woull be able to
make many changes in this bill which would bring it better in accord-
amice with peope s abilities to pay.

I have made a specific suggestion, therefore, that you impose a
gross income tax and withhold it at the source, or else that you should
impose-perhaps both these taxes should be imposed-an excess-
profits tax upon the increased earnings.

Now, it is entirely feasible to impose thi latter tax. I don't know
at what rate, but I think the people who have increased earninps fr.
better able to pay, and to meet a current tax bill, than those wh', have
been getting along on the same income from year to year. The best
way to tap this new ability to pay and reduce its inflationary spend-
ing is by an excess-profits tax directly on the increases. The public
will support such tax, even at low-in'come levels, as the Gallup poll
shows.

The argument Ias been made, and before this committee, that the
low-income groups pay hidden taxes. That argument is contained in
monograph No. 3 of the T. N. E. C. Who Pays (ie Taxes. This
argument is based upon assumption and you cannot trust those hidden
tax figures. For instance, they show that on an income of between
$1,000 and $1,500, 5.6 percent in hidden taxes is paid to the Federal
Government. That same monograph shows that on $20.000 incomes
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and up, 37.8 percent was paid in total taxes. With 1940 and H. R.
5417 increases, the tax percentage of the latter group is up to 54
percent. Now I don't believe that anybody getting $20,000 will feel
that he is to pay 54 percent ill taxes, even after this bill. I don't
believe you can trust these figures. Tliei are based on too many as-
sumptions that are theoretical. I come now to some specific sug-
gestions.

I think it ought to be clear that alimony and separation payments
should be allowed as a deduction to the person who makes those pay-
ments and taxed to the person who receives them. There are 250,000
divorcess granted each year in this country, for causes, many of which
are not subject to moral censure. To the extent alimony or separate
maintenance is payable from current income, the payor is deprived of
ability to pay taxes on amounts he cannot control. Recipients of
alimony should be taxed thereon, ending one glaring tax exemption.
If held not to be income to recipient, payor should be taxed on such
amount separately, in recipient's rate bracket. Complete confiscation
and inordinate hardship otherwise results.

The cases of Helvering v. Fuller (310 U. S. 69) and Jielvering v.
Leonard (310 U. S. 80) show an absurd tax pattern. Confusion in this
field is now rampant. There is litigation going on every day now as
to whether the 1an divorced in Nevada should be taxed and the man
divorced in New York, exeml)ted. It depends on where you get your
divorce. If two people, neighbors in New York, get divo0rces, one in
Nevada and the other in 'New York, tile one who gets the Nevada.
divorce doesn't have to pay the income tax on his wife!s alimony, but
the one who lives in New*York does. With the rates that you havN
in the bil, it leaves the m1l11nl who has been generous in provi -ding for
his former wife and children at the conlplete mercy of these high
tax rates. In some cases he has no income left. I also think that you
are making a mistake iii not extending the capital-gains provisions of
your act applicable to corporations. You have increased the rates
on corporate incomes to 30 percent. The individual can realize capital
gains at tile present tile at 161/ l)ercent. The corl)oration will be
discouraged in its realization of such gains and that factor enters
into your revenue. Wit en you come to l)ersonal holding companies.
you fnd that tile rate can reach 821/, percent. and I think that no one
would suggest that capital gains will be realized if the person who
has the privilege of saying whether or not that gain shall be taken
must pay. an 82/ 2-percent tax on the amount of the gain.

There is another thing that should be done; that is, corporations
should not be made to reduce earnings an1 profits by noiltxahie capi-
tal losses so as to make it impossil)le to pay dividenls. rli t. i.9 tre
with liquidating dividends which should be allowed as credit against
any corporate 11nd(istribl)ted-inl(l ing personal holding company--
income. These remedies should be retroactive to 1936 for open cases
and thus end confusion arising from the decisions in the cases of
Foley SeeuritieR Corporation v. Commissioner (106 Fed. (2d) 731)
and Pembroke Realty (& Securities Corporation et al. v. Conimnlssloner,
decided by the Circuit Court of Appeals August 4, 1941.

I think you ought to provide for consolidated returns for normal as
well as excess-profits taxes. If you fail to do this, you will find that
there is utter confusion in detepriining tile credits. 'Tile bill provides
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that you may spread ti6 excess-profits tax against the iiormal tax but
if you have a deficit corporation you cannot (leter'mine how to spread
this tax.

The CHAIRMAN. Your 10 minutes is about ilp.
Mr. PAUL. May I have just 1 more minute mu which to say a word

about new corporations an(d companies formed during the base period?
As to these, I suggest a specific remedy. It is to take the lumber

of years they have been in existence aiid provide credits based on
average earnings during that period inchl(hng 1940, not exceeding 4
years, ignoring the deficit years and ignoring such years as they have
mot earned the minimum excess-profits tax which this bill permits
them to earn. For corporations starting after 1940, where cal)ital is
not an important factor, I)rovisiol1 should be more for I year's exemp-
tion from excess-profits tax unless such company's I)rofits arise out
of defense; namely, out of contracts or subcontracts for defeilse mate-
rials. New corporations with capital can earn 10 percent (slightly less
if capital exceeds $5,000,000), but this does not. hell) new corl)orations
with little or no capital.

(The following additional statement was submitted by Mr. Paul :)

STATEMENT OF A. IIARDING PAUL

1'iscal year 1942 expenditures:
Latest forecast for defense ------------------------------ $15, 000, 000, 000
Governmnent-as usual --------------------------------- 7, 001), 000, 000

Total, not less tha ---------------------------------- 22, 000, 000, 000
Revenues expected (Budget Bureau estimate) under present

laws (based on estimated income of $88,000,000,000) --------- 9, 400, 000. 000

Deficit ...-------------------------------------------- 12, 600, 000, 010
House bill (I. R. 5417) increases tax collections for fiscal year

(calendar year $3,200,000,000) ----------------------------- 1, 9)0, 000, 000

Defleit, fiscal year 1942 ------------------------------ 10, 700, 000, 0 '0

Necessary additional tax collections to )roduce two-thirds expenditures by .hnie
1942, $5,266,000,000. No revenue program advance or snggese(lI)y Trtasury. or
which can conceivably be adopted at this time. call meet the formula of two-thirds
taxes and one-third borrowluig during the fiscal year 1.92. and for the time being
at least the formula should be forgotten.

There is no maglc it such formula. During h' hinst war expenditures were
met by borrowing to the extent of two-thirds. Taxes produced only one-third-
uxact reverse of what Treasury now urges. (See report of War Policy Coin-
mission. )

Treasury requested Ways and Means Committee to Increase taxes by $3,500.-
000,000 divided oi following basis (all figures approximate) :

Corporation tax ---------------------------------------------- $900, 000, 000
Individual Income, gift, and estate ----------------------------- 1,400, 000, 000
Excise ------------------------------------------------------- 1,200, 000,000

Total -------------------------------------------------- 3, 500.00, 000

Ratio of ability to pay and consumption taxes, two-thirds ability to pay-one-
third consumption.

House bill provides increases as follows:

Corporation tax ---------------------------------------------- $1,350.000,000
Individual income, gift, and estate --------------------------- 1,000, 000. 000
Excise ----------------------------------------------------- 875,000,000

Total -------------------------------------------------- 3,22),000,000
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Ratio of ability to pay taxes to consumption taxes 1A 75 percent ability to pay--
25-percent consumption.

1Despite Treasury's increased estimate of expenditures front $19,000,000 to
$22,000,000, Finance Committee's Object should Ie to raise not more than $3,500,-
(100,000 and to Improve House bill.

Bring ability to pay taxes with relation to consumption taxes back to two-
thirds-one-third ratio by increasing specific excises al(1 adjusting surtax
rates, I. e., revise in lower and reduce in middle brackets.

NTn.m-Pay-roll taxes are sometimes considered excises. They fire, however,
compulsory savings frequently wholly paid by employer for sole benefit of
employee. Raising them substantially may accomplish three good purposes:
First, it will reduoe power to spend where It Is increasing and thus reduce
threat of Inflation; second, it will produce substantial Immediate revenue; and
third, it will cushion post-defense deflation shocks.

ABILITY TO PAY IN LONO RUN RESTS ON A WILL TO PIRODUCF-NO TAX I.VIED ON
-AIININO5 CAN BE PROI)UCTIVE AT LEVELS 130 HIGH INCENTIVE IS DESTRiOYED

Query.-Will a tax of more than 50 percent on earnings above $27,000 curtail
productive effort? Prior to 1940 the highest Federal tax rate on earnings above
$27,000 was 24 percent imposed by the Revenue Act of 1918, i. e., 12 percent
normal-12 percent surtax. Between 1911) and 1940 the rate never exceeded
23 percent. In the latter year the rate was raised to 37.4 percent. Pending
bill Imposes 50.6 percent on amounts between $27,000 md $33,00) and reaches
(10 percent above $15,000.

'The public does not sulport seh rates, as witness balloting of (allup poll.
Oil $10,000 incomes, poll suggests tax of $1,123-the bill $998; o1 $50},00 in-
Comes, poll's tax Is $10,000 against $19,527 under the bill.

,Kecond query.-Can taxpayers lit a $27,000 level meet personal budgets and
pay i tax mostt of It retroactive) equal to 30 percent of total income? Previous
budgets call for taxes not in excess of 20 percent. The increase at tills level Is
over $3,000 a year or $250 per month. This Is a too severe and too sudden
Jump. Added to the 1940 increase of over $1600, the total increase in 2 years
is $4,500.

Suggcstion.-Elhmiiiate present earned-Inconie credit and( provide maximni
rate under 50 percent for reasonable earnings, i. e., $75,000 per year and under.
Keel) rates on investment income as in the bill.

Excess.profits tax should apply to bracket and not dollar incomes above credits.
Failure to adopt this reform merely penalizes small stockholders.

Strategic mctal.-Strike out section 206 of the bill. You cannot get new
necessary production in this country of tungsten, chronic, manganese, and quick-
silver with an excess-profits tax leveled against the hazard of prospecting. In
1918 war law exempted profits derived from mining these metals, as did time
1940 act. Time House mistakenly removed exemption. High taxation of the
profits of l)roducers of strategic metals Is opposed by the Oflce of Production
Management an( tile Reconstruction Finance Corporation. Further, it Is a
breach of faith to tax now after expenditures Induced by exemption of time
1940 act have been made.

Lower surtax rates in middle brackets and impose excess-profits tax on earn-
ings above those of highest previous yea', includig 1940. Or Impose gross-
Income tax of 5 percent collectible at source on all incomes up to $5,000. Exempt
salaries below $750. Lower base to $750 and $1,500. Secretary Morgentlmu
states there is to be $14,000,000,000 new national income tills year over last. If
one-third of this inease ('all be collected itn taxes everyone should be happy.
The best way to tap this-new ability to pay and reduce its Inflationary spending
is by an excess-profits tax directly on the increases. The public will support
such tax even at low-income levels, as time Gallup poll shows. The argument on
hidden tax burdens of low-income groups Is fallaclous. Monograph No. 3 of the
T. N. . C. Who Pays the Taxes shows that on 1938-39 incomes between $1,000
and $1,500, only 5.6 percent in hidden taxes was paid to the Federal Govern-
ment. It also shows that on $20,000 incomes, and tip, 37.8 percent was paid in
total taxes. With 1940 and IH. R. 5417 Increases the tax percentage of latter
group is lip to 54 percent. Don't trust any figures involving hidden taxes.
Costs of living absorb all of them and in America wages will keep pace with
cost of living.

Business expenses incurred in producing and conserving Incomne should be
deductible from gross income, otherwise gross Income Is taxed. This law should
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l'e retronctve to allow contlwn imee of Treasury practice, Interrmpt td by the
Supreme Court decision In tllyins v. Comnmi88ior (312 P. S. 212).

Capital gains.-IMake Individual capital gains tax plan applicable to corpora-
tions. i1gh rates Interfere wil realization of capital gaiis and hence reduce
revenue. Personal hliding companies' assets are peculiarly frozen. They cin-
not iliuldat-they cannot operate. lesult-stagation and no revenue. Per-
sonal holding companies are in the main incorporated poketbooks of individuals
and shoul be taxed as individuals.

The CHAIMAN. Mr. Alger B. Chapman, representing the Control-
k(-rs Institute of America.

STATEMENT OF ALGER B. CHAPMAN, NEW YORK, N. Y., REPRE-
SENTING THE CONTROLLERS INSTITUTE OF AMERICA

Alr. CHAM AN. My name is Alger B. Chapman. I am l appearing
o behalf of the C(;ntrollers Institute of America. In view of the
time limit per witness and the fact that man, of the points have
previously been argued before this committee, I' wold prefer to sub-
mit the detailedd statement of the institute for the record and merely
sllumilarize tie more important points that are pertinent to the pel(l-
ing bill.

The CHAIRMAN. You May (o that. We are conlteml)hlting that
witnesses would take that course.

Mr. CH PAN. In the first place, the institute is unalterably op-
posed to any application of the excess-profits tax to normal Profits.
It. believes that the only justification for an effective corporate tax
of 72 percent is to recapture excess profits which might otherwise
be accumulated out of the Government's own expenditures for na-
tional defense. It submits, therefore, that the revenue-raising capac-
ity of the excess-profits tax is limited to that which can be collected
from excess profits resulting from the defense program.

Accor(dingly, the institute is ol)posed to the l)rOvision of the House
bill which proposes an extra 10-percent tax on the normal earnings of
invested capital corporations and an in(hirect re(Iuction of the invested
cal)ital credit from 8 percent to 5.6 percent on the first $5,000,000 and
4.9 percent on the remainder. These provisions reach beyond the
ievenue-raising limits of a true excess-profits tax.

The institute firmly believes that this committee should approach
the excess-profits-tax problem by first examining the present law.
eliminating the pre.snt defects in the average earnings, invested cai-

tal, special relief, alml( other basic provisions, and thei, determine how
much revenue call be collected from the excess-profits tax and how
much must be collected elsewhere. By reason of the defects in these
provisio-ns, the excess-profits tax is already being imposed upon nor-
mal e,,rnings, and this situation should be corrected.

So far as the average-earnings credit is concerned, the institute
makes the f,!lowing recommendations:

1. Average earnings should be determined by averaging aily 3 of
the 4 years in the base period. T'he fact that all 4 years were not
average is recognized in the law, but normal earnings cannot be meas-
ured by taking 3 years, in the case of a loss year, and dividing by four.

As the chairmant knows, the averaging of 3 out of 4 years in tile base
period was tie recommendation of the Senate committee last year
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and was iii the bill as it passed the. Senate. It was changed in con-
ference. We think provision for a 3- out of 4-year average should be
adopted now.

2. The normal-growth provision should be extended to supplement
A corporations, that is, corporations which have acquired other cor-
porations in tax-free liquidations or other tax-free reorganizations
since 1936. As the law now stands, in order to use the normal-growtth
provision, these corporations must exclude the base-period income of
their compl)net corporations in commuting their own average earn-
ings. Supplement, A is defective in many respects but this is the
worst defect and the easiest one to remedy.

3. Where abnormal income is excluded from the income of the
taxable year under section 721 and is attributable to a base-period
year, it should increase the base-period income. As the committee
knows, this treatment conforms to its own interpretation of section
721 as stated in the committee report on the 1940 act.

So far as the invested capital credit is concerned, the following
principal recommendations are submitted:

1. The present rate of 8 percent should be retained and should not
be reduced indirectly by a reversal of the deductions for normal and
excess-profits taxes.

2. Cost rather than tax basis should be employed in determining
invested capital resulting from the acquisition of property for stock.

.3. Sections 718 (a) (5) and (b) (4) prescribing adjustments to a
parent corporation s invested capital on account of tax-free liquida-
tions of subsidiaries shoul be revised to conform to the policy adopted
in the consolidated return regulations. Under the l)rese-nt 1)rovislons,..
where a corl)oration acquires the stock of another corporation and
thereupon effects a liquidation of the latter corporation, an adjust-
ment is required which completely distorts the invested capital of the
continuing corporations.

4. Where property is acquired for stock prior to 1913, either the
1913 value should be used, or the adjustments for depreciation should
be based on the original cost of the property to the taxpayer rather
than the 1913 value.

The princil)al defect in the special relief provision is that it fails
completely to afford relief to new corporations which are of a type
for which the invested capital credit is not adequate, or for old cor-
orations of this same type which have come into production after the.

base period. Since these corporations have no average earnings ex-
l)erience upon which to determine a normal profit from its current
operations, a general relief provision should be included in the law
which would permit a comparison to be made with other corpora-
tions in the same industry.

Senator VANDENBER. "We had that.
Mr. CHAPMAN. The ol special assessment provisions used compari-

sons for the purpose of determining a tax rate. By reason of that
feature of the earlier special relief provisions, they produced rather
unsatisfactory results in a great many cases. But something has to
be done for these corporations that came into existence or into pro-
duction after the base period. Since these corporations have no base
period earnings record of their own, I think a comparison must be
made with the earnings record of other corporations in the same
business.
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Tie law should also be revised to permit adjustment for abnor-malities inl invested capital.
Under section 722, corporations should be permitted to pay their

estimated excess-profits tax on the basis of this section in the first
instance rather than the tax computed without reference to the section.

In addition to tie foregoing, th ere tire a few basic aniendlnents such
-s the schedule of the graduated excess-profits tax rates which should
be based on the ratio of the excess profits to the excess-profits credit
and not on the dollar amount. of the excess profits. If the provision of
the 1940 Senate bill is adopted in lieu of the present law, the small
corporation will be protected without I)eiliziing the larger corpora-
lion.

It seems to me that the provisions of the Senate bill are meritorious
and should be adol)ted ; ill order to protect small corl)orat ions, I (1o not
think it is necessary to penalize tile large one.

Section 734, the inconsistency provision, should be repealed or tit
least should not be retroactive beyond 1936, the beginning of the base
period.

In addition to the foregoing, the detailed statement which I have
asked permission to submit contains a number of additional recoi-
mendations such as repeal of the declared-value excess-profits tax, or
allowance of an annual redeclaration, and restoration of the consoli-
dated return provisions for normal tax purposes. I trust that some
of the more technical recommendations contained in this statement
will receive consideration when consideration is given to the bill fol-
lowing this pending bill.

(Mr1. Chapman's detailed statement referred to is as follows :)

STATEMENT OF CONT1OLLERS INSTITUTEE OF AMERICA

To the COMMTT ON FINANCE,
United States Senate,Washington, D. C.

The Controllers Institute of America Is a professional organization composed
of (he chief accounting officers of corporate enterprises throughout the country.
The corporate accounts are maintained and the tax returns are prepared under
their supervision. Accordingly, on them falls the principal responsibility for
complying with and interpreting the Federal tax statutes affecting corporations.

The members of the Institute were closely associated with the workings of
the 1917, 1918, and 1921 excess profits and war profits tax laws. In addition,
they have given careful study and have applied as best they could the com-
plicated provisions of the present excess-profits-tax law. They have also had
experience with and observed the operation of the excess-profits-tax laws in
foreign countries. The recommendations contained in this statement are based
on this background of extended experience and observation.

The institute recognizes fully the magnitude of the problems with which
the Congress Is confronted In framing a new tax act (especially as relates to
the tax on excess profits) and wishes to make It clear that it is In accord
with the desire of the Government to provide as large a part of the cost of the
defense program from current revenue as is consistent with the welfare of the
Nation. It also recognizes that corporations must carry their fair share of the
burden.

In pursuance of the policy established at the time of its organization, the
institute has no commentss to offer on the aniount of additional revenue to be
provided, nor Is It making any suggestions regarding the various taxes on
Individuals or miscellaneous taxes proposed by the House bill.

The main purpose of this statement which has been prepared from the sug-
gestions of our memershlil), Is to recommend revisions In the provisions of tile
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House bill aid the present law relating to corIrlate taxes, wilth tihe followingol)Je'tive.s II mnind :
(W) Miore equitable distribution of tie corporate tax irden aniog corilrlale

taxpayers, especially is tiit, lrdslips reslitiig from Inequities Ilk tit presenW
act will be greatly iniultiliied with tite Increase in tax rates and the Increase
Ill amoullt of Ilcone sulbjet t exce'8-io'lits tax llild' tite 1-Iolle4 bill.

(b) Sifllicatho anti chn'llleatlh so far as possihe of Ihe complicated amid I
obstllre irtoviglls in the present actIlII order tlhat there may lit' less illclrtiiilty.
delay, anl litigation In the aseertalinaent of the tax liability (the complexities
of the tax law are increased rather than reduced by the House bIll).

(c) Iprovement in the administrative provisions of the lax laws.
SpeciIh. recoilnlllelidlitbs. lnytil of which were included in tlta lnstittite's

statement of May 12, 1041. to the Ways 1i11d Means ('onlnittee of the House
of Representatives, are as follows:

I. The excess-Is'tils l'edits il tile present act shuld( not be reduced.
H1. In ascertaining the excess-lrotits credit under the Income letlod,

corporations should bie ilerunitted to use aify 3 of tilt( 4 years ii tliit, lase period.
III. ''he schavdule of graduated excess-profits-tax rates should be based on

the ratio of the excess profits to tille excess-lltroits credit midl not on the dollar
amiolult of tie excess liroffis.

IV. Where property is acquired by a corlporation for stock in a transaction
oil which gain or loss is not recoglized to the transferor, tile lroper'ty should
be Included Il Invested capital at till value of tiut, stock Issued for tihe property
fnd not lit the basis of tie property to tire transferor.

V. Section 734 (Inonsisten'y provision) should be relpaled or tit least should
not be retroactive beyond 1936, tile beginning (If the base period.

VI. Sections 718 (a) (5) and 718 (b) (4) prescriblg adjustments to a
parent corporation's Ilnvested capital on accolllt of tax-free llquhliatolls of sub-
sidiarles, should be revised so zis to conform to the Polley alopted in the
consolidated return regulations.

VII. For invest( capital purposes, tile basis for deterring gaii (not loss)
shoili be used, or1, iii lilly eveit, sections 718 fill(] 720 s1l0hl it revised so
that the adjustments to "unadjusted basis" will be consistent with tile ."Iuld-
justed basis" to which' they are allilie(1. ..

VIII. The norial-growth lprovisionl shol( be extended to determination of
average base period net income under Supplenient A.

i:X. Supplement A s1oul be revised so tlhat in tile deterlnation of average
base period net Ihcoine the net Income or coiistletive net income of the tax-
payer an1(1 Its component corporations will be included for tile entire base period.

X. The requirement for daly determination of Invested capital should lit'
repealed.

X I. Income attrlibutabile under section 1:11 to a base period year but not re-
alized until a later year should be Included lin the base period net Income.

XII. The unused excess-profits credit tilouli be carried back (it addition to
carried forward) against net Income of the two previhls years In the excess-
profits-tax period.

XIII. Section 752 should be revised to elinhnlle certain unwarranted exces-
sive reductions of highest bracket amounts.

xV. The relief provisions In section 722 should be broadened.
XV. Corporations to whicl section 722 applies should be perlitted to pay

their estimate(] excess profits tax in the first Instance on the basis of this section
Instead of the excess-profltt tax comllited witil(,iit reference, to tills section.

XVI. The amortizatio provisions ill section 12-1 should be simlIlifled fnd tile
restrictions In subsection 124 (it, should be modified.

XV1I. The present system of eap:tal stock and declare(] vlue excess profits
taxes shoihl be abolished or, in the alternative, redeclaration of the capital stock
values should be permitted each year and ('l)ital gains and losses should be ex-
chided from the Ilncome subject to dechlred valh excess profits tax.

XVIII. The general provision for consolidated Income tax returns should be
restored.XIX. Worthless securities should be eliminated front tilt( Capi till -asset

llovisiol.
X'X. The re(liluhenienlt for cllargilng-off ad dbts shohil be elba'lutted or

inodifled.
X7XI. Section 719 (a) (2) which covers ilctislon in borrowed capital of ad-

van(es received from governments s1i1 l lrIodened and hilrlle(I.
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ShXM.I; . No part of dividends received by one domestic company from another

should be subjected to Income tax.
XXIII. The law should be amended to provide that any waiver which extends

the statutory period of limitation for assessment of additional taxes shall auto-
rustically extend for tn equivalent time the period during which an effective
claim for refund may be filed.

,XXIV. The rate of Interest accrued after the date of the enactment of the
Revenue Act of 1941, on deficiencies should not exceed 3 per centum and when
thi Is (one the rate of Interest on refunds shouhl be reduced correspondingly.

I. li'i'KNTION OF AT FAST |1HESENT EXCESS-PROMrs CREDITS

Tile Istiilte belhves that It would IX. m1ost'unfaIr1 and ,econonlically unwise
to redu the 8-percent credit on Invested capital or the 95-percent credit on
base period income provldtid for it sections 713 and 714 of tile Internal Revenue
Code. 1H. It. 5417 proposes reductions it these credits, either direct or indirect,
whichlt should not be adopted.

It was stated lost year that tile EXcNess Profits Tax Act of 19-40 was enacted
for tile pmrpose of preventing the creationn of new war millionaires or the further
substil a fll enirichinviet of already wealthy persons because of the rearmament
program" (House of ltepresentatvesi, 7th Cong., 3d sess., Rept. No. 2491, p. 3:
lHept. No. 2894, pp. 1, 2). It was designed to avoid excessive benefits accruing
to persons dlrectly or Indilrectly from spending under the defense program. On
l'ehruary 24, 1191, the House Ways a11(d Means Comittee again pointed out
that one of thu purposes of the Exeess Plrofits Tax Act was "to prevent the rearma-
nient lrograin from furnishing an oplortunlity for the creation of new war
milliionaires or the further substaniailal eii'ich lnent of already wealthy persons"
al(d concluded I1s to such act thait "tile weight of the burden imposed carries
with it a commensurate need for restricting its application to the cases for
which it wits designed" (House of Representatives, 77th Cong., 1st sess., Rept.
No. 146, p. 1). The report of -luly 24, 1941, of the 111sa1e committee on H. It. 5417
(the proposed Rievenue Act of 19-11) seeins to afliria tlhnt this still is the only

seoipe of the act (ltept. No. 1040, pp. 23-20).
All Important consideration lit coliletihll with the excess-profits tax may now

le i(s production of revetne. however that may be. the restrictio of tle
co.verage of the Ixecess 'roflts Tax Act to vases to wleh it was designed to
apply, it Is sihiitted, reillires lit least tlu credits now provided hi sections
713 and 714 of the code. It should be relaemhered that the 8-percent return
on Invested capital is an liverilgi for all taxpayers and is not aove a normal
average reluni. The yiehl of the tax as 1iow constituted even for 1940 appar-
ently will le substanthil iotwIthistaidling tie fact that the reairmiament exlpendi-
tuires in that year were just getting sMarted. All Indications point to it hrge
icreilse It the government'ss revenues from the present excess-profits tax for

1941 (file to the expansion of the rearmaient prograit.
1-. It. 5417 proposxi to amend section 71.1 of the Excess Profits Tax Act to

reduce the ilnveted capital credit from 8 percent to 7 percent on all Invested
piitil over $5.1,0,0. It proposes it special 10-percent tax in the case of

taxlyers using tit' Invested capital credit. which it effect is simply a reduction of
that credit. The( hill proposes to proliilt il the future the deduction of the
ilorital Incoie tax lit deterininig excess-profits-tax net intcomie, regardless of
which credit Is to be used, and to allow Inste(ld it deduction of any excess-
profits tax in arriving at income tax net income. The House Ways utid M- ans
('onmilttee suggests in its report No. 1(140 (p. 24) that such change would
reduce the 8 percent Invested capital credit to an effective credit of 5.6 per-
(,(lit and the 7 percent invested capital credit to an effective credit of 4.9 per-
cent. Obviously. tie taxpayer using flie base period income credit to compute
its excess-profits tax would also tlind its tax Increased by this proposal. The
Ilouge committee's reason for this change is that it "seems unfair to allow that
part of the wionie titx which is eComllited on lncoi which is not subject to
the exces-p-ofits tax to reduce the excess-prolts niet licoiiie" (Rept. No. 1040,
p. 24). It would seen, however, that the more important consideration is
ilow ntlUch of Its inet eli-n111lgs a corilrathon shall be permnitted to retain before
behiig subjected to exeess-lirofits til'. The Congress should not adopt any
(-lImges in the excess Profits Tax Act of 1940 which would, directly or indi-
rectly, reduce either the base. period iconie credit or the Invested capital credit
origilnilly eniacted Iln that act.

41977-41-19
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The Institute is strongly of the opinion that all of the following factors must
be carefully studied in determining at what point the excess-profits tax shall
begin:

1. The tax should be Imposed only on earnings in excess of a fair return on
Invested capital or in excess of normal earnings. For this purpose, the rate of
return expected by the investor In a corporation is not a proper criterion because
in making his investment he Is guided by the average return over a period of
years, good as well as bad, and not by the earnings of the corporation In peak
years alone.

2. Corporations must be permitted to build up sufficient resources to, withstand
losses in bad years. Unfortunately, most corporations, especially those engaged
in the steel and other heavy-goods industries, are of the prince and pauper
variety, the poor years being more numerous than the profitable ones in recent
times. The failure to provide out of profits for ensuing losses will lead to many
bankruptcies and will intensify the unemployment problem after the present
peak production.

3. If a grossly disproportionate part of earnings In good years must be turned
over to the Government, many corporations will be unable to pay even a meager
return to their stockholders and investors In unprofitable years. This would
give rise to a serious economic problem.

4. As shown in point IV below, under the present act, many corporations must
use in the determination of their invested capital the cost of the property to
those fror, whom it was purchased for stock and not its value when acquired
by the present owner. In these cases, even an 8 percent return on statutory
invested cap!tal is equivalent to only a much smaller rate on the actual invested
capital.

5. Any reduction directly or Indirectly of the present excess-profits credits
under sections 713 and 714 would not only intensify the so-called hardship cases
already abundant but will add a flood of new hardship cases. This will necessarily
call for added relief provisions which because of their very nature must be
complicated as evidenced by the present act.

If due consideration is to be given to the foregoing factors, a reduction in the
present excess-profits credits cannot be justified.

It. AVERwE BASE PERIOD NET INCOME

Under the Excess Profits Tax Act of 1940 as originally adopted the average base-
period net income was the average for the years 1936 to 1939, Inclusive, except
that If tiere was a deficit for 1 or more of these years zero could be substituted
for the year of the largest deficit.

The excess-profits-tax amendments of 1941 recognized that in many cases this
Jiethod did not result il a fair yardstick for mleasuring normal earnings. flow-
ever, these amendments provided correction for only the following situations:

1. Where the income for the second 2 years of the base period exceeded the
income for the first 2 years (see. 713 (f)).

2. Where tie character of the business on January 1, 1940. had changed
from that engaged in during one or more of the years In tle base period or
where in one or more of such years production, output, or operation was Inter-
riipted or diminished lieupe of thi occurrene of events 9bmorml in the can
of such taxpayer (see. 722). In these cases, provision was made for con-
structing the Income that would have been realized had the operations during
the years 1936 to 1939, Inclusive, been typical.

In 1936 we were only emerging from a long depression, and for many indus-
tries earnings for the period 1936 to 1939, inclusive, were on the average far
below normal. Section 713 (f) provides some adjustment for companies with
larger earnings in the second half of the base period thnan In the first half.
However, because the earnings for the year 1938 were subnormal for many
Industries, especially the heavy-goods Industries,- section 713 (f) will have only
linilted application. In order to offset in part Inequities which will result In
case of those companies which are now required to use the actual income for
the full 1936-39 period for determining base period earnings, the Institute urges
that corporations le lermlitted to use any 3 of these 4 years. As indicative of
the soundness of this recommendation, It Is noted that tile Canadian excess-
pr(,.ts-t' x law was recently amended to provide that in determining average
profits for the standard period (1936 to 1939, Inclusive) the taxpayers shall be
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given the choice of its 3 best years if the profits of the fourth standard year
were less than 50 percent of the average of the profits of the other standard
years.

Except where section 713 (f) Is applicable, the present act provides for the
substitution of zero for the year of largest deficit In the base period but requires
dividing the resultant aggregate net income for the 4 years by four. As a
result, the determination of the normal rate of earnings is distorted. This
defect would be corrected If the act iF amended as suggested herein to permit
(he use of the average earnings for 3 out of the 4 years in the base period.

II. SOIIEDULF, OF EXCESS PROFITS TAX RATES.

The schedule of graduated excess proffis tax rates under the present act and
under the House bill is baised on the amount of excess profits rather than on the
ratio of the excess profits to the excess-profits credit. Inl other words, two cor-
porations with the same amount of excess profits are require(] to pay the same
excess-profits tax even though one of theit earns, say, many times 8 percent on
its invested capital or its base period earnings whereas the other corporation
carns only slightly more than the amount of Its exemptions. Under a true excess-
profits tax law, It would be eminently more equitable to base the excess-profits
tax rates on the ratio of the excess profits to the excess-profits credit provided a
fair amount of the excess profits is allocated to the lower brackets of tax. This
basis was recommended to time House Ways and Means Commit tee on page 8 of the
report dated August 8, 1940, by their subcommittee and the sante principle was
adopted lit the excess-profits tax laws of 1917, 1918, and I921, and in the recomi-
mendations made to the House Ways and Meanis Committee oil May 19, 1911, by
lion. Johi L. Sullivan, Assistant ceretary of the Treasury.

When the conference report on the second revenue bill of 1940 was under con-
sideration by the Senate, Senator George made the following statement concerning
the inequity of applying the graduated excess-profits tax rates on the basis of the
(;ollar amounts of excess profits. (Congressional Record of October 1, 1910, p.
19503)

"While I have agreed to the report upon the basis that there must he agree-
mint In order to obtain a report, I want my record to be perfectly clear, that
this arrangement of the excess profits upon a mere dollar-bracket basis, is one
of the most unsound, one of tile most inequitable, and one of the most inde-
fensible provisions that ever was written Into it harsh bill such as tile excess
profits tax bill, and it Is (lone for the sole purpose of taxing bigness according
to somebody's Idea of bigness, without ainy possible consideration of how the
burden falls upon the individual owner of stock which must be made less
valuable and less productive under such a crude arrangement as this."

If it is desired not to subject small corporations to the excess profits tax
rates in the higher brackets, this could be accomplished by adopting a schedule
of alternative excess profits tax rates based on dollar amounts of excess profits
or tler ratio to the excess-profits credit. This method was used in section 710
of the excess profits tax bill of 1940 as passed by the Senate last September.

IV. USE OF TBANSFKROR'S BASIS WtHIIF PROPF.RTY AOQUIIE) BY CORPORATION IN TRANS-
AOTION ON WHIeH OAT OR LOSS IS NO' REcOGNIZED

We urge that certain modifications should be made in section 718 (a) (2).
Under this section property paid into a corporation In a transaction where the
gain or loss to the seller Is not recognized, must be included in invested capital
not at the amount by which the capital of the corporation is actually increased,
but the basis of the property to the seller.

For example, a corporation acquires a plant by Issuing Its own stock to the
seller. Clearly tile corporation's actual capital is increased by what It paid
for the plant; namely, the then value of the stock issued therefor. However,.
because the transaction was a reorganization where the gain or loss to the
seller was not recognized, the act includes the plant in the purchasing corpora-
tion's invested capital, not at its cost to the corporation but at its basis in the
hands of the transferor which might have been much less. Tue property might
have been acquired by the transferor many years previously.

The whole concept of the act If, that invested capital should be computed at
the money or money's worth actually invested In the corporation. Property pur-
chased by a corporation lit exchange for its own stock is an addition to capital
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(in tile amount of Its cost) just a4 aIclih as additional cash paid li for stock.
heree is no Justification whatsoever, so far as an excess-prollts tax is concerned,
for going back of the cost of the property which is being added. Purclases
by corporations for their own stock lit transactions where the intent is to
avoid excess-proglts tax should, of course, be disregarded, and tie cost to the
transferor govern. Obvhusly, this limitation should not apply to acquisitions
made long before the excess-proilts tax was even thought of, because otherwise
ile acquiring corporatIon ant t large proportion of its stockholders would be
penalized for a nonaxable transaction in whose tieneflts they did not siare.

The Income-tax law appllcablh to (th e iltlatloll of gains and losses oil th(
sale of capital assets (gains and losses which tire not subject to the excess-
profits tax) should not he applhied to a dellnition of Invested capital. If prop-
erty is added to the capital of at corporation, Inavested capital should he increased
by the value added, and It should nalke no difference whatsoever whether tite
seller of the property or Its stockholder di( or did not realize taxable gain or
loss when the property wits transferred to the corporation.

It is true that i tn texclinge where gain or loss Is not recognized the
transferor is not required to pay Income tax oni the appreclat iou In the value of
the property transferred. However, it must not he overlooked tMat when ,the
transferor disposes of the securities lie received in this transaction, the pre-
vlously untaxed profit oii the exliange becomes subject to tax. The stock-
holders of our corporations, other tian close corporations, keep constantly
elangling.

I1a1Sin1C1i as tax Oil tile profit to the trallsferor onl a trI'll .sacstloll such as that
Jaerein descrihled Is Illtinately ill1posed, the delil to thie Iralsferee of the
right to Include Int inivested capital ti(, a'tiual cost to it of tih( property at tit(-
linle of the exchlltnge, In elect results iii double taxation. Furthermore, if
the excess-profits tax which under the House bill rlltlS i1s llgh ItS 60 percent
is to he imposed in accordance with the taxpayer's ability to pay, tie excess
Profits of the trani1ferce should he mleasuredI by Its own investment ind not
by what the trallserIr ld for thl lrolerty many years ago.

Thie report INo. 1010) oif tit(- house Ways and Means (u Cnittee olt tilt-
revenue bill of 1911 contains the foliov. - ag onl1 page 23:

"It is well recognized thiit thert, has lieeni a large turn-over lit file stock of
manly corporitotns. T1t'l present owners iln mltily Inst1 illttls acqire:d('h stlI stoek'

on the basis of tile earning record of the corlporatli alt tlit tlme of purchase.
'I' conclude that they have realized excess pIrolits on the basis of what the
Original owners paih for the stock scans contrary to equity and Justice."

It lN equally contrary to equity and justice to conclude tlit a corporation
has realized excess profits ol tite basis of what the previous owners front
whom the property wias acquired by the corporation pad for the property many
years ago.

Accordingly, the institute recomnends that property paid in to a corpora-
lion for its own stock be included in Invested capital at tIh( cost of the prop-
erty to It. which is the true measure of the addition to invested capital where
property Is acquired for stock.

willing relief, as pa ayed for albove, then it would seenm that tile least tie
lax)ayer could expect it fairness, is that for Invested (.aiiltal pur'ses, the basis
for prolrty previously paid ili for stock siouhl be deterlilned and fixexl in
accordance with tihe law In force for the year the property was paid in and not

under inodifica(llonsil mad i t.he law for sublse(iulnt years. In this connection,
it would appear that all that would be necessary to accomplish this small
ieasiurei of Justice to the taxpayer would be to add, after tile second sentence
of section 718 (it) (2), the following:

"For invested-capital lpurpose.9, such basis shall 1)e determined and ixed in
acordance with the law in force at the time said property was paid Ill."

V. INCONSISTENCY PROVISION

Section 734 added to the Excess 'roflts Tax Act of 1940 by the 1941 amend-
ments provides that if in the (etermination of the excess-profits credit (meas-
ured by base eriod Income or invested capital) an Item Is treated in a manner
inconsistent with the treatnient accorded such Item in the compuitation of
itli( income tax or wartine excess-prolits.tax liability of a corporation, or even
1 l'ed(ecessolr, for the years 1913 to 1939 inclusive, ile tax returns for ally of

these years shall be reopened to correct the inproper treatment of the Item
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and the additional tax shall be paid or refund made, together with interest
thereon, its i part of the excess-proilts tax. These adjustments are to be made
only if the partly, the taxpayer, or tie Commlssioner, who asserts or maintains
tile Inconsistent position II tire determilnation of the excess-protits tax under
tihe 1940 act is tie one who woul be adversely affected by reopening the returns
for the earlier years.

Sectole 734 is directly contrary to the logical aid fair principle expressed iln
thin following provision originally ln section 711(h)-1 of Regulations 10) s.sued
ly the Treasury )epartiennt under the Excess 1'rotits Tax Act of 1940:

"Tite allounit to lie used in tie correct nernial tax net income or special class
net income, as tile case may be, regardless of the ainounit shown Ili the return
for such year and regardless of the fact that tire assessment of ia deficiency or
the illowince of a refund may be barred by the statute of liniitatlons."

As a result of tlh adoption of sectloin 734, the Commissioner has eliminated
t(.lh above provision f *onm Regullatons 109.

For many years ou:, revenue acts have recognized through the statute-of-linilta-
dlos provisions that vitlhil a reasonable period the taxpayer and the Treasury
I)epartment shall know with finality tit, amount of tax due. This policy is
,ssenitaii II order that lie taxpayer will lIow what its financial condition is
and in order that the Gluvermimint will be able to ascertain its revenues. Yet
section 734 Ignores this p-)h'yv mid hit effect, reopens tax returns for years as
far back as 1913 to corre t errors which occurred in these determinations. It
must le remembered that ie final settlements of the tax liability for tihe earlier
years were made in the Illht of the then Interpretations of the law and that
neither the taxpayer nor thL Commissiomer should be penalized because these
interpretations later proved inctirret. In addition, in many cases, the tax-
payer or the Commissloner yields on ani Item affecting its tax liability as a
compromise for another doubtful item II order to effect a final (leternination of
the tax liability. Furthermore, it must not be overlooked that the use of the
base period Income or invested capital In the determination of excess-profits tax
under the 1940 act is solely for the ipurpoise of determining the normal earnings
n)f it corptiratlon or a fail return on its capital. The fact that tile taxable
income of the corporation as previously agreed upon for earlier years between
the taxpayer and the Commis-sioner was understated or overstated should not
le used to distort this purpose. Section 734 is therefore believed to be lnde-
fensible and tIe Institute urges that it be repealed.

Tie Commissioner's regulations under the excess-profilts-tax amendments of
1141 (1o mnot decline the term "item" as used in. section 734. Section 3801 of lhe
('ode also provides for reoeniing IaIx retiurlls for earlier years to correct incon-
sistent treatment but the itemtis to which the section applies are specifically
mentioned therein. In addition, under section 3801, returns for years prior to
1932 cannot be reolpened. If section 734 is retained, its application should be
male definite and it should not be retroactive beyond 1936, tile begimniiing of tile
Iase period.

Section 734 provides for not only ani adjustment of tax for the earlier years hat
also for the imyment of interest by the taxpayer or the Commissioner on such
adjustment. However, the interest paid by the taxpayer is not allowed as a
deduction from taxable income nor is the interest )il(] by the Commissioner
treated as taxable inicone. This is contrary to the treatment of Interest on tax
adjustments for years on which the statute of lIlitathms has not yet tolled.
There Is no reason for a contrary treatment of the interest under section 734.

VI. RESTRICTION OF SECTIONS 718 (A) (.-) AND 7IS (ll) i I SOLELY 1!o c.\sES 1VIfERE
IROPERTrY ACQUIK) FROM SUBSIDIARY IS TIJERE.\rIER DISPOSM) ob'

Sections 718 (u) (5) and 718 (b) (4) of the present act require the adjustment
of Invested capital by the difference between the cost of the stock of a subsidiary
liquidated under section 112 (b) (6) and the basis to the subsidiary of the net
assets conveyed to tile parent compIny in the liquidation. Thus, for example,
where one company acquires the stock of another company andi( thereupon liqui-
dates it, there is included tin the invested capital of the acquiring company not the
amount it has paid.for the stock of the liquidated company but the cost or other
tax basis of the assets to the liquidated company. This is contrary to the prin-
ciple adopted by the Commissioner in the consolidated excess-profits tax regula.
tons which include in invested capital tile amount paid by the parent company for
the stock of a subsidiary aii(1 not tile cost or tile assets of the subsidiary.
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There Is no apparent reason wihy this principle of the consolidated excess-profits
tax regulations should not apply also to the determination of invested capital of a
company acquiring tie assets of another InI the manner described above. Adjust-
ments should be made only for any Increase or decrease in the aggregate tax basis
of the assets In the hands of the liquidated company from the date of the acquisl-
tion of Its stock by the parent company to the (late of liquilation.

VIL USE OF [As83 FO DETERMINING GAIN (NOT L68) o, IN ANY 'ENT, REVISIo OF
IC7171rONS 71. AND 720 TO PRESCRIBE PR)PIR BASIS ADJUSTMENTS

The Institute urges that, if the original property paid into a corporation was
acquired prior to March 1, 1913, when our income-tax form of taxation was adopted.
the corporation should be permitted to include such property in invested capital
at Its March 1, 1913, value. (March 1, 1913, values are usually available because
of their use for depreciation and depletion purposes.) This result can be obtained
by providing for use of the basis for determinitig gain, rather than for determining
loss.

If the present law is not changed In this r,-spect, however, then, in any event,
sections 718 (a) (2), 718 (a) (5). 718 (b) (4), and 720, to the extent they provide
for use of adjusted basis, should be revised to prescribe adjustments which would
be consistent with the use of the basis for determining loss. For example, assume
that after March 1, 1913, the taxpayer corporation acquired property in a tax-free
reorganization from a predecessor corporation which had originally acquired the
property prior to March 1, 1913. The original cost of the property to the predeces-
sor was $100,000 and its March 1, 1913, value ivas $200,000. If, at the (late of acqui-
sition by the taxpayer, the depletion adjustmnt for the period since March 1, 1913,
amounted to $60,000 based oil cost, then It would amount to $120,000 based on
March 1, 1913, value. (For the sake of simplicity, it Is assumed no depletion was
sustained prior to March 1, 1913.) As section 718 (a) (2) now reads, the tax-
payer would be required to start with the $100,00 cost basis in determining
invested capital and then adjust for $120,000 of depletion-thereby producing a
zero invested capital.

It is believed that this Incongruous result under section 718 (a) (2) Is due
to an oversight In drafting. In any event. It should be corrected, and similar
corrections should lie made itI the other seNtions referred to above.

Vill. EXTENSION OF TIE NOIIMAL (;ROWTII PROVISION TO DETERMINATION OF AVLRAIIE
BASE PERIOD NET INCOME UNDER StUPPLEMENT A

Section 713 (f) added to the Egxcess-l'rolits Tax Act by the excess-profits tax
amendments of 1941 very wisely permits the determination of average base
period net Income in a special manner In cases where the net income for the
last 2 years of the base period exceeded tLe net Income for the first 2 years of
such period. Section 713 (f) Is essential to a fair determination of the normal
earning capacity of the so-called normal-1rowth corporations.

There is no apparent reason why the prihiciple of section 713 (f) should not tie
extended to acquiring corporations which under Supplement A of the present
act include in their base period net Income the earnings of their predecessors
during this period.

IX. INCLUSION IN BASE PERIOD NET INCOME OF NET INCOME OR CONSTRUCTIVE NET
INCOME OF TIE TAXPAYER AND ITS COMIM)NENT CORPORATIONS FOB ENTIRE BASE
PERIOD

The purpose of the base period net Incontc method of determining tie excess-
profits credit Is to obtain a measure of the normal earnings of the corporation
prior to the emergency period to be comi pled with the present earnings. To
accomplish this purpose in the case of a corporation which has acquired In
transactions described in section 740, a business iii existence during any part of
the 4-year base period, the net Income of tle former owners from this business
duniug the base period should be include,1 In) determining the average base
period net Income of the acquiring corporation.

The exclusion of any part of the net income of the acquiring corporation or
Its predecessors during the base period results III a distorted measure of the
normal earning capacity of the business now conducted by the acquiring cor-
poration. Yet this is precisely the effect of lie following sections of the present
act:
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Section 742 (a) (2) which permits the Inclusion in the base period net Income
of the acquiring corporation of the Income diing such period of a component
corporation only if the hitter is it qualified component corporation. A qualified
component corporation is delnecd in see. 740 (c) am a corporation which was In
existence on the date of the beginning of the base period of the acquiring cor-
poration or had acquired tile assets of another component corporation in
existence on the aforementioned date.

Section 742 (f) which excludes from the base period net Income:
"(U) Tie net income of all acquiring corporation not actually in existence at

the beginiting of fhe se period, for the portion of tile base period before it
first became an acquired corporation.

"(M) The itet income of a component cotporation which became a qualified
component corporation by reason of having acquired it component corporation
in existence lit the beginning of the base period, for the period before it became
an acquiring corporation."

These limitations were consistent with the policy in the excess-proflts tax bill
of 1940 as passed by IL House, which did not permit the use of the base period
net income method iuless the corporation was actually in existence at the
begitlnilg of its iase period or ltad acquired the assets of a corporation actually
in existence otn such (bite,. However, in the Excess-Profits Tax Act of 1940 as
finally adopted, tit use of the base period net Incomne method was extended in
section 713 to corporalltons In existence hiringg only a part of the base period
and as a Dtatter of fact such corporations were permitted to compute construe-
tive income for the portion of the base period they were not in existence.

It Is true an acquiring corpoilition is given tte option of determining its average
base period net Income under the general provision it section 713 without refer-
ence to the base period net Income of its component corporations. However, the
use of section 713 in such a case does not produce a fair measure of the normal
earning capacity of the present business because the net income of tile component
corporations is exclude(].

Accordingly, the aforementioned limitations In sections 742 (a) (2) and 742 (f)
tire Inconsistent with the general policy of the act and should Ie repealed. Far-
thermore, In order to effectuate the policy of the act, constructive income should
be provided for the contponent and acquiring corporations for the portions of tie
base period prior to the tine they came into existence, to the extent this would
not give rise to duplication.

X. ELIMINATION OF REQUIREMENT FOR DAILY DETIMINATION OF INVESTED CAPrrAL

Section 710 requires the determination for each day of equity Invested capital
and also of borrowed capital. In addition, corporations having inadmissible
assets are called upon to determine their admissible assets and their Inadmissible
assets for each day. This means making daily determinations of Inventories, all
other assets and depreciation, amortization and depletion, sustained to the end of
each day. This is Impossible because, except in an insignificant number of cases,
the Vicounts of corporations are not maintained in a manner to reflect this In-
fornmation. Itt addition, even If-it were possible to make these daiRy computations,
It would Involve hundreds of thousands of calculations. The capital invested
In a business cannot be determined with complete accuracy regardless of how
many technical and Involved fornmulae are prescribed. Therefore, the daily com-
putfftions of Invested capital can only serve to increase the uncertainty of tile
final tax liability and to make the preparation of excess profits tax returns a
nightmare.

Section 715 now provides:
"If tile Commissioner finds that it any case the determination of Invested capi-

tal, on a basis other than a daily blusis, will produce an Invested capital differing
by not more than $1,000 from an invested capital determined on a dailly basis, he
may under regulations prescribed by him with the approval of the Secretary, pro.
vide for such determination on such other basis."

This provision is not of much help because to determine whether or not the
difference In invested capital would be more than $1,000, practically all time work
involved in making the daily computations would be necessary altyway.

Recognizing the almost Impossible task involved in the requirement for daily
computations, the Commissioner, In )is regulations, has provided in some
measure for practicable compliance with this requirement. However, this solves
the problem only partially.
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The Institute recondends therefore that there be adopted the following
amendment approved by the Senate when the 1040 Excess Prolits Tax Act was
before it last Septemiber:

"The Commissioner may, under regulations prescribed by him with the ap-
proval of the Secretary, permit, in the computation of invested capital, the
use of averages or ratios on a monthly, annual. or other approlliate b:tils. were
In lil; opinion the circumstances (10 not require dally COmutlatilons."

Xl. INCOME ATTRInUTABIIE TO A R.ASP PERIOD YEAH( BUT' NOT REALIZED UNTIL. A
LATER YEAR

Mention 721 of the Excess Profits Tax Act wisely makes provision for trans-
ferring certain classes of Income received In one year to either the prior or
subsequent years to which the iIncome is attributable. In this connection, tile'
Senate Finance Conunittee Report No. 2114, p. 16 contains the following:

"If It t determined that lhe Income received it tie taxable year Is at-
tributable to years In the base period, the amount of such income so attributable
to such years will have the effect of increasing the base period net income, and
thu. the credit under the average-earnings niethod."

Thiq treatment Is entirely proper because the income Is attributtd to an
earlier year only because it Is deienmed properly inhludible for that year.

However, section 721-1 of Regulations 109 issued by the Treasury Depart.
ment provides that:

"SE, c. 7121 has tit effect upon the computation of base period net Income or of
earnings andl profits and therefore does not affect the compltatoll of tie e Xcess-
profits credit."

There is no apparent justifiable reason for this regulation and it Is directly
contrary to the clearly expressed intent of Congress. It Is reconnuended, there-
fore, that it clarifying amendment be made to the act in order to make certain
this intent will be carried out in the administration of the law.

XIL APPLICATION OF UNUSED EXCESS PROFITS CREDIT AGAINST INCOME OF TWO
PREVIOUS YEARS IN EXCESS-PRIOFITS TAX PERIOD

For accounting to stockholders. reports to various governmental agencies, and
for taxation, corporations maust prepare Income statements for each year.
I-fowever, it Is realized that except In the simplest form of enterprise, tle
determination of Income on n amnnal basis must depenlin it large iieasure
on estimates anl at best (foes not produce an accurate picture.
The Imposition of excess-proflis tax at very high rates solely on an annual

basis is clearly unjustifiable. In one year, a corporation might have substantial
earnings in excess of the exce-ss-profis tax exemption, whereas In another year
its earnings might be far below the exemption. To subject the earnings of
the very profitable year to anl onerous excess-profits tax without reduction by
reason of the meager earnings for the other year Is contrary to the ability to
pay principle.

The amendment adopted in 1941 permitting the unised excess-profits credit
to be carried forward for a period of 2 years represents only partial recognition
by Congress that for excess-profits-tax purposes the emergency period should
be considered as a whole. Thus, in order to give full effect to this principle,
the Institute recommends that in addition tie unused excess-profits eredlit should
be carried back for at least 2 years.

XIII. DIVISION O F SECTION 752 T) ELIMINATE CIi'r.AIN UNWAIIRANTED EXCESSIVE
IlEDUC' IONS OF IoGIiST IIRACKET AMOUNTS

The purpose of the highest brake amount provisions lin section 752 of
the present net is to prevent corporations front obtaining multiple advantage
front lip lower excess-profits tax rates al)plieable to excess profits of less
than $500,0OO by reorganizing, by nontaxable transactions, into groups of small
corporations. The Institute Il I accord with this purpose.

However. In their actual application, the provisions of seetlon 752 result
in some cases in unwarranted ind probably unintended peualtles. For ex-
ample, If a corporation transfers property (in a transaction to which sec.
752 applies) to another corporation the highest bracket amount of the trahis-
feror Is reduced (except In certain of the cases falling under sec. 752 (b) (3))
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oI gh litiit til' Iralls .'feree eOliotltIol'l l1s p('xe.s.' profits oil pirolertles alrealy
lowlicd of more i liill $5 ),)U, anl(dI li'efore lit ex(ess-lirotis tax oi1 the
,arlillgs front flit- properile, ac((llued fronit li(e transfol'lor Corp'atlin1 110
less thain If the properties hadl reiiaiaud with tile transferor.

Section 752 fixes the hlilglest bracket a1outit of the t raisferee. Iln c.-ertain
(.l5's slch Ijhgliesi I1a(la(,t Ilaiount will Ile less tholn the aniiioUit flie transferee
wa.s enlitlo(d to before lePivinig a3(llitlonall properties fro a It transferor, even
t1:gh 1lie tr:lnisfervei has (,x('e,. profits oi lroperties al'(,ady owned of more

1'Ii $.100,000. 11 adlillt, sectllo 752 does iot provide for any futtire change
i lie highest bracket amount of tile transferee established by tlht section

ii Iless It is ii lllrty to llt(lhelr excianige falling tinder section VU In other
words, hlie highest bralo'l aniunt of thle traisfei'eu fixed linder sect ion 752
wIill not lie illeUsed ('vell tholigh, Sliseu uell't to the I rallSact(loll dealt with In
that .ectoll, tie iInvested calpilll of tI1 Iralisferee Is liireased its ai result
o.f properties acquired('(l In triiis ctlioiis to which s ctoi 752 does not al)ply.

S(ctiois 7-52 (1)) (4) id (e) (4) l1so work out ineiiltal)iy Insofar ais tlhey
aily tot rall,41' lolI" where one or more In(lividuals in addli Iion to ole or m1ore

corpoiril lolls IiI'r involvedi it Jt station 112 (i) (5) transfer to it corporatloni.
Flleb of ilhe orl)0raite trallisfelors i. r(iirl d to otllfrlblite 11 lorion (if its
highest racket allioliit to tlit! transferee, tihe aggregate anioullt so contributed
iot to exceed $501,000. However, even where the aggregate anioult of the
highest I)ra(ket 21iiiuiit so Contribuled Is less tlhn $5010,00)0 i() additional
liighelst brackel a ioinit is allowed the t I'lllist',i've notwithsta alndIl lhe flaelt
h2t sOllp (f Its eirllligs are from properties received from the transferors

who ore indlivi(huils. If only nhdivldual transferors were involved the full
highest )racket uliiount would le allowed to the traiisferee. Accordingly, the
(,'I1tv of tit( formula l)re.crib(, ii .l et-los 752 (b) (-1) an1111 (e) (4) is to
ilow the traiisferve n l ul llcfi(uit highest bracket a1i mount (wilere the anioUnit

:illf)wed Is less thall $5:0.Ci;(J) ;a1( 3 to delrive I(, corporate t raiisferors of
llolre (if their highest bracket alillitS than they should logically be alled
uiIOlil to surrelnlier.

iherefore, the Iiistitute recommiiiiel(ln that sectlll1 752 le ainende(l so that-
i 1) Tile highest bracket uiii1it (f a corporate traifror will not he

r ted ii (ases where -ing lii exeess-protits tax will result to the trails-

furor and t lie transferee colliiled front the transfer of the property.
42) Where lie transferors Include ilioth indivhIdials an( corporations the

highest bracket no1nulits of tlie transferors and tra s feree will lie fairly deter-
mlil!ed In Sli'h a Ina1iller ls I to give recognition to the fact that individuals
311.so (ontrllilted property to the tranfervel It tip section 112 (b) (5) transac-
fioll. For this . I lile ratios of tile properly contributed by the cor-
lporit transferors il1(1 by thse iihiviluals would afford a fair basis for making
:ii equitable adjlilsti neilt of the highest bracket aoniolts of the corporate
{ril--3fe4rors and the transferee.

XIV. IM)ITIONAL UFLIiF PRIOVISIONS

The relief provisions lit the excess-profits tax amiendients of 1941 repre-
sented an itiprovenent over those il f lie original act ill that they mlade the
application of these lrovishis more (leflnite. The act iii Its present formu provides
some relief In the following eases:

1. Where eonpanles had eIther abnornl deductions iln the base period, or
abnormal In(on Il the taxable year.

2. Where the character of ftbe aiusiness on January 1, 1940, had changed from
flint engaged In diiriIng one or more of the years, in the base period or where
in one or more of such years production, output or operation was Interrupted
or dimsished because of tie oecurrence of events abnormal In thi case of the
taxpayer.

however, the relief )rov lslonws of the present act leave a wide gap with respect
to niany merltorious eases not specifically provided for therein. Among these
are tile followluig taxpayers:

(a) Taxpayers which by reason of old long-term contracts or other caiues
(not now provided for in the nct had wiwdequate earnings during all or a part
of the base period.

(b) Taxpayers which as a result of special situations had unsatisfactory
earnings during the base period as compared with other companies In the same
Ildlustry.



766 REVENUE ACT OF 1041

(c) Taxpayers which acquired property for securities prior to the enuctinent
of the excess-profits tax and are required to use transferor's basis for deter-
mining their Invested capital.

(d) Taxpayers deriving income subsequent to January 1, 1940, from natural
resources which were In the development stage or undeveloped as of January
1, 1940, but had no earnings from such properties during the base period.

In addition, It Is not possible to anticipate all cases of abnormal situations
for which relief should be provided.

At the time Congress adopted the 1941 amendments it recognized it had not
dealt with all cases entitled to relief and indicated it would make additional
provision for these situations if a further study showed the necessity for such
action. Possibly, the most practical solution would be for the addition to the
present not of a general relief provision patterned somewhat along the lines of
section 722 of the original 1940 Excess-Profits Tax Act to be effective only upon
application of the taxpayer, with appeal from the Commissioner's decision per-
mitted to the Board of Tax Appeals.

XV. PAYMENT OF TAX IN CASES TO WHICH SECTION 722 APPLIES

Section 722 (e) of the present act prohibits a corporation to which the relief
provisions of section 722 apply from estimating the tax on this basis li its
original return. Instead It Is required to pay the tax In the first instance wvith-
out reference to these relief provisiolis and to later submit application for deter-
mination of the reduced tax under section 722. The only exception provided for
Is that where the average base-period net income of the taxpayer is finally
determined under section 722 for 1 year, or if permission Is granted by the
Commissioner of Internal Revenue after a determination which has not become
final, such taxpayer may use the average base-period net Income so determined,
in computing Its excess-profits tax In any return required to be filed thereafter.

In some cases, the operations of a taxpayer will be seriously Impeded due to
lack of working capital if It is required to overpay its tax and to wait for a
refund under section 722 until the Commissioner has acted on its application
for relief under that section.

The institute recommends, therefore, that the act be amended to permit a..
corporation affected by section 722 to pay its tax originally on the basis of a
reasonable percentage of its net income, the amount so payable in no event to be
less then the amount that would be payable If the application for relief Is
granted in full. Such a provision should not, of course, apply to cases where
collection of any additional tax due would be Jeopardized by a delay In collection.

XVI. MODIFICATION OF THE ADMINISTRATIVE PROVISIONS AND RESTRICTIONS RELATING TO
AMOrrIZATION DEDUCTIONS

We urge that section 124 be modified in order to improve and simplify the
administrative provisions. Numerous restrictions which bar deductions for
amortization contrary to the Implied congressional intent should be amended
or removed.

We believe that section 124 should be simplified to secure a clearer enunciation
of the principle of allowing equitable deductions for amortization of defense
facilities against the related taxable Income. Among other changes, we suggest
the repeal of subsection (1) which Is essentially impracticable of administration.
It also unnecessarily embraces in a tax statute a provision relating purely to
procurement policy. This could be more appropriately fulfilled through direct
contract provisions In procurement, as indicated by Hon. William S. Knudsen,
Hon. John D. Biggers, and Hon. Leon Henderson, of. the Advisory Commission
to the Counsel of National Defense, In their testimony before your committee at
the hearings during September 1940 on the Second Revenue Act of 1040 and In
th' letters addressed to your committee under date of September 5, 1940, by
Hon. Henry L. Stimson, Secretary of War, and Hon. James Forrestal, Assistant
Secretary of the Navy.

While the draft of the joint resolution recently submitted by the Secretary
of War and Secretary of the Navy to the Speaker of the House of Representatives
contalnimany desirable revisions of section 124, It will not provide a satisfactory
solution of the problem presented by subsection (i) of that section.
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XTI. ABOLPrION OF PRESENT SYSTEM OF CAPITAL STOCK AND DECLARED VALUE EXCESS-

PROFITS TAXES OR, IN THE ALTERNATIVE, PROVISION FOR AI'NUAL RlEDECLARATIONS
AND EXCLUSION FROM INCOME SUBJECT TO DECLARED VALUE EXCEaS-PROFITS TAX OF
CAPITAL OAINS AND LOSSES

The capital-stock tax and the related declared value excss-proflts tax should
be abolished. The high rate of Income and excess-profits taxes has greatly
weakened the effective yield of the capital-stock tax and thus there remains,
even under today's need for revenue, little to commend the continuance of this
guesswork tax.

The capital-stock and declared value excess-profits taxes are universally recog-
nized as wrong in principle because they are predicated on the taxpayer's guess-
work. In July of each year when capital-stock tax returns are normally due it
is difficult enough to attempt a forecast of the earnings for the balance of that
year without having to guess what they will be for the ensuing year or two.
This has been true in recent years beetw,,o. the wide swings i business
activity and profits and because of the disturbidW9rld conditions In the years
Immediately ahead, forecasts of future earnings are Impossible. The inclusion
of capital gains and losses in income, which In most cases are unpredictable,
adds to the Inequity of this part of our present revenue system.

Under the code, corporations are requlrsd to declare a value for their capital
stock In their 101 capital-stock tax returs and such value with certain adjust-
ments is binding in their 1942 and 1943 capital-stock tax returns. In 1938,
corporations Were last required to declare capital-stock values for a 8-year period
but in 1939 the law was amended to give corporations the option ot increasing
in that year and in 1940 the capital4tock values which they would otherwise
have beei required to use for these years based oil the values declared In 1938.
However, as the law now stands,,the 1041 values vill govern for 1942 and 1943
also.

The institute urges that the Capital-stock and declared value excess-profits
taxes be abolished from our revenue system. If, howeVee', this does not'commend
Itself t, the Congress, a redeclaration of the capital-stock value, either up or
down, should be permitted every year and the taxable income for declared value
excess-profits tax purposes should be computed without reference to capital gains
and losses.

XVIII. RESTORATION OF THE GENERAL PROVISION' FOR CONSOLIDATED ANCOME-TAX

The reasons which actuated Congress to permit a affiliated gr ' p of corpora-
tions to file consolidated excess-profits tax returns apply wit equal force to
Income-tax returns. Therefore, the instltute urges that the 9onsolidated return
privilege be extended to income-tax returns.

Primarily as a iqist of the tax on Intercompany dividends which became
effective In 1930, mani'ompanles have integrated tbh-k business through the
dissolution of their subsdilagles wherever it wa'practicable to do so. The
Institute believes that generally where the Subsidiary has been retained its
dissolution has been found impracticable either because of legal requirements or
business necessity.

A consolidated statement Is not only ordinary business practice for a related
group of corporations; It is regarded by businessmen, accountants, stock ex-
changes, and the Securities and Exchange Commission as essential to the fair
presentation of the financial position and earnings of a consolidated group. It is
only logical that this should be the rule, because a subsidiary which is owned
95 percent or more by the parent company is generally to all intents and pur-
poses merely a branch of the business and should be treated In the same manner
as a separate department of a single company.

The Institute Is without Information as to whether the abolition of the con-
solidated-income-tax-return privilege has brought the Treasury substantial, if
any, additional revenue. The taxation of a group of related companies on a
separate return basis has the effect of taxing Intercompany profits and allowing
intercompany losses which may never be realized, considering the business as a
whole. Regardless of the effect on the revenue, however, the denial of the
consolidated return privilege is basically wrong and results in an unwarranted
penalty on corporations which are compelled to conduct a part of their opera-.
tions through subsidiary companies.
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The requirenmeit for glpialite retairns ha In miny cases comlicated the
lreparatilon of inl((ni-tax ret luls and probably Increased the amount of tax
litigation, In addition, It hts niade the audit of Intcome-trax returns more
'unhbersotne, becnuse llore retutis nust hle reviewed and tile auditor miust be
salhislIed that transact holbs aniong tinbers of the group have btii ott fill arms-
length b.ss.

The letermination of the Inconi-tix liability of an affiliated groin) of cor-
ljwittions oil a (ons1olidaited iasis would also simplify the administration (#f the
i'Ioll,40dated excss-I'olls tax provision of thlie act.

XIX. ElIMINATIO.N OF' WORTHLEss MscMUiii-:.s FiOM rME 'AIr,-.AL-AI48F PVOVISION

Prior to 1938, the losses on corporate securities which bcane worthless were
allowed without limitation. Hiowtever, by sections 23 (g) and 23 (k) of the
1)38 itut. these losses wer, phwed it the same category as sals aind exchanges
of capital is.sets. Tie result now Is. that Where a corporate security held by a
vorlmrtilol for 1,4 n1 odih, or less h ,omte worthless, lhe loss is subject to the
h*lltations of sectlon 117 and thit If the corporate sevitrlty Is lid for more than
18 months fhe loss is uniillowabe for exeess-la'otts-tax piurlx)ses. There Is a
fundlanielitill dist linition holwvel a loss oii i sale or exchange and a loss front
wortlilessness of securltles. The lite to make a sale or exchange lies within
ilie discretion of the owier and may Is taale at a time ealnlated to yield lhe
least tax. However, In case of worthless obhliations or stocks, the loss Itself
or the tine of its. ocetrience Is beyond lhe control of the owner.

Trhe iiistittte r(coniniendis therefore thin t sections 2: g) (2) aind (3) and
23 k (2) 3(nl (3) I relialed so that losses from worthless securities will lb
allowable without liitnation for normal income-tax and excess-profit-tax pur-

XX. ELIMINATION OR MOI)IFICATION OF IIEIQUIRFMENT FOIl (IIAROTNC OFF BAD I)IMTS

A large percetntage of tit, disagreements hetween the ('ommnJssiomr and the
taxpayer aind illso of tax litigation Involves the question of the year in which
debts beeannie unollectible and 4ecuritles worthless. In some cases, these facts
can b N.Itscerahiied with alniost n1123the llllialea] a t('lle'ay I'ecaulse of Soll hiienti-
tlahl, event. such it.S a bankruptcy, which ordinarily unmistakably established
the year when these losses were sustained. However, it other instances, the
situation Is not tihr and tile year of los.,4 Is a intatter of opililon.

In 11(151y caist lie ('ommissioner of Internal M-veine deines the bad debt or
secolty Io., in the year 'aimed oil the gro n d It was sustained In some other
yir. nsually one in whielt the taxpayer cannot have the benefit of the los.s be-
Uanke of the statute of limitations oir for satne other reason. In this way, the
taxpayer is Idepived of its right, contrary at least to the spirit of the tax law,
to deduct losses from had debts andi worthless securities In the ascertainment of
its taxtahle Itcome, even though the 'omnmissiotner agrees that the taxpayer ac-
ftally suffered these losse.. The ba(d debt deduction has been disallowed by the
'ommissioter even in cases where the taxpayer charge(] it off In his accounts

prior to the year it was ultitmitely held sastaitned for tax purposes.
To brigr relief to the taxpayer from this inequitable treatment, never Intended

Iy tie, framnet. (if the revenue tts, tlte Istitute mates the following recoimnei-
datlons:

(a) Reimoval of the chlirge-off requirement from section 23 (k) of the Internal
Ifeventue Code, or, in the alternative, revise the section to require that the charge-
)ff lie made not Iter than the time when the taxpayer first clihs the 1os. This

alternative would afford suftleent confirmation of the taxpayer's sincerity tn
Its allegation that the debt is imcollectible.

(b) Broaden section 3801 of the Internal Revenue Code to liernilt reopening
iI year closed by the statute of limitations If bad-debt and worthless-security
losses claimed by the taxpayer in another year are denied on the ground they
belong in the closed year.

OT1IIER RE('COMIENIATIONS

Other Itprovements which tile Institute recommends and which were in-
lrinded In it. memorandum of May 12, 1041, to the house Ways uatd Means om-

mittee are its follows:
XXI. Section 711) (a) (2). which covers inchisio in borrowed Capital of

advances received from governments. should be broadened and clarilled.
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XXII. No part of diidendg received by olle dolnestlC co(E1111y froml another
should )e subJected to income tax.

XXIII. The law should Ie auiiended to provide that ally wnlver which ex-
fel(1s the sttultory period of lhnihtilon for lsessm,nt of ddltlimmi taxes shill
1)11tomn1itleally extend for an equivalent time tie period (luing which all effective
('im for refund nay be filed.

XXIV. The ratl of interest ac.rued after the (late of tile enactment of the
ltveile Act of 1941, oil tefilencles slouil not ex(eOd 3 percent and when this
is doiie tle rale of ilterst o1 refuns(ls should be reduced 'orrespolndilgly.

Ilespectfully 1udllitted.
(CONTuOT..LLs1 I NST) TUTF OF AMERICA.

Tle CMICJIAN. Ed1 Ktiuvwkt'dll. 1residhent, Motion Pi(ture 'Hi'helter
Owners of America.

STATEMENT OF ED KUYKENDALL, COLUMBUS, MISS., PRESIDENT,
MOTION PICTURE THEATER OWNERS OF AMERICA

Tile (.71[MINIAN. You aV lpl)aring for the 1uio l-1iCtulre the4lt(l' ?

N1'. KITYKENI)ML,,. 'Tlit is ighilt.
h'le ( ,A,,tNt. Which orginlizatiion ?

Mr. KUYKENID.LL. Iotion Picture '1'heak, Owtiew. of A etwies.

Tie CITAB1MAN. You are lresidenlt of that orgaliliziltiol m
Mr. KYKiENDALL. Ye..
The CHIRMAN. They are tle exhibitors?
Mr. KIJYKENI)Al,. N,. I tIxpdlail, M. Chaiiiiman, my iiamiue is

Ed Kuykendall. I live iNi (olumbus, Mi., s 1d I am president of
the Motion Iicture 'Thealer Owners of kmerica. I have a veArv
lrief prepared statement. I know you are very bisy all my plresellia-
tion is brief and there is nothing coIi)liialted inj it.

The Motion Picture 'heater Owners of America is a national or-
ganizatioll of theater owners with representation in every State of
the Union. It is it vtohtintary trade amsocitition. by which theatter
owners hope, by advisemieit an'd COOl)eriltion with each other, to bet ter
serve their communities as it gr)up and we yield to no one when it
comles to a matter of patriotic service to our country.

I come before you in reference to the admission iax, not to ask any-
special consideration, but merely fon' the correction of what, to u's
theater owners, is a serious Wi.tice. We air not hlere to oppose tie
admission tax as such. 'lie attendance at theaters during recent
months ilts decreased consideral)ly and what I propose to you hem,'
will be ,lost helPlful to us in bringing back this attendance to a
norn1al average. What I refer to is the text of the proposed admis-
sion tax that you gentlemen are now cinsidering wherein we are
forced to collect whatever the to) bracket of admission tax happen
to be on so-called reduced admission prices. As an example, if we
offer a reduced price to those of juvenile age, such as high'-school
students, and so forth, we are forced to collect from them a tax on
whatever the highest admission price may happen to be. In further
explanation, if we admit the high-schooul sti(lent for 20 cents and
the established top admission is 40 cents, the law forces its to collect
a tax oil the 40-cent admission basis. This is manifestly unfair.

'Thie CImNIMAN. You say that is the way tle present. law works
out?

.Mr. KiTYKFEN,,,.. That is the wvay it wol-lfts out.
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Senator JOHNSON. You mean you are asked to collect the tax, not
oil the actual admission, but on the theoretical tax?

Mr. KUYKENDAYL. That is riaht.
The tax should be based ol whatever the admission charge may be.

I further emphasize the importance of this by calling to tlhe attention
of gentlemen the fact that when a child of 12 year, and under grows
out of this age your proposed law forces us to immediately charge them
with a tax, based on a 40-cent adniison, as an example-this youngster
jumped from a 1-cent tax to a 4-cent tax. rFhe sho.k and difficulty of
this proves a detriment to their continued attendance and helps to
restrict their theater-going habits. Theaters everywhere, both largo
and small, are starting a so-called junior admission price schedule,
same being a reduction of the to) admission price.

Wherever this has been tried it has brought about a wholesale in-
crease in attendance at the theaters involved. We, the theaters, are
badly in need of this increase and it would naturally increase admission
tax revenue. Therefore, rather than taking away from the revenue
derived it will increase this tax revenue.

I further call to this committee's attention that thousands of thea-
ters in this country do not have a balcony or separate section in which
these reduced admissions could be seated.

Time prohibits my going into detail as to section 1700 of the Internal
Revenue Code as amended. There are many angles to it that really
should be discussed, but I know your time is limited. Again, may 1
remind you that we are not trying to evade any tax whatsoever but.
merely trying to distribute it properly in such a way that the revenue
which you gentlemen are charged with the responsibility of raising
will not be adversely affected; but in our sincere and hoiest opinion,
will be increased, and at the same time the theaters will materially
benefit by it.

May I again emphasize that the basic thought I am trying to convey
to this committee is that the tax charged should be l)a'ed absolutely
on the admission price charged. If there is something I hav e left out
because of the time limit given me in making this staeinent I shall be
delighted to furnish any member of this committee any such infornm-
tion he may desire either by mail or in person.

May I also respectfully call the attention of this co.nmittee to the
provision in the proposed new tax schedule wherein 9-cent tickets are
exempted from taxation. This, in our humble opinion, is a serious
mistake. This, in our humble opinion, is a serious mistake. The tax
should apply down to the last penny and I submit that language similar
to time following should be written in this--

That there be a tax of 1 cent on each 10 cents or fraction thereof,
eliminating entirely in this way the 9-cent exemption which will de-
prive you of revenue and cause considerable competitive confusion.

I don't presume to tell these distinguished gentlemen what to write
in the tax bill, but I respectfully suggest that what I have suggested
will eliminate considerable competitive confusion.

I deeply appreciate the consideration given me before this comnmit-
tee and with the permission of the Chair I would like to leave this
statement for the record.

Senator RADCLIFFE. In the hearings before the House what argu-
ment was advanced for tli proposition thlt the tax should be levied on
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the highest admission price rather than on the reduced price charged?
Mr. KUYKENDALL. We have never heard a reasonable argument on

that, sir. I have never known of and have never been abie to obtain
a satisfactory explanation of the reasons for any such tax.

Senator RADCLIFFE. You say that you haven't heard any reason-
able argument on the point: Was any argument advanced at all why
the tax should be based that way?

Mr. KUYKFNDALL. I don't. have any knowledge of any such argu-
ment; if it was made I never heard it.

Senator RADCLIFFEr. Was it discussed in the hearing?
Mr. KUYKENDALL. I don't know of any such discussion.
Senator Ta,%f. Is it possible to a(hnlinster an exemption for the

benefit of children under 12; would it create confusion at the ad-
ministrative end?

Mr. KUYKENDALL. I know of no reason why it should.
Senator TAFT. What about exempting soldiers and sailors?
Mr. KUYKENi)AI.L. There has been no confusion in that connection;

we are glad and willing to do it.
The CHARINIAN. That exemption is in the bill as it came from the

House, Senator, at the reduced rate.
Thank you very much, sir. Mr. Ebersole?

STATEMENT OF ROBERT L. MoKEEVER, WASHINGTON, D. C.

Mr. MNII(KFEvEmi. Mr. Ebersole thought it would be better to have
anl actual alley operator speak to your committee, gentlemen. Mr.
Ebersole has a memorandum or brief which he would like to file with
you for such considerat ion as you may desire to give it. We say we
the representing the (uck pin industry. "Industry" is too big a
name for the bowling alley business. "Ini(lustry" conveys the thought
of a big business and we are a little business. I think I will convince
you of that, when I give you some of the figures as to the volume of
business done by our different establishments.

The CnAIIVMN. How do you describe your business?
Mr. McKin., vEI. It is it bowling alley business wherein alleys on

which small balls and small pins, instead of large ones, such ilis are
employed in the ten)in industry, are used.

T he" CHAIRMAN. Alleys for children and old men?
Mr. McKEFEvFn. I find it is pretty strenuous, just about as much so

as the large ones.
We realize the need for increased taxes and are perfectly willing to

do our part, but there are two different taxes imposed by this bill, an
excise tax adding 10 percent on the cost of our supplies and there is a
second tax-I don't know what you call it-a privilege tax putting $15
in taxes on each alley bed, so tlint a 10-alley bed establishment would,
under this bill, have to pay a tax of $150 ainually.

Senator CLARK. A use tax.
Mr. McKEEVER. Maybe, but I don't know why it should be on an

alley anl not on a drug store or shoe store or some other sort of
store . We don't object to the. first tax but we do to the second be-
cause we think it is discriminating and unfair.

I would like to give the committee some slight history of this in-
dustry. Twenty-five years ago howling alleys were con(hicted under
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such conditions t hat when you thought of a bowling alley you thought
of a barroon. Something Iappened about 20 years ag/o 'when the
duck pin and howling alleys were p)ut in and installed separate aid
apart froml tie old barroom; separate from the poolroom, and it he-came a diff rent kind of business entirely. Then 1lmt i0 years ag,,
they started improving the atmoslere' of these places, dressing
them up; 1111d Inor to that time we saw very few women lpatrons.
Troay 40 to 50 percent of the business comes from women nld you
find a better class of people seeking recreation in healthful, plasani
surroundings in lbowling alleys throughout this country.

In the duckpin business there are approximately 7,000 alley beds in
615 or 6120 establishments. Some few of those establishments have as
high as 30o 40 beds and I believe one or two of them 50 alley heds.

Senator 'Arr. Why (0I you speak of the duckpin business solely?
Mr. MCKmwEpi I a1 speaking only for the dueli indutiy and

am only trying to speak for that, heeauise I will he followed by a repre-
sentative of the tenpin industry. In addition to the 7,000 duckpin
heds for which I speak, there are also two or three thousand addi-
tioil beds that are unrecogzned, me- or two-hed estal)lishments in a
club, ill connection withm a grocery store or school, or something like
that. I1, the tenpin industry, I believe, tlhey have 35,000 beds, approxi-
mately, so that the total 11111ber of beds involved is somewhere between
45,000 and S0,00O-or a little more. That hieans that the total amount
of taxes, based on this $15 use or privilege tax, would only be $700,00)
or $750,000. We payt all the other taxes tha any other'husinessmnla
pays.

Atiator rTrr. $T50,000 or $7,500,000?
Mr. McUKEPER. $750,000. I want to show you htow small this is.

taking every bed. We paV all -time otler taxes and when we realize
that prices on all supplies'and materials, such as pils, and so forth,
have already advanced 40 )ereelmt since the close of last season, and
to this cost 'is added Ihe 10 percentt tax, embodied in another section
of this tax bill, which will add an average of well over $10 amal tax
per alley bed in addition to I lie already existing taxes and this addi-
tional $15 per alley bed tax, which actually u'em, is double taxation,
we find that we will 1) burdened with a total tax of $'25 additional
tax per alley bed; in all, about $70 a bed, which is a pretty big
burden on a small alley.

Eighty percemit of all the alleys in, the (huckpin indu-stry ,,re 4-,
6-. 8-, 10-alley estal)lishments. In the States where t!he'duckpin
industry is opIrating, from Vermont to Florida, 1here are 616 bowling
estlal)list1melfts accou l ing for 7,000 beds. Of this number, 78 larger
estat)lishn tents account. for 2.100 beds while, 538 small plamts account
for 4,900 beds, an average over the entire 'territory of .7 beds per
establishment. There are two or three thousand 'additional alley
beds in other State.s, and of substandard equipment, but among these
tie trend will be to an even lesser number of beds por ' ablishmuent.
In breaking down the alleys iin one State, for example, Virginia was
taken which has 950 beds iIi a total of 85 establishments. 220 of these
heds inu in 8 establishments while the other 730 beds are divided
among 77 establishments.

All other States are ,in the same proportion with the exception
of Conneeticut and Florida and these States have a much greater
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number of 4-, 6-, and 8slley estrablislmients. The majoritV of these
places aIr lOclttd illt silliIler. cities. towns. luid rural comunhlities
and by vir e of their size i-e restricted toa definite imximum as
to the 'amount of lsiness they can (1o. In all such localities the hours
of business are confined to the evening, from approximately 7 to
I1 p. m1., 11111 it is 11 well-established fact that ill t lie comintiltiies
people to not bowl o' )articilate ill sports until as hlte an hour as
in the cities. It is also a seasonal Iusiness everywhere, but more
particularly in Il ee s tral sectiolis, from Se temlber 15 to May 15, a
g-ieat majority of places closing down f l tile summer, even inl tie
cities.

Granting that til establishment hIs capacity Iusiness every day ill
the weekly during these hours, for the full 8-month period of 39 weeks.
allowing six games per alley per )tout-, which is the l)itoen average
over ltilfly years of operatittg, anl tit 15 cents per ganie. (nd many smitl
operators ariv not able to get that much, it would give the Operator of
such plints a gross receil)t of $8010 to $835 amnually per alley bal, and
checking fron i i miy olperntor1 st lteitenits that is a verq" fair average
1t its iaiy olerators (1o iot gross tiht nih. Atttclimd to the brief is i
brettk-thown of the cost (of ojierlation of lilt, average eight-alley bed
tvstublishment.

Ill addititn to this large numbers of people aire leaivimig flhese vomt-
initnities and goillg to tle industrial cities where defense work is lo-
cated, taking tItat soul-ce of revenue away from the conmmnity entiJrely.
Selectees leaving for caln) leave a furtltetr gap ii tim available spen-
itg initey inl the comitmity, due to that withdrawal from their
fnltilies of t li utoney they had previously beell receiving.

TI he1AIA.M.A,. You were taxed $10 per' alley in the World War, I
believe.

Mr. McKEEI-Eiu. Vell, it was right after that lint a great ittauty o
our alleys found it ne(essrly to close. I don't know tlrnt it was (ue
to :hlat leaSOll llmally of our a lleys folded ij), had to go out of business.
but. that is the fact, they did. Now, we have gotten back oii our feet
to the extent that we are operating. We also invite attention to the
fact that thtse alleys furnish employment for a certain type, 1)articn-
larly pi l boys, amd So forth, who cln (t1 little -else and the average
establishment uses 1 pil boy for each alley bed. This woul mean a n
average of about 11 (np)loyiees for each 8-alley )lant, who wouhl have
have to find emlloynent elsewhere if these establishmeins could not
r1etiiaim Ilt operid iou. A very sizable number when taking the industry
Its a whole.

We reslpectfuillyv invite attention to tihe fauct tlhat howling is
conisidered, by )raicticaily every physician, one of the best foriiiS of
l)hysical exercise and 1(during the )ast several years hundreds of high
,schools have recognized this and lave put bowling (i the regular
curriculum in their' l)1sical-culture subjects, the students -ecei'ting
regular credits just as in their other studies, and the entire bowling
industry has been furnishing this bowling to these students ut. actual
cost. It woul( be i undue hardship to require these thousaulds upol
thousands of youngsters to pay the additional cost which must nteces-
sarily be obtained from them if the burden of operation is made -too
heavy. We also wish to point outt that the physical .upkeep and
operation of a bowling estallishment is far niore eX)ensive than tile

111977-41--50

773



REVENUE ACT OF 1941

average amusenment establishment and that tile popularity of the bowl-
ing game is primarily due to the fact that it costs the 1)aiticipant only
the actual cost of th'e game, no expensive accessories to buy, such as
golf clubs, tennis rackets, baseball uniforms, and so forth, or skates to
rent, but if the price of the game is increased to any great extent,
this appeal of a comparatively inexpensive exercise and recreation will
be lost with the consequent rapidly declining business.

It is worthy of note that the class of men employed in this industry
would l)robably be on relief if they were not so engaged. I refer to
pin setters. It requires no education; it requires a strong back and a
pretty tough head.

Senator RADCLIFF,. Are the majority of them minors?
Mr. McKEEVER. No; in my own establishment I should think that

the average age would be 40. You can't work minors except with a
special work permit but you will find old pin boys doing that:
They call them "boys" but they are boys of 55 or 60. I think I have
one or two who are beyond the age on which you have to pay-
what is it, old age or Social Security?

I am trying to give you a picture of the industry. Even in the
large establishments, the total amount of business done would not be
over $2.000 an alley bed, so if you take a 30-alley bed establishment, it
would be $60,000 a year and I" think you would'find the owner of that
place would not be making very much. His tax would be $450 un-
der this proposed bill, plus excises on his pins and other material.
You are putting a special tax on him not being paid by any other
businessman. That, we naturally feel, is unfair; 'l)ut I am partic-
ularly and principally interested in the cases of the small establish-
ments scattered throughout the country where they have 4, 6, 8, or
10 alleys; and I don't want to the committee to forget the example
I gave you of the g-alley establishment where the owner makes ap-
proximately $1,200 a year. If he only had four alleys, unless he
did all the work himself, including the reconditioning of the alleys,
he certainly wouldn't be making over $700 a year; and if you tax
him $60 a year for special use tax for that privilege, it does look
like it is soaking the little man. r have heard it said that these
bowling alleys are gold mines. I have seen some of the Congress-
men-I don't know whether any Members of the Senate have visited
the bowling establishment operated by me-and they come in there
and find it crowded. It is true we are crowded at certain times of
the day, but all the rest of the day we are idle; and in the summer
we operate and put air conditioning plants in our places of business.
I operated at a loss last month of $1,000 in order to keep my estab-
lishment open and keep these employees. I figured it was better
to operate at a loss such as that rather than to close. I just want
to tell you what the situation is. I would be glad to answer any
questions you may have to suggest, if there are any. I have this
prepared statement.

The CHAIRMAN. You want this to go in the record?
Mr. MoKEVER. Yes; I would like to have it in the record and there is

attached to the back of that a sample of a balance sheet of receipts and
expenditures of the average eight-alley bed establishment.

(The sheet referred to follows:)
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A break-down of receipts and cxpcnditurcs of the average 8-alley-bed csiablishilcnt

Granting probable maximum receipts per single alley hed --------------- $25
Pin boys at 0.031 cents per game (in many places this cost Is

higher) --------------------------------------------- $200
Present tax average per bed ------------------------------------ 70
Pins used per bed per year (figured at an absolute minimum) ------- 60
Resurfa~iig bed annually (a universal price everywhere) -------- 35
Shellac, score sheets, and all other accessories ------------------- 15
Bowling balls (figured at present price of $4 per dozen-3 balls per

alley and on the basis of one-third cost-usual life 3 years)------ 4
384

Net receipts per alley bed before rent, light, heat, and help -------- 431

This would make a total for eight alloys ------------------------------ 3, 528
Additional necessary expenses:

Rent figured at $50 per month for 12 nionths ---------------- $600
Help for 8 months, covering actual full operating season, $25

per week for 39 weeks ------------------------------------ 975
Porter for 39 weeks at $15 per week ----------------------- 85
Light, $30 per month for only 8 months ---------------------- 240
Heat, 6 months only at $15 per month ---------------------- 00

2,490

Net receipts for 8 months ------------------------------------- 1,038
Granting the operator will keep open 3 of the 4 remaining months, without

bcip of aiy kind as lie would have very little regular or so-called rush
business, he may be able to net a total of $75 per month for these
3 months -------------------------------------------------- 250

Making a total net income (for a man with a family) ----------- 1.288

From this net income must now be taken th e 10-percent tax on pins and balls
as In the present bill which will amount to $7.100 per bed, a total of $63.20 for the
eight alleys and If the $15 is also added, making another addition of $120 for
eight alleys a total of $183.20 will have to be taken, in taxes, from tle $1,288 which
will leave a net income of $1,104.90, for a full year's busIess. And ill this pro-
vided costs, labor, and so forth, do not advance above the present level.

Nom.-Nothlng is deducted In the above statement for depreciation nor Is any
allowance made for interest on the owner's investment. The cost of the average
bowling alley bed being $1,250 per bed.

It should also be mentioned that rent figured in the above is very low and will
vary greatly In the many towns and communities as will the Item of hvlp to a
certain degree.

There is one last thing I would like to suggest to the committee:
It is, if you could reduce that $15 proposed tax to $5, we would want
to go along and pay that $5 per alley, but we do think it is a discrim-
inatory tax'and it is a little unfair that we should be required to pay
any tax which the next-door merchant is not asked to pay.

STATEMENT OF CHARLES V. FALKENBERG, CHICAGO, ILL., LEGAL
COUNSEL, BOWLING PROPRIETORS' ASSOCIATION OF AMERICA,
INC.

Mr. FALRENBEi.i. I appear here on behalf of the Bowling Propri-
etors' Association of America, Inc., an association of 1,500 operators
of tenpin bowling alleys. That is the alley using 16-pound balls and
3-pound 10-ounce pins.
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In tile United States lit present there ire, iic'Irding to tire figures of
tie American Bowling Congress, which i have asked pernissiotn of the
thair to insert in the record, 5,005 establishlents, sattioned establish-

ments operating. There are 35 550 bowling alleys or beds in these
estal)hlmlents; the average itnuiidei of alleys in each establishment in
the 18 States is 7.1 alleys )er establislnnent.

We are a fected by two )l'pOVisions of the tax bill:
Section 555 relates to Coin-olperlted aniusement 1nd gaming devi(Xs

anl amends the Internal Reveitie .j'lode mid provides:
(a ) Every ]1'solI who maliathis for use, or ]p'i-mits the use of, oil any phlice or

pemlitses o(cuIlid by l1.l I I (OiII-(|jlQllIlcqd IItIIIWeItl)O'1t| Of nl ig r oiion, ,hi'A I111 piay
it s1 Ie'ltl lNx of $'25 lw'r year In resp$et of Such d l(.evi , 11d111111 Iai tll *a | itolli1 l
speehil tax of $'5 1lwr year for each 111daithulal Stich d(,v So 1111111 iitikilnd or tlhe
list- (if which Is so irmitted.
and we tire willing to ply that tax.

Senator 'T.%Cr. 1lhat is om what ? Slot machines ?
Mr. FAINENIIE;(O. Ihiat is the inlllseniei tix Oil gillllAs whee 3o

Ilit in a iiickel and try your A luck at registering a highi omut or sI4Ii.
bult, receive no prize m.1' eward therefor.

If ole silh dvh'ie iS V'elfltI('ed by ail~ort, stch other 41m.or shall n1ot ie 4l 'II-
s!dvred tinloli1dtonl1 (evIse.

(e) AhlIllica|;ilty of adilinistritih'e piovisionis.
Al oui('(itor (If it plle( of Ire'11llsvs who iII n,.lllS for ts(' I' Ier'itsflJ list

(if July cohl-oplited device shal1l1 N-, volsidt-'ed for 11hv pilpses of sblflu.111 It
Io b engaged In it trlt(l'l or hmbIets1 Ill r',spc (iof (,10i10 sdl levie.

To this tax we do not object.
Section 556 relaltes to bowling alleys lind billiard a1d pomil tales,

'And it is provided in p)lt1trgltplh (it) thereof as follows:
Ratv.-HFvery person who olJ'Ptats I Itow~g alley, hilhtrd room, or pol roomn

shl| ply 1 slx,(.itl tax of $15 per year for each bowling alley, billh'd table.
or 1pool table. Every buillng or ph1ce where hatlis are thrown or wmiere gains
of billiards o' pool tire llyed, 4-Xelpt In private homes, shall lIP ivgalrded m4 it
howling aliey, billiard root, or 1Pool room. respe.tlvI'y.

A Summary of Bowlintg Alley Establishments in the United States,
as conalltied by the American howling Congress Inc., in May 1939,
anrd in January 1941, appeal's on page 3 of tie A. B. C.'s official pub-
lication, Bowling. v'oluie 7, No. 11, issued January 16, 1941, and is
att4tched to this statemejit its exhibit A.

It shows that in January 1941 there wee 5.005 tenpin bowling
allev establishments in the United States, with a total of 35,550 ecerti-
fiedalley beds or lautes, and with an atve'rage, of 7.1 bWds or lanes in
these establislents.

The Bowling Proprietors' Association tild the quoted summary of
the A. B. C. are interested in and refer only to teipin bowling aley
establishments, as (istinlguished from ducklpin establishments, who
tire represented before this committee by the National Duckpin I iwl-ing Collgriess.
it is te studied opinion of tlhe. officers and directors 1f1 our associl-

tion that at the )resent time the proposed tax of $15 for each alley
and for each table is excessive and i many instances might prove
confiscatory, and that for the reasons hereinafter set forth tle tax
should be reduced so that the operator would pay not more than $5
per alley and $5 per table.
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An overwliming majority of the members of our association have.
in their establishments billiard tables and1 pocket tables (which in
the past were commonly known as pool tables), which they operato
in coljujlction with their tenpin bowling alleys. Practically all
tables are 10, 15, or 20 years of age. 'T hey are rarely in use and are
retained chiefly because the proprietory bought them years ago and
owns theni. 'ile tax oil tables woulld, ill detect. be 21 ilis tax oil 12o03-
r1eutinerative personal I property.

That the industry of tenpin bowling has enjoyed a phenomenal
gr.rowth in recent years is evidenced from the summary found in the
exhibit attached. From this siniry it is seen that whereas 3,880
establishments, with 25,797 certified alley beds or lanes were in oper-
ation in May 1939, the number liad increased 28 percent, to 5,005 es-
tablislhments, by January of 1941, and had increased by 37.7 percent
to 35,550 certified alley bed.s or lanes by, that last date.

Twelve States have*81 percent of the estal)lishments and an approxi-
mate like amount of alley beds or lanes. viz:

Est alish TIVI)Is Fs t a uti i imts

19311 Vill 19-9 1921

Calirornh ... 95 179 Ne'w Jersey..........379 475
Illinois............. ... .... 423 .529 Nt w Ytirk 74:3 8715
Indiana .....................224 17. Ohio-.340 404
Iowa. ....................... 8 03 il.................
MIC gan....................255 3M5 W is I............. .375 439
I nos ta ................... . 23 212 N w r. . _4_7

M issom rl ..................... 219 137 Total ................. 3,42"2 4,349

'T'enl)in bowling has grown from a recreation in which a very small
pro portion of the l))ubr indulged, into one of tie major recreations
of tie Nat ion.

Bowling is a "l)articil)ant" sport, as (listiligilished from a "Spccta-
tor" sport and is one of the very few recrerations that offers l)hysical
exercise as well as mental relaxation to persons of both sexes and of
IIll ages.

'Tenpin bowling alley operators (1o not sell a "Coi),nodity" to the
public; they sell a "service." A service, in the very nature of things.
must be offered at a much lower unit cost to the pmblie than a com-
modity, because after spending his money in bowling, the patron
takes nothing with him of a tangible nature to his home, as he does
when. nprcliandise is purclhsed. For illustration-movies or talkies,
amusement parks, roller coasters, dance halls, or roller and ice
skating rinks in the average city cannot charge more than 10 cents or 2-i
cents for each unit of service without suffering a very sharp decline
in business.
The public regards these diversions and recreations as something

they should receive without too great a cost. These diversions Rn
recreations, including tenpin. bowling, are therefore dependent on a
ver large number of unit sales, if they are to realize Wly appreciable
profit.

The average tenpin bowling establishment in the United States
consists of 7.1 alley beds or lanes, and occupies about 6,000 to 8,000
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square feet of floor space. Building costs or rental is therefore a
large factor in computing the fixed overhead for each such establish-
ment.

A representative financial picture for an average 10-lane establish-
ment is somewhat as follows:
Income: 10,000 lines or games per month from Sept. 15 to May 15,

or 80,000 lines or gaines per year, at 25 cents per game, yield a
total gross revenue of ---------------------------------------

(98 percent of the establishments are not open for business
from May 10 to Sept. 10 of any year.)

$20, 000

Expense: Because of the labor shortage, due to national-defense
work, pin boys to spot the luns will receive during the coming
season an average of 71/2 cents per game or line. This amounts
to 30 percent of the gross, which in the instant case would
amount to $6,000 per year for only 1 group of employees, an
unusual condition, we submit ------------------------------ -6,000

Rental is normally figured at $25 per month per alley lane, or
$250 per month, or a total yearly rental of -------------------- 8,000

Porter hire anmounts to (per year) ------------------------------- 800
A counterman receives (per year) -------------------------------- 800
An alley mechanic at (per year) ---------------------------------- 1,500

Total in wages, in addition to the $0,000 paid to pin boys_-- 3,100
Light bills each year approximate ------------------------------ 800
Heat for a year will cost -------------------------------------- 400
Time price of supplies, such as tenpins, bowling balls, lacquer, etc.,

has increased 35 percent In the last 8 months, and during the
coming year in a 10-alley establishment will cost 1, 500

Advertising and business promotion for a year will average ------ 500
State and municipal taxes vary in the several States, but in Michl-

gan, for Instance, the personal-property taxes on the equipment
would amount to -------------------------------------------- 330

In Chicago, tenpin alleys, 1 to 3 years of age, and tables 10 years of
age (in addition to the city-license fee of $5 per alley and table)
will pay a yearly personal tax of ------------------------------ 310-400

In Michigan permits and licenses, per year, cost ------------------ 25
Because of the lack of steady employment in bowling establish-

ments, an unempiloyment-compensation tax of 4 percent on the
total pay roll must be made to the State of Michigan, hence on the
hypothetical total pay roll of $9,100, this latter tax each year
amounts to ------------------------------------------------- 504

The Federal annuity tax of 1 percent under Social Security, title
IX, for the year amounts to ---------------------------------- 91

The initial cost of the 10 bowling alleys with return chutes, etc.,
amounts to a minimum of ----------------------------------- 15,000

Tables, spectator's seats, scoreboards, benches, counters, showcases,
lockers, etc., will cost an extra ------------------------------- 7, 00-12, 500

From the foregoing we find a gross income of $20,000 against a total
operating overhead of $16,000 to $18,000, or a net maximum profit of
$4,000 on an investment of $22,500 to $27,500, not including as part of
the investment the cost of the building. This profit includes the full-
time services of the owner-operator to supervise the establishment.

This, we submit, is a bare living for the average bowling operator,
and he can ill afford any additional tax or charge in his business.

In Chicago the operator is faced with the following taxes and fees:
Retail liquor license to the city, $100 per year for each bar.
Retail liquor license to the State, $50 per year for each bar.
Retail liquor tax, Federal, $25 per year.
Cigarette license to the city, $100.
Retail sales tax paid to the State, 2 percent of gross sales.
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Sign Inspection, elevator Inspection, and fan Inspctxtion, city, $15 to $40 per year.
Corporate franchise tax to the State, Federal corporate stock tax, unciploy-

Inent-compensation tax, old-age insurance tax, personal property tax and city
license fee per unit, personal Income tax, corporate, Income tax-these charges
vary with the capital structure and volume of business or Income done by the
individual establishment.

Comparable taxes are paid by each operator in all other metropoli-
tan cities in the Unted States.

Tenpin bowling establishments might well be divided into two cate-
gories, viz:

1. Those in metropolitan centers like Chicago, New York, Detroit,
St. Louis, and Los Angeles; and

2. Those in the rural sections.
Those in each section could again be divided into-
(a) Air-conditioned, soundproof, streamlined establishments located

in the so-called single-purpose building, i. e., a building constructed for
the express purpose of operating a tenpin bowling establishment
t herein, and unless completely rebuilt usable for no other purpose; and

(b) The non-sound-proof, non-air-conditioned, old-time establish-
ment, generally located on the second floor of some building, or in a
remodeled garage, or in the basement of some large building.

The great majority of these newer, u1)-to-date establishments, con-
structed in the past 3 or 4 years, experienced great. difficulty in financ-
ing the construction of their single-purpose building and the procure-
ment and installation of the bowling alley equipment. These num-
her less than 5 percent of all tenpin establishments in the 48 States.

Classified by every lender of money as a single-purpose building,
construction loans could not be obtained from the local bank, from
the investment banker, from the private lender of money, from the
insurance companies, from the R. F. C., from the F. H. A., or from
any other private or public lending amncv, and when fhe average
loan was finally obtained, it was generally for a substantial commis-
sion, at a high rate of interest, an under exacting terms. Cost of an
air-conditioned, sound-proof, one-story building with helf or full
basement, including plot of ground 135 by 125 feet will be a mini-
mum of $120,000 to $225,000, exclusive of equipment; interest there-
for is $7,200-to $13,500 per year without depreciation.

The equipping of the establishment was another financial problem.
For practical purposes, 24 alleys or lanes on one floor, free from posts,
are needed. Tournaments, sweepstakes, and championships require
multiples of six alleys. The cost of equipping a 24-lane establishment
would approximate'$100,000, which could be financed only by paying
25 to 35 percent down and the balance in equal monthly installments
over a period of 3 to 5 years. Interest alone on equipment is $6,000
per year, without depreciation. Repayments on loans or contract
would be $13,000 to $22,000 per year.

Stock companies or syndicates of small operators had to be formed
to provide adequate capital for these 24 alley ventures. In self-
protection, having no alternative, except to go out of business, these
operators, who, for 20 or 25 years had pioneered recreatiorntl bowling.
had to band together so as to meet the ruinous competition presented
by a, half a dozen or more newcomers in the field of bowling, who
saw an opportunity to capitalize quickly and profitably on the years
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of constructive effort of the small bowling operator, le possesing
an establishment of 4, 6, 8, or 10 alleys. Unfortunately, other new-
comers entered into the competition and it soon became it 'mall but
vicious serious circle of action. These were practically all con-
struileted or stal rte(l irior to the present Eurolean-Asiatic conflict.
lence we have the completed buildingg and the complete enterprise

on our hands aud tre faced with the necessity of meeting interest
charges and preplynients oi )rincipal, even though the business s is

closed.
In hearings l)efore the then N. It. A. A(dministrtor, (jell. Hugh

Johnson, figuir'es an( filets were l)resente(l by fhis association in(i-
cat ing:

(a) ''hat the then approximately 1,500 member teipiin bowling
(,stal)lisheillis in the United States charged an average of 20 cents
per game or line for tenpin bowling.
(b) That the profit to the operator approxinmted three-quarters of

a cent to 1,4 cents per line or game.
(e) That tenl)n boys were paid 4 cents ler game for spotting pills.
(d) That not one billiard or pocket billiard table had for 5 years or

llore earied slifh(ient Ilionev to offset the rental charge for the space
the table occupied in the establishment.

l'oday bowling is 20 cents pe.r line each afternoon mntil 5 o'clock.
Three games for 50 cents is the charge for high-school boys and girls
Saturday and afternoons. Bowling is all accredited subjectt" in
Chicago s public high schools. Twenty-five cents per line is charged
in most establishments after 5 p. i ".

The bulk of bowling is done )y members of leagues, under signed.
agreements, commencing the 1, 2, 3, or 4 days following Labor Day
(f each year, for 31 to 37 weeks.

The charge for league bowling is approximately 3 lines for 75 cents
somee agreements provided 3 games for 671/2 cents), out of which
the ol)erator now pays:

Six to eight cents per line to the pin boy for spotting pins (with
an occasional guaranty of $2 or more per day if the boy is called to
report for work and there is no work, or but an hours work for him).
Were 10 or more boys are involved (generally I. to 2 boys must
be leld for call for each alley), this guaranty, paid to teniin boys
who sit armnd and do no wvork frequently wipes out the entire day's
profit for the operator. Four dollars per day guaranty is threatened
in half a dozen States to be demanded by pin boys.

Two dollars per year for each league sanction to the American
Bowling Congress.

One dollar to one dollar and fifty cents each 2 hours to a foul line
inan for each eight teaus bowling on eight alleys in league play.
('[his is $9 to $13.50 per night at a 24-alley establishment.)

As promotional expense, each proprietor must and does pay the
entry fee of from 5 to 20 teams in each city tournament, each State
tournament, each A. B. C. national tournament, and like tournmuents
for the Women's Bowling Association. All tournaments are held
annually.
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They inust., in addition, buy lettered shirts for the different league
bowlers to advertise the establishment, and must pay entry fees in the
various types of l)wling sweepstakes staged periodically in tle year.
and last, lt, not least, conduct howling classics-leagues, individual
Championships, and team chaimlpionships-in whiieh the Iarticipant.s
are the outstanding bowlers in each city.

These agreements signed by bowling leagues iave in practically
every instance alvady been 'signed for the coming season by the
leagues and the operators, and ill many instances for tile next two sea-
sons. The bowling operator finds it ail litter ilipos sibility to now
clango his agvemnent so that he might, rvquire the bowlerr to pay an
increased charge, sufficient to permit tIe p)roprietor to absorb the pro-
posed $15 tax or fee on each table or alley.

At the time of our appearance before General Johnson, it was, aild
at the present time it is, a rare occasion when a patron rented a table,
either billiard or pocket, for an 1hour. The patron occasionally picks
up a cue to casually knock the balls around the table for the 15 or 20
minutes that le inist wait until his alley is free or until the arrival
of the time his league commences to bowl. About half tile. tables
never are used from year to year.

Other taxes which he must now pay and which have been added
since the N. R. A., include: (1) Unemployment compensation; (2)
old-age insurance.

Before we were aware of the proposed tax on alleys or tables.
the Bowling Proprietors' Association in convention assembled at
Louisville, Ky., on June 10 and 11, 1941, adopted a resolution binding
upon all members that:

During the period of the present emergency the price of bowling to nil uni-
formed members of the armed forces of the United States will be 15 cents per
game or line.

During the war of 1917-18, the several city or local associations
contributed to the different cantonments completely equipped bowl-
ing alleys, without cost to the Government or any other cantonment
agency."

Unsuccessful in their efforts to make like contributions this year,
they adopted the alternative above set out, a reduction of 40 percent
in the cost of bowling to the service man, and at the reduced price
they assume a loss of 5 to 7 cents per game, as their contribution to
the recreational activities of the service men on leave.

'rhe old establishments in metropolitan centers are, like those in the
rural districts, finding it tiaily more difficult to obtain tenpin spot-
ters, for the reason that these boys call earn double tile wages in fae-
tories or in defense industries than they can earn by spotting pills
($1.80 to $3 per league night, Monday through Friday, plus open play
afternoons, Saturdays nnd Sundays).

The selective-service law has hit tenpin establishments n heavy
financial blow, because a great niny young men in the draft nge.
accompanied by their girl coma)nions, were in the past regular
bowlers. Now'lie is in the service and she remains at; home.

Most of the 48 States have safety laws and health laws, reinforced
by city ordinances, prohibiting the use of boys under 18 years of age,
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or high-school boys, for spotting pins, and where an exception is per-
mitted, the authorities limit their services to 11 o'clock at night.

All profit in the average establishment is in the "open play," that
is, nonleague play in the afternoon and at night after the leagues
have bowled; that is, after 11 o'clock at night, but unless pin boys
are available, this open play cannot be obtained, and many nights
they are unavailable and the customer is lost to the operator.

It is feared by many smaller operators that because of the attrac-
tiveness of the newer, air-conditioned. establishments, a great per-
centage of the patrons of the smaller, older establishments will be
attracted to the newer places, and that. in self defense the older,
smaller operator will he forced to cut his price to 15 cents per game
in the afternoon and 20 cents per game in the evening, and this not-
withstanding the fact that it actually costs him 20 or 22 cents per game
to operate, without considering the tax under discussion, or any other
taxes which the city or the State will undoubtedly levy and collect.
This will be pure suicide, but he will have no alternative but to close
his place of business. Our officers are now seeking another solution.

Unless the proprietor can retain his patrons and keep the. price
at its present level (because of their tremendous overhead the newer
men cannot cut the price and survive), it is inevitable that a great
number of these smaller operators, possibly a majority of them, will
find it necessary to close their doors, just as they did in 1931, 1932,
1938, and 1984, during which period so many tenpin establishments
went out of business and returned their unpaid-for equipment to the
manufacturer, that all manufacturers' warehouses Were loaded to
capacity with section-cut tenpin alleys, and these manufacturers
pleaded with the operator to retain the alleys in his establishment,
even though he made no payments thereon for months or years, but
only protected the alleys against unnecessary depreciation.

Tenpin alleys are, on a small scale, operated in scores of Y. M. C. A.
and like enterprises. All profits are used for aiding underprivileged
children. This tax would practically eliminate their entire profit,
and the many boys and girls and activities heretofore aided by them
would henceforth be cut off from such aid.

If, unfortunately, this occurs, the very purpose of House Resolution
5417, namely, to raise revenue, will thereby be frustrated.

Assuming that each alley of the 5,005 establishments or 35,550
lanes, were to pay $15 per year each, the total revenue to the Federal
Government would amount, at a maximum, to $533,250. There is
grave danger that this additional Federal tax imposition might cause
the closing of the businesses of so many of both the smaller and the
newer operators that the losses to the Government in income tax, in
various types of social security tax and other fees and charges would
more than equal the amount of the revenue which might, as a maxi-
mum, be realized under this proposal.

As intimated above, each member of our organization is not opposed
.if there is no other way for these expenses to be met., to being called
upon to contribute something extra toward the heavy, current expense
government, but each believes that if they must pay anl added excise
tax, that the sum of $5 per alley or lane, and $5 per table for the first 2
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years of the proposed legislation, would be the maximum that they
should be called upon to pay. This price they could by further
sacrifice meet without. great danger of closing their doors.

In behalf of the members of the association, we very respectfully
recommend that if the proposed tax cannot be eliminated entirely it
be changed from $15 per alley and per table to $5 per alley and per
table.

Sometime after tie armistice in 1918 a Federal tax was levied on
howling alleys. This tax remained in effect but a very short time,
because the operators convincingly demonstrated to the Members
of the Congress that their business was so small that they could not
possibly pay the tax, and it was quickly repealed.

We are deeply obligated to the committee for their courtesy in
permitting us this opportunity to present to them the views of the
operators of tenpin bowling alley establishments in the United States.

(Mr. Falkenberg submitted the following table, referred to in his
statement as exhibit A.)

EXnhlBT A.-Siunmary of bowling alley establishtnent8 and alley beds certified
by the American Bowling Congress

state

Alabama .................
Arizona ..................
Arkansas .................
California ................
Colorado .................
Connectiout ..............
Delaware ................
Florida ...................

o ria ..................
Ida oo ..........
llilnoi .............
Indiana ..................
Iowa ....................
Kansas ..................
Kentucky ................
Louisiana ................
MarylarW ................
Massachu s tt t ..........
Michigan ................
Minnesot ...............M LSqslppl ...............M  

lssourii ..............

Montana .................
Nebraska ...............
Nevada ..................
New Jersey ..............
New Mexico .............
Now York ..............
North Carolina ..........
North Dakota ............
Ohio .....................
Oklahoma ................
Oregon .............Pennsylvania .........
South Carolina ...........
South Dakota ............
Tonnes .................

Establishments

May1931

5
4698

17
8
6

121
8

423
144
86
37
30
5
2
2

255
108

2
119
20
27

379
3

743
5
18
340

23
20

13
12,

Increase
Janu-

1941 Num . Per-
her cent

10 5 100.0
9 5 12& 0
4 -2 -33.3

179 84 88.4
26 9 52.9
8 ...........

11 5 83.3
22 10 83.3

4 3 300.0
11 3 37.5

529 100 25.0
178 34 23.6
103 17 19. 7

49 12 32.4
31 1 &3
12 7 140.0
3 1 60.0
4 2 100.0

335 80 31.3
212 104 98.2

3 1 50.0
137 18 1& 1
25 5 25.0
39 12 44.4
a 4 400.0

473 90 25.3
9 6 200.0

875 132 17.7
6 1 20.0

30 12 88.8
404 64 18.8

37 14 60.8
28 8 40.0

483 128 80.0
I ...........

23 10 78.9"
17 5 41.8

Certified alley beds

Ma'193N

37
22
35
872
127
46
8
98
12
38

3,308925
466
197
222

24
22
12

2,223
595
10

919
I11
197
12

2,123
20

4,059
15
832,5 04
182
140

2,073
2

71
80

Janu-
1941

89
68
23

1,793
186
46

118
162
28
69

4,327
1,202

588
257
254

89
28
20

3,092
1,244

22
1,063

141
238
27

Z817
49

0,065
23

149
3,409

240
190

2,878
8

131
138

Increase

Num. Per-
ber cent

52 140.5
44 200.0

-12 -34.2
921 105

59 40.4
60 I03.4
64 65.3
16 133.3
31 81.5

1,019 30.8
277 29.9
102 21.8
60 30.9
32 14.4
685 270.8
8 27.2
8 08.6

869 39.0
649 107.3

6 37.5
144 1&6
30 27.0
81 30.0
15 12.6

694 32.6
29 145.

1,408 30.1
8 53.3

66 79.5
965 38.5

88 87.8
50 35.7

803 38.7
4 200.0

60 84.5
58 72.5

per estab.
lshnent

May
1939

7.4
8.5

5.8
9.2
7.5
5.7
9.7
&2

110
4.7
7.8
(14
&4
&3
7.4
4.8
11.0

.0
8.7

8.0
7.7
&6
7.3

12.0
&6
8.7
&3
3.0
4.6
7.4
6.6
7.0
&8
2.0
5.5
8.7

Janu-
1041

8.9
7.3
5.7

10.0
7.1
.7

10.7
7.3
7.0
6.2
& 1
6.7
&55
5.2
82
7. 4
9.3
&0
9.2
5.8
7.3
7.7
&6
8.8
&4
.9
&54
8.9
3.8
4.9
8.5
8.5
6.8
5.9
.0
&7
8.1



784 REVENUE ACT OF 1941

ExinolT A.-iiummary of bowling alley establish mcits and alley beds crtiliCd
by the Americatii Dowling Congres-Continued

Average lwds
Establishments ('ertifled alley bedis per estah.

State Increase Increase

Ia J-ay an May ar-
19 ini- Per- 13 l ll Nuin- Per- 1939 1ry

her cent her cent

Texas ................... 40 6i1 21 52.5 314 472 158 50.3 7.0
Uttah ................... 8 ii 3 37.5 75 11.3 M 50 '. I 10.2
Vermont ..........-..... 2 2 __- - - --...... 1,5 19 4 26.6 7.5 9..
Virginia -.................. I 2 1 i). 0 12 I11 4 33.3 12.0 S ,l
Washington ........... . 3 47 16 51. 6 187 312 125 CAi. 8 6.0 6. 6
WVest Virginia--- -------- 23 29 0 26 0 135 187 52 38. 5 5.9 t. I
Wisconsin ............. 5 439 64 17.0 2. 017 2,501 4SI 23. 9 5.4 5. 7
Wyoming .............. 7 11 4 57.1 35 53 18 51.4 5.0 4.s
Alaska ................... 2 2 . -5 ;) .. . -.. 2.5 2. 5
('anada ................ 47 49 2 4.2 442 446 4 .9 9., 9.1
China .2.................. 6 : ...... 3.8 3.
lawali ............ .... 3 6 3 I ).O 21 40 25 119.0 7.0 7.6

Mesico ......................... 2 2 ........ . 28 ...... ... 14.0
Washington, i). C ...... ...... I I .. 4 4 . I)

Total .............. 3,8o 5,005 1,125 28.9 25,797 :5.550 9.7M 37.7 ,. 7

(Whereupon, at 12:25 p. 1n., the hearing was vecossed until 2 ). I.)

AFTERNOON SESSION

(Pursuant to the adjournment for tho noon reves i he committee
reconvened at 2 p. m., Senator Walter F. George (chairman) presid-
ing.)

Ti CHAIRMAN. Dr. Conipton, will you come around, l)lease?

STATEMENT OF DR. WILSON COMPTON, WASHINGTON, D. C., REPRE-
SENTING THE NATIONAL LUMBER MANUFACTURERS ASSOCIA-
TION

The CHAIRMAN. You are representing the National lumber Matut-
facturers Association?

Dr. CoMPToN. That is right, Mr. Chairman.
lhe CHAIRMAN. And you have a brief, I presume?

Dr. CobtI-roN. I have a short statement here, which, if it is agreeable,
I would like to base my few remarks upon. In fact, I might save you
time, and my own, by jist following this.

The CHAIRMAN. It is very mitch against, our will, but in order to
accommodate as many of the industries and taxpayers as possible, we
had to put a limitation of 10 minutes on the time. From your brief,
however, you will not consume more than that.

Dr. COMPTON. I will not occupy 10 minutes.
I noticed while I was sitting here, Senator, a tabO, on page 578 (f

the hearings which you held, alinl I would like to have my remarks tU) be
related to the table entitled "Table 13-Sawmills and'Planing Mills,
per Incomo Returns," that appears on that page.

The CHAIRMAN. Very well, that will be so noted.
Dr. COMpTON. My name is Wilson Compton. I am the secretary

and manager of the National Lumber Manufacturers Association anti
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vice president of American Forest, Products Industries, Inc. I have
.-ough t. till opportunity in behalf of tile major lumber and timber
products industries to ask your consi(leration of tn important, sol1e-
what paradoxical, and I think li)1 uiidlesired (liscrimination ill the
pending tax bill. It has been brought to your attention by spokes-
men for the (0111 industry, the railroads, tie timber i(hiustries of the
West and others. I wish to put before you a sununariy of its unfair
and discriminatory effects upo the Iliiihber 1111d tiluher products
i1(lustries ill all regions. South. North, and West.

This diseriIination is ill section 201 (a) of the bill. In sulhlivision
(2) of that, section is l)rovided a "special rule inl certa il cases wAle'e

invested cal)ital credit. is used" ill tile compjutat in of excess-l)rolits
tiix(i. This provisiml wou(l apply to all co(i)pallies which. during
tia period 1936 to 1939 showed earnings less tian 8 percent of in-
lest ed cal)ital. Especially will it apply in the a11trl1 resources in-
dustries wiIih their comparatively large invested cal)itaI and their
comparativelyy low earniligs In recent years.

This )rop;sed special ruie is it penalty tlx al)l)icable in fact only
to (orporati(s with no earnings or siliall earnings during tile base
le'iod, and al) licable to them for no other reason than that during
the base period they v were unable to show substantial earning . It
would not evenl a)p'ly to a new corporation which was not in pera-
tion during that l)eiiod. Anl to that point I would like to call
especial attention.

'Fhie lumber industry during recent years Ias been notoriously till-
profitable. Il(co'0e-ta'X data l)uilished by tlhe Bureau of Internal
Revenue indicates a total net income for the base period for corn-
)anie, in lumber and timber products industries amounting to less

than 11/2 percent annually of their assets a(iissi)le im the computa-
tion of invested capital. *At, that point. Could I refer to this table oil
page 578 of the hearings?

The CHAUCMAN. Yes.
)r. COMProN. To illustrate specifically the effect of this penalty

tax on tile lumber mamifacturing imldlst:y ay I cite three examples.
and these are all drawn from the publislhed reports of the Bureau of
Internal Revenue. All I have to say is )redicated upon the pblica-
tioli of the Bureau, and that, is I)asel, in turn, on tile income returns
filed with them.

First, 55 percent of tie income-tax returns for corporations in this
industry during the 4-year base period rel)orted no net income. )ata
on asets is available'for only 3 of the 4 years. But these no-net-
incomo corporations in the 3 years for which data are available, had
average assets totaling $448,I)00,000 after deducting items not con-
sidered as part of invested capital for the l)urposes of this law.

Eight percent. of their admissible assets of $448,000,000 amounts to
.3i5,824,000. This theoretically is their invested capital credit or

exemption from the excess-l)rofts tax. But on this credit the opening
bill proposed it tax of 10 percent. These corporations would, there-
fore, be taxed $3,582,000 o1 their exemption.

Second, the remainder of the lumber companies, accounting for
approximately 45 percent of the returns reported a net. profit in the
liase period. T Their average invested calitil, Colllputed from the
avaIilable (iata ul)ished by the Bureau is $598,000,000. Most of these
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are companies of comparatively small or moderate size. Most would
be entitled, under the standards contained in the pending bill, to an
8 percent excess-profits tax credit on an aggregate of $47,845,000.
During the base period these companies hay a net income before
income taxes equivalent to 6.39 percent of their admissible invested
capital or an aggregate of $37,512,000. The difference between the in-
vested capital credit and the earnings credit thus computed is
$10,833 000. This, too, by the terms of the proposed special provision
would be subject to a penalty tax of 10 percent or $1,033,376.

Third, the lumber manufacturing corporations making Federal in-
come tax returns total about 3.000. Their combined admissible in-
vested capital is about $1,046,000,000. heir average yearly net in-
come during the 4-year base period, without subtracting the $12,500,-
000 deficit in 1938 was less than $17,800,000, less than 13/4 percent of
the invested capital. Assuming that these companies will use the
invested capital credit option, that credit in the national industry ag-
gregate would be about $83,600,0(X. Subtracting from that amount-
if perchance such an amount were earned in 1941--the average earn-
ings of $17,800,000 would leave $65.800,000, subject, therefore, to a
10 percent penalty tax or a tax of $6,580,000.

These examples, of course, are not totally accurate. The available
data are not complete. The specific exemptions would somewhat re-
duce the tax but would not substantially modify the extent of the
discrimination resulting from this special tax.

Nor does this discrimination exist merely in national industry aver-
ages. For example in Wisconsin in 1936, the only year of the 4-year
base period for which this information is now available, 49 com-
panies earned an average of 4.3 percent of invested capital; 55 others
had a deficit of 6 percent. In North Carolina during the same year 74
companies earned an average.of 6.4 percent and 50 had a deficit of 11.8
percent. In Oregon 65 companies earned 5.4 percent; and 114 com-
panies lost 4.3 percent. In Tlexas, 40 companies with admissible in-
vested capital of $10,200,000 had a profit of 12.2 percent and 33 others
with an invested capital of $24.200,000 had a. deficit of 2.9 percent.
In Virginia 54 companies, including those which operated at a profit
and those which operated at a loss, earned 3.9 percent; in Georgia 94
companies earned 4.2 percent; in Washington 246 companies earned 3.3
percent.. These com)ainies if they use the invested capital credit.option,
as most of them will, will be subject, under this special provision, to a
penalty tax on the difference between these amounts and 8 percent
(or 7 percent as the case may be) on their invested capital. To many
of these companies which have been financially impoverished during
most of the past 10 years, these are very considerable amounts. Most
of them will have enough difficulty in paying their share of the fair
taxes imposed on them. They should not in addition be asked to pay
unfair taxes which penalize them for no reason except that in recent
years they have been unable to show a more impressive earnings
record.

We are not objecting to the tax rates. We know that the bills must
be paid and that to do this the taxes must be high. But we are
objecting to inequality of taxation and to discriminatory penalty
taxes on companies with large investments merely because their op-
erations during the recent so-called base period have been generally
unprofitable. We hope that this inequitable provision of the pending
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bill will have your earnest consideration, and that it may be elimi-
inated before the revenue bill is reported to the Senate.

The CHAIIIRMAN. Are there any questions by any members of the
committee of Dr. Compton? If not, Doctor, thank you very much
for your appearance.

Dr. CoTrroN. Thank you.
The CHAIRMAN. Mr. 'Thomas Young, of Salt Lake City.

STATEMENT OF THOMAS YOUNG, SALT LAKE CITY, UTAH, REPRE-
SENTING THE NATIONAL SIGN ASSOCIATION, INC.

The CHAIRMAN. You appear on the tax on the electric signs?
Mr. YouNo. Yes, sir.
The CHAIRMAN. I believe your appearance is for the National Sign

Association, Inc., is that correct?
Mr. YcuNo. That is right.
The CHAIRMAN. All right, sir, M1r. Young.
Mr. YoUNo. Mr. Chairman and gentlemen, I am president and

manager of the Young Electric Sign Co., in Salt Lake, and also presi-
dent of the National Sign Association.

As president, of the National Sign Association, I speak in behalf
of an industry comprised of sonic 3500 small manufacturers, who
are performing a service primarily adapted to the needs of the local
merchant and businessman.

We are opposed to the imposition of an excise tax on advertising
in any form, since such a tax will place a handicap on the expansion
of business necessary to produce the means required to meet the de-
fense program. The reasons why this tax should not be imposed on
neon and electric signs, however, are of a special and important
nature.

First I wish to state our industry realizes, as do all others, that a
state o emergency exists and that taxes must be levied in order to
carry out the defense program. We are not opposed to paying our
full share of any equitable tax, even to the full extent of our profits, if
necessary, but we are opposed to the s ggested tax under considera-
tion, which will inflict an unjust bTrden on the development and
proper use of our medium and inhibit the effort of the small business.
mni in adjusting himself to conditions he is now facing.

For a large percentage of small businessmen, our medium is the chief
form of advertising used, and for many the only form used. Please
remember that most neon and electric'signs are installed on the mer-
chant's place of business, and are the means by which the merchant
can best identify his place of business and thereby sell his merchandise.
For the great majority, the neon and electric sign represents the only
means of forming a contact between prospect and himself-the only
means of securing business. Usually his trade is drawn from a rela-
tively small area, and in more cases than may be realized, the sign is
the first and only contact available to those passing in his viciifty.
For this reason no other medium of advertising is available for his
use. All other media of wider circulation would represent an eco-
nomic waste, which makes their use not only impractical but impossible.
Handicap the small businessman (and by this the large majority of all
business establishments) with this tax, and you make it difficult to
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readily readjust his business to the present programli, :In'l may even
cause conditions that will force him out of the enterl)rise in which he
is engaged.

Not less severe is the effort on our own industry, which gives employ-
Ient to more than 50,000 persons, most of wlhoml are highly skilled hi

their specific trades, and so specialized as to make them insuited to
any demands of the defense industry. In the l)resent trade their
wages and working conditions are above the average for industry.
Signs are custom-built and, therefore, require a1 much higher percent-
age of labor to the finished )roduct than those product.- produced by
(luanitity methods. Orll" plants (to not have the type of equipment or
machinery required for defense products. ()ur margin of profit is
small, and any ap)reciahle diminiuition of business wili result in loss
of employment, e imination of profits, and consequent loss of expected
reveillie.

It. is our belief that the total amount of revenue which could be col-
Jecte(l would be small, and that the cost of its collection from so many
firms woulh net a very much smaller net income to the G vernmellt.
There is, perhaps, a smaller volume of business s in new signs produced
thian might be expected. Because sigus are, by their v ry natiure and
purpose, placed in )ositions of visible recognition, the'amount and
quantity is always overestimi-ted by tile general observer. 'ihe total
revenue of the sign industry ia alf its ramifications reaciws a figure
much less than that of an oil coripany in one of our Sates. The work

being custom-built, is (list ribute( between an estimated 3,500 firms,
the greatest majority of which employ few individuals. The cora-
planies reaching it volume of $100,000 in a year or over, will not. exceed
more thunm 40 to 50 in number, and according to a (overnment censutil
report, only 1,386 even enjoy a business of over $5.000 a year.

Because this tax would impose a hardship on thous:mils of small
businessmen, would throw many specialized men out of eilployment,
and would not net an important gross revenue, we register our earnest
opposition. These objections are in addition to the fact that tie very
theory of an excise tax on advertising will be a tax on business (level-
opment.

Senator CONNALLY. Do you know of any tax that is not?
Mr. YOUNG. How is that?
Senator CONNALLY. You say it is a tax on business development.

Do fou know any tax that is not a burden on businos in some

Myfr. YouNo. I do not, Senator.
Senator CLARK. No tax really encourages the develolpment of

business.
Mr. YoUN. Let me say at this moment, however, that while I

mn speaking of a struggling business, I am practically speaking
with 25 yars or so be ind my record. As I appear here before
you gentlemen my mind goes back to the struggling existence of
this industry ill tihe days when we were manu1acturing what was
known as bulb-type sigiis. and how difficult it was for the industry
to get its product on the market by reason of the high cost of opera-
tion, and then, after the war day , the last war days, the incel)tioui
of gaeous-tube signs came into being, and the general acceptance
Of the public was somewlt retarded by reason of engineering
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btml IV reason (f its being of a highly specialized nature, and it
too) solie time before this medium was generally accepted.

h'le 1teol sign, its my relo t indicated, is a beautiful thing to
look at. Many people iake the position that in looking at a neon
sign, because of its beauty and enhancement of color, every time
it holds the e'e there is a l)ofit made.

Since the 'adoption of the neon tube and the neon sign into the
life of the Amierican business many elolments have been ran(It
il the use of fltorescnee. It is. till accel)ted thing. Our people in
business want, it. It is inexpensive to operate and it. has (one con-
-iderable to enhance the communities and cities andl highways where
these signs are erected, and for that reason it is a spectacular busi-
ness and is something lnt shollhi be considered as being of im-
jiortance in till its raiitfications.

Senator 'fA r'. You (1o not think it differs front all the rest of
flt, outdoor avert isinig, uo you ? I mean, you cannot distingtish
between thl different k(l(1 of outdoor avert Ising?

Mr. YouNo. Outdoor advertising, in a inesasurv'. is relatively con-
iclte( with this business. Neon tubes tire used in connection with

outdoor advertising on signboards.
S'imlt or Tlr. Ate yoti objecting to it tax on any electric signs?

Mr. YOUNO. I ant objecting to ii. tax on any electric signs.
ThIe (n.nM.1.. lhe ianufacturers sales tax?
Mr. YoUNo. Or a manufacturers' sales tax. The fact that it is

a highly Specialized product in labor, and tilhe increasing demands
of labor from time to time, by reason of increased cost-of living,
warrant the consideration of this matter.

Ii addition to that, we are confronted throughout the United States
with the everrisihg taxes of cities. Communities atd municipalities are
(ois11 littly raising taxes on the electric sign, and in order to climax
my remarks, I would like to make this impression, that if tlte statistics
are followed, you will find that tih small manufacturers, the neon sign
mmtfacturer, is not ill the position to even own his own buildings.
Many are compelled to lease their )roperty and rent from month to
monioth.

Are there any questions that I could answer?
The CaIII MAN. Are there any questions from any member of tle

committee ? If not, thank you very mucht.
We were not able to reach some of the witnesses on Friday. One

was Mr. Edward O'Neal, president of the American Farm Bureau
Federation. Mr. O'Neal, will you come around, please, sir?

We have not finished today's list but then, since you were on the list
on Friday, and were not reached, I understand you are free this after-
noon to go ahead.

STATEMENT OF EDWARD A. O'NEAL, CHICAGO, ILL., PRESIDENT,
AMERICAN FARM BUREAU FEDERATION

Mr. O'NEAL. Thank you, Senator. I am sorry that I had to lose my
place Friday afternoon, but I am afraid I was too frank. I thought
it, would take 35 minutes.
The CHAIRMAN. You were too honest.
Mr. O'NEAL. Too honest at one time, and honesty does not pay.

(1077-41- -51
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Senator BARKLEY. Is that a habit of yours, or just a casual occur.
rence?

Mr. O'NEAL. It is casual, I assure )'ou. I would very much like to
have the time, but if you will buckle me down to 10 minutes, I will
not have the time to go through this brief here. It will take me about
35 minutes.

The CHIMN Of course, You call put your brief inl the record.
If you cannot confie yoursel f to a)i briefer periodl in your statement, we
A% ill not count it against you if ainy questions are. asked, because 'You
were to go on on Friday.

Mr. O'NEA,. Thank you, Senator George. I appreciate this 1)p)O.
tunity, because my organization is very, very vitally interested in taxes.

Farmers pay the heaviest percentage of taxes of any group in the
United States, and it is of vital importance to us all. If you want
to cut me off now, and confine me to 10 minutes, I would like to pick
out a couple of points. I have four recommendations that. I want you
gentlemen to consider.

The CIA,\1M15AN. Mr. O'Neal, in the interest of thev:e other gentle-
men here, your whole brief will go in the record. Now you may dis.
cuss such parts as you can in the 10 or 15 minutes that have been
allotted.

Senator HERnINO. I suggest we give Mr. O'Neal some of Mr. Alvord's
time that was not used last Friday.

Mr. O'NEAi. The Chamber of Commerce had 3 hours, and I hope we
may have a little time to cover our subject.

The CHAIMAN. We will not be Very rigid With iou.Mr. O'Nmr,. rIlhe farm people, who constitute o'e-fourth of the Na.
tion's population, have a vital concern in the Nation's tax )olicies.
Agriculture is a $38,000,000,000 industry. A farm purchase l)y an op.
orator is tile investment of a life-time's'earnings; all he has earned to
(late and hopes to earn in the future. No other large group with coin-
aral)le incomes has as high long-term investments as farmers. We

lave sought consistently to view national tax policies from the broad
standl)oint of the public welfare and not from a narrow, class, selfish
point of view.

The general policy of the American Farm Bureau Federation oi
Federal taxes is set'forth in the following resolution alopted at our
twenty-second annual convention, held in Baltimore, in December
1940:

The national defense program Is placing new and greatly Increased burdens
upon the Federal Budget. In affirmation of the policies set forward by the
board of directors, we support higher taxes to meet a proper share of this added
(.xpenditure. We will oppose efforts to raise this revenue from excise or con-
sun)tion taxes. The corporate and personal Income tax must be the inain
source of revenuv andl(| the oxes5-l)poffts lax should he tightened and naxinum
rates of 1prafit established above which all revenues will he considered as excess
profits and be taxable as such. Only by such tax policies canu profiteering be
forestalled and the defense program financed on the basis of ability to pay.

At a meeting of the three largest national farm organizations, the
National Grange, the American Farm Bureau Federation, and the
National Council of Farmer Cooperatives, in Chicago on Juno 5 last,
called to discuss the problems facing the farmers, organized agricul-
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tare was united in adopting the following statement of policy with
respect to national defense and taxation:

In order to prevent dangerous Inflation and an undue accumulation of debtsas a result of the enjormnous eXpcndltures for national defense, we urge that,

insofar as practicable, the costs of the defense program be paid from current
Income. This requires a tax program with a broad base, in which everyone
will take part in accordance with ability to pay. In this emergency all unwar-
raet profits of industry, labor, and agriculture should be recaptured by ap-
propriate taxation to help pay the cost of the defense program.

'lie proposed revenue bill of 1941, as passed by the House, fails

to meet adequately our present fiscal reqtrements to finance the im-
tional defense )rOgrami and to check runaway inflation. In order to
meet this need, the American Farm Bureau Federation proposes the
following recommendations:

1. The l)roI)ose(d bill should provide more revenue, in order to ay
as we go it larger proportion of the cost of the defense pregramn while
the Nation is able to pay.

2. The l)roposed bill should be amended so as to require everyone
to contribute to national defense according to his or her ability to pay.

3. Stop profiteering at the expense of national defense and security.
4. Use tax powers to check inflation. This is the most effective way

to prevent disastrous inflation.
5. We are strongly opposed to increased excise taxes, a general sales.

tax, or a manufacturers' tax; at least until other tax sources have
been mlore nearly exhausted; and favor, instea(l, increased taxes
based upon0 ability to pay.

I wish, Mr. Chairman and gentlemen, to discuss briefly these five
recommendations.

1. The proposed bill should provide more revenue. This measure
does not' raise enough money either to cope adequately with the fiscal
requirenents for fiiiancing the national defense program or to pro-
vide an effective check against excessive inflation.

The estimated national debt now is ap proximately $50,000,000,000.
Already we have either expended or obligated approximately $50,-
000,000,000 for the national defense program.

If the war continues, it, is not unlikely that the total cost of our na-
tional-defense program may amount to $100,000,000,000. We certainly
ought to pay at least two-thirds of this cost as we go. According to
Treasury Department estimates, the total Federal expenditures during
the fiscal year ending June 30, 1942, will amount, to $22.169.000.000;
and total receipts without this bill will amount to $9,402,000,000, leav-
ing an estimated deficitt of $12,767,000,000.

It is estimated that this bill will provide $3,1230,700,00, of additional
reventle on a full year's basis. Even if this were raised to 3 billion
dollars, the total estimated Federal deficit for the current fiscal year
would amount to $91267,009,000. If our national expenditures are go-
ing to continue at these levels, it is vitally important-both from the
standpoint of it so1d fiscal l)Olicy and from the standpoint of pre-
venting an orgy of inflation, with the inevitable disastrous conse-
quences of deflation that will follow-to recapture a larger percentage
of increased profits and earnings that result from the enormous defense
expenditures. We ought to pay a larger share of the cost of the
defense program out of those increased profits and arlningrs instead of
depending so heavily upon borrowing.
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It is estimated that the national income for 1941 is at a level of about
$88,000,000,0a'), about $12,000,000,000 above last year. If additional
taxes are equitably distributed and levied, we should be able to re-
ci pture a larger percentage of these increased )rofits and earnings
than the 31/2 billion dollars proposed.

The Nation is better able to pay a larger share of the cost of the
defense program now, when profits and earnings are greatly. in-
creased, than it will be in the diffitcult years of post-war readjustment.
Too much borrowing, resulting in inflation, will certainly get the whole
econoinic machine out of gear as it, did in the first World War. All
of these exl)en(litures ive got to be paid for some time. It is better
to pay for them now as far as we can out of increased incomes, than to
)ostpone payment until a later period when the national income may
)e mucli Iowemr tian it is now.

2. The proposed bill should be amended so as to require everyone
to contribute to taittonal defelise according to his or her ability to

I agree witi time statement made by Secretary Morgentla to this
comm111ittee. that wve ileedl an "all-out tax proignm'anm" on- tile basis of
ability to p~ay; that, our tax program has niot kept pace with thle de-
fenlse program ; a11d that the. 1CoI)le of this countr y have never been
m1ore ready to make sacrifices for thme conliom good.

The proposed bill (loes not meet this objection of an all-out tax
program base(] on ability to pay. Atcordiiig to the estilmates of tie
'reasury Department, the 1)restiit bill l)rOl)oses to obtain from indi-

vidual income taxes $8(4,800,000, or 26.7 percent of the total vield:
from corporation taxes $1,345,200,000, or 41.6 percent ; from estate and.
gift taxes $151,900,000, or 4.7 percent; -nd from increased taxes
$874,800,000, or 27.0 percent.

The time has come when we must face tie fiscal situation frankly
and courageously, and provide a system of taxation that will prop-
erly finance our defense program on a fair basis to all. Let's stop
straining at gnats by hunting up all kinds of little vexatious excise
taxes that raise comparatively little revenue but. cause at lot of irrita-
tion ami(l tend to discredit our national fiscal policy. Let us give
the American peol)le a chance to do their part for national defense
and national security. I believe the g'eat masses of the American
l)eople are ready to'do their part and to help pay for the defense
program provid(l it is put on the basis of -ability to pay.

A Gallup poll taken last, May indicates that th'e American people
are willing to pay, each his individual share, of the defense costs.
Fifty-eight. percent. of the people interviewed were in favor of every
family with an income of $1,000 paying at least $10 a year, and
larger amounts for families with larger incomes. Fifty-nine percent
said they would be willing to pay the equivalent of 2 weeks' salary
in addition to taxes they -were then paying. Seventy percent said
they thought defense costs should be met cliiefly by taxation, rather
than by borrowing.

A later Gallup poll, reported in this morning's Washington Post,
indicates that the general public's views are:

1. To minake families now exempt pay at least something.
2. To levy a higher tax than at present on Incomes hetweei $3,000 and

.$10000, amd
3. To lower the tix on mailles earning over $10,000.
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Tie general public favored an income 'ax of $6 on a net family
income of $1,000; $17 on an income of $1,500; and $55 on an income
of $2,000-all of which would be exenl)t from income taxes under
the present bill.

A Gallup poll taken of Who's Who showed a vote of 53 percent
for and 37 percent against a proposall that every family not on relief
should be required to pay a Federal income tax. It hloks like every
group, from top to bottom, of our income strati believes in thisobjective. ,

n the past several months I have talked to a great many peopleI oil tile farn] 1111 off the farmIll-ffrer , businessmnen, taxi dhrivers,
workers, and others-and universally I find a willingness to pay their
fair share of the defense program. Our boys are making their con-
tribution to the national security )y leaving their jobs and giving
at least a year of active military tr1ainin-and it may be several
years. They ar1e risking their lies as we as making sacrifices of
Income. It 'is.'j patriotic duty of other citizens engaged in civilian
occupations to'le prepared to do their part in supporting the national-
defense program. Let, us give the American people a chance to
demonstrate their patriotism by providing a simllic income tax, grad-
uate(l on the basis of ability to pay, so that they can all help finance
the defense program in accordance with their means. This tax-
particularly in the lower Irackets-should be ma(le~simple so that
the taxl)ayer call compute his taxes readily.

Such a'tax would give every citizen a chance to participate in the
responsibilities of government, which is fundamental to the preserva-
tion and successful functioning of a democracy.

The proposed bill exempts entirely the great bulk of wage earners
and other income earners from income taxes. Under its terms a
single person with a net income of $800 and with no dependents
would pay no tax; a married person with a net income of $2,800
and with two dependent children is exempt from all income taxes;
and if lie has four dependent children, he would pay no tax even
though his income is $3,600.

There are 45,000,000 to 50 000 000 persons gainfully employed or
receiving substantial incomes in the United States; yet it is estimated
that this bill will collect income taxes from only 10,925,000 persons,
or about one-fifth of the total number of persons earning wages or
incomes. And it is estimated that out of 17,100,000 who will fle re-
turns, mor than 6,000-000 will pay no tax.

Our tax base is too narrow. When the national income is $90,-
000,000.000, the income-tax base under 1940 exemption would be about
$13,000,000,000. Seventy-seven billion dollars is outside the income-
tax base. One of the most effective ways to increase the base is to
lower exemptions.

According to the' studies made by the Iowa State College, lowering
the exemlptions by half would add a total of $11,000,000,000 to the
tax base, of which $9,800,000,000 is between the income levels of
$2,000 and $10,000, and the remainder would be added from incomes
above $10,000. Their studies show that low-income families would
be better off under an income tax without any exemptions at all than
under a sales tax, because low-income families spent so much on items
subject to sales tax. Their studies further show that an adequate tax
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base can be obtained by cutting present exemptions by half. This
would still leave much of the popul ation nontaxable.

If we are going to obtain the large amount of iuoreased revenue
needed to properly finance the national-defense program, the most
equitable way to accomplish this is to broaden the income-tax base
by reducing the exemptions. The only other way we can raise this
much additional revenue is through a general sales tax. The studies
of the Iowa State College show that the sales-tax route would be
much more burdensome to the lowest income groups than the proposal
to cut exemptions one-half. (Pt. XIII, report prepared for the
American Farm Bureau Federation, March 29, 1941, by members of
the economics staff, Iowa State Colkge, Ames, Iowa.)

We therefore wish to respectfully recommend that the present ex-
eml)tions of $800 for single persons, $2,000 for married persons and
$400 for each dependent be reduced at least to half of these levels.
I believe the American people would support a readjustment of the
income-tax rates and exemptions so that every gainfully employed
person would pay some tax for defense and would know that he is
payi such tax.

If tle use of the taxing powers is to be effective in checking infla-
tion, it is essential to tax the excess earnings wherever they are. Ac-
cording to a study male by the Brookings Institution '(America's
Capacity to Consume, 1934) 42 percent of all families in the United
States received incomes less than $1,500, and more than 70 percent
had incomes less than $2,500. That is why it is essential to lower
exemptions and require all to contribute in accordance with their
ability to pay. The great mass of buying power which will create.
the greatest inflationary pressure, is contained in the income groups
below $2.500.

According to a study by the National Resources Board, nearly
two-thirds of the total consumer income went to persons receiving in-
comes under $2,600, who made up nine-tenths of all consumers and
63 percent of the total consumer expenditures went for food, clothing,
and housing. (Structure of the American Economy, National Re-
sources Board, pp. 9-11, June 1939.)

3. Stop profiteering at the expense of national defense and security.
The present so-called excess-profits tax on corporate income is inade-
quate. Under the average-earnings option, a corporation is exempted
from all excess- profits taxes whatsoever no matter how high its earn-
ings may be so long as its earnings do not exceed the average earnings
during the b~lse period, 1936-39. In addition, corporations are per-
mitted , under the amortization provisions, to write off their entire
extra investment due to defense at the rate of 20 percent a year so
that, at the end of 5 years (or less, if the emergency ends sooner)
they will have paid the entire cost of the additional plant expansion,
out of the profits of Government contracts. In the case of profits in
excess of the average earnings, the Government recaptures at the
maximum 60 percent of the excess, under the proposed bill.

Merely because a corporation enjoyed an exceptionally favorable
position during the period 1936-39, is no justification to give such cor-
poration preferential treatment. It is unfair to the rest of the tax-
payers to permit these favored corporations to enjoy their average
earnings without limit, -and escape any excess-profits tax on these
profits.
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We resp~ectfully urge that the rates onl corporate income lbe grad-
uated uplwa~rd to real ,tln'e at larger percentage of excess profits; and
that the average earnings option be modlified1 to provide that aill profits
above at reasonable imaXiiun return onl investment. be considered as
excess profits and subjected to tile same schedule of rates as applied
to all other corporations.

It is also essential that we prevent profiteering in wages and salaries.
Millions of persons are receiving very substantially increased incomes
as a result of the enormous expenditures for defense. All should con-
tribute their equitable share toward helping to finance this program.
American agriculture does not ask any special preferred positions;
farmers are ready to do their part. We are against l)rofiteering at
the expense of national defense-whether it be in agriculture, in-
(usty, or labor. American farmers will match dollar for dollar on
the basis of ability to pay and sacrifice for sacrifice with labor and
industry to hel l) finance the national-defense program.

We recommend that the committee give consi(lerIation to a greater
graduation in the corporate income-tax schedule. The prol)osed bill
provides for an increase of 5 percent on the first $25,000 of surtax net
income, and 6 percent on the balance. A larger upward graduation
would appear desirable in keeping with the principle of ability to pay
and the further objective of preventing the growth of monopolies
and the undue concentration of control of our economic resources.
Statistics of corporate income issued by the Treasury Department show
that most of the corl)orate income is earned by a comparatively small
number of large corporations. FJor example, in 1937--out of 192,000
corporations making tax returns-169,623 had incomes less than
$25,000 and that 22,399 corporations which earned more than $25,000,
each earned 93.39 percent of the income of all corporations making
returns. A total of 1,294 corporations earning $1,000,000 and over,
received 61.89 percent of all the corporate income of corl)orations
making returns. In addition, there were 285,840 corporations which
had no net taxable income.

Furthermore, the present policy of concentrating defense contracts
among a few large firms tends to increase costs, to cause undue con-
centration of population with serious housing and transportation
problems, and to build u) monopolies and further concentrate con-
trol of our economic system into the hands of a few great corporate
enterprises. With one arm of the Government we are trying to break
up monopolies and monopolistic practices, while we are building uI)
monopolies in the defense program.

According to an announcement issued by the 0. P. M. on July 26,
1941, 0 large corporations had 31.3 percent o)f all defense supply orders
and 56 corporations had almost three-fourths of the total dollar volume
of all War and Navy Department defense Sul)p)ly contracts.

It is imperative for the suceess of our all-out defense program and to
the preservation of independent enterprise in America, t hat the de-
fense program be decentralized. Thousands of small factories and
firms are ready and anxious to help with this program, if they are
given an opportunity. Decentralization of defense contracts among
Industry throughout the Nation would not only greatly strengthen
our defense but would greatly stabilize our whole economy, and
render less difficult the post-war readjustments.
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There is a provision ill existing law for a special national-defense
tax equal to 10 percent of tile total amount of other taxes to be paid.
Ill tile proposed bill these defeilse taxes Which were imposed for a 5-
year period by the Revenue Act of 11)40 would be made permanent. I
(lo not believe that it is desirable to add this special tax periiaiiently
to the tax structure, as it unnecessarily coml)licates the computation
of taxes and it ceases to have ituch of its inherent value as a special
emergency defense tax. I believe it would be much more desirable
to continue tile defense tax as a1 special teml)orary tax, but increase
it sufficiently, when coulpled with the graduated income taxes, so as
to effectivel., recapture excess income.

4. Use tax lowers to check inflation. We cannot stop intlation
by merely letting ceilings on a few commodities, or even oil all
commodities. We imust control the run-away wages as well as the
ca-pat y prices. It is essential that we use4 the tax powers to re-
captire excess earnings due to defense if we are to prevent inflation.

I hope you will turn and look at exhibit 4, which shows wages
and salaries constitute 04 percent of the national income.

Unless we have the courage to act now to drain off a substantial
part of the twelve to fifteen billion dollars increased national income,
either into enforced savings or taxes, this greatly expanded con-
suners' purchasing h)ower will compete for a greatly' reduced volume
of civilian goods, and it will be diflicult-if not inlipossible-to pre-
vent this competitive l)ressure from pushing ill) prices and wages.

In this connection, I wish to quote, from the August 8 statement
issued by the Office of Government Reports, as follows:

The Federal Reserve Board Issued a report predicting that unless an un-
usually large part of COnISumeI(r Income is saved or lid out iii taxes, price
Inflation will grow. The Board said: National income payments by June
Juml)ed to a rate of about $8&,000,;O0,UJ0) a year-a .14,000,RX)0o0,0 or 1) ptie-
cent rise over the rate for May 194o; wage and salary payments rose 25 lerctent
since May 1940, due to Increase of numbers employed and hour-; word ; profits
of large Industrial corporations rose 25 percent since the first half of 1940 amd
dividend disbursements of tll corporations Inicreasedi 15 percent notwithstanding
increases it taxes or other costs; commodity prices is a group were 25 ler('nt
higher In late July than early March and 50 percent above pre-walr levels.

The Secretary of Labor reported on July 16 that hourly till(1 weekly
earnings in manulfacturing In(ustries in May registered a sharp a(d-
viince. I quote from this statement:

The rise in earnings to new high levels in May resulted from wihhsiread
wage increases and extension of overtime operations Ili many industries. )ir.
Ing the past 2 months general wage-rate Increases affecting nearly 1,r'ulu9M
workers have been reported to the Bureau of Labor Statistics.

Wage-rate increases from April 15 to May 15 averaugihg 8.9 percent for more
than 7C0,0O0 wage earners were reported by 1,02(6 manufacuring plants mt of
a reporting sample of 33,791 plants employing 7,105,MXX) wage earners.

Despite increases in prices of farm products in receiit months.
retail food costs still are low relative to the earnings of nonfarni
workers coml)ared with 1929, due to increased earnings of workers iin
recent months. With their earnings well above the 1929 level, factory
workers in mid-1941 could buy 58 foods at retail for about one-fifth
less than in 1929. I quote the following extract from the statement
issued on August 14, by the United Slates l)epartment of Agri-
culture:
Tie average factory iwrker in 1929 h1d to spend abollt a third of his wilgvs

on a standard food budget (08 items) ; so far tils year he has had to SiId
about a fourth, according to Department of Agrletilture Economist Louis 11.
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Bean. This means, Mr. Bean points out, that the average factory worker, ofter
taking care of Ilil food budget, has almost a fifth more to spend on comnuomditles
other than food than ie lad In 1929. The gain in purchasing power has been
even greater than the gain Ili dollars since most nonfood Itesim cost less now.
So far this year, the average employed factory worker has been able to huy 35
percent more In the way of goods other than food than in 1929. For oiher
wage-earning groups, however, the gain Ili purchasing power has been smaller.

Farmers know the evils of inflation and deflation because they have
suffered more than any other single economic group from the dis-
astrous consequences of the (deflation which inevitably follows intla-
tioll. It has taken American a,,rieulture '20 years to recover from
the staggering blows it receivedas a result of the deflation which
followed the Worl War. In fact, we are not yet fully recovered.
If you will look at exhibits 2 and 3. you will see how far we have
gotten ili (ill recover'. We are willing to SuI)l)ort effective con-
trols and effective tax' measures to l)revent inflation, )rovided these
controls are applied all the waNy across tile board to fill economic
graps, including both in(lustr y and labor as well as agriculture,
and provided taxes are equitably (list rillted on tile basis of ability
to l)ay.

5. We are strongly opposed to increased excise taxes, a general sales
tax, or a manufactiurers' tax; at least until other tax sources have
been Ilore nearly exhausted; and favor, instead, increased taxes
based upon ability to pay.

One weakness in our )resent tax structure is that we lave con-
plicated it and have unfair distributed the tax burdens by resort-
ing to all kinds of taxes wh'ichi are calculated to delude tile citizens
into believinir they are not p)aving any taxes. I believe tie average
citizen wouhh' ratIher pay his share of the taxes based iuon his income,
and know that le is ;aying it than to l)ay a lot of indirect taxes
which, though hidden, in many cases impose burdens out of all pro-
portion to ability to pay. Foi tlt reason, we are strongly opposed
to increasing the excise taxes at this time, as proposed in this bill;
and respectfully urge that the increased income be sought out of
individual income taxes, corporate ilicomne taxes, excess-profits taxes,
and the like.

For similar reasons we are strongly ol)posed to a general sales tax
or a manufacturers' excise tax at this time. They tend to raise prices
and the cost of living and to encouu'age, pyralniding of prices. "1They
also impose burdens out of all propo'tion to ability to pay. We (to not
need to resort. to such tax devices at this time, whien the country as a
whole is enjoying very large increases in income. We are also strongly
oppose(] to iiiaking present excise taxes permanent , as l)roposed in
this bill.

Most of the exist ing taxes will expire in 1945, under the present law.
Because tliese taxes are not based upoli ability to pay and because no one
can foresee %v'hat our fiscal requirements are goig to be several years
hence, we belie ve it is unwise to establish these taxes nowI as a perma-
nent part of olir Ielle'al tax structure.

Senator TAFT. Mr. O'Neall, your idea of reaching the increased wages
is simply through lowering tl;e exemption, is that the suggestion ?

Mr. O'N,1r1 . Yes, Senator '1aft.
Senate' T'AFT. It (loes not produce any money to speak of, according

to the general report.
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Mr. O'NEAL. As I understand it, we asked the Iowa State College to
make an economic study of taxes and, as I understand it, it does. It
rai.;es a considerable amount of money.

Senator 'Tmrr. You do not state that.
Mr. O'NFAL. In other words, if you lower the exemption, as I sug-

gested there, showed by the Gallup poll, indicating there that the Amer-
ican people were perfectly willing to pay the taxes, if they knew they
were going for defense pur'po.es, I do not think there is any question
about it.

Senator CLARKi. Mr. O'Neill, when you lower the exemption the
Treasury not only profits by the amount which is brought in by
the new' taxpayers, but by reducing the exemption you lower tile
surtax base of tie other taxpayers who pay at the higher rate bracket.
So that is where the money comes from, rather than the relatively small
amount of money that comes from the new class of taxpayers that
are brought in. You also increase automatically the surtax on every
other taxl)ayer.

Mr. O'Nmai,. That is true as to the bracket, frotm $2,500 and $5,000
on il).

I really think, geI tlell tell, We nieed ill this (em e raeV a tax con-
sciousniess. I thitk Ave should have it. I am very frank and honest.
I think the Gallup poll is 100 percent right. I (1o not think I have
seen a single person-and I r11 across some isolationists now and
thenl-that do not believe ill the defense program, so to speak, and
they all say, in fact, I never had one not to say, "Well, I would con-
tribute," even the bootblack, "I would be glad'to contribute my part
to a defense programin."

Senator VANDENBERO. I think you are right, Mr. O'Neal. Every-
body that, apl)eared before the committee was in favor of taxes, ex-
celpt ing the particular ones apply ing to him.

Mr. O'NEAi1 . Senator Vandlenherg, I will plead guilty. I will
say for the farmer-let ine repeat, I am the excel)ion now to the
whole rule-the farmer pays more taxes than any group in the United
States, and speaking for iny crowd-and we are people in the lower
income group, Senator Vandenberg-we are willing to pay our fair
share. It will hit us more than any group in this country.

Senator Cj,.\IlK. Unfortunately, ir. O'Neal, tile farmer does feel
tile effects of inflation last? that is. any benefits that come out of
inflation, and the (leteriorating influence of deflation first.. That was
proved at the last war.

Mir. O'NAiT,. Yes. Sam Houston used to talk about the tax board
and William "Poison Gas" Hardin , you remember that. As the
chart shows you, we went way up tfiere. When food and fiber get
too high, it is just as certain is the laws of the Medes and Persians,
ust as sure as death and taxes, as to what will happen to us. It

?its is. Trhe labor stayed up there, industry stayed up there-the
record is here--but it hit, us. We are deathly afraid of what may
happen at this time.

I remember on several occasions I went down to see President
Coolidge. I pleaded with him after the aftermath of the other
World War. Immediately after the other World War, I pleaded
with him to lead the procession begging Congress to let us pay the
taxes while everybody', had the money. I. forget who on this com-
mittee were lere at that time. Senator La Follette, you and Senator
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George probably" remember, and Senator Barkley. They had 2,000
millionaires as ihe result of the last. World War-I forget, what it
was, but there was great wealth made, and we all said, "Lt us go
mid pay the public debt now and get rid of it, while you have got
theimoney to pay it with."

Senator BARKLEY. There are about. 6,000,000 farmers in this comi-
try, Inv there not ?

Mr h'. ('N:. . About six andi a quarter million.
Senator B.Umimm. Six and a quarter million. Of course, the large

majority of them are heads of families, they are married.
Mr. O'NEAL. That is right.
Senator BARKLEY. )o you know what proportion of them are there

who are married and have (lel)endents?
Mr. O'NFA:i. No; I really do iot.
Senator B.umxY. Assu'ning that the committee should recommend

it reduction ol 1.0 percentt ill the exemptions, bringing the head of the
house (own to $1,()0), how many farmers, heads of families, would be
affected aiid required to 1Rmy an income tax?

Ml'. O'N:,xi,. It woulh hF t a good niny of thlem, sinCe 0you and the
Congress lave leem so good ill giving 'us these pairities, the pamty
laws, and if vou see that the administration carries out the laws the
farmer is better able to )ay, and his income has beeii increased by so
Illlll.

Senmator' B.llmtmy. I am trying to get, if you have any figures on
it, out of the 6,000,000 fam'nieis, hom' many would be affected.

M'. O'NE,%,r,. I really (o not know, Senltor Barkley. A good many.
You see, Senator Barkley, iin 1940 the per capita incoine of the farmers
was $13.

Senator BARKI.LY. Pei' year?
Mr. O'NE.L. PC' capl)ita ; yes. You multiply it by 4 ul) here; in

Alabama you may multiply it by 6 or 8, and in Georgia, an(d there is
$732. That would be about the average. The average farm family, I
think, is about 4 , so you just multiply the $183 by 41,, and that
wouhl run to $732.

Seiiator BAIIKLEY. What I am trying to get at is what seems to me
to be obvious, that out of the 6,000,000 farmers there would be a small
prOl)oprtion of them whose net income, after all deductions, would be.
Iiioiv than $1,000.

IMr. O'NEAL. Well, I think under this parity concept, that we are
working under now-I call it the $2,000,000,000 Bankhliad bill that.
you pmisse(-you are going to tind that the income of agriculture wvill
run about ten aI( one-haIf or eleven billion dollars this year, maybe

a little higher, and it is going to raise the income of agricultum vecry
effectively.

Senator BA II KY. Well, I hope you are right. I am for that, as
you know.

Mr. O'NHAL,. Yes. Of course, what hits the farmer so terrifically
is the ad valorem tax of the State, which takes everything that the
farmer owns excpt the smoke that runs out of his chimney.

Senator BPHirLjY. )ue to the Banikhead program there Ivill not be
very much smoke coming out of tile chimney.

Mr. O'NEArL. That is right, but they still use time smoke in the smoke-
house for smoking meat in your Stat,, Smiator.

Senator B.Au11KmY. Tihe best meat in the world, too.
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Mr. O'NF.L. It sure is.
Senator VANDENBJIRG. On page 6, in stating your objection to the

general manufacturers' sales tax, you say that it is because the low-
income families spend so much on items subject to sales taxes.

Mr. O'NEAL. That is right.
Senator VANDENI"EO. Well, on page 7 you say nine-tenths of all

consumers and 63 percent of the total consumer ex lenditures went for
food, clothing, fill housing,

Mr. 0 NPAL. Yes.
Senator VANDENBERG. If we had a general ma nufactirers' sales tax

which exempted food, clothing, and medicine, the exem ted items,
including some others that fall into no tax anyway, would be about
80 percent. That would leave about 20 percent taxable. Would that
be particularly burdensome and unfair, in view of your general ap-
proval of passing this burden around?

Mr. O'NEAL. I-think this, Senator Vandenberg: I watched.the sales
tax working in the States, and I have helped the legislatures some-
times, where we had no income find you know the States have gone
to sales taxes, many of them.

Senator VANDENBERG. Yes.
Mr. O'NWEAL. I, as a farmer and representative of farmers' organi-

zations, said: "Do not exempt food. Do not exempt it. Whenever
you start a tax and begin putting exemptions in there, your tax is
going to fail to carry out its pl)urose." I doubt if the manufactuimmr
sales tax would raise anything much, if you begin to exempt these
various things.

Senator VANDENBERG. By substituting the 5-percent manufacturers
sales tax, with those exemptions, as an alternative for all of these
new nuisance taxes agnnst, which you complain, we would get a
millionn and a quarter dollars out of that.

Mr. O'NEAL. Yes.
Senator VANDENBERG. What I am inquiring is, Would you rather

sustain a challenge to the equity of that sort of a tax on the basis
of its being prejudicial to low-income families when your own figures
show 75 or 80 percent of low incomes would not be touched by it at
all? Do not, you think m(ler those circumstances that the challenge
would scarcely, lie against that sort of program?

Mr. O'NE.L. I think the principle is wrong.
Senator VANDENIERO. We are talking about the mathematics.
Mr. O'NEAL. The mathematics? You know they are using loga-

rithms now in(d various things in the mathematics to work these
various things tip.

Senator VANDENBERG. I want to find out how you would work it
yourself.

M. O'N,.L. I want to work it so that every fellow out here who
pays the tax knows that he is paying it. I want to say to you, Sen-
ator, you will find in your great State of Michigan that the people
themselves like hat sort of tax. They hate the sneaking tax that
goes underneath. Some fellow will give you a ticket whei you buy
a quart of liquor. find then the other fellow. will put it in the price
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of the quart. You are not any worse off. Of course, you do not kInow
after you drink the liquor as to what happens, but the point is, I
fundamientally believe the American people want to pay this tax.
They want total defense. They want to know that they pay for it,
and they want it in a direct way.

Senator VANDENJIERO. I think you are going to get your wish on
their knowing that they are going to pay it.

Mr. O'N.AL. I hope so. I think tley are able to do it. I think
the American people are patriotic. They believe in total defense,
and they question sometimes why they are not getting it. any faster
than they are.

Senator SMAT[EIIS. Mr. 'Neal, if we lower the income tax to
$500 on a single individual, that is, the exemption, what do you
think lie ought to pay on that $500? How much money (1o you
think he ought to pay?

Mr. O'NE,'L. I rather al)rove of the Gallup poll. What to do,
they say? I think it is about $8 or $1. I believe they would pay
th.'t mieh, gladly pn)v that much, or more. I really think so.

Senator TAr. Mr. O'Neal, what others me is this: You do not want
the excise tax from which we get eight or nine hundred million dollars.
you want to lower the exeil)tions. I question very much whether
by lowering the exemptions you would niake ill) i 'hiat you lose iii
excise taxes. and yet you want to raise inore money than this bill is
raising. I think,'to be fair with tis, you ought to state what can be
raised by these exemlptions, because I do not think it meets the require-
meits that vol yourinself laid out.

Mr. ON,t. I do not want to take the time of the committee. but 1
refer there to the slu dy at Amies College. If vo will let me uIt it
in the record, I will l)e glad to (1o it.

Senator Tar. Tlhrt is what I am suggesting. If you (1o that. I
would aPl)reciate it.

Mr. O'NmxL. Showing how you broaden the base and raise the
money.

The CHIRMANf:. Yes.
Mr. O'N:,mi. Halving the exenmtions would add about $537,000.000

to tax revenue at exist ing rates; about $1,042,000,000 at proposed rates.
Senator Tkrt. Would vou tax at higher rates? This bill would-

start at, 9 percent, about, from the present exemptions. Would you
tax those people more? Would you raise those rates besides lowering
the exemptions?

Mr. O'NEu. Yes, sir; it is going to hit. you and I, it is going to hit
us all as we g along.

Senator 'TAt-r. In other words, you think the rates in this bill are
not high enough as well as the exemptions being too high?

Mr. O'NAT. That is right.
rhle (' JAI AMAN. Mr. O'Neal, thank you.

Mr. O'NEAL. Thank you, Se-nator (George. I appreciate very much
the opportunity of al)pearing before you.
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(Mr. O'Neal submitted the following figures and exhibits:)

TABLE J-3.-Percentage of incomes of each income class taken by present taxes and
by various hypothetical taxes each adding $4,000,000,000 to revenue

Income class

Percent Percent
of of

Income Incometaken Icm
t taken
by by sales

present tax As
taxesI

(1) (2)

nderj$50 ........ 22.6 8.0
W to $1000 ... 18.7 8.0

$1,000 to il,.00 ... 18.1 5.7
$1,,50 to $2,000 ..... 6..7 5. 5
$2,000 to $3,00 . . 185 5.2
3,000to $5,000 19.0 4.0
,000 to 10,000.... 19. 3 3.9

10.000 to $15,000... 28.3 3.2
15,000 to $20,000... 35.7 3. 1

$20,000 and over... 43.2 2. 1

Total
of col-
umns

(1)+(2)

(3)

30.5
24.7
23.8
24.2
23.7
23.6
23.2
31.5
46.3

Percent Percent
of Total : of

Income of col. ncome
taken umns

by sales ()+(4) income
tax B tax '

(4) (5) (8)

8.4 28.9 0
5.1 23.8 0
6.2 23.3 .9
5.3 24.0 1.5
5.3 23.8 2 0
5.1 24.1 2.5
4.5 23.8 8.4
3.8 32.1 10.1
3.8 39.5 11.5
2.7 45.9 15.7

Total
of tol.
unins

(l)+(8)

(7)

22.5
18.7
19.0
20.2
20.5
21.5
27.7
38.4
47.2
M 9

rentet
of

income
taken
by

Income
tax 11

(8)

0.9
1.4
1.5
3.4
5.8
8.0
8.3
8.7
9.2

Total
of cot.
umns

(t)+(8)

(9)

22.5
19.6
19.5
20.2
21.9
24.8
27.3
36.6
44.4
52.4

1 0. Colim and 11. Taraov, Who Pays the Taxes? These estimates Include the defense taxes of 19t0.
I 8.9.percent tax on all sales except housing, medical ceatad education.
I 16.4,percent tax on all sales except food,' ousIng, medical care, and education.
4 25.Spercent Increase In normal tax on personal incomes and minor adjustments In surtax rates at higher

levels, new normal rate being 29.5 percent.
I 14.3-percent increase In normal tax rate accompanied by lowered exemptions, thee being $1000 for a

married couple, $500 for a single person, and $200 for each dependent. The new normal rate woufd be 18.3
percent.

TABLE J-4.-Total amount paid by consumer units in each income class under
alternative taxes

Number Amount Amount Amount Amount
of con- paid paid paid paid*"
sumer under under under under

Income class units I sales sales income Income
(in tax At tax 111 tax At tax D '

millions) (millions (millions (millions (millions
of of of, of

dollars) dollars) dollars) dollars)

Under $WU .......................................... 4.0 97 76............
$500 to $,000 ........................................ 9.0 428 3W ..........
$1,000 to $5,000 ....................................... 8.3 575 514 93 148
$1,8W to $2,000 ....................................... 6.3 54 M67 165 162
$2,000 to $3,000 ....................................... 7.2 891 895 352 599

'000 to $5,000 ....................................... 4.3 729 785 399 935
P5,000 to flof: - - - - -................................ 1.2 312 353 684 450
1,000 to $1 0: ................................... .2 75 89 240 201
$15,000 to 2.000 .................................... . .1 55 05 206 I 5
$20,000 and over .................................... .2 244 310 ,865 1, 08#3

Total .................................. 4 4,000 400 1 4,0

I Consumer units Include all families and all single Individuals not living In a family group.
18.0 percent tax on all sales except housing, medical care, and education.
# 1A.4 percent tax on all sales except food, housing, medical care. and education.
'25.85 percent Increase In normal tax on personal Incomes and minor adjustments in surtax rates at higher

levels, new normal rate being 29.5 percent.
* 14.3 percent increase in normal tax rate accompanied by lowered exemptions, these being $1,000 for a

married couple, $500 for a single person, and $200 for each dependent. The new normal rate would be 18.3
percent.
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TABLE J-5.-Average amounts taken from consumer units in each income group
by present taxes I and by alternative additional taxes

Average Average Average Average Average Average Average
inerge Aveoun sum left addition. addition- addition, addition.Income amount after a) tax lal tax al tax al taxIncome class per con. taken by payment under under under under
sumer present of present sales sales Income Income
unit I taxes taxes tax As  tax B I tax As tax B

Under $NO ..................... $302 $68 $234 $24.20 $19.30 0 0
$500 to $1.000 ................... 798 149 647 47.80 40.60 0 $7.30
$1,500 to $1.500 ................. 1.227 222 1,005 69.90 63.80 $11.20 17.60
$1,500 to $2,000 ................. 1,734 324 1,410 0,5.40 91.90 26.10 25.80
$2,000 to $3,000 ................ 2.415 447 1,968 125. C0) 128.00 48.80 83.20
$3,000to$5,000 ................. 3.735 710 3,025 171.80 190.W0 93.50 218.30
$5,000 to $10,00 ................ 6,812 1,321 5,521 260.80 307.90 574.40 515.80
$10,000 to $15,000 ............... 5l,810 3,257 8.253 36S.30 437.40 1,161.00 051.20
$15,000 to $20,000 1.............. 17.010 6.073 10,937 527.30 640.40 1, 961.90 1,471.40
$20,000and over ............... 60,654 26,203 31,451 1,273.70 1,637.70 0,.525 60 6,575.90
All props f .................... 2,134 469 1, 665 '98.10 198.10 698.10 '9.10

I Includes Federal, State, and local taxes.
A A consumer unit is a spending unit, that Is-either a family, or a single Individual who is not a member

of any family group.
I 8. 9prcegt tatJS sU sales except housing, medical care, and education.
'15.4 percent tax on all sales except food, housing, medical care, and education.
* 25.5 percent Increase In normal tax on personal incomes and minor adjustments in surtax rates at higher

levels, new normal rate being 29.5 percent.
4 14.3 percent increase In normal tax rate accompanied by lowered exemptions, these being 51,000 for a

married couple, $500 for a single person, and $200 for each dependent. The new normal rate would be 18.3
percent.
I These, Including other figures in the tables, are estimates based on the assumption of a national Income

of $88000.000,000.
I Thmes must be the same since sales tax A, sales tax B, Income tax A, and Income tax B were all designed

to add $4,000,000,000 to tax revenue.
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EXHIBIT IV.-Coinparafilvc 81ze of distrlbutlirc shars transferred by

cniterpri8s in selected year s
(From: Survey of C urrent Business June 1941, p. 15J

Type of share IM19 1932 19318 1939 1940

Total national income ................................... 83,3653 39,991 64,418 70,674 76,033

llusiness savings I ............................... 1406 1-8,232 -1,095 67 750
Total shares transferred by enterprises ......................... 81,869 8,223 6%113 70,607 75,28

Percent of total transferred, by enterprise

Total shares transferred by enterpriss ................... 100.0 100.0 100.0 100.0 100.0

Total compensation of employees .............................64. 3 65. 3 68. 0 6.2 68.8
Salaries and wages ....................................... 63.8 4.1 62.1 62.8 64.0

Supplements to salaries and wages ............................ ..5 1.2 & 9 8.4 4.8
Work-relief wages I ......................... ................... .3 3.2 2.6 2.1
Social Security contributions of employers .................... ........ 1.8 1.8 1.8
Other employee Income I ........................... .5 .9 .9 .9 .9

Entrepreneurial (owners') withdrawals from enterprises other
than agricultural I .............................. ... .... .10.2 11.4 10.3 10.0 .8

Net Income of unincorporated agricultural enterprises I ........ 0.9 3.4 6. 7 6.8 & 
Total dividends, Interet, equl tiefrents and royalties .......... M6 19.9 15.0 15. i 14. 8

Dividends ................................................. 7.3 07 4.8 3.3 5.8
Interest (net) .............................................. 7.2 11.6 7.5 7.0 6.8
Net rents androyalies .................................. 4.1 26 2.9 2.8 z27

I Business savings In Incorporated and unincorporated enterprises other than agricultural.
SSee footnote on corresponding Item table 2.
8 Includes returns for personal services of owners.

Exl arr V.-Consuner expcnditures fo), aitunoblct

Percentage
Income Total expenditures of total

expendi.
tures I

Percent
Under $500 ............................................................. $63,000,000.........
M to $7.o .............................................................. 118,000,000 16
$760 to $1,00 ........................................................... 21b.000,000 7.3

Total, $1,000 and under ............................................ 399,000.000 9.9
1,00 to $1,250 ...................................................... 316,000.000 9.9
1,250 to $1,500 ......................................................... 315, 000, 000 11.8
I, 6Wto $l,750 .......................................................... 327,000.000 9.4
l,760 to $2,900 ........................................................... 327, 000uO & 5
2,000 to $2,0 ........................................................... 549,000,000 13. 1

Total $1,000 to $2,00 .............................................. 1,834,000,000 52.4

Total $2,500 and under ............................................ 2, 233, 000, 000 62.3

Total (or all Income groups ........................................ 3, 781, 000,000 100.0

I Less than 0.05 percent.
Source: Consumer Expenditures In the United States, National Resources Committee, table 30A, p. 89.
NOTC.- Consumers with Incomes of $2,000 to $2,500 expend 13.1 percent of the aggregate expenditures for

automobiles. This Is the largest percentage of any single Income group.
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The CnJIAMAN. Mr. Charles W. Green.

STATEMENT OF CHARLES W. GREEN, SEDALIA, MO., PRESIDENT,
INTERNATIONAL ASSOCIATION OF FAIRS AND EXPOSITIONS

The CHAIRMAN. Mr. Green, will you give your address and for
whom you appear, and in what interest you appear?

Mr. GpE.N. I am president of the International Association of
Fairs and Expositions. I live at Sedalia, Mo.

The CHAIRMAN. You are addressing your statement before tile coln-
mittee to what particular thing, Mr. Green?

Mrl'. GREEN. Mr. Chairman, and gentlemen, we earnestly urge that
you reinstate iii this section 1701 of the Internal Revele Cc;tle sub-
section (b) as coicerns the agricultural fairs. We in the fair busi-
ness are not asking for anything individually. We in the fair world
are community builders. The county fair, the conmnunity fair, the
State fair, and regional fair are for the good of the various con-
niunities in which we live.

All of you know, most. of you I am sure kniow, about the State or
county fairs, and you know that they have a tough time, existing,
and if you put. this admission tax onl us now you are going to put
nil ad((ed lnurden on us in the operation of these fairs that. we are

trying to (10 good with in our various communities.
Senator Vandenberg, in your State there are something like 90

(ounty fairs.
Senator VANDUNIER0. I am1 very well aware of'that. I have at-

tended each one of them.
Mr-. GmRi:,. In Senator Taft's State there more county fails than

'n any State in the Uinion. In our State of Missouri, where Seator-
Clark and I live, we only have 20 left. I used to go to Bowling
Green, to the county fair, 111(1 it (lied because they didl not have money
to operate with.

Most of the people ill tile county fairs give their time and their
energy and their money to build these fairs for the community good.
'Ile agricultural fair evi(lently does a definite good in our country,
because they have existed as long as the human race.

Senator rANDENBERG. What, is the average adlmissioll price?
Mr. GREEN. 25 cents, I would say.
Senator- VANZDENBERG. What would the tax be on this?
Mr. GREEN. It would be 3 cents, making a total of 28 cents. If you

put this tax on, you might say that we could l)ass it on. If we laSs
it oil to tile patron it is going to come back to uls. Tho-se of its who
operate the fair know that. It is for this reason, that it will come
back to its in operation costs. We just simply cannot pass it oil.

A million boys and girls in this United States today are in tile
4-11 club work that wias started by the ITnited States I)elpartment
of Agriculture. and contrary to what niany people might believe, nost
(if those loys and girls cone from families of very meager circuln-
stances. It' is the greatest movement for tile youth that we have, and
they come to us, and they have a toagli time getting along, and we
have a tough time. getting along, we in the county fairs and even in
fhe State fairs. Down ill Senator Barkley's State, I happened to
have been to his fail- a lot of times, they get a small appropriation.
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Wo operate on an appropriation, tile State fairs (10. I haplei to
manage a State fail. We operate on an appropriation, pus our
earnings.
The fair business is a seasonal business, it is a Iusili-,s where all of

the activities are focused on 1 week in the year absolutely. We have
to make long-time contracts in spite of tile weather. We set a (lute in
I)ecember or August, find we just hope it will be good. There are 51
weeks in between the fairs, and we pick one out to make the fifty-
second week. We just, cannot change the cotMracts.

This is going to p-u1t fil1 ulded burden o)l our fairs that we are trying
to (10 a definite gootd with in 0111' Vll'io11s coiiiiniiiiities.

Semilator VANDENBERo. I do not think you made it quite clear as to
why you cannot pass the tax on to the patron.

AMr. GlRIEN. I will tell yotl why, Senator Vandvnberg, because of
tile various things about tlis tax it is just bound to ,-ome back, and it is
in this way, that it will cut down our atten(dance. We light build
the best fall' in the worl( for a great educational and instructive pro-
gram, and without attendance it all goes to naught.

Senator VANDEN-IEI1o. You llleaIn people at tis particular moment
would go to a fair for 25 cents that would not go to a fair for 28 cents
when tfe other 3 cents was in support of national defense?

Mr. G3rEEN. Every single individual fair officer-I believe I have
talked with all of them individually-and the. rest of us are in favor
of the defense program, but we, as a body of people, ma I say, are
community builders, and you are spreading that out. So many of
these people just sinlylv will not come. We have to absorb it il a lot
of ways, and( it adds to the administrative cost of our own fairs that
we now operate, an( we are just up to time limit now. Eighty-five
percent of the county fairs of the State of Pennsylvania are in the red
now. We have only, 22 county fairs left in .my State, amud I think that
is true in most of ihe States.

Up ill Senator La Follette's State, It am Inot so Sirl( What your county
fairs fire doing ll1) there, lut, if they tried to l)ass this oil its cuts them
down in their attendance.

Senator VANDENIIE11O. Then your answer to my question is people
will not go to a fair for 28 cents when they wvill for 25 cents, even
though the other 3 cents is for national defense?

Mr. (3111T.N. Not exactly, Senator. You just do not. have any idea.
atf all how toliglh it is to fret them to come even at 25 cents.
Seinato(' CONNALLY. Why (10 not you get a football game to attract

attendance?
Mr. GEEN. Senator, I have been to a football game at your State

fair, ill the Cotton Bowl at Dallas. It is a great thing.
Senator CONNALLY. Pleiltv of theim come.
Mr. GREE.N. Yes; they do, but you know fairs were built primarily

for agriculture and livestock. There are just two basic principles for
the fairs, the agricultural find livestock, and then the recrieational and
entertainment is the other one, and that is only to draw the attenidance,
not to hell) us to pay these premiums. If we pass the tax on, we are

ng to have to cutdown. We tire very liable to have to cut down on
the 1)'emum nIlleV thlat we set u ) for these people.

Senator VANDMN'urRO. If Vou 1)aIs it oi1, why (10 YOU lve to cut down
Oil pilemiuilis?
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Mr. GREEN. They just simply will not pay it. We have tried it in
various different ways. We tried to raise tie admission fee from 25
cents to 30 cents, and every time we do that we decrease our1 attendance
at the fair.

Senator VANDt:NBERo. You (1o not have the patriotic appeal then if
you have a great mass unwillingness to pay.

Mr. GRFN. Individually, we will still pay it, Senator. Individ-
tially, we want to do that. 'We have got 30 or 40 people putting up the
money for the fair, their money has gone into it. Th hat is true of most
of the county fairs and a good many of the State fairs. Senator
Connally's State fair is owned by representative it businessmen of l)allas,
ITex., it is called the State Fair of Texas, but it, is not owned by the
State.

Senator CONNALLY. The ground is owned by the city of )allas.
Mr. GREEN. They call it tile. State Fair of 'texas, and it is known as

the largest State faiir in the United States.
Senator BARI.EY. Where would you draw a line between adinis-

sions that ought to be taxed and admission that ought. ot to be taxed I
Mr. GREEN. We are already contributing some money, Senator, for

tax in commodity sales, ail iiin midways and carnivals that we have in
our fair grounds, but we are just struggling to keep living, to keepgoing. ,

Senator BAnlaLXY. You probablyy did not understand mV question.
We have a great many admission taxes on moving-pietl;e theaters
and all sorts of entertainment, fairs of various kinds. Where would
you draw the line by saying "These shall be taxd and these others
shall not be taxed"?

Mr. GREEN. Senator, the moving-picture man is operating a business
for his own private gain.

Senator BARULEY. You would tax him?
Mr. GREEN. We in the fair business are not trying to make money

we are not operating for money.
Senator BARIIMEY. You think a tax on the theater is justified?
Mr. GREEN. I think a tax on any business is justified, but this busi-

ness is a community business. Each of us in the various sections
around there, we give our time, our money, and our energy to keep
the fairs going.

Senator BARKLEY. Would you think the average man or woman
would rather pay this 3 cents, or whatever it is, for admission or have
his or her exemptions reduced by 50 percent?

Mr. GREEN. I would not say anything about that, Senator Barkley,
hut I am only thinking from the standpoint of the fail, business, and
trying to keel) them going and keel) them from folding uI), in other
words.

The CIIAITMAN. You merely want this provision put. back in the law
which was stricken out by the House bill:

Any admission to agricultural fairs, if no part of the net earnings thereof
Inti'es to tihe benefit of any stockholders or members of the association conducting
the same, or admissions to any exhibit, entertainment, or other pay feature
conducted by such association as part of any such fair, if the proceeds therefrom
are used exclusively for the Improvement, maintenance. nid operation of such
agricultural fair's.
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That is all you ask?
Mr. GeFYN. That is right.
Senator BAI(Kixy. Does that apply to midways and sideshows within

the fairgrounds or just the gate admission?
Mr. GREEN. What we are talking about is just the outside gate

admissions and any grandstand admissions we might have.
Senator BARKLEY. It does not apply, then, to any once ssions?
Mr. GREEN. No, sir; not to any concessions; not at all. We are

simply trying to keep our American fairs living, to keep them from
fol(ling 1I1).

Senator CONNALLY. Is not your chief (liflculty not from the price
of admission as much as it is from competition from other forms of
amusement, the automobile, for instance?

Mr. GREEN. We are competing with the radio entertainment, yes,
and the screen entertainment. Absolutely we are.

Senator BATRI EY. You (1o not compete except for 1 week, though,
out of the 52 weeks?

Mr. GREEN. That is right. We are the biggest gamblers in the
world.

Senator CONNALLY. Would a tax of 3 cents cause you to fold ul)?
Mr. GIREEN. We have tried to build our plant up. A mian goes to

our fair and he sees a bull or a cow, or chickens, or a pig, or some-
thing that his neighbor has-we live by coml)arison anyway-he sees
a better one here and that will stimulate that mian to be a better
farmer to grow better corn, to have better stock. You know Presi-
dent McKinley, I believe, sail the fairs were the show window of

agriculture. Oui fairs Were founded on agriculture, and we have
had to add to these fairs some sort of amusement, some sort of enter-
tainment, which only helps us to draw in a gate that will hell) pay
these premiums, thiawe think are doing so much good.

The CHAIRIMAN. Sometimes political speeches are made inside the
fairs.

Mr. GnEiN. Senator La Follette's fair is going on right this week,
and so is our fair. The Governor will be dowln there, he will be
telling about a lot of grand things that we are going to (o, and we
are going to listen to him, we are going to "hurrah," and then we
are going to the next fair. We vant them and we need them.

Gentlemen, the fairs are helping the (lefen-e program pretty much
and the 0. P. M. has recently approved fairs 'very nuch. Over at.
the Eastern States Exposition right now the Governor has sent in
a big exhibit there, a tremendous exhibit. I tried to get one at
Sedala, but I did not get along very well with it. I think every fair
in the United States wiats to ielp in the defense program. e ave
an Army recruiting station in my fair grounds right now. My fair
started yesterday.

Senator CLAIK. This bill will not catch us this year.
Mr. Git:FRN. Senator, we do not want it to catch us any time. We

want to keep these fairs going. You know they have been going a
long time. They must be pretty good, because you go back to Genesis
an[you read about the fairs at Tarshish.
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Senator CONNALLY. Those fairs that you talk about charged 15-
cent admissions.

Mr. GRUEEN. They (lid not, have any then, Senator.
Sellator CONNALLY. I know they (lid not.
Mr. GREEN. I mean way back there. I am going back in history.

They were simply trade fairs, industrial fairs, things like that then.
They just moved about the country. Now we lhave them in permia-
nent places. Most of the fairs in the United States look like a widow
WO|1an's place.

Sitator Cmt.m. I have got four shares of stock that I will give you.
Mr. GumEN. I know you would not ask me much for them.
Thank you very much, gentlemen. We would like the )rivilege

of submitting a bi'ief, more in detail in support of our earnest wish,
find hope that you will help us in the fair World to kee) these fairs
going.

The CHAIRMAN. Yes, sir; get it in this week.
Mr. GREEN. Thank you very much.
The CHAIRMAN. Mr. Comrtiand Jones, of Denver, Colo.
Senator JOHNSON. Mr. Chairman, Mr. Cortland Jones is in the

room, but in order to conserve the time of the committee he simply
wishes to say he concurs in the testimony offered by Mr. Green,
that he does not care, to urge the matter further. Tle subject has
been well covered by Mr. Green.

'Tle CHAIRMAN. I thank you very much, Senator. If Mr. Jones
should desire to, he may file a niemorandum.

(The following letter was submitted for the record:)
INTERNATIONAL ASSOCIATION OF PAIRS AND I'XPOSITIONS,

Richmond, Va., August 22, J19.l.
SENATE' FINANCE COuMIwii,

Utinitcd ,tatcs Senate, Washington, D. (7.
GENTLEMk.N: This brief supports the verbal testimony made by Mr. Charles W.

Green before your committee on Monday, August 18, 1941.
This iiusocltio wisles to e lhlaced on revoid ats opposed ito that part of llt',

revenue bill of 1941 which takes away tie result exemption on te payment of
admission taxes now enjoyed by agricultual fairs. 8(Ixtlihally, w would like
restored to the revenue bill of 1941 section 1701 of the Internal lhevenai Code,
subs action B, agricultural fairs.

it order to tell youl how the prs'est' revetate bill would itil'ect lill fairs. if
t'ttedl, pietrinit its first to oimilne briefly what our purptstes idtl ncvonlllsulii ,tlis

lire.
11'h(t are of? urpo. ss

Our bitsic function Is to provide a nietliuti for mass ediwatimi through observa-
tiOt, cOlllrlsiol, an11d study.

'To a(ccomplisl th 18-

1. We must hiave an adequtite physical plant 1t1iti faiellil 's. Ill it great n1aty
States, tel State Itself his erecled a uubstillit lilt plalt, using Silt, fllnds. Ili
tany ofher States, eountles, ilmltlttiilllht, and Individuls hIve greeted plats.
Many of these large lanlts ire atftilly tiwmtd hy either tht State, coltit.v,
or city.

2. We must have sufilclent Inon, to lfcomplish these objects. F'r a long
lperlod of years States, counties, aid tlfhs himve il-4sth hhlly approprlated fiumds
to earry out this work. 'rl' rell lllhng reveelt, leds Illust practically all eomit,
from the sale of admlislon tickets.
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What do fairs accomplish?

1. 'ey furnish the iiiaJor nwdlumi for 4-1 IClub iiweiilit'rs to present their
results and aecozlullshlients aninally. Started by flip United States Dtin rt-

int otf Agriculture, tlif, 4-1 ('lubs now hllve over' 1,(J),(X)0 iliiili'iit'ts.
2. They oft'r their facilities amiid prize money its eii(ouragenieiit to other boys'
ll1(! girls' iuiivelltvilts, such its ti' Futul'e iParliaer4 (if Amei'ca, vo'iicatioal iagril-

(liltUlusl (llstl5, itltd uliih,-scoll stulentls bIth riral111 lld urlall.
3. Mca lllse of substlnt lfill .ash pri'izes Ilvesthi'k e'xlillfiors (.ollipete iianl from1i

flils, Imiproved l reeding.llethlds and Ilivetock methods are attained. At no
i'lit'' place t'all Ia fare'r ee sio iiiy kinds of livestock miIIl talk to many
e'xhlilitors whio are showllg tlit aittul pot'olhitt its it a falr. livestock Is still
conlsidheitre fl lileh elviltl (of llgriclturl1e.

4. Agriclltulrall iriilicts il display promnite lIlprov'd tgriculture bot h I
ierlhiols aniid I'oduct hll. Withn tlit last month Stcretary iof Agrlclture Chlude

Wli'kalrd sald "'oiod will \-ii fit, war."
5. Itir, llrovhe ft v ohrh' fr lip display aind study of modern nietlioIs Ii

iii hle evllijies, IlinJll Iilt lgellelllt it l1d hi lli l making.
0. Fairs furnish tit Ilnlrtant itlltim for Federal, Stlite, aind ,otlll.ty agencies

to reach the lulii' directly, in llInvalualde method of ((tltalet for dis'-inlhlilug
factual alld edu(alomnil I nterlhl.
The United States Ieprtrtmient of Agrilulture Olit'e of I''xIbIts, State agrl-

cultutratl eolli'ge., ctulty gentS, id tII' gove'linaeill hillre1ltus i tvery Stalh
iise tline fidh in a Iilntatis of reaching lleolde.

What m r (Ior'rauent tlloqht of fairs in 1917

Ia 1917 li fairs offered their strvhces to the Fetdiral Government. The Prris-
del if I ithe Uited State., fil' Federal Ftiod Adliislraltir, the Seeretary of
Will-, iin tile l'ederal lhililroad Atlill.strato', fill urged fit'e fairs to ('lltill
operatlio itis it iietls if--

1. Eialraigihig foi t prodtctlin.
2. .l lnthinig natinal oitritle.

I'hait the fairi canl do In the pre'wnt eri.i.

I. Kepp up fit Im'irl of our c.it zens by providing wholesome dliversioi, (lellil
r(.'reatlcimt, and publh, Intrest.

2. Futlitih a Ittdllum for the Federal atnid State govet'litliellt4t to )oiliti'lze
ilt,' defelse irtograiimt. As lie exmiililte. tie Pr'esident. Seretarles Kitox and121
Stills ill hltve allproved fh lithge 0-itere ileftise exhibit lt the Eaistern states
lzilosiiln and for stlnLe tlhll have hld a staffl (if Army olkers I~lilnhilg this
exhibit.

:1. All fitirs have offered their fiellitles to V(ivernnment igentcles lit fuirlhieig
i1li prolotlig defelise activities.

hl'Ia*t trould bh the 'ffcet of a tax!

1. It would redlce the attendlance.
(a) Actual experience of niany of our largt' State fillrs shotw thlat people (Io

eonipare enterlalnmient otfferel it li enter, for Istance, with falr ionllit bhlg
1iltil other ol elvelleice". In coitiparlsto to an outidotr fair willh weallitr whihih
nity he too hot or t i lil, oir rainy, pushing crowds, ind i'ittrle problels It
getting to the fal'.

(bi) If tit lroiposed gansoline rationing does go Into effect on flit eastlr spa-
bltorId It will de'hlifely lurt flie Sunthay litelllctlie at iiint1y fall's ind lit sonl,
case will result ili ia th1uial loss liteatuse Sulaty is ia big day.

(c) Blecause of lip tlir,,, lnttitileil alhtive i slhsta iih liumiiber of Stiot
fairs IaiVe redullied thir otllsl.lth gate iailli.ilin to 25 colts. It has lililde 1:
difference bit'wee11 i profit aild i loss to 1ttantiy fatirs.

2. It would reuci(e revenue of i filr.
'Tlis would inelt fewer liiitrilso which woIuld iniae -
(a) Pall's woull lt' forced i r'eduve prie iioilty. It (,ilt lit'liroell stallsfi.

Ilffly :t tlhouisiid lli hies over that flit viduie ('f exhiltitrs hi t'vtv'iy dialrtment.
Iitelditig f litp boys aniiid girls ti 11 it o ts. tire t'lelI tely lllied Iy flit ut1inllit
of prize lmOlnVy offeredI.
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(b) A reduced number of patrons would lessen the values of a falr to every-
one, not only the patrons but to exhibitors, which would Include many Federal
and State departments.

(C) The reduced values to everyone concerned would mean the closing of many
fairs, especially the smaller fairs of which there are over 1,500.

(d) We have written statements from a large number of fairs stating that
they could not ipass the tax along to their patrons, they couhl not absorb it and
they definitely would not hold a fairl If required to pay a tax.

(c) The tax would penalize an institution which for every reason should be
encouraged.

3. Present hazards of fair operation are almost insurmountable.
(a) No fair is organized to make money, and very few actually make money.

The best ien Ili every communityy are its directors because it is (,onsilered a
community builder.

(b) A large number of out State fairs are financed by the State because they
are considered educational.

(e) Fairs operate for 1 week out of 52.
(1) A (late once set cannot be changed.
(2) Long-term contracts must be made in order to have certain departments.
(3) Premium offerings must be announced early in the year so that farmers

and others can grow the crops to Ire exhibited.
(4) because of thlee commitments, quick adjustments by a fair are absolutely

Impossible.
(5) Every year many fairs show a financial loss solely because of the weather.

There is nothing a fair can do to protect itself. When this occurs either tie
taxpayers' money iN taken out of the State treasury to pay the loss or private
individuals do the same.

To 811mni(l-bze

1. All fairs are operated is educational institutions.
(a) Without this background States, eountles, and cities would not continue

to finance their operations, and theirosses.
b) Without this background i.e Federal and State governments, Stle col-

leges, and others would take no part In them. Neither would every type of
youth-work organizations.

2. The first and major step will be the reduction of premiums offered. This
will affect the exhibits, will in turn affte1 the Interest of the patrons, and will
definitely reduce the attendance. By the tine tie cycle Is completed there is no
que -4io but that many fairs will be clsed.

3. Up to this date will after repeated Fed eral hearings over a Iprlod of years,
the Federal Government has re('cognized the values of a fair find have iot 1111nposed
an admission tax. Without a fair's Inherent soimdliess a I Ix would hlave beef)
Ihp(os5: years ago.

4. If a tax is finally Imposed it will do the fAllowlng:
(ii) A substantial number of small, fairs will goi out (If husllnss rather than

try to operate. A number of them have gonme onl record stating that this will be
their decision. All of til State and regional fairs will try to rearrange their
budgets so as to try to live.

Experienced fair men have found that fair operation is different i many
respects than the operation of other lines 11f Iusilless. We lave found that a
difference il the amount of prize money offered can quickly an(] definitely aind(
completely change the appearance and enthusiasm fori a fair. We have found
that the a(lmision price does affect the volume of latronage. Unlike a theater
where people are buying entertainment only, a fair must lve a popular price
and it must be low. Approximately half of the State fairs now have a 25-cent
gate. They have been forced to drop from $1 to 25 cents. The admission
chargess at our grandstands have gone through the same evolution. Every time
the revenue Is decreased the services we offer must necessarily bp decreased.
The only fairs that can overcome this condition are the State fairs where an
ad(litional appropriation from the State treasury can be made. All other fairs
must suffer.

Respectfully submitted.
INTzRNATIONAL ASSOCIATION O FAIRS AND EXPONTIONS.
CHAs. A. SOMMA,

Chaian, (lo rmnment Relations Committee.
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Mr. W. F. Satterthwaite? Is Mr. Satterthwaitc iii the committee
-rOOil?

(No response.)
TheCHAIRMAN. Mr. Charles Gold, of New York City?
Mr. Gold.
Mr. GOLD. Al'. Chairman, may I point out that. three witnesses

supporting the present proposal testified last Thursday and took
some 2 lours of the committee's time. I know that. since" then a new
rule has been invoked limiting the time of speakers to 10 minutes. I
am asking the chairman if I may have my time extended to one-half
hour and I have arranged with the two subsequent. speakers to waive
their time in my favor, if the chairman will permit.

The CHAIRMAN. You are speaking for all three?
Mr. GOLD. I am speaking for all three.
Senator CONNALLY. We usually charge 10 straight and 3 for a

quarter.
Mr. GOLD. I will be happy to limit my time to 25 minutes.

STATEMENT OF CHARLES GOLD, NEW YORK, N. Y., REPRESENTING
RETAIL MANUFACTURING FURRIERS OF AMERICA, INC.

Mr. GOLD. My name is Charles Gold, I am from New York City,
and I appeal' for and on behalf of the fur tax committee which
represents and speaks for the Nation-wide retail fur industry. This
committee is sponsored by the only Nation-wide fill- association, the
Retail and Manufacturing Furriers of America, which is a non-profit-
mrking incorporated association made up of the following affiliated
a1sociations:

Greater New York Retail Furriers Associations, Inc.;
Chicago Retail Manufacturing Furriers' Association;
Milwaukee Retail Manufacturing Furriers' Association;
Master Furriers' Guild, of Washington, D. C.;
Furriers' Association, of Baltimore, Md.;
Iowa-Nebraska Retail Furriers' Association;
State of New Jersey Retail Manufacturing Furriers' Assoelation;
Indiana Sales Retail Fur Merchants' Association;
Manufacturing Furriers' Association of Pittsburgh;
Buffalo Fur Merchants' Association;
Albany Retail Furriers' Association;
Furriers' Guild of Ilartford;
Retail Fur Merchants of New Iaven;
Colorado Springs Retail Fur Association;
Furriers' Guild of Boston;
Greater Cincinnati Retail Furriers' Association;
Cleveland Retail Furriers' Association.

Senator CONN,%LLY. It is a sort of holding company?
Mr. GOLD. No; it is an association which enjoys a membership of

furriers in many cities, among them Chicago, Milwaukee, Washing-
ton, D. C., Baltimore, and the other cities in the list I have enumerated.
Those are the membership associations affiliated with the parent body.

In addition, the committee is supported by associations in Detroit,
San Francisco, Portland, Spokane, St. Louis, Seattle, St. Paul, and
Minneapolis, besides a great many individual retail furriers unaffili-
ated with any association for the simple reason that there are no asso-
ciations in their vicinity.
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I have been associated with the retail fur industry for litany years
and, therefore, know something of it for that, reason, as well as tile
fact that n? wife has been and is actively engaged in operating her
own retail fur establishment, continuing an enterprise which is more
than 50 years of age.

Senator CONNALLY. Are you counsel for this organization ?
Mr. GOLD. Yes.
Senator CONNALLY. You are a lawyer, aren't YoU?
Mr. Gon). Yes; I am, sir. We come here to suggest that for one

time the Government can use a bottleneck to its own advantage, which
I hope to establish to the satisfaction of this committee.

ve oppose section 2401 of the prOl)oosed law, which is the section
pertaining to the tax on furs. '1-e feel that the l)rol)osal is uneco-
noiie, inequitable, and so diflicult of collectiolt that it would prove
Ult)rofiltable to the Government.

That, too, we hope to establish to your satisfaction.
The CHAIM.AN. You favor pluttinlg it On the mnaijufactuter or

wholesaler ?
Mr. GOLD. No, sir; only as a second alternative. We go beyond that.

We submit that the tax should be placed at the point where there are
just 111 handlers of furs-the dressers or cures of the furs.

In other words, we suggest the levy be made at the bottleneck of the
industry; the place through which all skins must pass, and we point
out in that connection that no skins can be used for any l)ulpse,
whether in fiur coats, gloves, trimmings, Inillimery, 111(d so forth, 1ittless
it is first subjected to a curing treatment.

The CHAIRMAN. I don't want to anticipate you, 1i! the (iressers,
own the fiu's, skins?

Mr. GOTD. No, sir.
Th1e CHAIRMAN. But you want to tax at that point?
Mr. GOLD. Yes; we submit this plan: 'hat the tax be WU percent

at the point of dressing, computed on the value of the skins, plus
the dressing charge; the tax to be paid at the time of dressing
and curing by the skin owner, whether lie be a manufacturer or
skill dealer. At the same time lie would file duplicate affidavit of
value with the dresser; the dresser, in turn, would collect the tax
and pay it over to the Government.

Senator BARIKLEY. How does the value of that skill at that par-
ticular point compare with its value after it is finished and readyfor a garment?fr a. GOLD. Well, our calculation is some 35 percent, oi tile general
average; perhaps as high as 40 percent of the price at which they
are sold to the consumer; but there are many considerations which
we think weigh in our favor.

Senator CONNALLY. Lett me ask you this: Don't many of the
manufacturers of furs do their own dressing? They would if
you niade the tax at the point of dressing, as you suggest?

Mr. GOLD. No; it takes a lot of equipment and considerable skill,
and there is an awful lot of risk involved in that, and I doubt very
much that they would take the risk of dressing, themselves.

Senator' CO NAtLl.. These muskrats we have in tile South, Louis-
iana, where do they dress those?
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Mr. (iow. They finid their way, in most instances, to the markets
in Chicago and New York, where they are sold in auction lots, large

quantities, and then the purchasers send thel out to a dresser for
dressing or curing.

Senator DAvis. hOW many DIanufacturers of furs are there in the
United States?

Mr. GOLD. There are some 2.300 mainfacturimg furriers and over
4,00) retail furriers. There are. if ily recollection serves me well,
25.000-odd si)ecialtv sholps as well as 5,000 delpartlment stores who
might be handling furs anold fir-trimmed garments. Under the
l)rOPosed lax the mmaunufticturers of fur coats, fur-trimmed coats.
wi(d everyone in tile various categories selling fir garments mu1st
report. to the Treasury Departmnent their sales made directly to the

Senator I).vis. how mmulich do you sll)pose it would cost to collect
that tax?

Mr. (hul.. I would mot ventllre a guess. It would take a great
deal of mojne aid umapiower to collect this tax in view of the fact
tlat there would be involved millions of l)airs of fur gloves, gloves
Iiiade of fur. whiell are sold i. mall %ware stores ainod shops, there
are thous ands of these little ladies stores anl shops that sell this
item who would have to report under the proposed law. We figure
that, in addition to those outlets, there would be the stores which
sell furred millinery and other fur novelties; in all, upward of
70,000 reporting outlets.

Senator DAVIS. If taxed at the source, how many outlets would
you say there would be from which the tax would be collected?

Mr. GoLD. All told, there are 111 fur dressers who process skins
for tile entire market, made up of manufacturers in tie big cities,
some skin dealers, and a few custom furriers; but all told, there
aire only soe 1,500 who own the skins alnd send them to thil processors
for dressi 1g.

enator Jl.ld(LEY. WVhy (10 you s!iggesl t hat this if) percent be
levied on the value of the rai skimi, instead of waiting nlitil it is
lroce.s.-ed a1( levying a tax after that operation, when its value
is thereby enhance~l ?

1M1. Gioj). We do; Iot on the resale price, hut on the value of the
skin and omi the charge made for the (Iressig.

Senator CLarK. You are not objecting, then. to the payment of
a tax of 30 percent at the time of dressing rather than al 10-)ercent
tax at retail?

Mr. (oL. I don't think there is need for that amount of tax. We
say that at the J)oilt of retail sale, the resistance we will meet from
customers; the evasions which will take place in the industry on the
part of imscrullous imerchnts. and by those muaiy outlets who wil
not even kiiow there is a tax, such as tWese little shops, we sav that all
these will serve to reduce tile a tlilomit Collected to 1 l)Oilit' where it
will not exceed the "reveie obtaiiiable mder our plait by which all
those.' unsatisfactory conditions would be obviated, by it tax at the
point of dressing.

Senator ('J.wic. Theit lhe tax would be 30 percent instead of 10
percent ?
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Mr. GOLD. You see, under the retail sales tax, if the fur be worth
more than the other items of value in the garment, in other words,
If it is not the component of chief value the tax provision does
not apply. Under the old manufacturers' tax, manufacturers de-
veloped garments wherein the fil' going into the garment was worth
less than the cloth, and they had that skill developed so well the,
'!Treasury Department admitted then the tax was not worth while.
Chairman Douhton, in 1938, reported that the tax occasioned fu-
merous difficulties, and finally recomnmended that it be removed. Now,
I respectfully ask if it caused so much trouble dealing directly with
the manufacturer under the ol tax, how much more difficult would
it be to determine the question which must, be decided under the pro.
posed bill, namely, the component material of chief value in the gar-
ment. The retailer knows nothing at all about the cost of production
and the manufacturer will not. give him the information ; it is a trade
secret.

Senator RADCLIFFE. I understand your objection to the tax on the
retailer is based on the cost, of collection and also on sales resistance?

Oi what distinction would you attempt to place the question of
sales resistance in the matter of a fur item and other commodities
that might be subject to retail taxes? In other words, is there any-
thing in the nature of that business, your business, that would justify
such a distinction?

MP. GOLD. Well, to begin with, it. is here l)r'Ol)posed to levy a tax of 10
percent. Furs usually run pretty high-

Senator RADCLIFFE (interposing). I mean in th6 nat ure of the busi-
ness itself. Do you feel that the sales resistance in regard to a matter
of furs in the case of retail sales would be greater than that to be
found in the sale of other commodities? Is there anything distinctive
to the fur business that would accentuate such resistance in the sale
of those items?

Mr. G(oLD. Yes: I imagine the higher price of furs. Women might
consider they were buying something in the nature of a luxury, and
adding 10 percent woitld make it, seem very much a luxury and in
many instances )ush the )rice beyond their ability to buy, and they
would decline to pIurchase.

Senator RADCIFFi . Is that because furs are regarded As a luxry?
Mr. GOLD. The better-priced furs are so regarde(l, and the proposed

tax might serve to convince time buyer. Talking of tie lower-pIriced
furs, they are not luxuries and, in tfiat respect, cheap fili' coats, selling
at. $59 and $49 would bear a tax. whereas cloth garments trimmed with
fur and selling for $300 and $400 under the present law, might not, ill
many instances, be subject. to such a tax. That is true for the simple
reason that every itemn of expense going into such a furtrimmed gar-
mneit, the material it-elf. tie items of operation, cutting, tailoring,
ewing, sponging, everything, every conceival)e expense. by the ruiling

of the Treasury Depai'tment, would le figured into the 'alle of the
cloth skeleton.' It has happened in the past andl 1 (all Fee that it will
happen again, that very expensive cloth coats wil I not heart any )art of
the tax and $59 fur coats will.

Senator RADCITFFE. If there must be a tax, you prefer it at the point
of the dresser and, if that is not )ra'tieable. lt whe l it of ntatmlifa,.-
tr'e. ratli' thani the reta iler ?
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Mr. GOLD. By till ineans. It has been said we are merely trying to
shift this tax from the point of retail to the point of the dresser. Now,
tile manufacturer made that statement and goes on to say that the
retail sales tax is the easiest method of all to collect for those engaged
in the industry, for the siml)le reason that no one will be require to
pag a tax until the item is sol to the consner.

enator BARKLEY. This itemi under your proposal would raise only
one-third of the revenue?
Mr. GOLD. That is not so, sim. We will be catching all the firs used

in trimming cloth garments, which otherwise might escape, especially
in view of the way they are planning_ these cloth garments. We wifl
be catching all the skins used in miflinery lines; we will be catching
all the skins sold by the tax evader, and, weP know there would be plenty
of those; and we will be leveling off the competition of wholesalers
who will thus be unable to pass on the savings in taxes. So the cus-
tomers' resistance, the evasions, the skills that are lost in the trimming
of cloth garments, the skins used in millinery and gloves, and( there
are millions of those-all of those items will earn a revenue for the
Government; whereas, under lhe revenue bill as now written, they will
bring nothing.

Senator CONrNALLY. It helps your business to tax a garment, not of
fur, because it helps to sell a garment all fur?

Mr. GOLD. I didn't catch that.
Senator CONNALLY. I say it helps your business to have a tax on

cloth garments-garmnents not of fi, because it helps to sell a gar-
ment, a fur garment?

Mr. GOLD. Oh, yes.
Senator CoxNALrx. That is true?
Mlr. GOLD. Yes.
Senator CONNALLY. So you have a double purpose-you Let rid of

the retail tax and you hurt your competitor under this lan 
Mr. GOLD. We put our m l'copetitor omi an even, level basis.
Senator CONNALLY. That is true. Now, you speak about this sales

resistance. You are going to have an increased price under this tax,
regardless of where paid. Wouldn't the l)rospective customer just
feel as well about it, be just as happy, if she knew tme price was less
but sie wias also laying a 10 percent tax in there, than if yo' told
her the tax was already placed and had been figured in time price?
WVouldn't she sort of say, "Well, this coat, is only worth $150, but I
have to pay $15 tax?"

Ali. GOLD. The reaction is )lot that at all, sir. We know that where
there are sales taxes, a groat many of these women make an effort
to devise schemes to avoid the tax. I am told that these women
resort to the practice of having such things sent to their country
homes, and ordered from their country homes, to get away from the
city limits, and thereby avoid paying a 2 or 3 percent sales tax.

Senator CONNALLY. They cou d not go to Europe to avoid the
United States tax?

Senator BAILEy. That is only in New York.
Senator DANAHER. Mr. Gold, I halve here a splendid letter, and I

want to check tile facts as stated in it. Tle writer says there are
less than 120 skin dressers in the United States, most of them located
in the cities of Chicago and New York. Is that correct?

819



REVENUE ACT OF 1941

Mr. Gowj). That is i matter of fact, sir. That is subistantiailly cor-
rect; and we call go one step further and say 90 percent of the furs
processed in this country are dressed by 25 firms in 2 metropolitaii
areas, New York and Clicago; and if the Oovei'iunent wished to go
that far, they might )lace experts in those l)laces and have a
guaranteed collection of 90 percent of that tax.

Senator DANAIIIRi. I understand in Canada the tax is levied on the
dresser and the Canadian Government has found it works success-
fill]y.lrh. Goi . Yes; that. is so and has been so for 22 years.

Senator DANAIIER. And articles of which the fur is the chief com-
ponent of value would not be then left to any such uncertain and
indeterminate test as under this tax at retail ?

Mr. GOLD. Yes; that is true. I might J)oint oat, in the same conm-
nection that Mr. Printz, speaking the other day, stated that one store-
keeper might have in his establishment two cloth-skin garments so
resembling each other that the experts even could not differentiate
between them in point of value, and that, nevertheless, one might be
taxable and tie other not taxal)le, as the cost might have varied due to
the fact that skins might have been purchased in different seasons,
and because of other conditions.

Senator RADCLIFFE. Mr. Gold, do you. happen to know whether
the skin dressers have expressed any opinion as to where this tax
should be collected?

Mr. GOLD. Soie of the dressers have, but the largest dressing and
dyeing association, representing some eight or nine who do about
75 or 80 percent of the dressing and dyeing of furs in this country,-
have not gone on record either way.' As a matter of fact their
largest member was the chairman of a committee which was sponsor-
ing the very thing I am sul)porting here today; a dressing tax.

Senator RADcLrFF. Do you know of any argument the manufac-
turers have advanced as to why the tax should not be levied on them?

Mr. Gomw. Yes; their maini argument is, first, that no one need
finance the tax until the garment is sold to the customer wlhen, for
the first time, the tax wil ibe payable. We say we are ready to ad-
vance whatever moneys are necessary toward financing the tax to
avoid the resistance which would inevitably follow an attempt to
collect the tax at retail, and the maiiy other (ifficulties we experi-
enced at the time the last, tax was in 'effect. 'Then, we submit that
the Government will geti as much money from collecting from 111
sources as they vould get from the 70,000 to 75,000 potentiall retailers
even though tile rate be 10 percent.

Senator TIr. What about. the difficulty of valuing at the time of
d ressin g

Mr. GOLD. There are three o' four answers to that. First of all,
we are convinced that the values will be accurate and correct, because
the skin owner will be committed to his own value and will be limited
by those values, in the event lie presents a claim for damage or loss
occasioned by dressing.

Second, his own purchase bill in the auction rooms will be per-
suasive evidence, and I might say a good portion of the skins used
in this country are so bought. 1-is own bills can be used to refute
a false valuation.
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Thirdly, we say that if lie values his skins at less than the true
value, the Government will not be out of pocket because at the end
of tle year, lie will show a greater profit. for income-tax purposes.
So I think it is more than likely lie would prefer to make proper
and accurate valuation rather than to pay the increased income tax
in higher brackets at the end of the year.

The CHAIRMAN. From whom do you propose to get this tax?
Mr. GOLD. We propose that the tax be collected from the 1,500

skin owners who send these skins to be dressed.
The CHAIRMAN. You don't propose tht the dresser pay the tax?
Mr. GOLD. No, sir. I might say that the NRDGA-that is, the Na-

tional Retail Drygoods Association-supports our viewpoint even
though they a)peared here and suggested a manufacturers' tax. We
have it letter from their secretary so stating, and their attitude is the
same as ours; they want to avoid all these things I have told you about.

Now, the tax, if and when imposed-and I sincerely hope it will
be imposed-will be quite simple to collect.

Senator BARLE.-Y. Y our tax is on the raw pelt?
Mr. GOLD. The raw pelt, pus the dressing charge.
Senator BARKLEY. How is the owner going to know what the ulti-

mate charge will be?
Mr. GOLD. When lie sends the skin i, he sends it at a fixed charge;

the value of the skin lie already knows because lie has bought it.
Senator BARKLEY. They are just raw skills and he takes them into

the skin dresser and the skin dresser tells him how much lie is going
to charge for the service of dressing. The tax is then paid on the
value of the raw pelt and on the dressing charge?

Mr. GOLD. Yes; without speculating as to the enhancement in the
value of the fur, but we may take it for granted that the value is well
known to the owner for the reasons I have mentioned.

Senator CONNALLY. What percentage ol the cost of the finished
garment is the undressed skin?

Mr. GOLD. About 35 percent.
Senator CONNALLY. Exactly; so we would lose 65 )percent, wouldn't

we?
Mr. Goiz. I think, Senator Connally, the expense involved in col-

lecting the tax, the reduced volume by the legitimate merchant, the fact
that thie skins will find their ways into channels for side without anl '
tax being paid on them, and the other reasons which I lve enumneratec,
all support our position that there will be no loss in revenue under our
plan. The net result in those cases where there is evasion on the tax is
that it results not only in the loss of the fur-tax revenue but that man
cheats the Government out of income tax with the legitimate merchant
suffering at the same time and to the same extent by having reduced
business volume and lower income tax.

Senator BARKLEY. Do you know to what extent or whether the fur-
ther down the line of the finished garment or finishing process you will
locate this tax the greater is the opportunity for pyramiding iW after it
leaves the original point?

Mr. GoLD. r'hat is all argument that has been advanced by the maim-
facturers. We say that if the market will permit, you may trust the
skin owner or manufacturer to find the highest selling level; he need
have no excuse for bringing it up to that level. When they come hero

01977-41-53
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and say any such thing, we question it because we all know that mann-
facturers like all others seek to inake a pl)rofit. Should the market go
the other way, we have good reasons to believe aid hope that everyone
along the line from the dresser to the retailer will 1tell) to absorb that
tax.

Senator Bmi(LEY. I am wondering whether instead of absorbing
the tax he adds to and thereby increases his own profit?

Mr. GOLD. I will assume there may be sonie pyramiding, yet the
mark-ups are not so great as to penalize the customer. I think the
GoAernment. would wind U) with more under our )rol)osed l)lan; under
the present bill too many skins would escape; too many problems of
administration are involved, and a great. many fur-trimnmed cloth coats
would be so constructed as to have skins of ]ess value than the cloth.
Under such circumstances tihe competitive feature becomes involve.
The Government not collecting on the large volu me of fur-trimned
cloth and many novelty itehs, its income wouldp e reducel to that
extent. Under my plan. I am convinced that every one of those qkins
going into every one of those fura-tri-inied garees Would bring their
share of the revenawe into the Treasury.

Senator DANAIIER. May I have one further mionent to Submit thmi ;
thought, as contained in this letter:

fhe auro uld tx law Imposes tie retail sales tax on "artc ies mac of fur m
tie hide or pelt, and articles of which such fur Is the compmneirt material of chief
value."

My correspondent says:
Who shlrr l T determine whether the fur on a fur-trinega garment Is the Con-

poumernt material of chief value? Te retailer would have to make On estimate ft
the value of such fur, which iii most cases wuild be ta mere guess on his part. The
manufacturer would nat want to dlisclose the value of the fur an such garments.
immess the statute makes such disclosure mam(ltory on the part of the manuface-
tmrer. The confusion that Is created leaves a legal loolwhale for the wiiscruimulous
merchant to place a low appraisal on the fur In fur-trimmued cloth coats. With
the tax collected ato hte point of ressing all fur eill pay the tax, regardless of
where or how It is used, or ho much or how little is used in a garment.

Is that a fair and correct appraisal of the situation?
Mr. GOLD. I agree with it wholeheartedly. It is a very fine state-

ment of the situation.
Senator CONNALLY. Have you any statistics as to the value of the

t nnuiial sale of fuir coats?
Mrl. GOLD. It is our ol)inion that without the resi.tancC that would

follow this kind of a tax, I should say, $400.000.000; $350,000,000 to
$400,000,000; I have been corrected on that-350,000,000.

The CHAIRMAN. The estimate on this item figures $20,700,000 at
10 percent.

Mr. GOLD. Yes; I am aware of that.
Senator CONNAL.Y. You sold more last year than the year before?
Mi. GOLD. Yes; I think 1940 was better'than 1939. I might point

omit that there Was a similar tax between the years 1932 and 1938, a
10-percent tax. The gross revenue at no time exceeded $7,765,000,
and it wits admitted generally that it was a very difficult tax to collect.
In addition, it presented a grat many administrative problems.

The CHAIRIMAN. That was a manufacturer's tax?
Mr. GOLD. Yes, it was a manufacturer's tax and by certain regula-

t ion of the Treasury Department, we can pretty much know that if it
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had been at retail and there were no greater evasions it would have
brought 101/., or 11 million (Jolla---, because the Tieasury Depart-
ment ruled that the manufacturers' selling price are about 65 percent of
the retail selling price, and so scaling the figures to make illowances
for that, the tax would have brought 10'/, to 11 million dollars; that
is not making any li'ovision for (vasio jis and the difficulties pre-
sented by this tax which would stimulate evasions.

Now, may I just. point out that Chairman 1)oughton of the Ways
and Means Committee stated in 1938 with respect to this tax that ie
favored repeal-

Senator CoNNA..Ly (interposing). Was that with respect to the tax
on all furs?

Mr. GOLD. The tax on fiur garnments plus fur-trinnie( items.
Sellator CONNALLY. Was hW advocatillg repeal of the tax on the

whole fuir gaml.ient or simply clothing with fur on it ?
Mr. Gon. The entire tax, an(l the reason lie advanced was there

were so IImany a(hn in istrative problems present, especially in deter-
mining which was the component part of chief value, that the tax, in
his oplinon, should be removed, and(- he (did state that tile tax was
profitable ill the same report.

Now, in the recent report submitted by the congressional Ways and
Means Committee, they made a statement along the same line. As a
matter of fact, when ne first. reads the report one is led to believe
they were going to wind up urging the adoption of the plan which
mie are advocating. T hen, after recognizing tihe difficulties of a man-
filcturer's tax, they suggest a l)rovision which involves collecting
froni some seventh v to seven ty-five thousand cutlets of fur. which is so
mucl more difliult. Ill al(litiom, iulder this l)'Ol1sed plaln, it is
necessary to assume that the retailer would be able to determine
whether" fur is the comlonent material of chief value of cloth gar-
ments trimmed with fur.

Now, as to the records being nma(le available to these storekeepers.
Mr. Printz testified here last 'lhursdav and made it prvtty, clear that
they would not. wish to make known to their outlets, the storekeepers,
the' mai'k-up of their merchandise. As a matter of fact, that was
the rellson that prompted , him to submit a plan that all fiur coats
selling tider $71 be d(emed to be such that the component material
of chief value in them was not fiur and be exempt, and that all fur-
trimmed cloth garments selling in excess of that amount be placed
in the other category and pay i tax. lhen the suggestion canle from
one of tie Senaltors foi- the limitation of $50.

I have hirei a fur-trimmed coat which sells for $68, and also a fur
coat which sells foi' some $35 or $38, and the fur coat is of a much
poorer quality than the fur on tle cloth coat, yet the for'meir would
huimmg a tax while the latter would not. The fiu's on this cloth coat
should biiimg a large' tax at the point of dressing, but the way it is
Ilmade ulp it would escape a tax, unless there was an exemption plan
used. Now if that was used, we will have two difficulties still; the
difficulty of determining whether the fur in a more expensive cloth
garnlent is the commodity of chief value o, the cloth, and if vou make
ai l)haiket catch-all lo'i'sion fliat all fur-trimmed coats selling over
$71 will pay a tax. you run into two problems again: First, that you
would be taxing a cloth coat in which the fill' might be of less value
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than the cloth and be confronted with legal attack on the charge of
discrimination; second, a great deal of fur trimmings would escape
tile tax.

Senator GEORGE. You have occupied 35 minutes.
Mr. GOLD. As a matter of fact, I imagine I have not been able to get

very far with the points I wished to discuss, due to my answering
questions. May I have a moment to peruse this?

The CHAIRMAN. Have you a written brief?
Mr. GOLD. I have a statement here which is quite lengthy. I have

not. filed it because it would take longer than the prescribed time. I
want to say that the National Retail Dry Goods Association has ex-
pressed coml)lete accord with our proposition. They told me-their
secretary in conversing with me said-they are in favor of the tax at
the point of dressing. The only reason tiey came here and l)roposed
a manufacturer's tax was that" they felt. there might be some legal
obstacles to a point of dressingg tax. When I explained to them that
the tax would not be paid by the dresser, but that it would be paid by
the titleholder of the skin for the privilege of submitting it to a proc-
essing operation, he said, in his opinion, that removed the question of
illegality, if there was any, and that we had his wholehearted support.
I have here a letter showing Mr. Hahn's total agreement with our
suggestion.

The C, ARIrAN-, You may put it in the record.
Mr. GOLD. Yes. Furthermore, the Fox-Breeders Association, which

represents the breeders who breed more thanm 80 or 85 percent of all
animals bred in this country, are in total agreement with us. Three
or four of tile largest jobbers are in agreement with us that the tax.
at the point of retail sale will bring us the same experience which we
had before, added sales resistance resulting in curtailed sales by at
least 25 percent. I tell you this, gentlemen : My own wife told me that
customers have said that if there is going to be a tax on fhirs. they would
buy cloth coats. Now, I hesitated to tell that to members of tie com-
mittee yet, strange as it may seem, at breakfast only today the chairman
of our tax committee from Baltimore made just the smlie statement.
He said his customers have said that if the tax on furs is imposed, they
will buy cloth coats.

The "CnAiNrAN. Of course, taxes do generate some resistance. I
want to ask you this: When it comes to an importer of dressed fur,
finished furs, ready to go into a garment, the Treasury is going to be
pretty much at a disadvantage in determining the value of that coat;
is it not?

Mr. GOLD. As to imported skins?
The CHAIRMAN. Yes.
Mr. GOLD. Those already dressed before they come into the country?
TIe CHAIRMAN. Yes.
Mr. Goi.D. There is a tariff on that type of skin.
The CHAIRMAN. Yes; I know that, but this tax bill imposes a levy

on all manufactured furs. If you transfer the tax as you suggest you
would have importers of dressedd furs bringing skins in here that
could not be valued without considerable effort and difficulty on the
part of the Treasury; there wouldn't be much way of checking it.

Mr. GOLD. I might point out that the Government has experts who
could very well (1o that.
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The CiiHnAt.%,. I know, but I doubt if there are very many Gov-
ernmient experts who could differentiate between furs in many instances
from a value standpoint. They might have some idea, but the difficulty
still appears to me to be there.

Mr. GOLD. I might point that these skins that come in are all pur-
chased in the markets abroad and are valued by the owners at the
time they are bought.

The CInLHEM.N. But our Government would not be able to keep
much of a check on those who might want to take advantage of the
Government I)y inporting skills, as I have mentioned.

Mr. GoLD. My statement on that is that a duty could be imposed.
Checking up on values is not difficult. There are many experts in our
market who could place an accurate value on such skins. As a matter
of fact, they would welcome the opportunity to do it for the Goverji-
ment. All those skins are purchased either for resale or for manu-
facture and carry a definite value.

The CHAnMVIAN. Supposing that you had somebody who purchased
some skiis outside the United States, in Canada for instance, and he
brings ir already finished furs at low valuation? I mean the fellow
who waiits to smuggle them in; he brings them in, and pays the (luty?

Mrl'. GOLD. lVe have the same problem with finished garments.
There rre any number of our workers who despite the prohibition in
union tigreenIents not to do so, make a practice of turning out garments
for fi'iends and relatives, in their own homes.

The CHAIRMAN. I was asking the question for information, but in
the case of a high-priced fur, where the teml)tation is so great to get
them dressed outside and bring them in, the Government would have
to have some finished experts.

Mr. GOLD. Of course, there are duties now.
The CHAIJMAN. I understand that, but you are arguing against

this retail tax. It is the 10 percent on the retail sale. That is one of
the things which must be in the Treasury's mind; the difficulty of fix-
ing the correct value on the furs.

Mr. GoLD. They can get that information; there are thousands of
eperts in our markets.

"'lie CHAIR3MAN. If you have anything else to put in, you may (10 so.
Senator BARKLEY. All furs that come into this country pay a tariff?
Mr. GoLD. Yes.
Senator BARILEY. And under your plan the tax would be paid at

the point of dressing?
Mr. GOTLD. Oh, I think adjustments must be made to increase the

tax on dressed furs that come in.
The CHAIRMAN. Then you would have the difficulty of ascertaining

what was paid for the dressing service. You are proposing to tax
this fur when it reaches the hands of the dresser.

Mr. GOLD. I am addressing myself to the major problem.
The CHAIRMAN. Wouldn't that raise a very great difficulty for the

Tr easury?
Mr. O, oD. I dont think so. I think when you consider the savings

in time andi manpower in collecting from only 111 dressers as com-
pared with some 75,000 outlets, and surnounting the other difficulties
which I have mentioned, that, oni the whole the Treasury's burden
would be lightened.
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The ('HAmTMAN. Well, Mr. Gold, if you have any additional state-
ment, you may put it in the record.

Senator JohnsoN. Did I understand you to say that 80 percent of
the producers of fox pelts favor your plan? I am~i quite interested in
that. As I understand your plan it could be very well that the tax
would be passed on to tle producers of pelts. I am sort of surprised
at that statement.

Mr. GoLD. Well, I have here something on that.
Senator JomNsoN. Put that in the record; so that the producers

favor the plan you have suggested.
Mr. Con. Yes; the breeders of over 80 to 85 percetit of the skins

favor it.
Senator DA\vTs. The retailers favor the plan of collecting at the

source?
Mr. Gow. At the point of dressing. The retailers: the department

stores; three or four of the largest jobbers of furs; the breeders arn
in favor of it, and I am hoping, of course, that we are makiing a good
enough showing here to have (lie members of the committee favor it.

Now, the telegram sent to us which explains my previous statement
is this: It is written by Dr. L. J. O'Reilley, president, American Na-
tional Fur Breeders Association.

The American National Fur lhreedors As-;oelatlon offers full cooperation to
RMFA fur tax committee. We feel not only ourselve. but the entire fur industry
would suffer greatly from proposed retail tax.

Senator JoxINsot. That is saying he opposes the retail tax, but. there
is nothing in it to indicate that he supports your plan.

Mr. GoLt. Dr. O'Reilley attended a convention in Milwauke6
Jume 1&-21 at which I was present. He spoke, andl he approves of
our plan wholeheartedly.

Senator JOHiNSON. Are you going to put something in the record
Io that effect?

Mr. GoLD. I have nothing more 1)ut this telegram; but with the
permission of the chairman I can et within the course of a (lay
or two, something more from Dr. 0 Reilley or the association; andi,
with the permission of the committee, I should like to have it in tho
record.

The CHAIRMAN. Any reasonable extension of your remarks you
wish to put in the record you may do so.

Senator DANA F.R. I would like very much to incorporate this let-
ter dated August 15, 1941, from the Buffalo Fur Merchants Associa-
tion in the record.

The CHAIMMAN. Yes; it will be put in the record.
(The letter submitted by Senator Danaher is as follows:)

BIUFFAL.O FUR MERChIANTS A.SOCI,\TION, INC.,
Batffolo. N. 1'., Autls 1.5, 19f1.

The l0NoRt ILE JOHN A. DANt11R.
The United states ksnate, Washington. . 0.

DF.ta Sir: hi the tax bill now under consideration by the enate Finance
Commllitte a tax Is imposed on tle retail sales of furs. The retail fur in-
dustry, as a whole, has 11o objection to a tax being placed on furs under lhe
present ml('rgeney. provided that stich tax Is Imposed in such inmmier thal
it will bring the largest aniount of revenue to tie Government after the cost
of collt iin Is , dedueled, wihoul diserlminatlion and Injury to the retail fur
Industry. The tax on furs should be Inposed at th point of dressing of skin's
for the following reasons:
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1. Ha. of collrclioit.---Tihere aret less than 120 skin dressers li tie United
States, nmost of wvniii tire located ili flie vicinity of New York City and Chicago.
'These (ressers irt well-testablislit'd tolicei''s, wih Imaintain ilhllllae Ili.k-
keeping sysitllls, so that ti( auditil g of (li, tax would be (1uite silniit.h ami(
Inexpensive to tILe (overnnlent. Oil the other ]land, there are over 40,(X()
retail fill outlets hi tit, Ulted States, unliy of whon (10 not inalitail adequate
books, if ally. It Is Jill Irresistile cinluslon that titt cost of supervision and
collection front 120 tax sources will Ibe liflniteslinal as coiparcd to the cost
of supervision a1d collection from fort y-o(ld-thousand tax sources.

2. Eliinatcs discrimination.-A tax placed on the retail sales of fur coats
discriinates unfairly against the fur coat, which Is admittedly a necessity iii
northern climates. Millions of dollars worth of fur is used annually for trin-
tning cloth coats; tint' fur so used will escalpe the, retal ilsales tax entirely, if tile
fur Is not the component nmateriil of chief value. The bulk of fur coats sold
cost less than $100, and are ioit a luxury to the wonen who wear lheni, as
these 'lieap fur coats miiy he lhe only warily glrmnl(nts many women possess.
Thousands of fur-trinnned chth coats sell for $2(--even up to $500. Yet all
such fur-trimmevd garinents tll(] the fur thereon will be sold tax-free, exen if
the value of tle fur alls .1ll perelnt of tile total cost (if (i2, garelnt. AIId
who is to determin fi(e value of tite fur on a fur-trihnled cloth coat to deeile
whether it should be sold tax-free or suldect to tax? By having the tax collected
at the point of dressing, ill fur would pay Its share of the tax, regardless of
whether it was used for a fur coat or a fur-trininied coat.

3. Prevents ftr hootlc/g/lllf and unfair collttion.-Aniong tle forty-odd-
thousand retail fur outlets. there are hound to be some (hisele.s, who will
evade tilt, tax through fraud till(] Improper records. Undoubtedly tile Internal
lteveinue Bureau call cite ihuinnerahle stances discovered when tie previous
fur tax was ili force. It is ndoubtedly a safe estimate to say that for every
instance caught by tie lteveniue Bureau, there were it least 10 who were not
detected. In addition, there are iaany people who do fur work tit hom1e, a;
well as som stores who sell an occasional fur coat. These outlets cannot be
checked by the Revenue Bureau except at great expense, till(1 because of lack of
prolr books. evasion of the tax (annot be proven. Yet these sales, often iade
without tile addition of (lie sales tax, compete unfairly with tile legitimate
retailer, who conscientiously adds the tax to every sale. The fur dressers on
the other hand, are well-established, reputable concerns, who would not stoolp
to tax evasion.

4. Will not injure fur industrj.-Tlie placing of the tax on retail fur sales
will curtail tile sale of furs and fur coats. When a similar tax was Inmposed on
retail fur sales In Canada, a large department store in Toronto reports that its
sales of fur garments dropped 50 percent, aid when the tax was transferred to
tile dressers, the volume of sales of fur coats Increased Immediately. There was
tile sale reaction III tiw United States when (ile last fur tax Was hiiiiilosed ioi re-
fail siiles. The hliosit lol of ia tax on the retail-sales price eivit' s t trenelndous
,ales resistance Il (ite Ininid of the prospective (uistoler. When (lie sales (if
fur garmnints a21(i dt(reased, (lie wholh, fuir industry suffers. Including trappe'rs
lilad fur farmers. dresers. skii dhlers, and far-coat 1ailtfacturers, ats well as
retail furriers and de)artnet stores.

5. Does not create confusio.-The proposed tax law (see. 2401) Inposes tile
retail-sales tax ol "Articles made of fur on the hide or pelt, and articles of
which such fur is tie component materil of chief value." Who shall determine
whether tle fur on a fur-trininied garnient Is the coniponent materlal of chief
value? The retailer would have to make an estimate of the value of such fur,
which in most cases would lie a mere guess oIl his part. The Inanufacturer
would not want to disclose the value of the fur on such garments, unless tile
statute made such disclosure mandatory on the part of the manufacturer. The
confusion thus created leaves a legal loophole for the unscrupulous merchant
to place a low allraisal on the fur In fur-trinued cloth coats. With (le tax
collected at the potltt of dressing, ill fur will pay tie tax, regardless of where
or how It is ii.qvi. or how much or ]how little Is use(] in t garuiient.

The fllr dressers, wholesale skin dealerss and coat itilntufnectrrs, especially
tie futr-trimmed cloth ('oat manufacturers, are using the pressure of their
various organizmtIons to have the tax imposed oii retail sales, In utter disregard
of tie fact it will produce less revenue for the Government and do considerable
Injury to the Industry, as a whole.
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This organization, composed of retail furriers In the city of Buffalo, Is
giving you the above Infornmation so that you inny Ie thoroughly cognizant
of the disastrous effect of a fur tax placed on retail sales. The furriers of
Buffalo feel certain that you will realize the Justice and fairness of their
position, and urge you to use your influence, as a member of the Senate Finance
Committee, to see that the tax on furs is collected at the point of dressing, where It
rightfully and logically belongs.

Very truly yours,
GASTON OSIENTIMI.

Mr. GOLD. May I read just one very brief statement, in view of the
testimony given lere last Thlursda before your committee? In
which it was claimed that 3,000 members of the fur industry, which
I represent, are making a national effort, to obtain public and con-
gressional approval of a fur tax which will benefit the Government
by adequate taxes, and the consumers by holding down prices, and
the fur workers by removing the threat to their employment, and
our industry, to which you gentlemen are looking for tax revenue in this
emergency.

Yes; to the limited extent of our small resources, we are doing our
best to that end. I should like you gentlemen to see for yourselves
the a(lvertisements we have placed in the trade paper Women's Wear
Daily. In fact, it will be a privilege to us if you will examine these
advertisements; you will find in them restatements of the facts which
have made the Canadian method a success for over 20 years-a
method we urge you to adopt.

Our dues are '$5 a year, obviously most insufficient to engage in
expensive efforts. Those advertiseiinents, the ifiescapable expenses
of arousing the members of an industry to the threat that faces them,
are being supported by voluntary cojutributiuns averaging less than
$15 and all going to the fur-tax committee, not to the treasurer of
the R. M. F. A. If we succeed, we believe we shall have performed
a service for the fur industry.

I might point out in this connection that the chairman of the tax
committee is Mr. Jack Fine, of Baltimore, his cochairman is Mr.
P. W. Wilderson, general manager of Cownie Furs, of Des Moines,
Iowa; and the rest of the committee embraces members from many
parts of the country, consisting of reputable business people.

Senator CLARK. What does that fund amount to?
Mr. GOLD. Some $6,000.
Senator CLARK. Some $35,000 has been mentioned here.
Mr. GOLD. I have given you the correct amount, sir.
The CIAIRMAN. Thank you, Mr. Gold.
(Through an extension of remarks permitted by the chairman, Mr.

Gold submits the following briefs, telegrams, and excerpts from ad-
vertisements placed by the fur-tax committee, Retail Manufacturing
Furriers of America, Inc., in trade papers, referred to in his testi-
niony:) (Telegram )

WAUSAU, Wis., Augu8t 20, 1941.
IRVING GENFAN,

Retail Manufacturing Furrier8 of America, Ic., Taxr Committee:
Clarifying previous wire of position this association representing 90 percent

fur breeders of the United States unqualifyingly support, endorse, and plea
action your committee will be successful In having tax placed at point of
dressing.

DR. L. J. OREILLEY,
President, Anterican National Fur Brcders A8sociation.

828
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[Telegran]

NEW YORK, N. Y., August 19, 1941.
CHARLES Gore),

Capitol Park Hotel, Washington, D. C.:
In answer to your telegram, may I state that the tax committee collected

so far about $5,800. The average contribution Is less than $15 which Includes
contributions from fur Jobbers, skin dealers, and specialty shops who are in
full accord with our purpose and plan that the tax lie placed at the point of
dressing to Insure complete collection by the Government at a minimnnu cost.
This will eliminte unwerupulous methods through outlets especially fur trimmed
cloth coats, fur trimmings, hits, gloves, slippers, and every conceivable fur
article sold to the consumer. We estimate thlut through this recommendation
of ours, at least $75,000,010 worth of fur will become taxable which ordinarily
would escape taxation. Under our proposal , evasion of tax payments, unsCrupU.
lous eoipatition, andl consumer resistance will be eliminated.

Louts Kuori,
Treasiurer, Retail Manufacturing Furriers of Anerica, lie., Tax Com mittee.

Excerpts from advertisement In Fur Trade Review, July 31, 1941:
The American National Fur Breeders Association offers full cooperation to

Retail Manufacturing Furriers of America fur tax committee. We feel not only
ourselves but the entire fur industry would suffer greatly from proposed retail
tax.

AMnricAN NATIONAL FUR BREEDERS ASSOCIATION,
By Dr. L. J. O'rIILl.EY, President.

In place of collecting from nearly 15,000 retail shops In Canada we collect
from only 14 places-the dressers. It requires very few Inspectors to check our
records. The collection of the tax at the point of dressing Is the simplest, sanest,
and most economical procedure known. Canadian authorities would not enter-
tain any other method.

F. P. TITTR(rorIn.R, LTD.,
By FRANKLIN D. BunKiioI.DER.

Excerpt from advertisement In Women's Wear Daily, Tuesday, July 22, 1941:
[I'encll notation : "Largest Fur Jobbers in United States"]

KRUSAL & KRUSAL, INC.,
New York, July 21, 1941.

Mr. SIDNEY A. HAAS,
Retail Manufacturing Furriers of America Fur Tax Committee,

New York, N. Y.
DnAH MR. HAAS: In answer to your inquiry, we believe the proposed retail

tax threatens to reduce the volume of the entire fur Industry to such an extent
as to cause severe losses to many of its nfembers.

We support the Government in its defense program and believe the fur indus-
try should carry its share of the burden. To achieve this end, we support a tax
at the point of dressing which we feel will prove more desirable for the Govern-
ment, the fur Industry, and the public.

Very truly yours,
KRUSKAr, & KRUSKAL, INC.,

By J. W. KRUSKAL, President.



830 REVENUE ACT OF 1941

I.xcerpt from i letter rieprodlueed ili an advertisement in the Woitien's Wear
Daily, Friday, July 25, 1941 (on letterhead of executive ollices, National Retail
Dry Goods Association, 101 West Thirty-first Street, New York), addressed to
Retail Manufaeturing Furriers Association, 16 East Fiftleth Strcet, Noew York,
N. Y., signed by Lew Hal1 :

When the new revenue bill goes to the Senate Finance committee e oTr taxation
(hairinin will unquestionably address himself to the fur tax. I am sure that
retailers generally will agree that the logical place for a filr tax Is where the
fewest possible number of business concerns will be obliged to serve as tax col-
lectors. That would be, of course, at the point of tile final dressing of tie pelt.

Exeerpt from fn advertisement in Women's Wear Daily, Friday, August 1, 191:

WIAT TIE PIWPOSED IRETAIIL TAX MEANS TO EVERY FURIEr

CollectihL 10 percent above the price of every fur garment In addition to exist-
Ing sales taxes.

Fuc-triiniiied garielnts of which fur Is the component part of less value will
eseiipe taxation aiid theiefore (,oliete unfairly with fill garnents.

Additional bookkeeping, reports, and Inspections.
Unethileal competition from unscrupulous wholesalers and retailers.
An increase in coipetitlon from home shops and tailors who are not estab-

lished firms.
A decrease in sales of furs which will not only shrink your volume and profit,

but tile volume of the entire industry.
Loss of eustonter good will because consumer will inadvertently feel animosity

at your collecting tie tax.
A hlrge portion of the gross revenue collected will be dissipated by the high

cost of collecting, litigation, and policing necessary on the part of the Govern-
iient and will never reach the Treasury.

Collecting the tax on repairs which would entail complete itemizing of all ma-
terials to the Custoiner.

Payment of the tax to the Governitent each month even if garment is unpaid
for by the customer or only partly pid for.

BRIEF SUnMirr'xn IN BEHALF OF TIHE NATION-WIDF RETAIL FUR INDUSTRY BY
CHARIES Goie, GENERAL COUNSEl. FOR RETAIl, MANUFACTUIlING FURIIMS OF
AMEIIA, INC.

TIlTS BRIEF PROPOSES THAT THE TAX ON FUR BE PLACE AT THE POINT 0 DRESBNG

Prefatory statcleflt.--2hlis brief is submitted in support of certain pro-
)osals iade by the prolonent for the placing of an l)rojected tax on furs at

tie poit of dressing.
The retail fur industry Is fully aware of the Government's urgent need for

additional revenue lit connection with the proposedd emergency defense measures.
The retail fur industry furthermore is of the opinion that the entire fur
Industry is able to contribute to the country's great need for additional fluids.

It is respectfully submitted, however, that the tax should be so Imposed
is to work is little hardship on the consumer and the fur industry or ally
portion thereof as may be possible.

This brief sets forth a pln by which the tax can be spread over the whole
Industry without imposing too great a burden oil any one branch thereof.

The proponent, an Incorporated trade association, hIes affiliated with it
19 Incorporated retail furrier associations, and a large munmer of individual
retail furriers, iti various sections of the country. Tie names of tie affiliated
associations follow:

Greater New York ltetail Furriers Association, Tie.
Clicago Retall Mfg. Furriers' Association.
Milwaukee 1,tall Mfg. Furriers' Association.
Master Furriers' Guild of Wishingtonm, D. C.
Furriers' Association of Riltimore, Md.
Iowa-Nebraska Retail Fiurriers' Association.
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State of N. J. Retail Mfg. Furriers' Association.
lidlan Sales Retall Fil Merchants' Association.
Manufacturing Furriers' Association of Pittsburg.
Buffalo IFur Merclants' Association.Albany IRetall Ftirriers' Association.

1urrlers' Gulld of Hartford.
Retail Filr Merchants of New Haven.
Colorado Springs Retail Fur As,;oelatlon.
Southern ('alifori nll Retail Fur Merchants' Association.
Furriers' Guild of Boston.
Greater ('iciinalt Retail Furriers' Association.
Cleveland Retail Furriers' Association.

Thus, It appears that iwtitioner represents the Interests of the retail furriers
Iii till sectloiis of the country.

The proponent, lit order to iaseertai the opinion generally entertained by
retail furriers throughout the United States, has caused certain canvasses to
be made and lbs Invited expressions of sentiment. ''le petitioner is now in
a position to state that the entire retail fur industry clearly favors the following
plan for taxing furs:
The retail fur Industry is fully aware of the Government's urgent need for

additional revenue, and it is it full accord with tIme Government's Intentions
to levy a tax on furs. however, the retail fur Industry, mindful of Its ex-
pi-rliriesi til(] occurrences under previous taxes, urges upon the Government:

First. That the tax should not be npose(] at the point of retail sale.
Second. Yriut the tax should be imposed at the point of dressing of f1W

skins.
Reason A.---In view of the limited revenue to be derived from a tax at the

point of retail sale. policing and collecting the tax from possibly more than
70,0010 outlets would prove an Insuperable problem and most costly to the
(overnuent.

There are presently more than 18,000 establishments which sell furs directly
to the coismner. In addition, there are more than 24.000 establishments which
are potential outlets of furs to the consumer.

'There are between 70,000 and 75,000 actual and potential retail outlets of furs
to the consumer consisting of:

Wholesale fur manufacturers practically all of whom engage in direct-
to-consumer business --------------------------------------- 2, 290

Wholesale manufacturers of fur-trimmed cloth coats, many of whom do a
large volume of direct-to-eonsumner business ---------------------- 4, 400

Women's read-to-wear shops-m ny presently retailers of furs-all of
then potential retailers of furs -------------------------------- 2 820

Departnient stores --------------------------------------------------- 4, 074
Retail furriers (exclusive of specialty stores) -------------------------- 4,918
Small ware stores, millinery stores, and others selling furs or articles

made of or containing -------------------------------------------- 30, 000

Total --------------------------------------------------------- 41,502
rhe foregoing takes into account tailor-furriers who make new garments aind

remodel old ones; home-furriers, most of whom have no established or discernible
place of business and who remodel and make furs for the consumer. Many of
this latter group studiously avoid disclosing their activities as they are union
menibers and face the loss of their union cards if found to be engaged In their
own business.

It Is reasonable to state that furred millinery and furred gloves and other fur-
trinmned novelties are being sold each year in upward of 25,000 such establish-
Illents.
Ini addition to these there is on the fringe of the retail fur Industry a group

of 'ac,|keteerlg clothiers and furriers wio eniploy lrepossessing women as "fronts"
to Insert In newspapers "liersonal ads" Iurportilng to lie fr'iimm women who
"must sacrifice ;,ar('obe, only slightly worn, at a mere fraction of tihe purchase
price.

The latter group would find a business stimulating and further encouragement
for their activities in a retail-sales tax, as they would be able to offer additional
inducements, while enlarging In fact on their fraud of the public by pretending
to their Innocent customers that the sales were not taxable as the furs were second
hand.



832 REVENUE ACT OF 1041

Needless to say, home furriers and racketeering furriers, though they are not
to be classed together, offer very unwholesome amd in almost all instances unfair
and unethical competition to tile legitimate fur establishment. This competition
would undoubtedly become even more unfair were the tax placed at the point of
retail sale.

It must appear quite clearly that finding many of these outlets, not to speak of
policing, examining, and collecting a tax from them, would be nearly Impossible
and very costly to time Government.

In short, if the tax were levied at the point of retail sale, the Government would
be confronted with the tremendously diflicult task of policing and collecting from
possibly 42,000 recognizable direct-to-consumer fur outlets and many thousands of
tailor furriers and hoIme furriers.

As to tie cost of enforcing a tax at the point of retail sale, it mmy be pointed
out that time Treasury Department conceded during the last excise tax (1932-38)
which was payable by the manufacturer of the fur article that enforcement was so
dillicult and the cost so high as to make the tax unsound.

In fact, these two factors and certain lroblels of interprtation led to the
repeal of tile tax. (See report of House Ways and Means Conmmiiittee, No. 1860,
dated March 1, 19.)

Rcasoa B.-A tax at the point of retail sale may offer temptations to violate
the law to consumers and merchants (wholesale manufacturers, job)-ers, and
retailers) alike.

While tIme fur excise tax was in effect (1932-38) it was alleged and in many
cases established that minerous wholesalers and retailers of furs omitted to pay
the tax.

This memorandum will neither discourse o tile reasons, lllilosophlic and
psychologie, which explain these failures to pay the tax, nor will it endeavor any
extenuation thereof. Suffice it to say that in some Instances the temptation to
pocket the tax was too great. In other instances consumers, sensing or knowing
tie ilmnlcial embarrassment of sorely pressed merchants, Induced them to engage
ill cash, unrecorded transactions free of tax. In some cases the merchalnt could not,
because of poor production equipment or management, continue In business unless
ie compromised his honesty and conscience and pocketed the tax.

Regardless of what )romnpted the evasion of tax, the Government was tile loser
thereby, and law-abiding merchants found it more difficult daily to compete and to"
continue in business.

Almost all wholesale fur mamuflmturers tire engaged in tile direct-to-consunmer
business. In ninny instances during tile last tax some wholesalers, to obtain more
direct-to-consulmer business, held out the promise of a wholesale price and the
illegal lure of a tax-free transaction which was consumnmated by ai unrecorded
all-cash transaction.

It is self-evident that the merchant who charges, collects, t'nd pays to the
Government a tax cannot compete against the merchant who waives time tax
or who pockets a collected tax.

That these things occurred under the old tax is proof sufficient that they
would reoccur under a new similar tax.

All legitimate retail furriers are especially anxious to avoid the repetition of
these destructive practices iti the future. A legitimate merchant hs no means
of competing against such practices.

These could be avoided by use of proponent's proposal to tax at the "point
of dressing." The inducement to the unscrupulous customers and merchants
to avol the tax would not be present.

Reason .- A tax at the point of dressing lessens the likelihood of income-
tax fraud.

The Department will readily recognize that under a retail sales tax the un-
serupulous merchant who neglects or omits to pay his fur tax, either with or
without tile connivance of his customers, will surely not include such trans-
actions in his income-tax report.

Thus, the Government likewise would sustain a loss in respect of such firm's
income taxes (corporate andl individual).

Reason D.-A tax at the point of retail sale would result in numerous in-
equities which should be avoided.

Iii addition to tme objections inherent im the foregoing arguments, the follow-
Img slmould le given consideration:

(a) A tax tit the point of retail sales places the wholesaler wlo sells at retail
at an advantage over the custom furrier.
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(b) Should the law provide (as in the past) certain exemptions for fur-
trimmed cloth coats, the inexpensive fur coats would be at a disadvantage.

Under the previous law, where a fur trimmlng was less valuable than the
skeleton cloth coat, the transaction was nontaxable. Thus It frequently hap-
pened that a $00 or $70 fur collar was used to trim a $75 cloth skeleton and the
entire garment was exempt. Nevertheless a fur coat wholesaling for $89 was
taxed.

(e) Each year a retailer, however small, enters into hundreds of transactions
ranging from a few dollars upward. The larger furrier engages In thousands of
su'h transactions. It would impose untold hardships upon them to require that
they maintain detailed records for tax purposes, all of which couhl be avoided
by a tax at tire loint of dressing.

(d) Certain lssible regulations would Impose great hardships upon retailers
'rile Revenue Department In the past required a tax to he paid oil repairs

annd alterations of furs on the whole charge therefor unless the customer was
given an itetmized bill showing the number of skirs used, the charge for each,
and the charge for labor.

The Department might require this once again under the new law. It is
Impossible to portray adequately the hardship resulting from such a regulation.

To enumerate the number of skills used invites lengthy discussions oil the
charge for labor and the charge per skin.

To omit the enumeration of skins from the bill would subject the furrier to
the payment of a tax oil the whole bill.

This too could readily be avoided by the use of the proponent's plait.

The retail fur inddu8try urges that the tao be at the point of dressing

The tax plan would be as follows:
1. The tax would be 10 percent on the value or of the skin owners' cost for the

skins, inclusive of dressing charges. If deemed necessary by the Government
this tax might even be made 10 percent, to Insure reaching thereby the quota on
furs suggested by the Treasury Department.

2. The owner of the skins would be required to deliver to the dresser (together
with the skills) an affidavit of valuation in duplicate.
3. "The dresser would forward periodically to tie Internal Revenue Depart-

meat the original valuation affidavits, together with a statement of charges for
dressing of all skills and a check for the payment of taxes collected by him from
the skin owner.

This plan Is submitted by the retail fur industry as the most logical taxation
plait for the following reasons:

Reason .- Policiig and collecting the tax under this plan would be quite
simple, as there are only 111 fur dressers.

At this point it might be advisable to direct attention to the fact that all fur
articles and garments are made of dressed furs. The dressed fur skins find their
way into the finished garments and other articles made of or trimmed with fur
ir the following manner:

The fur skin Is first trapl)ed and then sold to a collector of skins, who ships it,
along with others, to the fur auction or to tle skin dealer, who in turn sells these
skils to the wholesale fur manufacturer or to the custom retailer. The retailer
deals directly with the consumer, whereas the wholesale manufacturer deals
with the Jobber of furs, the retail storekeeper, and the consumer.

However, before these skins can be manufactured into complete garments or
used iIt other articles or as trinmings they must be dressed.

Statistics regarding the dressing of fur skins:
1. Seventy plreent of all skins are dressed for wholesale manufacturers.
2. Twenty-live percent are dressed for skin merchants.
3. Five percent are dressed for custom retailers.
4. All these skins are dressed for less than 1,500 firms.
5. All these skills tire dressed by 111 fur-dressing firms.
6. Eighty percent of the fur-dressing business Is done by firms located within

25 miles of the heart of New York City.
7. Ten percent of the furs are dressed in the vicinity of Chicago, and tle bal-

ance of less than 10 percent itI other portions of the United States.
It imnedlately becomes apparent that collecting a tax on fur skins which

must pass through 111 establishments for dressing, at the request of less than
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1,500 skill owners, is quite simple and In direct contrast to the gigantic problem
of ascertainbig the Identities of the tells of thousands of retail outlets (of manu-
factured furs), policing their, examining tlei, and collecting the tax from them.

'The simplicity (if collecting the, tax it the poltit-:f-dressiig plan 1si further
emphasized by the fact that 83 percent of all skills dressed are dressed within
25 miles of the New York City fur market. and by the further fact that over
90 percent of till skills dressed are dressed by less than 25 fur dressers.

Tie close cooperation of the Internal Revenue Department with these 25 fur
dressers would insure the collection of over IN) perceiit of the taix. Insofar is
the balance of the skills dressed at the other 80 plants (consisting of about 10
percent of all skills dressed) are concerned there could he no evasion worth

nti cloning.
Reason JI.-Administrttion problems and costs Wouild be at a nlnni.
The ease of collecting a tax at the point dressing of furs Is so manifest as to

require but little discussion. Checking the books and records of the 1,500 skill
4wiers, till ilentifled, is Ioth imple and inexpensive.

This Is espeeislly so wheii It is borne in mind that the large bulk of the dressing
pro(Css - don' for a .41li. group of wholesale manufacturers lind skill dealers.

Contrast to the econsomay ind ease of administration of this proposed tax the
great problems and the great expense inherent in the proposed retail-sales tax,
which Would( require tle exainiiittio of a inaze of trlisltttons, schemes, and
tux-4vasioni devices engaged in by tit unscrtiulims l5ersciiis who might be found
it tiny and till branches of all of tite fllr Industries.

Reason 11I.-A tax at the point of dressing of fur skis would bring a larger
sin of lloincy to tilt Government hii i retail-sal's tax (or it inufacturers'
Siles tax).

The total vtlue of skins dressed, inclusive of dressing charges, Is $200,000,000.
The Government would obtain, by imposing it 10 percent tax sit this point, the
sisn of $20.000,000. Very little expense would I)( required for the enforcement
of the said tax, thus leaving the Government practically the whole amount
received.

A tax upon the retail stile or manufacturers' stile would Iiriig eisihlerally less
tihai $20,000.0), ias evidenced by the experience of the governmentt under the.
last tax.

During tile period tlmt the last fur excise tax wits it effect (11)32-M8) the Go%-
ernment never obtained in any one year even as much as $8,000,000. Tile tax
sit that ttne wis on the sale by the minufactitrer of an article imide of fur. 'The
Government reeeived the folhwing reveiuses 1inasiss1lly from the sal taix:

Year: A mount
1932-3 -------------------------.--------------------------- $7, 546,275
1933--34 --------------------------------------------- 7, 655, 000
1134-35 ----------------------------------------------------- 2,0 75, 72
19,5-36 ----------------------------------------------------- :, 321, 057
1930-47 ----------------------------------------------------- 5,919, 320
1937-38 ----------------------------------------------------- 5,368,3 93

clson. IV.-A tax sit the point of dressing of fur skills is eiuittable, in that it
secures particiliitiom from till bramelies of the fill' Industry.

If the tax were placed sit the point of dressig, sill lp'sis ttigaged iit the fur
Industry from the skii dealer to the rettiler, snd every usts of fur us trimming in
siny Industry. such as gloves, millinery, slippers, coats. etc.. might partlcilite
in the absorption of the tax. In otier words, if sit siny tiie the detail market
were not favorable, sill divisions engaged tin i te flt- industry antd other fur-using
industries might absorb part of tt(- tax by smikimig pro ler adjustments in their
calcuisitions to offset part of the tax Item.

On the their hisi id, if the st X were imposed sit the poit of retail stile, tione
of tile other divisloiss of Ilie industry woild imtke -my contributiois to this
end and were the cotisilmer ditimiii to be weak tie rthliler lhniself would b,
forced to absorb this tax item by making t'e retail sellitlig price sutttielently
attractive so as to eiscollrsige stiles.

Reason V.-''he atlidavits of vluation would be avetirat,.
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Tile valtiations furnished to the dresser would of necessity he truie valuations
is they would Ile the basis of all claims by the owner for loss by fire, theft.
and more important from damage during dressing process. Furthermore check-
Ing these valuations would ie a 1hsi)le matter for tile Govermneit.

Tile skin owner's cost bills representing lurchases (which are almost always
made at large auction sales) could always 1)e uillIzed (Io refute false valuations
and false low valuation wouli result lit large profits and high Income taxes,-
less desirable to the skin dealer atid manufacturer (most of whom pay Iueonme
taxes in the higler brackets) than paying the proper dressing fax.

Under tIe( most unfavorable circumstances, the Governutent would have ,
greater problem than to make a careful (heck of the activities of the 111 fur
Industries.

R4'ason l'I.-A tax (at fui skills lit the 1:ont of dressing would Ie con-
stitutilial.

Itevetue acts of tlhe past have repeatedly ultilized it lrocesslig tax ori a tax
at the point of pirocesslng as a means of obtaiting revenue.

'Tlle' Revenue Act (l 111:1|) (.99 ntilts it 1tittllier of so-vallcd processing taxes.
Sv't' s ct ion 2-0TO a I (I) which Inltists i proce."tig titx otl cocoltlut i)alln alid
liittn-kerttel ol, fatty acids, etc.

hi the (-lst, of (Vineiniati Soap (o. v. Unit ed States (301 U. S., 308, 81 Law
Ed. 1122), the Court was called upon to determine the constitutionality of the
tax imposed by section 602/., (a) of the Revenue Act (if 1)34 which was tlt
predt,.essor of section 2470 of the Revenue Act of 1939.

Tite Court held that the lax imposed upon the first processing of oil was a
valid tax Ililtl a inaImllfittlllig lrocess for revemte Imtrisses tillti did mot
violate tI( lltt-lit'ocess chaise of the ilifth rtit tenth anendnents.

Likewise lpi'tcessig taxes ive heen imlsed upon llricating oils, sugar,
oleolnlgrga tl ie, 11Iti rellivated blutter. Tlese tixes till taxes of it like tIattre
have repeia tedly heeti held to lt cstitl utona i.

'he Treasury departmentt Is it f1it 1tiliiir with these holdings tti require ftut-
ther eilargementl it the sildiet.

Till decision' of the Sulpremtue Court it the itse of iVItI ,Sctaltc v. Ill'ler, et a/.,
which declared ut.col-ittitmal it(he jrocessig tax under the Agricultural Ad-
julstmlent Acit Ihas nIo healrhng upo Itie InIstantl mattelir.

1li Ihe II lttlr 'imz (097 I1. 8. 1). ti ('urt held lhat the lurlmose and plan of
reguhlahtg flie ittiitles (f farmers was fill Invasion by the Federal Governmtent
(if tile Ju. is4lt of varius States it tih tus mionstitutonl.

lt'dimiJ ihat iIt-' underlyitig mottive of till 1ct wa.s illegal and t hat the use
of ntoney. lit the furtherance of this tpurptose was Improper, the tax by which
the tmotneys themselves were to be raised was likewise and for that reason only
found to be unconstitutlontal.

Although the A. A. A. was a tax at the poitt of process or manufacture, nothing
it either tite majority or minority opinions it the Butler casc held the tax as
such to be unconstitutional.

Reason VII.-A tax at the point of dressitig hits proved successful Il ('anada.
Tile ('tnadlan Govermnent Ites employed it polnt of dressing tax on fur skills

for the last 22 years with etlmnt success.
Furtlhernore, tile tax iii Cminada wits al)proximately the same its that recoti-

mended by proponent.
From tle year 1026 to the year 1931), the tax was 8 percent. It was ill 1939

that the tax was raised to 12 percent. Section 86, subsection 4a of the Special
War Revenue Act reads as follows:

"There shall be imposed, levied, and collected a consmnpton or sales tax of
12 percent ux)n the current market value of all furs dressed amd/or dyed Ill
Camada payable by the dresser or dyer at the thne of delivery by hi."

Surely tile success of the Canadian fur dressing tax should constitute contclu-
sive proof of tile efficacy of this procedure.

Promient for the reasons set forth above urges:
First. That the tax should not be imposed at the polit of retail sale.
Second. That the tax should be Imposed on the dressing of fur skills.
Respect fully submitted.

CCiARLES GOLD,
(7enerai Counlsci for Retail Mann faetma, Furricrs of America, Inc.
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Wily A TAX ON FUR AT POINT-OF-SAIJs 19 UNFAIR TO CONSUMERns, WILL INJURE TIM
INDUSTRY AND lIE COSTLY TO AImisiER; WIiEns,%s: AN AurIEN.'rIVE TAX, AT
1'OINT-OF-I)RESSINO, WVOUi.) YIEIAI MORE REVENUE TO THM GOVERNMENT WITHOUT
HARMFUL EFFi.ET UPON TIlE CONSUME Olt '11! INDUSTRY

A proposal, subllitted by 3,000 members of the fur industry, and unique In
that here an Industry virtually volunteers to be subject to taxation.
rf'he more than 3,000 mIenbers of the retail fur industry, represented by the

unlersigned, are aware of the existing national elnergelney, acknowledge the
necessity for special taxation, and want to contribute their share.

To this end, on behalf of tile fur industry, they Irolse that a tax be levied
on the industry which will be absorbed by it and not assessed directly against
the consumer.

Such a tax can be set up if levied at the point of dressing the fur skins.
And, in the opinion of 3,000 fur men, this is a more effective alternative than

the now existing proposal to tax at point of retail sale, for these reasons:
1. It will benefit the consunler.
2. It will be simpler to police and collect.
3. It will cost less to police and collect.
4. It will result in more revenue to the Government.
5. It will apply equally to all fur users.
6. It will insure accurate valuations.
7. It will be in the best interests of labor, defense, and the industry.
8. It has worked in Canada and will work here.

1. THE CONSUMER WVILL HE BIENEFITH) 1W TIB E TAX ON FURS IF IT IS IMPOSED AT POINT
OF DRESSING INSTEAD OF AT POINT OF SALES

This is the confirmed opinion of more than 3,000 qualified members of the fur
industry.

There was a time when furs were exclusively the privilege and rainant of the
rich. This is no longer true.

Today, the fur industry could not exist if it had to depend o the rich alone
for its business.

Today, it is the average American woman, tile woman of modest means, who
does the bulk of the fur buying.

This Is obviously as it should be.
Tile wealthy woman, who lives in comfortable homes and who spends her

outdoor moments ill heated cars, actually has no need of a fur coat from the
standpoint of basic necessity. The value of furs to her is one of prestige, of
tie ac.centing of beauty, and the enjoyment of lavish wardrobes.
But to the working girl, the housewife, tile student, a fur coat is not a luxury

but a very basic necessity. It is she who must walk for blocks in driving rain
or pelting snow to reach the bus or the train or the streetcar she can afford to
use. It Is a plain matter of keeping warm, of protecting health, so that the
daily job of earning a living or caring for those who do or preparing to do so
can go on during the months when bad weather complicates living.
The fur Industry, sensing its social obligation, recognizes the right of the woman

of poor or modest means to buy fur garmnents as a basic and prior right over
that of all other consumers.

It is she whom the industry increasingly seeks to serve.
And in thus serving her, It serves itself-a perfect case of enlightened self-

interest.
Now, if, as Is proposed, the cost of a fur garment is raised by 10 percent

by the imposition of a point-of-sale tax, the average American woman, whom
we have seen to be the one who needs the comfort, warmth, protection, and
beauty of furs in her life, is sure to suffer.

A 10-percent increase may mean that she cal no longer afford to have a fur
coat at all.

She, who needs it most, may have to be satisfied with a cloth coat which
gives her neither the service nor protection of a fur garment.
The retail fur industry wants to make it possible for the average Anlerican

woman to continue to own and enjoy furs.
It call only do this with the cooperation of the Government in securing a

tax fail to consumer, industry, and Government alike.
The proposed 10-percent tax at point of retail sale is not fair. It places the

entire burden on tie consumer.
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The tax at point of dressing is fair. For, with the tax placed here, the
entire fur industry front raw fur source to retailer can and will bear a portion
of the tax load in order to lighten the burden on the consumer and thus keep
demand for furs high, business active, profits and subsequent tax gains to tite
Government assured.

2. A TAX AT POINT OF DIFSSINO CAN BE POLICED AND COLIEOTED EFICINTLY
AND SIMPLY

Why? Because It's the bottleneck of time Industry. There are only 111 dress-
ing plants, but there, are 70,000 to 75,000 potential fur outlets for fur articles.

You Can't police a lauge mptropolls with a village Constable!
And It's impossible to keep cheek on 75,000 establlslnments without a hirge and

expensive force of collectors, bookkeepers, clerks. inspectors, etc.
Much criticism hnans hcen leveled at bottlenecks it industry.
Yet here is one bottleneck which can serve to advantage !
Let; its pause for a moment ad consider what is meant by dressing a fur.
WhtlL a pelt Is sold at one of the big auctions to which thousands of trappers

se ld their furs, it is In a raw state.
Before tie skin can be made into a coat It must be "cured." This is one of the

jobs done by the dresser. The skin Is made plilble, given toughness and wear-
Ing quality, and processed so time hairs will not shed.

Another service performed by the dresser Is to (lye the skin. The shade and
blend is usually prescribed by the owner. The dresser does not own or deal in
skins. He Is merely a processor.

An undressed skin Is a raw skin and one which cannot be used In manufacture.
On either side of the point of dressing, the business of getting fur from

animal to coats for consumers, fans out. from and into the hands of thousands
of people Involved in various aspects of the fur industry.

To place a tax at any other point Is to create a gigantic problem.
This ineililent and unnecessary complication of admistration Is one of the

chief objections to time proposal for a tax at point of retail sale.
The simplicity of collecting the tax at the point of dressing is further empha-

sized ly the fact that 80 percent of all skins are dressed within 25 miles of the
New York City fur market* Furthermore, more than 90 Ircent of all skins dressed are handled by less than
25 percent of the total of 111 fur dressers.

The close cooperation of the Internal Revenue Department with these 25 fur
dressers would insure the collection of more than 90 percent of the potential tax.

3. 0OS OF COMIYECTINO A TAX AT TIHE POINT OF DRESSING WOULD liE AT A MINIMUM

One of the main advantages of the tax at point of dressing would be that it
would take the impost out of the tin-cup collection class and make it a profitable
and Just levy.

The ease of collecting a tax at the point of dressing of furs through the existing
111 firms handling this business is obvious.

Contrast with the economy and ease of administration of the point of dressing
tax the numerous problems and the great expense inherent in the proposed point
of retail sale tax. This would require the examination of a nmaze of transactions,
possible schenies, and tax-evasion devices, and a general policing of tens of thou-
sands of retail fur outlets.

4. INCOME TO TIlE GOVERNMENT FROM A TAX AT POINT OF DRESSING WOULD FAR EXCEED,
ANY OTHER TYPE OF TAX ON FURS

This lont needs no support. The tax that yields the greatest revenue-and
still Is fair and equitable-is preferable, although still painful.

It was once said that "taxation without representation is tyranny." It is
equally true that taxation without effective administration and maxinum return
is an abuse of serious nature.

The total value of skins dressed, inclusive of dressing charges, Is $200,000,000
annually.
The Government would obtain, by imposing a 10-percent tax at the point of

dressing, the sum of $20,0M,000. A 10-percent tax at the point of dressing would
net more than the Government is seeking.

(17741-54
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Since so very little expense would be required for tihl( enforcement of the jalaint
of dressing tax, the Government would receive and benefit by paictieally this

hvliole amount.
A tax Inposed at the point of retail sale would bring consihrably less thni

$20,M8),00, as Is evidenced by the experience of the Government under the hlst
fur tax.

During the period that the last fir excise tax was in effect (1932-38) the
Governnlent di not obtain i tiny 1 year evel its much a; $8,OCO,000. At that tine
the tax was levied on the salh by tit(! manufacturer " an article made of fur.
Tle Government received the followhig revenues a, mially from this tax:
Year: h11cone Year-Continued. Inconle

I D32-13 -------------- $7, 541. 275 1935-3 0-------------- ,$3,321,057
1933-4 ------ 7, 55, 0() 103;-37 ------------- 5.919, 3219
1934-35 --------------- 2, 675,732 19i7-38 ------------- 5, 368, 318

A TAX AT POINT OF DRISSINO WOt'LO INMUiE E(JITAlIl.E AND INI LISIVE ASSESSMENT

l'nder the proposed point of rehtll sile tax, the manufacturer of cloth ganinelit,
which are fur trinuned esealpes iissessinent. Thus ie will hie enabled to price his
fur-trimlned cloth coat lit an even lower figure when h,' comipetes with the furrier
In tl, retail field.

This is unfair and will tend to depress the fur market.
A tax at point of dressing will he collected from all users of furs, for whatever

purllpose.

Obvii. sly this is both fair and (denocratle.

,6. A TAX AT POINT OF DHESSING WOI'LD INSI'E ,%CCTRATE VALUATIONS BEING PLACED
ON THE FURS FOR TAX PURPOSES

When the owner of a fill sends it to the dresser it certain vluation 1 placed
Oan It.

This valhataIn 1a ili h sis for any elhnins which night' he made later because
of loss front fire, theft, or damage durhig the dressing process.

Obviously the owner of the ful- Is going to declare it at Its full and accurate
value. His statement of their worth, fixed at poil t of dressing, would then pro-
v'lde tt( Government with a fall' and aecluraell estlhnat(e for taxation purlposes.

Furthermore, checking these valutilons would Ie a simple nmtter for the
Government t.

It would be simple because the tax-collection agency would need cheek only
the books of the comparatively small group of 11 dr'essers.

Such a task Is Insignificant compared to the work anid expense of checking
these valuations Individually with thousands and thousands of retailers.

The skin owner's cost bills representing purchases (which are almost always
made at large auction sales) could always be utilized to refute false valuations
and false low valuation would result in large profits and high income taxes-
less desirable to the skinu dealer and manufacturer (most of whom pay Income
taxes in the higher brackets) than paying the proper dressing tax.

It also follows that it is much more difficult to arrive tit a fair and accurate
valuation at point of retail sale. This is because so many variables have entered
Into the picture. A finished coat canl be priced anywhere within a considerable
range. But a skin has a definite price tag.

Taking the valuation of the furs at point of dressing Is the only wqy to secure
a fair and accurate valuation.

This is not true of the proposal to tax at point of retail sale.

7. A TAX AT POINT OF DRESSING WOULD BE IN THE BEST INTERESTS OF DEFENSE, LABOR,
AND THE INDUSTRY

The fur Industry is a highly specialized field.
Trappers, fur fabricators, dyers, and dressers cannot apply their experience in

other fields.
This means Industrial maladjustment, unemployment, and a decrease In national

production if an unfair tax jeopardizes the fur industry.
Nor can the skilled workmen employed in tile fur Industry be classified among

those whose talents can be converted to defense work.
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A Jeweler call use Ills talents in making istraunents for flying or navigation.
A machinist can be converted Into an expert airplane worker.

But a breeder, trapper, or skin dresser operates In such a specialized field tlat
their experience and skill cannot be diverted into other channels.

In connection with this picture, It should also be noted that the fur Industry
Indirectly contributes to the defense picture by freeing materials vital to prepared-
iiess. Huge amounts of wool, leather, cotton, and other fabrics are made available
for uniforms and other purposes as a result.

For those lidditiollill rellmils. Ihel, It Is importan lit it a tax on tie far-
Indtistry be ,111' wliic'h does not threaten its very existfence.

This means it should be a tax at point of dressing.

8. A TAX AT POINT OF DRESSINO I.\W ALIIFAIY I'ROVEN ITSEi F SUCCESFIJL IN ('.Nl.\.

It is only common sense to profit by somnlAy else's experience.
The proposal totax furs at point of dressing works.
A tax at point of retail sale Is an experiment and might be a failure.
In fact the former excise tax on furs-repealed tn 1938 because It wats Inprae-

tical 11mdi too co.sily to administer-revtld he samnle weakness in st l'wltiture that
wAould of.'eatr if all attnillpt were nade io tax furs at pdlit of retail sile.
The oil tax, collected from fur illlfaltlurers, proved Utlisloulld because there

were too many outlets to polie and collect from.
Yet a tax at point of retail sale would expand even that unwieldy set-up.
Lvt us take ia look at the point of dressing tax enployed by the Canadian

Government.
It is apl)proximately Identical with the one herein recommended,
From 11)26 to 11)92 tilt ('aimidin tax was 8 percent. In 1931) it was ralod to

12 percent. Section S0 of the special War Ievenue Act reads as follows: "Thore,
shall lie Imlpsel. levied, and collected a consumlltio oi' sales tax of 12 percent
upon the current market value of all furs dressed anditi !.ved lit Camida, payable
by the dresser r dyer at the time of delivery by nim."

This l)11h1n Ihis proved eminently sl'cessf:i'. It his yield revenue beyond
4,xpeehtion. It his beeni economical to oi.iminister. It Tilis wt;-ked no Injustice
to consumer or industry.

The Slceess of tie- Caidian fur dre 'sing eolistitutes (olehsive proof (if the
foregoing reasoils lit favor of a tax lit !toint of dressing.

ITAIL MANUF.,ATURINO FuititiJmi OF AMEICA. INC.,
Fu: TAx Co~MiTrmr,

fSigned) J.%cc FINE, Ch;Iriman Blitinore. lid.1P. W. WmImn:so.N, ('no.11airmaa. De.-Malines. lomm.

Louis KmioLr, ''reuJmS'rer. Xcir Yok City.
Tile foregiilg sulbscribd to by leading aissoclatillIs s.tih is tllhe National Fox

Breeders' Association. leading firms and Individuals within tit, entire fir Industry.
1Ind "Itlch iterestedi orgill ilzatiomis s tlt' Nat ional Retail Dry Ooo:, Association.

TAX ('oMMirTEm. RKT.IL V\,N-UFACTUIiIN I iI iiiiFRN OF A.MERICA. INC..
New York. N. V.. .A .tttst I9, 1.9.1.

11iin. WALTER F. (iEolk.o ,
Ohafrf,-m . ('o1mittee on 'inanee,

'ited States Senate, Wi'astington, 1). ('.
DIn 8EN.ATOR (EoR;: E: Yesterday I promist'd that I wouhl present to yon

jildditimal data on this question of hIport'd furs.
At thy present tine, there Is a tariff on ti' iImportation of dressed skins, para-

grapli 1511) la). 'i..,; duty i' 25 percent ad valolenl. There is 11o tax on
iiiitlres, s'i f raw) furs.

Clearly, ti' inimporter would not be I'led to Ihlrt dressed skills in pref-
9ren(ie to undreswd skis for tile simple relsoll that lie would be compelled to
pay a 25-percent dtty. As to the Imported undressed skils, they would pay
their share of the tax when dressed or cured, under our proposal.

At this very mionit the Government has III its enploy it number of experts
who deterlilne th,, values of Imported dressed fur it order to Insure the coliec-
,lIon of th full duty.
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We believe that placing the fur tax at the point of dressing will benefit the-
(lovernment-by adequate taxes-a11d the consumers-by holding down prices-
and the far workers-by removing the threat to their employment-and our

lndustry-to whom you gentlemen iare looking for tax reve me In this emergency.
Although I fear tlat the pressure of time upon your commit tee does not

permit It, I do wish you 11d your colleague Semators would have an expresshn
from a Canadian ollcial of their satisfaction with the more than 22-year
successful operation of their fur tax-operated ol the basis we now recommend.

RIespetfuily yours,
CHARLES (OLD, General Counsel.The CHAIRMrAN. Mr. Zachry.

STATEMENT OF A. L. ZACHRY, ATLANTA, GA., PRESIDENT,
ATLANTA RETAIL MERCHANTS ASSOCIATION

Ir. ZACIIRY. 1l'. Chairman and gentlemen of the committee, my
name is A. L. Zachry. I am president of the Atlanta Retail Mer-
chants Association and a director of the Georgia Mercantile Asso-
ciation. I am appearing here in behalf of the Georgia retailers.

I shall confine illy remarks to the retailers' excise taxes.
I shall present three reasons why the proposed taxes on jewelry,

furs, and toilet preparations should be imposed at the level of manu-
facturing rather than at the retail level.

Let me say at once that retail merchants are completely willing to
pay their share of the national-defense effort. But the proposed re-
tail excise taxes will not be paid by the retailer. He cannot afford to
absorb a 10-percent tax, because lie does not make anywhere near that
much net profit. He must, therefore, pass the tax along to the public,

'lie three reasons are: First, an excise tax at the manufacturing
level will be easier to administer and will offer less chance for evasion.
Second, they will be cheaper to collect. Third, the burden of deter-
mining the exact amount of the tax is tremendously easier for maim-
facturers than for retailers.

I should like to discuss each of these reasons briefly.
1. The tax at the manufacturing level is easier to administer.

Obviously, there are fewer manufacturers producing these lines than
there are retailers selling them, and there will be fewer returns to
audit. More careful auditing will prevent evasion, and the more effi-
cient collection will undoubtedly yield a larger net return to tile Gov-
ernment. Take furs, for exam ple. You have already been told that
there are more than 40,000 retail fur outlets in this country, about 1,500
fur manufacturers. To impose the fur tax at the manufacturing
level would require the auditing of about 1,500 returns as compared
with more than 40,000, a ratio of about 1 to 25. This example is
conservative. Furs are a specialized business.

Many kinds of retail units sell jewelry and practically till of them
sell toilet preparations: Department stores, drug stores, 5-and-10-
cent stores, crossroads stores, wayside stands, beauty parlors, and
barber shops.

Moreover, the retail store carries a tremendously larger number of
different items than are made by a single manufactu rer. For instance,
of the large number of different items carried )y such units as depart-
ment stores, drug stores, an( variety stores, soie would beI tax'ible and
some would not. It is inevitable that many retailers, with no inten-
tion whatever of evading taxes. would fail to report thne sales of tax-

840
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able items, simply because of the sheer size of tile physical job of clas-
sification. The manufacturer specializes in a few items and, there-
fore, could make the determination with relative ease.

2. The tax at the manufacturing level is cheaper to collect. This
is closely related, of course, to the first reason. The Government is
interested most of all in net revenue. That is why this is worth
separating as a special reason. Mr. Sullivan, Assistant Secretary
of the Treasury, in his own testimony before your committee, gave
an excellent illustration which l)roves that tile tax would be cheaper
to collect at the manufacturing level than at the retail level. 1He
said that 3,800 extra employees would be require(1 to collect tile
proposed use tax on automobiles, which was vXleeted to yield $160,-
000,000. lie contrasted this with tie gasoline tax, which yields
$343,000,0tt0 and is collected l)y 15 emiplovees, 1ind with tie tobacco
tax, which yields $698,000,000 il is collected by 88 enlulovees. The
contrast eight not be so sti rtliug with the jewelry, fur, ad toilet
l)rel)arat oils taxes, but if you combine the evasion possibilities with
collection costs, it is reasonlable to suppose that a larger net revenue
would come from taxes at the manufacluring level.

The cost of collecting these retail taxes from the wide vlrietv of
retail outlets would be tremendous. We, are in syml)athy with, the
fact that a certain amount of revenue must accrue from tlese taxes.
Ave (to not believe that the net, result of a retail tax on these items
will be as great as a tax placedl at the manufacturing level because of
thi excessive cost of co lection. We are as interested as you are,
in being sure that the Ioney raised by tiny such tax will go 1)rimnarily
to defense projects and that too much 'of it will not be absorbed
by administrative costs.

3. The determination of the tax is easy for manufacturers and
may be iml)ossible for retailers. The third till(] last reason can be
illustrated best by simple illustration. Suppose that a retailer is
selling some costume jewelry, say a necklace, for 25 cents. He can-
not collect. 21/, cents as tax. 'He nmst either collect 2 cents or 3 cents.
If lie collects only 2 cents, lie must himself absorb a portion of the
tax, a half-cent, which is 2 percent of the selling price, or al)proxi-
mately his net profit. If he collects 3 cents, there will be plenty
of customers to complain find accuse him of gouging them. But,
under the bill, as passed by the House, the retailer would be coi-
pelled to take one course or'the other. Onl the other hand, th( manu-
facturer senls these necklaces by the dozen. The retailer will prob-
ably pay somewhere between $1.80 and $2.40 a dozen for these neck-
lac s which lie retails for 25 cents each. You can readily see that
it will be a siml)le matter for the manufacturer to coml)ute and
remit the exact tax on any such amount.

These examples could 'he cited without end. It would be par-
ticularly illuminating if you would take a personal trip through the
toilet prel)arations departments of department stores, variety stores,
or drug stores. Blit since the principle should now be clear., I will
not take up your time with more examples.

You will hear, of course, that since tlei manufacturer's price is
inevitably lower than the retail price, the Government's revenue
would be" less from a tax at the manufacturing level. That depends
in part upon the rate of the tax imposed.
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Nevertheless, I wish to emphasize again that even at the same rate
the net revenue to the Government will be greater, after taking into
consideration the simplicity (if administration and audit, the c heap-
ness of collection, and the questions involved in detemnining the
exact amount of the tax.

For these reasons, I urge you to change the Hou:-,e bill by placing
the jewelry, fur, and toilet preparation-s taxes at the manufacturing
Jovel.

The CHAIRMAN. Any questions?
(No response.)
The CHAIRMAN. There are no other witnesses here this afternoon.

We will recess until 10 o'clock tomorrow morning.
(Whereupon, at 4: 25 p. in., a recess was taken until 10 a. m.,

Tuesday, August 19, 1941.)
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AUGUST 19, 1941

UNITED STATES SENATE,
Co.%uMTrEE ON FINANCE,

Washingqton, D. 0.
'.he conminittee met at 10 a. mi., pursuant to adjournment in room

312, Senate Office Building, Senator Walter F. George (chairman)
presiding.

The CHAIRMAN. The committee will come to order.
The first witness this morning is Mr. Livingston W. Houston, of

Troy, N. Y.

STATEMENT OF LIVINGSTON W. HOUSTON, TROY, N. Y., CHAIRMAN,
COMMITTEE ON GOVERNMENT FINANCE, NATIONAL ASSOCIATION
OF MANUFACTURERS

The CHAIRMAN. You are appearing for the Committee on Gov-
ermunent Finance, of which you are chairman, of the National Asso-
ciation of Manufacturers?

Mr. HOUSTON. That is correct, sir.
The CHAIRMAN. You may proceed.
Mr. HOUSTON. My name is Livingston W. Houston, Troy, N. Y.
In order to help conserve time we have prel)ared a number of

charts which will be presented to you as I proceed. I think it will
be helpful.

The National Association of Manufacturers, through its committee
on Government finance, has carefully studied the major task of
financing the tremendous cost of national defense. The association
has a membership of about 8,000 active coml)anies, which employ
about two-thirds of the total number of those gainfully employed in
manufacturing industry. It is also probable that most of the com-
panies now producing for national defense are represented in our
association.

May we assure your committee that in addition to considering its
responsibilities to productive enterprise sl)ecifically, the association
has been constantly mindful in its study of the fiscal problems of
Government, of the general good of the entire Nation, and the need
to subordinate all private interests to our major task of building an
unsurpassed bulwark of defensive strength.

A financial program to meet the preseiit defense needs should be
o planned that a substantial portion of Government costs be paid

from current receipts, that a maximum number of citizens contribute
their fair share, that a general rise in prices be avoided as far as
posible, that l)Ost-defense adjustments be not made unnecessarily

difficult, and that the maximum defense effort lhe not curtailed.
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We, therefore, suggest that tile fiscal program required to place
tile finances of the Government on a sound basis during this emer-
gency cover tle following four main points:

1. The establishment of most stringent economy in the ordinary
exl)eniditures of Government through savings in till nonessential items
of ouondefense spending.

2. Securig additional revenue from taxes in a form and by rates
which will neither interfere with national )roductivity. dry p the
sources of Government revenue, or intensify the (lifliculty of post-
defelise adjustments.

3. The correction of unsound features of the tax structure whose
deterrent, effects have been distorted by recent increases in rates and
whose inequities will be further amplified l)y proposed increases in
rates now under consideration.

4. The required remainder of funds not secured through economies
in spending and by additional taxes should be met by borrowing, de-
signed in such manner that it be subscribed to as far as possible by
individual investors out of current earnings.

Critical need for Goverimiend eeonomy.--It does not seem just for
Congress to consider tremendous new tax burdens without taking
prompt and decisive action to eliminate nonessential Government
spending. (See chart No. 1.) We urge Congress at this time, when
it is demanding great sacrifices from the people, to slash every possible
dollar of nonessential spending.

We feel Congress may well approach today's nonmilitary spending
as any good business manager approaches his budget in times of emer-
gency. The new items added to fundamental costs are those which
should be examined first in seeking to reduce over-all expenses. In
the last decade Federal civil spending has expanded over 100 l)ercent.
(See chart No. 2.) An item-by-item examination of Federal costs
over the period 1932-42 shows an aggregate of $3,665,197,000 of added
nonmilitary expenditures in 114 specific categories.

These added costs are here arranged for you in a tree-like structure
to symbolize the obvious need to prune Government outlays in the
interest of its taxpaying citizens.

The less that is spent for nonessentials by the Government the
easier will be the task of your committee in its search for required
revenue. Economy ranks frst as a means of securing funds to finance
today's national emergency.

A healthy tax burden.---Earlier this year and entirely independent
of recommendations of the Treasury Department and Congress, the
association approved the raising of three and one-half billion dollars
additional revenue through taxation in the current fiscal year. In
reaching this conclusion, we were guided by the principle that the
Government should impose the greatest tax burden possible without
disrupting productive enterprise and the defense efforts of the Nation.
(See chart No. 3.)

The maximum amount of taxes which may be imposed without
harmful effect to a Nation cannot be determined with certainty in ad-
vance. But there is some evidence to .show that only about one.
fourth of the national income can be continually diverted to Govern-
ment without harmful results to the Nation. For example, the avail-
able data on the ratio of taxes to national income in France, Germany
and England shows that they have rather consistently maintained
about this 25-percent ratio.
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We call your attention to this chart showing the amount of Federal
taxes required to attain a 25-percent ration of all taxes-Federal, State,
and local-to various assumed levels of national income. For ex-
ample, with national income at its present level of about $85,000,-
000,000, and taking into consideration an estimated eight and one-half
billion dollars of State and local taxes which must be paid, Federal
taxes of twelve and three-fourths billion dollars can be imposed within
the 25-percent ratio.

On Junme 1 the Treasury estimated tmt the total receipts of the Fed-
eral Govermnent for the current fiscal year 1942 woull be slightly over
$10,000,000,000, under the present. law. To attain a 25-percent ratio
of all United States taxes to the current $85,000,000,000 level of na-
tional income, there remains an additional 23/ billion dollars to be col-
lected from new taxes in the current fiscal year. The Treasury De-
partment's estimate of the revenue to be collected during the 1942
iscal year from the new tax bill is almost a billion dollars less than
this amount of 234 billion dollars, but there is a possibility that these
revenue estimates may be understated in the light of the rapidly rising
trend of national income.

Where present taes' fall.-A careful examination of the sources of
Federal revemiw leads to the inevitable conclusion that corporations
and a comparatively small group of individual taxpayers have been
depended on to carry the major share of record-breaking tax loads.
(See chart No. 4.)

Corporations have assumed their full share of the increased tax
burden of recent years. The corporate form of business enterl)rise
has become the chief soin-ce of Federal revenues, as well as a major
source of income to individuals in the form of dividends, salaries, and
wages. In 1933 the corporation-income, excess-profits, and capital-
stock taxes brought in 19.8 percent of the total receipts of the Federal
Government. By 1936 this proportion had grown to 21.4 percent, and
corporations arm now being counted upon to contribute the largest
portion of this year's receipts, with 31.1 percent of the total. Corpora-
tions are also siubject to State and local taxation equal on the average
to more than a third of the net profits before Federal taxes apl)ly.
The present individual income-tax structure is erected on a very

small ba0,e taking in only about one-sixth of all possible taxpaying
units. (See chart No. 5.) As the need for revenue increased vitl
expanded Government activities, the relatively few have borne
greater and greater tax burdens. Tax act after tax act has imposed
heavier rates, so that the schedule proposed by the bill now under
consideration would be appreciably higher than in the World War
period. We have skimmed most of'the tax cream from the fairly well-
off income groups.

New .oure.es of tax revenue 'eeded.-A caln appraisal of the long-
used tax reservoirs finds them drained fairly dry. Sheer necessity
should now force the Nation to look for new tax sources. While
moderate increases in some of the present taxes may be in order we
have reached the conclusion that the additional re;emme required by
the Government to finance the defense program may be most easily
and fairly achieved through-

1. Some increase in the existing rate upon normal corporate income;
2. An increase in the present 4-percent rate on individual normal

income;
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3. A broadening of the tax base through a decrease ill the individual
income-tax exeml)tions anid credits; and

4. A form of general sales tax.
As representatives of industry we are 1)leased to express our ac-

ceptance of a heavier rate upon the normal income of corporations
even though, tinder the proposed new rates, almost one-third of such
normal earnings will be handed over to the Federal Governmient.

In these (lays of heavy taxes on business earnings, it is important
to realize that profits seldom exist entirely in the forin of cash.
Quite frequently, a very large prol)ortion of profits may e tied tij)
in the form (if receivables, inventories, or capital accounts and are
not available in cash form. This is particularly true with many
companies at. the, l)resit time because of hlie tre'nmemdo s ('Xlansiol
in production due to th, lie tfelise program. Under '.lch conditions,
Comigress should consider that many companies may encoimter it very
serious problem in trying to provide the cash with which to pay
present heavy profits taxes.

A very serious consequence of unduly heavy taxation of corpora-
tion is the depletion of cash stirplus or reserves which may make it
very difficult, if not impossible, to live through any prolonged post-
defense depression which is almost sure to come.

The entire amount of the combined net income of all profitable
corporations in the United States during the present year is esti-
niated to be $15,000,000,000 before the application of anticipated nor-
mal and excess-profits taxes of approximately $4,000,000,000. (See
chart No. 6.) If the practice of past years conitie, more than 70
l)ercent of this aggregate net income will be distributed its dividends
during the coinig year leaving only some ,,3,000,000,000 out of a
great business of pr obably more than $150,000,000,000 in the hands
of corporations for necessary expansion alld for a cushion against
the hardships of the post-defense period. This si margin should
be carefully, protected in the general interest of the entire Nation,
and is a main reason why we urge no increased taxation of so-called
excess profits at this time. Congress may well consider some special
incentive to business organizations to stminmlate" the building of re-
serves to be used to ctishion the coming l)ost-defellse emergency.

Also, it must be appreciated that time taxation of ill(' iome in tle
hands of a corporation is not the fimal time it, is taxed. but the same
income is also subject to both the normal tax and surtaxes when
received by the individual owners of the corporations.

Under existing conditions ability to pay is rapidly being shifted
from corporations to individuals. This is an important reason for
broadening the individual tax base. The need for revenue is so great
that the great mass of people in the lower brackets must be called
upon to contribute their share of needed taxes. Corporations and
those in the tipper brackets should pay their full share, but their
ability to carry additional tax loads is comparatively limited.

]Reliable analysis of the national income shows that 75 percent of all
incomes received are in the hands of those with incomes of less than
$5,000. which are relatively untoucheld )y Federal taxation. (See
chart No. 7.) This great group of individuals also are the purchasers
of the great bulk of goods constimed in tile country and nmst be con-
sidered first in any contemplated check of inflation. The real danger
'of price immflatioi lies in increasing tremendously the money in the
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hands of thi. great section of the public iii relation to a limited suplply
of goods.

This is no plea to relieve tile well to (10 from their just taxation.
It is merely a recitation of the facts in regard to the limited taxpaying
ability of corporations and those with better-than-average earnings.
A very substantial part of large incomes now goes into Goverllnint
coffers. There is general acceptance in and out of Govermnnent that
present heavy rates on the upper brackets have long since passed the
point of dimiflishing returns.

We recognize that through hidden taxes the average person is already
contributing a sizable percentage of his income to Gooveranient anld we
would not here advocate any increase in this present tax burden if the
tremenldous suins required lby national defense could be soundly raised
without calling for Sacrifice on the part of every person in the" United
States. (See clart No. 7a.) A relatively snall contribution froni
the great nuitiber of average Americans will hell) )ro(uce the great
additional tax revenue the armament program deinands, and at the
same time the people will have a better appreciation of how the Gov-
ernment requires their support.

A sounder tax bill.--'lie tax bill now before you may be substan-
tially improved in two major ways:

1. By a broadening of the tax base and a lowering of exemptions
for the purl)ose of the normal tax upon individual incomes. (See
chart No. 8.)

2. By the enactment of a general sales tax as a major source of
Federal revenue and as an effective means of spreading the cost of
national defense over the great body of our people.

We commend the retention in the new tax bill of the two yardsticks
for measurement of excess-profits taxes. This optional method is
required by the basically unsound nature of excess-profits taxation in
its application to our intricate and sensitive structure of business.
The excess-profits tax should aim at profits derived from the defense
program. It should not be used as a vehicle of business control of
social reform.

Although we approve the suggested increase to 30 percent of the
corporation normal tax in this emergency, we are of the opinion that
(he present excess-1)rofits-tax rates are now about as high as they
should go. As a matter of basic principle, we consider the proposed
method of computing excess-profits taxes without giving effect to
normal taxes as unsound, because this method will consider as "excess"
earnings which are actually normal. The proposed new method also
is a subterfuge by which the effective rates of tax upon so-called excess
earnings are increased.

In the )resent intensive search for Government revenue matters of
long-standing tax inequity have received scant attention. However,
we ask leave to submit for the record a list of suggested amendments
to the law which will be constructive and in the long run tend to
bring in a greater amount of revenue to the Government.

Among the most unsound features of our corporate-tax structure
are the capital-stock and related declared-value excess-profits tax.
They do not belong in an equitable tax structure under any circum-
stances. As a matter of common fairness, if they are not repealed,
and particularly in view of the proposed increase in the capital-stock
tax, provision should be made to allow an annual declaration of
stock value.
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A TREE TO BE PRUNED
INCREASES IN 114 NON-MILITARY ITEMS-SUMMARIZED

(ACTUAL 19.2- BUDGoETED ,942)
STATE $1,742,000

LEG ISLATIVE $3,587,000
U

JUSTICE $12,796,000
0

LABOR $21,854,0000
INTERIOR $22,403,000

COMMERCE $42,102,000

TREASURY DEPT. $118,635,000

GENERAL PUBLIC ORKS 0223,549,000

INTEREST ON THE PUBLIC DEBT $625,277,000

DEPARTMENT 0, AICULTRE O1,0.130,000

EXECUTIVEOFFICE &INDEPENDENT SE8ILSMENTS $ J,5 2Q,1832,00k

03,665,197,000
CHART 2
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TO ATTAIN 25Z RATIO OF ALL USOTAXES
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GRO WING TAXES ON CORPORATIONS
AND ON PRESENT GROUP OF
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PROPOSED INCOME RATES SUBSTANTIALLY
HIGHER THAN IN WORLD WAR PERIOD
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OUT OF A GROSS BUSINESS OF PROBABLY
OVER 150 BILLION DOLLARS

ONLY 3 BILLIONS AVAILABLE TO
CORPORATIONS AFTER TAXES

AND DIVIDEND PAYMENTS
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POTENTIAL
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PUBLIC FAVORS CONTRIBUTION
FROM LOWER BRACKETS
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Tie CHAuIDIAN. All. Ilester, will you give your name to tie reporter?

STATEMENT OF CLINTON M. HESTER, WASHINGTON, D. C., WASH-
INGTON COUNSEL, UNITED STATES BREWERS' ASSOCIATION

Mr. I-ISTEn. My name is Clinton M. Hester, Washington, D. C. I
afm the Washington counsel for the United States Brewers' Associa-
tion, with headquarters at 21 East Fortieth Street, New York City.
"1 his association ]ias been in continuous operation since 1862 and is
the only iationai trade association representing the l)rewing indust rv.
Its membeship c),ulprises about three-quarters of the industry itns-
lred oil a l.,'or.,ction-volue basis.

Early this year th( United States Brewers' Association selected the
firm of Ford, Bacon & Davis, Inc., nationally known engineers of New
York City, established in 1894, to make an economic survey of the
brewing lndlustry. As a result of this study Ford, Bacon & Davis
determined tiat'the Fe(eral and State Governments would have re-
ceived approximately $10,000,000 more in tax revenue from the brew-
ing industry than they (lid receive last year had there been no ill-
'rease in the excise tax on July 1, 1940. In addition, the loss in vol-
lite of beer sold following the inposition of this tax has driven many
small breweries out of business.

Senator CLAiRK. Let me ask you, Mr. Hester, the brewing industry
made no opposition to the increase in the tax in 1940, did it?

Mr. HESTER. That is right; it gladly accepted it, and found out
a fterward that it. affected the indust ry seriously.

This $10,000,000 loss to Government is (lute to tile fact that tax rates
on beer have increased to the point of diminishing returns. The )il-
l:ose, of course, of any increase in tax rate is to produce more tax
revenue. If, by reason of increasing the tax rate on a product, tlh
amount sod (lecreases to such all extent that there is 11o increase Ill
tax revenue as a result, then tile point of diminishing returns Ias
been reached.

Experience indicates that the sales volume of mass consiuned coin-
wiodities follows the trend of iational-income l)ayments. For ex-
ample, during the past 5 years there las been a close correlation be-
tween national-income payments and the volume of beer sold. Il
other words, in years when national-income payments rose beer sales
increased, and wvhen national-income payments declined beer sales
likewise declined in approximately the same proportion.

However, this relationship of leer sales to income payments ceased
with the imposition of the dollar defense tax on July 1, 1940. Since
that date national-income payments have increased so that the fiscal
year Just, ended has been 16.3 percent higher than the average of tile
lreceding 5 years. On the other hand. during this same year beer
sales lagged, and the year closed with a decrease in sales amounting to
1.4 percent below the*preceding year and about 0.6 percent below tile
average of the preceding 5 years.

If beer sales had followed the trend of national-income payments
(luring the fiscal year 1941 and increased 16.3 percent, as did navtional-
incoine payments, there would have been sold a total of 61.164.000
barrels instead of 52,289,000 I)arrels which were sold.
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()n ithe bsis of actual sales, the Federal and State Govermnents
received $380,000,0(X) iii excise taxes. This was at tile raite of $6 Fed-
01ra 1111(a $1.26 weighted average State tax, making a total of $7.26 per
barrel. Had there been no increase in the excise-tax rate last, year
aln(1 had beer sales followed the upward trend of national-incoie
l)ayments, the 61,164,000 barrels would have returne(i a tax revenue
to (Iovernment at the $5 Federal rate existing prior to July 1, 1940,

Ilis the $1.26 State rate, of $383,000,000, or $3.(00,000 Illore than was
actually collected.

i'llis is not all of tlhe loss to Goveriment. Tlhe loss iii beer sales has
resulted ini a reduction of net earnings to the ndiistry estimated at
$27,000,001). The combined iconie- an(d excess-I)rolits tax rate for
fhe Federal and State governments for the calend ar year 1940 was
24.9 percent. Thus there was an a(lditlional loss to Government from
ilconle and excess-profits taxes est linated at $6,700,(X)0 which, kidded
to the $3,000,000 loss in excise taxes sustaille(I last year', makes a total
loss to Government of about $10,000,000. This (oes lot, take into
9c.Oun~t a((litional revenue from inconle and ('xess-l)rofits taxes which
would have been received b Government if the 61,164.000 barrels lhad
Ieeil sold.

Front this it is ev(id(lit tiat the point of diminishing retnns has
not onlv heenu reached, but passed, an(1 one( it has Iee'eu passed further
in(reass in excise tax ates (on heer Iay be ex)ect ed to result in
further decreases in tax revenue to Government.

Looking at the year just containing, the natioml income, according
to recent Government figures, is presently running at the annual rate
of $87,000,000,000 as coml)ared to $80,000,000,000 at the close of 1940.
If beer sales for the full fiscal year 1942 should follow the presently
indicated projected rise in lational income. they would be at the annual
rate of 66,000,000 barrels. This would yield to governmentt an excise
tax revenue of $410,000,000. computed tit the tax rates of $5 Federal
and $1.26 State. This would be $30,000,000 more in excise tax revenue
alone. than was actually collected for tit, fiscal year just ended.

This anticipated sale of beer is indeed not out of line. Twenty-
sevenl years ago, inteya194 more than 66,000,000 barrels of beer
were sold to at lpolulatin of only 97,000,000 people, whereas thle popu~-
lation today is over one-third greater.

Senator CLrAIII. What was the tax at that time?
Mr. HEsTER. The tax was a dollar. The Federal tax has increased

C000 percent. The total taxes have risen from $1 in 1914 to $7.26 today.
Senator CLARK. You had no State taxes, either.
Mr. IIESTER. That is correct.
Senator DANAIIER. And beer only cost a nickel.
Mr. HESTER. Yes. There is an apl)arent ceiling in the consumer price

of beer, to go beyond which results in a disproportionate loss in the
volume of heer sold., Following the tax rise last. year the brewers
passed on about 80 percent of the increase to the retailers. In turn
about half of the retailers increased the price of beer to the consumer,
either by using a smaller glass, or increasing the unit price. This
resulted in a major loss in volume of beer sold by the industry.

The increase in the unit price of bottled and canned beer worked a
particular hardship on the small local brewer, since it brought his
product directly into price competition with the nationally advertised
brands.
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We make no attempt to defend those retailers who increased the
price of their beer in excess of the amount of the tax increase. Of
course, the brewers are prohibited by Federal and State law from
having any control over the retail distribution of their product. How-
ever, in justice to the retailers it should be pointed out that they operate
on a small margin which is indicated by the heavy mortality among
them. Moreover, the loss in sales volume, due to the increased price,
may well offset the apparent profit indicated by the increased prices.

If excise taxes are further increased and passed on to the consumer,
as they must be, this practice of increasing retail prices, resulting in
reduced volume, will undoubtedly continue and spread throughout the
retail trade to the further detriment of the industry and Government
alike.

Our problem, in a sense, is a mutual one. The Government and the
brewing industry are partners in an $894,000,000 sales volume busi-
ness. These two partners divided $428,000,000 in the fiscal year 1941,
Government receiving for excise, income, and excess-profits taxes alone
$395,000,000, and the brewers $33,000,000, or an average of 63 cents a
barrel for the industry as a whole. The remaining $466,0to,o0o wvent
for wages, farm produce, local taxes, the purchase of other materials,
and all other costs necessary to make and sell the beer.

Senator BRowN. Mr. Hester, those figures indicate to me in a gen-
eral way that the Federal and State tax is 50 percent of the purchase
price; is that correct?

Mr. HEST.R. That is correct.
Senator BfiowN. In other words, beer sells for around $15, and the

tax is somewhere around $7.25, a barrel.
Mr. HESTER. It is a little higher than that, it is somewhere around

$16.
The industry is not a profitable one, generally speaking. A few

companies make most of the profits and the largest number make little
or no profits. It is a hazardous industry from the financial standpoint,
as is well known.

We are firmly of the opinion that the, industry will be seriously
crippled by an increased excise tax on beer and that neither Govern-
ment nor the industry will receive as much in revenue as they would if
no further increase in excise tax is imposed.

The brewing industry is not competitive with national-defense in-
dustries, and it fits into the economy of the Nation at this time as well
as in normal times.

We respectfully submit to you that no further increase in excise tax
should be imposed on beer.

Mr. Chairman, Ford, Bacon & Davis made a report, referred to in
my testimony, dated March 27, and a supplement to that report dated
May 7, which were based upon the past and current data up to the end
of the calendar year 1940. These reports were submitted by me as part
of my testimony before the Ways and Means Committee on May 14,
1941.

I wish to submit these reports to this committee, but in the spirit of
economy, I will not ask to have these reports reprinted, but instead I
will ask that the record show that they may be found in full on pages
1080 to 1106, inclusive, volume 2, in the hearings of the Committee on
Ways and Means, Revenue Revision of 1941. I recommend the read-
ing of these reports as they are germane to this case.
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Since our appearance before the Ways and Means Committee, the
fiscal year of JTine 30, 1941, has been completed, and Ford, Bacon &
Davis has prepared another supplement that brings the essential in-
formation in the earlier reports down to date, as of June 30, 1941. This
sul)plement is dated August 6, 1941, which I ask to have included as a
part of my testimony before this committee.

In addition to the afore-mentioned reports submitted to the Ways
and Means Committee was also a country-wide survey prepared by
Opinion Research Corporation which was a study made by a series of
interviews with retailers serving beer for on-piremises consumption,
which shows that 49 percent of the retailers called on increased the
price of beer to the consumers either by reducing the size of the glass or
increasing the unit price in the case of bottled #ud canned beer. This
report is also germane to the case and ispublishld in the hearings of
the Ways and Means Con-inittee above referred to, on pages beginning
with 1107 to 1111, inclusive.

The Director of Opinion Research Corporation, Dr. Claude Robin-
son, was formerly directorr of Dr. Gallup's well-known Institute of
Public Opinion.

(The supplonent to the report of Ford, Bacon & Davis is as fol-
lows:)

SUPPLEMENT TO REPORT DATED MARCII 2t, 1941; E'FFCT OF THE ExcisE TAxEs, ON
TIE, BREWINO INDUSTRY, AU(.UST 6, 1941

By FORD, ]BACON & DAVIs, IN0,
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COON; IiXcoN & DAVIs, INC.,
New York, N. Y., August 6, 1941.

UNITED STATES BREwE S' ASSOCIATION,
New York, N. Y.

DEAR SIBS: Since the preparation of our main report, Effect of Excise Taxes
on the Brewing Industry, dated March 27, 1941, and the supplement to that
report dated May 7, 1941, the fiscal year July 1, 1940, to June 30, 1D41, has
ended and additional Information has been made available.

For the purpose of bringing down to date the Information on "be subjects
of beer consumption, national Income, and taxation contained In these reports,
this supplement has been prepared. It should be read In conjunction with the
previous reports.

With the close of June 1941 ,the first full year's effect of the excise tax
increase of $1 per barrel of beer, effective July 1, 1940, can be analyzed. Since
this supplemental report Immediately follows the end of the fiscal year 1941,
the data prepared herein are on the basis of fiscal years ended June 30, whereas
the exhibits In the earlier reports, based on data as of December 31, 1940,
were generally on the calendar-year basis.



REVENUE ACT OF 1941

We make no attempt to defend those retailers who increased the
price of their beer in excess of the amount of the tax increase. Of
course, the brewers are prohibited by Federal and State law from
having any control over the retail distribution of their product. How-
ever, in justice to the retailers it should be pointed out that they operate
on a small margin which is indicated by the heavy mortality among
them. Moreover the loss in sales volume, due to the increased price,
may well offset the apparent profit indicated by the increased prices.

If excise taxes are further increased and passed on to the consumer,
as they must be, this practice of increasing retail )rices, resulting in
reduced volume, will undoubtedly continue and spread throughout the
retail trade to the further detriment of the industry and Government
alike.

Our problem, in a sense, is a mutual one. The Government and the
brewing industry are partners in an $894,000,000 sales volume busi-
ness. These two partners divided $428,000,000 in the fiscal year 1941,
Government receiving for excise, income, and excess-profits taxes alone
$895,000,000, and the brewers $33,000,000, or an average of 63 cents a
barrel for the industry as a whole. The remaining $466,000,000 went
for wages, farm produce, local taxes, the purchase of other materials,
and all other costs necessary to make and sell the beer.

Senator BRowN. Mr. Hester, those figures indicate to me in a gen-
oral way that the Federal and State tax is 50 percent of tile purchase
price; is that correct?

Mr. IIESTit.s That is correct.
Senator BEiowN-. In other words, beer sells fo. arolid $15, and the

tax is somewhere around $7.25, a barrel.
Mr. HESTER. It is a little higher than that, it is somewhere around

$16.
The industry is not a profitable one, generally speaking. A few

companies make most of the profits and the largest number make little
or no profits. It is a hazardous industry from the financial standpoint,
as is well known.

We are firmly of the opinion that the industry will be seriously
crippled by an increased excise tax on beer and that, neither Govern-
ment nor t'he industry will receive as much in revenue as they would if
no further increase in excise tax is imposed.

The brewing industry is not competitive with national-defense in-
dustries, and it fits into the economy of the Nation at this time as well
as in normal times.

We respectfully submit. to you that no further increase in excise tax
should be imposed1 on beer.

Mr. Chairman, Ford, Bacon & Davis made a report, referred to in
ill V, testimony, dated March 27, and a supplement to that rel)ort, dated
May 7, which were based upon the past and currem)t data up to the end
of tie calendar year 1940. thesee rel)orts were submitted by me as part
of my testimony, before the Ways and Means Committee on May 14,
1941.

I wish to submit these reports to this committee, but in the spirit of
economy, I will not ask to have these reports reprinted, but instead I
will ask that the record show that they may be found in full on pages
1080 to 1106, inclusive, volume 2, in tile hearings of the Committee on
Ways and Means, Revenme Revision of 1941. I recommend the read-
ing of these reports as they are germane to this case.

862



REVENUE ACT OF 1041 853

Since our aplearance before the Vays and Means Committee, the
fiscal year of June 30, 1941, has been completed, and Ford, Bacon &
Davis has prepared another supplement that brings the essential in-
formation in the earlier reports down to date, as of June 30,1941. This
Supplement is dated August 6, 1941, which I ask to have included as a
part of my testiniony before this committee.

In a(ldtion to the afore-mentioned reports submitted to the Ways
andl Means Committee was also a country-wide survey prepared by
Opinion Research Corporation which was a study made by a series of
interviews with retailers serving beer for oil-premlses consumption,
which shows that 49 percent of the retailers called on increased the
price of beer to the consumers either by reducing the size of the glass or
increasing the unit price in the case of bottled and canned beer. This
report is also germane to the case and is published in the hearings of
the Ways and Means Committee above referred to, on pages beginning
with 1107 to 1111, inclusive.

The Director of Opinion Research Corporation, Dr. Claude Robin-
son, was formerly director of Dr. Gallup's well-known Institute of
Public Opinion.

(The supl)plement to the report of Ford, Bacon & Davis is as fol-
lows:)
SUPPLEMENT TO fll:PORT DATED MARCII 27, 1941; E Twnr OF THE ExcisE TAxEs ON

TIE BRFwINi INDUSTRY, AuMUSP 0, 1941

By FORD, BACON & DAvIs, INc.

CONTENTS
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FORD, BACON & DAVIS, INC.,
New York, N. Y., Atugust 6, 1941.

UNITED STATES BREWERS' ASSOCIATION,
New York, N. Y.

DEAR SIRS: Since the preparation of our main report, Effect of Excise Taxes
on the Brewing Industry, dated March 27, 1941, and the supplement to that
report dated May 7, 1941, the fiscal year July 1, 1940, to June 30, 1941, ha$
ended and additional information has been made available.

For the purpose of bringing down to date the Information on tie subjects
of beer consumption, national Income, and taxation contained In these reports,
this supplement has been prepared. It should be read in conjunction with the
previous reports.

With the close of June 1941 ,te first full year's effect of the excise tax
increase of $1 per barrel of beer, effecOve July 1, 1940, can be analyzed. Since
this supplemental report immediately follows the end of the fiscal year 1941,
the data prepared herein are on the basis of fiscal years ended June 30, whereas
the exhibits In the earlier reports, based on data as of December 31, 1940,
were generally on the calendar-year basis.
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BEER (C)NxUMION JIECIEASES

E4]xhlbit No. 1 shows the withdrawals or aplrent consunitlllon of beer by
fiscal years 1905 to 1941, inclu.lve, it barrels and in gallons per capita.

Al ininlyss of exlilblit No. I shows the wlthdrawals or apparent consuntptlon
of beer for the fiscal year 19)41 was less tihan 1940 by 725,000 barrels, and
less than the average of the 5 precedhig years by about 300,(XIO barrels.

NATIONAL INCOME PAYMENTS INCIEASE

This decrease In beer sales hass been despite the Increase In ittlollt1 htoiiie
payments and the iicireose t salaries and wage's is reported by the Depart-
meit of Commerce in the Survey of Cirrentt business.

The following table, biseld oil Idic'vs relpre'seltlng total income payments by
months for the fiscal yeat'.s of 1) 10 al(1 1941, published by the )epartnetit of
'onnnerce, is evidence that the national IIome has lieen ionstintly Iereashsig

since the spring of 19-t0, wheii defense expendit ures liegan to isslute real
importance. The monthly average inconie-payneniit Index Ias increased from
10) to 120 between the fiscal years of 19-10 alld 1-l, ali increase of approxl-
mately 10 pereent.

A.djIsted indexes repre- Adjusted indexes repre-
.'nling total aS ne.olt sent Sag total Sisonacl
payl1 ,iS, 1915-31= 1l~ayIeCtl, 1935-39=
100 W00

ont h .Month

Fiscal vear FS'cal year Fiscal vear Flal year
elided Jltl' Inded J1v ended Iilie endled 3J ne

:m, tN(l 30,1941 W, I0o 30, 1911

ly ......... Ii. 6 111.7 F,sruiry 1i0.1 123.0
August - - ------------ !16. 5 11:3.3 M arch 104.8 123.7
.sqitenbvr............. 11t7.9 Itt. 6 April .......... ..... 10111 124, 5
()ot r. ........ ...... 109. i 115. May. I. . .. i. . 127. 7

Noveu ler I IRI. 9 1 W.6 J0 ilse . ... io.. 10.2 1 128.3
leceiber............. .. .. 111.2 19. (ll -..

,hinallry. ............... I..it. 6 121.3 Monthlyt average .. 10. 0 12I, 0

I Estinsated.

ID)espdte this hicreaiso Il natiall lirclashig lowe', ieer sales flecreilsed Is
lhw yei following lthe CXei'-i.-tax iirasse (of .illy 1, 19)-I.

COiIINENT.L iEVNI' FirIM Ifa::is EXCISE 'rAX iEI'IIEAsES

Oil pages 11 to 14 lit oir liii report we preseit('(d a discussion liat ,,;iows
that lito trend of lieer coiisumpltion sh(ee 1935, ifter the. idllst ry becaiie
stabilized, wits closely related to the trend of niitoii n hicoite payinielits. This
relatiolislill riileti fairly coistaitt ip to July 1, 1940, lit which tihlie tlhe
$1 per lla'rel Itlerei.se hi Fe'derall excise tax lteane effective., Iti the fiscal
year of 1911, following this tax Iti il'nP, tils roliilishl ht'tweesn the trelids
4f beer sales and it ioial hicoilOe censed. Beer sales ili 1941 were actually
eisiderallly lower tht In th tiscsil yeair 11940 but slightly lower than for
tliti average of the 5 precediig years, whereas hicotie psiyainenls resultlhig
pinicipallly fromn tefelise exliendlltlures increasel niterially hi tlie tiscal year
1941,

It is e itiehly reasonisilile to iissume that lthe established relationsliii of beer
sa1le.s to iiitlonisil hlsaotte wotld contsiiue unless disturbed )y other factors snelh
is the exclse tax increase referred to.

As a reqlllt (If this ic:tual decrease it hleer sales, the amount of revenue de-
livedh front excise tixes from the brewhig industry by Goveriment wias actually
ess with till'ilitreased tax rate lit effect than* It wouli have been had the old
tax been retained perniltting beer sales to tinerease proportlioniilly with the
Increased national lutrelsinsig power.

The followig table Is a comluttlion to slsoiv the effect of the Increased
exclse tax ilid tHIe estlnisted coisiiption of beer that should result from
Ih increased purehashig power hit the fisesil year of 1141 had tiere lieun no
tax Isleretse last year:
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Beer consumption
National|ncol-no

payments, Barrels per
million 'Thousand $1,000 of
dollars barrels Income

payments

5-year average, fiscal years 1936 to 1900, Inclusive ................... 68, 2,5 52,582 0. 7631%11, actual ------------- ,----- - - 162 52 289 .65211)41, estimated on basis of no increase In tax as of July 1 940-- 80,162 61, 164 .763

I Computed. This comphuted figure of 61,164,000 barrels of beer Is determined by nultilplying tile 5-yearaverage beer consutption factor Iwr $1,0(f) of Income payments (0.761) by $M8,1)12,000,000, he estimate of1 llne payiints in the fiscal yvar 1911 prepared by tle iDelartment of (ommeree.
iThe total Government tax revenue for the fiscal year elided Juie 30, 1941,

with a $ 1-per-barrel Federal tax and a weighted average Stale tax of $1.26
was approximately:

52,289,000 barrelsX$7.26=,$380,000,000
Had there been no Increase it excise taxes last year, and If beer sales had

Increased prol)ortionately to lConie lyienlts, t1ere would have been over
(11,000,000 barrels of beer sohl. The tax rates would then have been $5 per
barrel Federal, plus $1.20 State taxes, making a total of-

61,164,000 barrelsX6.26=$383,(00,000
From this computation it. Is seen that Goverinlment actually lost about ,,-

(Mi0,0) III ex('ise-tax (,oliectlolns In tihe first full year following tile inrease in
excise tax and because of the lower volhne of beer sold.

This anticipated sale of beer Is indeed not out of line, as 27 years ago, lit
tile year 1914, more than 66,000,000 barrels of beer were sold to it population
of only 97,000,0X) people, whereas the current populatlou is over one-third
grell ter.

GOVERNMENT LOSES INCOME TAXES

This indihated $3,000,000 loss il excise-tax revenue to Govermient Is not all.
In our former report we analyzed the corporate earnings of Industry based
oill tle questionialres received and determined that the loss in net earlillgs
to te Ildustry after tile curtailment of consumptiolt following tile increase
in excise tax, resulted In a decrease in Income and excess-prolits-tax revenue
to Government of at least $6,700,00." Thsl: allollit, added to tile Indicated
loss in excise-tax revenue, is approximately $10,000,000, due entirely to lower
earillngs because of the decreased coiisunlptlioll of beer.

If, on the other hand, beer sales had followed the trelld of Ilational pur-
clasilg power and had Increased 10 percent tIle corporate earnings of the
industry would naturally have Increased tuid the Ilncome-tax revenue, Instead
of decreasing, would have been substalltally greater.

From this we conclude tlat the critical point in beer taxation has beent
passed and the law o diminishing returns has operated to the detriment of
Government Income.

By this we mean that the increased tax of $1 per barrel effective during
the last fiscal year, during which time there was a 10-percent Increase i
.onsumer purchasing power, that Government has received less revenue In
excise and Income taxes by at least $10,000,000 with the Increased rate i
effect tlia!! It would have received had the old rate been ret1ained.

Once the point of dnlnisling returns has been passed further Increases lit
tax rates may be expected to result In further decreases In tax revenue to
Government.

A CEIMINO To CONHJM El PIatES

In our previous report we stated tlt the majorilty of the brewers attempted
to pass oil tile tax Increase of July 1, 1940, because they could not absorb tie

ColnllNd at the rate of 24.9 percent (the Indkstrys average Incomie and exeess-prolitstax rate li the calendar year 1940) on tile estimated reduction of $27,000.000 In net earningswhich followed the tlx rIse of $1 per barrel of July 1940. This will be greater If basedupoun the probable higher Iiconie and excess-profits tax rate that will prevail on 1i41
earnings.
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additional burden; that the tax was passed on to the retailers by the whole-
salers because the operating margin of the wholesaler was too small to absorb
this tax; and that a large part of the retailers passed the tax on to the con-
sumers either through charging more per unit of sales or by cutting the size
of the glass used for the same price.

The basis for these statements was an analysis of the 217 usable returns ats
stated in our earlier report of March 27, 19-11, ial supplement of May 7, 1941,
representing 67 percellt of the industry based on volmne of sales in 1940. The
answers to the questlim asked were wmd, by the brewers from their observa-
tions following the tax inmrense of July 1940, ia the territories served by them.
Tim answers naturally varied in Importanee its a large brewer may serve

several Slates and a small brewer may be coatilned to a few counties. These an-
swers implicated the following broad trends in price clhnges to consumers follow-
ig the Federal tax increase of July 1, 1940:

ON-PnEMtSe CONSUMrl ION

Draft bcer.-Majority indicated no change in unit price of 5 cents for a "short"
beer and 10 cents for it "regular."

Majority Indicated a reduction in size of glass of from 1 to 4 ounces, generally
averaging a reduction of about 15 to 20 perceiit.

lckaged becr.-About lalf indicated an increase in pr'ee per bottle ustially
from 10 to 15 cents and half Indicated no change In p'ice. No one reported
Increases involving othl-eent prices.

OFF-PIE MISK CONSUMPtION

l'ackaged bcr.-Majority indicated tlat almost the exact amount of tle tax
increase was passed on which was equivalent to 1 cent per three 12-ounce pack-
ages. The use of ot d-cent prices for delicatessen and grocery-store merchants
was c0mulmon.

Subsequent to the issuance of our main and supplemneltal reports, the Opinion
Research Corporation made it study of beer retailers and Issued a report dated
May 10, 1941. This study was reported as a survey made by personally inter-
viewing proprietors of retail beer-dispensing places (other than cocktail lounges
or de luxe establlshnents) in 29 cities of the United States where draft beer
is sold. The purpose of the survey was to determine whether and how the re-
tailers passed on the tax Increase of July 1940 to the consumers. Tile report
stated that the survey was made in a manner to Insure a representative cross
section or sampling. The principal findings reported in the Opinion Research
survey are its follows:

")n-pre'm ise eonsitipl ion
Draft beer: Pere~t

Retailers that reduced size of glass used for draft beer -------------- 29
Retailers that reduced amount of beer sold per unit presumably by

drawing a larger head ------------------------------------- 8

Total reducing size of unit sold for former unit price ------------ 37
Packaged beer: Price of unit reported as increase( -------------------- 32

Eliminating duplications, the report stated that 49 percent of the retailers
called on, Increased the prices of draft beer, packaged beer or both. It was
also :tated that the Interviewers experienced considerable reluctance on the
part of the retailers interviewed in admitting that they had reduced tile amount
of beer sold for the former unit price. For this reason the percentages re-
ported may he an understatement of the actual situation.

Tile filets and findings of this report by Opinion Resear'h Corporation COll-
firm the statements of tile brewers it tile questionnai'e survey made by us.

A stily of all of this Infornliatioll, obtained from entirely different and inde-
pondeit sources, and ninde ly different procedures suibstantiates the conclusion
in o01r easier report amld supplement to tile effect tiat tere is a ceiling tlat
limits further advances in the consumer price without a disproportionate loss
III v(Ilnlle of ales.

EFFE('T ON TIlE VIEWING INDUSTRY

T'i foregoing argumtents against further increases in excise taxes on beer
have been based purely pil tie effect o tax revenue to tile Federal tind State
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(I( OWDllnel)t[. No lIn1ltiOu |llhs henl iw1de of the effect of |It(! 1nerel tig tiixe's olI
Ow lt' (!wlig Il(lstry Itself.

The tirtiltllmelt of beer snvlhs, however, is wrought colsie'abe (leiiuinge to
the Industry, lrticulurly the small brewers.

lit our stiilellhmntiry report (if Maiy 7, 1911, we analyzed the flImnelal re-
turns (if Ir'weris rep)resenlig (7 pe'rceit of tle volXume of sales i thMe calenditr
yea r JII0. Over 411 percent of the otnuler illimlyzed producing 1,t percent of
tne lit'w 8041 1i1 19140 SStlIled fill actlil Ilo ss of 58 e1ts j'1' barrel Ilita
year. Since llost of the colliihliles hat dh1 not returti (Ilestionnaires averaged
stiles of less 11111 50,000 lotarrels l*'P year, and were smaller than the average
loss cOmlliulies 1 iilyz(,d, the assmntlt)h follows that over 50 lpeent (of fhe brew-
elrs produhcig Ileuarly half o (' tie beet' sold opera t i( at a net loss it 1940 and that
modeiraite profits were made by only it relatively few (,ompallies.

Such a 8 t111111 loll natuirally might be expected to lead to business failures.
The number of brewers has been de(reasig ince 19)35. The re'iitetion it the
Itlleliw' of breweries (operating has been 11s great in the year 19-10 as i t1e 4
preceding years 1111d th1 ni iiiiibe of Iopewrias )r'ratilng Is currently de-
creashitg. As reported )y the Treasury iDepmirtintt the Iumliber of operating
brewerie's since 1935 is-

Nu mber of
Year: operating bretwerles

11)35 ---------.......................................-------------------- 70
1936 ------------------------------------------------------------------- 732
1937 .----------------------------------------------------------------- 720
1938 -------------------------------------------------------- -------- 69
111) ---------------------------------------------------------------- 1 053
1940 (December) - ----------------------------------------------- 155
11 (June) ........................................................

lReducti o of 07 miltIe 1935.
Itedtctlon of 94 since 19:19.

3 It'tInct41 of 20 i 1 i6nontlhs and of 114 since 1939.

lis'OSTION OF TIlE IIIIEWEIY SALES ll )LAR

1H)sed( oi It( h ,11valeh Infotrnmation Me( total (,sthnlated1 wholesalie slsof the

brewing industry for lthe fiscal year I41 wias $814,000,1)00.
The cost of' producilg fill(] selling the It'bet' h'Inl ing ti( il'-rchase (If ovetr

$1110,000,000 of 'ill -li O(icts suth 11 it)i'ley illilt, h)8l), Cori, ri(e, te., and tle
wages, stia1les, miscellaeous taxes, fil( other txl)ensets Incident t) mlllanifti1eP('
albsol-etlo $-.ti(.000,0(l0, or 52 percent of the gross sales amount.

Tile r'emailng .428,t00,000 was divided between the Federal fillt] State Gov-
el'ltlill(ets is excise 111(1 InclOlmle Itxe.) anl tie' brewers as a rlitt on theit'
business venture. This dIvislon was:

To (ioverllielt -------------------------------------- $395. 000, 000
T1o the brewers .-------------------------------- 33, (00, 000

Tise following tablt states this hIbenk-down Ii total amoutints, il timounts pet'
barrel of beer sold and li percent of total sales:

Profit-and-loss statement for brewing industry estimate for fiscal year ('iled
June 30, 19.4l

Total amount Atnount Percent
per barrel Percent

Total Wholesale Sales of 52.289,000 barrels of beer----------------.....$894,000,000 $17.10 I100.0
Cost of production and selling ------------------------ ................. 460,000,000 8.91 62.1

Amount divided between Government and brewers ... .. ]
----------- 428,000.000 8.1 47.9

Federal and State (overnent excise- and Income-tax receipts ......... 395,000,000 7.50 44. 2
Proflt, to the brewers.........................................------ 33,000,000 .0J 3.7

This table Is graphically Illustrated by chart A appended to this supplement.

It Is apparent from tils analysis that Government 1s ibout 12 tiles tlie
Interest In malintailnig the Industry than the brewers who own the bishesses.
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SUM MAltY

'rile lillysts of tlie flts revtalthtl in tie list ftill yenr o p tljtraihon filow-
ing lhe Federal tix Increase of July 1940 fully stibstant it te th lhi hldigs malitie

lit our etrlIer reports.
The lnsI tisel yellr lis reflected it Steldy Iti('I'eilst' In the rate of nlati lutl

IlncOmneC inountitng to iltl nverigv of Ilblot 10 Ieren'lt. iBoer sales which fol-
lowed the trend of national earnings up to July 1. 1940, netually deereased
following the tax increase both It (,ompltred to 1940 liltd to the average of
recent preceding yelli.s.

A (OlltltlIttinht (if beer tNx revenue allsed oil tit li'tI liiscal year figure ihdl-
elites thlut governmentt receh'd about $10.00,.000 less itltioly wlth lilt InI'teris'd
rate thon It would hluv, received with tli ller(,iisedtI volume of sales had no
ierease In rte lien Imposed. 'llis hldheattes lhat it' poilit (it' Illnil 11sli lug
returiis for beer sale's lilt(] tx revenue lis beenI plissed.

Most of the. lalst ber tix hitl'l lw wits pltssd oln to th( coilislll'r eltitr
In hlerellsed prhices 01 seller ilounttis sold nt the former unitl prihce o lth of
Whleh resulted lit decreased silts. Tie' extiit to whh the tax Increase wits
pissed on to tie comiiner hims lbeen estlnblished by (lie Indepnndent survey of
retailers by Opinion lest'treh ('orportIon. If further Increases lii t'xelst taxes
aIre Imposed this trend (of i(ereaisvig coitsiie prices 1III4 flv'l'aslrwig voluill'
Imlly he (,X4l,'ted to) (olitlll and lcote i greater factor to tit, dt'trlment of tli
Indutry llnd to Goveriment.

('tNt'IA.1 T, IONS

Frolm it I'e(vhv of oull' findlings Ias iresenel i our pl'evlious rep1)ort lild
suppleniit an In Ill ii I glit of th, iiddlltlolll IIuforlllilou prest'lted Ill tiis
second sippllen'Int, we are of the oltliloll that 'o1r1)1' welious collelishlons fls
stated below have been substutilated. These nre:1. T1htere is 11 teilillg IitIlg futhtiler ilvltlev, Ill tilt prIhe to lie (onslune
without a dispwropo ionatt loshh lii volume of beer sold.

2. The tax level hits roclited ia polnt whert more i'-t'uie too (Oovei'iiielit
I'llniiiot lie anh itt dlhtd Itrough furlt 17 ti hmIcre'ase li pI'esent tax ra tes; In fi'L
It stes l)roltlle thitt less revellt Wmlbh result siouldt lll Ificreaste in r:i h1s
1)1 Imlposed.

Very truly yoirs.
(Slgied) Foul), IlAtON & is, Int'.

ElxtlznT No. 1 (August 19141).--l'ithdr'a'l. of Iner in fi-.eal yclrs 105 tO in 1.1.
hil. ir, ontiffingl prohihbliont ilcrs

F i'al year P1l(h1d Jlime :10

1905..........

19M19 0 .. . . .. ...
1909 ................ ..

1910.114 . . .. . . . . . .

1914 .1914...... .. ....
1917.... ....... . . . .

1917 .1918

9134 I.
1936 ...
11)371936't...... ......... .. . . ..
19381939 ...................................

1940 ....... ... . ............... ......
JIl ....... .......................

Prohibition years 1920 to 1933 omItted.

Vlthdrilwals of her
i I'iil il iiii( of .... .. .. .... . . .. .. .
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100. 21., 276 ,vl ,K , Is. I
* 101. mg, I 11 4), 730.0 0 IN. 5
. 102. Vt62, II S), 175, 000 11.

l0t, 336, 7911 30, 5t1, 000 9. 1
126, :132. 738 :12. 266. Ooo 7.!
127, 222, 111 42, 229,00 1.3
M, I I.M4 is, 760. 000 11.4

129, 0, 07 55, 31)2. M 13. :1
129, A), 130 "3, 924,1)00 I . 9
130,7711,851 .51, 817, IN0 12,3
131,1169, 275 53, 014,000 12.5
132, 60(1000 52. 24,000 .O . 2

Sources: U. S. ('ensis. 11. S. Treasury D)epartment, Bureau of Industrial Alcohol.



ItEVENUE A(' 0 F 194 1

CHART A

DISTRIBUTION OF THE BREWERS' SALES DOLLAR

COMPUTED FOR FISCAL YEAR ENDED JUNE 30. 1941

, r n, 3 .3€w & v " ie

Total Estimated Industry Sales
For Fiscal Year Ended June 30, 1941.$894,000,000

61977-41------6
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Senator ('hARK. YoUi spoke of large lrewetvies and Smiall Iblewert'ies.
[lave you aly way of baking de\it wnd \'ht you call large Iltewries
and811 s1tll brewerit,ks as to the number? ,
Mr. lh[EsTrit. There are about 50 large breweries and ale ut -80 small

leweries.
Senator (i,.\uc. Whet you v .av' "sinall breweries" vu teaji heal

brewveries, hreweries doing local trade I
Mr. lhsrimc. hat is rt'ght ; tihe local I msiess.
Senator (rlvi:Y. IHow many of thte stall breweries clo'-ed ill the

last '2 or 3 years?
Mr. I h:smr. Itl 1915 there were 7'50 breverites ill this coinrlltv. I

might say in 191.1 there were about 16). I'odav there are Iess thll
.10 br'eweries, and in the past year there hlve ben about 40 bewery
failures.

Senator LA I'OLLXITE. Ml'. IHester, tny I 1slk were Ford, Bacon &
Davis liven a free 1and ill taking this stuoiy (,,
Mr, Ih'niT~. heirr study was ablsolutely objective. As a natter of

fact, it was made ill this, Way: 'I'hey hiandlet' it entirely with the
indtuttry and the association Ial othitig to do with it.

Some of the information upoti which the ir findings were based is
infor'iat iell which is contained in tile incoln,-tax retI anits of tiho hlvo -
ers to the 'Treasury i )epartmtnt. Seitutor ,1a FolhlethIe, we would be
pleased to have thi contit tee itspe.t the incomte-tax ret urns of every
I'rewi'ing Corloration ill this country.

Setttt' CLARIK. I. I lester, T reIl some phce that tile sales of beer
for Juitte of this 'ear were very much below thle sales of beer for ,1nt,
of lust Year, attnd, on the othtei' hand, the sales of h6er for Jui1,v were
very much above tle stiles of beer for 1,ulv last year. Is that n't'ect ?

Mr. IHFcrt:'r. I am glad you brought that questions il).
ITe Treasury his not released its ollicial figures yet, but the sit uat ion

is this: In Jullne of this yeat' bet' sals were 4 pt'cent below bel'
sales of June of last vea'. Last vear heer sales were way ill) because
of the faet that Cong-ess did, not'impose, tIty tax, tniy floor-stoek tax,
ott the retailer, so thte bought ip. Couisequetithy this adversely afect ed
beer sales itt July of last year.'

For Jluly last" yeal beter sales were 5.6 percent below the previous
.July. This year the sales ire way up for .Jttly. As a matter of fact,
we "estimate they are utp 20 percent, for July,' but il ,Jtme they were
down 4 percent'. Weather influences bee' sales. Wealher averaged
4 etcent warmer this July than July last year. April, May, and Jitht0J t his year were very ituhelt warttter rthtittntle eorrespoudiltg titottths of
last year. Ill January this year beet' stiles were uip 9 percent, tthet itl
Fehrttay and March they were down IP/., percettt, ntid itl April they
Went up'about 8 percent, and il May 10 pI'reent, aalt tlhen went down
u/gaili itt Jutte, and for the fiscal ytar, this year-this is the amazing
thing about it, and I tlink it is the focal point ili thie whole case-whero
the nat ional income has gone ill) tremendously beer sales for tle past
year were actually 1.60 percent below the flcal year 1940. National
defensee expenditures are affectit g beer stiles aid if it hid not been for
such expmtditures beet' sales Would have been still lower thai last vear.

'1he CITuC mAN. Than you ,very much, Mr. lester.
Settator (l7rKfim. I wanit io wSk otte ot her Ittest iott, Mr. Cltirman.
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Af r. lIester yot spoke It wile lgo of tie lletI od b,, whicll (ie re',aiier
absorbs this increased price of beer, by cutting (lowit tihe size ot his
glas or increasing tile price of tie bottle,

lhive you got any wily of showing what the actl effect lils been
siltce this ittu'ells(, ill talx oil tle size of the ghlss alnd the price of fle
c.ontafiner?

Mr. T i o. 'lue sitl atiol is this, (Ie 1l ited States Ih-ewers'
Association employed O)pinioll lh,.,elireh Corporatiol, whose director
is D11r. Claude Robinison, former director of thev Gtlitip Institute poll,
to nmako a survey throughout this country and detel'llifle just whIat
wits do1e by the* retailer, Iniid they follnd that 50 percent of tie re-
tailers either Cut tie size of tie glss or inlcreuluet the price (f tle
bottled[ beer, fiuid that. wils tim 'aulse of til' loss ill olttite whlih so
seriously atfected particularly tile small brewer.

Senator (NIArI. Have vou got that. report, Mr. Hester?
Mr. HESTER. Yes; I just asked the clillirnan if I Coult ino(Fpo'ate

it ill the record by ret'erencev to v ut ini, 2, page 1107, of ie louse
hearings.

'lh ( l A n. Yes; it m y la% ih iie i i neI ill t I iit uu1au1ier.
Mr. H Js'r. Ill conclusion I wold lik e to suggest tlit (lip hllmore

11011o ur' 01l overlmflelit ilts to raise for 1a1tio -h i-defenseJ)hr;)oe', til(
Moi'e it should give considelalitoi to tile operation 1 titf lt aw of
d iminishing returns.'lie ('ilt~m.mN. 'l'liank you very much.
Mr. Joseph Oblergfell.

STATEMENT OF JOSEPH OBEROFELL, CINCINNATI, OHIO, GENERAL
SECRETARY AND TREASURER, BREWERY WORKERS' INTERNA-
TIONAL UNION, AND FIRST VICE PRESIDENT, UNION LABEL
TRADES DEPARTMENT, AMERICAN FEDERATION OF LABOR

Th1e CH IRtMAN. Mr. Obergfell, you are g('ncrlal sert iny filled treas-
itrer of the lhrewery Workers' Union of the American Federat ion of
Labor?

Mr. (Oui:onc i' . Yes, sir.
Tiie CnlA1ltAN. You arie )pearlilg Oil tile be' tax ?
Mr. Olurful'J,. Yes, s'1.
Thie CItIAIMAAN. All right, you lay proceed.
Mi'. OIEIROFA,. My tune is ,Joselh Olbergfel Mid I al)l)lr before

you as the general secretary tild treasure of tie Brewery Workers'
International Union and lirst vice residentt of tile Unionl Label
Trades departmentt of the American Federation of ILabor and tie
wage earners ill general, in protest against any ilcrellse ill tax Ot
beer.

In doing so, we are nlindfuT of the great tusk confrontingt you, to
)rovide funds to enable our Government to carry out the tremetdols
de fense program.

It. is not because we seek to shirk any pen,onal responsibility in
tiese critical tinies that we aire COicerned oetr and opposed to fnly
increase ill tile tax oti beef,. Ouri. concern and111. our opposition arise
solely -f'oi tile realization that fill lidded Federal tax oil be(r will not
olly not, bring about the results desired by our Goverlimeit, but
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will work to the ve'Cfiitc d isadalfig of t honlsa 11(1 of loyal
A nicricli ns.

Theu Iest oli'ziol I (If (hle I Il'miiig i 114Ii 1sty viv(ilt td eatI ploy'ii it'it I'll)

iv int lieN for'vit ivet hlt it Ilv tiu''it Nit'v itotv aH i ITS. t( w tlsali
11 t UI intiitt'o Pll 13t)oO( It't it Iliillin to wkes vlragiid irnnet

1%, 111thi iiil siry thr ie more~v thg l ii 0.00 it olilitig

IilgIl 11111 wof ilt'ly #330'M0 re htiles 1114'1-nr, u ide preadt 1,& 11ii1tt.

Its'lii h h'wn i icilst PVgasoth trl(ur 1il4i~s eJt'P afon

P ii ) 141(1 it iito rt t ha ~it ir traf)() itll iillin e d l ~iii V ii'lin t e iltgt' an
DO ims rtOtiti work; ( m ietaly tradvs, i e ilIl th 11inn t con
iiMV' i d clsIS, itiowll otf nw'tr ('feliigitgt I itl~ flIt'l de0t(si ng of gI pin
ing' b ilion of IIF I i e oi 144HI hitstlst'y.p iltil~ liit

iliSM' illt oheiio~ breplvi'( indlevtid tlti'i i title bowrstis.;bo

11) i i~$on) lIl or i' t'i illtitt t00tM filit i vt'u fill-IIi g flki's fit X ii ged~~'~'

rice a41 Ito ~l i it Nvl ItslorkersII( foivile it ll (' li v ig o v 13 ilt't''s of g it
tlt l is il tile145 (Ifli t'tildlsytl (I(4 tittss W I'tIM i)t14'l. t
119(11 ltlitos t lIt' Av r' ;%it o wt'j ith t i ite f b it44lst 1111 llo )I ,-

lu11s itI ' i vit V 111 gt'it'i'u Ie o l WiSa theirii- Ill tls pihi

Prooft 11UfW this i1(ist 'itit~t fitlI oing (It f$r Fer l(Il tIx (Iris

il4Jtik, 1 9 0. Wil Mt1((t)11 1 toewer s i ol t( iit(- colisltry ver hfitct'al
fnv iat'r tllalteit t h )it'-) (ottiii i idde t et't filt tver fol o V'.S M It't bl''W
4't 5 th w ill il t~t'( Toe Ihetil w stha)4t vlli, 1141 till ofliver declined.
will lit' R titi'(I I s itt of P fii rsI~t4l'ii vli olo igtetx lcel

And sti tiiitsohe (Ii'.-(tl ~ibi fior o le cosingof-1' bewrisan

sthet Pl'i i th It' o i11lvl('(l t otx htssi(IVt'tlt' Vs t dl- r 1 il' l4( byewtng
11t1d (lid ii, tes ve is epieth acant ndsrilemly

Tlllite andtpa ro(iflls facts cons(tiigti IiS(lit h)1'(Ihig ewl)iSC Ight'i' on lixi
w cwl slitil ye c~I t''C ii heiit'Pl I tl cirtill'

IaThe brwin placetry ta st' asor hig futher ito ftrtluw itax il

fill-thliXdtline (il theei'iitiieiit clii ht c etil t flo w. Morncets inlie
tttx, w441 ill PV(ced t~ lifn titi idtioutt, ill( stiti lce orbeer'
h etewill ac ow lt f ly mnt.

ie s i vtithtoeiporetatat or to be iii'i'lsiii tlt''iltIX 1 be

The(1 re aretil c(Itifilets fllnit gh iset propositedl14t~ till tltl(l itax
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conitioin, Such lus prevaiIiled ulitriiig tilei prolliIbit ion enti111 ittitely, )10o110
brewing would, uitqitest ioiithily, be reviv'ed, wvith aill its attenlitt
evils.

I (direct the commiiittee's attention to th lt thatltt thle brewiing inl-
dtliis it.'ts ill exctess of $1.000,00() il F'ederal t axes datily.

( Cit a itii' a111 additional talx oil beer, wihel hats aicl-atly readied
it point of Idinfiti shinig retiliflis, is inadvisable.

Bre'we'ry j)Iiv rolls totaiiled( iij )JnroXiiitely $100,000,000 inl I 9-tO,
based oil t li rtort of the I Tiitet I States 1)cpai-iiilt of Labor.

Speaking for the workers-wve kniow~ they tare ready 1111( valgei
to pmY t heir fli I share of oul. r att ioial -de feiist- Costs. They tire will-
inig to 1ti111w what ever personal Silsrifices nrI-.y be nlecessalry for tile
we'lfaire :aiid Satfety of oli otlijitriy ; ev*en grfi-1ter Sacrifices thlait thley
hinve ,o firbnclleevi upoti tomke

I tiIoe-t respect fui ly urlge thn thle commit tee give consid erat ion to
(16' piro~t est , which1 is maitde ill tall siiwceiity.

''lle(-i. Cit-im.m At-( there aitny quest jons, gentlemen ?
Senalltor l'(it. Mr. ()la'rgfel I. you iepresenit. the Brewery okes

filieim 11tilt n Tiion ?
Mr. Ouh4rTJ.lwn Brewery Workers' lilt eritait tonall Union.
Sv'ittor (1Im. Win1d is thle'sti u' Of ut1itonizat ion ill tilie brewiing

itolistnry?
M~r. (')i':It.', THow is thalt?
Stiitittn' ( 1:..uc. Tlo w~lat ex-it',t is tile brewery indttls rv nil jottized
Mr. ( u114 urt-r' 01m liii it1lred percent practii 1 ly.
Melint 01 CI,.lnK. What is the( record1 of tile iilistry wvith regari4

Mr. Ouwi1ri~ula4. It hats been freve of inhilst tial st rifte, 1 ('1111 safely
say.

S-'11tol)i (Y.~mm. Whalt (.il a olu tell us. al)4lit tile tuverajge a~ge of the
Itrewery worker's, talking theilt by aind large? t

Mrll. 61OnFUor. ThV 11Tuvertge' age of brewery workers is approxi-
iii1t ely 56. Forty, percent ar ic a ove 416 *vea 15 4)1 age. Th'le ien are
requ iredl to serve lit alpl)Ieilit cSli i. With probe ibit 14)1, ant urti-lly
there waIs praicticall nI'io apjpiv'iltices hip, lilt(] heince we have the hum11-

be,' of older mn who weework i ig ill thle brewery iblustry ait that
1file. imt voiigat'r. inem: have' 110w It'allii'tl tlit( age tI vertigo' of ISO

yea rs, the ttIIl th~at were ill tile breweryN iiidlisti'y before pr1ohtibitijolt.
SVo'nator Cr4LAIM. Ar-e those incaI readily taapttable, to other eom-

jployinent if thit'y were thrown Out of eialp oynient its browei'y
workers?

Mr. Oniiony:,i. No; they are niot. They etiuiliot very well go into
dt'feiise industries. ThevIa,-too, inl the closing of these 43 l~tlts that,
I referred to ill the Itust. year, iniyof themt are thle pat l anr~tlts
located ill silall cities where there tare no industries inl which these
men might find suitable employment~ for in il thatt age

Senator C1,mlic. It. is not so easy for atnmall 50 yeat's oef ge, who1
tdevoted his life to out' itidlistiy, to tadjutst himiuself to another ini-
dulstry ?

Mr i. OI1EIOFELIJ. No.
Senaitor (Y~witi This thte Aieiit Ftederation of La~bor gWive tity.J

(COI siderat 10)11 to these studies that 11Ittiv heet made ats to thle effect of
Cxcise taxes onl thle brewery intdustry?
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Alr. OJIEIIOFjj,. Yes; it ]Is; 1111d I ma,,, say that Mr. I. M. Oren-
burn, secretary and treAlirer of the ILabo'Wr 'I'iades 1)epartinent, who

saly sle for the federation ill these matters was to speak oilbehalf of file federationl': position ill this instance, buit MNr. Orenbu'n
had to leave the city.

Senator ('rARK. "lThat is all.
The CIAIMN. All right; we thank yoU very much, Mr. Obergfell.
Mr. Henry B. Feerlald.

STATEMENT OF HENRY B. FERNALD, MONTCLAIR, N. J., CHAIRMAN,
TAX COMMITTEE, AMERICAN MINING CONGRESS

The C.iAmitAN. You are appearing onil behalf of the tax comllmittee,
America A Minin Couigres, ?

MAir. FEr mAI. I am 1 len-y B. Fernald, of Montelair, N. J., chairman
of the tax committee of the" Americani Mining ogresss.

1 11111 appearing before yoU representing the mining indulst ry to
slak regarding cerlail feilt1'es of the Cor)oralte income nd l)rofits
taxes.

We make 1to tortest against the proposed increase ill tax rltes. We
reeogWnize the needs for revenue anl the conditions which call for high
latest of taxation. Questions we raise are as to the -ubstantive basis
on which such rates are to be imlposd. 'lhe importance of the sub-
stantive questions is greatly increased with the increase in rates.
Matters of relatively minor importance under the 6- or 12-percent
income-tax rates of i917 and 1918 become of great importalco under
the proposed 30-percent income-tax rate of this bill. Even some of
the questions which we urged as important under the 24-percent in-
conu -tax rate and file 25- to 50-percent excess-lrotlts-tax rates of the
19.10 act become of even greater importance under the proposed 30-
percent income-tax and 835- to 60-percent excess-proflts-tax rates.

We stand on the following principles:
1. '[hie incon, tax should be applied only to true net. income.
2. Ti excess-profits tax should be applied only to true excess

profits and should not be imposed on what are in fact only normal
)rotits.

3. No desire for revenue justifies imposing a crushing tax burden
on some who may be caught by technicalities of the law, which is
intended to deal fairly and on an equitable basis with all taxpayers.

Our recommendations are all intended to make these principles
effective in the law. The points which we urge are as follows:

I. Need for imedifate amentment.-Some of the points we men-
tion are pure teelniealities but technicalities are not merely academic
problems for the taxpayer. A few words difference in technical
provisions of this law imay fall with heavy inpact on a taxpayer.
If lie sees them meaning ruin to him it is sinaIl consolation that.to
ether taxpayers they are not of major importance.

These matters are of vital present importance. The taxpayer 1nuiist
now look to see what this law will mean to him and his affairs in its
practical application. Inevitably he finds a analysiss of effort if lhe
must fear that in spite of all he caii do the tchnicalities of this tax
law will probably mean ruin for him.
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Some points we urged for your consideration last year and were
then told that in the pressure for revenue they could not be ade-
quately considered at that time but as soon as that Act was l)assed,
they would be considered and could be enacted before time for filing
the 1940 tax returns. Then, in March of this year, we were told that
only a few most important amendments could be considered at that
time hut that other matters would be considered and could be in-
cluded with retroactive effect, when the new revenue bill came up
within the next, few weeks. Now we are tohl again that, in tlte
pressure for revenue, the present bill must be speeded to prompt
enactment without consideration of many of these amendments, fld
thay there will be ol)l)ortunity for their consideration in a new bill,
perhaps in October. We recognize the urgency of the situation and
the prol)lems before you. We realize that (lie act cannot ati the
l)resellt moment be given the general revision it should have, but we
(1o urge most earnestly Ul)O31 you the iml)ortanmce of acting 11oW U)o0n
some of these almenlin('ts.

They 1ire not merely alministrative in their nature. Th'ley relate to
the ve'y substance to which the he'av'y tax rates of tiis bill art' to be
applied. 'lhe words of the tax bill and tile methods of ('oml)utation
iider it are not tile Iliere a1caleml'ic' papers of a college student. When

enacted by the Congress, they carry tile sovereigl authority of tlhe
(4overntmit, wili tlie iow (' of taxation to destroy. So we ur'tge you,
with the solemn thought of the power which rests in your hands'and
your duties to the people of the country, now to nmake those changes in
Substaiice of this bill which are necessary to keep it, from being a
crushing biurdel oil those to Whom it will aj)j)ly.

II. A.i to the excess profits ofm/s.-I can'onlyl, briefly refer to tlie
generl situation of mines at the l)m,'semt time. h'le (overmnent is
ruling and the mines are trying to provide ma xinulin increases of out-
put to meet our' terrible shortage of metals for (lefenms needs. The
lived is not mnenldy for (irect munitions' use but for all the tremendous
increase which indirectly arises incidental to tlie defense effort. Build.
ings, machinery, machiiery to make inachinery, power, housing, water
It1(d sewer facilities, transliortation, and pracIcally everything else in
all the ramiflcations of l)roviding facilities for defense production% as
well as the vast out put needed for defense production itself, are calling
for increased metal and mineral output. 'Thie mines of the country
recognize their special defelise job, vitll 1111d ovowilel inig, to try to
nect the challenge of this (em1u(l. I say to you for the miing indus-

try that, regardless of what you do in thistax bill, we re going to
continue to try to meet this challenge, but what you (to in this tax bill
mhiy make it harder for us to (o wihat you want us to (1o and what we
take pride in trying to do. I know yiu (o not Avant to place in our
way the stumbling blocks of tax provisioiis which will interfere with
this duty we have to perform, or will divert O1 energy 1111(d attention
from the main job we have to (1o, or will make ruinou.s l)itfalls for us
when the job is (lone.

I think the situation is wholly unintended, but this is the situation.
The exce-l)rolits tax is imposed upon the income for the taxable
Year. which exceeds the amount of a somewhat arbitrary credit.. If
the income for the taxable year exceeds such cre(lit, that excess is
treated as excess profits. The result is that a mi'ere increase in the
rate of extraction of a mineral (leposit, limited in quantity, may result
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pewr un1it of pr-oduct jolt is reailizedl. Thus t he Ilile ren lizat ion ill tlhis
yearll of tie( pr-ofits Witich illn oritiai1 course Would be reail im'd ill ia
bIlter- Year will 1111ke tile sillbject to htl impact of the excess-pr-ofits taix.

Wve ma11ke 11o pl)P t against tile im oiti on (1 of thle excess-jtrofits talx
ill filly 4'list' whiue thle profits r'ealIized oil ontlit lt ive Itiore thatii~ill I111
prof its. The (1,ovenimuelit is t ryinig to hold( nietiat prices to a1 lloIlili I1

11a11ugi 11111 or 5Ill)ill igi111 1 104 itllt 1 l'i'i5 fil I1 (If"tk11Wwi

Wve lyl have i to faice ill illtcreasedl costs. Ill Smile IlIes n111( wit hiil
certainly jim itat ionls, i li('ri'as'4 produicto 14)1 iiy give I-el et I liit, cost.
fil 4tllt'. ineIs, (w Nvli('l tile J)oiltt of maxtllitlli opeit itg ele(ieltey
lilts 1I(4'l palssed(w )1 wlieie n-ll'C15'( pr-oductionl coles fr-oli 14)w4'l'
grade l('oes, il('lela'( olltIllit (-fill o1nly be ob~tined'( lit. inlcreasedl cost.
If ill filly puticitlar vase, tile jI1'o~t i pertilit of oltt hlt is Iioro t0I1111
mn-4I111l, wve expect Ow lie X98S-1 )otits tlax to 4)apply. We lil-ge it, should
ith alyl) whieni till thalt 111lwiiiP" is that wve will -(cov(el. ill this yeilr
Owe saitie pwotit whticlh 11114 l(r condtl IUtlit ionsl we Wiouild e'xpc~t to

Ill t~lt spvciltl ISit uationt ill whichi thle illls til( tteiselves ph1iced
by the (' ovcrt iment 1dc11ids taIa 1p~ oll d itili for. i ticeael piodt l l~ 41, Wet
Il'-ge tlti ilt ttieiilteii 110w be utuiule which will HaowN to mining

41llh11)1111t5 aill 4'XC('55-JPi'oiits ti-edit equail to thie norali i-ofit per Unit
4)f y-roduictioll.

1I. I /'((' i/uum anid (1111orfitdon.-Ih is l-to)lvill is so0'1411 for
the miing indtust ry lit.te)sht tt( thil. Mines 11re tnot lightly add11(-

itgpln 11( ei 1 teot f(13, even replacing exist ilig 0411 i J1li&Ilt.

It is vi l-tillaIly ill)possible to 460 54) ill tileit'l-iit" tS it ilailOll 11s it no0w
sta 1111 illess tltee llttse fill(t hor-it it's recognlize the facilities its nleedled
for defelise. Pe-hap ISoo)()(If tilie aiddit iontal phllit a1n1d e'4liipmltlt
])tfl be eitxpec ted to have it uIsefull li fe after thle emtergenc4y. Most o~f
it, 1I4)wever, will Simply13 be Surlr)ulsage whltei tit(" liesehit elller~gelley
O')lds.

Under the law fill(] r-eglillatiolts iV4 believe tli'i is no( re4'Is(Ill %Wily the
(cost. Should 11tt be wvrittell (Itf over Stch pro'(bable luseful li fe --ihitthiet
thalt We 2, :3, 4,t of . yealrs-Is 0I'4linllty dleprecialtiont ( wh iu'l 1iitder tlle'
statiute is filtelidl('( to C'over exhlust toll, wvear and1( telli', and1( obsoles-
cence). This is 1110e14e1y the lecogliitioti of Sound4 accounting 1a1nd
bulsiness5 p~ractices: The cost (If facilities mullst. be r-ecover-ed front the
p~roftits they jwod~uce. The 'llellstiry Depa-t ilelit. hoIwever, has re-
veently set'hli(l obfl about ilt( e'lpret itig (Ilinla iy dleprecialtioni ill-
1)wilces ill this wayu~ without, Clear indication1 that, tis is the iintet'l
41f Conlgress.

It was largely for. this l'ellsoll that. tile' slpcial pl-OvisiOlts for
aimortinltioll were writto'u inito the law ]last. year. Br-iefly thioste were
inttendeld to prIov'ide, ill flel (If depreciation, for tieffilite allowanlces
to ivrito off over' 5 wears (Or less if tile eltloeticyl Should earlier
tel-'llihilite1) thle cost (If t'llli'g4.'11(y facilities pirovilldby tile talxpayer
Which the dlefenise auithoritie's cer-tifleth as necessary ill 'the iliterest of
niationa~l dlefenise. Under these prOVi.9iliS at taxpaIyer Whlo had Ill-
4talled eniert Iellcy facilities Which were so Pertifleol by dlefen~se author-
ities Wvould Wave its right, to this special amortization. Thte roi
SioDs are fairly simplly anld reasonable so lng as, the taxpayer ais 110
governmentt contracts.
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If, in response to tile urge of the defeiSe authorities, a mining ('011M-
pany constructs or installs additional facilities, receiving the so-calledl
(certificate of necessity, it. will be entitled to write these ('t' till(1 de-
duct them front net Income over the eniergeicy period, Somietimiies
this may not be an adequate provision becaniso soilie of these facilities
will noh 1)e in use for the entire emergency period. We may have
met the presellit desperate shortage before the emergency haslended.
However, we niay sisumie that, the amortization provisiOlls in n
cases will reasmlibly care for the si, nation so long is the mining oni-
puny sells none of its products to the Government bit. only sells its
products through normal trade channels.

If, however, at any time the (-Governmient calls on the mining conl-
])tny for metal to he Sold to tiny Government depalrtmeit. o1 agency
or asks the mining comllnyn to 1;l(ce itself in the position of a suhlenm-
tractor (which d(eitml( the company probably cold not reasonably
refdlse) tin the provisions of sect iol 12.1 (i), with rega rd to G(over;-
Iitent cont racts, will collie into force. If mmon or lt al ly futlire da(lt
Ihe taxpayer has a (Iovernmacut ((mitract--and apparently every sale
to i Govern nit agency ruler a bid and its accel)ttlice mst itites a
('ontract-tihen the taxpayer can not receive amortizatioll allowances
iiles it olitaitis a certtiheaile of nlon)r,,inibuirnseient or i certificate of

(;overiineit protect iol.
lEveli if the plronlict Sippllied ol ia Government contract is only ii

S1nall fraction of the total Outplt frol tlhe property, tle provisions oif
subsection (i) ire effective its to tlie elitire cost of'lhe facilities.

I cnnn11ot tike limte to diselss ill the technicalities which in I'actice
have teen iiimpJosed in obtaining certihicates of iionreibursenient or
certificates of Goveriinient protection. It is sutlicieiit to printout thlt
1 riellll 11 certificates of nonreiiibilrselilent have yet been issiied,
vell in those eases where the price inder the Government contract

was simply a going open market ipriee o' tlbe (Governmen-tixed price
with no provision whatever in a contract. ol a bid with respect. to
reiniburseiient of liv part, of the cost. of the facilities. The ole seek-
ing such ceritifieilte o? nolirehiiblursoent is required to prove that. even
an open-market, price for his product does not tie into account 11s i
factor anything more than normal exhaustion, weal' and tear. This
is practically impo sille for the taxpayer to prove.

On the oihei' hand, to obtain tle certifleiite of Gove'nmient protec -

tioli, it ninlig collninnust ll)pareitly enter into obligations which
are virually inl'acticable, if not iinpossille, to observe anld el-
eietly Oplerate the prol)erty. Perhaps the provisions are not iilreal-
sonab e when i wholly separate plant, is beiig construeed, but they
cannot, be satisfactorily applied to additional' plant. nd equipment
such as iight be scattered here and there round the mine or in tin,
mill or sinelter ii order to increase dhe production from existing
facilities.

So long as subdivision (i) stays in the law the miningz company
imllst. Consider it has litle hiance of coming under the iimort athti)
provisions. Certainly this was not the intention of the Congres, last
fall.
Ave hardly need argue whether it is sensible to sia) that so long

its a mining company can avoid )eilig in tilie position of having a
Government contract it call obtain the ,benefit of tie amortization
provisions, but thnt if it responds to a Goverinment request and
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)Iaces itself in the position of having a Government contract it will
)0 deliel the rights it Would otherwise have. I (10 not think we

call afford to say we will force such i )ellty Oil o01e who responds
to it Government request. for met als.

The entire suibsection (i) should be eliminated from section 121.
Of coirn'e, if the Government is in fact, reillbursing the taxpayer

for the cost of the facilities so that the governmentt IIs fin interest
t'herein which should be protected, the place to provide for tile pro-
(ection of its interest is in the contact itself. We trust our l eense
agencies to spend the billions of dollars which they itre spending-
and I believe we rightly trust them-and we should he able to trust
hem in the relatively minor situations where tile present subsection

(i) might be alpplicable.
Actually, in the mining industry, we d(obt if tie amortization

provisions are really the right basis for allowances to cover wlt
is, after all, merely "the depreciation of the additional facilities over
their useful life. We would rat her .ee a (ongressional (leclaration
in the law which woll give to the 'l'reasury a (lear expression of con-
gressiond intent tlat additional facilities, listt i'llted or installed
t0 mieet all elmergellcy (leiind, nld any facilities whicll will Ive
doubtfill value )y reason of overclapacitV in tie illdast ry, should lI
subject to depreciat ion over the est intel period of their emergence
use, wit h right of the taxpayer to claim revision of the original allow'-
ances if tile emiergeiicy period l)roved shorter than originally
estimated.

''his we believe is simply the intent of the present law ind1(1 regulai-
tions, but since the 'lreasurv Department seems (oh)tful of its an-
thority so to interprets and apply l them, we urge such a congressional
(eelaration to remove 1ny question.

IV. Rule he.udih?.-Tl' proposed rate schedule wlich apip'ari's in
section 201 of the bill, amending section 710 (a) of the code, ill-
'reases the rates of tax but still a(heres to the schedule of dollar

brackets of the )resent law.
For sniall corporations the schedule of dollar brackets is desirable

so that the increasing rates of this gradliated tax will not to) quickly
reach maximmnu severity over relatively small differences in amounts
of income. While the'sehedule of dollar brackets oes tiis for the
smaller corporations, it has the wholly contrary effect for others.

An initial bracket of $20,000 is entirely too narrow a bracket to
be appropriately applied to income of any substantial size. If in-
come is $1,000,000, the first bracket will represent only 2 percent of
the net income. This is too narrow a percentage to be made critical
in determining the tax rate to be applied. On $5,000,000 of invested
capital-which the bill recognizes is not to be considered that of a
large corporation--the $20,000 bracket represents less than one-half
of 1 percent oii the invested capital.

Under the 1917 and 1918 acts, the brackets were broad. These
were stated in terms of percentages of invested capital, but the brack-
ets can iut as readily be stated as percentages of excess-profits
credit, The narrowest bracket in these earlier acts was equivalent
to 40 percent of the credit, and the broadest over 100 percent of the
credit.

With these percentages in mind, we believe the percentage brack-
ets of the Senate rate schedule last year are as narrow its such brack-
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ets should be. We accordingly urge tile adoption in section 201 of
this bill, of tile bracket schedule of the Senate amendment of last
year, but with the increased rates under the present bill ak~plied
thereto.

V. Special 10 percent taca uider sectilo 201.-This proposal to
impose a special 10 percent exCes-l)rofits tax on the difference be.
tween the amount computed on the income method find the amount
computed on tile invested-capital method is a clear violation of the
principle that normal profits should not be subjected to an excess-
profits tax.

If and to tile extent that profits are not in excess of the allowable
credit they should not be taxed as excess profits. We believe it has
been amply demonstrated by the testimony before your committee
ani before the committee on Ways and Means that it is essential to
have the alternative allowances for an income cre(lit and for an
invested-cal)ital credit, together with so-called special relief provi.
sions, to avoid gross inequities. Whichever credit basis a cor)ora-
tioni uses, it is only apl)lyig a basis which the law l)rovides in or(er
that normal profits shall not be subjecte(d to an excesS-l)rolits tax.

Generally this l)r)osed 10 percent tax would fall on corporatiol.
which had tie misfortune nuL to have reasonable earnings on invctcd
capital during the base period years. The bill proposes that because
of their misfortune they are now to be penalized.

It even goes further. Because the law only allows the excess-
profits credit for 95 percent of average base period earnings, the 5
percent arbitrarily disallowed is in effect now to be subjected to the
10 percent I)enalty. This is wholly unreasonable. To tile extent
that any corporation is entitled to the invested capital credit, it
should not have all or a part of the amount of such credit subjected
to a special penalty tax.

There is no sound reason for his Speeial tax. It is not imnl)poSed
upon a corporation which was not in existence during the base period,
but is limited to those in existence (actually or constructively) before
January 1, 1940. The new corporation, which had no l)ase-I)eriod
earnings because it was not then in existence, is not subject to this tax.
Tile corporation in existence during the base period, which had no
average base-period net income because it was then only developing its
business or because it was so unfortunate as to have losses which wiped
out its net income, would have the 10-porcent tax apply to its entire
earnings of the taxable year.

If a corporation formed in 1935 struggled for 4 years, barely manag-
ing to break even, then in December 19;39, haviIng proven it had at
worth-while project, raised $1,000,000 additional capital, tie special
10-porcent tax might apply to its entire invested-capital credit. If the
$1,000,000 new capital had not been obtained until 1940, the income
credit would be increased by 8 percent of the new capital and the
special 10-percent tax might not apply.

The reasons for not imposing such a tax are wholly apart from the
difficulty, confusion, and involvements that such tax computations in.
troduce into an already indefensibly complicated and obscure tax
structure.

Section 710 (a) (2) should not be enacted.
If this special 10-percent tax is not imposed there will be no question

for the amendments by section 202 with respect to disclaimer of credit.
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VI. Rate of returvi, on invested capital.-By section 201 (b) it is
proposed to amend section 714 so its to cut dowi tile credit for in-
vested capital over $5,000,000 to it 7-percent rate; but continuing the,
8-percent rate for invested capital not over $5 000000. '1 his 8-percenlt
rate is generally fair too low for a reasonable average return ill tile
mining industry. It certainly should not be further reduced to 7
percent. We shall later refer to the total inadequacy of these rates
under tile J) royosed 1)h for conq)ltiilg excess-profits tax.

VII. Denial of debuetion of inome tax ini deter'/iflinq exce.-p r/tfts
tav.-Th e bill l)rO)ose( ill Section 20-1 it series of iuivol\ei ainiien clients
to provide that the income tax shall not be allowed as a deduct ion in
comullting excess.i)roflts net iniwmne. The diflhculties ill )hrasing ald
111)1)1ying these alnen(lhents would alone be groun(I for questioning
their J)roprietv.

The more serious groud for opposition is that tle, opposed i)lpzll
of imposing the excess-profits tax without allowing deduct ion for ill-
come tax gives an unfair standard for determllillg the ailiount to
which all excess-profits tax should apply. With regard to this we
urge tile following considerations:

(17) Th eoarninlps of Inly huisiness are to he let (elnI i ned I fte' (hedlici -
ing the income tax. This has long beel recognized its Owl, al)l)rol)riat
rule. It is the rule applied ill determiningl earnings and I)i'ots for
distribution as di\'ividends under section 115. It is ( li bsines rIlh
insisted upon by tile Secmntiles an1l ,Exclun ge CouinisSion. It is t lie
manifestly seuisilfle rule. The amnolnt of inmltn which the ("overn-
nent hikes ill inol e taxes does not re)resellt earnings which acclue
to the benefit o'f tile corporation. Excess profits should he deteril int-d
only after tile income tax has been deducted.

(b) The fact that under the 1917-18 laws tile exces profits were
(ltermined without (ledlicting the income tax rfriliishies no adequate
pnecedelt. h'lhoso acts w're reogiized as being so anfCair and Il n-
(esirable that even tile Treasury departmentt itself reconimended
the repeal of tile excess.l)rotits tax.

Ill any event, all important differi'lce in the situation is that for
1917 the income tax wis only 6 l)ereit e; for 1918, 12 percent; and
for 1919 and 1920, only t) IXrent. The railte now proposed is 30
percent. Unlder the inc-ome-tax rates of 1917 to 1920 it. was relatively
unimpolrtait whether tile income tax was fin',t ('Oliplited and ith-
lowedi as a deduction ill comlpiuting excess--profits tax, or whether,
tile excess-)rofit s tax was first coil)Iited and allowed as a dedluctionl
in coml)uting tile income tax. There is a serious (lifferelev whenl
the income-tax rate is raised to 30 percent. We shotl not treat,
as subject to excess-profits tax, the 30 percent of corporate income
which is payable to the (over'llllellt. its income tax.

A 9-percent allowance on invested capital for 1917, decreased by
the 0-percent. income tax, was an effective allowance of over 81,
Percent. When, the allowance under the 1917 act was only 7 present,
this was equivalent, to 6.65 percent after d(leducting the income tax.
For 1918, the 8-percent rate of excess-j)rofits allowance was equivalent
to 8.8 percent after income tax. Under the bill the proposed rates
of 8 and 7 percent are equivalent to wholly inadequate rates of 5.6
and 4.9 percent after dedtiction of normal tax.

These figmes evidence (1) that the method which was relatively
unimportant under the 1917-18,acts is exceedingly important under
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lho proposed bill; aid (2) that a propo'd lrective allownce oil
invested( capitI of only 4.9 o r 5.6 percent is it wholly ilnadequatte
11lowlli\llc O fill. lil-rlll1ll pi-l'is. (C ertil y this is (li t i t) thiie mllh lig
industry. Mining ilvestllent.s would not h, made oil flifty Slh bsik

of t'es ttted iliet retlnn,
A fuirthe r implortalnt. pointl re/.alrdillg thet 1917-18 ts1 is thatl, it~s

he{rtofore stltedi, tile' bracekets of exces.,-protits |tax rturns'll Wee re]-

ltively broad. Under the, 1917 lact tile f act rt(ket, of e0et
was (qul to from 67 to 11.4 )t'rcetlt of tlit' illllt of t e credit. '1'lte
iMIXiIuInlll ritte did not ap)ly uilless etirnings wt'ere, tlbout four times

tho alliolt of th( credit.
Tinder the 1918 a(t tit, first excess-Irofits bracket was geierally

equiivallt to tlhotit 1,0 pXIlrcent of ti it credit. \eitn if tilt, wit l-])rol)t.
lx wils applicalhe, only tilt, nillilInluli 30-p)ercent r'ille woildl apply
Winless Ille |otill Ilet in(oIie 'xceede(d by Inore thlli .10 percent 11we
ilil(tiot. (f tht exeliptiol.

('olS(ellqenty Ill a majority of ('as's we were dat' liniig uniider tiet(
1917-18 aicts wli Illa income t ax of froi 0 to 12 pelent f 111 fill
excess-plrfit s tax of 20 (o1 :0 l'rcelnt. Slch it sitillltloll 1 Is ) lnrece-
dent for a i lax bill wlt're the ilnconlie-tax ialte Illone is 310 )erelit and1(1

tho ex('ess-profits lax q(llielcV rises to l() per('elt.
'l'l bill itself' recognizes thllt iildel' this 1lahln it Will girv. It whollly"

inllalde(plate return1 for liew Imloley. inder Secretaztrv Slillivall lln
his statement before the Ways mlid Means ( olim i(t;e (p1. 13#38-
1339 of tlie record of hteariil s) stlted lile 'lIrutuisII' r(cognized( l ha
S to 10 wtent was \ pl)rhlltl)13 Ie leit I'lite which liluld he
111ioed1 for ieW Molloy. ie Slid(1:

Inder the 10.10 1're'ilsitry I)rolios)li it was re(gnlzcil that i' lut t I ,ss In to
epXillll Ill iIlivestol's fie to 1 p ut i yilOhl(' Into Ilw ('O'p)a'ltions, Ji ollopltililt3
must1 lie liilhwedIl~ t 111 Jiiill 1h'llUnlto ratel (if rv~lllI 01t IIW llll. TllP Ii0011

illowe! ilii 8 l're'ift retiri oill new taii)ltll, with aI li percent rellll 1rn ) to
$;t(1),M0.0, regrdless of hat' .'nilgs xl,'trnc'd (dring lit, base' period on old
cllilitll,

0 * 0 Wo Wolld suggest IIso thilt tle I'llt iillo)weoil new it"' Cailll lii l i --t iO
.11ile iN ilitit originally s iggested iiameii'ly. p percent, wit i10 pereveit for
ilahlitloni, to clplilal that do not hirlig the totill Ilivested ( li itil ai iut $N),060.
.lily maxiiln returnrl oni pititil iist be illumewhat nIrlillrtlry tirt' teieust'
hImlinecs tilffer widely ili the diegre. Elf risk thily face. Accordingly, It Is
dIesirtble not to get too low it maxiIIIim of retimil.

To aipnii'li, this -lite inder the method of this bill i special pro-
visioi of secton 05 would ainetid section 718 of the law so its to
ihlow ias invested( capitiil 125 ie'rcent, of any new capital ptid inl.
This Wotild give effective rates oil li0w llliey eqUivilent to 7 J)/'celilt
on tho firs $5,000,000 and to 61.125 percent on tile remainder. It
be(,omit I 'itthoer rid iculous )roce(ulre to say that we will itdopt a1
ilethiod which we recognize will give ai unreasonably low effective
rite oil cl)ital, anid lhen, because we realize this is iii inadequate
ilhowinlice, we will intridice te ll'tifiehility of allowing l2i percent
of tle ollnilt, of tinly nel nlioley. It is ilo the forthright position
which the Governliiclit should take toward its people in i tix liw.
It cannot be expected to crvatte confidence ill investieiits-.
Wo itbmit titat. excess profits should liIeiisure(l only 1)y whnlt

relills after plvlVent to tt e (overninent of its income tax.
VIII. Effect o7 th., method on "Cha/table, etc., d('dueton.."-See-

l ion '20 (d) lmikes certilin inenhiients ldelt, lie heading "compll-

881



882 REVENUE ACT OF 1041

tation of charitable, etc., deductions" which are apparently intended
to leave tile comltatio1 of the deductions its at prese ilt with re.,p)tct
to the 15 percent allowable for charitable deductions, the 85 percent
allowance for dividends received credit and the 50 percent net income
limiitation o1 percentage del)ietion. However, the inference of this
provision-taken in connection with the changes made by section
204 (a)-seems to be that in computing the income tax tile amount
of the percentage allowable ill each of these cases is to be compu ted
on net income after deducting the amount of the excess-profits tax.
We protest particularly that there should be no chaiige in the linita-
tion oil the percentag del)letion allowance its all iolle-tax deduic-
tion, nor in tie dividends received credit.

the substance of section '201 ((1) sloul(d have been inserted as a
now subsection or paragraphi in section 23, rather thm a new sub-
section of section 711 (a) (1) and ('2). However, if the method of
the )resent law for computing excess-1)rofits net income is continued
there will he no occasion for the proposed change.

IX. lircess-profits credit carry-over.-Section 20M (e) prop.oses to
amend section 710 (c) (1) delihig tile unused excess-l)rolits credit,
so as to require it recoml)uitation of tile amount of excess profits net,
incom mi1d eMLt-.)rofits credit for 1940 as they would be under the
law apl)iiale in 1941.
'T1is will mean to it considerable extent a complete recolptitation

for the year 1910. It will )lace a great burden on tile taxpayer in
preparing g all the new recoml)utations for 1940 and on the Treasury
l)mj)ltent ill reauditing them.
However, tile more serious objection is its manifest unfairness. Tile

object of this carry-over is to place corporations as nearly 11s may be
in a relatively equitable position. If a corporation had a larger
excess-profits credit for 1940 than the amount of its inconie for tiat
year, it was to have tile benefit of tile excess 1940 credit carried for-
war(I as a credit in the subsequent year. Corporations which had
income equal to or more than the amount of their excess-l)roflts credit
for that year were entitled to have full allowance for the amount of
that credit. 'This should not be clanged by reason of any changes
which might be made in tile 1941 law. A corporation that had an1
excess profits net. carry-over should lnot be denied tile full amount of
its credit for that year simply because changes are made in the
method and amount of making the 1941 compitations.

X. Bave period incam.-(a) Average two out of 4 years' earn-
ihg/.-The present liw requires tile use of the average earnings for
the 4 years 1930 to 1939 in determining the base period credit. If 1
year was a year of loss and only 3 years were years of income, tile
income amounts for the 3 years are to be used, but the totol for these
3 years is to be divided by four (instead of by three) to get tile aver-
age. If more than 1 year wits a year of loss, the largest loss is to be
disregarded, tile loss ?or tie other year or years is to be subtracted
from the income of the years of income, and tile net result is to be
divided by four, to get the so-called average income. We believe this
procedure is illogical and unfair. Tile worst that should be done is
to divide 3 years to get the average.

Those years 1936 to 1939 were not a period of normal earnings.
1938 wils generally a poor year; often a year of loss; never a year
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rO)l1s501ttive of normal profits. 19:39 was generally a very sub-
normal year. O)nly 2 years of the base period can generally he con-
sidered ias y e soblyi'iiesejntative of normal earnings. We ac-
(ordingly urge that the taxl)ayer should be permitted to take the
average of 2 years of the lase period as representing avera ge base
period income" ud that the 2 years' result should be divided by two
to get the average.

(b) Full allowanee for a'eraqe earnings.-T''he present, law allows
only 95 percent of the average hise period income to be used its an
excess-l)rofits credit. le sole apparent reason for this is the urge
that it will yield iiiore reveiite.

No urge for revenue should be made an exelse for imposing the
exe.s-ls]rofits tax on normal earrings. The whole rlinci)h. of tie
excess-prolits tax is violated when, in desire for revenue, we bow to
false or arbit lay (letilliti or form iilas in order to subject n'4i-m I
ilcoite to exce.-S-prolits tax. We canol have a fair and sound exce-s-
In'loits act if we set up a fixed goal of the am1n1t of revente whivl
such a tax is to viehl and then m Iop t such arbitrarv defilnitiins or
loanss of computation as will raise t hat revenue. The essential thing

is to give the proper definitions and methods of Coml)utation for taxa-
lion of true excess profits. Then wo 1ay a pp.ly the rates and deter-
mine tie expected yield.

(e) Inceme attributable to ba.e-ierind i/ear.-Where income of a
taxable year is determined under sect ion 7'21 to be attributable to a
base-period year, the Finance Committee report No. 2111, page 16
asserted that such income would be included in )ase-l)eriod income in
comltiting tile income credit. Treasury Regulations 1;9, sect ion
30.721-1 state to t lie cont rary. i w slmihl lie specially imen(lel
to accord with the Finance Committee's report.

XI. Invested capital.-The piresenit law uses the so-called tax basis
for computing loss, as the lsis for the invested-capital Comlutations.
Tim most that ('an 1be said for it is that it is a (ie trine of convenience
in spite of all its involvements a1(i (iftulies. Given this is uiiotlt fuli.

Actually the best measure of invested cal)ital to be il)plied to an
ex(ess-rof ts tax would be the value of the ealpit al (il)l oyed at the
begii ing of the excess-polits tax period. In no event should the
invested cal)itnl atributable to property paid in for stock, be less
thati the va lie of the stock issued for it: Certainly the tax basis to
the present company or to a lpedeeessor on assets acquiredl many
years ago has really no bearing in determining a present fair allow-
ance for nom'ral earnings. In addition, the Iresent. law (iniliiding
the amendments proposed by tihe House bill) his certain serious
de fees.

(a) Adjustment8 in ea. of a sub.tuth' 0o' adj.imted ba.is.-'et iou
718 (a) (2), (a) (5), and (b) (4), and set ion 7'0 (b)-together with
certain other sections of the law-provide for tle use of a substitutted
or adjusted basis for the property. We believe it was a pure oversight
in tile drafting of these provisions that there was not included such
a provision as was included in section 501 to insure that the adjust-
ments to be made should be those appropriate to th basis which was
used. Manifestly if the basis to be used was cost, the adjustments
should be those based on cost. The wording of the law is capable
of a contrary interpretation, which the Treasury has adopted that the
adjustments under section 113 (b) of the code are in all cases to be
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applied in deterniining a substituted or adjusted basis, evel though
they tire not the adjustments il)rol'iate to tile cost or other basis
which is made the starting point, for tlc:,0 invested capital compita-
t ions. '1he law should be immediately anmeaded, and with retroactive
effect, to make this clear.

b) Bass for computing gain should be used.-The present lawy pro.
,idevs that th, basis for t co;i luting invested capital Should be the basis

for computing loss. Ih o)ject of tile invested capital comlt at ions
is to determine at tixallt' gain or profit. For this reason alone the
property basis for coinll el ig gain should be used ii conlpliting in-
vesttd capital. This is fair anti in) many cases will greatly sinll ify
the computations. 1 . t(c) V ve ol inve,,ed rapitul prev bm.dy det rm 111,-- an bother-

solile aid di flictilt questions regardig'inv'sted capital Ar W(ie deter.
meiied under tlie 1917, 1918, and 1921 laws. It shotil not be eces.
:arV to go back for faet til redeterminat ion of all these quest ions when
het(" lapse of tinie alone mally make them much more( difficult to prove.

'Tie i uvested( citpitil as defiiied under the law is at best i rather un-
t'ettlt in IlSure of a ruasohable excess-proflits credit, and no great harm
woeuId be (oloe if the taxpayer were now given tile right to adol)t tile
etelrni mitolls of int'estved'cIIapital previously made and bring them

down to date. This cml Iwo noa bl' int be tt 1(le i universal rule . -be-
Cit list' ill 5lzllie cliSes t here wol d lwe imire difll y ill Iringing tilt'
earlier tleteriniit ion s downi to date thima n uink lcilg tite required lew
counlUt lat ions ; atd ill otell(rs challges ill tilt' law Illight m11ak,:e ne w pt (tr-

nlillit o ns a lliiite. Fitllrtwi1 ciie, SoMi t'Ia x iveis liftr icelitilg
,liietr (heterlti iie t ions, tilily lii' fm t id thitt tIte t' ihl t i rt'e'iye tiit'
allowances to which they wert' I ly entiiletI. Accordingly tim Jim-
vision to allow tit' use o'f tle prior invested capital tounptilfltions a)-
Ioprittel : Iy , 'might down to (litte shoulI be an opt ion gralt tto tlit'
taxpal'er Iather tha It rtetliiirt'lillent of fit' law. It i," the taxpayer who
lilts tlhe burden ill the first instlee' (if taking till t these invest ed-capital
tonl)ittatiolls. If tile taxpmyer 'ell simplify this work and wishes to
simplify his difliculties by' tdopting tle' prior dletermintttions, li

shoehl Ie )'ermitted to do so.
(V) /hn'rou',d 0,dtl.-'he taxpaver should be allowed to include

:uui invest etd caiial the full aiiountit ot borrowed capital ( whether this
is repnv eelited iy iiotes or is on oieni account).

(e) l)vide nd in f1.Oqt 60 d.y, of qcar.-Tl' special rule as to dis-
lriltions during the fitst 0 itys it tile year is contrary to the prin-
ciples aplicable to dividelid dett'rutiinltions tinder sect ioi 115 (a), will
callse unsolvable conflict and confusion in tile Coilliut ions, and should
Ie repealed.
(/) Smtn'vu, etonitp,. VWit}h till tile ulletai lt ies and indefinlite-

ness as to just what are to he included in the taxpayer's earnings titd
profits for tlit' so-called "Sansome earnings," the provisions of section
,18 (b) (3) should be changed so as to provide foi' their exclusion, in-
stead of providing, as is now done, that they are in the first instance to
ibe included in earnings and profits, and tire then to be deducted as a
el)iarate item.
(q) Di,tributions not out of acoinulated 01)111U/gs and profits.-

Section 718 (b) (1) provides for reduction of invested capital on ac-
count. of tle distrbtbutions which were not, out of "acunmulated earn-
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ings alid profits." Question hits ari.en its to tile neaing of this teri-
ill 'iew of tit provisions of section 115, which provide foi distrihu-
liots its div'idendIs out of tile earnings and profits of the taxable year,
t'vein though no Illince of alnellithllited tarings and profits may have
at that time remained.There Seells Ito question that it wa'ls intended to reduce. invested

capital only to he extent tle distribution wits not oit of earnings and
ltofits, 1t1tt; not to require retlictio(i oil acilot. of dividends oJlt oif

1I11 (1'Iititi11 tl(i profits of the year' when lpaid inder tile Special pIrovi-
si(1 S(f section 115 (it) (2), which have stood in the law since 1936.', lie.t q lestion Should be clarifitd by eliintinating ti1e word "accllnu-
lated" ii ('ctioll 718 (b) (1).

XII. AS c('h. /elief.--Il addition to (hl( st pt'ril povision we havel'cVclllllenldvd to allow till excess-profits credit bilsed oil normlial ear|-1
illgs )'r unit of nlite l)rodtictioli, we urge the following niore general
p)roVIsills

(a) Ther'e should he provision for special relief as to invested capital
sIs well as with respect. to income. Adequate provisions should be
madtle to cover cases w'ere capital is not it material illCOlle-lptodci|ig
factor Itil1 wlil are not cattetd for iidetr tihe S.pecial provisions (Jr
$4-t'tion 7215 regarding lpes- (ilil serve clor oi .atitots.

() Ihert sIhl be provisions for St'ctil relief ill thil' case of a1 cor.
p3rlion f1orm||ledl after tile 0(l1 of (li't lp period.

(c) S"cction i722 (h) (1) excludes from consideration lo .Selling
prict, of Ih l product, low vollln(' of .i-les, ttr. Instead of Spt'cilically
exclldiuug lht.-e factors, they slouthl le specifically iliclthided its gl'ounds
for' granting relief.(d) Then , ,'.|hi Ibe 114) pllllay (lix whl,i Spe'cial relief is granted.
Tltee iay, be ground for the lititatin s ill action .722 (c) it (o (110
('0 lltolls indtr which spll'cii I el lief Sthould lv g|t ited, btt wheti the
crp'o ration( has nt't esllislied that it is entitle to sItd l)ilI relief
ther iis 11) 1,.ol(d reti.oll for sihcliiiging tli, corlo'rat loll with till
adllit io tal tax, ts is done by the lr'e.e|itt section 722 (d).

(c) AdeitIate provision should Ie 11nade for limiting tit'e a11111oit of
lax required to le paid in the first i lstance where bouta tide claims for
r('lief itthtr section 722 aro tiled.

XIHI. S i /p/e'nt.s A arn I-''lere is wted that tlese slI)lements
Should b geiierallv rewritten to state principles rather than (lie lilize
(If Sptcific fori|hit liit-il smle closes |ahntost un|ititelligible-whilt they
how ton ta1i. Aguiin realizing that this is lproballY ilmp1ossibhe at tile
Iprtstlit time, we lirge only lie following liltteudnlielits:

(a) SetHi~tn 7412 (f) should lie el itedttits o Its inl amnure y with tile
other ir'esent priovisiolns of this law and its not justified. 'Ithere is n0
lid( ate reaon, for excluding the taxpayers' t'wv 1111;e period net in-
('ootit for tile period pr1( to its becoming an icqtuiring t|'ttl-oratio|l
untlet tIIeln'ient A.

(b) lhe defltit ion of "acquiring corpotratin" Should h broadened
to include the case where a eorlratio i has acquired for its stock or
stil'it lcs a limilit ort plant iliit 11s a going cOl't'(erl front tw(o or 'more
owilers, Which is not pertitted ullderl fhe 1ow specified techni|ical
4:01)(litiolls.

XIV. ('ari'i--fo'rar'd and b'(Wk' "I'I of (redit.-he provisions
(1f sect ion 710 (b) (3) for all used excess-profits credit, carry-over

l1117 7-- -- 7
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for '2 years should be extteii, d to 5 yeal and provision should also
be made for a carrv-backwarlil allowance. The lrest'it net loss carry-
over should be extended to at least 5 years.

XV. Daily computatio.s.-Section 715 of the law limits the cases
in which daily coliip1itations of invested capital 1111137 be wiliVed by
the Commissioner to those where the difference will amount to lint;t
1ioir6 thani $1,000 of invested capit al. The taxpliver slh l not b
required to make hundreds or thoiisiiils of comiputations to get
within a $50 margin of accuracy in amount of tax. 'lihe $1,000 fimi-
tation should b stricken from iho law.

XVI. Strategic metas. -l1he bill ili section 206 proposes to repeal
the irlsett sevitio( 731 whili exempts from excess profits tax certain
so-called strategic metals. This subject bas been or will be presented
to tile committee y others. It scenlis ilecessary for 11u6 here to
repeat the reasons why section 731 should be retained. We join with
others who tirgo itoltinuation of this exemption.

XVII. Capital stock taes.v-We urge that provision should be
mado for annual declaration of capital stock value. We have urged
this On prio' occasions but th present situation lakes it even lolo'v
im tratlve.

Thite essence of the capital stov'c tax is tilt declaration of a value
anid the pay'lnent of a tax thereon which will give an exeniption from
thit declr! 'alil excess prllofis tax. It carries the i1ied assump-
tion that tile declared vahlie shohil bl based o estilnIted future eniii-
ings of the succetdilig 8-'tarI period. Under stabhl conditions er-
potationsli might perliaps lt expected to 11lkke soilit reasonable esti-
uiiitev of prospectivt tariiings over a 3-year ioId. IHowever, no
corporation can hope to t!o that today. It is bad elouigh for tile cor-
porationi, iuntder presvilt co jilitiolls, to trN' to estilllate i11lliigs 0
iionitlhs il alvaice. If it fails to est imit e high euiaigh, it will anve
to pay i relatively high declaredd viilue Wvxis- rufits tax; if it over-
vsthtiites the nioiiuit of )robaldt, iarligs it will pay an unnece.ssarily
large capital stock tax. It is simpijly impossible for ilisiliessnll to
try to estiiliite what will Ic 1i fair declared vahlit for capital stock
which will give althqiiate allowance for the l tleclared vi lie excess
profits tax for tile next 3 years.

Under tlieme coliditions c'orltrat iolls shiolli l l given (lie right w(
make animal tevlaratiouis, umiless tit' capital stock tax is repel, t'd.

'The billIo propots to inicreasie tim capitiil :Stock tax rate to $1.25
per thliousaid dollars of dechretd vah, capital stock. To this we
mliter no protest. We do urgt tht, utiless tile tax is repealed, tile
increased rate carry witlIi it tlilt s,'tecilicatiol of tlit right to illIte
auinai decliratioiln of capital stock villue.

XVIII. ,Ayrctwi. 7,;, .Id4t I'lt t fi l. lor ct I C'..-It is tlit,
diut of the ('onmissionler, under sectolon 57 of tlie codte to "deter-
mi111t' thiet' co'rt'et illillit of (ax." Tlie new section 734, of tie exce.ss-
profits-tax ameihnen s of 1941, requires that the amiounit of th'
excess-profits tax shall taik into iicomit the amount of anl, adjust-
ment in case of a position incolisistent, with prior iiicoii i-tax lii-biity,Sb eakit. broadly, you have iiiade it tle duty of thti Co llissiont'r

to ieteri 'lum wlietli' any item affecting the deterniIation of tit'
excess-profits credit is treated il a tmanlner incousisttnt with thit
treatllent accorded such item in tile dtt,'mlliliatioll of tilt income or
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excss-proflts-tox liability of such taxpayer or it preduvcssor, in any
Prior year from 1913 to date, which is otherwise Hot Open for re-
determination; then to determine whether such prior inconsistent
determination wAis or was not correct under the law applicable to
such prior year. Since the invested capital credit involves tho
amnioutit of accumulated earnings fi11d prolits, lutd the 1niount of
(istribut ions not out of earnings fu(d profits, it is virtually 1111(d the
duty of the (oiillissioner to reaudit all prior tax ret urns of the
taxpayer to determille whether every item of income or deductions,
every item of nonallowable losses or exlwIisS, every( distribution to
stockholders, and even every income tax paid (which taken together
will affect the aniouniit of acciliumhIIted earnings lund profits, or will
determine the anmotint, if ally, of (listriblttions not out of earnings
Ili(d profits), wits correctly'ltrented or computed its to Ia11 a11d
ianounts in prior tax settlements. Added to this reaudit of the
taxpayer's returns will be the supplemental examination of any
64p)I-edcssor-S" retI'ns.

This is (tllite apart from the reconideration which nitust be given
to every reor ganzatim or exchfttge to determine its correct states
under the law its now interpreted, tutu the tittoi , if mn,, of gai

(ir loss which should have len recognized. The "ildjtisted basis"
for every l'(l-'rtv itecut, its it is conCei'led ill deteiillllnt I di1(is-
sihI, i11id inll(Imissiibl assets, must he reexamined and traced back
to sve if it involves tuty "inconsistencies" its to prior years of tlax-
payer or )rvleces (1r. (, 1rtiinly Colgress did not intend this wheti
it elacte(d section 73-1: N'vt this ,emts tobe fle reqIlliretiellt of tho
sectio its it st i "it '11le law. It is It tilnvl tlde thitt Congress
should allow the eclion to toltilltle ill tin law. ']Then. ctn b i1
exlectlittion thathi te Commissioner will not eniforce this action to
the flill extent of the 1titthioritv it gives and the dlty it iuuiPOSCs.

Aciitially there is no real 1*easou for section 734 in the excess-
i'otits tax luiw. The (ptestion of whether or not Pr1iot Veitrs' t (ix

i lbilit is were c'orrectly (etertiitied htas Ito lleirintg tjl)Ot t lie s-
Sioll of thle rersoiutlile vior'iiiitl ('it rillllgs (f tlie ettrent yVtll', which is
the determinationi now to be made for excess-profits ttx pIIIposes.

St Iion ought to he )roml)tly repealed, Nwith retroitetive effect.
XIX. (on.veidab'd w1Yi-'//. .- Colsoli(lited retirnts shottld be a-

lowed for iticonie-tax pirttposes. Congress his rightly h,'cogn ized
11h1t for compltti g excess-profits titx it is fair that 'colsollited
itiV 11e of ftn lifilinted gro p shild he the basis. This saie priti-
ciple shottid bp applied to i,,corne subject to ioriil titx.

This wits recognize zed in 1918 when tte income tax was otly 12 pe'-
((i and sill ,sttheqit years when the involve tax wa, betwecit 10 and
15, percent. It should certainlyy be re(ogilized when we fire to have an
income tax of 310 percent. This high rate serves to iiiitgnify fill the
artificialities of the separate corporate returns, wherv the reil net in-
conli of an atfiliated groll ) is that. shown by the consolidatted rettirn.

XX. / 'p/etion.-The !eretiry of the Treasury lits stliggested p)os-
sibl. revision of the depletion provisiols. We nt turally urge that 11o
cl11 ge in existing provisions should 1be made without ojport tmnity for
a full hearing thereon. We are confident we can fit that tile satisfy
the committee, its we have on previous occasions, that the present pro-
visions are no more tham mines are fairly entitled to. If any chanuie is
to be made it should be to remedy some of the )resnt provisions of aw
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and regtulatiolls which fail to grant, in sonic instances at least, the full
delplet m allowainice which mills should really have to com[ipensaite for
capitall exhaustion.eX .Governtmet e,,penq dure,.-AVe irge that nondefense ex-

Iwiidities be reduced to the miiniiuni, and waste and extrlavaganco in
4 hefoisi (xpndit ii'(s he avoided. '['lie Vs.itial objectives of defelist
expnditiires 1ire hot lhellled by waste find ex' iivigliIce; nor by incild-
ing in tie nmie of "defe-nse" eXlenditures which an. not esse ituial for
that lurlpse.

I'll fil "fill-out" defense i'or'ti we sliouhl cut iondeftense exlpendit ifl's
by $,,000,00000, rather than r is t his by )l-eSt'Iit oir fut tIre tl xes l'tolll
fli po),le. We shoill not lisk this geiierti(1 (w the uiext to pay for

iliilli(5'Ssit i' costS if t Iese y li iS.
We can nore easily ald equitably cut $20,10),000(010 f'olli (m' nn-

defense expenditu,'c s than we can r'a ise that im1uch ill adhitiomal taxes.
('trliinly we soul nol llo se tih pl'essill' for fllnds for avoidalble

CXlieiditil is its it reason fto denyingg relief front inequitable provi.
siouis of orl. )resent tax laws or for imposing 1nlflir l'ovisions in tie
enidll V bill.
'rhie ,est (Stillilltes we h ive indicate $(),000,000,000 or m(re of fil l-

tiollill iicm(ne fo r tile present calendar year. At thlt income level it is
cstililite(d that the )resent law voiuld yield over $1 1,00(),00xt)00 of rev-
'illu. 'Il l)ro(osed ilnlrelases of rates in this bill, evem ifter niakingu,
till file Itinlediltlents we have Ir-ge(l, should still give ill adequate yield.

We must not w-lreck tlie biilliesses whose profits are c hinted 11pll
ot yield tlso I evetltes. ,'liis is true its to revenues; (during tile eller-

geii('V aind its to the revenues which we shall still need in the ) t s(-
Villelrgell( yearl':s. WVe believe lhe reconnullelldt ions we have mla1de will
smlv\' not in-el'telv to leil fairly and justly with taxpayers, bilt will con-
Sriblute to the stiellm of 'twelleue which l ,1we lieed continually flowing into
I lie T'relsllry.

Accordingly we urge that tile amendments hero recommended
he made in the pen(ing bill.

I again Call attention to tile provision regarding daily computa-
tions in section 71,5, wherNe, through sonic Imistake, the limaitation of
$1,000 of invested Cal)ital, which would uiweaill 1 (ifference of less than
$50 ill tax, was inserted. It ought, to be cut out, because yo ti Ciniot
ask people to n1ike hundreds and thousands of colllilllliois ill
order to try to get within $50 of what, would he a theoretically C)rre.t
tax.

Thank you very mnuch.
The CumAwitMAN. Ilaink you.

r. '. E. lylliond, Sag1 illaw, Micl.

STATEMENT OF EARL E, RAYMOND, PRESIDENT, RAYMOND PROD.
UCTS CORPORATION, SAGINAW, MICH., AND PRESIDENT, TRAILER
COACH MANUFACTURERS ASSOCIATION

'rihe ('l 1M 1'. ir.Raymold, will you give your naine to the
reporter?

AI. 11AY-MONI). I a Il E. Raymond, president Of the Ra3n1nd
Pro(lucts Corporation, Saginaw, Mich,, find also president of the
'T'rahiler Coalch Manufacturers Associat ion.

888



EVEN'E ACT OF 1941 ' 889

The 'Trale1,r Coach Mail u fact urers Assocition, by the way, repre-
seiits about 70 percent of the linits produced by t le manutactitrers
ill It(. trailer indlistr\'.

ll v ( ,. .ta' About 70 percent?.
Mr. IIAY3IIJ.ND. Ablt T0 percent; yes, sir.

Tl (ICHlRM.Ax. All right, you iiiiy proceed with yolli' statement.
Mr. Il6i- toX. After Iavinlg hoth read ltlnd listened to tle test inlolly

of representatives of several other industries who have ap)p)eared be'-
fore yoIl' comill te to regi ste' objections. to provisions proposed ill
the revelmue bill of 11)tl for their ijdustt'ies, We are rather Iopeful
that what we will have to say in the few minutes accorded us will
prove refre.shinfg.

Wll are here to suggest, ti1 llternitive Irraltgenaent under which,
sabstatialy more revenue cllI be realized from o111 little indllst I c

thall call bollbtailled frol the proposed 7 percent excise tax.
Ad,\ . ilicidentaiiv, to call to your littenltin tile extremely desiral lt

advantage which this alternative proposal will have ill S )leading t(.is
tlx l)urel over tile nlly rather than O1 the few lit t a111ost p):l 0), b-
itive rate.

May I dit.i-CS to say that whell I left, Saginaw Sunday evelli g I
Was uder t I l11l'essiOll tiit the only purpose of the ctirrellt IVevo'ill
bill w as to raise needed revenue, and'it was ol that basis that I cile
prepared to litake lily statements and offer o11' suggestions to youi.

Yesterday, howevel, ill rea(ling the report of Secretary Morgei-

tiu u's testiinonv before y'our committee on AiugtlS 8 I was somewhat
surprised to hei'rin that other Considerations appeal' to 1be involved-ait
I eastto the extent of bearing down rather heavily ill tlie tax program
oi io duist ries produ(cing p)r(lhets not gllerally -g'i(lried Its esselitial
Hid which use raw materials vital for defense needs.

When I tell y'ou tiat. ap)roximately 95 percent of the trailer coachesbeing~ lproduwed today livet going dlirectly ito use for tile temporary
housing of tlefense-i-oliect wvoker's we trust that yoll will agree with
,is ill o1m1 positions that, trailer Coaches Cannot Ibe consideredl, by Itiny

st retch of tie imagination, as ai luxury type of product . lor 01e Vhich
should be called upon to carry ill extri 6hx burden.

As I attier of fact, it sezIms to us that just tile opposite position
should libe taken. Since the first of this IVII'. , Ill adlitio to tilit 15
percent of our outl)ut which has been taken by the Gove'rnmentt
upward of 80 percellt of all trailer coaches 11111 n1ilfacttured have gone
dIrectly, to defense workers, who have taken tile iniitiative in lprovid-
ing fo themselves, lit their owl) expense, tellpora ry housing facilities
lit no (.t to the (lol'ernlment.

You, of course, title aware that tile C rtldinato of lHousing already
has 11ecoglized hot tile ecCl)ily and desirability y of trailer ('cU'hes for
mobile emergency-defelse housing. O)ur industry has sip)lied over.
,000 trailer coaches so fl' this year ill his tepl)oiarV-shel proglram-

and this, by tite way, at a cost of less thall $300 per )ersnol, including
furnituire-eerytil needed except bed lilleli, dishtes, and cooking
utensils. We cite tills figure ill Comparison of the per cal)ita .(ost of
housing our soldiers il training Cams It s 11ell is ill cmnlarilson with
what is being spent 11 a per c lita basis oil hollsilig'defense projects
throughout tile coulltry.

Irom ia strictly housing langle-niobile housing though it is-we
perhaps should I) 1 ere appealing to yoil to accord to the trailer-coach
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owners of the country the samue consideration you expect to give the
individual home owner, who, without hesitancy, provides shelter for
himself and his dependents, at his own expense and at no cost to tie
Government.

If the alert and inde)enldelt defelnse workers who will )urchase
trailer homes for themselves this next year were organized and in posi-
tion to send a slokesnman to l), se1it their views to you, we are sure their
earnest plea would be: "Give us the slune treatment, you give to the
other householders-no better and no worse."

Now, front oulr own IIag1l as mann 11tfactrrers of trailer coacltes, 11111y
I say this: If revenue Is tile sole object. of the iew tax bill, tile
proposed 7-percent excise tax omi trailers, ats conditions now stand,
scarcely warrants Consideration. 1)mle to impending restrictions oil
materials and tie pro)o.sed restrictions of) instalinent siles, the total
output of factory-bumilt jobs durii g 19.42 may (irop to a mere frac-
tion of our present production . Tihe withd tawal of credit iin 1937
cut us (lown from around 12,000 to less thai :3,000 units.

Under the most favorable conditions, naniely, a high priority rat-
ilg, a favorable financing set-p along with further orders front t lie
Government itself, we doubt if to exceed '25,000 units could be ex-
pected during 11)42. By eliminating .5,000 that the governmentt, could
use to advantage, this leaves aonll(/'20,000, at tile most, on which the
proposed tax could be levied. '1l1e average manufacturer's net price
is flow around $600. You have, therefore, a )ossible mminiimmm .Iales
volume, based on 3,00 units, of $1,800,000, which would produce ia tax
revenue of only $126,000 iunler restricted operating conditions, and a
inaximium of $ 1 2,000,t)00 ill sales volume oi which the maxi mum tax
revenue would be $810,000.

The full burden, in either event, will fall on those who purchase
trailer coaches in 1912, pract ically every one of whom will be making
his investment to provide a roof over his head. When it is remem.
bored that there are now ill use as regularly occupied mobile lomes
upward of '200,000 trailer coaches-the bulk of then in defense or
other areas where housing shortages exist-it's not easy to cite sound
reasons why the comparative few who will buy trailed' homes during
1912 should be asked to provide the $1'26,000 to $810,000 in taxes
projected for the trailer-coach industry.

By entirely eliminating: tie proposed 7-percent exise tax from
trailer coaches and substituting, for instance, a use tax of $5. such
as is )ro)osed for motor vehicIes and boats, you not only would ob-
tai materially more revenue under the most favorable conditions
we now call envision-far more than we believe will come to pass-
but also would spread the levy so broadly that no ol0 could suffer
from it.

In 0111' endeavor to con(lense our statement to comply with the time
limit given us, we have been forced to omlit mention' of several im-
portant points which properly should be developed, such as-

1. The proper clasification'of trailer coaches as distinguished from
other types of trailers used in connection with passenger automobiles;

2. The erroneous dlata on which the Treasury I)epartment based its
estimates;

3. The factual data in the form of statistics showing the rapid
growth of this, a new depression-born industry; and

4. Sociological aspects.
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We therefore request that the proposed exise tax be eliminated from
trailer coaches find recommend ill its stead a use tax such as is
pI'oposed ivi sect ion 3,540 on tile use of motor vehicles.
Tie to ClhA Iati . Are there any questions?
Sellator lNA.. Ole questionn, Mr. Chairman .
Slppose, as you rellrk oil thie first page here of youir prepared

stateilelit, t hlt'ther( fire other considerations tiani merely raising tie
revenue involved ill tilis proposed excise tax, whiit defense l)r'ou(t ion
could you engage ill if voU were (Ipivenl out of tile niotor-trailer husi-
JIe's I1111nd into solli (lefel;.se pro(lictitl ?

Mr. RAYMOND. 'ile mnajoritv of tile trliiler I)lants are plants that
have beeln o'gaiiized prt ietiuhir for the cost auction of trailers; their
equipment is rather iight, beeaise file materials of which they build
trailers is light haterial-liwood, iasonite, luld such materials.
There ir nQon1e of the trailer nIanu I1lfactiIurers that I can recall offhand
that actually, build the heavy tiits going into their production, such
Its axles an wheels, f1nd things of that sort; they 1nliiu fracture 1'Only
the lighter palts, so that their equipment is, therefore, very liglt.
Their bilildings 1114' quite roomy, because their product is a large prod-
tict requiring roon . The type ;If work that they go into is rather dif-
e.ut to think of right at this time. I cannot think of any, at, least.

Senator %.\NAmiti. They could not maw tluclks for the Signal
(Cor)s, 0' ai'tIi ng like tha't?

Mi'. RAY;oNi). lthelir roo1 would e sutleienlt to do so in some
cases, but, their equipment would not ill ally vwavy, shape, or mna1ier.

Senator CONN.%ltY. May I ask a question'
Mr. RAYMOND. Yes.
Semiator ( 'oNN.AL,. If a passenger autotmobih pays a 7-1rcent tax,

wiy should not ai trailer pay it ?
Mr. RYMONo. Wihy should mt it ?
Senator CONNALLY. Yes.
Mi. RA' MOND). That is what we l)'ol0oSP.
Senator ('OX.NALLY. You ineal the excise tax or tile m1is tax?
Sellator BROwN,. He is for the $5 use tax instead of the 7-percent

trailer tax.
Senator CONNALLY. I 111l1 talking about. the 7-jyercent excise tax.

If tle automobile pays 7 percent, why should not the trailer pay
7 Dereelit?7i1. RAYMOND. 1 We thillk that tile automobile, ill it good Ituv cases,

at least, Ibeyond the proportioll of tile trailer coaches, is used for
pleasure puirl-o, es. TrPi leri coaches, accor(1i11g to our statistics oil it, are
used, particula'ly il this hlst year, 95 percent as homes.

Senator CoNAmrY. All right. You want to treat it as a home
That kind of it hole has a bhig advantage over my home, or over the
ordinary honmc, because volt can Iliove it i'ound you call take it illy-
where. It is a fine priv~lhge, and yoll ought to pay something foi- it.
I have got a home, Ild I cailiot mlove it; I catlot budge it.;t stays
where it is; aid this other fellow has got a trailer-lie can go wherever
lie wante to and set up his home.

M'. RIIAMOND. Tat is right.
Senator CONNtAmY. That is tll advantage over the ordinary home.

Why Should not lie pay a tax for that privilege I
Mi'. RAYMOND. We'suggest that lie pay $5-thllt all trailer owners

(10 that.
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40i10o1 ('oNNArY. Oh, $5. lie will )ila'y miy that, too, in this
bill.
Senator BrItowN, A" I get, it, Mr. Ibaiimold, N'olr, ideal is yol will et

soniew1lhere alronld $80000,141O tax, lerhn'ps, for ilie 'I'reasur '
Mr. RAYMONID. 'rlit woldl be the maximum.
Senator BIROWN. And $,4120,000 is the milliniunmil
Mir. RAYMOND. That is right.
Senator BrowN. 'liat tax wilI come entirely from buyers of ew

trailers?
Mi. R.\,'mom. Yes.
Senator Br1owN. Your idea is if we go hack and reach tms who

bought the trailers through the years, the trailers tial ami still ill
existence, and large theni $5, y;u igire that would bring in more
1111105 y

INf'. 6,HOND. Yes.
Senator liowN. I think you Say $1,000,0(X).
Mir. RAYmom). Yes.
Senator no(owN. ''hat is more thai the estimate on tie 7-1)eircnt

excise tax?
Mr'. Rtkymox. Yes.
Seilator Brow, I think vonr idea is a very sensible oie.
Mir. Ivrtom). If I iiignliit add, we rea lize ihe owNer of tie coach

has advantages in e(oiioinies (lue to the fact that lie is l iving in his
coach, but Ile does not only pay the $15 for the 1 .I', 1y the way,
hoe possibly will have to pay thnt as a use tax for sniie tinie. ILI
1iay eventiuallv pay even more t lln tle 7-percent excise tax, so
po.sibly it wifl lie "more of a hirdei, bu it will be distributed in
such a way that it would not. affect his initial purchase.

Senate' BROWN. Of eOli'se, Ile is payinIg taxes ill various States in
(he formin of a license.

Mir. R MYMOMn. A license tax; yes, sir.
I thank 'olt.
'Flue c(IIIIM,.\. lianik you, Mir. Rayniond.
Mr. Thomas S. Hammoiid is not here.
Next is Mr. 0. L. Weber.

STATEMENT OF OSCAR L. WEBER, PRESIDENT, WEBER LIFELIKE
FLY CO., STEVENS POINT, WIS., REPRESENTING ASSOCIATED
FISHING TACKLE MANUFACTURERS

The CH,rAN. M'. We N,', you may proceed.
Mr. WrtmJI. Mi. Chairimaii and mem er-s of tile committee: M"

nanie is Oscar L. Weber, president of the Welier , ifelike l"h' (o.,
Steveiis loint W i. I "I"ispr'ent the fl' al hait division o)f the
Associated 1,ishingTla.ckl Manfactmrers i'aid nd'eds of other small
companies. I am here to request it change in I. R. 5.117, section 3406
page 72, lines 2 and 3. 'f'his change would call for the elinimiition oi
"a'fticial lu'res, baits. and flies," us taxable items in this bill. In
adlditiou to ily or'il testimony, I should like to file a written state-
lieit.

The Cirm .m. Yes, siu1; yo,1I will have that privilege, Mr. Webe'.
Mi'. Wr':nl;n. I wish to call y'vour ttention to the thous ands of iidi-

vidulahs producing flies Ii(1 |aits is a hoiie o' spar'e-t lle indiistiry,
sellii g to other Ili(ulalils or to1' one of' tWo stores ill her thn' -
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reunity, from wlitol it wohil be practically impossible to collect an
excise tax. 'This imposes an unfair burden on organized tackle
manl facttrers.

Sentor (I,.%jI. Do you know wh at ithat tax is estimated to raise?
Mr. Mu:nff. A million and a half sales.
Senator CLIA I. I say, do you know how 1uch reV, ute it is esti-

mated to raise?
,1r1'. WETE. Yes; I figure a million and half sales, and at. 10-per-

cent tax wuli be a million and a half.
Sen ONNA,.tor $1.50 t) each saile?
Mlr. W n:l1u. Prolmlly I do not get your questionn.
Senalor Blowx. 'lite question is, what would the tax raise in

hrl\. WrtiwLt. I figure that the tax that we are objecting to would
bring a million and a half sales.

Semttor (o..N.%hy. lHe wa uts to know how illich money tile
treasury would get.

Mr. \Vrtuwn. They would get 10 percent.
SIIltor CONNALY. How lilltch would tilleSale be for? You might

sell it fly for a nickel.
Mr. Wmirim. Yes: flies do sell for a nickel, from 5 cents up.
Senator CONN.%Lmy. In my opinion, they sell for too ituch, all of

them.
Mr. Wryn:t. For too Iuchel , What )art of the country do you

C0eine from ? Yoll cOtie froill the South, where they sell bass flies.
Stalit|1 ('ON N,\I,,Y. I was t lie Chesapeake, and a fisherman had

a whole trunk full of flies, al1d yel tl fish did not bite any better.
Mr. Wm:tu:,. lhe chalices ai'thy were ill homemade flies, too.
SPnato' ('ONN.\ILY. No; they were inot. They were the fatcy

reels ain rods, and all these faitey flies, a whole ti-'unk full of them;
they were folded ill le lockers, *t or 5 (lrawers. That is i ltxilry.
Why should not we tax those flies?
I wotld be itl favor of taxitig all kinds of flies.
Mr. Wkt:l. The trouble, Senator, is you have a trunkl full of fish-

ing tackle, Ibut the investment in (ash was till in the rods and r(ls,
you did nt have tle investllent ill tile flies.
The ('t.t A. You were asking to strike olt what. particular

words ?
Mir. W:nr . I did not want anything struck out..
The CAIARIUMAN. I mean, oit. of the bill.
Ur. WmIr:t. Oh; plage 72, lines 2 and 3. This change would call

for the elimination of "artificial lures and flies."
The C[AIIMAN. Page 03,1 in this present bill here. I simply want

to get, your language. You are not asking that anything else be
stricken out in that. sporting-goods section?

Mr. W1Fiwit. No.
The ('Aut tM X. Except the artificial lures, bait, and flies?
Mr. Wm :rn. That. is all.
The CHIRauMAN. Yes, sir.
Mr. WIItm. There is no opposition to the excise tax oi rods, reels,

and creels which represent the large volume in fishing-tackle sales,
bit we atre opposed to taxing artificial lires, flies, and baits causee
tile small volnne of sales does not justify the expense involved ill
collecting tile tax.
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Ili the Revenue Act of 1932, it 1O-percent tax was imposed onl rods
andl ree(ls and( till similar ariles commonly or cotmmerc'ially knowil
its sportin~g goods. Reatlizinig thel dlifficullties5 ill tile colleetill of it
taix at ruiling wits made~l that, thle tax be conifinied to r'ods andi~ reels

Ill thle Rep)ort of th1e1 SItbolliitt('C of the Comumittee Oil Ways find
Mfeanls of thle House of Represetit ives, proposing revision of (t hi
reventiv laws of 19)38, there is at statement oti page 63 ats follows:
"The tax oil Sportinog goods hans cautsed administrative diflieculties out,
of pr1op)ortioni to tile revenue received." Gentlemen, if this lilts LKeen
I rue0 of Slporintg goods its at Whole the ditlteiilt wis will he mullltiplied
111a111 times ill the collect ionl of at tax on) flies and ha its.

(1Wilt leiiitii, 11. t his blJim reW (adIs it tliixI's the bairefoot hoy tuld lie
coluiucia 1i fi-Shlrina1 it s well its the sp~ortsmian. A lur ma be, any-
tlong~ aittaced( to t(lie end of a fishing line. This wouldo invltuio

81) 1ilieCI' and Sp)oon hooks which li1e uised I1s Wvidely its 11101i11 bIiiiI ait.
Th imjtposit ion (of thIiis tax will advance tihe price of art ificial In les,

flies, amid 1)11 its. ThIIis will i l1(relise tile ulse of livie haflit suchl ats frogrs,
miiiuiws, crai-li, and1( lgi'inlites. The truallie ill live bilit is thle
Ilutst -eviolls ca use for~ the deplet ion of oil r game fish its it, r'ohs these
fish (If thlei r nat ii cal food.

W~e dot not wish to shirk our1 (liltie l5i thle slipport (If al adequate
tax 1!11111 1)11t wve 1)111 eve the i hnil o io of Ili t l iii lues, ba its, aind
fl ies inl t Iiis t ax hill will be of 111110t 1111 heie fit.

Senator IA, Fouxi'ml-l. Mr. W1veer, have V'ou anly est imiate onl what
pr~oort ion (of thle a rtifticial In ives anid Wl es t011 t ar' used a11v produltce'd
Its it homne i dust ry

Mri. ~l~. I 1votuld thin k more thn 15O pervlnt
I1h ( 'ir.s'rmN A I right, 1111. W~eber. Thlalik 'oul.

(TIhe sttt'Ili(Jt. relferred'i to hY Mr.1i Weher is its follows :)

STA11,31r NT OF' THE FLiY AND) 1AIr IlVlION OF TIME AN40ClA113) FI1111NO T1AtgIJ
'AN liI'( itlilis

Ih011I17,i1ig f lit, ciii ha I IO'I't for af Ireinemdos Irica oIn tax i'evenie ait Ilis
(finle, wiieii tilet c(till Is ielea it' ) tito g iga of e liol 11tefeiise program in.tlie
Fly 111a ifilt II-(l it iio thle Assoelo ted 1"ishilig ''ia'ki' Mamilfa( Iurers desl res,
through t his stafe'aeii . to go oil rt't"1"l as stip~pori I ig tflie- Ir'sleiit of tlie thIlted

Hhii tes lit fill defense mont'ires. At the sam tim ie, 101rstimliit t t(- test I itny

I ffilred by Mr. Oqt'iil L .Wel'ler, our repi'esvilta t le, who appeiired before I1l~iia uto
I']1111v ( ie' (olifi lite", we feel It Incumnbenit uipon ls to state In 'IiltaI ouir objket'(oils
to fii i'xt'lst' tajx fill0r 1bIlrs bi)lts,1 1111l tile.

lit If. It. 5i117, iow iuider vo'lsidera lmIn by tilt Set'ii tOfl10hv Comitilttt,
lilfies 2 aiid :1 (oi paget 72, flshliig rotils. u'rtelm. reels, aind artificial lires, balls, and
Ilk's aire I isief as mia bi' flenis undfer thle gouill Iheadling of "SportIg goods."
whichl Is hInld ed Ill Scei'tl bin I., excise taim-4 Imposed by (lie Itevvitte Act of
111. Rodls iintl reels ha've' beva taoxed oil Iwo) plrois oveniiloiis, but1 art fihiil
lutres. halits, a 1id flkts lever lini e beven flit!inlet IlIi previous tax i O s ite, of thle
reallsw for rit taxfig, t ese filt ter fIts is4 (lie 4fflh'iiity of eallectiuig revenue,
I n11i.iii1101iIts I lifiti'4i tills of smlalIul inaiiticlcttrer-f ii illi my cam-'4 fa iifl fes-I ni jse
uponlf It'e M1era I reveiini'coileet leg ngt'licy it task wich Is far more owt y 111111
ft'e fooit lt'rlvt', ('veil If thevy could be located, find thait Is lilt iiiipos-ilififtY.

We qulote' from Iluv 19.38 iepolrt (if the( sul ito 11111tire of (ibe (Comimittfee on Wayu
Ifit! St'ailn of ilii' Hou~se of l0-re'ilt'lSt!ti lito theii proposed revisioii (If thle
reve'rile jaws, Ill Whi It wasm started

''Thlii x oil sl)O(f ig goods iuis v'ulstd Ildniihiftt 11le dilfliir ,'s (lilt of pro-
lrin to thle revo'Iiie iect'fve't.'

In) requt'st brig ill. hc i'llit tve to eciifitett (fiI p,'ge 72, I hits 2 mid 3, 11. It. 5,117,
"atrtiflefill hires, baits, fil( flies," we siolid like tot1 fltit, folloi~lig points for
'onisidetion :
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1. kishling laekie jimildy 1 dIided Iiito thirtee classes: (a) IIld anld reels;
b) ies; and( (0) artIlll I i res, bailts, mid1( file$,
2. Sales (If artl 11 Ilires, bin Is, mid1( tile's a v one-third Ili dollar volume of

tlet saJle's of rolds c.1(1 rut-ls mid( about olle-lialf In dlolla r volumeni of tIshiIg')1ine
st iles. 11Kilt-cas! Ing h ires lire lirlnal rly flii' poor maii'm luires and1( tire more widely

:1. '111011.1411d1(: of .14111i111, hislgni lh'ait iisufact imers tilld sellers of artificil
l i'c, lIlts, and1i tl~ls (annot IN, reached by tMe C ommissloner of Internal Rlevenue

fo(r tile etolleetlt tit suc 51'itI titii If I. . 117 lImposes. ('oulsequent ty the collection
oif 8(1(11 i Inlx wil st rike mi113 fit IlarI ig(er andit more1 widely3 recoigiIzed p~rod~ucers
of st1ab1 Items, it volidhiln which tt til til unfair tax huiedvo. Th'Ie back-room
pr'oducers of art luci Imlvtes, b-i Its, stud Ilies hanv en ii cble to sprliig ijl beenumit
th liv uiliiailet i Ows l'o Itemtill (li tn sc-ale I''irt-t '8e 11li1141st 11(1 vipital

-4. 1 illosit( b of 111y I iix till ''rtif1c0a lures, buats, and1( flies" Is vortaia to ('reatt
1i tendeivIc3' tow ird price Ildvlilices foIll ese Itemiis. This eiN-ng I rite, tisla''mIlenll 1
Itso l I l li bit. I. e.. frllgs-, iii1lows IW,(111o t'raiwlsli, whIIi (lolistitll e tt t0111-11
food of 1181. WhdI'rld 1use of Ilve halt It s opposed to flit- rveonlgi3Wd jpriiiCIleH of
('ollserysi I f111 ari I lie Ily 1111d halt dIlislon of thea Assul'ela hd lislug Tackle Maim-
fachel 1 4 1 llpl~ost4 fl (II Silola ill Ion(f lally solld principle of co(IililI loll1.

Ii. 8111(e1' II) lJJIisll W111( (het n prt iposcel INx oil rods til(] re'ls Is till record, It I a
s(iggcv.lil that1 Ille (IllllidIi cc give r-ollieraf to 11(1 ((I igIII,'he tlkx oIil these Itells -
let 118, say3 12 Jwi((lit Inslald of 10) J(('i((il, wbI~i %Nlill(I p~roduct(' it greatorvi tax
14'iI'lmit 1111111 would lie Ios( biy remlovinig I he talx (1n ''a1011tI llraIIilves, list t (111

11I1 i av ilc (if lItO litifi(thite cite well killwil and1 by jltodil'15 Vlio keep comlte
-. 1si c fill5 13 Ihl I 1(1 i ll ll' Ird c lilian daly11113 si Its.

(1. Ini a(loi(o1(llov111, 111(l I leaiie i'indust -y Is I brviateedv ilth iat proposedI 10-perveit

'l'i11 IIIIII , I cii lmolt il11 1( i' b i aware of i(if ' fcet that ally3 tax hu1poslt loll,
evel ta 11(11 l8Ih(iIf ti Ire *'eo go'it- llii'dviq (8ilie 1tkhing-1110fie lin(lust n'y within ext lia
dii (Il's, 11111 11(1151 (' exi('i(8(, 1111(1 1118s (of (lia. It Is (ir desire0 mid wishi to coopevr-
Wi %%-fI lit t1le FC(1C-d I loit't'loIit'it to t ie( v-ery' fullest e'xten't, liut, laice we liuive
pr1'silmeto 1(1 ihI tlvs'5'slggest foils5 to Ihvi Se3(flto Finan11ce ( ' olillft'ev InI Si hopW
1111( "artillchid lorms. ls 3,(( miles will be' efllmnia1(1 from fit, text of thle tax2

Since (let' p111311 out that ile revvelue-('ollectilag process'5 oil these Items ill Involve
susis l (Oit hig 151 th Ow fill 81111111 (If l(1(3' tllx ill, Ill 11l111111iI$ litillIf3' Itself
and fil to ptodltce (he return tile d1overaI'l ea t expects.

( .48lnd) L. J. Wo0olimt,
ir ((Prcfidena hJimrC* I1ctddoii' Noi(., 1)D(oicay'o, 3f lef.

Tfle CuIAIHMAN. 111 i'.1)hlm'l.

STATEMENT OF L. C. DAHMEN, OLEMIT, N. Y., REPRESENTING THE
DAYSTROM CORPORATION

ATr. I)AIKIMN. Alli'. ('1116l'U1-111 and gehltklnll, I Speak for thle Day-
Strioll C'orpor'at in, w~hat might bie eill led it illeditili-si/A'( c(l)ooration1
[Ind(I 1 hsl)Q(t thev IR lreUl'. thltsitllds (of c'orpforations1 ill (his Scountr y ill
the NIIIic pttsitioll ill Whic~h we3 tild ciui'selves.

'lle (711AutMA~N. 11itit (10 N-oll pI'olllee ?
Mi'-. I)4 01I N. 111011c1 ftilllitulI', SomeW plast ics. Steel I uhing for

furn'liture', dilttQs, and furn'litur'e of that. type.
'1h0 CHIMN Wha11t k thle paii11i' thling yolu le- goiliY t.0

spealk toI
Al'. I),AIlIAMN. Thi(' geliel'sd1 oITect (If the tax bill 011 the( llU'(ilhll-si7'd

corporations.
le CIKAInIMAN. I See ; ilot, Witi 1'CSIlet to jilly~ Stit'i1ie eXei~sO t iXV

Mr. D1Mi. No; just, the general pr'ovisionls of thle bill.
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'enato' BAmuUxy. Excess profits?
Mr. DAIDIEN. Excess IrOhts; everything that, is included ill it.
Tle CHnIRMAN. All right. Go ahead.
Mr. DA113MN. A smitl or iediut-sizt'd COrpontt iol has three general

solrces where it cui get capital. As it grows it requires 1111ore Capital.
Tho more successful a corporation the more capital it requlil'es. If it is
unsuccessful, it goes into liquidation, and dies; but our corporation,
and thousands of others like it, are what you might call successful.
Starting out 10 years ago with 5 employees, today it employs 500, and
it is still growing.

Now, we have three sources from which we can get capital. Ieirst, we
can sell stock, but we fall into that unlfortillnate classification as do
hundreds of others where S. I. C. restrictions oil the sale of stock mtake
that method culmbersomlie and inadvisaile. We tried it many times and
each time gave it Ul) because of tile cost and expense, and file fat that
we (do not fit ill that classification of small corporations where a few
thousands of dollars of loal ioney will help us; on the other hand, we
dlo not fit into the classification wlere' we call go into) the large' noney
markets, ill Wall Street, to be tiinanced. We thavet a second source of
obtaining money, and that is borrowing, 11ind1, of course, you are all
familiar with the limitations oil capital borrowing. You can bomrrow
for shoi't-teivii needs, hie not for exl)ansion and growth. That leaves
o1e source for obtaining Capital for growtll, aind that is earnings, and
that has beei tile source that our iuompany and thousands of othel like
mis have obtaiiled ol111' nmney.

Now, we find ourselves ill this position: Under this pl, lpoSed tax
law that. source is being rapiidly del)leted anid dried Ull. Net income,
as pointed out lIllnV tittles today, does not necessarily mean that it is
(ash. It goes inlto'brick, illortillr, mchielis. and t0at type of thing,
1111d at the I'eseilt ti i, we find ourselves inl the position, genitleten,
where alth ough highly sllccessfil for 10 years, we ilre acttllly bor-
rowing nilolley to itlclate 1llt() lueet tax piaytmelts as well as to Imeet
the increased delIliids of the requirelientll(s of ollr bisi ess.

Now, it sevllsi to ilne, 1111d 111111 not a tax expert, that the following of
this proedure is goiig to tilt i mnately re.sul ill wealklled, sick torilo-
rations of this class. Ve are hot going to bt stl'rolig, 1111d instead of
being able to collect ttxes from us ioil a t aSliiilile iasis VOil tax col-
leetiols are going to le smaller and snimaller. In other words, tle (ld
fill e "The oOse is ieing killed" by this type (If taxation is Iwrtinent.

Seiiator l ONNAI.Y. L' fle ask voll this: Yoll sa' Ioi arte mrrow.
ilg ioitey to pay taxes. What dof)'(ou do with ilt' iitt'y yIoe makce;
what (do yoi (, ily tiles slppflivls? Why tdont voili ;orrow the
iiiolle to play the bill for the brick, iiioi'tiir itl(1 a inidii hinelry 1111d pay
lie taxes Witll the ('11sh ?

Mr l),l n. ivWe would he very glah to blorlow tle liillley to ity
those things, but it is It feasible to do So.

S1 1'tor B.il i1:1% Do yo hil have an1 liiore difliculltv borr'oWiig
iliinev for tax plllposes thii for the lutrchlase of liiiti'rlis

Mr. DmIlM,. I should sniy that borrowing liilieV for taxes, Illess
,voll cll show fii limimedliate inetliod of lIlqiddlitllli, is pirtty nearly
iiil)OSSible.

S'initor .1licy, Yet vell say oil borrow Illmiev to itliticipate itnd
ileet tax pw'inellts. I asked yol w,'hethir it wits liore diflle'llt to do
that th1t it wolild to bior'row ioliey for the purchitse of tile slilpllies.
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Mr. DAUSItN. Well, if you wish me to go into it, I might -,ay that
the I)aystrom Corporation has a hu1t'dreti thousand (1oliar indleted-
ness against it.

Senator B1ARKLEY. I don't want to go into that. I am not trying to
pry into your private finances, but I don't see where it would be any
more dilicult to borrow for your capital purposes than for your taxes.

Senator GEiaRy. One is short teirm, the other long term.
Mr. )AIPJtN. That is true on many items of value such as buildings,

equilment, and so on, hut-
Senator BWimu.EY. Then it ought to be easier to borrow for capital

p tosestan 01for tax litposesi'
Ar. Dmut.'N. No; it is not.
Senator R yBRILi'. IlI other i o'rs. it is e.sivr to borrow where you

have Rio seetiurity titan ilwhere you have
Mri. )Ii :.N. Of course, 'halks arte limited n11t rally in tle inak-

ing of these loans.
SCI(ell 01 Jil.ui:. It has Ito relationship to this hill, but yo ,ti aid

you borrowed ' o tatx pur-poses and thnt you 'ouhld not bo'row to
prov(idel capital fliitds.

M'. I ). iIE:. W' lWorowed folr n1itChiinav and tnXS. Giving piou
till hioittest i ('I, to ur question, (11 It of the rlw'i g ha luteei

occasion ted by the, ltrgt re lireuliilts of in ventor'v, by the lt'lecessity
of utl1ti ing l)h-Ir'hllve. dui to the conditionn of the 11111 tk'l.

Ste' toi r ]Iint:y. 'l t lilis in&li ij l h(lt' 1I''ear Ity your lztigt"
lbusi less ? r

Mr. ]).mtlf. Y's: w(l als{o bv the lueven flh1v of material. A
oiuh)h,' of years ag, o you 'Could i uiy i)ieceieal : today you cmi'iot (o

tlt.
Senator '. The muil point is, you haven't July nieanis of finlc-

ing your explilsion ?
lr. T)ha.tmM. 'fhnt is true, and if it 'ol)poratiou doesn't expand

and grow it statids still and goes backward, and from your point of
view, if youl do not keep alive and strong thbe u.sineIseS., wou are
not going to L:e able to tax the ln, even on t lower basis. The amount
Ot whith you (tn sutcessftilly tax is going to e hlss than if you allow
corporations to reinvest. 'Iaking or corporation in partictilar, in 10
years there has Itever bee a cash dividend paid which stockholders
could iput in their pockets. ie Ielts to put it back in the busi ms.
And that is true to i large extent of our executive salaries.

Finally, a method of taxation is coming along which gives us
aplpliiension for the future. I am not disputinig the need for the
moley but, rather pointing out the result of getting it in this fashion
where the corporate iolls in this class, and then' are thousands like ours,
instead of being strong aire going to be weak, and that is nQt muentiot-
ing the falct thl thousandss of businesses tire i a tverv precarious
condition already. We have iad fair earnings this vear but as the
year progresses ihe availability of material is becomling less and less
and the immediate prospects for'i profits, or even reak-even operations,
tire becoming mote restricted.

Senator VANJINninm. Are not priorities a greater threat thau taxa-
t ion Y

Mr. DAI-EN:. I think you eanot isolate one thing aid say it is
that onte tlhitsg; it is a mutitilplicity of things acting simuiltaneotIsly t
create it result, and this tax problem is one of tlhem.



898 REVENUE ACT OF 1941

Senator BA iKLEY. Of course, tile question of priority is fq uently
brought into this matter here and Un(ubtedlV the restriction of uiec-
essary material to industries not engaged in 1;ational-deellse produc-
tion is a lardslhip.

Mr. DA1n1MN. Yes.
Senator BlARLEY. But is not that till (tIt to the lack of foresight

on the l)art of thle American people as a whole in that they have not.
laid suffcient0 warvhouses of such materials in the years past, and we
have now to decide between some of our industries and the defense
program, which, I sulpo,, nost peoplee feel is entitled to inriority?

Mr. DI, Hi.N. Yes. I don't think that business generally is oh.
jecting to these priorities bepmuse we know after ill we hae a big
stake in this thing.

Senator CIAIK. Of coLlse, priorities (1o enter into the tax sit nation
in that, the ability to pay taies may be completely frustrated by ill-
ability to get materials,

Mr. DAIIEN. Yes; and further than that, (hiring these periods of
shifting, changing conditions, where one (lay we have one material
and. the next. day another material is available, we must. shift our
equipment facilities in order to use available material uind ,aeh
time we make that change we have to invest miore capital iiioney to
mak', that shift, with the net result that if I, ts a mnager of
this coinpany, wanted to limit, my capital expelditures in order to
pay taxes, I would be faced with tle choice of either liquidating and
closilig (own because I wouldn't have materials or doilg the next,
best t ling, attempting to Imeet another front.

Senator ]3,ui{I.mm What. (1o you make?
Mr. )AIM,.EN. Steel t ubin for furniture, dinettes, plast ic., various

parts of such things. The difficulty with our type of business is that
we are not big enough in any one thing to be suflicient on that alone.

Senator CONNALLY. You are a hundred times bigger than when you
starte(I

Mr. DA,131NM * Yes; we are going along pwetly well
Senator CONNXAmL. And expanding regarle s of how yo.u aro

getting the Imoney?
Mr.DAuIwN. 'Yes; we have been, but. the question is whether you

want us to grow; whether you want us to continue to be something
you call tax or put u1s un(er such it burden that we cannot. (10 So.

Senator BA1r.IEY. Where is your plant ?
h'. DAMMEN. Olean, N. Y.

Senator GuFFEY. Do you feel that this inability to get finances is
(lue to conditions inherent in your business or are you basing your
contention entirely on general conditions? " iy

Mr. 1),AIMEN. f think it is general. I have no criticism with the
S. E. C. Jograi1; it. is necessary and is a very fine thing, but, it
has an effect, anti there is no loophole for a business which is not
big enough to be able. to afford to pay 30 l)ercent to get. some money.

Senator Trr. I suppose you fin(d difficulty in getting in(livilulal
investors interested?

Mr. D,imtN. Yes. Very frankly, tile man with real investment.
capital today call invest ill a large corporation, many of wh ose stocks
are fSelling at liquidating prices. Ilis inducement to invest in that
type of business is far greater than is Iis inducement to invest in our
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type of business, which is so personal. The (lentil of myself, or my
partner, or certain key men in our organization might destroy his
Investment; therefore, that type of individual is seeking th larger
corporations. The small corporations are engaged in fabricating
basic materials which are created by the larger corporations. The
larger corporations do not go generally into producing the con-
smiler goods. Tley produce the raw materials and it is it better
investment for an investor.

Seuntor (IX:. lhow many employees havti you now?
Mr. )A. IrN, About 00.
Senator (IuFy. AJid you have been in blisii(ess 10 years?
Mr. DAHME:N. Yes.
Senator G(r'FFLY. What was your capital originally?
Mr. D1A1if:N. Just a Very few dollarss.
Senator GiuFFEy. And how many. mevn were there originally?
Mr. D.Ni1M. Just myself a-id to others.
S(,nator Guprvy. And now you have boo?
Mr. I),AIM r. Yes.
S,,nator G0urIpi,. Then yoti cannot c(mp)lain at the tax laws?
Mr. I), m. rN. I 111 not conplaining at what the taxes have been;

I a) ald(lressing itself to the projected taxes for tile effect I fear
they vill have on tdliw future well-being of corporations such as ours.

Senator GtFpr'. You don't see the ghosts before yol reach the
graveyard, (1o you?

Mr. DA IEN. Unlfortuiniately, if we doii't. see some of the ghosts,
we are going to be inl the graveyar(d.

The CHAIRMAN. That is th 'thought: You are tryintj to coIIvey
tlht thought. Ill other words, your' credit position u1(1 e"r this pro-
posed tax is so circumscribed that you cannot. any longer go into the
money market and get the money for you' exl)ansion with hope of
paving it back, mid therefore you cannot get the money?

Mr. I)AMIN . 1hat is the situation we are in.
The CHImMAN. Mr. Charles F. Willis.

STATEMENT OF CHARLES F. WILLIS, PHOENIX, ARIZ., STATE
SECRETARY, ARIZONA SMALL MINE OPERATORS ASSOCIATION,
AND CHAIRMAN, ARIZONA MINERAL RESOURCES BOARD

Senatol' tI AYiWN. Mi'. ('ha i mi, while Mr. Willis is taking tlie
sMltad, I should like to say that ill addition to being the secretfr (If
the Arizona Small Mine Operators Association anI chairman ot the
Arizona Mineral liesomces Wlhard, Mr. Willis is also the publisher
of the leading mining journal of the Rocky Mountain region. h aii
Sure hit any re)s(,liti)n0s he may make shouh lde given serious
C,)1iidera tion.

Mri. Wiumms. My naune is Cmres F. Willis, of l'hoenix, Airiz., and
1 am State sevrt auary of the Arizona Small Miie Operatols Associu-
tion aid cli li n f th board of governors of tht Arizona I)e-
parm ant of Mine0ral Resources.

The Arizonu Small Mtine Oi)rators Association is on orgaiiza-
,ion of' approximately 4,l(x) iiibelm's, most of thel operating small

Iimar'giial or sulma rgin fil im ies; 1niny of their engaged in tile do-
velopltnt or )rodu(tioln o(f the strategic and critical l minerals which
Am, so ui'gently being sought by the Government for defense pur-
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poses. They are willilig tilt(] anxiouis to do( t heir part ill Prov'idinig
raw material for tile defense pwograuil and Ile miinig of minerals
and metals is thle onle place ill which Ariyztuia Call fit, inl at SlIbilelit jild
way andit (10 [a splendlid part.

1 11n1 speaking prilmarily onl tlat tillIt-ediiilent to thle revenue bill-
rep~eling sect ion 73 1-wliicli exemplltedi tile coriporate' )l'odult'' of
strategic a iid critifi k'l iiierais front t ie( prov isionis of tilt-- VXeV -s

p~) ii txes, a1(lt uli I will cilinlitl iwit'fiy 1111011 cerll 1 (Otl.
1) 1 I its O f th e exc' zs- j)Io lits tliN es ats td ie y ii ifec tll Ii.. ' iii g ijiolilit i

011itd apply to othiei melt al Itili iiiera Is'las well 11". ln e spvi'cie :Isiol
St rat egle.

AVe' ill Arizonla tale flly ill accord 'vil iifit( le'ncipdes anld ohjtivi es
of t lieexcvss-prolits taxes a a ti le falet tha lit n t teilit is being honet iv
lilatlI! to prevent lrititlei g oil tilie dt etilse p rogrill. We fe'el, lloi'-
(1\e41 thiat great care shin nd lie t like!I to ii in he cell ii lint 11 liw tnaxes
b einig i iph)0C are It'll) (I lit t'xcvS5 plit raOthler' 111n I tlm I proIit4 thint
alre att lk nvuormial or t ni i l d itlit'- limiittioli its 4115 tted ill
this prolposed Ill\ w mu1ch of tile po'.i ide striattegic iiiiiit'i'ii pim mctiohll
wvoiild be ai inorlildiv anmd t11ilv t fiiyt xed and( 1e pulit til (t tif I t' esby
1111ruetis Ithat Coild( itit. ca rried a divhre fore 'woil ii I !ot hit, 1 11110 o te.

Wile i Arizona i.; liost ht owni for its i rodlttionl of' cop II ei, it Ililts
large resources of iayother miet a is, Il111411 litlgal'16,1ik~ vr
t iingrstei, 1vajiatl ium, isixesta;, alld otfIers. We hav t a d' os'it thlait lilts
I t'eli sttd t'loil good al nt I orit Iv Io It' 01me of th lilt i4 doet 'posi ts of IaII-II

1 filiet'!- ow' ill thle Uited St ates. vet it is idie .i aitd tile coiintiV\
adolA-lvilets I111lviiee. I lnt If lilN' in ft iiiia(m II ile owner.Is are.

uan ting vouri act ion, its thant wil ii lterlilivt wih-tl, it is to h, 'it
possible iit 1(cQ5  ce l t tini faihn're.

Th lt' as 093( to 1931) selected ats tile haw e iriod for at ~Iieasure of
11o1.1111l eaiiiigxs were not 11,110 1iornittl1 eairlilig periods (elel for I lie
Ililles that were fort uliitteo titgl to be able to work olilriiig those
years. Metal pr1ico s generally were, filr btelow averagfie, anid th li'Smlli
(It'lill(l for metals Cauised t lie workitig at reduced ca71paicity, ftiid Iis
Ilaeaiiit Iiighier let'r-t(I i' h)QF-I oiiid costs. 'IThe year 1937 was fit' ()ill\
Olie (Of the have period that, 'een aipiroaiti'i(( noinal. Manly mliiies wvere
Shut, down (lu1rilig silbsitant ill pa111rts of (linit period.

Miing thIiis base pe'riod~ 111111y othe ir ine" ut ' V 0elt' o tled ait ait is S
lmch of the t imie Simlllj v ilecniw it was lcs4 t xjvelsivp' to otili'
0(1-1t1031 Ollk a to a-SlM lit sii tt -d(wn ei(xi lee. Mi in's t hatt are shult
down ofttii ivu~lilt' it il'gt' t'Xp~eli(i'1 mvW t(o llilitii thet property for'
future 11'e. lilt(d if this is hlot donle t itvaillible orie Inav lbe lost forever.

Most oif tile Inillts to which'l I referm are I hose omn wh'icth thitre alive no
iitst'-1 ei'itid ean in gs, its they were not produviuig or were oiily mnakinig
pre'paratin 10o1 tO odic 411iti'w t he per'I'iiod fl'oll 19)36 to 1936. There-
fore thev would be forced to sect t(k. prov'ishin ftr 1 al ig prlofits o il

Miles iilre' not malrillol' i' l v'h t llioug!' diiretct invested c'apit al inl t Itt
form oIf ma1oiev, hult l)m' long 'periodIs of l1111id wok.lnirifice, Itilt1
stick-to-il *iv'-iit'ss. Iiill 1' ('ast's lhe inlve:,ted capitall of ally mndi-
viditl nliiie, ats ordinmai iiterjiretet, is i'elat ivtely small comlpalred to
its value.

The hust orv' of tile development oifa in Ilinc thait 11til liitely becoiizt'
prolitale is out'e of ini'estint'it, oiperti on, faihlaN',i'worgaii,dtioii vwith
auddit ionatl newA Capital, with thlit foriiiei' owner*,s ret aimi g it part iiitei'-
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est; then further development, expenditure of th new capital rairvd,
refinancing again, and it is frecjiieiit that this cycle IIay be repeated
many times before thlei1111 tiltinately gts to rofitahle production.
Each reorgallizatioll and refilatcitig buiys ill tLe 1suIlts of the work of
previous holders at a malll fraction of tile ct of the work done. ''lats,
the filial invested capital, whell it reach tlie prodtctiou satge. is tela.
tively Small its Comlared with till, tot il t1a1 his hell iitvestcd in
different forms in the lro)ertv.
The llre a1e IIlIlV properties il wli ich itivestmens are 111111 t hat

never do reach tlli period of ultimate profitile lprodueliolt b1ut stop
forever at points along flie route. ''lh, ri.ks are grot, t lie fitilires
nd Ios.,. fr('quent Ilub it is oil y nlOrl profits being permitted

oil thoe that Itre hitc*vlllg l ttgke; a stl(,ce. s that tile losses
ilt tile Illlstec's.fIll call be recovered.
Since tie passatge of tli Secmd Revenu Act of 19.10, there hits

beei nnitlch search for and develol)ment of properties of strategic
minerals ill Arizona and proditctioni is now hegimniiumr to show ill aslib.tilltial wvay, particularly ill lllllganle ;,, (Ilicksih'er, tung-stenl,
and aflO.stos. "'le recent invest monts )n these 1)r , ties wete pri-
marilv maId because , of the recognition by tlie ('overnilielit of t(l
(ril iail lieed of stiinilat intr production of these :particular minerals
and metals. The Second Reveite Act of 19-10 exempted from the
provisions of the exces,-proflts tilx law these minerals 11(and Iletals
1tiid. on the basis of that recognition, tItilles were prepared for pro-
du,tion, )lnts vere sorted 1111nd slstantial investinentR made.

Mfall of the strategic mineral operations 1o(W under wily Wel'e
based upjom contracts with tle Metais Reserve Company or 11, F. C.
and, ill making those contracts 1(1 set ting l)ri:eps theleon, consider-
itli wits giveit to the fact that tle Second Revetue Act of 19.10
exillpte(l til lon from tile excets-proflts taxes. he removal of these
exemptions will require that new contracts be made and the increased
costs (lite to the larger taxes will have to be added to the prices.
l'its, the revenue from them that might be obtained front this )ro-

vision of the law would be consmed by the higher prices of the
c011o1110(dity and even more if they were on it cost-plus basis.

It is disihictly tinfair and might he considered to be a lack of good
fail) on the pirt of tile Government, to elinlinate that clattse ill the
Seco d Revenue Act of 194(0 upon which the-e iivestuients were
elicurlgd. lh'se Iilts WVti,( have io alternative but to deter-
1n1 lI( whetlher they are in Sufficiently deep to keel) oi, assllnle addi-
t(nal risks and attempt to recover a portion of tile investmelits
made or to quit and fmte t heir los n1ow. Except il tile vare Cases
of lottatiza discoveries it loss will l)0 ttkeii l1nd tile qItestion is as to
which route means tie lesser loss.

Ill some cases companies I lling to ittine strategic minerals have
held up plants to be erected( for prodlitiotl because of the fact that
h proposal this year wts not to exempt them from the provisions

oif thle e'xcess.j rlt'ls taxes. T1hiey feel that they caltmot taffo~rd to make
tile stibstantial capital outlay necessary unttil they kntow where they
are going and what they ,ive to look forward to. They are wait.-
ig your action and yet the country sadly teeds tttatganese, quick-

sier'i, asbestos, tungsten, and Other metals Itnd initerals which they
might, be producing.

01077-41-58
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It must be recognized that it woul require a most adventurous
mining organization to make investments in strategic amid critical
minerals on any basis of paying a normal corporation tax of 80
percent and then an excess-profits tax, from which the normal tax
is not deductible, and have the excess-profits tax based upon 8 per-
cent of the invested capital-knowing very definitely that, except
in a very few isolated Cases, tie entire investment will be useless
and unrccoverable when the defense period is over. It simply can-
not be expected to be (lone.

Mining, and particularly the strategic mineral production, is an in.
dustry of great risks and financial hazards. Under the Second Reve-
nue Act of 1940, the Government said "You take the risk as we badly
need that which you propose to l)roduce. If you are successful in
producing it. we will grant you certain profereintial treatment in the
forin of excess-iprofits-tax exeml)tion." And ni) it is proposed that,
the preferential treatment, upon which they coidently made their in.
vestment and based their operations, be withdrawn.

It is probably true that, out of the many mining properties which
will be developed as a result of tile (lefeiise-J)rograinl denlanlds, there
will he a few tiat will lw able to operate after the defense program is
over. Continued operation may get costs down to a )oint wih,,'ee they
can survive the post-war domestic coml)etition and that which will
come from the low-cost. production of foreign n countries, but those eases
will be few and far between.

The normal development l)roedure for any mine and this ap)lies
to all mining as well as those of the strategic ijaterials, is to work on a
small scale and plow operating income back into the ground for addi-
tional development work, thereby opening the mine gradually for ulti.
mate larger-scale operation an'd the handling of greater tonnage.
They depend upon the future larger-tonnage operation, when the mine
is ready for regular production, for the return of the capital and the
profits, if any. They may, at any time, find that they have reached
their ecoiiomic production limit and have to stop there.

Under the proposed excess-profits-tax 1)rovisions, as I understand
them, this is not recognized. When any nine inereases its production
capacity during the latter part of the ba1- period years or since and
does not luillke ally greater l)roflt per toil of ore mlied or per pound
of metal produced, it is not making excess profits, but it is only l)ut-
ting into the current year those profits whiel would normally be made
in later years as the ore was taken out in a more orderly and leisurely
mainer, and it is prol)able that even less profit would result from more
rapid extraction.

A minillg property has within its borders very definite limitations
of its ore bodies. lt hat. ore body is minded within 6 years, simply be.
cause of tile extraordinary (lenmilds of tile defense f)rogratn aiid tile
urgency of tile Government requirements, the net income during tie
r,-year' period would naturally be greater, yet it would be far less than
if the sunie ore body were extended in production to a period which
coincided with the life of the plants and equipment necessary to extract
it or the allowable period of amortization. Instead of being excess
profits it would not be it) to normal profits, and yet under the provi-
sions of this law the exces-profits tax would be in )osed.

Therefore, it could hardly be expected that mines coul afford to
increase their capacity and make the investments necessary thereto
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an1(d pay tile p" uit ies ipilOsed under these provisions of the revenue bill
under consileration. '1hey are quite wi llii to patriotically deplete
their Ot0 bodies and shorten theirlife but cotih (tot be expected to pay
a premiium for doing it.

A manufacturing enterprise is very dilrern t than a mining col-
Jlaty biwcaise of the fact that a 11ine deplet es, and tilt innately exhu sts,
its, assets; has dehlite limiitations as to life and during its life nmust
obtain a full recovery of the captial investment before a 11 pel1 y of
actual profit is made.' If the life is shortened, because of the etmer-
geney demands, the opportunity for recovery of capital and f111 ade-
quate retlrn is lesselied.
Ai excess-profits tax o1 1in1e products without consideration of

tle conditions set forth will produce ai inevitable waste of the
Nattimi's reoiirces Iteause increased costs will make it necessary to
seek and mine only the higller-grade ores, those which catn stand the
iucre s(d loitd. Thus, lower-grade ores must be passed by and, when
this happens, they are frequently irrecoverable. 'Ihe lower-grle
ores, and there ire ml~ly (lilre,,,, gr'ads itl most mines, call only be
worked (hiring a I)eriOd of increased demand atd 1 igher licecS or
lower costs. The l)reseit proposal forces upont the mine operators,
Ite taking of the cream, mid the heaving of only the skimmed milk
lor the fu tire--it ptgrim which may prove (lisitstrouts.

lhere ve~ry (hefiiitely should be writtenn into thi:3 lmw a l)rovisi ol
aippiij to 11111 intg ttat bases excess plflts upon the a(ditional
filan;clia recovery p)t'r (oi of ore mined oP 1)11' 1poun11d of metal 1)'o.
duced. It obviously is inequitable in mining to base it upon the
aghyrgate income of tite p)roducinig company.

lito exces-profits tax as written m( its applied to mining dis-
criminates agist corporate (levelopment. TVic tax applies only to
corpo)rationts. Yet corporate development is the only WIly wNe'cat
possibly get tie quantity production of strategic and critical mineralsrequired.

Mines ordinarily start as individual enterprises. ''hie individual
carrit% theii to a point of promise and need of greater capital re-
quiremients. The risks of Ithiiing call be lesened by capital spread-
ing itself thinly over itiatty utilits anticipating tltat te profits of one
wMilh overtake the loss.e s of nmany. The risks are too great for a con-
ecittratri(1 Iof capital oil sigle itinits. 'Ihtefore t c orate( develol)-

tlment may serve to minimize the risks by spreading the lo1d.
By peitalizing and discrimuinating itgai nst corporate (levelopiment

you resktrict new mining activities, whih atre very necessary if tlhe
lofese-l)rog'rai re huirements tire to be fulfilled, to small. h(] indi-
vilial lpro(uers icl ordinarily have far higher unit costs than
larger-sonId Olperations. Tits the prices Oil the metals atd minerals
necev-, rily must be higher in order to bring out tile l)roduction
required.'

1i1e 11i1Otllit, Of revenue that will be raise(] by tle excess.-profits tax
coming froli those etlgaged in strategic illiileral production is all
inconsequential part of tte revenue to be obtaineId under this bill,
because it iist come eitirly from the going 111111es of today which
caillot., ulnde(' the proposed law, expand their operations becau., of
tite Coll fislat ory penalites imposed. They will cuitail exIlansiol of
production frown old mines; they will stop a search for new mines;
they will decrease production of much-needed materials and, unless
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relief is Fralited, they will seriously handicap the defense program
because thie strategic minerals are those which are absolutely neces.
sary to the defelse program yet have not been opened to produce an
itiiioi lit sliflicient for the Natiot's needs.

Senator JohNSON. Mr. Willis, will you permit an interjection right
there ?

Mr. WJl's. Yes.
Senator ,Jo xs, O. This committee has heard with regularity coin.

plaints ,lbollt priorities and the effect priorities will have oil busi-
iie.-ses to be taxed. I think we are all Convinced that priorities are a
very sel'iouis threat to many industries ill this country. Now, you 11r.0
proposing that the very things that cause these pi'iouties-shortalge of
these essential llilleiau--that production be encouraged so that tile
blow of slich priorities will not be so Severe.

Mr. WmIrIs. We are jroposig ia method by which tile straite ie
ietllIs, so iece'ai ii'v for 1iitllnlil defelse, llily be brolight omt, loll

iuilist reilllelier it %1.4 i new industry ill this Country because we have
an insufficient prl d(t.ioi of tlhei.

Vil(iil' ,1011NStIN. Aiad thli e l le t i ragliA ienl I 'll i ai ' giving to lile
I llction olf l4h' St iltgic Ilillera Is is Ile oill II aIswer that Caill be

giveli to tile plbk'lli of lr'ioi'ities?
Mil 11ii,i,1S. I (.1ii1not sdv tiu onl lilswel btill isof lu, its the lili

used in tle iaiufacture of iuachin'ery t lat is true.
Sellato ,oll,i.Ns . Well tilt is wh'y we are laviig priorities, tihe

shortage ill the esseit ijl ietals.
Mr. WiLis. Yes; it is; lcauise of that shortage, nd yet. under

the l)oliOll Iii this law of eliiilatiig the exellitiol of excess l)ir'tits
frotll then it will ('lit. down thl sti'ategic illillwrals Slilplv.

Senator ,JollNswN. I think tlait is t line ('se 4if killllig the goose
that lays the golden egg.

Seliitol' Trr. Can ymo estiniate the mlnount involved inl this provi-
sioll ?

Mr. WmVIIAs. No; we allililot there is io possible way to. I don't
think it was ever segregated il ally of tile re ports. 'I doubt very
10uch wlethei' it would aiunlit. to ia million dollars; it is extlrenely"

Seitor T,%rr. It cohlld't exceed it million dollar ; it. is limited to
seven iiliiii'aIs, of which thliree or foull' 1"e mos esei .illl.

M'. Wi is. No: there Ilre others but those are ilhe chief ies.
Senlittir lrr. Is tilt iing produced ?
Mi'. Wrlais. No: hut there laro several po,,sililit ici that ar.e b;iiig

Iookeid into how. ie (overiinient is spend iig a world of ilonev t
bring lit these inlirails 91( yet with the knowledge that thev ilve
to go through ia period of basing their profits its provided in tbe act,
and with lithe knowledge that, after he enel'gencv is over theli' inv,.t
ilielit is iisele.s, op[ralltors juist c'ian't see theirwi ('eit ' to do it.

Senator jlvsoiINx. 'ile i'ervenue to tlh( Tri'eluSry i'it great but tll-
ef(ect 1illmll illiisti is-t

Mr. Wis. '1reimenldOls. Although Ihere is, no possible way of
proviig the stitenient, it is bel ieved that. t le l'evenle to be obli'hied
by the 30-percent normal taxes on new smiling units of strategic
milerails would he far greater thain that which could he obtaiilleol
from tIle few who tive now l)roduing insuiflicient qulanlitnitie for de-
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feism and, at tile saliie time, the requirements of the Government
wouhl ho much nearer fulfillment. In other words, if there was thik
exemption applied you N1'ould have new llihies and new prollictioll,
They would, of colu'e pay the normal tax, and the 30-1ercent tax
to be obtilliied from them" would in my estiniation far exceed the
amtouint of exception from exce.is-prolits tax from tl,.e flow prodllc-
ing for t liNat ton's needs.

The ClIlIA1.1MN. You1r tile has expired, but you nmay proceed if
voll will only take a few more minutes.

Mr. WIUis. As a matter of fact, there are very little, if al,, trite
excess profits il miiiing as the pIrices of tilt netials have largely beel
"pegged,' whereas costs have lot beeti similarly limited. TIhat small
margin between costs aid selling price is ibe'olmiiig smaller and
smaller as the costs increase and the additional normal taxes are being
iml 100d',

It is inequpitable to limit prices without limiting the factors that
go to make ul) those prices. Inl lining alllproxilat ely .10 percent of
the costs a 0in wages and it is felt that we very iefnlitely cannot
expect them to be "pegged." Mine wages are h unId to illerease and,
while mining wts olce considered to bei a high-wage industry, it lii1s
been so far outstill)ied by those working on direct defense projiccts
that the miles of Arizona'are rapidly losing their labor to the do fenve
industries in tile Pacific Coast States.

While this is the situation relating primarily to the large copper
miles and will, in time adversely aftlet copper production, it has its
very direct bearing upon the mines prodtuciig strategic minerals ;ii
that. the mining wage scale of the State is regulated to a very con-
siderable extent bn, the wages paid ,it the larger copper mines. They
lnust all pay the* prevailing scale or they cannot get labor. Thii,
iew(-% production of strategic minerals lhas additional cost burdens
piled illi it with more to conie.

The shortage of nietitls is critical. This shortage does not only
apply to those listed its critical or strategic metals and minerals bit
likewise applies to many of those in which there are ample resources
ill this Countr' bill which have not beenI niade ready for lrodlct ion
beyond lpeitce-tilo (elll ns.

Ore in, the grolild is wortlh iiothiing. It only lilts value whel tlhe
,iccessayr Caitaitil, labor engineering alid ialiagelleit are applied to
b'im in, it. olt in i 10ri of a usefil colilnodity. The Western
St rates haive great potential resources of these minlrals and lletill.;.
They !,i.e desi rois of contribtli g thenm to the defense pirogriii with
no lhouglit or desire of abnoriatl olr un usial profits. Ca)it al is re-
quTied to (o so yet, inder the jIre:ielt conditiiis, Capital caliliot pos-
sibly itfford to assUiiue the ris (s involved under such conditions its
irei )rol) osel.

We are not isolaiionists in tile currenth, liccepted meaing of tlhat
word but we (to believe that we should ie ready for stich isolation
its mlay he forced Il)o w11 ;. There are many directloiis front which it
iiay come. We lsit develop aiii nilike ritaly our resoullrces to fulfill

the natiional needs. We must have aln invenitory of otir mineral re-
sor'He and know to whit extent those iesotircescani be counitted ipon
to Serve useful 1)il, l)ose but it ciii lievor l be done if prospectilg and
iew inilie levelollitelt is peializ'ed. If ilese strategic letatls aire not.
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produced by individual initiative and pri'ate capital they will have
to be brought out by the Government tit al i im easitrably greater
I'XpelsQ thtan the roveliies which will be obtaied from this bill ald
it is ver certain that they must bo produced.

Tile Arizona Small Aline Operators Association therefore apeal
to yYo to make it possible,, for its to .oit ribuite o0t' part to the defelise
pIog'amii a1 Il'(ge it )(111 vOll tte (oitiliuatioll of tit exeltiltnOlt of the

4'xCISS profits taxes 1or 1Irodi etion of tlte strategic anid Crit ical mil-
erals and that tile millilg and preparations for tile Imarket be inl-
eluded.

W'e further urge that onside ratioli bt, given to a method of i'(,cog-
Ilizilig that true excess profits from minesl copies only from increased
lprhe, or decreits(d costs itn1d not from it lager ilinher of ililis pro-
(llmld iis this nierel iiiiticiites later tiortitil jitolits.
'1'lre ih.lln.. Thlik voti, Mv. lWillis. Are there aily other quets-

tions of Mr. Willis?
Nfo irespionse. )

'hto (ilAl\liM.N. I inderstniiI there will be no lall,riltsi ll Ili.ated
ill t le Seliiate. Svlnitor itrldey advises lit lt lt, may he it (Oil-
irnilation of oute or two inoniill ittms; beyond that t here wVill be north.

ilig of a cont oloversial alituille. I thitik we might run int iiltbout
12 30 if that is aigreable to tile comutit tee.

Mr. Mfartili Popei'p , Washington, 1). C.
(No responsee.)
Tile ("i',\tim,\,. .!t. fichard 13. I1ii'ke.r,

STATEMENT OF RICHARD B. BARKER, WASHINGTON, D. C., REPRE-
SENTING CHINA GROVE COTTON MILL, CHINA GROVE, N. C., AND
GASTONIA FULL-FASHIONED HOSIERY MILL, GASTONIA, N. C.

Mir. 1,luF:i, My laille is Richard It. lirtiker, Wilshiligton, I). (, r
in here repl'eseilting the Chinia Grove (otton Mills, of China Grove,

N. C., and tle astoniia Full-Falshioied 1losiery Mill, (listoia, N. C.
I wish to svealk to tile coillnittee on the dl- hired Vilue exVcess.

profits tax. 1 Tlis is nit the excess-I rollss tax enacted hist year aind
shmliihl not he confiiuseI witl it. ' 'liis is tlie tax eilacted" in 1933
wherein co'pot'iitions were re&qilired to declare ii ille ol their ciipitil
stock nd allowed 10 peil'etill of sulch value ii ,ililist ilteol;le h aly

limoint ill excess of that was taxed it the 6 and 12 peletit ilicome
tax tiles. M1y sulggestfll llieltilliieit to this is that corpol'ations lie
allowed to hcllre their ctap)itil ,Stock riiilIilV father lhil1 for ai
,-yeatr period. li.storicall,' the allitedillent I lin1 asking is nothing
more thal tile sellate ill ('ongre'.s hits dolle ill priacticail effect ill
ile hlst 8 yeais, or sil ice 1933. Tie ('ongres hits i'ecogiiized tliat it
is uinfiiir and ini cal'ileticiible to mlilke ia coporatioll guess its to what
its flutllre profits will be, alld if it niiiakes ai bad less to exilt i penl-
iltv tax front it. It ha118 ben st'essel to this coinnittee time lind time
itgiiin that taxes should be lasted on ability to lilly, especially iiel
-'(itl have high rates of taxittion, aid I caiinot eilphltsze enllugh to
this coititiltee thlit the l'eseit declared value capital stock excess
irolils tax ia% which requires tile corporation to declare capital stock
for 3 years i lldvaice is not in ally way based oln ability to pay, but
is based entirely, 100 percent, oil ability to gues.
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Let nIe illustrate: Suppose two corporations' , corporations A and 1B,
ctch over a period of 3 years earn 3,000,000. Corporation A earns
$1,000,(00 it year for 3 yeali fin1(d corporation ) loses moiy the first
,1mi second Vtrs tild mlkes money tile third year, $.1,300),()() the third
year. Botl; corporations Ive the siliw amnai1it of iiemoie at tile end
of that period, corporation n A will only pay s30,000 of capital-stock
tax dtiig 11(1 those ,e ; c lrjollt I) , ill order to protect itself

from the penalty, a111i assuming that corporation It can mlk t a perfect
gue;s, will have to pli $90,000 tiider the pivOvIit rate.

I1 other words, corporation) IB will have to ply three tims its much
tax on tie same income as corporation A if it i., to avoid the penalty
tax, and, of course, under those cireullilstauices it would he very uiilikely
that corporation 11 could uiiake a perfect jllt!.s; so we slay"it i!; only
fair Wh'll youI have tllos high allies to distribute ite burden among
aill iol')Ordiltlions. Nevertheless Sill ( ("lor)poatii l lllllot IIltlke in ts good
a gle.s.; ias others ; thit is why yvon will not ice from tile charts hefor',
vou-I he '.tl 't, tit he text'hi iidlisllV net in'ollil'-voll will iioticO
ihat it is ali extrenlehv volatile illlis rv , with profits jliiiiPIll" i1) anid
down. It is tit, kinid'of (oilporationl. the kid of il d iitrvy, tliat enljoy
whlt is kllown its short fest and long flliue.

Skip the next set of figures iiiid 1 l io til thenext 11. chart T'lat (.1n t
applies to th(, cotton-goods manIII Ilfilet il rers, aiild gli ill i V II, lotO
lhat rath el than being steady ii:come, it is really the opposite sit ml iol,
ill extremely voltile sit ll loln,

Now, o the third chart, which T thin kis the ino.t impotant one
foi C(OMaI'll Il a ive itI'.rwtes, I have set folh th le'ceill of liet ii('o)iO
to net wo'th of lie toblcco idulistry, lie utili iti.es i iilisly, .and tho
textile hidiistry. Yol will note that w\hvreas tobacco ia nd ut61lit ies' have
firily steady i'prolitf' and cuill foreca..t with i reasoiiahll d'gi e of
accuracy lihe ir politS. the textile iidilustiv eiiinmot, a1nd it must make, in
tile nattile of dhingsfil, flii worse guesses thlm tilt o-thei' indusiie .

Ill ot lword' '(ls, youI a1ir taxing tie volatile at lhe exptn of the
steady iiilustries. The Te E.N. '. Ic report slows iet ically till tlie
excess-protits tax, penallty fax-or a Ia 101e 1101 otioll of it -- is ol.
heled froi corporat ions' whose illile is under "50,t)tI I a year, aind
gradual lv pn)grve..es (downwl i' until oil ver hirr, (rge (crpall .fions l'1W-

tically I'o smill tax is vollecedl.
hlit sllle rellort shows that inl t,.ee 'olatilvhh iiidii.fIries iloPt of tie

i ,ixes arev collect ed, whereas on lt (olaite.) and lilitiv i4 iildiistri's lie
steady (lles, It 'xci'ss-l)rolits tl x is collcted. Iider' hli.o circunil-
Stances' we feel it is oly. fair iinot I'eessll'ill to repeal i(' litax, a.
Secret l of hI lot, ecllll ryMorgcnt liit riccmei l i ed w vyI Am. vea", ls --

yoU ll leci Itl 'eveiti ie-nIIlt do i., vol have ill lhe pIal give 1i ai1
a 1nial de'l ct iol eaclh year. I emplIlsizte this an ild k dhta it be
dolle lit the Ire..iete t ilnie, I, calt lite (oil mlnli:-saiir of ]Iteint Revenue
has exterdthe(it, tinie wilhill which to file orl catl)ital-stock returns
uitil Septembler 20, but by Septl ember 21) we must know wht lher we
ire going to have to guess agin with reference to ourii' plroits fo' the
net 3 years.

(ent.1llem , youl woVll't ose 11{iv \'lle over what oll hiave collected
in the *psl butl Yll y will cut oulthis vicious petnllty lx aml especially
in those indlu.sries where'oll have l)rio'itie.!.

Let ilie el)('it : The fact is that where you1 have i situation such is we
have in Gastoniatat the Fuhl-Fshiumed Hosiery Mill, it seenis unfair
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to Say o thle oe110 hand "You i1"1it gueSs what. your )rofits will he
for tie next 3 years, und if you guess badly we'are going to )ut a
territic penUlty oil you," mid( ot the other ltid sav, (,We fre goingj
to have tle ri'glt, toshlut, (lowli yolr plonlt uand make you guess badly,

Uhider those e ircumstances, we cannot make a develt guems. We are
pilloried Oil this priority probhn nd there are hudreds of otherwise
likewise. hase yolr tax, Imse your rate Ol ability to pit13, please cut
olt peltlly taxtitiol. I Call a1ivise the contuiitte'e tliat we have dis-
Clussed lhis matter with lthe 'Treasiury,; that while lte '1'relsurly otlicials
Say they lire not illit posit ol to recomllleni the ehanlge we alsk, they do

1Ni 1 titi they do not oppose it.
Now I lisk permission to have it iliemoritn i ll't setting forth the

techie ti language that wol1hl effect this change iled-this memo.
ranldum ud1111 thlie hist(ricll aplroachu to it-i ( iserted in the
record.

Senator BAILEY. What. would youl saits to the sulst itutionl of a
iaj)ital investment btuse for it ?
Nr. B.x13iim. We already have that ill this ltst yeal's excess pl')fits

tax.
Senator BAILEY. The capital invtst1tent base could he (arid--
Mr. TIRKYmR. The trouble with that is that tilie reas, on they put ill

this deehu'ed capital stock value tax ill 1933 was il order t,) avoid
the bitter displites that arose under the old provision. Now, of
(10iiSe1, yoll have to make thle determination.

Seenator BAuY.Y. You don't think that sulstitution would work?
Mr. BARKER. 'There is no loic to this thing whtstver.
Senator B3 ILEY. I agree wit h you as to thilt.
Mr. BALKER. WO be lieVo tllt'what we are here proposli g would

Ib much fairer than this penalty situation that exists today. 'Ihat is
lrue Levtaise if we make it bad uess, which we are loiltld to (to, it is
going to result in terrific hardship. I IlLny be the proverbial straw
that can well brealc the camel's baek.

The ('.CI M,N. You may insert anything further that you wish in
the' record.

Mr. BAPRFR. I hNve here a itwiuiorndtili Ill Sil )()I.t of theo alllend-
mint which w v proposee to the cajpitil stock ta( x liw, together with
some Chart. uanml figures relevantt to the textile indtistry from 1920
to I93S. I should like to ]lin\e the ilncolrrli(llun i1icorl)orated iii the
recoold.

'ie1 C, tlimill . Yes; it will be pit ill the reord.
(The lt1vielioriiidulii rfere1 to follows:)

M 10ol.\NDIM Im ItM: CAI'ITA. S rul, T.\x A MIENIOMI:Nl

In Moozrslph No. 0, v'litl "Taxation of corporate Entwriise," j)ubllghid
by tlhe 'T'eliul'tIry Natlooil coloiic 0 'onanitltee, lit plige 118, the following
I'inl;tr I maide with respect to tle eapital tltlok i( declared value excess-
proIlitl taxes:

"'CAI'ITAL STOCK .%NI) cXt::,m-'IOFIrTi TAX s.5

"Thie ,'Pderal capiltn stock tax Is ba.ed iipoiin i evnhutlilon of capital i1 ternm
of orvorltlt' ( irnlig power rather th In trnm. of tlhP capital netufily illVetle(i
or langibe net worth. The prt,,wlt ',,xcess-proflts' tax Is n1111hig mor, tlio n
ldity tax oi1 those corlorat11ih whihh guess hndiiy i1 delring their capital

st ck for tax purpo.ss. 1hslite Its 11n11i tlhe tnx ll1s nothing to (do with
'Iiolloioly' proflts.

"Thr comliolll calpital stock-excess-proilts taxes dlicerlimlnlte markedly against
voliorat, elterprises with lllicttunlig proflts, Includinig small corporations und
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e,',priatIoms in pirfhiulti' Intdustrivs, flip profits of which cannot be acearately
foreraist. Thli' ex('t',.prtlits lXx ta Sbtlistalitillly lit1 sit -t loll most lttrge
torporaIt io s."

Sl' ah lll ait's 617- 01). whoe IIt' following ialiItkSat nre mnIa'h,:
'"lt'h p'tsi.t exc(e-.'5'ptolli. ttx, whlih wag hililally scrawled ly lite Natinal

Itistrial lhrtoviry Aut of I1)33, Is at exce,%x.prolits tax It niame only, thoroughly
unilki' Its ntaittake of th, war lirhd. E,,t-j llhily i h In,it I iat exec.'s-ptIilts
tnx Is the tssea of it pair of Blait'si, twints, the better iaif of wiilch Is tile
'aiijttsil-stotk tax ltit('e,l itt tie 8aiuate le, ttlid fularthtlns as a wiitlahg boy
for the latter" (i. (17),

"I'ie . let itlt of faivoralde eapitalIltatloll f1llr, deltids obviously Otl tei
accutr y wilth wihh earngs may ib' forec'asted, a fatfor whilt vatries with
tie utcolnotlh skill of the 'oroirate Iniligers. the tlalililty or |lt'tuttiioa of cor-
porat' prollts it dlffeareit Iitlattrh,:i, tanld the iltailves of ia particular corporn-
flOi Ito)itak( profits In ity given year" (p. (.)

"'Froli thils chart it appeirs that the exces.s.proflitm tax shows it very markedl
tenteny to vary Intvrsel'y wit t caitiorporte siz,,e, while he t'vaipititl-sttork.tx pat-
tern chatrtcterlstictlly exhibits ontly slight size' vairlatlons" (p. (9).

(Mr. Ihut'ket a.so submitted the followitig InItmorittlli(hll)l, 0111rtS,
ind tables :)

MN0tHANIUM IN SI'UPPOIT or A.mnst )Mci" 't ('A'ITA. S1UM K 'fAx LAW

Th1liis lietiori itInit is sunitted in suiport of a proposed aitendtntt to section
12Y2 of tile Intterail Itevane ('ifll' tmier whihi aoritoralloits would l e jteriitfei,
it 'tollltllg t lt'ier li1113bily for cat lill-stiok taxis, to rtdeltare, the value of theIr
tvaitlltl stok ta.h yen ar, ralhle'r thi every third year, 11x taltired utnider the
ltentt laiw.

Suction 1202 of te lInternal levetita ('ole now provides tax follows
"SW.. 1.02. Adjulta'l dal0trlr'd rolo'- +(1t) Duchr a llo i/'ar.-- (1) Tihe adjusted

declr'd vlhm slutIl lie determint'd with respl-'t to ttree-year periods l)aglueing
wvith the year ending Juite 30, 11)38, and atlh third year htreaifter. 'lhe first
year of eacl such tltrt-year X'rlod, or, in ease of a corporation not mtilbJtrt to thp
tax Impose'd for miclc year, tit list year of sith tlhret'year period for which tlhe
eoulrimillo Ii stlbJtst to such tax, shall cmstlitt i 'declaration year.'

'(2) For titie tlelarallon year of the first tlhreeyear i'ril the adjusted de-
elred vali mliail lte lie alue its declared by tit ('orporatit huI Its return under

,altni 1 o01 oft lit, ]10,et, Act of 1934, 52 81att. N"O~. fin, r ye anded Jitne3,0,
10349, or In the vaise of It a'orlmlt'atit rot sutliject to flit' tax ipostel for sitlh year,
fll, vitie its declared li Its ' rettrl filed under thim chpater for tht first year with
risli'Tt to whihl It Is sttbji' to ie tax. FFor taech s tibseiqttt tliree-year ltrIod,
the tadjisted lelt ted vitllti' for it deltratht yitar slalil hte thit Vtlte its declatred
by the corporaithtt i In Its reltrlt for Mar1c detlittloti ya'tar. 'Ithe value dleclaired
by3' It orlsitifthut In Its rteflltit for it adecral lot yar (whIhh thirat titlon of value
(t atitot bt atini'dd) shall i lie at of the c'lst, of Its last Inctomtte-tax taxable yetr
cradling with or lrior Ii tit' clos , of vuteh dthliarailon VIyar (or its (if the date of
organlizat lola In ftl ('ait, of a1 corlorallial havivhg ito Ilienttax taxable year etid-
hg with or prior to thle close of suh daecla ratihn y'ar).

"(i) 811,.mcqaraitI carx.-(1) ))oncstic 'orlporatliofls,.-1or ,aei year of nty
threa'-year iralod subsequent to tlte dela rlt lon yer, the idjtsteal dtaretd value
In the , i of a uolimaStlh corlioraltli shltll Ile lia, value uhcla'Itrtd ha flit' return for
th, leclarittion year plts--

"(A) fIt(, cash, atid hl faitr miirket vali oft ofproirty, pa h|it for stlovk or
liha ri s,
"(11) tald-Itn sapiits and eontiliutlonts to capital,
"(C) Its tlet Ineomae,
"(D) Its intcomtie wlolly exempt from Ftderal Incomate tax, and
1(H) lip aOntl It any, by whilh flit eltduetloti for dela'tloet txea'eals the

atiouit whclh would be alhowaible If oatmnled without regard to discovery value
or to pI're'titlge deletli , tder sNellon 114 (b) (2), (3), or (4) of cliatpter I
or it correspondintg sect'ion of it later ]velttue Act : anditli1-

"(I) tlhe cash, and ltho fair market value of property, distributed to slitre-
holders,

"(II) the 11ittno11tat (ls.allowad As a detllon by scteto 24 (it) (51) of chapter
I or it eorrnsiltmoitig p 'ovisioolt f it litter ,ilvet'e Act, alld

"(Ill) lhe ext'eos of tile edetltlms allowable for hlcoitte-tix ipurlost, s over
Its gross Income.
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"'ho adljustiieotis provided Il tits imrtgrllib slhall lie made for each l llie.
tax taxable year included li fle threeytear perhotl from lipe dfto its of which
flip villie wals lect lredl ice the, eel0cill1 for tMe el e1 rlt lin yeair to) tile v'ioeee ft flit,
last Incomine-talx taxable year (-filing with or prIer tot the close, of til, yeari' for
whihh tile tax is imposed by this section. 'rlth Iiiiulict (of sch aljustmlt for
each such year shall be conmpted (oc1 the bais of a separate return) ae'ording
to the Iecome-tax law appelicialeb to sulth yvar.

"(2) Forcign corporatiofi8.-'or cach year e'f aiiy threo'-yeAr px'rlod subst'-
(titent to tile de(,laratlon year, tie adjusted i herd voilue i tit, eut,' of t
foreign corporatlon siall ie the vihlue dechired i le ot rpellr for the declaration
year adjusted (for tho sain Ineome-tax tnxahle yArs its lIn fle (se of Ac do-
mestic corporation), In itccordinve with reglactllis prescriled Iy the (lolnmils-
sloner with the approval of the Secretary, to rt-flect Increalses or decreases in
ftie caltll employed lit flit' Iralismct fiol eit Its uleluheiess Il fice' United Staites.

"(e) Corporatio. in htnkividll (ifr recdecrsh'.-Tho uapitelstock tax year
begilmIng Wlth or within an Ineone-tax taxable, year within which bankruptcy
or recelvership, life to lhisolve'itiy of i domnestic corlseration, Is terminated shall
'onstituteo a de i'lratitn year. iln such c'*' tit( ilicJstd deuchired value for aty

muebse'qtiuit year of flet' threvyep-,r prIl sial I the eli'ternitd on tlie inesis of tile
value declared in flie returned fr such eheclhratie year.

"(d) Credit tot 'hina T'rade .1t ic)re'ectlthuc.-F-lor the 1tirpos it of the fax
Inosee'd by sectlont 12M ) there shall he Iillowehl tli.e east- of a ceerlore tlon
organized under tih( ChIlna '1'rad Act, M2, 42 Stilt. 841) (U. S. (,, Title 15, C.
4), as ii credit iegainst tit adJusted delared valike of Its capital site'k, ftn iimouift
equal to tle prolportoc of such adjiisted uiecliireed value wlihh ilil, lvir vale of
tie shares of stock of flit corloraIfil, owned onl the li1st tloy' of the ttixal'
year by (1) persons resihent hi ('hilim, fte United States, or possesslons of the
Ulitedl States, aid (2) ilinlviduan 'ltl lzeis of lice UIfiite ltate's or (')hi wherheve'r
resldeiit, Iears to the par value of the whole niuniler of silres of sock of flit'
corpoation outstitnling oi slith cate. For lit purpose's of this muesection
shares of stock ofit eorliorAtlol slitll e COishhred to lit owned by te perseOl
it whon tle tqtliable right to fit', IIneino fron eisch slire' Is it good filth

vested .and t el lsee I ths slsectilli, the ter il n shah he afluteno
Ietelning as when lsed Ilit e ('lCia Trade Act, 1M22.

"(e) Additional e(celarutioll ica'tr.-iit lit' es" cit ainy lonestic( (NorpolthtIto,
thee year ending June .30. 1139, andI the year tieilng June .10, 110, shall each, If
!ot otherwise a declrAtioi ypoul', cn-t itulhi' till idlitilinal decl'Alt ieii yer If
with respvet to tich year (1) flit teXIyer so elects (which lr'ctlon CaInot
it changed) Ile Its returnf ffed before fith, expiritiolit fltit' sta tultery filing
lI'ri or alcy Aitlorirvecl extcensiein thert'of, iil (2) fh value dclchired by the
tf1cliyer is 1 e-'ess oft 11t adjusted dclatired' vilu' ceoliepte'l cller paragraiph
(1) if Htebsect ion (bi). It, ile'r tils sulcsethmle, flt' year enlicig ,Jlune 30, 1109,
Is Ai clehenet ioll yar . the cepneiclatmleci, under j|crigrlch (1) cif selesect ieie (1c),
of the idjluit]h, demlarevdi'ii1ie for flie yv.ir endlihetc JiIe :30, 191), shell lit, made
O flee lii sis of lhe vlile declnred for le ye'ar eidlling ,litle 890, 1939."
Ift I.ml slsu sted thit fhl, Sectioii lie nile'iel'iI ley striklig olt setlions 102 (a).

12112 (b). 120'2 (e, 12012 (e) id smb-Ailtiling thel fle fllowlg ltegillge:
St:'. 1202 (a ) 'Ilit' declared value ci t 'le cliltel sloc'k of ic erporailon shall be

lee' vlu iee uq dlecAreel icy fle cerlioritl hin ic Its return for each el year. I'lle' vilihle
decliahreel by i 'orportoe i I I i',fr01t1 oach y'ulr shlll Ise a's c ' lit, close of Its last
Iliet'ciine'.x flblth yvAr e'illulg with if peori to flit' hcloe of te year fir which
eNecch returie Iii fli'( (or ncs ooff le li(, of ciuteizei lon Ii the c'aise of corpeorations
having eo hile.oieee,.fux faxble year euch cg with or lielor to flie elose of such yeair).'

Tlie sole effect of lice aooltloll of Iflee icove ilemilneln" WOl' I(' to allow cor-
poi'e lon tt de'lare fill value of tlec'ir ccipeital st(-'l Pitch ypar iesteld of every
third yc'tr. ']Ie wuild neot onily slieclllfy the'p clietctalin of file On'ittfIl stock
nncl/or flic declrel valie exces, leroflis fax hit w(nild iilvo olinhcafto a great dea
of tlee, uIn'ertiihily which Im forced oi texpayers by fie provislo of itle prese nt
law. It Woildel eol serlonily rehice th( reveiuie.

Tht, jersenc 'aiital stock fax, tco-igtlcer with its collement, fle decirel, vihlle
'xcem -proflfs ftex, orIghen ted In the Nationail ndtlistrial recovery Act of 1193. (sees.

215 aed 21(). I'tide'r flit' Irovlslonwt of thaef ctl, a fax of $1 for aclh $.000 was
Ilpopsed Ilelt) the' vlue of the' cplital stock Ias declared Icy th( corlorelln. An

' Aq n recilt of thfi Aener'icelt'nt If Weill brenme apec'issury to sietil'titete' fip' I'hricp "do-
,larel vih" for hp pliree "niltited ,hclAred vnltip" In se'ce'. 1200 nnd 1202 (dl nf we'l
aot In cee,i f1 ned (11 (wihire ileh phrne, It ltiel| In connection with fleh delhred vtll

i
e

t 'll. It woiile ii lie femisnry to cleetge ft ircief numer of Pre. 1202
fit) tosmec. 1202 Mb.
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:xt sproflts tax was Inlio0stNI (m all income In excess tof 12 j'rvent of the fl -
tured vtlue fit order to lrsveiit it corporitltio fromt uiitervililihg Its stock. 'I'll(

!"'(liile 1 'i1iii io Colliillltt' Itepltrl (V7d Cong., Ist se.-s., H. ilept. 114) tated tile
tuaxlng w-lsch e it I e"e worilN:

"fi1 orde-r It) voId ,ontr oversy as to tht vialue oft lhe capital l sik the tio Ig l-
jowtd ol the f ivillhe tewllred by the( corloi t oi. A renontible viilto, Is, l wever,

oltlurcd by lnicu (of iI -x'evss.protils tax ipissed by sect ion 215 al( based oil ith
Itlhlt hun (it tlie li( Ic Iltine t flie voi'rlotlitt to such declared valte."

|/nider til' IIt of 1133 lio piovkioij its itt for rtilecii rlig tilt VIncI( (of tit'
topltai stock. After filie first dt'ilrt bon yeiir Iith taxalIe viihte was to h,, deter.
milled by tdllig to (or subtr iletling front tie orlgilll tlilired vllllte any ililithlbis
No or witlriwils fron the' capital (If the corlrialloi. As siled In the Seaittle
Finance (ommillt tet' report (supra) :

"A value tinve hiaviig becen declare, s u uiit' lutiemy not ie milbsupltly
chattged exet'pt for bomi Ilde cliii iges in Ii lit capital mttiiet ire."

The capital stock mlid excws-Iirollts tiixe's were relhil)sed It the Rtevenue
Act of 19,34 (sec. 701 id 702), and it new declaration if vile was 'rilitted
for the first year ider fite new stattlttt. however, ilIer the terills of tlhe
110-4 net tlie vlhue (if tltt' caltitl ltock is declarelit ile first year under that
act could il lit' ehanged li liter years except for special cingts it il the
clllil s utruittre of the corporation.

Il lip Reventue Act of 1935 the House i)rol)osdti to Increase the rate of the
xeess.prothts tax alnd reditce the ext'npthlo fromt 12,ei percent of i(, adjusted

declared vailup of'the etipital Mtock to 8 pereelt of suc1(h declared value without
ilowing it new tlechriitlt f i ' viilue. The Seiaite refujstd to agree to tlil, how-
ever, an(1 the statute is missed ernlltlte( new leclrtlton of value.

Alllthiugh three new declaratliot years were allowed (uriig the first fl years
of the capital stock tax, It was not uitll the 1)38 act that ('otigresm Inlorpo-
rated Into the tittlle a provision Iteritlttlig a ierlodle reltl onllhin otf value.
In the Revenue Act of 11918 (se, 001) congresss provI(ldl that every third year
(innglming with thet year eidling Jlite 30, 11M38) should bw a declaratlot year
It whIch ia coroirltlon could dtcliire a Itew value for its cnplltat stock. The
Seniite bill provid'd for it redecitrailoi every 2 years, hut tlhe 8elnltt receded
Ili eouifereitce aid approved tlih three yeir period. The reason for ollowliig
perlodle redelarallonis of value was stitted iy the Ways anitdl Meamus Cotmittee
I Its report (Mll (oig,, 3d seas., 11. Wllet. 180).

"Uider tilt 1135 itet, us8 imuende'd, the valuat itt fixed by the corporation nmty
not be chliiged for Jilter year-s except thit adJustimets (or later years itre to
be made as Increaise or dtecrease of corporate prtoierty occurs. Iin view of the
chilltiging blsilless etlitlollS to Which bullhleSS Is 14ubl1ject, It StetnlS thint suim11e
opiort unity for revihuttiloit of the clpital stock it reasomltle Intervals shtoutld
lie affortlt'tl."

It was found, iotwevetr, litt file "'laigintg buslness.- t'ontltlols" referred to li
the toliillt' rt'l h)rteti iigted fiister liltitiijtmtt'altd, so that thw :.year
Iiitervail betwtell d lorittlois was too Ihig. Ini tIe lleveitie Art of 10:,9 ('on-
gress rectgilreti this fita li allowed c(tirlsortiiiiis to reelu re upwiirds lit both
19) and 11)40, which werts notdeclirhtlo i years iecordiug to the ltevenie Act
of 1938. The it, eretary of the Treir' iilp pred before tlit' Ways anid Mealls
Counillee oil Miiy 27, 19319, and advocated the reli'al of the capital stock excess
liroltm talx ol tlh' ground thant It wtls a "itx Irrlitant." lIe sl t:

"'ider the pre ent law tlie eapital-stock tax Is lased uIplmn decla retd enlltal
4tock value which tie txitayer imaty revise every 3 years. The declared value
may lie ailly figure that the taxpayer desires to s lilt, regardless tf the actual
valhte of the stock. The exeess-ptrolIts tax alpliies to profits lit excess of 10
percent of sucit delared vahle. The taxes are thts not really taxes oil the
value of capItal stock or ol excessive protlts, Their major defect In thnt they
operate very erratlcally. The tax liability they Impose delends o1 the tix-
layer's alillity to forecast profits for the inext 3 ye'a(rs ias well as llon the

amount of prollts aetully realized (Ilrilng each of lhe years. Joreeaits of
earnIngs are liartllehtirly dltllcullt to make In tlie ease of Iew businesses anid
these with llstiblth InIcolles such is the capItal-goods Iiustries, with the result
that taxes Iln.oset oil tch husu messes ire at tlnes Inordinately high."

Although the comnlittee deehiled to retain the tax, tie sf0tatte wan amlen(
to allow a redeclaratlon tipwards In 193X9 and I190. This actlotl Is exitllhlied
hi thie conlittee report (701th Cong., 1It sess., II, Ilept, 855) Ini the following
word:

"As the mani hardship arising from this feature of the fa. law Is due to the
faet that a corpouraolu Ion 1t.able to forecast its profllts accurately over a 3.year
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period, it i iilIived Ilhat the situntilolln i lie reitnedled by livriIlttilig these
(orlltltns which de-lared i too low valliU for calital-stock tax iltirpos to
linrease such value fltl- the cii 1)1lli-stoc'k tax years e(lling 1111v :10, I19111), and1(t

jue, :1), 1110. This will jl'rll|t corporltiOlls that have li(ceit Ill11tlile to forecast
their profits aecitraely to lie relieved (of i Jlrge exces-prolfits-tax Ihilility for
the excess-protits.tax years ending after Jutte :10, 11131, 11IJ Jtnie :it. 1lJ I, re-
specively. Si('e (oirratins a4tre eititled to) ii new ile.litrlit hut for the laliltatl.
mt(k-lax year ending Jme :10, 1)11. t his dcclaratlon will a ford flien relief
front tiny lt rls , a ig from fIt u tndert't ininite oi irolft -

1 for tit |zi f a :|-e'iir
I4rhll."

Front tlitl review of tit, legislative history of tie caltal stock-excess proilts.
tlix, It i seen tiat, is ii prih'lval nttter, during the 1 1 years of this taX.
tero latve been 7 declralltt years. these e new dleeiaratioins have been

permitted foin year to year, not according to iy itelllgent, well-eonsideredl
pln, illt Iecall.e of economic factor. which could iot lie Ignored without .rat-
Ing fill iiJustice. ('Cngress hin recognix,,d tht necessity of permitting freflnet
redieclarations of vaiue, hut tile limid-to-tnouti clatracter of Its recognil~in has
snuidetCled taxpayers to great incertalinty. Why would it niot lie itore senslile
to recognize openly and deliberately the nettil sIt|inl bt tid the trite lutrlposp,
of tile tax Iby Ilkilg a Specitic stlt utory pirovisihn for yearly dechlarationl?

As the S 'erelry oif tie Treasury stated in ills, aplpearaice before tlihe'a
nMl M\eais Co1nttlltee oil M'ay 27, 19:19), the capital stock-excess prtllls tax Is
neither a lax ot f lit value of capital st ok nor I tax on exesst profill, it
effect, the lelx Is itItmiel lil t the cillitllyliation of a taxpayer's gues its to his%
future income. ilecatuse of Internathnll codito ndhilts l( tIIt defeats( progrlli,
business at tile pltetltt filie Is faced with iieortaitnty to a degree 11)1nr0il0le41

lit reelit yeitars. Unltder tiiese colditlilns, eveni hlrge alll] well-exti .his id (i'ol-
Isrfllons tire whilly unable to tmke tll ticeltrate forecast of liheir earnings 3
years hence. And for it new corporionbal or for the small or lltedlutll oized
evrlOriltiol whicli Is cadllt iit to emttnrk (tilt i ttew enterprise. i forecast even

rlll)roachihg nctieurtty Is ulterly Il lssible. Huei it corporationn ]tl no woy
of knowlllg tlitp extlnt ii wiichh It will Il Plilld 111911 to Itrilele)Ol ill ilhe
d(eft'im, progr-amtt. It has no way of Iittiipting the effect lil IIfs earlilligs of
priorities which are iow lieiig pitt Ilto Ols'rititaltlit Ilhe litlereNts of litfollal
defense. Nor lles It have any way of knowlg what will Iappl'n to Its Iuhiilt8.
Ill the event of a stildent cess.atioll of hostlits liihiaroad; i decliratiotn of wttr hiy
or igtlist tit UtilteI States; or even the effect of future tixilng stltutes, Fe deral
or State. All these ftaetorm coming to make it difficult for a well- taHIliltledl
butsilness, anll Imol)ossille for a new bustles., to ntake all Intelllgeint fiireeast of
Its. earnings 2 or 3 years lienee.

It the Seinate lhiiine Colmittitlee report on ti(he ltevette Act (of 1193-1 (7:d
Cotig., 2d Fe.s., S. Itelit. 558) tlhe Itrlose (of ilie declared vihm excess-prolits fax
was descrilhed ill follows:

"Tit( pirilmary ittl-pa-e of this tatx i.4 I, ltltt(ce clirlittl fi llllhtllitl lally
to declare it fiilr valutie for lthelr olrporlte slotk illider sectlhn 701 . The rate
is 5 Ip'lv'eti Oil -iort lhlt of tibi Iit',I Itl('lllt In excess of 121 Ier(entt of Ile
ntdJhsted declared vlui of fhe stock of the co-oronhn. The s eoitdry olijeet
of tin' taix Is to Suliject tit a Sltmewhllt higher ilte of i ltx iIorllt I profits
which It re out of lopoirton o ttil ('apitll if the v'orpttitllihit."

It Is see, Ithertfore, that even fit Its hlcetptlo , lit' de('lared viiitl exce.s.
prlonts tax i'ts 1t i 1) I14ch a lt tx on ex'tes prltits Its It was lilt Iitihlicittent
tit tf llr (,hi-ll h lll of viite for i-aplil-slitl u-titx plirlu ses. If it Is im uything
exceptt it pelitllly lfor ulli'vahtlo itin, the declared exce-s-proflt lllX was anItd
Is II lit alx lil ililXImh'h-tl lrlofi s l.itlher 1h1lim l'xtesN profits. A eorlrNllrlit
(,fii en rli lliy rate ot' ift l i 4I IIits titil i '1it0it iii hi o tll tut belig Subject to
fit'- dehlrtrd value excess.-Irifils tax If it inllt tlntiilnt this profit mid declTire
tliea v otliii, tif Its ceiltitli stuck ctoii.rlngly. It is ollyl fie unexie'ted profit
wich i are i'ealclled.

Whittei'vt'r iie',ssiIy there vis I n 113-I fir it tax it) realh lxlcss prffils, there
Is stll-rly it- mh ii-'essly n lt it ' t esonlt ilhli. The'et IN flow Ia real xicss-
lillilt. h it. intpsllipsg ii t i. ll tilt (vm'visveI 'l irIt ohl hlti't'd litllitill. ('Oll05-
fmiilly, lt flit- preenlt llic. li(, only c'uti'elvtile piimrsce (if li( declared vtltit,

x'.Nvcs-,-ll, fts fax i4 to preveit il (orpltlloii hrn flot itlervihlilig Its t tck.
If lhe i411y ll ibhlI is m' of I Isuritg itI fil- devh rulltl of vilii' It wotild
l11i ilhi t'll th is ull Ii, be tidli itill hitt IiiIre fiolhly a ldttimtre prii sely by llolow-
-ll it l c poil ifs l ulill l t rei-n illi t Ii llii.les ii lillh n 4,111 yar 111o41 hut1e e it
valll 4111it II ca.plilill stoh, If fl-, blsi~lll,,s colldill lsl l 111.19 Wve, .so 1lll,'rlailll
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If.- toop 111111 Coilgiv$ I it) Ii W (d'1m iilu 111 Ii 939 31111 111.10. si1F3'13 I33'' 111.0

$IiItl'i11,1 lillt.Fli Iii ilow fi mak 31131 Ipijtiveth I Imu I l it pro 31' 33vidle 5131"
''it'ell ballot lia55e31i (fj331il ill'i113~l (f viiiil ltt0i3i1311 l Vlil

is 11133 it s11311 or ree$5l (I V 111 ' illit rusill1. It 1Is 110( I*11 Id frl i ha soit' J vart

(f life reviileijo' ob1 3dlu ine from33 life caitl sN t itot mid ii lroil inlu excess,$

prollt$ taix resuilts f-f41131 1Il u.$v by taxpayers'F$ s tol filture ean ings. If tax-
paye~trs vouhi rvdillr itevy'F yt311' Own'Ft woldl lbe be i tF 3 gues5sts IlIld lv13011(
less re'v.'nti. bi wever, cts('i1511~g fte F"edIeral tax iiIl-y 3t$ 1t whole~t, filit
%vv 013SIlit loss5 III revtillit' it'cli Iiilglhl resiI froiii uilloii g yearIly rleviii Ill I11331$

fvilueiv iitlild lie Il3IF3 1113111 iffsvt biy life t'llinilial 1(3 of fit(- IrrIitating mier-
tal f ililthli 1xin1tlye Ilirt subjtli under tht prlesent law', all(tI e u1ie'ijilIlies

*iIr taxtxionii wi'li resultt, .%ll success$ful taiixng sin31t"4e rteiFL53'It it ievisouiilile
comp1jromlise' between''l rt'vt'iiue for 1' 1 0wer'1111e11t til fit', tilet) 1(] 111111 falr-Iivss
to taxflayvrs 3o1n13 fil ter. Thle In1torale tiIliceFI3IIty Ito willeli f 1313131$
pa rtlculu ny netw corporatio1ns11, 33it-( sulbjei-e (' ider thle present liaw Is 1111 out1
of lroplim to)1 flit,1 revenue jiroduceil uinger flip law. C orporat Iins Wh113h love
alike fit Mph va'I3 iijtitlizain 13111 3113 (rnFlligH are stilijiti41t to grelyII 3 vryIiig taIxes
(13'Jefitllng 1illl11111(1 ituk of (lir oit lollsn1 fin for'ecasting (Ilit' veudil113311. If
lmilllI rt-tie'rli 1131 werte Iilli ted, most (Itfi, 11 e viFiiil uiiitl iivotieIts
%V%.o~l (ll$33111ll' . ithIllill t113 Slgh f11411ec'rll$3 Iln T('ve'1114.

It should13 not1 lit' ovlmo13kt't, moreover1t', that 113 th(e(adoptlon (if annua131 ltli earllm333
of? itio iii' V(31 grely3 1 sli 11)1 '3 113 filp cileoot lof th 111' 333111l-slo.k taix 131113 fF3 311

13II'. Ioi3 for~ v it' of le3'3 Ivmn ~ lt ,ulJhi,(I froml fit't vont lou' vIlH utit fi( Ft 11331

year IFs comp1111utd by nI(j11341 lg I it'% deltared value for1 retlut'l 013 from of- addl(.
11311$lii too tsl 1 (jl T huI.'llise tl11iI1lgl' III ca111111 $11trilt'r III*(- o3fet'l ('
131it-a t't . 1111 lt3i~llivii Ily I3Ft'5t31 Il(jul'5 if333 forn litgto 13011333 31111lisili I betw ltl
filt Inpael an 11tF113 It' I lured1al ii t initernal3 Ib'velnIu'. 'Te IIIvi'sI Iy off nIt k I 311
tis 1li3v'3ved 111111lI11)11 o I f tI)x Ilhjhilty iliitts Just im131ti' burd~ten o1i tx-
paye'rs w~ho already mustIt sp01141 it great (1lea1 of tlie ilflt monley t'031311 utg Il'icr
fit\ liability iuder other taxing staitutest. Mlany tilmplyers comlplin~ more about
1til diffilty oif compinlg thi'r prF3er (lix 11311311113 111311 about1 II( li' i loull (of
1133, tax. Thpui lifllojti1331 of tit' (- 13$t proposed 1311313il-t to tlit capjital1 stock laix
laiv wouldtl 11 only3 t'llIllinalo fill ControF4versty 118 to thet iltIJII$13'tl teletd VilIIut
but wioultd relenit' for- mor~e prodluctive work flthe1 and eiii'ngy (if (-trporalilon
t'x4cillives who l]to\%' Spend13 too 11111011 t'ftol 111p'FIly elimljuiing tile Ilix IhthIIlI1y
of their cotrporationslI.

ANtIally of thle luieIllius oIf the Ileilt law appl (o)11 Iall corraions331 alIke.
Hotwetver-. us mnione p310 Irevio3usly, Iit'- 1)r'eimt mla It pal ellirly ha rtl onl
newi'. ('ror raFItion~s and1( 0131 corporiF~tons brim3lihig offto new1 lt'ilies tof business.
'fill large find( wt'Ille5111t1t'le tlrporaliou hins ai long experFince from wicith
toi tdraw Ill forecaslilg future eanliig-; for purp~os of( valiig Its capi31111 stock.
WiIle' It 111333 bp vtery dIilfiult e'ven for 31 WeIli'ssllblshetI -oljrora13i11. fi iewtu
of till- raidJIl~y chliin~g t'(lllt' cond311itons4, fit leaistthIlere 14 some13 basis1, foJr
minlg tall liti~ellgeiit gtutss. fit if 11a3' (3)1'f it ne0w blusliuis however, ltir3' Is
n13t ('veII it buslu, for3 it 143105. %iulI t'e pl'ill ls for it1)had guess tir e great enougli
to Iii j fir set'i3311$3 thet Ilialtvtl uvorkbig capital3 Io(f 31 new~ 13is1113's$. It Is Sull-

Ill11 Ilt, II3'(,3, 113331ore 11h1t this 3 13 33llll fi 3ll tI 311)33133tol 113313$ 13311iet removted't by
ait'1131111g Ill plit' cat'p'l I ti )11 1 itk foix 113w 533 31$ t(o allow amima3 tdeclartn s 1

'[bert' 1$ 3t furtrll' conidet1ion 1311 hii 1$ probablly of less weight. 1Molly
blisi1l113553 tol33 Illisl slit'5531IIai'v lel iig toffe Ilt't1 111331 13 tx13 3( lid r 33j)3firt iois (Ir
('111Cr 311(lion i\\ w111l 31111 3I1 iv'is. TIhere IF; at Ial url elllotlitc 3)11 thte part
of corpora~i t' ditlo( Ii ( risk (lip'(31)11 cap 11a entusted i) Ithem If.\ their slotkhldors
Iit flew veit'lllres. 'i' llunta1inty (IF b3urde1n of 1t1is lox maly wellI be it fuctor
Avloch wil NvegI wt Ilg ail 31411151(131i1s oI'tNlf itol, exison siit'133ly after .)title1':10. 11941,
wh'en tile t'3311131[5143k vait' will linvt' bete'n delaredIF't 3313i4ll(]clilot liglalil lop' dct-
clared for :4 years. Tliere' should lbe, tilt the vt'F3 Ieit~. the olipw'lliilty to
iliet1 fiii' vali cait' 3 y1ear(3, 31n13 t) reilttlo re It'e villt' atl 3-ytiir intervals.

'Flirjnt pena1liesC fo'r hadl~ guessesC~ havle no lililO iIl tix ilws N vam3 rl't013113Iize by oncres. 1i1
iing the excesti'?81rol is tax lalitn1d ioins of 1311., Volider 1133 prlior Imu it corploral ton wns

3013(3 b y Its' first section aim Io the mlethodt o3f Coil) 13311 lg Its3 exrismprofils la x cro13111. 'Fle
proviionim 111I Iildedh'3 No1 f v lint lh ax I is 11133 on tile noilitoti wh~ichi shliows thet I'sstr amiloun~t
o)f tlox. Ifil lii.31 lv111ii 33Iig tilie penit y lIposed o13 c3Irjor itiinm miing llliitl election.-#.3
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T(Witle industry--tc inum

Net income
Yearl": (o0oumn t tcd) Wear:

I 19 ----- ------ $Z211, 966 1030---.
1121 -------------------- 137, 910 19,31.
1 1.22 -------------------- 415 , 716 1112...
1 V23 -------------------- 491,567 19 3__
192 ................. 128, 824 1934-..
11 P25 -------------------- 29K 8-t2 19M5_.
1! 20 -------------------- 119, 4,°,5 1.310 1-1027 -------------------- 20, (1M 1917-

19,-8 -------------------- 106,121 IIX ..
110 -------------------- 160, 905

R fed figures.
Source: Statistlcs of Income, Bureau of Interal Revenue

Collon.goods )i apttiactlurera-tict Income

Net income
Year: (000 omittcd)

1910 1................. $104,813
1917 ......... 7... ..... No dlai
118 .------------------- 213,747
1111.-------------------- 3M, 91)5
II120 -------------------- 110,456
1121 ------------------ 52, 240
1922 --------------------- M2, 03
192l -------------------- 103,1 40
11Y211 --------------------. 9,w
1925 ------------------- No (ata
126 --------------------- 9, 0Oi

Net income
Yetar: (6o omitted)

1927 -------------------- $75,812
1128 -------------------- 10, M2
11)2 --------------------- 2, iO17
1930 -------------------- 11,507
1931 -------------------- ( 356)
1132 -------------------- 53, 6M
1033 -------------------- 31, 88

S-1.--------------------- 8, ,114
1935 -------------------- 10,201
113 -------------------- 37, 603
1937 -------------------- 40,46-

a Red figure.
Source: Statistlcs of Income, Bureau of Internal Revenue.
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The CHAIRMAN. Alr'. R. C. Rolfing.

STATEMENT OF R. C. ROLFING, REPRESENTING THE NATIONAL
PIANO MANUFACTURERS ASSOCIATION OF AMERICA, INC.

1Mr. ROLFINO. Mly iale is R. C. IRolfing; I am Ipresident of tile RIu-
dolph Wurlitzer Co., of Cincinnati, Ohio, and president of the Na-
tional Piano Manufacturers Association of America. I have ' brief
statement, Mr. Chairman, that I would like to read.

'1l1e CIntRMAN. es. C1a1i you (10 it in 10 minutes?
Mr. ROLFINO. Yes; it will take about 4 minutes.
Mr. Chairman and gentlemen, 1. I wish to say at tle very outset of

ny brief statement to your conumittee that the piano matifaetuiers
otAmerica, for whom I am speaking today, are conscious of the state
of emergency which exists ill ou, country and that these imianufactur-
ers are desirous of carrying their fair share of the burden which the
people of this country must bear. Although I represent the piano
manufacturers of America, what I have to say applies generally to
tle entire musical-instrument industry.

2. Our industry, as you gentlemen no doubt know, is small but im-
portant to the N'ation as a whole. Music is as ol as the hills, and
people through the generations have learned that they cannot live
without it. Music and musical instruments are not luxuries but im-
portant necessities to any nation at peace or at wilr.

3. It probably is not necessary for me to plead tile eause of music
and its effect ol the lives of any five, intelligent people. Our na.
tional, State, and local governments have never been blind to this fact.
On the contrary, they have sought throughout tie entire history of our
country to encourage music and musical education in a variety of
ways. Educational nstitutions lave always been encourage(l 13 relief
from taxation in its various forins, andI no one denies that musie is a
part of our general educational program. Likewise, it is an important
part of tile religious life of a free people.

4. Furthermore, you and I know tilt tie appeal of music is uni-
versal. It is not merely for those people who can afford it or who have
time for it. or who hav, special aptitude for it. It is estimated that ill
1931) in tile United States alone 4,000,000 children in public, parochial,
and private schools, and 9,000,000 children and adults outside of these
schools, were playing and learning to play tle piano. Tle existence
of thousands of music schools or music delpartnilents in lublic and
parochial schools, choral societies, community groups, symphony, con-
Cerr, and band or orchestras certainly lends luch force to what I 11n
saiing to oti today.

5. Il appraing tile broad subject of music, it. must. be remembered
that a large proportion of the buyers of musical instruments and pianos
conie from tle ower income gro-ups. Many thousands of these people
who work ill the shops and factories and oil the farms of this country
deny themselves comforts, and even what we might. agree are necessi-
ties, so that, their children may have the educational and cultural ad-
vantages of music. Iln (oing so they are not and they do not. regard
themselves as induilging inl luxury.
6. hl ere is evidence to show that the Federal Government, through

tile War Department, considers music essential. The mnimeogrphled
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forms of advice given to selectees by the draft boards name those articles
which may be taken to camp and those which are prohibited. These
forms state that "musical instruments such as guitars banjos, and -o
forth, should be taken." Likewise, there are in the krmy camps of
the Nation today literally hundreds of pianos, most of which have
been purchased by the service men themselves in order that they may
enjoy music, which is so essential in building up and maintaining the
HImora,1le of aly arilled force.

7. According to the Department of Comnnerce (Census of Man-
facttring, 1940), the total value of musical instruments, including
piaos, produced in 1939 was l31,000,000, of which, roughly, $20,000,000
represented the value of pianos. The 1940 figinies are not available,
but would probably be slightly higher. '1he proposed 10-percent
manufacturers excise tax ot musical inst rents fil(] piano sales is
estimated by the T('lasiry to yield no more than $3,600,000 annually in
taxes for tle Federal government , or about one-tenth of 1 percent of
the total amount of the revenue-raising program of the Treasury.

8. Much has been said and written recently about the l)llenomenal
growth of the l)iano industry luring the past few years. 'True, there
hits been a substantial ilicreaise in prodtictioin due largely' to the increa:'V
ill employment during tie past few years, which hIts permitted thou-
sands of people of moderate means to acquire a piano so that their
children nitty nthavo the advaItaigr of a musical education. This in-
crease in l)roductioni was also due, to the ingenuity of piano manufac-
tittvrs in making smaller tind better plans at lower prices but, even
in 1939 the indIustr, pro(luced only one-third the number of pianos it
produced in 19)23. wlhen 313,000 pialios were made.

9. Please do not. misunderstand ie. I atn not suggesting that the
imposition of af 10-percent excise tax would Cottt4letely ruin the piano
ld nmusical-instrument business, but I do say that it, would be a step

in the wrong direction, and one that certainly should not be taken at
this tine. nlte amoumit of revenue a 10-percent excise tax would raise
is only a small fraction of I l)ercent of the total amount of the revenue-
raising program of the Treasury; but if in the final analysis Congress
should conclude that pianos mst be taxed, then I would uIrgl-o upo
you the desirml)ility of imposing an excise tax of not niore thal ti
percent, tile same Its was imposed by Congress on February 15, 1919,
after tile first. World War.

10. In conclusion, gentlemen, let. me say that. in my judgilenit the
proposed 10 l.ercent nmanu ficlturers excise is uuidehirable (1) because
It lprobably will not l)roluce the desired revemie, (2) because it will
do serious damage to an industry which has its part to play in the
life of this country, and (3) because it will impede the l)rtwogi-'s of
Musical education'and culture so necessary to the people Im tines of
great entergeneiy.

11. Music in Great. Britain has had a magnificent part to play find
its practical value in times of great etmergeicy is considered almost
Priceless. Let its not forget, tFat tiational (lefemse deniands music.
rIe support. of strong public morale at this time is as vital as the
maintenance of nat ional-defense measures.

The C!ATICHAN. Any questions?
Mr. ROLFINO. Mfr. Chairman, I have just one short matter.
The CHAum ,-MN. Yes; all right. I thought you had concluded.

919



920 REVENUE ACT OF 1041

Mr. RoLviNo. I have with that part of it.
As president of the Rudolf Wurlitzer Co., an individual manu-

facturer, I would also like to offer an objection to the retroactive and
discriminatory features of section b49 of the act which taxes in-
stallment sales entered into after July 1, 191, and before the effec-
tive date of the act. I have prepared a very brief memorandum
on this subject which I ask permission to file with the clerk of the
committee. I request that this memorandum be made a part of the
record of these proceedings.

(The prepared statement of Mr. Rolfling is as follows:)

SATEXENT OF R. C. ROLFINO, I .IDENT, TIM ItUDOLF WIJRLITSFR Co.

RFROACIIVZ EITECT OF INSTALLMENT SALF PROVISION

Section 549 of the pending revenue bill (see p. 56 of Senate print) imposes
a manufacturers' sales tax in respect of articles sold tnder installment-sales
contracts entered Into prior to the effective date of the act. In the case of
articles not taxable under the law In existence on July 1, 1041, the tax is
Imposed on such articles sold under Installment sales contracts where delivery
of the article was made on or after July 1, 1911. But such tax Is Imposed
only In respect of installments paid after the effective date of the act. (See
subparagraph (8) on p. 57.)

The practical effect of this provision is to impose retroactively an excise
tax upon sales made by manufacturers under contracts entered into in the
ordinary course of business on or after July 1, 1941, and before tie effective
date of the mct.

To apply the tax retroactively is directly at variance with the policy ex-
pressed by the Secretary of the Treasury In his statement before the Finance
Committee. (See p. 1 of unrevised print, part 1, of Finance Committee hear-
ings on H1. R. 5417.)

Manufacturers who have their own retail outlets have, in the regular course
of business, entered Into many binding sales contracts since July 1, 1041.
Those contracts have been made at a fixed sales price that cannot now be
changed. Yet, under the provisions of section 549, which never was publicly
disclosed until the bill was reported to the Ilouse, the few manufacturers thus
affected now find themselves faced with the imp niltion of a tax on contracts
already entered Into In respect of merchandise already delivered months before
the effective date of the act. And they cannot collect that tax from the
vendees.

The Inequity of the situation can be demonstrated by ilointing out that wil. 'e
ales have been made by a manufacturer to a retailer-say on July 15, 1a1-

and the retailer then sold the article under an installment sales contract to
the consumer, no tax is Imposed in respect to the installmena pald by the
consqumer after the effective date of the act, even though the contract was
entered into prior to time effective date of the act amd after July 1, 1911. But
if tle manufacturer who happens to operate his own retail outlet makes a
similar sale to the consumer on the same day (before the effective (late of tile
net) all installments pild by the consumer after tie effective (late of tile act
bear their proportionate share of the tax. 'rhe tax Is, therefore, not only
retroactive but also highly discriminatory. Thi few manufacturers who sell
direct to tile consumer are heavily penalized, the large proportion of muani-
facturers who sell to distributors or retail dealers are not.

It would be no solution to tile problem to inimse a tax liability on the vendee
in such circumstances, because time burden of the discriminatory levy wouhl le
shifted merely to another class of taxpayers who are entitled equally to pro-
tection against retroactive taxation.

Morever, complex questions would arise In the case of succes4ive and
multiple purchases, some taxable an(d some no':, but all incorporated Into a
single running account. The problems of adm'nIstration would multiply out
of oil proportion to the tax Involved.

If the intent of the act Is to reach contracts for future delivery fit order to
prevent anticipatory buying, then the late of deliveryy, not the passage of title
under a conditional miles contract (which Is purely a security device), should
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he the test of taxability. Something of a parallel situation was presented
under the 1032 act, wherein it was provided, In n section directed at executory
contracts, that If the vendor could not pass ol the tax under the sales contract
entered Into prior to the (ffective (late of the act, then the tax should be un-
posed upon the vendee. (See see. 6125, Revenue Act of 1032.) In order to
further clarify this provision and to prevent any inequitable burden on the
vendee, Congress, oil June 13, 1932, 7 (lays after the iressage of the act, by
Joint resolution of June 13, 1032, provided that if delivery were made prior to
the effective (late of th act (June 21, 1932) tile tax should not be collected.
This still permitted collection of the tax in respect of deliveries mnadle after the
effective dihte of the act, such tax to be paid by the vendor If, under Ills contract,
1wb could add It to his sale price, or if not, then from the vendee.'

We believe that neither Congress nor the Treasury Department hs any
desire to Impose a retroactive, unjust, or diserinmntory tax upon either tht
manufa.1Larers or tile consumers of products upon which excise taxes are levied,
mid we therefore earnestly request that section 519 be amended so as to tax
bona tide sales entered Into Ill the ordinary course of business only where
deliveries are made o or after tile effective (late of tie act.

The CIHAISAN. Mr. Martin Popper. Come around, Air. Popper.
You weren't here when you were called.

Mr. PoPrrR. I wish to beg the committee's pardon for being late,
but my plane was groliled.

The O1J0IA MAN. 'fliat is all right; we are glad you got here.
Mr. Pop.'r Thank you.

STATEMENT OF MARTIN POPPER, WASHINGTON, D, 0., SECRETARY,
NATIONAL LAWYERS GUILD

Aftr. PoPrRi~. I am Martin Popper of Washington, D. C., and am
secretary of the National Lawyers Guild.

We are in complete accord with the statement of the Assistant
Secretary of the Treasury, John L. Sullivai, that our tax system
must be (lesigned to enhance our national unity in this critical period
of world history when our very national existence is imperiled.
National unity can be enhanced by extending aid prc.arving in our
tax system the democratic Iprilciples of taxation according to ability
to pay. Taxation in a democracy should aim to "promote the general
welfare, and secure the blessings of our economy and of our resources
to ourselves amid our posterity," to paraphrase'the Constitution.

We agree with the objective declared by Secretary Morgenthau
that the needed revenue "should come from all sources where there is
ability to pay." But the determination of "sources with ability to
pay" requires careful and realistic analysis of the economic and fiscal
situation. We fully cmicur that five of the six proposals of Secretary
Morgenthau would tax sources with ability to pay, which are now
escaping their fair slhre of taxes. 'These five sources which should
be fully tapped are:

1. An effective excess-profits tax on excess profits 1ow exempt.
2. Mandatory joint returns to eliminate a highly important tax

avoidance device mid to termiiate disrimination fivonng married
persons iln eollnulnit v-propert y States.

3. Elimination of tax-xeiliption privilege from governmental
securities.

4. Increased estate amd gift taxation.

I The lant sentence in see. 311 of the Internal Revenue Code in the portion added by the
Joint resfolution of June 13, 1932 The balance of the section Is the original tee. 02 of the
1982 Revenue Act.
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5. Reduction in depletion allowances.
1. Personal ineome-tav ewemptioin.-However, we are unalterably

opposed to any lowering of tile personal income-tax exemptions in
tile face of the increasing cost of living, for such a change would
depress further the standard of living of the American people which
is, in fact, direly in need of improvement. How can one justify
the lowering of personal exemptions when, in the words of Secretary
Mforgenthau, "prices and the cost of living have increased at an ac-
celeruitedl rate"? Manifestly a f family requiires; greater income, not
reduced income, to maintain its standlartl of living with prices rising.
True report, of the House 'Ways and Means Committee, in rejecting
efforts to lower' p)ersonial exemptions, courageously dlecla red:

Your committee feels that a further reduietlim in these exemptios is not
warranted at this time especially in vihw of the rising cost of living.

According to studies made in prior years by )r. Mordecai Ezekiel,
Department of Agriculture economist, $2,500 was needed to maintain
an average worker's family at the barest level of health and decency;
$2,200 according to the Heller committee of the IUniversity of South.
ern California. The United States Bureau of Labor Statistics fixed
the sum of $2,015 a1s time necessary minimum annually for maintain-
ing an American standard of living. In view of the rising cost of
living and the substantial increase tin the tax burden on time low-in.
come groups, it is obvious that the American family will need sub-
stantially more than these amounts to maintain a decent standard
of living. The proposal to lower exemptions to $1,500 wouhl cut
into the standard of living of the American people-a standard far
too low already.

Taxes in the brackets below $2,000 will mean less food, clothing,
and shelter for the great majority of the American people.

The advocates of ln'oadening the tax base forget that the lower
income groups represent time cornei.stone of our economy. There are
*J3,000,000 consumer units in ihe United States, each earning less
than $2,000 annually. They purchase 60 percent of tile Nation's
goo(ls. Impose more taxes on them and you dry up tile ' ell that
feeds the industrial machine. Those who think that defense orders
may keepl) industry moving at top speed, regardless of the extent. to
which the buying of the consumers is cut, will soon discover their
error-to the detrinwnt of our economy. Taxing the lower income
groups will dislocate the existing conslmwr industries. It will in-
tensify the post-war dpre&sion for it should not be forgotten that
80 percent of the consumer units are presented in the group with
incomes under $2,000.

There are those who have the idea that the lower income groups do
not pay taxes. The fact is that those who earn as little as $100 a year
pay 20 percent of their incomes to the city, State, and Federal ('1cy-
ernments in the form of taxes. Thus, it appears that, the pooi- pay out
I cent in taxes every time they spend a nickel. This is also tro
of tlioe who earn up to $2,000 a year.

We cannot. over emphasize the significant statement made by the
House Ways and Means Committee in its report, which declared:

It should be remembered that because an Individual is exempt from the
Individual Income tax (loes not mean that he Is free from taxatlon. The
revenue system includes many taxes which directly and Indirectly burden these
lower Income classes. In this connection It is Important to consider, not the
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Federal taxes alone, but nlso the State and local taxes which on the whole
are less progressive than the taxes ilnposed by the Federal Government. Fur-
thermore, several of the excise taxes will in substantial part fall upon Indi-
viduals not reached by the Income tax. Moreover, the proposed use tax oil
automobiles will result in collecting at least $5 from many Individuals who are
not subject to the Income tax. Statistics Indicate that over 50 percent of the
passenger automobiles are owned by individuals with Incomes of $2,000 or
less and over 18 percent are owned by individuals with incomes of $1,000
or less.

As pointed out by the House committee'
The additional revenue resulting from reduced exemptions comes almost en-

tirely, not from new taxpayers, but fromn individuals already subject to the
Income tax.

Assistant Secretary of the Treasury, John L. Sulliviin, in his
testimony before the Senate committee, stated that:

Of the $303,000,000 we antlclpate we will gain, as a result of lowering the
exemptions, the overwhelming portion comes from the people who today, last
year, for the last few years have already been on the tax roll.

Senator Brown has pointed out, that when the exemptions were cut
in 1940 from $2,500 to $2,000 for married pisons and from $1,000
to $800 for single individuals, the new group of lower bracket tax-
payers provided only $19,000,000 in revenue and that it will cost
$15,000,000 to collect that revenue. As Senator Brown has so wisely
stated:

The additional revenue we would gain from a further cut wouldn't amount
to anything and we would merely be harassing a group of already distressed
people (New York Times, August 10, 1041).

The fact is, as Mr. Sullivan pointed out, the bulk of the revenues
derived from the lowering of exemptions, comes from existing tax-
payers:

When you lower the personal exemption for married people $5i00 as you (1id
last year, one of the results of that is that the married person who is already
paying a tax has $500 removed from his exemption and put on hisl Income at
the very top bracket.

But this a(lditional incoine could be secured by a more equitable
niethod, rather than reducing exeiptions. Instead of allowing per-
sonial exemptions as a credit against net income, which redluces the
incoeic in the highest. bracket the personal exemptions should be
allowed as a deduction in the lowest surtax bracket-or as a credit
against the tax, rather than against net income.

IhuIs, under existing g law, the $2,000 personal exeltption results
in a tax saving only $80 (4 percent of $2,000) to a married man
with an income of $2,500. H-owever, to a man in the top bracket,
it results in a tax saving of $1?580 (79 percent of $'2,000). The
wealthy taxI)avers, possessing ability to pay, thus accrue front the
exemption a deciledly greater reduction in actual taxes than thelow-income taxinayels. Surely, this inequity in the income-tax struc-
itlre favoring the'wealthier taxpayer shouldhe removed in the Reve-

nue Act of 1941.
The )rinciple here proposed has been strongly endorsed I, Colin

F. Stain, chief of staff of the Joint. Conunittee on Internal Itevele
Taxation, in his testimony before the House committee, and it has
also been recommended by Dr. Magill, representing the Treasury
department, in his testimbny before the House conunitteo in 1934,
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ats wvell as Dr. Dewvey Anderson, executive secretary of of the T. N.
E. C., in his monograph, Taxation, Recovery, and defense (p. 263).

By adopting this c range we would ad(d greater equity to tile in-
conie-tax structure an(d at tie same time derive very substantial
revenues from a source possessing ability to pay. A reduction of
$500 would subject only $500 to the top-bracket rates--while the
proposal here made would subject $2,000 to the difference in rates
between the top bracket and the lowest brackets.

Since tie surtax under the revised schedule applies to the first
dollar of surtax net income, whereas under existing law the first
$4,000 of suitax net income is free from surtax, the lower income

roups would be subject to very substantial income tax increases.
in fact, a'single person earning $1,000 a year and a married persoli

earning $KI00 a year will pay 31/. times the income tax he now p ays.
A sound tax program, concerned with the welfare of the American

people and tile maintaining of morale in this period of world
crisis, would restore the $1,000, $2,500 personal exemptions aml
reject proposals to lower the existing xemptions. The impact of the
,rol)osed surtaxes would thereby be cushioned so as not to depress

further the standard of living o the low-income groups.
If the personal exemptions were reducedl in the face of time rapidly

rising cost of living, it would constitute a pincer movement against.
the standard of living of the American people.

The argument is advanced' that added taxation would decrease
purchasing power and thereby tend to counteract inflationary price
rises. But surely the pending pnice-and-rent-control bill is a more
effective and democratic instrumentality to prevent inflationary price
rises. What is more, the low income groups, whose purchasing power
hus already been reduced by the higher cost of living, would have
their standard of living further jeopardized by added tax burdens.
The new tax burdens would surely not nullify ihe price rises already
borne by the low-income groups.

According to the July 1941 issue of the Labor Information Bulletin,
pulblished by time Department of Labor, the cost of living in 20 largo
cities increased 6.1 percent during the period from Auguist 15, 1939, to
June 15, 1941-in Buffalo the increase was as high as 8.9 percent, in
Detroit 8 percent.
* Since the cost of living consumes, in most if not, all cases, the earn-
ings of families with incomes under $2,000, the increase in the cost of
lien g in this period has already taken $120 on the average from such
families. Shall we aggravate the situation further by lowering
exemp tt ions?

The Senate committee should reject, as courageously as (1id the House
committee, the proposals made to lower personal exemlutions.

For the same reasons suggestions that the social security old-ago
benefits tax be increased must be rejected. If the 1-percent tax were
increased to 2 percent, about a billion and a half dollars would be taken
in largest measure from the lower-income groups. This provision is
particularly retrogressive since the ceiling is fixed at ,3.000 per year,
so that earnings beyond this figure are free from social s,-curity taxation.

Despite time heavy tax burden on the lower-income groups. there
are those who are clamoring for a general Federal sales tax. Studies
of the sales-tax burden show that it rests hardest on the "ill fed, ill
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clad, and ill housed." According to the Tax Policy League, a 2-percent
sales tax will take $12 from a man earning $1,000'a year, but will only
take $0.25 a $1.000 from a man with $1,000,000 a year (Where the
Sales Tax Falls, 1934). David Cushnian Coyle in'his enlightening
booklet, Why Pay Taxes, vigorously condemns sales taxation as "a
graduated income tax in reverse."

To achieve a defensible tax program proposals to lower exemptions,
excise taxes on consumer necessities, sales taxes, taxes on salaries and
wages which would increase the tax burdens on persons whose present
incomes do not permit a minimum standard of living, must be rejected
and repudiated. Instead, increased taxation should be placed on the
shoulders of those best able to carry it.2. Mandatory joint retUns.-Although tie mandatory joint-return
provision constituted the greatest contribution of the I ouse commit-
teo's tax bill to a sound, progressive tax system, arguments without
real foundation led to its defeat. It has been repeatedly pointed out
that wealthy taxpayers escape th3 higher surtaxes by transferring their
properties to their wives. Thus a wealthy stckholder receiving
annually $200 000 from his stocks would pay a'surtax of $108,320 under
the pending bill, But if he transfers half his stocks to his wife, he will
pay only $45,820 surtax on his $100,000, and his wife, by filing a sep-
arate return, would pay the same, thus avoiding $10,680 in surtaxes
(excluding the 10-percent supertax). The splitting of incomes in
community-property States is a serious discrimination against. the rest
of the population-a discrimination which should be terminated with-
out delay. Considering that the mandatory joint-return requirement
would affect only 153,000 couples, or 175,000 at most (excluding conm-
munity-property returns) and that the expected yield is alxut
$300,000,000, it is obvious how glaring is the loophole now existing-
and how lucrative the fruit. This tax-avoidance device shouhl be
eliminated in this bill. The argument that mandatory joint returns
will destroy the institution of marriage, lead to immorality, and send
women back to marital slavery is sheer poppycock.

Tie CIIAIRMAN. Your time is up. 11 e doit't want to cut you off, but
don't extend your remarks more than necessary ; you can tle your brief
if you so desire.

Mr. Pore. I will leave out substantial portions of the statement.
Despite the utter neces-sity for the mandatory joint requirement,

opponents of this progressive measure have suggested a proposal the
very reverse thereof. This retrogressive suggestion would permit all
married persons, in every State in the Union, to split their income
50-40 for tax purposes. Under the banner of "tax equalization," all
the evils and inequities arising from the privilege of filing separate
returns and the splitting of incomes by taxpayers in the eight or nine
coinmunity-property States would be inade universal.

The mandatory joint-return requirement should be restored in the
1941 Revenue Ajti, with or without the liberalization requested by the
President and the Secretary of the T' asury, where both husband and
wife work outside the hom. The provision as adopted by the House
committee was estimated to yield $287,200.000 net as con pa,'ed with
the $252,000,000 net estimated to be raised by the Treasury proposal.
Tohe difference in yield is not of very great consequenceo--the important
thing is to incorporate the mandatory joint return requirement into
the tax measure.
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3. An effeothve exces-profts taco.-The principal feature of a demo-
cratically conceived Federaltax program, in an era in which billions
of dollars of public funds are pouring into defense and other industries
profiting by the war boom, should be a stringent and effective excess-
profits tax. An effective excess-profits tax should be the keystone of a
sound tax program based on ability to pa. We cannot afford to for-
get the reports of the Nye committee, which investigated the munitions
industry and which revealed the exorbitant profits earned by the arma-
ment manufacturers in the first World War.

Current financial reports indicate that industry is duplicating if not
bettering these tremei(louis profits. Th National City BAnk letter for
August 1941 shows that 360 leading companies enigaged in manufac-
turing, mining, trade, service, find construction showed combined net
profits, less deficits, of approximately $785,000,000 after taxes in the
Irst 6 months of 1941, which compares with $052,000,000 for the same

companies in the first half of 1040 representing an increase of 20
percent. This tabulation also showed that 26 iron and steel companies
more than doubled their profits in this period-from $61,915,000 in
the first half of 1940 to $126,111,000 for the first half of 1941. And
this tabulation shows that 9 automobile companies with profits of
$125,860,000 are earning an annual rate of return of 21.1 percent (after
taxes) on their net worth. These figures, representing profits after
taxes, are the clearest evidence that the existing excess- profits tax is
failing to recapture for the Government the abundant lprofils now being
harvested by the largo corporations.

In te formulation of a real excess-l)rotits tax, there should be a
ceiling based on a fair return of capital, above which all l)rofits should
)e subject, to excess-l)rofits taxation. One of the most important looj -

holes in the existing excess-profits tax is that, it exempts tremendous
)rofits by corloratoli6s which had very prosperous earnings during

tile porio(l 1930-39, while corporate ions which were making only modest
earnings (luring that period are subject to exces.profits taxation.
The highly l)rosperouiS, well-establishei corporations which have been
making 30, 40, 50 percent or more on their invested capital in the
1935-39 perio(l escape excess-lprofits taxation.

Secretary Morgenthau, in his memorandtim of July 31, 191, to the
President,'eited the case of an automobile company whose earnings
in 1940, after the payment of taxes, will be al)lroxinately 26 percent
of its invested capital. And Assistant. Secretary of the Treasury John
L. Sullivan testified before the House committee that-

One comply whose profits In 1040 were more tho 3,000 percent larger thoa
In 1030 is subject to no excess-profits inx whatever otn 1040 earnings and yet this
Is a company which has thus far received over $70,000,000 of defense contracts.

The first step in achieving an excess-l)rofits tax worthy of the name
is tile elimination of the average-earnings option. Senator la Follette
has aptly declared that the existing excess-profits tax gives corpora-
t ions a hieads-they-win, tails-the-Treasury-lows alternative.

The excess-profits tax should apply to profits in excemm of a reason-
able return on invested capital. The Treasury has consistently ad-
hered to this position.

The CHAIRMAN. Do you know how many corporations you would
put out of business if you abolished that; if the average-earnings
choice were eliminated
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Mr. PoPePR. No, sir; I am not aware of how many would be put out
of business.

The CHAIRAAN. Utilizing that as a base?
Mr. Poipprt. Utilizing that as a base makes it impossible to collect

the excess tax and at th 11 same time elimination of it will bring into
tlie Treasury a huge revenue which it is losing.

What. rate of return on invested capital should be allowed before
taxing l)roflts as excess? A reasonable rate of return on capital today,
cannot be determined in the light of customary notions of either the
financial or legal community. It must be determined in the light of
the fact that close to a million men annually are giving, as their
patriotic contribution, ip to 21/ years of their lives to military train-ing. Thle cost to them leaving jobs, careers, and homies,-their return
is $1 a day. Surely it is hardly al unequal sacrifice, on the part. of
industry, to require )rofits of in'lustry to become excess at a return of
4 or 5 percent. A rate of 4 percent would be more than twice the
average 1.7 percent return on capital earned by corporations during
the years 1926-37. A rate of 5 percent would'be equal to industry's
1929 return on capital.

At what rate should such excess J)rofits be taxed? In determining
Sl)roper rate, we must consider which corporations are reaping the

bullk of excess profits.
For 1937, which is the latest year for which a comli-Clihnslve analysis

is available, the total net incom'ie of the 479,000 American corporations
was $7,306,000,000. Slightly less than one-half of these cnmpauies
having assets of less than $50,000 each showed at total deficit of
$132,000,000. The other 250,000 companies earned nearly $7,500,000,.
(00 and paid income taxes of $1,2,50,000,000.

1he most striking feature of corporate net income is that, whereas
the small Corporation suffered losses, the largest corporatioiis-2 per-
cent of them-accounted for nearly two-thirds of tile entire $7,307,-
000,00( of corporate net income. '1his reflects not only the now gen.
eraily recognized fact of enormous concentration of wealth in a hand-
ful of companies, but, the equally significant fact of the heavy
concentration of profitable enterl)riss in time few large companies. it
is these corporations, thcrefore, which will p)resumably receive two-
thirds of the entire profits arising from the defense program and the
war boom. Indeed, their proportion of current profits is likely to be
even greater than two-thirds, in view of the fact that the largest cora-
lnies are receiving the lion's share of the billions in defense contracts
heing negotiate(].

In determining a proper rate schedule of excess-profits tax, we are
thus confronted with economic problems which transcend questions of
pure and simple tax policy. We are dealing with the entire gamut of
problems create, I)y the concentration of corporate wealth-monopo-
lies, the wide powers wielded by managers of industrial empires, cor-
porate mismanagement of undistributed surpluses, and so forth. It. is
precisely becaus3 tile concentration of wealth and the concentratioi of
profits go hand-in-hand that the excess.profits tax ia a particularly
effective instrument for curbing the power of large corporate in.
dustry, for' redistributing the surpluses of these vast aggregates of
wealth, and at the same time for forcing largc.scale industry to make
its just contribution to national defense,
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Tile tax rate imposed Upon excess profits by the 1918 War and
Excess Profits 'lax Acts was 80 percent. A rate of 80 percent imposed
upon excess profits, defined as suggested above, would reflet the be-
ginnings of a rejection of the current philosophy of "regreossive sacri-
fice" for national defense-to borrow at tax term-which asks of men
military service at. $1 a day and allows industry a minimum 8-percent'
return or their 1936-89 profits, if higher, before taxing its profits as
excess.
To those who fear that industry will refuse to accept defense con-

tracts or will sabotage the defense program if profits are limited to 5
percent and the type of excess-)rofits tax hero eing advocated is
adopted, it should 1) pointed out tinit there are two effective weapons-
conscril)tion of industry and Government operation of defense
l)lants-which it is already in a very large measure financing. We
venture the suggestion tha it woull 'hardly !e necessary to conscri)t
industry or taka over defense l)hnts in order to obtain speedy accept-
aice of defense orders; it would only be necessary to call industry's
bluff, with conscription and Government operation as the unused trumpn
cards. The lina of industry's representatives clamoring for Govern-
ment contracts would form quickly outside the offices of the Office of
Production Management and War and Navy Departments.

The CHTATIMAN. Your time is up. We will be glad to have you in-
clude your statement in the record.

Mr. POPPER. I will only take 2 or 8 minutes more to conclude.
The CHAHIMAN. We are in(lulging you considlerably already and

if we do it with one it is difficult to avoid it with others.
Mr. POPPER. It will take a minute and a half for tile to sum-

niarize.
Tile CHAIRMAN. Well, if you can do it, in a minute and a half,

you may.
Mr. POPPER, 4. EKlmnaton of amortization pivilvg.-The amor-

tization privilege was granted to industry because industry had
waged a sit-down strike and had refused to give workers the signal
to start the wheels of production for rearmament until Congress
yielded to its demands for the amortization privilege and the sus-
pension of the profit limitations on naval and aircraft contracts.
(Aviation's Sit-down Strike, 80th Congressional Record; 76th Cong.,
3( sess., p. 16872 et seq.)

The amortization privilege is nothing more or les than a tax
subsidy to industry-a tax subsidy which has no justification in this
era of colossal profits.

The amortization privilege, granting a flat, arbitrary deduction of
20 percent. (instead of tile ordinary depreciation) of tile cost of
property should therefore be repealeA.

5. Profit lhnitation om delefnse contrats.-Industry's second de-
mand as its price for cooperating in national preparedness was the
suspension of tile limitations on profits imposed by the Vinson-Tram-
mell Act. Originally enacted in 1934, it was last amended in June
1940, go that any profit in excess of 8 percent oil competitively bid
contracts for ships or plans (7 percent on negotiated contracts)
must be repaid in the Treasury. The loud clamors of industry's
representatives for generous profits received the strong sympathy
of War and Navy Department officials.
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The First World War experience is a striking testimonial to the
need for limitations o profi ts on Government contracts in order to
recapture profits attributable to excessively high prices and to col.-
ralpt practices. The Wall Street Journal (July 3, 1940) estimated
that, not wit listanding a 7-percent contract price limitation, aircraft
plants woul still earn 9.4 to 28 percent on their capital inves(Ient..

While workers 11.e conscriJ)ted with no guaranty of wages prevl-
ously paid, no Government financing of the obligations left behind
which the draftees will face on their return, capital is being assured
soaring profits titd the elimination of even existing profits limita-
ion".

A democratC defense prograin would require capital to make sac-
rifices at least equal to those exacted from labor-would require tie
extension of profit limitations. It is ironical that the profit-limita-
tions nelhanisin, steadfastly operating in prelefense days, should
have been abandoned at the very start of the gigantic defense pro-
gram-when it, is most needed to reduce the cost of (lefenws to tile
(toverminent-to the people. And the irony is climaxed by tile fact.
that the profit-Jimitations mechanism was scrapped on the alleged
ground that tile enactment of a general excess-profits tax rendered
unnecessary the profit-linitation apparatus. Experience has shown
that the existing excess-profits tax is decrepid and sorely in need of
ovierlhauling. ' ho pro it-limitation provisions of the Vinson-Tram.
mull Act. suspendedd October 1940) should be revived and extended to
cover all defense contracts, with profits limited to 8 percent of the
invested capitall etlIoyed iII the performance of tile Contract.

6. Restoration 0/corporate u(/l/st)ibutd-proflts tax.-1he undis-
Iributed-profits tax is une of tile most effective instruments to make
effective the graduated surtax rates of tile personal-income tax. Cor-
porate directors often choose to withhold earnings and accumulate sur-
)lus rather than increase dividends to the stockholders. 'Thus by
laying out earnings oily as those in control of the corporation elect,
stockholders may avoid the personal-income surtax rates-thlus divi-
dends paid to stockholdtirs with net incomes over a million dollars
would be subject to a tax of 76 percent, which may be avoided by the
iionteclaration of such dividcnas. This results in unfairness to the
-small stockholders, and it reduces the yield of the income tax.

In Lincoln's administration the principles of the undistributed-
profits tax were incorporated in our first income-tax law (1861) which
provided that the gains and profits of corporations should be included
in the annual taxable income of any person entitled to them, whether
distributed or undistributed. I

The immediate restoration of the undistributed-profits tax is all
tile more important in a war-boom period, for it would reduce the
opportunities for tax avoidance and tax evasion, would grant greater
protection to the interests of the small stockholders, would tend tostabilize revenues and further the democratic principle of levying
taxes in accordance with ability to pay.

Either the corporate undlisti:imuted-profits tax should be restored
or stockholders should be required to include as taxable income these
undivided profits.

7. Trat ion of qoernmental seour'dle&-Dewey Anderson, execu-
tive seetary of T. N. E.C., in his monograph Taxation, Recovery,
and Dofense (p. 189), has declared:
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A most reprelenslble form of tax favoritism benefiting the wealthy, who need
much favors least of tiny group It the opIulttionI, Is tihe Issualleie of tax-exellit
(overnnentt securities.

Paid Studenski, tax consultant for various State and Federal Oov-
ornnmnt agencies and professor of pul)blic finance at New York Uni-
versity, appearing before the Senate Committee on Taxation of Gov-
ernnienta1 Seeurities and Salaries in 1939, said:

We cannot profess to Ile taxing Inl acotnineI with ability to pay while we
aro offering a wide loophole to ouir wealthy (itizells to avoid the lppilcatfoil of
this liwiple Iy Inw-stmlig s 'me of their wealth in wholly exempt securities s.
(llcarings before the SivieI Committee on Taxatimot of (loverimniental 8iwurlilreqanld Salaries4, senate, 76tih ('onl,, 1st ses. s, 10139.1). 553.)

Several months ago Congress eliminated the tax-exem)lion privilege
from new issues of Federal securities. The first step has tius been
taken in the elimination of one of the most flagrant and unwarranted
loopholes in the tax laws.

Tile loopholes should be completely closed through the taxation of
the income of all presently outstanding Federal securities and of all
presently outstanding and'future issues of State and local securities.

8. An, integrated (tate-ad-gift-taY system wth a xhirle exemption
of $10,000, phI1& a $104)00 life-in.nrane (xetWn.-TI e estate-and-
gift-tax changes in the pendiinlF bill, estimated to yield $151,900,000,
are limited to rate increases, 1he Treasury's recommendati(ns that
Ile $40,000 insurance exclusion under the estate tax and the $40,000
specific exemption under the estate and gift taxes be reduced to $25,000
each, were not incorporated in the bill. As tie bill now stands ati estate
of $100,000 can completely escape estate-gift taxation ($40,000 rift
exemption, $40,000 insurance exclusion, $40,000 estate exemption). 1110
rates fixed ill the pen(ling hill are, moreover, Very substantially less
than tlhe rates )roposed by the Treasury.

Estate and gifts constitute the most desirable sources lo'ssessing
greatest aibility to pay. What is vitally needed is an integrated estate
and tax system with a single excmptionl of $10,000 (pl,; a $10.000 life-
insurance exclusion) with a single set, of rates, drastically increased
above the rates in the pending bill. '1hereunder, gifts nade during the
life of the donor would be included in the taxable estate, assessing the
tax against the total estate, and permitting credit for taxes paid previ-
ously on the gifts. Tius, under existing law, a gift of $10,000 from ati
estate which, at the death of the donor, will amount to somewhat more
than $1,000,000 avoids a prospective estates tax of $3,200 while paying
a gift of only $150. The integrated estate-and-gift-tax system would
close this loot)hole.

Considering that the Treasury estate-and-gift tax recommendations
would yield about $200,000,000 more than the estate-and-gift-tax
change. made in the pending bill, an integrated gift-and-estate-tax
system with a single exemption of $10,000 pils a $10,000 lifo-insurance
exclusion would yield revenues far in excess of this additional
$200,000,000.

l)emocracy in. taxation.-Democracy in taxation and the inainte.
nance of a stable economy through increases in the purchasing power
of workers and farmers require that taxes be collected from those able
to pay, and especially from those corporations which tire reaping swol-
len profits from the armament program. Taxation which lowers the
standard of living of our people--and the very great majority of our
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people have incomes below $2,500-is repugnant to the besic concept
of democracy .

To achieve a defensible tax ogram, l)ro)osals such as consumlpt ion
taXes, excise taxes ol consumer necessit ies, sales taxes, taxes on salaries
and wares lowered personal income-tax exemllptions which would in-
crease tie burdens oil persons whlosev present incomes (10 not permit ft
minimmu standard of livw, must be telpudiated find defeated. In-
stead the increased tax burdens should be placed on the shoulders of
those best. able to carry them.

An effective excess-proflts tax should be enacted. Th amortization
privilege should be repealed and stringent. profits limitations on Gov-
ernment contracts should be adopted. The undistributed profits tax
should be restored to reduce opportunities for tax avoidance or stock-
holders should be required to include undivided profits as taxable in-
come, The income from Federal. State, and local securities (out-
standing and future issues) should be taxed.

The $2,500 and $1,000 personal exemptions should be restored.
Capital gains should be taxed at, full rates and capital loss deductions
against ordinary income should be disallowed. The Federal estate
tax and gift. tax should be integrated into a single tax system with a
single exemption and a single set of graduated rates, drastically in-
creased for all brackets, so as to prevent estate-tax reductions through
gifts. Finally, no increase can be tolerated in the tax burden im-
)OSed on the'millions of people who are "ill-fed, ill-clad, and ill-
oused" until (orl)orate industry find persons with "comfortable and

large" incomes have been taxed to the very limit of their cal)acity to
pay. Such would be the direction of a democratic tax program.

The National Lawyers Guild has presented a program for the equit-
able distribution of'the financial harden of defense to enhance our
national uinity. In the words of Leon IHenderson, Administrator of
0. P. A. C. K., taken front his testimony before the House committee:

This claim for equitable distributlon of the financial burden of defense is not
motivated only by ain idealistic yearning for Justice. It is an essential condl-
tion for tIn' success of fil all.out defense program. The battle of reductionn can
lie won only If we all partielpate In It to tie fullest. The Peol)le will willingly
partiivlate without reservations In that battle only If they are satisfied that
the burdens tire equitably distributed and that nobody is permitted to ntalke
excessive aiil unjustifled profits out of the gravest emergency which we have
faced in nay generations.

The CHAwMAN. Any questions?
Mr. PoPPER. Do I understand that I have permission to include in

the recbrdl the memorandum of the tax committee of the Guild, pill,;
a definite proposal for legislation which I have not had tinte here to
read I

The CAHIMAN. Just give it to the stenographer. We will take a
recess until 2 o'clock.

(Mr. Popper submitted tle following memorandum an( the pamph-
let, entitled "A Democratic Tax Program for the American People.")

HIOT POINT FEDZA1. TAX PROoRAM ADVOCATED iY TH, NATIONAL LAwYEaS GUILD

1. Personal hirome Iax.-The $1,000 personal exemption for single Iersons and
the $2,500 personal exemption for married persons atind family heads should be
restored.

2. Corporate taics.-An effective excess-profits tax of 80 percent on profits
above 5 percent of Invested capital should be adopted. The "average earnings"
option of computing the excess.profits credit should be eliminated. Borrowed
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capital should be excluded III determining the amount of Invested capital. The
20-pereent amortization privilege should be relmaled: prit limitations on all
defense contracts should (b- restored; the undistributed-profits tax should be
reetnated or stockholders retired to Inclde undivided profits as taixable iticnoe.

3. Estate and Uift taxes.-Ati Integrated eslate-aid-gifl-tltx system i ii a iliglo
exemption of $10,0(m) (pluti $10,(000 life-itisurance exemtilon ) and a single set o
graduated rales drastically hiereased for all brackets altoul be ad()ted.

4. Gotvernme;i s'ceuritics.--hiotue from till outstatiding and ftutre govern-
mental securities sold be taxed.

5. Capital gais.-'aplital gains should bW tixed tit ul rates and capital loss
deductios against ordinary inconie shouldd be disallowed.

0. ('onsumers' taxes.--All proposals to Jitereulse or add excise or coisttmption
taxes on eaisulners' necessities milist lie rejected and defeated. A general sales
tax is indefensible.

7. Ict(lult t'if In dep'l('tio alloEtrnc's.---Coterts iigaged i extracting certain
of our natural resources, plartleiularly oil, have been granted unjuistiflable and
excessive allowialnces for depletion. This unwarranted privilege of tax escape
should e removed.

8. Matdatory Joint returits.- Inmmediate adoption of nuidatory joit-return
reiltrlement, thereby elitlmting it highly important tax-avotdance device and
ending the diseriltilliatioti favoring ttrried pierstons Ii cotimuniity-property
States.

A I)YMOCt.\TIC TAX ]liatoIAM FoR "Ir- AMuEICt'AN PEOPI.E.

Ity NATION.mL CoMMIT'TEE ON T.xmI ION

of the

NATIONAL LAWYEIB8 (I LDli

A IEM()'RcTIC TAX PRO nIt

1. Personal income to .-- 'he $1,000 lersonail exemnlption for single perstns and
the $2,500 )ersonil exemti)toni for married pIe'rSonS and1(1 family heads should bo
restored.

2. Corporate taxe.-An effective excess-profits tax of 80 percent on profits above
5 percent of Invested capital should be adopted. The "average-earnings" optilo) of
computig the excess-profits credit soul be eliinated. Borrowed capital
should be excluded In determining the amount of Invested capital. The 20-per-
cent amortization privilege should be repealed ; profit limitations on till defense
contracts should be restored ; the undistributed-profits tax should be reenacted or
stockholders required to Include undivided profits as taxable income.

3. Pstate and gift taxes.- -An Integrated estate-and-gift tax system with a sill-
gle exemption of $10,000 (plus $10,000 life Insurance exemption) and a single set
of graduated rates drastically Itcreased for all brackets should be adopted.

4. orernment ace.rltirs.-Incone front till ontstanding and future govern.
mental securities should be taxed.

5. Capital gain.-Capitai gains should be taxed at full rates and capital loss
deductions against ordinary Income should he disallowed.

0. C0o1ts1tinrs' ta,ores.-AII proposals to increase or add excise or conisuml)tion
taxes on consumers' necessities must be rejected and defeated. A general sales
tax is Indefensible.

7. Reduction in depletion allowan es.-Concerns engaged In extracting certain
of our natural resources, pirticularly oil, have been granted utnjustifliable and
excessive allowaitees for depletion. This unwarranted privilege of tax escape
should be removed.

8. Mandatory Joint returnm.-Immedlate adoption of mandatory Joint return
requirement, thereby eliminating a highly Iportant tax avoidance device and
eiding the discriination favoring nmrrled persons In coinmuitty-property
States.

TlE REVENUE BILL OF 1941

After 3 months of delilberation, the House Committee on Ways aind Means
introduced the revenue bill of 1941, 11. R. 6417, designed to raise $3,500,000,000
whicb has certain commendable features.
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As Introltted iII tile House, the committee's tax bill would have raised the
revenue frat the following soilllces:

1. Ono billion three hundred and twenty-two million nine hundred thousand
(ollars iI Increased taxes oi eorporations.

2. About $323,0tiO,000 through the mandatory joint return requirement,
thereby elimitanllitg a highly Inmportant tax avoidance devie, ending a serious
discrimination against earned Incoie, iand terminatilg tie discrimination
favoring married persons ini the eight conmulty property States.

3. Eight htuntdhred ta(] twenty-nine million dcilhirs in higher surtaxes on in-
dividuals.

4. About $1t00,000) in excise taxes which would not affect tite lower hi('Otlne
groups except for the lowering of exemiptions Ot admissions, tile taix oil ,oft
drinks fand tie t(added taxes ont radios ati( mechanical refrigerators.

5. Oi'e hundi'd and fifty-two million dollars i1 additional estate and gift
taxes.

Tile House committee resisted tile attenipts to Imnpose at general sales tax. to
add taxes to tile floar an's table, ant to lower personal income-tax exemp-
tions. 'ritese should be marked down on tit- favorable side of the balance
sheet of tile llollse conilittee's tax hill.

Tile 1941 revenue bill, however, does tot jtiet two major objectives wilela
it tax tneastire Ised (it thel det)Ocratlc piniple of taxation according to
ability to pay should in these tima's contain:

1. It does itot )rhO.pse il effective stringent exess-l)t'oflto tax which will
recapture tite hlrje profits being iade by corporate itlustry as at result at
the billions lItturiag out tf the 'reasury ancl by foreigni governments to meet
war and defense needs. Tit, eonIilttee rejected the sound lrolisal that the
average-earnings basis of cominting excess-profits credIts lie eliminated. Tint,
bill allows a 7-8 ieretnt return ott Invested capital oa 95 percent of tie average-
earnings during 1l)3--39 its atll excess proilts credit.

2. Tie bill retains lhe $800 aind $2,000 personal income tax exemptions whih
iwere lowered in the First Revenue Act of 11010, and repeals the existing ex-
emption of $4,000 against surtaxes. The result would le that sirtaxes, until
flow iald only by tle well-to-do, would fall on thoNse In tle lower Inconc'
brackets who no%% file retns.

A single person earning $1,000 (or at marrid i.t w.on morning $2,500 a yea r wold
fay three and one-half times tint, Income tax fie now patys, so steel) is tile nacreasm-
It the lawer-Income grotlps.

In the Hlouse, after a barrage of misleading and baseless pro)aganda its totihe effects of mandatory joint returns upon flipe home, womani's statw;: In six-lely.tihe divorce rate, et, tile mandatory Joint.return provision wis defeated. This

is one of the sondest features of tile Ways and Mleans Conumittee's bill and
deserves tie support of every progressive-llilded citizens. It Is conlinion knowl-
edge that wealthy persons esclpe the higher surtaxes by transferring their
lropertles to their wives. Tits a wealthy stolkholder receiving annually $200,000
from his stocks would piy a surtax of $108,320 under tile pending bill. But if
lie transfers half his stocks to ls wife ithe will pay only $45,820 surtax ott his
$100,000, aind his wife, by filing a separate return, would pay the samie, titus
avoiding $10,60 in surtaxes (excluding tite 10 percent mipertax thereon). The
reventte which would be derived from tie tniandatory Joint-returi requirenient
would come from families possessing ability to Imy, since only 158,000 persons
would thereby be affected, and the tax of any fatilly whose combined income Is
less than $4,000 would not be Increased. Tit, argtinent that joint tax returns
will destroy tie institute of marriage, lead to ImmorIlty, send women baek to
marital slavery, Is sleer loppycoek. As the House committee's report showed
it Great Britain, where conmpulsory joint returns have been required since 1914,
tite nniber of divorces for each 1,000 marriages wr, s, it 10.35, 12 divorces fot
eatch 1,000 titarrlages, While III tle United States 104 divorces filr ealt 1.0NA)
art friages.
Despite the netac of a mandatory joiht-return requirement, oppottelts of tlls

progressive measure have suggested a proposal tite very reverse thereof.
Tilis retrogressive suggestion would permit till married persons to split their

Income 50-50 for tax purposess. Under the banner of "tax etualilzatlotn" ill tile
evils and Inequities arising from the privilege of filing separate reirns and
splitting Incomes by taxpayers In the eight eomiiuilty-lroperty Sintes wauld
be ade universal. If the ability to pay principle Is to be advatneed, ile ttntlit.
tory JoInt-return requirement must be included it the law.

We propose tile following changes in the House eotnuimtth''s bill
01977-11-0
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J. AN KIEFEIVE EXCESS PROFITS TAX

In thee da3 s of vast expenditures for defense and war preparation, an effective,
;,rlngent excess-prolits tax, designed to recapture the unparalleled profits being
made by Industry as a result of the threat to our national safety, should be the
cornerstone of the Federal tax program. Profits should be treated as excess when
they exceed a reasonable return oil the capital invetted. Credit for borrowed
capital should be disallowed, flince the return on borrowed capital Is adequately
irovihld for by Interest deductions.
The retention of the average-earnings nietliod permits innlly corporations with

very substantial defensee contracts to eScape entirely the payment of excess-profits
tqxes. Assistant Secretary of the Treasury John L. Sullivan, in his testimony
I.tfore the House Ways and Means Vommnilttee, testified that all xaiinatlon of
actual tax returns filed lit 1941 showed that-

"()ne company whose profits in 1940 were more than 3,000 percent larger than
In II119 Is subject to no execss-lirofits tax whatever oni 190 earnings, and yet filts
is a company which has thus far received over $70,000,000 of dlefese contracts.

"A large industrial company which has received over $250,000,000 of defense
contracts anl(1 had earnings in 1040 of nearly 200 percent larger than in 1939 will
pay no excess-profits tax."

Little wonder, then, that the Assistant Secretary of the Treasury concluded:
"We now have on the statute hooks a tax which Is called an excess-profits tax,

and which the country blleves Is an excess-profits tax. Tie truth of tile matter
Is that the law we call an excess-profits tax does not tax excess profits at all."

Senator Lia Follette has aptly declared that existing excess-protlis tax gives
corporations a "heads-they-wIn-tailstheTreasury-loses alternative."

excesss profits taxation should apply to profits In excess of a reasonable return
oi Invested capital. A "reasonable" rate of return on capital cannot e deter.
nl nlled In tine Ilght of customary notions of either the financial or legal coin.
tiinilty. It nitist lie d(lterihied hi t i light of the fact thiat close to it niilla0

nien annually are being asked, as their patriotic (ontrbutl Ion, and are being re-
qlured by conscription, to give it year or more of their lives to military traiilng.
Tie cost to them is leaving Jobs, carvers 1111d hon1s, their 'return" iS $1 a lay.
It must. he dletrlnined in th light of the fact that t large part of the In rcased
Irolits will be earneded" by corporations without substanthli capital risk-1the,
risks In a large measure being taken by tie Federal (loverumlent.

'In these cIreu instances, we suggest that tle profits of Industry Ibevoine excpss
tit a return of 4 or 5 percent. A rate of .1 percent would hei more than twice the
average 1.7 percent return on invested capital earned by corporations during tie
years 1i2(--1937. A ratt, of 5 percent would i etqtul ito Industry's 11121) return
oil Invested capital. For 11)37, whih s IN flier latest yea r for whillh i cllipiillen-
sivo anatlysis Is availhible, tile total net Incoti'n of the 47.0M Anierhan corpora-
tions wits $7,3U,(H),000. Slightly I-... thi ii mut-ii-hlf of ilhe'i omlptinhs iiiving
isets of less thaln $50,000 eaclh showed it total deilelt (If $132.040,0 0. 'Thie other

250,000 conlpanies earned nearly $7,00,000,000 and pati Invoiiie taixes of
$1,250,000,000.
The most striking feature of corporate net Income Is that whereas the siall

corporation Suffered losses, tle largest (orliortltions.-2 percent of them-ac-
counted for nearly two-thirds of the entire $7,306,000 000 of corporate net Incote.
This reflects not only the now generally recognized fact of enormous concentra-
tion of wealth Itn a handful (if companies, but the equally significant fact of the
heavy concentration of profitable enterprises In the few large companies. It Is
these corporations, therefore, which will p~resunthly receive two-thirds of the
entire profits arising from the defense program and the war hoom. Indeed, their
proportion of current profits Is likely to be even greater than two-thirds, in view
of the fact that tie largest companies are receiving the lion's share of tile
billions it lefpnQe contracts being negotiate(].

lit determining a proper rate schedule of excess-profits tax, we are titus con.
fronted with economic problems which transcend questions of pure and simple
tax policy. We are dealing with the entire gamut of problems created by the
concentration of corporate weath--nonopolles, the wide powers wielded Ily
managers of Industrhil emlires, corporate mismanagement of uttdltributed stir-
puses, etc. It Is precisely because the concentration of wealth and the con.
centration of profits go hand in hand that the excess-profits tax is a lirticularly
effective Instrument for curbing the power of large corporate Industry, for re.
,hstrihuting the surpluses of these vast aggregates of wealth and at the same time
for forcing large-scale Industry to make Its Just contribution to national defense,
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The tax rate hlfmsed upon excess proits by till, 11)18 warl- aind excess-profits
tax ntts was 80 percent. A rate of 80 percent Imposed upon excess profits, die-
fit l its suggested obove, would reflect the beginlalnlgs of i rejection of the current
philosophy of "regressive sacrifice" for national defense---to borrow a tax term
which asks of men military service at $1 it day fill(] allows, Industry a mihimum
8 percent return or their 1930-39 profits, If higher, before taxing Its profits a5s
excess.

To those ivhjo fear that Industry will refuse to accept defense contracts or will
sabotage the (lef-ense program If proilts tire limited to 5 percent, pnl) tie type
of excess-l)roiths tax here being afiocated is adopted, it 81101ld be polntel out that
Congress has two effective weapous-ouscription of Industry filu( Goverianent
operation of defense plants, which it Is already it it very large inenstire ffiancing.
We venture the suggestion that It would hardly be necessary to conscript industry
or take over defense plants iln order to obtain speedy acceptance of defense
orders-It wouhl only be necessary to call intlustry's M1uff, with consCripthin aud
Government operation as tile unused trutmp cards. Tile line of Industry's repre.
sentatives clamoring for Governmen, t contracts would form quickly outside the
offices of the Office of Production Management find the War and Navy Depart-
nlents.

11. TilE IUNTOM:TION OF PLIMHONAL EXEMPTIONS TO $1,010 AND $',500

At the present tine the low-income groups ire paying very heavy taxes which
are passed on to the constlier i hlilgher prices for articles ind sei'vices. Senator
0'Mahoney, of the Temporary National Economlc Comnmittee, hmas pointed out
that 2(1 percent of all taxes imposed by federall , State, and local (lovernuents
were in 11)39 puld by persons whose Inomes were less than $1,00) a year. This
Illt-ails that 11 pelsoln with $800 annual Income (tihl personal exemption floW al-
lowed sligle persoils) paid out iln 1)3 i and $208 Ili Federal, State, 1311d local
taxes. Persons with Involtes iller $5tX a year paid out 21.9 lircent of tleir
hlcole, oe or than $00 In axes In 19om-mt ((ol n and Toras.v, Who Pays
Taxes, Temporary Natlioal 0 conotle Comittee Monograph No. 3). These
figures, based Oil 1939 tax Iaynments do not take Into account the increased tax
burdteu levied under le Ievenue Act of 1140, which was to ralse till ahilit ional
,1)7,5i000,n0 In consumer taxes and another $375.000800 lit p'soni Income taxes,
much of which will (o3e out of tihe pockets of the consuiner and the low-bracket
taxpayer since personal exemptions were reduced from $1,0 to $SOO0 for the
single person and from $2,15) to $2,000 for inared persons in tie sa1e Revenue
Act of 1040.

According to studies maide in previous years by Dr. Mordecal Ezekiel, De.
apartment of Agricult tre economist, $2,500 wits needed to maintain all average
worker's falily at the barest level of health and decccny; $2,200 atvcarding to
the ifeller committee of the University of Southern Callifornia. In view of the
rising cost of living find the existing Increased toax burden oil tie low-income
groups, It Is obvious that the Americaln family will ned) substantially more than
the $2,200 to $2,500 figure to mahitain a decent standard of living.

Each dollar of tax placed upon such low Incomes cuts Into the standard of
living of the American people---a standard far too low.

Thus taxes i the brackets below $2,200 to $2,500 do not mean less savings or
fewer luxuries--they mean less food, clothing inl shelter. The maintenance of
morale In this present crucial time Is hardly advanced by (epre&sing the standard
of living of the American people.

A sound tax program concerned with the welfare of the American people and
the mintenance of morale il this period of unlimited national emergency would
restore the $1,000 personal exemption for single persons and the $2,500 personal
exemption for married couples. The impact of the proposed surtaxes would
thereby be cushioned so as not to depress further tile standard of living of the
low-income groups. Restoration of the $1,000 to $,101 personal exemptions
would serve to reestablish the personal Income tax as a progressive tax based
on genuine ability to pay.

11. TIEH INTFIRATION OF EISTATE ANID GIFT TAXER WITH A 8INOI.E EXEMPTION OF

$10,000, PLUS A $10,000 LIFi--INStMIAN(E EXEMIMi'TON

The Treasury fiad proposed to raise $347,000,000 in Increased estate and gift
taxes by Increasing the estate-and-gift-tax rates, and by reducing from $40,000
to $25,0 0 the speclfle exemption under the estate tax and gift tax, and tile
Inisuranee exemption mnder tile estate tax.
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The House Committee on Ways and Means Increased the estate and gift rates
to yield $152,000,000 additional revenue.

The House coinnlittee's decision would therefore yield about $200,000,000 less
than the Treasury's proposal-4 from a source very able to pay Increased tnxa-
lion. The House committee refused to reduce the existing $40,000 exemptions.
)As the bill now stands an estate of $120,000 completely escapes estate-gift taxa-
tion ($40,0NK) gift exemption, $10,000 Insurance exclusion. $10,000 estate excilnp.
ilon). The rates fixed by tie Hlouse committee nee very substantially less than
the rates proposed by the Treasury.

At a thne when the low-incoine groups of till (-lasses of society, Including
lihorers lind farmers, are c(-lied tlponi to bear anit e'er.ielireasiig tax burden,
wheni peroiial Incone tax exelnptlons art, reduced to an $S00 figure, they will
hardly be convinced that burdens are being distributed according to ability
to bear them when an estate of $120,()0 is still permitted to escape estte-gift
taxation. An Integrated estate and gift-tax system with ft single exemption
of $10,000 (plus a $10,000 life insurance exclsloin) should be itdoped with
drastically Increased rates.

IV. TAXATION OF INTUEGOVEIINMEN'IAl. HE(tiR IIIS

The first step ili tie elimination of one of the most ligrimt and nwatrrnitted
loopholes iln the tax laws, tatX-exempt securities, has beeii takent through the
provisions for taxing the, Incone from future issues of Pederal sectritles. Tho
loophole should be completely closed through the taxation of the Income of all
l)resently outstanding Federal securities and of all preseitly outstaInlng and
future Issues of State anl local securities.

V. ELIMINATION OF AMORTIZATION PRIVILEGE

The amortization privilege wats granted to Industry because industry had
waged a sit-down strike aid had refused to give workers the signal It) start
the wheels of production fo' rearnitinent until ('ongress yielded to Its demtlils
for th, anortizatlion privilege Indtl the stsjnshioi of te li profit linilattits on
naval and aircraft contracts. (Aviation's Sit-Down Strike, 80 Cong. lie. (76th
Cong., 3d sess.), pp. 16372 et seq.) Under the Federal income.tax laws, annual
deductions may be taken for depreciation of plant, equipment, and other prop-
erty used it business (0 percent depreciation rate for miufacturing plans
represents a rough average).

The aitnortiJattion privilege Is nothing nfore uts' less tlhanl n tax submidy to
Indumtsry-a tax subsidy which has no Justiteiaton itn this era of colossal profits.

The amortization privilege, granting a flat, arbitrary deduction of 20 percent
(instead of the ordinry depreciation) of the cost of property should therefore
be repealed.

VT. PROFIT LIMITATIONS ON t)EF.rNR' CONTRACTS

Industry's second demand as Its price for cooperating in national prepared-
ness was the suspension of the limitations on profits Imposed by the Vinson-
Trammell Act. Origially enacted In 1034, It wits last amended lit June 1940 so
that any profit In excess of 8 percent on,cimpeti ively bid contracts for ships or
planes (7 percent on negotiated contractsi) must be repair in the Treasury.
The loud clamors of Industry's representatives tor generous profits received the
strong sympathy of War andi Navy Department officials.

The first World War experience Is a Itriking testlinonilnl to the need for
limitations on profits on Government contracts In order to recapture profits
attributable to excessively high prices and to corrupt practices. The Wall Street
Journal (July 3, 1940) estimated that, notwithhtandlng n 7 percent contract
price limitation, aircraft plants would still earn 9.4 to 28 percent on their capital
Investments.

While workers are conscripted with no guaranty of wages previously paid.
no Government financing of the obligations left behind which the draftees will
face on their return, capital Is being assured soaring profits and the elimination
of even existing profits limitations.

A democratic defense program would require capital to nmke sacrifices at least
equal to those exacted from labor-would require the extension of profit limita-
tions to all Government contracts, not the sispenslon of profit limitations.
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The profit limitation provisions of the Vinson-Tranmell Act (suspended Oc-

tober 1040) shouhl be revived and extended to cover 1ll defense contracts, with
profits limited to 8 percent of the invested capital employed lit the performance

-of the contract.

VII. RESTORATION OF COaIPORATE UNDISTIBUTED-PI'OFITS TAX

The undistribmited-proflts tax is one of 'he most effective Instruments to make
,effective the graduated surtax rates of the personal Income tax. Corporate dl-
,rectors often choose to withhold earnings and accumulate surplus rather than
Increase dividends to the stockholders. Thus,, -y paying out earnings only as
those in control of the corporation elect, stockholders may avoid the personal
income surtax rates--thus dividends paid to stockholders with net Incomes over
a million dollars would be subject to a tax of 76 percent, which may be avoided
'by the nondeclaration of such dividends. This results In unfairness to the
small stockholders and it reduces the yield of the Income tax.

In Lincoln's administration the principles of the undistribuled-profits tax were
Incorpor,.ted In our first Incomne-tfix law (1861) which provided that the gains and
profits of corporations should be Included in the annual taxable Income of any
.person entitled to them, whether distributed or undistrihuted.

The immediate restoration of the uldistriluted profits tax is all tie more i-
portant in i war boom period, for It would reduce the opportunities for tax avoid-
ance and tax evasion, would grant greater protection to the Interests of the small
stockholders, would tend to stabilize revenues and further the democratic prin-

•ciple of levying axes in nccordance with ability to pay.
Either the corporate tlaIstributed profits tax should be restored, or stockholders

should he required to Include as taxable Income these undivided profits.

Vl. MMIUTATION Or 1M'SONAL .:XlhPTIONS

Under existing law, personal exemptions are allowed as a credit against net
income. They therefore apply not only for the purpose of the normal tax hut also
for surtax purpoes. This makes the lenelt of the exemption unequal with re-
spect to different classes of taxpayers, since It operates to reduce tile top bracket
of the taxpayer's Income.

Thus the $2,000 personal exemption results in a tax savings of only $8W (4 per-
4.Pitt of .2,00) to a married man with an income of $2,C0. However, tu t wait
In the top bracket It results In a tax saving of $1,580 (79 percent of $2,000). The
wealthy taxpayer thus secures a deciledly greater reduction In actual taxes paid
than the small taxpayer.

This Inequity In the Income-tax structure should be removed in the Ievenue Act
of 1M41. Tits discrimination in favor of the upper-bracket taxpayers can be
elimlnated by allowing personal exeffiptons (and credit for dependents) to be
,deducted in the lowest surtax brackets'-or as a credit against the tax, rather than
against net Income.

Tile principle here proposed has been strongly endorsed by Colhn FI. Stam, chief
of staff of the Joint Committee oi Internal Revenue Taxation, In Ilis testimony
before the House Committee on Ways and Means In Its hearings oil the pending
bill (hearings, pp. 84-85). It has also been recommended by Dr. Magill, repre-
senting the Treasury Department, In his testimony before the House committee
in 1934, and also by Dr. Dewey Anderson, executive secretary of the Temporary
National Economic ('onilittee, in his monograph, Taxation, Recovery, and De-
tease (p. 203).

D MOORACY IN TAXATION

Democracy lit taxation and the maintenance of a stable economy through
Increases lit tHp purchasing power of workers and farmers require that taxes
be collected from those able to pay, and especially from those corporations which
are reaping swollen profits from the armament program. Taxation which lowers
the standard of living of our people and tile very great majority of our people
have Incomes helow $2,r60-is reputgnt to the basic concept of democracy.

To achieve a defensible tax program, proposals such as "consumption" taxes,
excise taxes on consumer necessitle, sales taxes, taxes oil salaries lind wages,
lowered personal Income-tax exemption, which would increase the burdens on
person. whose present Incomca do not permit a minimum standard of living,
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must be repudiated and defeated. Instead, tile Increased tax burdens should be
placed on the shoulders of those best able to carry them.

An effective excess-profits tax should be enacted. The amortization privilege
should be repealed and stringent profits limitations on Government contracts
should be adopted. The undistributed profits tax should be restored to reduce
opportunities for tax avoidance or stockholders should be required to Include
undliviled'lrofits as taxable income. The Income front Federal, State, and local
securities (outstanding and future issues) should be taxed.

Tile $2,500 and $1,000 personal exemptions should be restored. Capital gains
should be taxed at full rates and capital loss deductions against ordinary in-
come should be disallowed. The Federal estate tax and gift tax should be
integrated Into a single-tax system with a single exemption and a single set

of graduated rates drastically Increased for till brackets, so as to prevent
estate tax reductions through gifts. Finally, no Increase can he tolerated In the
tax burden lniposed on tit, millions of lwople who are "ill-fed, Ill-clad, and Ill-
housed" until corporate Industry and persons with "comfortable nud large"
incomes have been taxed to the very limit of their capacity to pay. Such
would be. the direction of a democratic tax program.

NATIONAL Comirm ON TAxATION, NATIONAL LAWYERS GIwM.

(Mr. Popper subsequently submitted for tho record tho following
proposed 1tillenidnients:)

TirLI, I

SEerON 1. PE ISONAL, ExEUPTIoN.
(a) S8ctlon 25 (b) (1) of time limternil Iltevente ('ode is niended to read :is

follows:
"(1) IMISONAT. XUEXMiON.--Ill the (Oi'(- of at single l'rsoni or it married person

not living with Iusband or wlfe, v lKrsonal exemption of $1,(X)O: or In the (1180
of the head of a family or a married person living with hit.sband or wife, a per-
itonml exemption of $2,500. A lsband and wife living together shall receive but
one personal exemption. The amount of such personal exem)tion shall be $2,500.
If such inms'mId ad wife mIake separatee returns, the personal exemption may be"
taken by either or divided between them,"

(ih) Secl o(11 251 Mrf of th Inte1rnal l1evenue (!ode (rrlntlin to personal exemp.
tioni of citizens entitled to belflits of Mtction 251) is nnenided by striking out
"$ t(0i' 11i(1 inserthig fin lieu tiere('f "$1,000."

S.e. 2. ETUrnNM DF INCON.fr, TAx.

(a) INDlVl'AL WT-i.ixS.--'e'tIoi 51 (a) of tie Internal IRevemie (ode Is
amended to read as follows:

"(a) lIt:qI'uu;Im :T.-'l'ht following Iidivi0ual9 shall each make under oath a
return stilg specifically the Items of tlls gross hocome a 1ithe deductlhuis and
credits allowed under this chapter and such other Information for the purisxse of
carrying out tie provisions of this chapter aR the Commissloner, with the approval
of the Secretary, my by regulations preserlbe-

"(1) Every hidividual who is single or who is inrrld but not living with
husband or wife, If linving a gross inomne for the taxable year of $1,000 or over.

''(2) Every Individual who is married and living with husband or wife, If nto
Joint tirn is nimle under subsectioi (b) and If-

"(A) Hadi IlIdivi(hun Iiiis for tit txltlbh, year ii gross Imcome of $2,500 or
over aid tile other spouse has no gross income; or

"(i1) Such individual nli lls spolmse each lis for the taxable year n groups
inconle anl tile aggregate groms in(mmone Is $2,500 or over."

(b) INFORMA"10N ErURNM.-SeCtiImn 1417 (a) of the Internal Itevenlue Co(e
(relating to Inforniatlon tit the smoirce) Is ainiended by striking out "1.800" wher-
ever occurrhig thereln tmid it.serthlug Ili Ileu thereof "$1,000."

Sxt. S. TXAIIi E Y-AIus 7ut Wii(t1 ArPmIe.utli,

rite atiunnimilnt nade 'by ttIhl title shnll be tipplicable only witth respect to
laxable years beginning after December 81, 1940.
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AN ACT To provide revenue, and for other purposes

Be it enticted by th Neamltc and House of Reprcatitatires of the United
States of Am hri'l t on l/ress asmetibled,

Trn. II.-xcR8s Pilams TAX

Sono 201. Mcms PaOFITS TAX.
"Subehapter 1--Excess Profits Tax" of Chapter 2 of the Internni Revenue

Code Is amended to read as follows:

"8UcUHAJ'I1:1 V---XCESS I'IOFITS TAX

"SECTION 710. IMPOSITION OF TAX.
"(11) iMlIOSTION.-Th'll1e 8h11ll be levied, cAlected, ind lild, for eaich taxable

year, begiminnig after I)ece-ndsr 31, 1910, on tht, ajusititd excess profits iet
hicome, as defined It sulmctIon (b), of every corloraton (except a (corlora.
tion exempt under tctlon 727) a tax of 810 per centium of the adjisled excem-
profits net Icome.

"(1) 1]YJINITION or AIsIUrThD IkX('F n PROrImT Ner lN'o)tgr.-Am used hi thls
sectlioll, tho term 'adJisted excess profits inet Income' lin the eame of any taxable
year means the excesN profits inet Ilcollme (am defined il section 711) minus'

"(1) A spIeciitc exemption of $25,(X), or
"(2) The aimouit of the. eXcess profits credit

allowed itider setion 712, whichever Is greater.

"St. 711. 1ix('ass I'itrrs Ntr INCOsmK
"'Ax' I.E L YEARS IWomINNN Ain I)i;xiviin 31, li-tll.-The excess profits net

Income for any taxable year beginilg a fter Deember 31, 11140, shall be file
iiornial-tax iiet Income, its (elhiled lit sect'lioni 13 (a) (21, for stich year except
that t1e following all(Justliilts shall lite miiade:

"(1) E xcrs Plier0lI e.raIT COMI'US3 UNI'Ea iNVW1I:) CAPITAL MIHIT,-
"(A) )iviI. m ttiv.cinit..-The credit for dividends received shall apply,

Without I ha. tilt liol, Ioi all dividends ol stock of till corlsiratln,., except dlvi.
(h(11(s neiml or coast rmtot ) Iv li slo'k of foreign ptwrroili holding 'oipatnis,
and except dh ends (act il or 'onstrl('tiv'e) oil stock whh-h Is'nlot 11 al)lIIi1
asset:

"(11) I P(OM" T.XFS.-'1'ht' deduction for taxes hAll bel Inicreased by an
aiounllt t41l to the tax (noft inluhdihg the tax wider section 102) under
Chapter 1 for such tllxable year;

"(C) IoNo-1ait GAINS AND lwsss.-Thre shall be exclded long-terni capital
gains and losses. There shall be excluded the excess of gains from tie sale or
exchange of property held for aiore than elghteell moliths which Is of a charter
which I1 subject to tile allowance for deprecelatlon provided lit secthin 23 (1) over
tie losses from fill, s ile or excaltnge of such liroperly;

"(D) INoME IItO nETIRIYKINT Oil DIN4( IIAIIWiE OF IFONPD. AND S4O FOiTli.-There
khllll be exclud((ed, In the case of 1ny taxpayer, iiomli derived from tlil' retire.

n(Jat or lischllrge hy tie hlxmyer (if anly blind, debe'nt ure, note, or certificate or
either ('vlvltillt (if IlideltedlesS, if ti' obligathim of the taxpayer hs beeli out-
stmiililiiig for liort' t hianl 18 thlih, liicliidihig, In ease i- , IsslillVe Wls lit at
preilimh, ite iliollit Inclldl(hlll Iticome for Stich year solely bcaiie (if Such
retirement or d.i, hiargei

"(110) ltlr uNiJ) AND INTRFlAT ON AORIC'UITIRAI, AlJlRTMrFNT Acr TAxEs.--Tliere
shall be excluded Income attributable to refiid of tax palhl ider the Agricultural
Adjustnit Act of 11t33, as aniellded, aid Interest ipomn any such refund;

"(P) JNFl4im s Ox CTTAIN 0OV.1INMI;NT oIO.1ATION.--TliI normal-tax net
icome shall ie Inereased by nn anoUlit equil to the anioult of the Interest on

obligatIons held during tile taxable .year which are described i MICthol 22 (iM (4)
iny pri off tie interest from which Is exehiible from gross Inconie or allowable

nt a credit. agialnst net income, If th-i taxpayer has so elected ullider seelioli '2
(d) : and

'((I) lREMoiVKrisF OP' hAlli imEui.-There shall be excluded hieonie at tributable to
fit, recovery of a iad debt If a leductilon with referene to sllh dtl was allow.
able from gross Ilcoiie for alny txable year beginnig irior to Jillliiry 1, 1910.

"(2) TAxAIII. Y.AIt l., TIIAN TWElVE MONTII,.-If IhW taleXI1h yeaIIr IS I Ierd
of less than twelve inolills, the ex(es.4-lrofls net Income shall lie laced on ail
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annual basis by multiplying the amount thereof by the nuinb(r of (lays in the
twelve months ending with the close of the taxable year and dividing by tile nuni-
her of (lays in the taxable year. f'he tax shall be such part of the tax coinputed
on such annual basis as the number of days in the taxable year Is of the number
of (lays in the twelve months ending with the close of the taxable year.
"SEC. 712. EXCESS-PROITS CREDIT--BASED ON INVESTED CAPITAL

"The ('xce.Q, -irofits credit, for any taxable year, shall be all amount equal to
4 per centiunif the taxpayer's Invested capital for the taxable year, determined
under secUon 71.
"Smx . 713. DE-FINITION OP INVESTED CAPITAL.

"For the purposes of this subehapter the invested capital for any taxable year
shall be the average Invested capital for such year, determined under section 714,
reduced by an amount computed under section 720 (relating to Inadmnissible
assets). If the Commissioner finds that in any case the determination of invested
capital, on a basis other than a daly basis, will produce an Invested capital differ-
Ing by not more than $1,000 from an Invested capital determined on a daly basis,
he nay, under regulations prescribed by hin with the approval of the Secretary,
provide for such determination on such other hasls. (For computation of
Invested capital in case of foreign corporations and corporations entitled to the
benefits of section 251, see section 720.)
"Src. 714. AvERAoE INVESTED CAPITAL.

"The average Invested capital for any taxable year shall be tile aggregate of
the dally Invested capital for each day of such taxable year, divided by the number
of days In such taxable year.
"Smx. 715. DAILY INVESTED CAPITAL.

"The dally invested capital for any (lay of the taxable year shall Ic tit equity
invested capital for such (lay.
"Sws. 716. EqUtrY INVi-1TFS CAPITAL.

"(a) DFTNITION.-The equity invested capital for any day of tiny taxable year
shall be dleterminied as of the beginning of such day and shall he the sum of the-
following amounts, reduced as provided in suhsectlon (b) :

"(I) MoNeY PAID IN.-Moley previously paid in for stock, or as pih-in surplus,
or as a contribution to capital ;

"(2) PROPMIT" I-All) .- Property (other than money) previously paid in (re-
gardless of the tiie paid in) for stock or as ipahl-in surplus, or as a contrilmutlon
to capital . Such property shall be included in an amount (qlual to Its basis (uin-
adjusted) for deternilng loss u1pon sale or exchange. If the property was (is-
posed of before such taxable year, such basis sh1ll be deteriiled IIn the same
manner as if the property were still held at tile beginning of such taxable year.
If such unadjusted basis is a substituted basis, It shall be adjusted, with respect
to the period before the property was paid in, In the manner provided IIn section
113 (b) (2) ;

"(3) IMSTRVOTIoNs IN sTo'x.-Distributlons li stock.-
"(A) Made prior to such taxable year to the extent to which they are

considered distributions of earnings and profits: and
"(1) Previously made during such taxable year to the extent to which

they are considered distributions of earnings and profits other than earnings
and profits of such taxable year;

"(4) EArNINS AND PROFITS AT iDMiINNING OF YEAR.-Tlhe accumulated earnings
and profltrj as of the beginning of such taxable year; and

"(5) I1% CREASE ON ACOCUNT OF OAIN ON TAX-FRE. LIQUIDATION.-Il the case of the
previous receipt of property (other than property described in tie last sentence
of section 113 (a) (15) by the taxpayer In complete liquidation of another cor-
poration under section 112 (b) (0), or the corresponding provision of a prior
revenue law, an amount, with respect to each such liquidation, equal to the amount
by which the aggregate of the amount of the inoney so received and of the adjusted
basis, at the tile of receipt, of all property (other than money) so received,
exceeds the 811111 of-

"(A) The aggregate of the adjusted basis of each share of stock with re-
spect to which such llproperty was received ; such adjusted basis of each share
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to be determined Imntdlately prior to the receipt of any property In such
liquidation with respect to such share; and"(B) The aggregate of the lblities of snch otlier corporation assumed

by the taxpayer in conviction with the receipt (if such property, of the
liablities (not assumed by tile taxpayer) to which sutch property so received
was subject, and of any other consideration (other than the stock with
respect to which such property was received given by tit taxpayer for such
property so received.

"(b) I DUION IN EUr INVV.,TV ('A, 11A.L--Th1i lllOllit by whICh tle e(illily
Invested capital for any day sihli le reduceci 11 IrOvi(hd II subsection (a) shall

h the sum of the following amounts:
"(1) DISIRIBUTION8 IN tRIE'VU)US YAis.-fistriutions nmtde prior to such tax-

able year which were not out of accumnulaled earnings allld prolits;
"(2) DIsiTIBUTIoNS DURINO TEi: YIAR.-D--I)istrljilutions previously made during

such taxable year which are utot out of tit earnings alnd profits of such taxable
year;

"(3) EARNINGS AND 'ROM8 OF AN(YIfl'l.l CORuOJATION.-'I'h earnings and profits
of another corporation which previously at filly time were ilitlitliedll 'c(lulllillated
earnings mil(d profits by realson1 of Ia transaiction (eseribed in section '12 (b) to (e,
both Inclusive, or hi I he corresponding provision of ia prior revenue law, or by
resoi of the tratisfer by such other corporation to the taxpayer of property the
basis of which It the Iallts of the, taxpamyer Is or wis determined with reference
to its basis ili the hands of such other corporation, or would have been so deter-
mined If tie prOperty hd been other than nioney ; and

"(4) R]EUMlON ON ACCOUNT OF LOSS ON TAX-FREE LIQUIDAIN.-1n the case of
the previous receipt of property (other than property described In the last
sentence of section 113 (a) (15) by the taxpayer in onplete liuildation of 11n-
other corporation under section 112 (b) (0), or the corresponding provision of a
prior revenue law, an amount, with respect to each such liquidation, eojual to tile
amount by which the sum of-

"(A) The aggregate of the adjusted basis of each share of stock with
respect to which such property wits received; such adjusted basis of each
share to be determined Immediately prior to the receipt of any property In
such liquidation with respect to such 8hare, and

"(B) The aggregate of tile liabilities of such other corporation assumed
by tile taxpayer III connection with the receipt of such property, of the liabili-
ties (not assumed by the taxpayer) to which such property so received was
subject, and of tiny other consieration (other Mtan tile stock with respect
to which such pronerty was received), given by tije taxpayer for such
property so received,

exceeds the aggregate of the amount of tile money so received and of tile adjusted
busts, tat tile time of receipt, of all proierty (other than money) so received.
The amount of tile reduction under this paragraph shall not exceed the aecunu-
lated earnings and profits as of tile beginning of such taxable year.

e"(c) IuIUza Volt APPLICATION OF SUBSECTIONs (bA AND (I).-For the purposes
of subsections (a) and (b)-

"(1) J)ISTrtIlUTIONs '1S) Sl[Al TIiosl)...-The terjl distributoro' means a dis-
tributlon by a corporation to Its shareholders, and the term 'distribution tn stock'
means a distribution by ia corporation lin Its stock or rights to acquire Its stock.
To tie extent that distributionn i stock Is not considered a distribution of earn-
Ings and profits it shall not be consihlered Ii (listribution. A distributionn ili stock
shall not be regarded as money or property pail iln for stock, or as mald-in
surplus, or its a count ribui ion to capital.

'9(2) DISTRIBUrIONs IN FIRST SIXTY DAYS OF TAXAII.F YKAR,--Inl the application
of such subsectlons to lilly taxable year beginnillg after December 31, 1940, so
much of the (listrilutions (taken In tile order (if tinie) Iilde dhuriing the first
sixty days thereof as does not exceed tile ac(umulated earnigs and profits as of
the beginning thereof (Conllpte,1 without regard to this parag p'h) shall be
considered to have been made on ftie last day of the lreceding taxable year.

"(3) (OMPUTATION OF I.AIlNJI-S ANV l'ROFITS OF TAXAIII F. "VA.-lor til pur-
poses of subsections (a) (3) (B) and (b) (2) in determining whether a dlistrilhi-
tion Is out of the earnings and profits of any taxable year, mich e-irvIvgs and
profits shall e colmputed as of the close of such taxable year without dhlulllon
by reason of any distrillution made during such taxable year or by reason of thie
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tax uder this ubihalter for such year and thle determlation shall be iade
without regard to the nount of earnings and profits at the time the distribution
wIl miile.

"(4) STOCK IN (AH O' IfFIUEH Ol CON OIJDATIO,.-If i corpratlon owns stock
In another corporitlon, and--

"(A) such Corporations ire nierged or consolidated In a statutory inerger
or consolidations, or
"I) (11)0i1c corporation 'i'e Iirlhs to ii trauisaction which resilts Ii tle

elhiination of su ti st, at a manner similar to that resulting front it
statutory merger or consolidation,

then such stock shall not be considered Its property paid In for stock of or as
paild-in suriluS of, or as a contributions to capital of, the corporation resulting
front the transaction referred to in subpragrali (A) or (B).

"(d) For smeclil rules affecting computation of property ptd li for stock in
connection with certain exchanges and llquidntions, see section 71 (a).

(O For detrnihiuton of equity invested capital In siecil cases, see section
719.

"Siw. 717. AoMuSulLs4 AND INAUMIsImix, Asrms.
"(a) Dr INITIONH.-For the purposes of this subchapter-
"(1) The term 'ahinissilble assets' means-

"(A) Stock in corporallons except stock in a foreign persoial-holliug
company, and except stoc-k which is not it capital asset ; aud

"(iB) except its provided i slbstection (d), obligttlonis descrillid IIn
section 22 (b) (4) any pairt of tile Interest from whilh is exctudible front
gross iIIcomie or allowable iI5 it credit against ;et income.

"(2) 'le t erm 'udmissible aw.ittls' Jntis all itsmtet other lliui ImidinlSmIble
IIs.set.

"(b) I.%Ti( OF INAiM)lssln.E T TimAl, ASSiUNA.-The i11ioiiit, lby which the
average Iniivsted capital for any taxable year shutll Iv redutel is provided In
section 713 shall be in amount which Is tie siiame pjwrteitage of sclh avera o
Ilivested capitl aq thi percentage which tite totall of the inadmissible assets
Is of the total of idnissllile ind n11(lnillissleh assets. For slcll ipuoses, tlib
amolnt attrilutithIl to oitch asstt held ait any time durhig suel taxable year
shall Ibe determined by ascertluing tie adjusted basis thereof (or, li the case
of money. the annnt thereof) for each day of such taxitable year so livid and
adding sucl diily aituits. Tile det'rnhultion of such dilly aniounts shahl
be made under regulatlotins lrescrilid 11by the Commissitoner with the approval
of flie Secretary. The adjusted lba1is sliall lie tli ndjustedi basis for deterinih-
Ing l1.s uon sale or exchange as detlernihied under sectiln 113.

4(e) COMPUTATION Ii' Slonrr-T-M CA'ITAL (J,\N.-f during 111 taxable year
there his been t short-tern Cai4tal gilii with r'espCt to an Iiiadissible asset,
thll so Inuch of tle lunonnt attributable to such IndnIlssible isset uder iubi-
section (b) ns lsitrs the' samIe ratio thereto as such galn hears to the sum of
such gain plus t~w tll videos and Intertst on1 such asset for suchi year, shall, for
the purpose of deternillng the rat io of 111dnu bb11.4111141 sets to tit total of
atlllnsili th aiid Inadissiblt, assets, be added to ilie total of udlissible asts
and subtracted front th' total of himdnllssible assets.

"(I) TFiATIMENT OF GoVEiiNMENT ()li.10.\TlONS As AMissni: Assrr.-If the
excess-profits credit for any taxille year is computed u11di section 714, the
taxpayer nmay in its relrn for such yeir elect to Inelrease .. s iormal-tax net
incolnit for such taxable ye'ar by an1 nmont eqluual to the amount of the Interest
on till obligations held during the( taxalhe year which art' described In section
22 (b) (4) any part of the Interest from which Is exehudible from gros.4 Income
or allowable is a credit against net Income. In such case, for the purposes of
t111 section, tle terln 'adnissibit assets' hiludes such obligations, and the ternl
'liitdnllssiliie assets' does not Include such obligations.

"St{'. 721. AuNxoRM.LrrTs IN TNCOME IN TXABIE Pm)lOm.
"(a) DEFINITION.-For the piurisSes of tills section-
"(1) AINO~MAI. IN-omi,.--lThr term abnormall Income' lleanls Income of any

class includible in the gross Incolne of the( taxpayer for any taxable year
under this subeliaper If It Is abnorinil for the taxpayer to derive income of
sutivh class, or, if the taxpayer niornally derives Income of such class but the
amnoun1t of such iconle of such class includible i the gross Income of the
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taxable year Is in t ex(ess of 12.'i per (,eituln of the average amount of the
gross Income of the sie (.la, for the four previous taxaile years, or, if the
taxlpayer was not In (xistellce for four previous taxable years, the taxable years
(luring which III, taxpilayer Wis In exislecii('e.

"(2) STARATH ("LASSES OF INCOM.-Flch of the following subparigraphs shall
le field to (leserlibe a separate class ( f Income:

"(A) Income iirlsIng out of ia claim, award, Judgment, or decree, or
iiterest oil ily of (he foregoing; or

"(11) Income constituting alln amount payable wider a contract the lerform-
uince of which reqilred more thai 12 months; or

1(C) Ineome resulting from i'xliloratioii, discovery, prospect inl, resv'lreh,
or development of tangible property, patent-, formulae, or Processes, or iniy
combination of the foregoing, extending over a period of more than) 12
montlis; or

"(D) Income ineludible ili grossm Income for the taxable year rather than
for a different taxable year by reason of a change iln the taxpayer'R accounting
period or method of accounting; or

"(D) In the case of ia lessor of real property, ineomie Inhleluled In gross
income for the taxable year Iby reason of the termination of the lease; or

"(F) ,iloie consisting of dividends on stock of foreign corporations,
except foi'elgii personal holding compniles.

All tie Income which Is classifiable in more thain one of sich subparagraphs s all
be classified under the one which the taxpayer irrevocably elects. The classifica-
tion of income of aniy class not lescriled i subparigrplis (A) to (F), inclusive,
shall lie subject to regulations prescribed by the Connlissioner with the allproval
of tI Secretary.

"(3) Nm'r AIINOIMA, INOME.-TIh ternm 'net abnormal Income' mean s the
amount of the abnormal income less, ulndir regulations prescribed by the Coi-
nilssloner with the Aplroval of tlhe Secretiry, (A) 125 per (entuil of the average
Amount of the gross Income of the s me class determined under paragraph (1)
and (B) nill Amount whlch bears the same ratio to tile iinouint of 0ny" direct costs
or expenses, deductible in determining the nornal-tax lt inconle of the taxable
year, through the expllndliture of which such abnormal income waq iln whlol or
in part derived as the excess of the Amount of such allornal liome over 125
per centmun of such average amount bears to the amount of such Abnormal Income.

"(h) AMOUNT A'rnilimrrALr 7 OTiER YEAR.-Thle ano1lit of tile leit :lnornifal
Income that Is attrilhutnble to tiny previous or Nitire taxable year or yea's shall
lie determined under regulations prescribed by tIhe Conimissioner with tile
approval of the Secretary. In tHip ease of amounts otherwise attributable to future
taxable years, If the taxpayer either trnisfers submtailally All Its properties
or distributes any property it complete liquidation, then there shall be attributable
to the first taxable year In which such transfer or distribution occurs (or If suel
year i.s previous to the taxable year In which the abnormal Ilcoie is includible
In gross Income, to scah latter taxable year) all amounts so attriblible to future
taoble years not Included In tile gross income of i previous tnxallle year.

"(e) C OMPUTATION OF TAX FOR CUIE:NT TAx.NiTE YVAR.-TIC tax under tMiA
sublhapter for the taxable year, in which the whole of such alitmormal income
wouhl be without regard to this section lie In(ludible. shall not exceed the
smill of-

"(I) Thie tax linder this subihapter for silh taxable year coniputed with-
olilt Iinclusion in gross licomne of the portion of the net Abnormal Income
which Is Attributable to any other taxable year, and

"(2) The amlgregate of the increase In the tax under this subehapter
which would have resulted for each previous taxable year to which any
portion of sueh not Abnornil Income Is attributable, compared Am If nii alnoilnt
eqnal to such portion had been Included in the gross income for such previous
tnxnle year.

0(d) COMPUTATION OF T.%x FOR FPUTE TAXAIirE YE:AR.-Tlie imint of tile
net abinrmal Iconie a attributable to any future taxable year shell, for the
purposes of this subchapter, be included in the gross Income for such taxable
year. The tax uider this subehapter for such future taxable year shall not
exceed tile s umli of-

"(1) tihe tax inler this subhapter for such future taxable year corm.
puted without tie Inclusion in excess liroflts net lacone of the portion of
such net abiornal income which 18 attrlbitable to such year, and
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"(2) the decrease In the tax under this subchapter for the previous
taxable year il which the whole of such abnormal Income would without
regard to this section he includible, which resulted by reason of tile ex-
cluslen of the whole or a part of the aibnormual lIcome from the gross
Income for sulch previous taxable year; but the ainlit of sulch decrease
shall be dininshed by the aggregate of time Increases il the ttx under this
subchapter which have resulted for the taxable years Intervening between
such previous taxable year and sumcl future taxable year because of the
Inclusion ii the gross Income of the portiomis of such net normal icome
attributable to such intervening years.

"St~c. 719. EQUITY INVESTED) CAPITAL IN SPOclAL CAs:s.
"Where the Commissiomer determines that the equity Invested capital as of

the bcglhitng of the taxpayer's first taxable year uider this subclimpter cannot
be determined its accordiace with sectloln 710, the equity Invested capital as
of the begimihig of such year shall be an aniount equal to the sull of (a) tie
money plus (b) the aggregate of tit, adjusted basis of the assets of the tax-
payer held by the taxpayer at such time, such suin being reduced by the imidebt-
edlmess outstanding at such t ine.' The amount of the money, assets, and
lidebteduess at sich time shall be determined hi accordance with rules iad
regulation prescribed by the Commissioner with the approval of the SWcretar.m%
In such case, the equity Inivested capital for each day after the Ieginning of
the taxlmyer's first taxable year nuder this subchapter slall be determilned,
In accordance with rules ad regulatiolm prescribed by the C'ommilssioner with
the approval of the Secretary, ushig as the base figure the equity invested
capital as so determined.
"SEe. 720. FOmiRlON ('OR'ATIONS AND) CORPORATIONH ]1ENTITLEI) To BENEFIT OF

SEL-ION 251-INV81T CAPITAL.
"Notwitlistlmdlng section 713, in the case of a foreign corporation engaged in

trade or business within the United States or having nil office or place 'f
business therein, and In the ease of a corporation entitled to the beitelIts of
section 251, the Invested capital for any taxable year shall be determlil IIn
accordance with rules and regulations prescribed by the Comnissloner with
the approval of time Secretary under which-

"(a) (FN, mEA, Hum-..Tlhe daily Invested capital for any lay of the taxable
year shall be the aggregate of tile adjusted basis of each United States asset
held by the taxpayer on the beginning of such (lay. In tile application o section
711 in reduction of the average Invested capital (determined on the basis of such
daily invested capital), the terms 'admissible assets' and 'Inadmissible assets'
shall Include only United States assets; or

"(b) Exc*em-N.-If the Commissioner determines that the United States assets
of the taxpayer cannot satisfactorily be segregated from Its other assets, the
Invested capital for the taxable year shall be an amount which Is the same per-
centage of the aggregate of the adjusted basis of all assets held hy the taxpayer
as of the end of time last (lay of the taxable year which the net income for the
taxable year from sources within the United States Is ef the total net Income
of time taxpayer for such year.

"(e) DkWINITION OF UNrTM STA'T Assam.-As used in this subsection, the
term 'United States asset' means an asset held by the taxpayer li the United
States, determined In accordaice with rules and regulations prescribed by the
Commissioner with the approval of the Secretary.

"Sm0 721. PERnSONAL SmtVlC ConRoATIONS.
"(a) u)rm'rrTO.-As mied it this subchapter, time term personali service cor-

poration' means t corporation whose income Is to be ascribed primarily to the
ativitle* of shlreholders who are regularly engaged In tile active conduct of the
affairs of the corporation mid are the owners at all tiles during the taxable
year of at least 70 per centum In value of each class of stock of the corporation,
1nd Ili Which capital Is ntot a material income-producig factor; bit does not
iclude any foreign corporation, nor any corporation 60 per centum or more of
whose gross Income consists of gaiis, profits, or Incomue derived from trading
is a primcipal. For the purposes of this subsection, an individual shall be con-
sidered uts ownig, it aly time, the stock owned at such time by hIs spouse or
minor child or by any gunrdim or trustee represttlng them.

"(b) EHx-rioN AS To TXAAlIITY.-If a pergomul service eorporntio sigiitles,
it Its return under Chapter 1 for aliy taxable year, Its desire not to be subject
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to the tax imposed mlt er this subchapter for such taxable year, it shall be
exempt from such tax for such year, and the provisions of Supplement S of
Chapter 1 shall apply to tie slelrhlders Ili mtleh corporation who were such
slrehoi(ders oni the last day of stich taxable year of the corporation.

"Sr,. 722. COr1OHATVONr ('OMuPaIXTIN CoNTRAOTS UNDER 'I-IMICIIANT MARINE Aor,
1930.

"(a) If the United States Maritime Commission certifies to the Colnluit Issllner
I hat the taxpayer has completed within the taxable year any contracts or sub-
mintraets which are subJeet to tile provisions of section 505 (b) of the Merchant

Marine Act of 1936, us mended, then the tax Imposed by this subchapter for suich
taxable year sl1ll be, ill lilu of a tax computed under section 710, a tax computed
lider subsectill (b) of this section, if, and only if, the tax coaptlted under sub-

.section (b) Is less than tile tax computed under section 710.
"(b) Tile tax conlmlted under tills subsection shall be the excess of-

"(1) A tentative tax computed under section 710 with tile normal-tax net
silicone increased by tile amount of any payments made, or to be made, to
the United States Maritime Commission with respect to such contracts or
subcoItracts, over

"(2) Tile altniot of such payments.

"Sc. 723. J xEMPr CorPORATmONS.
'The following corporations shall be exempt from the tax Imposed by this

subchapter:
"(at Corporations exempt under Section 101 from the tax Imposed by Chap.

ter 1.
"(h) Poreign personal-holdIng companies, as defined In section 331.
"(el Muluill nvestlmnt companies, as dctined il section 301.
"(d) Investment collipailies which under tile Investmnt Company Act of 1940

are registeredI as diversified companies at till times during the taxable year.
For tie puirpo.gs of tills subsection, If a company Is so registered before July 1,
1041, it slll be considered as so registered at all times prior to the date of
such registration.

"(Ml P'ergonal-holding oWipaldes,.awdelined it section 501.
"(f) lore0lii corporations not.fl-Agked iln trade or business within the United

States and not Ivilg till oflie or place of business therein.
"(g) Domestic corporations satisfying tie following conditions:

"(1) If 05 per centumn or more of the gross leonwe of such domestic
corporation for the three-year period Immediately preet'dilg the close of
tile taxable year (or for such part of such period during which tile
corporation was i existence) was derived from sources other (hall sources
within tile United States; and

"(2) If 50 per cetltum or more of its gross Ilcome for such period or
such pasrt thereof was derived front tile active conduct of it trade or business.

"(Ih) Any corlMiration subject to the provisions of Title IV of the Civil Aero-
iltltlCs Act of 11)38, ill (li(, gross income of which for tiny taxable ye ar begilIng
after I)ecelwnir 31. 1939, there is includible compensation re(eivcd from tile
United States for tile transportation of mail by aircraft, If, after excluding from
Its gross Illcolle suwh e llc sensation, Its adjusted excess profits net income for
such year Is zero br less.

"SFc. 724. I.ANINO OF Ti:Ms USErD.
"The terms ised ill this subehapter shall ive the same inealillg as il'll

used iill Clhapter 1.
"SEC. 725. I,AWS APPCAII,:.

"(a) GENFRAL Ilr :.-AIll provisions of law (Including pemities) applicable
in respect of the taxes Imposed by Chapter 1, slal, insofar as not inconsli tent
with tills stlilhapter, be applicable In respect of the tax Imllposed by tills sub-
chapter.

"(b) RILruaNs.-Notwithstanding subsection (a), no return tinder section 52
(a) shall be required to be filed by ally taxpayer tinder this stibehapter for any
taxable year for which Its excess profits net Income, comptlted with the
adjustlents provided in section 711 (a) (1) and placed o an annual basis as
provided ill section 711 (i) (2), is not greater than $5,000.

"(e) FOREJON TAxF.s PAII.-Il1 the application of section 131 for tile purposes.
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of tills suiclilllter tile tax pald or actrlued t) filly Country sitll he deviled to be
the amount of such tax reduced by ti amount of the credit allowed with
respect to such tax against the tax Iliimsed by Chapter 1.

"((I) LIMITATIONS ON AMOUNT OF FORtElIGN TAX C011.-0Tlt, 11 iiilut of the

credit taken under tils seetlon shall he subject to each of tite following lhnilta-
tions:

.,(1) The amount of tilt credit InI reqpct of the tax p l1i or lcerued
to filly country shall not exceed( ti sne lproportln of the tax against which
Such credit is takeli, whillch tite taxiayer's excess Iprofits net incolle from
S4ilii'ces witlill such Colllt 'y tariS to its entire excess profits net I acome

for the ilsame taxable year; find
"(2) Tile total amount of tite (redlit shall not exceed tile same pro-

lon on of the tax eigninst which such credit is lken, whicll the taxpayer's
excess l)rotlts net Income. fromau sources without the United States bears to
Its entire excess profits net Income for the stme taxable year."

SX(,. 20:2. T.xAax Yi:\ts To Wu ten AMENDMENTs APPLICABLE.
The Amendments made by this title shall be applicable only with respect to

taxable years beginnig after December 31, 1940.

TITI.E VI .- I)ISMCONTINUANCE OF AMORTIZATION DETuOIo

SE,. 701. Di(oNTINUANCE OF AMORTIZATION DEDUCTIoN.
(it) Section 23 (t) and section 124 of the Internal Revenue Act, with respect

to tile allowance of amortltization dedction, lire hereby repealed.
(b) Subsection (a) shall be effective only with respect to taxable years begin-

ning lifter Deccelber 31, 1940.

TInE VIIT.-IISTORATION OF PROFIT LIMITATIONS OF TIIE VINSON ACT AND CERTAIN

PROVISIONS OF THE MERCHANT MARINE ACT, 1930

SR(M. 801. [IEITOIRATION OF PROFIT LIMITATIONS.

(a) Title IV of the Second revenue Act of 11140, with reslx-ct to tie "siispllshkn
of profit ilitatons of tile Vilnson Act till(] certain provisions of the Merehlant
Marine Act, 11I)3," is hereby repealed.
(b) Subsection (a) sill ap)ly to contracts or stubeontracts for tile colnstruc-

tion or manufacture of fify complete nival vessel or fifty Army or Navy aircraft,
or any Ismrtion th',reof, wliell are entered into after tile date of the einetnent
of tills title.

(Thereupon, at 12:25 1). ni., the hearing was recess-ed until 2 p. ill.)

AFTERNOON SESSION

(Piursuant to the adjournment for the noon recess, the committee
reconvened at 2 p. i.

The CHAIRIMAN. i'. alce, you may proceed.

STATEMENT OF E. A. VALLEE, MILWAUKEE, WIS., PRESIDENT,
REFRIGERATION EQUIPMENT MANUFACTURERS ASSOCIATION

Mr. VLEE. My 1a1n1 is E. A. Vallee. I aim vice )resident of the
Automatic Producits (7o. of Milwaukee, Wis., and I am speaking as
president of the Refrigeration Equipment Manufacturers Association.
We re)resent about 56 nmnufacturers of refrigeration eq limen as
dsribed iln paragraph (b) of section 3405 of the hill 1, . It. 5417.
We also manufacture the majority of the parts, supplies, and controls
used in the servicing and maintenance of existing refrigeration
equipment. I have several of my associates with ie who may be
able to answer any questions that'I may not be able to answer.
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Our group is willing to share in tile burden of the national (lefenls
program, but the purpose of this tax seems to include other factors
than the raising of revenue.

Disarhibaation a(gaist vieehanleal coom 7/ ref rige/ationo.-It
singles out mechanical refrigeration from all other kinds of com-
mercial and industrial machinery such as is used l)y service stations---
air compressors, gasoline pumps, automobile lifts, lubrication equip-
ment, and so forth.

Apparently commercial refrigeration equipment is the only coin-
mercial or industrial equipment (excepting automobile trucks anli(
laundry machinery) on which an excise tax is proposed.

No provision is made to tax ice refrigeration even though a good
share of it is manufactured with mechanical equipment. Incidentally,
this presents another inconsistency in tile bill.

A butcher's walk-in cooler may be cooled either by ice or a mechan-
ical unit. In either case the box is the same.

If mechanical refrigeration is used to cool the box the entire instal-
lation is subject to the full excise tax. If ice is used no tax is ill-
volved. The box itself may well represent two or three times the
cost of the refrigerating unit.

Isn't this (iscrimination of a nture never intended by tile comi-
mittee, and a hardship to tile user who does nd0 have ice available?

The bulk of ice used today is miufactured ice. This calls for
mechanical refrigerating equipment using parts malfact ured by
our group. True the ice manufacturer will pay, the excise tax on
his original equipment which lie uses every day m making ice which
is, so far tax free.

This pAaces the ice manufacturer in those sections where natural
ice can e cut at a disadvantage in addition to placing the members
of our group in a noncompetitive position.

Commercial r/fgerafion,,? v fot a luuwry produet.-If commercial
refrigeration equipment has been included in this bill on the precise
that it is in the luxury group of consumer goods requiring sales curbs
as an inflation control, we doubt if the proposed application of the
tax to our products will accomplish that purpose.

A tai onl commerCdi refrigeration is a tam on food.-A tax on the
butcher's walk-in box, the grocer's storage refrigerator for milk, but-
te, and other perishables, the ice-cream dispenser's cabinet, etc., will
logically lead to higher consumer prices oil the products dispensed
fr'om such equi)iiimeit.

If the intent of tile bill is directed toward air-conditioning equip-
mient as a luxury item, we re spectfully refer to tihe statement of
John W. Hart, beginning with page 206of your hearings on this bill,
which shows a total vIl tie for air-conditioning items iii tile bill of
approximately 5 percent of the total refrigeration equipment lro-
posed for taxation.

Surely anl entire industry should not be asked to carry an excise-
tax burden on the strength of a desire to pentilize so smill ia portioii
of it which may be regarded as nonessential.

If and when you have heard from the manufacturers of air-
conditioning machinery, we venture that you will conclude that air-
conditioning itself seems a far more vital futiction than mere comfort
cooling.
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Dan ger of possible pyramniding of this tax.-From the present
wording of the bill, it is not clear to us whether this tax'on components
of refrigerating equipment can Ie administered without pvramiding
the tax as. our products move through resale channels. We (1o not
feel that it is the intention to have the act work that. way so hope that
your committee will see to it that this point is clarified.'

If it is deemed necessary to raise extra revenue through an excise
tax on food-handling equipment, then we believe that a similar tax
should be imposed on all other types of mechanical equipment as
previously mentioned.

Inlstead of an excise tax on products of this nature we feel that a
sales tax imposed on the finished product or installition in which
components ire involved would be eminently more equitable and more
economical to administer.

Therefore, it is our recommendation that the proposed excise talx
on components manufactured by our group be eliminated, and that,
if it. is regarded as necessary to raise a specified quota from the me-
chanical-refrigeration industry that the l)roposed percentage on the
finished units be increase(] slightly to meet the quota.

Senator LA Foi.LMrrE. Have you anv views as to whether this tax
mitht be pyramided if it stays'in the'bill?

Mr. VALLIEE. We think ,s it is written it might.
S-nator LA FoILmr:E. What leads you to that conclusion?
Mr. VALLEE. In our group we make, for example, belts, controls,

coils, and if the taxes apply on each item and then on the finished
product it might pyramid three or four times. Do I make that clear?

Senator LA FOLLTTrE. Yes, sir.
Is there anything else?
Mr. VALLEi. That is all I have.
The CHAIRMAN. Thank you very much, Mr. Vallee.
Mr. Brown, do you have any questions?
Senator BnowN. No, Mr. Chairman.
The CHAmiAN. Mr. FitzGerald.

STATEMENT OF CHARLES D. WOODRUFF, CHICAGO, ILL., NATIONAL
RESTAURANT ASSOCIATION

Mr. WOODRUFF. I am appearing in place of Mr. FitzGerald. I am
Charles I). Woodruff, general attorney for the National Restaurant
Asociation.

The CTAIOMAN. Your address is in Washington?
Mr. WOODRUFF. In Chicago.
The National Restaurant Association is the one trade grou), na-

t ional trade group representing restaurants, and conprises in mem-
bershi p the operators of some 10.010 restaurants throughout the coun-
try of all kinds anl types. Generally speaking, our members are
the operators of the leading and larger restaurants. Nevertheless, we
feel that we are representative of the industry and fairly well quali-
tied to speak on behalf of the more than 600,000 employees and the
more than 170,000 actively engaged proprietors.

It is not our purpose to complain about the new and higher taxes,
nor is it our purpose to object to bearing our fair share or even a
little more than our share of the tax burden. We recognize the need
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for the revenue which the pending proposal is designed to raise,
even the need for more than it is expected to bring in. We havo
sought this hearing in order to bring to your attention what seems
to us to be inequalities in the proposed measure and to point out
some ways in which we feel it would not operate as it appears it
was intended it should.

Our objections are directed particularly to the various excise taxes.
The restaurant industry has many peculiarities, and because of that
fact it is affected bv an unusually large number of these excise taxes
which would be imposed, Of them, we would mention the taxes on
refrigerators and air-conditioning equipment, matches, soft drinks,
electrical appliances, electric signs, business and store machines, rub-
ber articles, washing machines, jewelry, coin-operated gaining and
amusement devices, cigarettes, liquors, wines and beer, electrical en-
ergy, admissions and radios, ph-onwgraphs and records, all of these
being things which are being used iidel, in restaurants. We wish
to mention certain of them in particular.

The preceding speaker mentioned the 10-percent tax on refrig-
erators and air-conditioning equipment. There presently is a manu-
facturers' excise tax of 51/ l)ercent on refrigerators of the household
type. The proposed revenue act would impose a tax of 10 percentt
on all refrigerators, parts, and so on, and upon air conditioners and
components. We understand that in narly drafts of this measure
the tax was simply increased to 10 percent. It was left applying
only to household" refrigerators. Then, because of the extent of
the commercial uses of refrigerators and air conditioners, and the
importance of air conditioning in its commercial uses to public com-
fort, welfare, health, and efficiency and of refrigeration in the stor-
ing and processing of food and so to the public health, we urge the
removal of this tax on refrigerators and air conditioners. At least
insofar as the tax has been made to apply to the commercial uses
of such equipment.

Another tax which we will point to particularly is the proposed
excise tax of 10 percent on electrical appliances as provided in sec.
tion 8406 of the proposed measure.

Listed in the section are flatirons, heaters, heating pads, blankets,
household-type vacuum cleaners, and so on. From tils list we have
been led to feel that these taxes were intended to reach electrical
appliances intended for home use, but when they reach the many
uses which we have for electrical appliances they discriminate against
our business and add to the already large burden of taxes which we
have. When these electrical appliances are used in restaurants they
are in no sense luxuries, they are essential to the proper conduct of
the business, the proper preparation of food.

Much the same thing can be said with regard to the new chapter
19 imposing a new retailers' excise tax on jewelry, and so forth, on
furs and on toilet, preparations, and so on. Buried in the list of
items taxed is silver-plated ware. Very obviously this section was
intended to reach luxury items. Yet the tax imposed on silverware
is a tax on an item which is used in large quantities in restaurants
and for wiich there seems to be no satisfactory substitute. Silver-
ware is an item of which large purchases are continually necessary

01977-41-01
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because of wearing out and damage, and because oi' tile quantities of
silver which are taken away from restaurants by customers,

Finally, among the taxes we mentioned specifically, we join with
the American Hotel Association in protesting the change in the tax
on cabarets which imposes the tax on the owner of the cabaret
instead of upon the customer as heretofore. This change simply
makes it more difficult for the cabaret operator to pass the tax on,
and in effect imposes a 5 percent gross receipts tax on food, beverages,
and other merchandise sold, when the tax supposedly is one on per-
sons who seek admission to places whwre entertainment is provided.
That is true at a time when cabaret owners are having difficulty
enough in raising their prices to take care of advancing costs of food
and labor. All of the other admission taxes are specifically applica-
ble to the person paying the admission, ando, in fact, are required to
be set forth on fie ticket purchased. No other admission tax is
imposed in this manner. We think it is apparent that restaurants
of necessity must spend large stums for electric signs, business and
store machines, rubber articles, matches, washing machines, electrical
energy, radios, phonographs, records, and that many of them will
be seriously affketed by the increased taxes on cigarettes, liquors,
wines, beer, and soft drinks, not to mention the effect which many of
the new and increased taxes will have upon restaurants.

Thus we plead with you for your particular consideration of the
tax on mechanical refrigeration and air conditioning, on electrical
appliances, on silver-plated ware, and the new admissions tax, the
cabaret tax, because we feel that the first three were not intended
to opplly to commercial uses, and that they single us out unduly, be-cause we feel that the burden of taxes already being imposed on the
industry is too great.
The restaurant in(iustry at the present time is suffering very grave

problems as 1te re-StIlt of tile national-defense efforts, food costs, ind
wage costs which have increased and are increasing very rapidly, as
is true of the cost of equipment used ill restaurants. For several
months now the industry has been confronted with an acute shortage
of workers. There prolablv is no restaurant employment office in t me
country-and I mite specifically the office here in Washington and
one in Chicago-which is able to supply the demands upon it. for
workers. Everywhere restaurants are beiig forced to operate short of
help and with a terrific turn-over.

I have mentioned that the burden of taxes on restaurants is heavy.
State taxes alone have increased more than 10 times in tie space of
6 or 7 yeals, an increase (f over twice as much as has taken place in
other retail lines.
The restaurant industry leads all retail business in the percentage of

sales income which is dlvoted to taxes. This is true because it is
partly a manufacturing industry or l)rocessing industry and partly
a selling in(lustry. So that ttxes cone from both sides.

The mortality rate of restaurants is ordinarily very high. One
Government study showed that. 50 percent of all restaurants go out of
business or change hands every year. That is the highest rate of any
retail business, and probably of any business. Many new problems
that are confronting them, including increased costs which this pro-
posed tax measure will place upon them, will presumably make for an
even higher mortality rate.
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IT feel, therefore, that no unequal or unfair tax burden should be

imposed upon the rest a'ant industry, such as those wo have oilited
out. We think this beiig a time when 0veo0110 is becoming iiior1 e
and more concerned about unonml)loynent in Jiondefeso industries, it
is a tine when the interests of an industry such as the restaurant
industry should be considered.

Therefove, li the interests of probably in excess of a million people
that depend upo the restaurant industry for their livelihoods and in
th interest, of public health, we respeetully ask your consideration
of these taxes. We beg that this committee make as many changes in
the pedhing revenue neastire as it can which will ease tle burden on
the restaurant industry of the taxes to be imposed.

Tle CA4 muM ,N. Think you very much. Are there any questions of
this witness?

(No response.)
(The following suI)l)lemiental statement was submitted for the

record :)

SUPPI13MENTAL -STATEMENT or NATIONAL IES'TAURANT ASSo(IATIoN ON RFIE'ENU
Ac'r or 1911

To Committee on Finance, United 81W18 t SCl nate:
III slulplellenting the stllit'lnt v in d (na ill blIlijialf of the Natilolll Restaurant

Associati on i August 19, 19.l, we wish partictiliurly to stress (he cifeet which
vertiiiui of the proposed excise taxes would have on tie rice of food to the get'
(.ritl public. This iffee|t we regard, fill(] believe Yeou will, tas most Iiuporlint at :t
lilne Wil'ien Inttfloll ihreateis an( when iadquatle food it lowest possible prices

Is helired III tie Ilnterests of tlit, general welfare annd nlttloml deftinse.
The 141 ,l'.evil't ,iiinuf1fact urers excise tily, which would he iiiiljos'(, Iy section

546 of 11. It. 5117 oi refrigerating app ruitus and air colndiltioners tl(] conllponeits,
is I1 effect ii tax oil tline storage and processing if food. Witnesses appearing
onl lehulf of manufacturers aind Jobbers stated that the presnt wording of this
section wollhl work a complounding of the tax iln mny iistantces. whether or not
Ibe lilanguage of flie section dots so, tlere would, Ius iI ilteticlll lilltter be it 'Oli-
poudi(hng (if tile tax. Wliitever the language of the seetion, file tax would be coin-
pIolided many ihles, when applied t o commerciall refrigerators. Tlis would be
true because most fooi plroducts before reaclhinlg the table for ('OnIXulmiiOhi hivte,
Ili the couise of tralislrtaion ilid irocesslng, niidergone refrigeration not onco
Iolt ail1ny tlines. At each restig point and )rocessing step lttwetit, tie field or
tihD, slitlighteringliouse this l)rol)osed tax would again an( again beli idded iunto
he (,ost of tile tiltinlate food product.

We slbllit that no such tax as that on refrigeration and air colihit loll ing,
Mingling out ill Iteln so essential to the feeding of the Nation, sliould be Imiposed
at tills tine, be its effect on the price of food little or great. It apiwars that this
tx would hnave it silbstaitill effect oi food prices.

'h'le lportit l ive of food to national defense was emplnasized When President.
loosevelt ,alled the national Conference oil Nutrition for Defense. IProper foo(d is

aill es.setlal for defensee workers and non(efense workers. At lie stinu1e time Iilk
for bIble, Is Ilndisp~ensalle, children must be adequately fed with food will has
hi'ii lrolerly preserved by refrigeration. Specifleilly, food such uis Inent. dairy
l)rodutets, vegetnble-, find sonme fruits Imust be refrigerated. The Increased cost of
food, which would result from the imposition of this tax oil refrigeration an( air
Conlditilolnlg, wolild fall niostl heavily on those itn tile lower licoile brackets with
thlir large families.

Tlus fill- we have spoken only of tlhe one propose( tax which woIihul effect food
prices generally, but we believe the nunierotim otiler taxes whiell will effect prices.
of food in restaurants also merit the Commlitee's consideration. The figure
of 7,000,00,000 meals per year served in restaurants, cited in our original stlate-
SIent was based oil tile census figures for 170,000 "eating places" In the country,
did not take into consider tioil the many meals served In the 130,217 places clas-
sified as "drinking places," although many of these are, In fact, restaurants with
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liquor we-vice, nor dhl It titke Into consideration the littiches served by the X,2T
,Irug stores having soda fountains. What menu prices are to be in all of Ilest'
estaiillshments serving meals or lunches is certainly of great Imlortance. Takig
all of then into consideration, the total number of meals served iurmt certainly
exceed 10,000,000,000 per year. In tills connection it is to be rem,emnred that it
very large portion of these meals tare served to working people, who eat all or a
large part of their meals away from hole. In turn, a large portion of tihe.e work-
hag peolle are engaged iii defense production.

l'ase mnally people who rely oil restalralnts to such it lrg, extent will be
faced with higher ineim prices as food prices go u lld olKr'atlng costs fnerase.
Restaurant operators have no choice in the matter. The tax oil refrigeration
aid air conditioling will mean higher food costs to them. Tills taix and thei
otler excise taxes oil equipnent used in restaurants will maike for higher operaf-
Ing costs. Painful aid disruptive as the raising of menu prices Is, It wil" have
to ibe done in order to stay in business.

We would add that these representations are iade oil lielmlf of all industry
which Is doing till it call i tile interest of the health and general welfare of
our people and for national defense. As recently as 2 weeks ago the Office of
Priet, Adminilstratlion iiid ('ivillan Supply called oi the indmistry through the
'National Restaurant Associatioli to see that adeiualeI, Iiiexinslve eating facili-

ties for defense workers lire provided in the vicinity of defense housing projects
now l-ing built. It addition to Cooperitihg lit tills plilse of national defelie,
file restitirait Industry liis beei acting ii till advisory alpaeity to the Army
and Navy at Army anlnpl and naval bIses, lis actually trained it large nunlber
of Navy cooks in private restaurants, lls completed it first draft of it revised
(look book for the Navy, Is working with the Health and Welfiare Divisioii of the
Federal Security Agency iii carrying out tile program htield at the National
Conference on Nutrition for Defense, and Is about to begin ,ooperatii with the
Treasury Depart ment in the sale of defense savings stamps,

Thus, speakIng oil behalf of oil exceedingly defenseconlciont; and active 11)11,d4.
try, we ask i the Interest of good health through good food at iniliilunn Iwiees
and national defense, for your reconsideration lartielarly of the tax Imposed on
refrigeration and air conditioning, but also of tile otler proposed excls taxes.

The ClAntMLN. Mir. Williatiu B. Henderson, from Washington, D. C.

STATEMENT OF WILLIAM B. HENDERSON, WASHINGTON, D. C.,
EXECUTIVE VICE PRESIDENT, AIR CONDITIONING AND RE-
FRIGERATING MACHINERY ASSOCIATION, INC.

The ClrAlltAN. M'r. Henderson, ,oll title appearing Ohi l)ehalf of
the Air Conditioning and Refrigerating Machlnely AssociatiIl
M,1 r. TENDER soN. Yes, sir.
The CHIAIRMAN. All right; you may proceed.
Mr. HENmRsoN. the revemiie bill of 1941, ais passed by the House

of Representativee, contains a stbstantil inequity and till obviously
unfair discrimination against the users and manufacturers of refrig-
erating and air-conditioinlg ilalchiineryv l piro)Osilg a 10-perent
excise tax on the sale of all refrigerating'and air conditioning ma-
chinery. The machinery of which I am speaking is typified by those
pictures, Mr. Chairman [indicating1l-alid I would diaw your atten-
tioli particularly to theili Iecullso there is so 11uhell mislilldl'staiding,
of refrigeration' as applied to the houtshold box. with which you are
so familiar, and the commercial type of refrigerating machinery so
largely used in restaurants and similar places, and heavy industrial
types of refrigerating inachiinery such as are used in pacing plants,
terminal storage warehouses, friit-lnaeking plants, ice-making plants,
and so forth.

. As the members of the Fiwnce Committee undoubtedly are aware.
few items of meciahical equipment are as essential to the national
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welfare 1111d to the national economy as the refrierating machinery
used for commercial and ind lustri purposes. (ontrolled tempera-
tures and humidity are required for the processing of hundredsi of
products ill coimni1ii daily use. To illustrate: Controlled tempera-
tures and humidity are essential to the output of many chemical
Pr(Kluicts; of most drugs, Cledicines, serums, and vaccines; of explo-
.ives of petroleum products (particularly high octane aviation gas-
oline), of synthetic products such as nylon, rayon, and neoprene; or
pecisions instruments, range finders, bombsights, airlplane instru-
inents, optical goods, and many other products .

Important though refrigerating and air-conditioning machinery is
to American industry, refrigeration is of indispensable importance in
maintaining and protecting the health of the civilian population and
the aried forces of the Uniited States.

Without refrigeration very little meat could be moved from the
farm to the consumer. Each year more tham 80,000,000 animals go
from the farmers' pasture land to 1,500 meant-packing center's with
their huge installations of refrigerating nmihinery. From those
packing hou.es, refrigerated railroad cars and motor-trucks take the
meat, to over 200,000 meat stores and the thousands of cold-storago
warehouses and locker-storage plants throughout the ('outrv. Each
Step of the way, from the farm to the consumer's table, tli, 17,000,-
000,000 pounds of meat consumed annually in) the United States are
protectedby the operation of industrial and commercial refrigerat-
ing machinery.

Milk is the'largest single source of cash income on 5,000,000 United
States farms. Annually, 25,000,000 cows produce some 50,000,000,000
quarts of milk. The milk goes from the farm to 13,000 dairies, 0,700
ice-cream plants, and 11,000 manufacturers of other dairy l)roducts
to be processed for the ultimate consumer. Each day'45,000,000
quarts of fluid milk alone are used in homes, restaurants' hotels, and
schools Without refrigeration, the modern dairy industry could not
exist.

Milici s of tons of fresh fruits and vegetables move each year from
farms and plantations to cities and towns throughout the Nat ion. It
is commonplace for highly perishable fruits and vegetables to be
moved thousands of miles from the point of origin to the markets
where the housewife buys them in practically as fresh and nutritious
a condition as the (lay they were picked. This miracle of (list ribution
would be impossible without commercial and industrial refrigeration.

In the revenue bill of 1941, as passed by the House of Representa-
tives, it is proposed to levy a 10-percent excise tax on all types of refrig.
crating and air-conditioning machinery, whether used ini the home, in
the meat-packing plant-, in the dairy, or in the munitions factory.
Refrigerating and air-conditioning machinery is the only type of
industrial machinery singled out for taxation in 1. R. 41g. Rlefrig-
crating and air-conditioning machinery for commercial and industrial
pIIrposes is the only industrial ma nhiiiery on which it is proposed to
evel an excise tax in the House bill, and with only two exceptions

it is the only commercial machinery on which it is Proposed to levy
an excise tax.

Senator DANAHIER. You might include business machines.
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Mr. llI:n MIiso.'N. Wh1 en I wUS Sit'.ilLg (f t lit liwllr icial ma-
chiiiery, Svnator, it wits of tlhe! itlit oniot i v'-t rack tyja of equtil puil.t
I think of Il.isiiies jitachinery as appliances Illher than mac iluery.

Senator BriowN. Vell, we (iavo heeii txing allto,!ihnlv, 1111d things
of that kind.

Mr. HEFNDER.ON. YVs, it is proposed to tax a cmuiiiiaicial irm-k. T
sav that t lh and co11liercilat li la iYy 11111chiliev i' l e te iely I lYtys
ill' ii I ioll to comlilvi-vi l Iitfrigeratilig iliel iile ry )t wich IN isp~roposedv( toJ levy it tax.
N, ti tlw ll'ftur(,rs of refrigerat in', and air-coilditioaiiagmatchinvi"ry c.alillt 111derstia;id why their v~llilment{, wh~icht is () illdis

Iel~vial h,, s i vil to the ii atiolil welfav 11id lmblic health, shotll id ie
Singled olt for this tax when tlee i re hiIt'iitPd( o(if other tyl'ps of
hindlulieiv wvl wicl are not so fundamentally essential to oi1r1 ;iatioiial
wNel fare which a ic llot proposed to be taxed.

Sellt(il. JIroWN. Did You iniclide lhotographic l ipiriltius also?
Thait is taxed.
Mr. IhENE~RsoN. No; I did not, Senator.
Again, that is mor-e lit al))lili'e thal a mahiiieiy item, My

thotight may Iw wrong.
S ilator BilOWN. Optical (,(lip~ment is also taxed.
Mr. l lENDEPiON. Yes.
Senator LA I'oim'1tJi. Air. Henderson, does the ref rigerating indus-

try use any more so-calledl strategic defense materials than any other
macii ier'- a fa t tiringindust ry ?

All'. H,")EmRsoN. We use a great deal, Senator LIa Follette. We (1o
not use iore than tile gelieral rn tof machinery industry.

Sein1t r ,LA FoLLErPE. The only exl)lanat ion I have heard filyhOdy
give--. amn not sure it is an expllalat ion-for singling out so1e ot these
things for taxing was that they interfere with the defense program. I
carnnot see how this liarticuli' industry has any more materials for
defense, unle.m you know of sonik reason, than sonue other industry
turning out machinery which is not taxed.

Mr. HlIP N-DEISoN. Tiat, is perfectly right. Stlatoi, La I, ollette.
Sen tti LA 4Fom,urri. You (to not have to have any special kind of

metals. do you?
N1'. HEND lRSON. No: not tiny more than the general mn of machin-

er' I would say.
Seiator L% It oxLM'rE. That is What I aim driving lit.
Mr. HFrsl1i1,ON. Yes; that is What we cannot ilide.stand, Selitoi',

why we should le singled out over all these other types of machinery to
6.ar this tax.

Senlator LA FOl'-rT. Maybe somebody used a method of taking a
number from 1 to 10.

Mr. HumitusoN. It may be; yes. I might say a great deal of our
prodtiction now, better than 40 percent, is going into defense. Br,
that I mean the Army and Navy, the merchant marine, the m1nitiolis
factories, and other (irect ad direct defense users are the heaviest
Cust omers today.

Senator BAItu X. is it not a fact, too, that such metal as you do use
in the commercial refrigerating plant is oily a small percentage of tho
total used by refrigerating plants generally? I am including the
household box.
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Ir'. 11i)1:li~~N. AW( would 11l osd h avv to 1tahe a sltceilic 1ila Il,
Svllit ol', to it lmver tii Ii XI ctly, Iwcal llti' , 11 m a I iaIIi fit lc('IIIvs lvse it fll'-

tit'ullr 11111t ill thir llll im i which aiflltir l i ight not Iiv . For ('X-
Itill)lev, onle i igli i io all ahii 111110111 loy Ji stIo 11 d atio wr i e ,as.

0)Itr illi st|-v is ||(ot ()bj'ctilig. to OlJi, In x pvr 'v, bvc all .v \Nw Ilif

willing to pay, oiur fail' sare. We d li lize tilert' are tl 1ioll;
eXl)evIditiri.t's ' hii ' l to ve ltIe 1110 in the ( iv6.( ' ,le lI dl2I.li l an that
it does 1all ot'r livaveit la.\vtimo. We nI, willing/ to) heari fuir
siae,. W e (it) I lliiIiC the getet' lJell o f II r'ljiliittee will ; , ' t0hAt
tIhe .sil.lilg out ot th~is oliv iulidw .nL alnmv, all otlivrs 1ni fi-f t,.ly

i ln ih t', W e do ask that I lie lt-ure till , .e tax on ie, (aal fil (,2Wl-
;lileicial ilnd iiidistrtil I-ef igeratilig andl air eolldlit loll ing, nliilitYbeelllifiited from the reveliue bill of J19-tl.

I Nvoill bte gilad, All. 'l.izi-ra ian, t o) a i wI aivtIIN ion~s which iiii
iiemiels of the I, C miI itt il igi havv,.

The CIuI.I.IAAN. Arc tlie any (iti 1o0s?
W Lmt 1' I.A Fo0, v.j'i . The'l'r is ol iv other hling I wold il. t ask

you. There is a tax lievt oil lou'sehold le frigeat los, is telrie i t
Mr. hII IENJ)EUst . I lit'e tli.i' I., Set'lu t I; yes; ill the rl,v, ie bill.

'lhlt. is Something whici I I lve not Iirought ulp l titiculirly'. MYinterest is ill the commercial and industrial types of refrip-I ,niing

machillery.
Seiitor l, A FOLtX'rr. You make tile m(lwhinelry with which the ice

niail facilt til'ers will ihave to uii1iie till' 1i, do you Iot ?
Mr. ]I JIN , 11SO 2 That iS liei; yeS.
The CHIAIIRMAN. Ve'ry well, Mr.'Ih1derson. 'Thank oUl y 'ry lmich.
Senator BitowN. I Wits to ask him one question.
The C I IciimN. All right. Seiiator.
Senator BROWN. When 3ou sell inachinle'y Uht this )resent 51/.,.

percent tax, tile household-equipment tax un(er tile old r, weniUei law,
you add that to the price, don't you, just as th autol(Ii lie innu-
facturer adds it to the price of the automobile?

MI. IIENiD)EI8,N. It will be added, I should imagine.
Senator Bnowx. I mean, you have been doing it ill tile past.
Mr. HIEND)ERSON. I could not say, because the manufacturers which

I represent do not make tile domestic type of refrigerating machin-
cry; it is more tile heavier type.

Senator BrowN. You are not complaining about paying the tax
because tile consumers are going to pay the tax. You do feel it is
going to diminish your business by making tile equipment which
you sell more expensive a

Mr. 1ENDFIRSON. It is not that, Senator Brown; no. It will be
the farmers, the industrial people, and people like the gentlemen
from tile resaurant association, who bas just spoken to you, who are
going to be unfairly hit, whereas tile users of tile hundreds of other
types of machinery are not going to be taxed.

Senator BROWN. That is discrimination; is it notl
Mr. HENDERSON. That is discrimination, sir.
Senator BROWN. But the consumers generally e~re going to pay

the tax. You are not going to lay.
Mr. HND R8ON. That is right.
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Senator 'rArr. It really increases the cost of distribution of all
the food products.

Mr. IlEN)lisON. That is right, Senator; yes.
'rhe CAIMAN. Very well, Mr. Henderson, thank you.
Mr. Iolcombe.

STATEMENT OF A. H, HOLCOMBE, JR, PHILADELPHIA, PA., REPRE-
SENTING NATIONAL REFRIGERATION SUPPLY JOBBERS ASSOCIA-
TION

The CHAIRMAN. Mr. Holcombe, you are, al)l)earing in the place
of Mr. Borden?

Mr. lIIorAo-tnr. Yes, sir.
The CADIMM4. All right, sir,
Will you state to the stenographer there, your name and address

and for whom you al)l)ear?
Mr. tIoicoit . My name is A. H. Iolcombe, Jr. I am the l)ro-

prietor of Victor Sales & Sul)ply Co., and vice president of the
National Refrigeration Supply Jobbers Association. We are in-
terested in a (change in section A405 of the proposed Internal Revenue
Code amendment.

Our position in the mechanical-refiigeration and aiii-conditioning
ir !ustry is that we are a group of independent, privately owned
wholesalers who carry the stocks of equipment and supplies needed
to service the refrigeration requirements of the country. We buy
from the independent manufacturers and sell to the local refrigera-
tion mechanics who do the actual service and repair work. There
are al)proximately 250 such independent wholesalers distributed as
needed throughout the entire country. This group has developedd
from scratch within the last 5 years, and become useful, Wlf-s ts-
taining, small business organizations in thoir communities.

Because of the distribution structure of our industry some com-
panies will be favored and others penalized. By this I mean that
those who both manufacture and merchandise direct to the con-
sumer will 1)13, the tax bit once. '1'lie nniifacturers' sales through
iiideei(let wholesalers will he taxed 2 and 3 times. The above.
mentioned 250 indel)endent wholesalers represent the lifeblood of the
industry as they form the bulk of the distributionn channels.

As has been mentioned in previous briefs this tax is inflationary
in trend as affecting food costs. Mechanical refrigeration only is
being taxed and not its competitor, ice refrigeration.

The cost of mechanical refrigeration equipment ii many case ...-
is approximately 50-percent material and 50-percent labor of installa-
tion and service.

Mechanical refrigeration is essential in modern industry. Many
of the common articles used in our daily life depend on it for mass
production at low prices. Soap, movie film, medical supplies, chem-
icals, all of these and many others .would be affected by increased
costs. None of these items could be considered luxuries as could
comfort cooling of offices and stores. Even this has been proved
medically hellfil as well as an aid to efficiency.

Mechniiical refrigeration equipment as now scheduled will not
compete with the national-defense program, but will supplement it.
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Our industry is already feeling the impact of the defense program
seriously ani( will need all of its resources in order to kee l) existing
food l)reservation equipment in operation.

We favor a general manufacturers' sales tax to be collected at, tie
source on all commodities, exempting certain foods. This will spread
tie effect, evenly throughout iill in(lustry and bring in a more sub-
santial revenue compared with (lie relatively small amount expected
from this section of this bill.

Senator BitowN. I want to interrupt a moment. You say you fear
this tax is going to ho pyiamnided. '1'he manufacturer wfill'pay the
taxes, thel the wholesaler will also play the taxes.

Mr.. JloAA).IE. Yes, sir.
Senator BihmowN. That is not true iin regard to paying the auto-

mobile tax. It is just paid once. this section 3,106 says:
There shall he lniposed on the following artlhidhs, sold by the inn nufacit'rr

Iroducer, or Inorter, a tax til-ivalent to the rate on the price for which sold, set
forth In ie following pa gri ilt.

'Flhi', it includes sportin .g goods, luggage, and the electric al a ppli-
ances that you are talking al iut. I do not think there is any double
taxation there.

Mr. Iloumi)Mit. We are lhinkil)g of the (onpllent parts that go
to make ip tile servicing of this refrigeration equilment rather titan
the equipment, itself. There would only be one tax oi the complete
unit, refrigerating unit, such as we liad a picture of here it few
lliltes aigo.

Senator 'BROwN. It. S(,1t15 to me that. could pretty well he Covered
by regllatioll. I (1do not think it is the intent of his committee to
pyramid that, tax. I thinlc it. should he paid once an1d for all. I all
glad you brought it up, because it ought. to be Clarified. It seems
to tie as it is flow it is oimll1 olle tax.

1he CHAIRIMAN. Is there' something else you wish to put in?
Mr. HOLOMI:. The previous speal er was asked about, tile amount

of metal that had to do with national defense. We would like to enter
into the record here some figures which have been collected showing
the amount of the common metals that are used as coml)arel to the
amount of the same metals that, are required for one blattleship.
Co0l0 d we enter that, into t.0 record ?

The CHA1ImAN. You Mean that whole paper?
Mr. IIomm)im. Just this sheet, which illustrates the facts that are

on there, not the diagrams.
Senator 'TArr. I suggest lie make a summary statement aicd put. it,

in the record.
The CHAIRMINAN. You may do that, if you wish to. You simply

want to show the quantity 'of material us , do you not?
Mr. Ho mCOImE. That is right. The question cane up about steel,

for instance. The steel that is required by the commercial refrigerat-
ing machine manufacturers is the steel 'required for one-fifth of a
bat tleship.

Senator BnowN. You mean that is till the steel that is used in one
year I

Mr. HOLCOMBr.. That is right. We will make such a table.

957



958 REVENUE ACT OF 1941

Tle CiAIIRMAN. Yes.
Mr. IImoranti. Thank you, sir.
(The table referred to by Mr. Holconmbte is as follows:)

'There were 3011, 10 comnterchil refrigeratlng maichines sold In 191)0. T'o iak'

those, reillres:
28 tois (of tili=tlit re(luir(tl li 7/10 of a battleslillt)=3/O000 United Stltes

'olls;tillipl tloll.

163 tolls of zlc=11l111t ret(illr'ed ill 3/10 of ft lattl'sllp=4/5000 United States
('(ii i tl ii ill't hiii.

187 iiil of ahiinlnuii--h it r liiltdl In 2/5 of aittlshilli=00/l00 United
Stile (,OilStlllll i oll.

232 tOlS of rilitd .. Iiltt reqlited Ini 2 910 liiilehIshllis--2/51M) 'ilted! States
collill lli oll.

1,072 tmis of ,opper:-titii required Ill I little lJ)--1/1000 Untited, St tes
oliltlllt ilt lit.

5,721 t(i t til'el: -(lilt( required It %, i. t it l eslip-s- 1/511tt! 'lilted till es
vOlil iilil loll.

The CIllliRM,\N. All. ])Onill1d C1i1111ihiin.

STATEMENT OF DONALD A. CALLAHAN, WALLACE, IDAHO, REPRE-
SENTING THE IDAHO MINING ASSOCIATION

Ml'. (AIJAIIAN. lay nutle is Donald A. Callahan. I live at, Wal-
hlce, Idaho, and I an representing here tile Idaho Mining Association.

T is aissociition contl)rises several hinldred liillig operators in the
State of Ilalo, those who have pro~dlling lines aind those who a1re
still eigttged in tihe ceaseless setirch for metals of conmmnercitl vahle.

Idllio is a State producing 1nny ietals-led, z n tepi cooler amoling
the base metals, andi silver liid gold amnig those of it Iore precious
eharacer. In addition to this, there is a great, variety of what are
known as strategic and critical minerals to be found in the forbidding
mountains of the State.

I have read, or rather tried to read, section 204 of the House bill.
It his to do with deduction of excess-profits tax and apparently
reverses tile procedures in the n'esett lawy. As I read it, if this bill
becomes iw, the taxpayer nust first deduct, the excess-profits tax in
cOll)tutling iet income. So, we fin(d this confusing situation, as I see
it. I cannot dleteriine my excess-profits tax until I have determined
my llet income which tells m1i0 how mulich I have made that is subject
to exces-profits tax. And I cannot determine mlly net, income until
I have deducted the excess-lprofits tax which cannot be determined
until I have deterlmined tile net income which determines whether I
have made any profits which are subject to tile excems-profits tax. Call
you imagine. the bookkeeper of one of our isolated mining compnlies
trying to make sense out of this section?

It reininls mo of a statute passed by tle legislature, of one of our
Western States a few years ago. Tle stetllte was a safety measure ill-
tending to do away with accidentts where two railroads crossed one
another. The provision was simple and highly effective. Upon the
approach to the intersection of trains ott each track, neither was to
proceed r ntil tile other had passed.

In cot, iidering the bill which is before you, I ant goin to take a
text. It is a quotation from Mfontesquieus Spirit of therlaws, that
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eighteenth century t reatise oil govermnerit which had such it treiwi-
dous iifluencO ulon the men who founded this Republic. I am goig
to quote fill eit ire clapter of that book, clilater 1:3, which is subtitle
"Au Idea of )espotic Power." Tlhis is the shortest chapter in the
book, consisting of but a few ilnes, but, they are full of meaning.
lere, they are:
Wheti tie Ftviigvs of Loutilsiia fire dsirokis of frilt, they Cut the tree to the

root, and gather th( fruit, This hicfll elthibleiwi of dsphotlh government.

I have chosen this text becatis I belie'e siicerelk tlt tle bill
before you els t hat very thing. The object, of the'bill, of course,
is revelitie, ti( tlhe frame',rs of th ,, bill have set themselves it goal, a
very detlitite gol. Thy, are seeking to gather for tihe use of the
Goverineiit, a' large share of the fruits of the labor, the sacrifices, the
genius ai)d the pele , s, 'eru 1ice of those who are eiigaged il hlil less
throughout Ilhi, Nation. Our ilidustry is willing to give its share, of
these fruits. It hopeS, however, that in order to gailher this fruit,
they do not I'y the ax to the roots of business itself.

li his stettmeiit before veer committee thle Assistit Seriletry
of the 'lr, asary, Mr. Stilliv'an, set forth tlit of the total amount
to )e 'ealzed inder the bill, 26.7 percent will be derived from ill-
creases it individual income taxes, 41.6 percent from increas in
corp oration taxes, 4.7 percent front increases in estate a1(d gift taxes,
it no 27 percent from new excise and ilncreases ill existing excises.
IVe can add toget law tile perCeitage from iticreases in corporation
tax(.s and t hat front excise taxes, ald put down as the direct increase
ili taxes upon business kinder this bill 68.6 percent of the total niiount
to be rc.ialized tinder tile bill. This is essentially it bill to tax busi-
ness. While the excise taxes il itmaiiv iistaices will be passed on
to the ultimate colistuners, the first, impact is npoii business, and
busiiies, must, adjust, itself to it.
The ';ecretary of the Treasury is right when he says that p'ojple

are willing to pay increased taxes to Ieet the cost ;f this defense
program;. I know that this is true among the people whom I repre-
sent. I am here not to protest against the amount of the revemlito
to be (letived inder this bill; I am here rather to call your attention
to certain inescapable facts as to the effect. of the ieilod provided
in this bill for levying these taxes upon the business which I repre-
sent. I ali here to call vor attention to the inequitable effects of
the provi ions of tils bilfl as they are alplied to the initing indus-
try. I am here to tell you tlta tie effect of this bill will be to seri.
ously ham oer and cripple tn industry which is essential to defense
and'to the continued d material welfare of the people of this Nation.

I do not set myself up as tlitt superman who cat truthfully say
that, lie understands all the provisions of this bill. I most humbly
take my li t off and bow before the genius who cait Put together
words and figures in the manner in which they are combined in this
piece of legislation. The men who framed this bill are itot, only
clver but tiey hid a singleness of purpose, an objective, and that
objective wa,; to rai t money for the support of Government, and
particularly vo pay a part of the cost of defending tile institutions
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of America. Within the spacious rooms of our beautiful Govtiri-
merit buildings it was easy to sit down, far removed from the woety.
the toil wtil sweat of producing thmos thinpis so necessary to defns.'W
and common welfare, and exerf their genius only upon tihe object
of getting money into the public treasury. Now that, they have fill.
ished their work, those of us who have tried to reach 1i conclusion
Its to the effect of such a bill, if it becomes law, come to you, III
rep,)res&intatives not only of the Government but of the people and
the business of tie Nation, and ask you to give very careful com.-id.
vration to certain interpretations which we give as to the effect ; of
this legislation. We know the disadvantage tnder which we labor,
hut we also have firi faith and confidence in vou. desire to pIre.
vent the .swivel-chair experts of the Government hom .seriously crip-
pling the lImsiniess of the Nation. We know that you (1o not wan.
to have theee xpert marksmen kill the geese that lay, the golden egg,4s
of revenue. The government t is going to need reveine even ater
tile (,ilergency has passed.

Now, getting (l vn to the particular business which T represent, t.'i
iingi Imsiiie:s. It, differs, perhaps, from any Other business in the

Nation. lir 1st of all, it is an ext-act'ive industry, dealing with nai
resources. It does not create the basic values of the mines. A wise
Providence put ite real values into the metals which we extract from
the ground. Patient, toiling Alen found them in tle most forbidding
places. Trained engineers and geologists gave of their talklts to
extract lg theste metals from the earth. )h'illial, hard-working,
patient nietallurg ists tested aild tried until they found tile )est means
of recovery of these metals in order that the y might be placed in
comllllirce.

In this age and under the conditions of modern warfare there is no
industry So essential to our future safety and hapliiess as the mining
itlist 'y. Everiy nation ili the world is seekiIg (he sources of metals
with which to shapeW their engines of (dest ruction. Oar own Govern-
ment has appropriated large stuns of money to Seareh for certain metals
within our own domain, and to acquire stock piles of critical 1111d
strategic metals from al)road(. We umist not, through a measure such
as t his, (lestroy one single incentive to search for, to ext ract, to benefit
and to utilize the precious stores of metals with which this country of
0111's has )beeu blessed. If we are. to couiti le to be the arsenal of the
democracies, our basic supplies of these metals must not ho curtailed.
We mumt live increased production.

A steady l)roduction of base metals depends up)on exploration and
developnmelt of additional ore bodies. 'I his requires an unremitting
program detailing tle expenditure of vast sums of money -which may
never be returned, and an unceasing and expensive search for metal-
Jurgical presses which will make low-grade ore deposits commerciallyprofitable. Accordingly any tax bill which does not recognize the

necessity for putting aci into exploration and research a certain pro-
portion of (lie amount realized from the extraction of ores is ab-
solutely destructive.Why is this policy so essential? It is because mining is a devastating

industry. The nature of mine property liferss from other forms of
fixed property in that the mine prolrly itself is reasonably consumed
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in providing what we are accustomed to call operating profit. A mine
is not, a permanent property whereof tile fruit only provides profit;
on the c contrary, ill tile rin the capital itzelf is Iiccc.-saril,, c(AlMhcd
for tie purpose of profit. No matter how extensive an ore body, it )llas
its limits. Not man but nature formed the metals which are used in
commerce. It, )is been given only to man to find the minerals ill which
these metals are contained, bring them to the surface of tle earth, and
extract the metal content from them. In this process tle miner is
jiece~ssarily using up his capital, that is, the units of metal whiicl go, to
miiake it. ij). He cannot re-create t hem. It may be t hat there are morn
units of metal ill the property thanl he anticipated. It lay be tlat
there are less. In either event they are limited. One day they, will all
be extracted and used 11p if his nrOdllctioli program ceont inues. A tax
bill seeking not only revellue but to pr'olote tie effectiveness (if a
(lefeilse prograli must, recognize this fact. Tbis tax bill does not
recognize this fact. It, recognizes no difference between the business
of mining and that of any other induistry.

The milning industry is in a unqiie position. In the first place it is
Cool)erating latrioticably in the policy oftle (ieGovernlelt to maintain
a ceiling on metal prices, thereby lri'enting a r'unaway marktt, and
Jmakilg it possible for the Government to secure its niecessaly 1et1l
supplies at a price which is practically the average price for base
metals over a period of 40 years. There is 110 Profiteering in tihe ))etal
industry.

At tlie same time tie Government is urging an increased lroduction.
There is at departmentt ill thle Office of Pro~luct ionl Mfanageniint, Which
has to do with the accumulation of strategic and critical metals and
which is using every means within its power to bring Iibout incuecased
production from existing mines, and to encourage developme t and
exploration of new ore bodies. So critical has the meltal sitat ion be-
come that we find the Government contracting for the import tion of
large supplies of metals to be allocated to the various defense indus-
tries. We also find a very determined effort being made to stispend
tariffs on metai's until the passing of the emergency. In til meali-
tinie the Govertiient itself is paying the tariffs uipl*i the lieils im-
ported. All of these facts go to show that the metal sitltion ill the
United States is critical and deserves special consideration upon the
part of this body before it finally determines just, what treatment to
accord the mining industry under- the provisions of this bill.

Now leti us consider thie position of the prudent, mine operator,
caught between two fires. On the one hand his patriotic cooerationl
in maintaining a normal price level per unit of production; on the
other, the demand of the Government for increased production and
the expenditure of large sums of money in, exploration and develop-
ment and provision for additional plant facilities. This operator
realizes that the production of additional units of metal in response to
this urgent demand results in a using ul) of his capital. If he pro-
duces then now they are gone from him forever and cannot be re-
place(l. Naturally, other things being equal, he will ilcreiase his pro-
ducticm and extend his plant facilities, altliough lie knows that when
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tie emergency passes those facilities will be useless to him. But there
is a job to be (lone, and he is one of the e"eiili factors il getting this
job of defense accomplished ill a thorough manner. Perhaps he t Irills
at the idea of being able to aid so materially in this all-out effort.

Now along comes this tax business. If he doubles or trebles the
number of units produced il it any year lie will doubh or treble his in-
comote from the property for that year, even if lie will receive no more
per unit than tie average over a long period of years. Whlen he comes
to inak, up his tax return he will find that this increased revenue has
brought, about what the Govermnent calls excess profis, His patriotic
will ingw'.s to take a risk ill expending fliolley for exloration, devel-
Op)uilit 1ld new )lant facilities, his using up of the cunpital which call
never be replaced, lies resulted ill putting him in a position where
lie must p%,y over to tile Government, depending, of colirse, npon lite
tax credit 'ihieh varies so greatly in individual nuining enterprises,
and the total aonilt of his income, a pro optionn of hiq earnings which
can reach tile staggering figure of more tian 70 percent.

Now, if it were a lusilass which doe's not coilsume its capitlil in its
operation, the operator could very well say, "I will be as well off after
tie ellige -lley passes ats I was before, because I can comlaillile liY
business, s1',eclmie new raw material, and produce according to the d.
mamilds of tie markett" But not so with the miner. Ilis tunits have been
used Ul); his capital has been exhausted. 1le finds a depleted mine
Ji1d, useless plant lailities.

This is inevitably liavimig the effect of ietnrdiig the investment of
muomey ill mining enterprises. It is offering the temptation to ]told
down on pro(hmction. It. is offering such a barrier to the all-out pro-
dmition w1iich file Oflice of Production Management desires that that
braiell of (lie governmentt is tremendously concerned. You members
of this committee and the Congress of tle United States hve the
answer to this problem, and you fire the only ones who can ren:.dy the
sit flat io pe.Anted by the |)i)grnllll of tlie Ireasur, l)epart in. You

a1 standing here betwemi this tax-collecting buielau and an es'Iential
industry of the Nation, 1111dl yoi muuist cosi er, ill the decision which
you finally IuIake, the effect w"hieh that decision is going to have upon
tile defeulse program, whih is the first consideration of our Govern.
ment and its people at this moment.

1 11111 going to offer a suggestion as to how you can correct tlhe situa-
tion implicit in the bill tWrfore ou. You 6iave ample warrant for
treat ing the mining industry as to'the production of metals so necessary
at this time in a manner different from that of any other industry.
Your warrant is the necessity of production for our defensee program,
coupled with the fact that in providing tile metals tile mining industry
is exhausting the umnit of metal which are its capital. Here is the
proposal :

The miuining industry should be askc.d to pay an excess-profits tax
for additional l)roduiction over its normal production during the past
4 years only upon the excess created by an increase in the profit per
unit produced and sold. The profits resulting from an. increased
production should be subject only to normal tax, which, believe me, in
the case of mines is very high.
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It may be said that a formula to bring this about wouhl Is very
diflicult. I said il the IWginuuing that I have utmost admiration for
the ability of the experts who writeo these tax bills. If they can put
words anti figures toget 1he' as t hey have to S.queC7, Oit of the tIxlpayer
the last possi lie peny of revenue, they surely have geilius 011011g to
Use the same Awords ad figures to meet i pc cliar situation which is
so i11le8ta1t to the welfare of otir Natioi. Tell thein that you' want
slich it fo'l-11 writtell, fold thew will bring it back.

i a ee poi ited out to yOu that. b(ca.s'e of the coil-

~,, has1-l~ he past sevei'11l Ne'( t 'S ti
ditoll of illo n1ii insg n -ir l i'y tie tax
(1iV(lit, iefW ithe i, i p)sitiou" of excess-lrolits (fix, w(rks a d isti lit,
hardshi 1p upon il(lil'id l lif1 I inillg properties and peiializes liei t(, fil
ext ent whiel il many Cases practically puts theill oit of Isilss. Uii-
(er reviou:s excess-pIrolits-tax laws ill1chinery as provided for the
Iretinielit of special (,Nls (if this (larlictel'. Suiggustioi has been inade
to yol of it liillsl by which this call be lirouight lilt it, ilot oilly its alfect-
ing tihle iniliig hliislr' bilt li1ilA other idilistries sinillily placed.
I do iilot like to call this Special reIief. Tle, word "re'ilef" in I sitlia-
loln such its ve live colfroililihg 11 ill this Nlltion ll i sinister SoidiI.
I wold rather say that there shollhl lie at meaIs pI-Wed for iiffordling
equitable lidjus imeliit of iiormal tax situiatiiis.

'lhirdly, a lrovisioli should be llmalde for giving credit for obso-
Jesceiice of philits (rected specifically to iieet this ('nerjellCy. it can
lie do1e wery easily 1)3' Jirovihilig" for Special (deductiols over the
period ill Idlich it is ilihticipated these facilities will bi, used. A 1nii-
ing plant located perhapss in all inacces.sible sect ion of tle cotlitry will
hitiA'e 110 iiitl wlltever once the prOd(llCtiOll wlich warranted its
erection h1l:l ceased.

In colichsiol, I wait to say this: The inliilg ildlistr3 stands ready
ald has ,ieei ready anud wIilllfg and 111iliXiolis to assist 11(d to five all it
has in this great, (lefezl effort. I ](low thlit evel if yoll ( o not see
lit to recognize t lie peculiaur cOllditions which I hIave fried to call attlen-
io1 to, aiid pl init this bill or Solilethilig sinlil JIo it to practically

eat li1) the siilstillce of oir l1iiillg pl)'oprties, th iillinilg indiistry
will inot go Oli strike. Bhit it siouild 11Ot 1e risked to make Such a sacie-
(ice. It should not. be forced to 1111ake ti. u, (si1ns such its will he required
if this tax bill is )assed( ill its present. forini. Its llianlagelielits are
loyal, Thcy love ti1e ilst itution1s of this collitry, i eelise they believe
tle y are tle fairest unld the lest of any goverlilieolt ill all thle world.
Y(ili i not wltli tliat faith shaken ;ili ( stlroy!(l. You Want to
ililCOrage t, and yol lave the power to do so.
Everybo,]y is ivskCel to make sacrifices mllid conce sions in this great

elnergency. in this all-out effort to defen(l (111r beloved coillitry. Every-
body, I say, except the G(overnment it elf. It goes on its terry way,
lilt(1 1n il1l(] woiiien toil and accullillhlte ilcolnet which are to ho
taxed; business executives give i) their work of lifetimes anid come
into the G(ivernlent to assist with whatever genius they possess; meni
go (lown into tile bowels of the earth to take out these important
metals; men go into the forest to hiew the trees and convert them into
himnber so essential; railroad executives bend every effort to afford
transport a'ion of military and nonmilitary commodities. Everybody
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is giving up something important in his life. Everybody except the
Governneat. Its hordes of public servailts crowd th;e streets of Vash-
ington and many of our other cities Its beautiful buildings are filled
and filling still more with civil servants.. Its agents are traveling li)
and (town the face of the earth regulating and reginenting the itdls-
tl' of the Nation. It is not too much for thos'e of 11.4 WIt) have to (o
with it production so essential for the defense of this Nation that we
ask also for a little sacrifice upon tile part. of the Government, a little
tightening of tile pul strings, it little lesse|lilig of the all-out (Wfort
to control and regiment a business which must be free now in an hour
of elmiergencey to provide those goods an(d Services so essential to the
preservation of this Nation. You men of this committee, the Congress
of the United States, in illy 1mhble opinion, should give some thought
to this.
I am attaching hereto certain examples of the effect, this bill would

havoc upo actual mining enterprises in my State. I hope that you can
find time to examine them.

EXAMPLEh OF TIII X EFln'T O I)50)VISlON8 OF Tilli 111.1, UPON AUIUAL MININo
E N lI'INLS ,

1IA Us p,'t1te t1VO tilffert(nt i11nem contiguous to each other arid coimpethig
in the saite market. The milne.s huve exatetly similar ore bIodies. Eaeh pro-
dut'es 100,t/i tons of ore ler annim.

The base iK,r!, d hIncome of those corporit lons which w*vere it production
during till or )art of the base period was te rate $150,000 per annum ; It is
presliaed thUt those corporations whili were not it production during any
part of the base period wotldl have had similar earnings if they hall been Ill
production. During the txecss.prolits ieriod-say, 19l1--eachi makes $30i,000
per annum before taxes, an(], i)rtsttiiy, each will p1y to the Federal Treasury
the 811n. alnlount of tax.

Butt, unfortunately, this Is only i presuml)tlon. Actually, tile taxable status
of eaci Is quite dlfftereut, dle to accidental factors which hIvo not even a
remote relationship to true excess profits, or to aly profits whatever arising
front the defense program.

Mine A wits purchased ii 1) Ut tMe peak of pries; it hs Invested Calital
of $3,00,000. It has hase.erlod varnlingm of $150,000.

Mine 11 was )urchavcd on January 1, IW0; Its investd capital 1i $3,000,M)0
attd has no election Ibotween credit boiled on invested capital or base period.
It must use Invested capital.
,Mil 0 was purchasedd li 19132, at till% depth of the del)ressio)l, an has Inu-

vested capital of $500,00w. It also had base-period earnings of $150mKK.
Mine 1) was discovered by tie taxpayer, and cimie Into operation during tile

base period; its basetperlod earnings tire $75,000, and Its Invested capital Is
$250,000.

Mhne H was discovered; It has Inverted capital of $250,000, hut the corporal.
tion was not organized until January 1940. Therefore, It Is compelled to use
invested capital In computing Its excess-profits credit.

Tile total of normal and excess-proits taxes to be paid by each corporation
lnder proposed 1941 rates would be as follows:

inom Total Effective Tax per

Mine More tax tax rate, ton of
taxes tx percent Output

A .............................................................. 300,000 $112,050 37.23 1 1.12
................................... .................... .. 8300.00 14,875 34.90 .05

0 .............................................................. 300.000 137,425 4&81 137
D .................................................. 300,000 162,363 00. 12 1.82).............................................................. 300,000 181,17 00.39 1.2



REVENUE AC'' OF 1041 965

The fact that stch widely vary'Iiig restilts fire obtained Il coimplting tile tax
of) what Is III effect tile Mine Income brings forcefully to mmid tit! absolute ieees-
sity for some forni of s8pt'eil relief. Tlre 8-'vlns little either of equity or
('Oltlllilt meiPe III H rigid tax lw that takes (W0 coiltS Ott of' elilh dollitr of IiieOiii
atertlilig to F', ad only tikes 35 cents from It. ParthIlnlarly IN this true when)
it Is (o'isilered thamt tile profits of vuith are won uider hldntlestl conditions.

IJtt.litly mulch 11118 beell heard of tlitt nettshity of Iaereushiig (lie production
of mitterlits enterlng Into tile defenIi.. workic, lid aMrt hula at littit lilts been

ldhl to Increased iro(uttoi of metil s.
'T'lie iinilg Industry tit; an Inlustly Is thoroughly alive to the itcesslty of

Iiereashig production. Wh'IIn, hiwtvt', li t fill individual taxpayer, tie result
of hnertasing productioi is the payment of vxcess-lniollts taxes on wli t ire In
reality n:ornaid prolits, such ia taxpayer Is rather heavily itt,_,nillzd If lie does give
thlie cooperat lou lie would Ilke to give to inetleae production.

Illustratlve of this Stlltlteilet, It (omiijlltlitlou 1111-l een tuitiinde of the lax rtslt
in tiit) ase of the five itlilem niltl'tui t d it10oVP of a .1O-ic-et htWIrease In Olutllt
lind prolit. 'ile profit of each torporat loi would bo Increased by $120,(O), ad
the tax result would Ihe Ji follows:

SEflertivc T x . t-r

M fll le i) -,id W ax ia(t 11 Ot
Inol ?x ait profit lrireaprofit fulv, outpu

A .............................................................. $I12 , X W) Pi , 4235 m3 09 $I.01
II ............................ ........... ..................... Ilt, 1A . i 7 , 425 03. 09 1.91
C . ............................................................ IM,(0 7f P ?7P W 5.66 1.07
I) .............................................................. 120. (00 81,281 87.73 2.03
f .............................................................. I20, O00 8W2G 0 2.07

Ot tie lncreast'd output of IONI tols, hiw'ver, the aiouit1s rella lnin g to

flie dlffereiit tatXlpatyers lifter piPlyUmtelt of taxes nu1e Jig liowli

Tax per ton of ou put

Ordinary prldue- ln terkd produe.
SlIon (100,000 1hons) lion (40,O00 tons)

M~nI
tax axl4)er t ax Net to

A .......... .............................................. 1.12 *I.IJ8 $1.91 $1.09
I ................................................... 1.03 . 1. 1.o9
C .................................................. .. . I 1.37 1. M 1.p7 1.03
1) .............................................................. 1.02 1.34 2.03 .97
E .............................................................. I 1.81 1.19 2.07 . 3

A final table is uilipended, illluitratiig not ottly tie unfair competitive condl.
tion created by tlie execssproflIs tax, but tie Ilncreasilng tax (,ist of lnermwved
produel(lon. Tills table follows:

Tax per dollar of profit

0rdInary Inere&ed Av1eIta
eroductIon produelloI on total

(ne0010 (40 0 prOllCtolfl
tons) tons) (140,00

tons)

Cents Centh Cent"
.............................. .............................37 84 4ti

........................... ................................... 35 84 43

.............................................................. 48 do 51

.. ....................................................... .4 8 8

61077-411--02
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Fromn tile ahovo it Im quito apparent that the proposed rate.( and proviHions
detfinitely Inpose all exeess-lproittr tWx on normal profits, and tlw- tax . I lposed
at such high rates that there (anot but be a deinille reluctance to dissipating
tin ore body of Iinited extent without even a normal profit.

Now, then, we are faced with this lullique situation: The Govern-
ment, as I said, is urging ,is to increase production. Oi the other
hand, the industry is cooperating with tihe (overnment in keeping
down tile price of ilietilis. 'I'lire is 11o prOfit e(ring ill the mining
ilitistry it all. T1o ieO 1,0W is only a little ab)1Ve tile alvt'erige pricefor baliti . mettls .5 over it jt'ri 'r of t') That. i olicy has beenconimw duint al ths d~t'14 effort, 1111d will )vt conitinfiled,

believe, because 1e milling Industr3 is operatingn, toget her with the
petroleum industry, in t e elort to keep t 10 prices dowli ill the veryes.',lltiflI ma terials.

Ifere is our situation: If ve inceaso the production of units of
Iletal in response to tie (JOV(l'llent's demal and tit the same tinle
oo not reeive any more per unit, we are still faced with the fict.
that at tlie eud of the year, %Vle10 we come to make il) our tllx re-
turn, because of the iner:'eased volimne of reductionn due to this d0-
11a111d we have 11ade what millt be culled it larger profit. In doing
this we have used uJ) 0111' Capital; in doing this we are taking out the
units that, might have been hoft there for future years, 11nd in doing
this wC1 are addingt to what. nilty be called profits because , they are coa-
ing in this Year's busines, added to what we had before, btit they are
not actually' excess profits, hfcause the price of the 'nit hui1f not been
increased. These profits, if Ihere are any, simply come from increas-
ing the number of units that you produce (luring the year.

Senator (h:nty. Are nlot you in much lithe same condition as the
coal comil)i as ?

Mr1'. CALtAr ArN. Yes, ill(IUd. I eanniot see tiy difference. except,
perhaps, that ('0111 seetits to hlave il almost inexhaiistible supply ahead
of them. In the mining blisiness our ,Minle bodies an'e levelled for
a certain period. It is not good p'tletice, and it has not beeln. to
develop too far ahead of your operation. Me (10 not know how n11n3
there are there; we (10 lict know anything about the content of tlie
ore body. The geologist ild engineer may make an estimate, but
it is m11 an estiniate. he ore we take out today can never be
replaced, it ever grows again. Consequently. we must add new
ore bodies; we must keep developing those we have. Ill.doing that,
of course, we are reaching, the point. where we are going to mine what
might be called marginal bodies of ore, where the cost of production
is very much greater.

In "addition to that, ill order to take out, this increased productions
we must build additional facilities to treat the increased production,
tind those increased facilities will be absolutely of no value to the
mining com pany after the emergency which d mands the increased
production has passed. Therefore, 'I want to endorse what Mr.
Fernal for the Amerian Mining Congres said this morning, that
opportunity be given to del)reciate the additional facilities over the
reasonable'life of the use of the facilities that are provided.

The CrAIMAN. Before you go, there might be some questions that
somebody might desire to ask you.

Mr. CAT, AAIIAN. Yes.

goo
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I'l0 (HA MN. YOU (10 have a e(lPlletioll allowance, (1o you not,against oll in es n nt ?
d1i. (,, LPtAN. We have it depletion allowance, but yol remieiblier

thmt depletion allowances should be allowed against il'odiction eveiif ,xcIss profits (1o not apply.
lie (,1uM.ln. Yes; of Course.

ipl. CALIIN 'l'liitt W~0iiJ( be allowed Jist. thle Same11 after tlhe
emerge. (dtemer lhaly if t he ore were taken ut e tei the

,+, ii' , . , tsk .. oti, , e.ritily Speakinig, .smitl and3( iieiel lnii-siz.o 131113ing opt'iitt buS, iare they ailmiost compllledto piplo)t he ior-eariigs lase credit, rather an the. inivestedI-

,E'. (AJ .. AN.. Prac1ticilly So. Oine leas()n was given very clearlyby r. Wills this morning its to the difficult of having fhe investedcapital se, Iecit usv of th ie fil that so much govs inito the opening1i) an( bringing into production of tie mi et which is really itscaaititl ilvestmeiit, Iut is not inl dollars and cents.'lhe. (0n1.NMAN. It is not kind of cal)ittl investnIHent that the
'l'restiry a I low,?

i'. , ALL AJ,. No; they do not allow that kind of capital invest-
isieiit lit till.

h'lhe ('JI.tN. Are there any furt her quest ions?
Se4nato' '1'AY. You tire against eliiat ing tht exemption of the

strategic materials?
N1r. C ALAIIAN. Tery definitely; yes.
Senator T1ATr. Is your company concerned with those materials?Mrt. CALLAHAN. My coMipaniY is not; no. In the particular dis.trict in which we live we do not have any of those strategic metals,but we iave in central Idaho, and we have vnst potentialities in thatdirection. As a matter of fact, the United States Bureau of Minesand Geological Survey, under its al)rropriation of $1500,000 a yearwhich wam made severitl 'ears ago, ills beei making soile intensiveexaminations down there lat we Ielieve have Uincovered sol1O sout're.

of those very valuable strategic metals.
I want, to endorse heartily what MIr. Willis said with regard tothat. this morning. I think it, is extremely iml)orlant that that

Section be put into the bill.
'l1i0 CHAIRMAN. '1'liaik you very much for your appearance.

M'. Leo J. Iloban.

STATEMENT OF LEO 3. HOBAN, WALLACE, IDAHO, TREASURER,
SULLIVAN MINING CO.

Mr. HIOIAN. My name is Leo J. Hloban. I am treasurer of SullivanMining (Co.1 the main office of which is located at Wallace, Idaho.Sullivan Mining Co. owns a zinc-lead mine, located near Burke,Idrhio, and an electrolytic zinc smelter, located at Silver King, Idaho.ly purpose in requesting a hearing before this committee is topoint out the manner in which the Second Revenue Act. of 1940,Ioth as at present, constituted and as proposed in the.House bill nowmli(let consideration, inflicts almost confiscatory taxes on SullivanMining Co., thereby impairing our competitive position in the
industry.
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In discussing this matter I will confine my presentation to tile affairs
of tile company with which I am connected, and with whose affairs I
am familiar; however, my conversations with the re )resentatives of
other small companies in the industry convince me that many small
taxpayers have the same sort of )roblem and are subject to the same
sort of discrimination as SullivanMining Co.

listor-y of Sullivan Minb. (/o.-Sul ivan Mining Co. was organ-
ize( in 1917, and after years'of developmentt, the Star ore body was
discovered in December 1924. There was no domestic outlet, on a
reasonable basis, for the zinc concentrate production, and for several
years we were compelled to ship these concentrates to Belgian smelters.
lhis was an unsatisfactory situation, and in 1926, even this market
having been cut off, construction of an electrolytic zinc smelter was
started, which was completed and put into operation during October
1928.

Tite mine has not been profitable at ordinary inetal prices; the
smelter has been profitable, except during periods of lpression. Due
to large losses suffered during the depression, and which were never
recouped, the corporation had an operating deficit at December 31,
1939, of $1,035,000, and the investment in the mine and smelter was
about $9,000,000.

Operations during base peiod-Sta' 'mzne.-n January 1, 1936,
the Star mine was operating; its output was about 375 tons per (lay;
the ores were beneficiated in a leased concentrator. The mine wag
forced to close in December 1936, when the leased concentrator was no
longer available. By the time the shut-down occurred the output of the
mine had increased'to 600 tons per day. Upon loss of the use of the
leased concentrator, construction of our own concentrator, with a
capacity of 850 tons per (lay, was authorized, and it was placed in
operation in August 1937. The mine was again forced to strspend
operations in February 1938, due to low metal prices incident to the
depression that started about that time. Production was resumed in
September 1939 and has since continued at a rate of 850 tons per day.

Electrolytio zirw smelter.-Early in 1937 an increase of the produc-
tive capacity of the smelter was authorized to provide for the expected
increase in production from the Star mine. The new unit was com-
pleted in February 1938, but the shut-down of the Star mine left it
without a supply of concentrates on which to operate. The new unit
was compelledto lie idle, therefore; in fact, by April 1938 it became
necessary to shut down one of the two units of the original plant. In
September 1939 the second unit resumed operation, and the new third
unit was placed in operation for the first time on December 1, 1939.

Senator DANAHER. Will you pardon the interruption? Over that
interim, from 1938 to September 1939, was zinc being imported into
this country I

Mr. HeOBAN. I think in 1937 there was some importation of zinc,
but that was not due to lack of capacity of tle zinc industry, it was
due to the shortage of water. whici cut off electric power at the zinc
plant in Montana. We were not handicapped in that manner.

Senator DANAJIER. Thank you.
Mr. HonAN. Inadequacy and discriminatory nature of base-period

,credits:
There are a number 6f reasons why the excess-profits credits based

on the average income fiethod are unsatisfactory and discriminatory
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as applied to Sullivan Mining Co. Principally these reasons ar as
follows:

(a) The Ieriod 1936-39 was distinctly a subnormal period in thezinc-lead industry.
The base period years, 1936 to 1939, inclusive, were not average

years for either zinc or lead. Almost any combination of years,
except pure depression years, would have given a more reasonable
average.

The arithmetical average St. Louis price for zinc for the base
p-eriod years was 5.29 cents per pound.

Following are the averages for other periods:
Cents

1904 to 1913 --------------------------------------------------------- 5.57
1914 to 1918 --------------------------------------------------------- 9.47
1919 to 1935 ---------------------------------------------------------- 5.61
1936 to 1939 ---------------------------------------------------------- 15.29
1901 to 1935 --------------------------------------------------------- 6.20
1904 to 1935 ---------------------------------------------------------- 5.60
1904 to 1939 ----------------------------------.----------------------- 6.10
1904 to 19392 --------------------------------------------------------- 5. 56

ane period average.
ixeluding 1914 to 1018.

The years 1904 to 1913 are the 10 years preceding the first World
War. They include the short-lived prosperity extending through 1906
and the first three quarters of 1907 and the years of stagnant business
thereafter. There was no income tax in effect prior to March 1, 1913,
and thereafter was a rate of only 1 percent. There was no National
Labor Relations Act, no restrictions on wages and hours, no reciprocal
trade program, no capital-stock tax, and no social-security tax; yet
during that period the )rice for zinc was 0.29 cent per pound higher
than during the selected base period.

The years 1914 to 1918 were the war years, when prices reached fan-
tastic levels. The average of these years is set down here merely to
complete the record.

The years 1919 to 1935 included the short boom after 1918, the
depression of the early twenties, the prosperity of the middle and
late twenties, the devastating depression after 199P hen metal prices
reached the lowest level in recorded history, an. he first 3 of the
recovery years. The average price during this long period of 17 years
was 5.61 cents-0.32 cent per pound more than the selected base period
years.

The grand average for the years 1 04 to 1935, inclusive, is 6.20 cents
per pound, 0.91 cents per pound more than the average for the base-
period years; even if we exclude the high prices for the years 1914 to
1918 but leave in the average low levels of the 1929 and later depression
years, the average is found to be 5.6 cents per pound, an excess over
the base-period years of 0.31 cents per pound.

The grand average for the years 1904 to 1939 inclusive, is 6.10 cents
per pound, and if we exclude 1914 to 1918 we And the average is 5.56
cents per pound, an excess over the base-period years of 0.27 cents per
pounds.

969
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The comparative figures for lead, New York price, are as follows:
Cents

1904 to 1913 ------------------------------------------------------------ 4.62
1914 to 1118 ----------------------------------------------------------- 6.21
1919 to 1935 --------------------------------------------------------- 5.97
1936 to 1939 ------------------------------------------- 5.13
1904 to 1935 ----------------------------------------------------------- 5. 59
1904 to 1935 2 ---------------- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 5.47
1004 to 1939 :19 -------------------------------------- - ---------------- 5.54
1904 to 19-9-. ..... .... .....------------------------------------------ 5.43

Base period average.
'Excluding 1914 to 1918.

It will be seen that, except as to lead for the period 1904 to 1913,
every period stated above, and every combination of periods, gave a
higher average result than is the case in the selected base-period years.

It is quite apparent, therefore, that 1936 to 1939 were not representa,-
tive years either as to zinc or lead, and that excess-profits taxes, at
extremely high rates, are being paid by the zinc and lead miners on
what are in reality merely normal profits.

Senator BROWN. We recognized that possibility when we wrote tie
last tax law. A great deal of effort was made by this committee to
enact a hardship statute to cover that situation. One was adopted on
the floor of the Senate; and then the chairman, the present chairman,
Mr. George, largely was responsible for rewriting that section when
the bill went to conference; and when it came out we thought we had a
reasonably good hardship statute. I note in reading on a little ahead
that that did not aid you any.

Mr. HOBAN. That did not aid us any.
Senator BROWN. My question is: Why could not you use it?
Mr. HOBAN. You mean what, Senator?
Senator BROWN. Ti hardship statute. I think it is section 722.
Mr. HOBAN. I am just coming to that, sir.

goof.ive you two good examples of why that does not do us a bit of

(b) The limitation in section 722 (b) (4) effectively prevents
Sullivan Mining Co. from obtaining recognition of its increase in
capacity during the base period.

That is what you refer to, Senator.
The CHAIRMAN. That is it; yes.
Mr. HOBAN. During the base period, Sullivan Mining Co. increased

its productive capacity at the mine from 375 tons per clay to 850
tons per day. It also increased its smaller capacity from 65 tons per
day to 115 tons per day.

Section 722, relating to adjustment of abnormal base period net
income specifically recognizes a difference in the capacity for produc-
tion as one of the abnormalities which justify adjustment of the base
period income. However, section 722 (b) (4) further provides that
the base period income so adjusted shall not exceed its excess-profits
net income as adjusted for the last year in the base period. Since
1939 was for Sullivan Mining Co. the poorest year in the base period
with the exception of 1938, which was a deficit year, and since all
the additions to productive capacity had been made prior to 1939,
and, therefore, that year is not seemingly subject to adjustment, the
net results is that the entire increase in productive capacity is subject
to excess-profits taxes, since the base period net income of Sullivan
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Mining Co., computed under section 713 (d) is greater than the
excess-profits net income for the year 1939.

Senator BRoWN. Did you hear that, Mr. Stain?
Mr. STAsf. What?
Senator BIOWN. Do you understand what Mr. Hoban was saying

here about a criticism of our hardship statute?
Mr. STAM. Yes.
Senator BROWN. Do you agree with what lie says, that it was im-

possible for them under those circumstances to get relief?
Mr. STAM. The only thought I had in mind was that possibly he

is taking the position that it is the actual income for that last year
of the base period that lie had to take, and under the statute as written
it seems to me that he could construct a proper income for that
last year of the base period, and that would be his credit. In other
words, the credit could not exceed the income for the last year of
the base period, but it must be constructed rather than actually for
that last year. In other words, if these same conditions had been
eliminated, this strike and everything in the last year of the base
period, he might have had a higher base period income than he ac-
tually showed, and that would be the limitation rather than the actual
income.

Mr. HOBAN. I would be very happy if that were true, Mr. Stain,
but these facilities were all constructeW, and in being prior to Janu-
ary 1, 1939. That being the case, and they were not in use in 1939,
is It your opinion that we could reconstruct 1939?

Mr. STAM. I think there is a chance that you could; yes.
Mr. HOBAN. All right, sir.
It the investment in increased capacity had been made in 1940

rather than during the base period, section 714 (a) (1) (B) would
have allowed an addition to the base-period earnings, excess-profits
credit of $128,000, being 8 percent of the investment, $1,600,000. When
it is considered that the concentrator operated for only 9 months and
the new smelter capacity for only 1 month, of the base period, and,
therefore, added only negligibly to base-period earnings, it would seem
that something less than justice is being accorded Sullivan Mining Co.

Section 722 (a) (2) would seemingly allow Sullivan Mining Co.
an adjustment of base-period earnings since there was an abnormal
shut-down due to the loss of use of the leased concentrator. However,
section 722 (b) (4) again intervenes, and for the same reasons out-
lined above as to increased capacity,'any adjustment is denied.

Undoubtedly it was the intent of Congress to recognize abnormnali-
ties such as those described above, and to provide equitable relief, but
the provisions for relief were so circumscribed and limited that many
taxpayers are deprived of the relief to which they are equitably
entitled.

Senator BROWN. That is exactly what we tried to do.
Mr. HOBAN. I will discuss this, Senator, with Mr. Stain. If I made

a misstatement here, I would like to have an opportunity to correct it.
Senator BROWN. I grant we did go into it at considerable length.
Mr. HOBAN. The limitation of the last year in the base period is

what ruins us.
Senator BROWN. The original idea was to leave a great deal of dis-

cretion in the Commissioner, but subsequently we were persuaded, as



REVENUE ACT OF 1941

I said, to put limitations upon that discretionary power. I still think
the only way it would tend to work out to meet the many abnormal
cases that arise is by the provision which was in the law in 1918.

Mr. HOBAN. Yes; in 1917 and 1918.
Senator BRowN. We are very inuCh interested in that problem.
The CHAIRMAN. Mr. Hoban I might say that originally when the

bill was on the floor of the Senate an amendment was put in that
would have covered your case, but as Senator Brown has pointed out,
subsequently in conference were not able to get through the provision
that many others on this committee and in the Senate wished.

Mr. HOBAN. I hope you have better luck this year, Senator.
The CHAIRMAN. I think you should talk with Mr. Stain and the

Treasury. It is quite probable that you are entitled to relief that
you do not think now you are entitled to.

Mr. HOBAN. I would be happy to find that out.
The CTAI1MAN. You would iot object to it?
Mr. HOBAN. Not a bit.
Senator BRowN. There is an excellent case, in his case, I will say

that.
Mr. HOBAN. May I proceed?
The CHAIRMAN.'Yes; you may proceed.
Mr. HOBAN. (o) No provision of the law provides for adjustment

of base period earnings, where income in the excess profits period is
increased by reduction of expense.

Two typical examples affecting Sullivan Mining Co. follow:
1. Shut-down expenses.-In the case of mines with many openings,

shut-down expenses are very heavy. This is particularly true of the
Star Mine, which has been opened up on 15 levels, through a vertical
area of 3,100 feet. It has an 8,500 foot haulage tunnel, 2 shafts
totaling 3,100 feet, and numerous stopes and cross-cuts. All the
openings must be kept in repair during a shut-down, pumping, hoist-
ing, mechanical, and electrical crews must be maintained, taxes,
rentals, and other overhead expenses must be paid. The shut-down
cost in the Star Mine is about $15,000 per month and when it is con-
sidered that the Star Mine was shut down for 27 out of .the 48 months
in the base period, it can be readily seen that the reduction in base
period income, through failure to allow elimination of this abnormal
expense, has resulted in a very substantial reduction in base period
earnings.

Since the Star Mine resumed operations in September 1939, thereby
eliminating the shut-down expense, it cannot be contended that this
saving in expense has any connection with an increase in metal prices
due to the defese program. It is difficult to understand how a saving
in expense in 1939 becomes excess profits in 1940 and succeeding years.
Yet there is nothing in section 711 (a) (1) which provides any ad-
justment of base period income on this account.

2. Elimination of royalty payments, diu to eopiration of patets.-
In the construction of the electrolytic smelter, a patented process was
used; royalties were paid regularly to and including April 1941,
when the patent contract expired. The cost in 1940, that is, the cost
of royalties, exceeded $42,000.

Here again it cannot be contended that this augmentation of in-
come had anything to do either with increased' metal prices, or na.
tional defense. Yet, under the law, the entire amount automatically
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becomes excess profits net income, taxable in the highest bracket--a
tax of 72 percent, combined excess profits and normal tax.

Inadequacy of excess 'profits credit based on invested capital.--The
Second revenue Act of 1940 allowed an excess profits credit of 8
percent on invested capital. This allowance was wholly inadequate to
measure the profits of the mining industry which, in all of its phases.
from prospecting, through discovery, development, and operation, is
a more than ordinarily risky business as far as capital is concerned.
It is grossly unfair to lump all industry in a catch-all average rate..
The use of an average rate results in an overallowance to certain
classes of industry, whereas, other industries will receive less than a
proper allowance. Evidently, it is already realized that some indus-
tries have been given an overallowance,' hence the proposal for a
special 10 percent excess-profits tax. Seemingly, however, there is
no intention of extending relief to the industries which have received
an inadequate allowance.

Quite the contrary, in fact. The House bill proposes a new method
of computing the excess-profits tax. The report of the Ways and
Means Committee is quite lengthy in explaining what could have
been explained in a very few words-merely that the 8-percent allow-
ance was being reduced to 5.6 percent on capital up to $5,000,000
and to 4.9 percent on capital in excess of that amount.

The equity of reducing by 30 percent an allowance already grossly
inadequate needs no extended discussion. The 1940 provisions for
levying the excess-profits tax on the excess profits net income, rather
than on the normal net income as proposed in the House bill, should
be continued.

Special 10-percent tam.-Sullivan Mining Co., will, in addition to
a large tax at the highest bracket rates, be subject to the proposed
special 10-percent excise-profits tax on the difference between the
excess-profits credit on base-period earnings and the credit on invested
capital.

Included in this tax is a relatively small amount which, however, is
so inequitable that attention is called to it. In the use of the base-
period-earnings method for computing the excess-profits credit, the
credit is limited to 95 percent of the determined average. The limita-
tion to 95 percent is strictly a penalty on the use of the average-
earnings method.

The effect of the present proposal is to levy a tax of 10 percent
on the 5-percent reduction of base period earnings even though the
corporation has elected invested capital, and has no reason to expect
to pay a penalty tax on the use of the invested-capital method.

Due to the limitations outlined in the discussion of the average-
earnings method of computing the excess-profits credit, this special
tax will be especially burdensome to Sullivan Mining Co.

Sullivan Mining Co. is not objecting to the rates of tax in the
House bill. It realizes that the need for revenue necessitates high
rates. It does feel, however, that revision of the law to remove
inequities incident to its faulty' construction are the more urgent at
these high rates than when the rates were lower.

Most of the competitive disadvantages pointed out would disappear
if provision were made in the case of mines for an excess-profits
credit based on normal profit per unit of output. This would put
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similarly situated competitors on the same plane, and more im-
portant than all else would remove the hesitancy on the part of the
mine to dissipate an ore body and account for the profit at almost
confiscatory tax rates.

The necessities of national defense are more important at this time
than the need for revenue, urgent as that is. The need for revenue
should not, at any time, obscure the necessity for fair tax laws,
equitably applied. In addition, it. is particularly important now that
the operation of a tax law should not act as a brake on production,
which is already far below our requirements.

The CHAIRMAN. Are there any questions?
Senator BROWN. I want to ask one more question, Mr. Chairman.

I think you made an excellent case. You do not say very much about
lhe reason you (lid not adopt the invested-capital theory.

Mr. HOBAN. We did adopt the invested-capital theory.
Senator BROWN. You did?
Mr. HOBAN. We did. Now, we have to compute our base-period

earnings.
The CHAIRMAN. That seems peculiarly illogical to you, does it not,

Mr. Hoban I
Mr. HOBAN. I agree with you, Senator.
The CHAIRMAN. That is, that you are on the invested capital base

and you have no occasion to resort to the average earnings method,
you could not use it. Your capital structure was such, and your
prior history was such that you had to take the invested capital
method.

Mr. HOBAN. That is so.
The CHAMA.N. And the illogical situation arises because you were

then referred to a credit base which you had never used, had not
intended to use, to wit, your normal earnings, to determine on what
sum you should pay this additional 10 percent, although you did not
reach your minimum credit, your base credit under the invested
cap ital.

Mr. HOBAN. That is true. It is only since I have been here in
Washington studying this thing that I find all these inequities that
I point out here. In attempting to compute the base period earn-
ings I ran into all these different things.

The CHAMMAN. You probably know the argument that was sub-
mitted before the House. • I have every respect for these conscientious
and able men w~io compose the House Ways and Means Committee
and the Treasury. Although you have not earned, say, your 8 per-
cent, or, say, 7 percent, or even the reduced percentage under the
present method of computing, 4.9 and 5.6, although you have not
reached that, since you have made more than you were making in
the base period you should pay the 10 percent.

Mr. HOBAN. In other words, it is a good deal like using the unfor-
tunate experience of past years to take a littlW bit more.

The CHAIRMAN. I have not been able myself to see how it can be
logically justified, nor actually justified as it may be applied to a busi-
ness, any kind of a business that cannot use the average earnings, has
no occasion to use the average earnings, that has used the invested
capital, and until it has made, earnings in excess of its credit under
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that system, oven though you may say that it has profited some by the
general defense program, the general spending on the part of the
Government, that it should suffer that special tax of 10 percent.

Mr. HOBIAN. It has profited through the increased price, but, on
the other hand, it is being hurt very badly because of our inability
to have recognized, as normal profits in the excess-profits period, the
profit from the )roduction of these units which result from an in-
crease of productive capacity which was completed during the base
period.

You asked Mr. Callahan a question as to whether or not it was
not almost necessary for niost mines to adopt base-period earnings
rather than invested(apital. I am al sotmasurer of another mine, a
rather old mincthe teela Mining Co., whi6V)vhill probably have its
ore body worked out next year. It adopted "tAe unit method of
depreciation and depletion, which -aeans that, as you get to the end
of the life of a mine, your invested chpits I in plant ..facilities pra-
tically Wsappears. olecl Min4ig Cmpany has a $2,000,000 plant.
So loi' as therq.4s ore t 0 be etrj ted, it ymust have a plant,
even 4o the last.day of ithe opera ion. of the mine. Oi its books,
howe er, the plant htis-a topreciatod value oftonly $3500, due to
the gradual diminutionof s tsbook -value through use f the unit
method of depreciation,. ,

The CuAiR*4N. Your capital hasbeen d6pletwe?
Aft. HOBAN.". Ye.*_
TIle CHAIRmN. Yoti are obliged 'to diminish the capital earnings

to stVr in business at,:all? T j' "
Mr HonAw. That, is right. - .
SeniOr JonNi. Mr. Ilobh-i, aftelyour i~nversati n with Mr.Staem dfzd the Treasury, il ufilnd that yai are mistaken in your

statement here, you will give usa corrected statemot, will you?
Mr. H6Wi . I will do.,,,,,, JM&

Senator J I3NSON. Because this is a point . tremendous im-
portance, as Y'g know, to the whole miningJfidustry. I am sure
this committee Whtts to be very sure of itsW6tmd.

Mr. HOnAN. I will'be gi "; A ttnator.

Senator BnowN. Mr. Stam1hn mn the report of this committee
headed by Senator Harrison in February of this year, in which the
precise subject matter is discussed in that report.

Mr. HOBAN. I have a copy of that. I wotild not presume to get
into a discussion with Mr. Stain, for whose ability.I have too much
respect. I will be glad, however, to discuss this. My own opinion,
after reading this thing very carefully, isilhat the limiting provision
that your base-period average shall not exceed the adjusted average
of the last year is the thing that puts us out qf business.

The CHAIMAN. I am not at all sure that you are not right, Mr.
Hoban, but I do think it worth while for you to talk with Mr. Stai
and with the Treasury ild see if you might not be permitted to
reconstruct your last year in such a way as to afford you some addi-
tional relief.

Mr. HOBAN. I will be glad to do that. Thank you, sir.
The CHAJRMAV. Thank you very much for your appearance.
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(The letter referred to follows:)
AUGaUST 21, 1941.

Hon. W,%LTEu F. GEoRno,
Chairman,/ donate Finance Coininittee,

Washington, D. C.
)EAR SENATOR :GEoRoE: In the course of my appearance before the committee

on August 19, I polintel out some of the difllculties confronting Sullivan Mining
Co. The difficulties arise front what I consider unreasonable limitations of the
abnormality relief provisions of section 722, and specifically section 722 (b) (4).
A difference of opinion arose as to whether or not this taxpayer is entitled to
relief under this section and It was suggested by Senator Johnson that Mr. Stain
and I have a conference on the subject, ond that the committee be informed
by letter as to the result.

This conference has been held and the particular circumstances affecting this
company were rather thoroughly reviewed. I think Mr. Stani and I are now
agreed that relief might be granted in this case under section 722 but the
relief extended would depend on administrative Interpretation of the section,
particularly as to the combined effect.of the reference in section 722 (b) 1 to
low prices and volume, an(l the limitation in section 722 (b) (4) as to 1939
Income.

We are also in agreement that there is enough doubt as to the meaning of
certain of the provisions of the section to call for clarification by appropriate
amendment.

May I ask that this letter e niade part of the record following my testimony?
Yours truly,

LMo J. HOBAN,
Treasurer, Sulliva n. Iinig Co.Copies to :

Committee members.
Colin F. Stam.

The CHAIMAN. Mr. Maurice Thoriler.

STATEMENT OF MAURICE THORNER, ATTORNEY AT LAW,
LOS ANGELES, CALIF.

Mr. TiOnNE. My name is Maurice Thorner. I am an attorney
representing small producers of tungsten in California.

The CIAIRiMAN. And your address is West Los Angeles?
Mr. THORNER. Los Angeles.
The ChA\IRMAN. Yes; you may proceed.
Mr. THONER. I wish to present to the committee my views rela-

tive to but a single feature of the revenue measure now under con-
sideration. Last year Congress, in pursuance of its well-conceived
policy of fostering and encouraging the discovery and exploitation
of certain strategic and critical metals, decided to exempt from the
provisions of the excess-profits tax any income derived from the
production of these metals. I refer specifically to section 731 of
the Internal Revenue Code, granting this exemption to "tungsten,
quicksilver, manganese, antimony, platinum, chromate, and tin.f
This was a wise decision on the part of Congress because it pro-
duced precisely the result everyone wanted. It immediately stimu-
lated and encouraged prospectors to scour the western country in
search for these mineral deposits, and if the momentum given by
the adoption of the exemption last year is not interfered with, it
is the opinion of competent mining engineers that in the course of
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a few years tile United States can become self-sustaining with respect
to most of tho metal mentioned.

Mining is a risky andl hazardous business, and without sonie special
incentive it, will never be possible to increase our domestic productionn
of these rare metals. Congress last year by section 731 attempted to
supply this extra incentive for the ihvestnent of time and money in
an effort to increase our domestic production. The problem of getting
"venture capital" to go to work is a serious one, and the T. N. E. C.,
ts a result, of its extensive studies, has frankly recognized that, fact.
Bear in mind that the odds against the discovery of new ore bodies that
are tiny good is very high. Only 1 out of 20 pr)perties that are turned
up by prospectors )rove to be workal)e. Consequently, new capital
is very shy, and th rate of return on the 1 property in'20 that really
has ani ore body must be very much higher titan tile return on a con-
ventional investment, because the risk of loss is that much greater.
And it is no use suggesting that the Government, through tile R. F. C.,
will invest the necessary capital and take the risk, because they will
not do so. Before tie'R. F. C. will go into a property it must be
practically proven beyond doubt, and there iuist be blocked out ore
ill sight.

If there is anything more important to our defense program than
the;e strategic metals I don't know what it is. Tile 0. P. M. are
constantly clamoring for these metals. They are tile lifeblood of the
steel industry. Without all assured supply of them our great steel
industry would bog down, and all of us know, that at the present, time
we are still pretty much dependent upon tile outside world for these
vital supplies. Let us look at a few of them for a minute: Twelve
and one-half pounds of mianganese is needed to desulfurize and de-
oxidize every ton of steel l)roduiced, most of it is imported from India,
South Africa, and Cuba, and substitution is extremely difficult, if not
impossible. Tungsten is iml)orte ( from Indochina a6d Bolivia and
Argentina, and without it we cannot make our high-speed steels.
Quicksilver, most of which formerly came from countries now con-
trolled by the Axis Powers (Italy and Spain), is badly needed forpharmaceuticals, for the manufacture of torpedoes, ld for our sipl-

building program, for mercurial paints, which prevent barnacles from
forming oIl ships.

Now, the House of Relpesentatives has with one fell swoo) wiped
out t lis exemption. They did it by section 206 of the revenue aw
passed several weeks ago. I cannot believe tlat it could have received
tile careful attention in the House that it, deserved. I am sure that the
practical aspects of this problem have been overlooked altogether in
their understandable anxiety to find new sources of revenue. I realize
full 'well tile seriousness of tle times and the great necessity of taxing
everything and everybody until it hurts. I agree with tlat policy.
But wien you begin to levy taxes'which will, in actual operation have
tle effect of throttling and choking off vital reductionn you are losing
sight of the larger question involved. and that is the efficient and in-
creased production for national defense, before which everything must
give way.
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I think Senator Johnson this morning accurately termed this "kill-
ing the goose that lays the golden egg.

heree are several outstanding reasons for refusing to disturb the
exemption to strategic metals, and I will urge t9is committee to
give them careful study and consideration.

First. I think it would be an act of bad faith toward the many
small corporations, with small capitalizations, who relied upon theassurance implicit in section 731 of the Internal Revenue Code, and

have gone ahead with expensive research and development work,
looking to the discovery and production of these minerals.

Second. It would result almost at once in the discontinuance of
further prospecting for these ore bodies, and the stoppage of l)ro -

duction from many sources in the United States. thousandss of
prospectors have spent their time and their money searching for
these badly needed metals during the past year. This was done be-
cause of the incentive given them last year. This was done because
it was generally believed that the exemption granted by section 731
established, a principle which would be adhered to, until such time
as we as a nation had uncovered a sufficient su)ply of these metals
to warrant a different policy.

Third. I contend that the Treasury will not derive any appreciable
revenue by repealing this exemption. This is a revenue measure we
are talking about here, and thq problem must be examined from that
point of view. I wonder if the Treasury experts, or tle experts for
the committee, have taken tle trouble to study last year's tax returns
and on the basis of those returns submitted to you tny estimate of
the additional tax collections, if any, to be obtained by this rel;.eal?
I venture to guess that they have submitted no such estimate. Why
do I say that? I have before me some figures, compiled from the
records made available by the Bureau of Mines for the year 1940. I
wonder if it is generally realized that the total value of all of these
minerals produced in tile United States during 1940-and I think this
answers the question that Senator Taft asked earlier today of a pre-
vious witness-was in the neighborhood of $20,000,000?

Senator DANAHER. What percentage of the total of such minerals
used in this country does that represent?

Mr. THon NER. I think we use nearer $50,000,000 worth of these rare
metals annually.

Senator DANAITEX. So we are getting Imp to 40, 50 percent of our
needs?

Mr. THOnNER. Yes.
If it is assumed that the average net profit on such production is

about $5,000,000, I know tilat the Treasury experts will readily agree
that at least one-half of that amount would be attributable to indi-
viduals and partnerships, with whom we are not concerned in this
discussion. As to the other half, $2f500,000, you can quickly see that
after (1) normal corporate taxes, plus (2) capital-stock taxes, plus
(3) defense taxes, plus (4) State corporate income taxes, anlounting
in all roughly to about 40 percent or more, are deducted, that the "net
profit" remaining subject to excess-profits schedules would b- almost
negligible. On the contrary, to continue the exemption is much more
likely to increase the revenues from the normal corporate taxes because
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of the increased production brought about through the attraction of
iew-venture capital and tile discovery of new ore bodies.

And, finally, I wish to conclude my argument as I began, with the
assertion that the five, ten, or fifteen million dollars worth of new
production of tungsten, quicksilver, and manganese that will be mined
and brought into use as a result of the incentive given to prospectors by
section 731 is infinitely more important to us right now because of the
(lire need of these metals in our armament program than any small
additional revenue that might be obtained by the Treasury. If we
look at this problem in its right perspective we will not sacrifice this
productionn for the tenuous hope of a little revenue.

I appreciate very much the opportunity to appear before your
committee, and I am satisfied that this problem will receive your
careful study.

The CHA R AN. Mr. 'Ihorner, it is probably true that the trouble
with the producers of these particular strategic metals-tungsten, man-
ganese, quicksilver, and so forth-got hit in the eye because some l)ro-

ducers of other metals, say, copper, wanted to have the same exemption
from excess-profits tax.

Mr. TironNEn. Frankly, I don't know how it landed in the House
bill, because I very carefully followed the testimony coming before the
Ways ard(l Means Committee in May and June ana not a single word
was uttered on the subject one way or the other.

The CIHAIRMAN. I say that it is very probable how the trouble com-
menced and resulted in the elimination of the whole thing rather than
to justify the exclusion of other vital metals. Of course, in the case
of copper, while you might make a very good case for the exemption
of all excess profits for minerals, in the case of copper, where you have
a fully developed production in this country, or a large production, the
situation is quite different .

Mr. TIionNER. I agree it is.
The CHAIRMAN. I think that is very likely. Mr. Stam, has any esti-

mate beeni made of the loss of revenueby vii~ue of 731
Mr. STAM. No; so far as I know, no estimate.
'lhe CHAIRMAN. It is not high; it is not great in any event.

Mr. STABi. Well, I am inclined to believe Mr. Thorner's testimony,
and on that basis the loss is not very great.

Mr. THORNEB. I don't see how it could be very great.
The CHAIRMAN. Any further questions?
(No response.)
The CHAIRM AN. Mr. J. Carson Adkerson, American Manganese Pro-

ducers Association.

STATEMENT OF T. CARSON ADKERSON, WOODSTOCK, VA., PRESI-
DENT, AMERICAN MANGANESE PRODUCERS ASSOCIATION

Mr. ADKFRSON. My name is J. Carson Adkerson; home address,
Woodstock, Va.; office, National Press Building, Washington, D. C.

I appear as president of the American Manganese Producers Asso-
ciation, representing the majority of manganese producers in the
United States. I have listened to the testimony which has already
been given regarding the strategic-minerals item of the bill and I
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wish to say that is the only item in which I am interested at the pres-
ent time. That is section" 206, which, in effect, eliminates the section
carried in the previous bill. We are in favor of a similar exemption
being granted in this bill for strategic minerals; I am appearing only
on behalf of the manganese l)roducers and represent only one ofthese
strategic minerals.

Manganese is the No. 1 strategic mineral largely for the reason that
we consume over 1,000,000 tons of manganese a year. The Bureau of
Mines' figures for the year 1940, just released, show that the conlsump-
tion for 1940 was 1,322,202 tons. Domestic production was only 40,000
tons. I think that sutliciently serves, to eml)hasize the need fo r giving

-every encouragement possible to the development of manganese in the
United States. We have not had all the encouragement which we
thought the industry deserved. I have been before this committee
before and representatives of the manganese industry have joined with
me from time to time trying to point out to t lie committee the problem
and possibility of an emergency where foreign sources of sit)uply would
be cut off; and we have tried to bring forth the development of
American resources. We are now facing that situation. During the
last year or so, there have been substantial investments in manganese.
They have not yet gotten into production. The exemption from ex-
cess-profits tax, as provided in the law of 1940, would greatly encourage
private capital investments in further development, whereas if that
exemption is thrown out not only would it discourage further capital,
it will and has caused the suspension of operations already under way.
I feel that this committee understands that; I think that the witnesses
who have preceded me have brought those facts out. I just want to
let you know that manganese is of tremendous importance because of
the distances from which this material is brought, and also for the
fact that last year we actually consumed, as indicated by the Bureau
of Mines' reports, 1,322 02 tons, while domestic production was 40,000
tons.

That concludes my statement.
I would like to insert in the written record somethin% further on the

subject which I believe will be of interest to the members of the con-
"mittee.

The CIRMMAN. You may do so.
Senator GunEy. Has anything developed in Virginia as started

,during the last war?
Mr. ADKIMSON. There are a number of developments in Virginia, in

the Shenandoah Valley area and also at other places. Virginia up to
the last war, was the leading manganese producing State in the United

* States. Since that time Montana has forged ahead but all of them re
now more or less at a standstill except some operators in Montana
who have been given Government contracts and have been financed and
have gone ahiea. All of them thought they had this exemption under
thme act of 1940 and if it is removed the only alternative would be Gov-
ernment money for thle development of the properties and the instali-
tion of the necessary equipment. Private industry wouldlike to go in
and do it and will if tHAt exemption is continued and other Government

:policies are favorable.
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Now, answering that question as to the location of the deposits, I
have a recent map of the United States Bureau of Mines, Co)ies of
which I would like to leave with each member of the committee. This
is tie latest map made by any Government bureau I know of. It shows
the location of the larger known deposits of manganese in the United
States.

Senator TAFT. What is it used for?
Mr. ADKERSON. Largely in the manufacture of steel and dry-cell

batteries; manufacture of brick and paints. The primary use is for
steel.

Senator Gu"rE. Have they found any large bodies of manganese
in this country?

Mr. AD)HER80N. Yes; one of the largest is now under development
at Artillery Peak, Ariz.; the next is at Chamberlin, S. Dak., and the
third is in Minnesota, and then the Al)palachian area. Most of those
deposits are low grade, but through the efforts of the producers with
the hel l ) of the Bureau of Mines there have been developed process
which raise those ores to higher grades than any other known in time
world. For instance, in Montana they are now mining low grade,
normally running 25 to 80 percent manganese. With a new process,
flotation process, a concentrate running around 60 percent nungauese is
being produced.

Senator Gurzy. What does the imported ore run?
Mr. ADMERSON. Normally, around 48 percent. Now, in one of the

specfications issued by the g overnment they asked for 48 percent and
the call was upon all domestic producers to give them that or not
deliver. The producers did take contracts to deliver that grade but
only the ones able to put in plants at a cost of say a million dollars
have been able to go ahead on those contracts, others have not been
able to provide the funds necessary to build tim plants to raise the ore
up to the necessary 48 percent; others have tried to raise funds by
operating on a small scale. Then we heard that the Government had
let some contracts in favor of foreign producers and had obtained
some ore from foreign producers running less than 48 percent. That
has been confirmed, and in view of that, and then throwing out this
exemption, most of the producers who have been going alieAd have
conic to a standstill to find out first what is the Government's policy.
Does the Government want private capital to go ahead or are we to
stand back and let the Government do it?

Senator GUFFEY. What is the price of 48-percent manganese?
Mr. ADRERSON. Senator, Mr. Henderson of the Metals Reserve Com-

pany testified before the Military Affairs Committee that the price
given the foreign producer was 59 cents and the price for the domes-
tic was 61 cents; that is, 59 cents and a fraction and 01 cents and a
fraction, per unit of manganese.

Senator GuFFEY. For what unit?
Mr. ADKEBSON. All above 48; a unit is 22.4 pounds of metallic

manganese.
Senator BYRD. What do you estimate the requirements of this

country for next year
Mr. ADnEJISON. Last year, as shown by the Bureau of Mines re-

port, they indicated consumption for 1940 as 1,322,202 tons. I have
01977-41---- 8
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just recently given a release to the jress that sometime during the
year 1942 we may reach a consumption at the rate of 1,500,000 tons
per year, and have asked where is it coming from.

Senator BYRD. Are you president of the association?
Mr. ADRERSON. Yes.
Senator BYRD. What do you think will be the production in 1942

under the present lans?
Mr. ADHE SON. he best answer is that for the present year at the

rate we were going ahead the total production would be 100,000
tons for 1941. Consumption, now mind you, was over 1,300,000
tons total last year. Production, balance of the year estimated, will
be 100,000 tons.

Senator BYRD. Where do you propose to get the balance?
Mr. ADKF SON. From foreign sources and increased domestic pro-

duction, provided sufficient encouragement is given.
. Senator BYRD. You say there is 3 cents difference between foreign

and domestic in price?
Mr. AI)KEnsoN. That is the testimony of Mr. Henderson of the

R. F. C.
Senator BYRD. In other words, the American manganese would

only cost 3 cents more ?
Mr. ADHEniSON. That is the quotation, and efforts are being made

to bring it forward at that price but we are not getting the produc-
tion.

Senator BYRD. You say you are only going to produce 100,000 tons
and you need 1,500,000 tons for the year?

Mr. ADKESON. Yes. Testimony has been given before this com-
mittee--I have said it all the way along-that with some encourage-
ment we could increase that production at the rate of 100,000 tons a
year; with high speed and Government aid within a few years we
could produce 600,000 tons per year but again we ask, where is the
balance coming from ? It behooves this committee, as I have pointed
out and as producers have constantly howled, to recognize that it
takes time to produce this metal. There must be the mine develop-
ment and it takes time to work out the process for each individual
deposit, and you shouldn't lose a day now to speed that up. What
we have tried to emphasize is that this development should go for-
ward in peacetime; we should not wait for the emergency.

Senator BYRD. You have been urging that for years.
Mr. ADRERSON. I have; I have even been to the White House. I

took a petition signed by 186 Members of Congress including 41
Senators to the President back in 1934 and 1935, during the 'depres-
sion, and for national-defense purposes and to help meet the de-
pression we asked serious consideration be given to the development
of these resources at that time because it takes time to develop these
properties; work out processes; and build plants.

Senator GFRY. Did the Government lay up any supl)ly before the
war started?

Mr. ADKERSON. Yes; they have around 320,000 tons reserve. They
have authorized purchase of 1,000,000 tons or more. At the con-
mittee hearings last year you will recall I gave testimony that the
Government had authorized and was trying to buy 1,000,000 tons of
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manganese. At that time, my testimony was the Government could
not get a million tons of the grade desired from all sources, foreign
and domestic; it wasn't available, and time has borne me out.

Now we are face to face with a situation where you should en-
courage us in every way possible to stinmlate production in the
United States. Fortunately there are rather substantial reserves in
this country now, however, because private industry has been buying.
Stocks in bond, as shown by the Bureau of Mines, are 913,000 tons
of ore, whereas coisumnption for 1940 was over 1,300,000 tons. Those
were the figures as of the beginning of 1941. There are some stocks
in consumers' hands. Ordinarily those stocks are not large because
as the ore is used it is reported and withdrawn from bond and it
remains in bonded warehouses until consumed.

So all I want to do is emphasize to you that anything that can
be done to encourage and stimulate the investment of private capital
in the development of manganese should be done; and this exemp-
tion from tax will help, because some of the mines which have got-
ten under way have now suspended. They have asked me to deter-
mine what the Government's police will be. It is this one day, and
tomorrow it is something else. The first thing we heard was that
the Government has been buying foreign ores at specificatio s lower
than they have asked us domestic producers to meet. Time next
thing is they encouraged us with the financing through the elimina-
tion of the exces-profits tax, and now they lave swept this away
with the new bill of 1941. You have to have the manganese. I ask
the question, where is that tonnage coming from? IFor years and
years past domestic producers have been anxious and willing to speed
production. We have brought it to the attention of all interested
parties, and now we are face to face with the situation which we
had hoped would not happen-that is, interference with the sea lanes,
foreign shippng--and even though it were possible to get foreign
ores from some other country, a million or a million and a half tons
of manganese is a large tonnage when it comes to shipping.

Senator GvFuvY. Where do you get it from?
Mr. ADKERSON. The larger part of the supply in former years came

from Russia; that is cut off. Second in importance is Africa, third
is India, and :fourth is Brazil, and the next is Cuba.

Senator GUFFEY. How many tons would it take to haul that; I mean
tons of shippingV

Mr. ADKERSON. Well, it is 1,000,000 to 1,500,000. And, regardless of
lhe ships, you cannot get anything froinRussia today. Regardless of
the ships, you would have to go al1 the way around thie cape to get it
from India, and today it is difficult to get it from Africa. You have
to depend on Brazil and Cuba and the United States, and United
States production is constantly faced with this and that discourage-
ment which leaves the producers confused as to whether the Govern-
ments policy is "Go ahead and produce," or whether the Government
intends itself to do that.

Senator GERRY. Is there any difference between the ores-are they
all equally good?

Mr. ADlEiiS0N. Well, manganese is manganese, the same as gold is
gold, lead is lead, and zinc is zinc. It is just a matter of concentration
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by throwing out the waste material. The process means conoentri't*
ing the manganese to a richness of 40 percent and above. That can be
done with domestic ores or foreign ores. In some foreign countries-in
India, for instance-they employ labor at 11/2 cents anl hour, employing
the natives to pick out by hand the high-grade pieces of ore. In this
country we have to employ machinery to pick those lumps, to con-
centrate the ore to a richness we desire, say, 45 or 48 percent or above,
like at Butte and Anaconda, Mont., where today we raise it up to 60
percent whereas as it comes out of the ground it is about 25 percent.
Through this process it is raised to 60 percent, which is the highest
grade in the world. That shows what can be done. We have an abun-
dance of it here; it has not been developed. We have the process; it
is not being utilized.

Senator DAvIa. Are you of the opinion that we have sufficient man-
gonee to supply the United States if develolwl?

Mr. ADmsRoi. I will say this, as I have said throughout: That we
can increase production in the United States at the rate of 100000 tons
a year if tho proper market is supplied. That means 100,0 tons this
year, 200,000 the next, 300,000 the next, and so on.

Senator DAvis. How would it work in competition with the Chilean
and Brazilian manganese being shippedl, in view of our higher pro-
duction cost I

Mr. ADKERSoN. Our costs would be greater; that is, wage and freight
costs would be greater than those of foreign countries. During nor-
meal times foreigmi countries can supply it at a price lower than we can
compete with, but the essence is-and what we have bmen trying to
point out-that as long as that continues, all right; but what are you
going to do if thiq foreign source is cut offV The question is, Where
are you goin to get ,our man anese?

Senator YuFEY. How muchi differential would there be between
what the American producer should get for his manganese of 48 per-
cent compared with what we pay for the foreign? What is the aver-
age? The figurs you gave indicated there was a 3 cents' difference.

Mr. ADKEISON. That doesn't amount to a thing. We should have
had the tariff differential which would have amounted to 11 cents.
The "buy American" law also should have made a differential of 25
percent effective. If we had had that, you would have had greater
stimulation of the domestic development now.

Senator GuFY. What does that all mean in the price of an im-
ported ton of oro as compared with the domestic ton?

Mr. ADKEMSON. That would figure out about 88 cents; for domestic
as against 60 cents for foreign.

Tie CHAIRMAN. Thank you very much.
(A summary of the statement by Mr. Adkerson is as follows:)

SUMMARY OF STATEMENT OF J. CAusON ADKEisoN, PRESIDENT, AMEmIOAx MANGA-
NESE PRODUCERS ASSOCIATION

RE H. IL 5417, SECTION 200: CORPORATIONS ENGAGED IN MINING STRATEGIC METALS

Manganese Is the No. 1 strategic mineral.
The Second Revenue Act of 1940 provided for the exemption, from the exeess-

Profls-tax law, of domestic corporations mining strategic minerals.
Section 206 of H. R. 5417, as now written, will in effect nullify the excess-

profits-tax exemption granted strategic minerals In the Second Revenue Act of
1940. It will discourage further Investment of private capital In the develop-
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meant of domestic manganes for national defense and will cause suspension
of many new developments already tinder way.

The United States Bureau of Mines Bulletin, Manganes and 5Manganiferous
Ores, Review of 1940, recently released, shows that. stocks of manganese ore
In bonded warehouses at the end of 1940 were 918,016 long tons and Indicated
consumption for the year 1940 was 1,822,202 tons. (See table, p. 548.)

Domestic production for the entire 12-month period of the current year will
be approximately )00,000 tons, or only 8 percent of our present annual require-
ments.

During the next year our consumption of maniganese ore may reach the record
high of 1,500,000 tons annually.
Due to an Increasing shortage of ships, there is increasng danger of a shoit-

age of mangane.se. Additional new sources of supply must be developed.
During the war year 1918, domestic mines produced 305,000 tons of ore,

averaging 40 percent metallic manganese. Most of It came from small pro.
ducers and pioneer developments in mountain areas. With proper plantN or
equipment, dornestic ores can be concentrated to 48 percent, as now desired by
the Government. It takes time and money, ani plenty of b~o.,
one new domestic beneflclatlon plan at Anacanda, Mont., Is just startnlg

production of an estimated 100,000 tons per year of concentrates, runtling
around 60 percent manganese.

However, in the face of Government action unfavorable to domestic man-
ganese, private capital will not Invest in additional plants.

To encourage and stimulate domestic developments, manganese should be
exempt from the excess-profits-tax laws.

The CHAIRMAN. Senator Bunker, of Nevada.

STATEMENT OF HON. BERKELEY L. BUNKER, UNITED STATES
SENATOR FROM THE STATE OF NEVADA

Senator BtUNKER. Mr. Chairman, gentlemen, I am appearing on
behalf of my State of Nevada, to speak particularly upon two points
of deep interest to the people of my State. It is true that these two
points affect only the mixing industry, but; whatever affects the mining
industry affects the entire State of Nevada.

First; the bill before you repeals section 731 of the existing excess-
profits-tax bill, which exempted the income from the prAtluction and
sale of certain strategic minerals, namely, tungsten, quicksilver, man-
ganese, platinum, antimony, chromite, and tin, from excess-profits
taxes. Every reason which existed for writing this section into the
Second Revenue Act of 1940 still exists; and, as a matter of fact, these
reasons are more urgent now than they were when that law was written.

Second, the provisions of the law W'hich subject to excess-profits tax
the increased income due to increased production of metals is having
a disastrous effect, upon the mining business generally and, if incor-
porated in the new law which you are considering, together with the
other adverse provisions of that law, will seriously retard the produc-
tion of the metals so necessary to national defense.

Third, the fact that in th; mining industry few corporations have
reasonable earnings or invested-capital credits has subjected the min-
'ig industry to an excessive tax in comparison with other industries.

Fourth, the fact that the production of metals results in a using up
of the capital of the mining corporation which can never be replaced
must be taken into consideration in the imposition of excess-profits
taxes.

Accordingly, I urge--
First. That the provisions of section 731 of the present law be

restored.
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Second. A formula should be written into the bill which will provide
for subjection to excess-profits tax only so much of the income of a
mining corporation as is derived from an increased price for the units
mined. In other words, increase due to increased production and not
increased price should not be treated as excess profits.

Third. Provision should be made for special treatment of cases
where insufficient tax credits exist. In other words, there should be
provided a tribunal which will adjust inequities due to abnormal
situations.

There is no reason now for repeal of section 781. That section was
l)ut in the law because of the crying need for development of strategic
minerals. Even before the present emergency became acute the Stra.-
tegic Metals Act wae passed. This provi(led for expenditure of
$500,000 a year, for the years 1940, 1941, 1942, and 1943, to search for
and appraise ore deposits containing metals which had been desig-
nated as strategic, this work to be done by the United States Bureau
of Mines and the Geological Survey.

The Minerals Division of the Office of Production Management has
been exerting every effort to bring about increased production of these
strategic metals and to acquire stock piles by importations front
a)roald. A special corporation in R. F. C. has been formed to purchase
metals and to allocate them among the defense industries. The situ-
ation as regards practically all metals has become acute.

Many mining companies have made contracts to furnish certain ton-
Rages of metals and have gone to great expense in expanding plant
facilities in order to fulfill these contracts. These contracts were made
upon the theory that the proceeds would not be subject to excess-profits
tax because of the passage of section 731. It was because of the situ-
ation then existing that the Congrvss made this exemption, realizing
that only some extraordinary incentive could bring about domestic
production of the metals listed in the exemption. It was attempted
to supply this incentive for the investment of time and money in the
attempt to increase domestic production. In effect, the Government
said to the taxpayer: "You gamble your time and money in the effort
to increase the production of these essential minerals, anid if you are
successful, the Government will give you preferential treatment, not
as to normal taxes, but as to excess-profits taxes. The Government
realizes that you are embarking upon an extremely risk and hazard-
ous business. If you are unsuccessful, you lose your investment, and
there is nothing kve can do about it. But we do extend to you the
promise of exemption from the excess-profits taxes if you are 'succss-
fit]. We hope that you will be successful, because only through your
success can we attain our objective-an increased production of these
essential minerals."

If this section is repealed, the Government will gain little, if any-
thing, in additional revenue, because unquestionably it will lose much
of the normal tax that would have been levied upo'n metals produced
because of the exemption. Tle defense authorities are crying out for
these metals. It is important that the Congress continue this exeml)-
tion which will assist so materially in providing what the defense
authorities need.

To my mind it is unreasonable to subject to excess-profits tax the in-
'creased 'profits of the mining industry, which are brought about only
by increased production and not through increased price per unit.
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Mining is an industry which uses up its capital in the very process of
production. The units extracted this year can never be replaced.
Consequently, it is unfair, in my judgnilent, for the Government to
urge the miner to produce more, thereby diminishing his capital, and
at the same time levy it severe tax upon the increased production be-
cause of the miner's response to his Government's request. Of course,
I do not mean that. increased profit due to increased price per unit
should not be subjected to excess-profits tax, but where the price is
stabilized as it is at the present time, again in response to the Gov-
ernmnent's request, the miner should not e penalized for taking out
more units when the Government needs them. Remember this, there
are only so many units of metal in a mine. There may be more units
than the miner anticipates; there may be less, [t, it is certain that the
mier is limited. and wMen they are exhausted the mine is done. A

manufacturer or processor may increase his production and pay ex-
eess-profits taxes upon the increased profit therefrom, but after the
fmelrgency has passed he can l)urchiase new raw materials, shape them
into articles of commerce, anl lace them on the market. The situ-
ation is entirely different.

There should be provided it special tribunal of some kind to take
care of special situations which are due to abnormal conditions. I
understand such provisions were written into the excess-profits tax
laws in effect, during the first World War. I do not believe this Con-
gress wishes to destroy any essential industry. I do not believe this
Congress wishes to so cripp]e any essential industry that, when the
emergency is over, it will not be a)le to proceed in an orderly manner
to produce the goods necessary for our American way of life.

It is a fact that' there are many mines in my State which suffered
grievously from the depression and had no adequate earnings for the
years 1936 to 1939. It is a fact that few, if any, mines in my State
would have an adequate invested-capital allowance under the technical
provisions of this act, by which to measure the normal profits which
should be exempt from tle excess-profits tax. In this respect there is
a wide difference among mining corporations, and the smaller corpora-
tions suffer most. Two, at least, of the base period years provided in
this act were years of actual depression in the mining industry, and in
none of the years was there anything above normal return. Conse-
quently I believe that in all justice, at least as affects mining corpora-
tions, they should be permitted to select any 3 of those 4 base period
years and to take the average of those 3 years in computing normal
earnings.

Perhaps I am asking you to do the impossible in view of the heavy
task which confronts you in the consideration of this bill. But I would
like to refer you to the testimony of Charles B. Henderson, president
of the Metals Reserve Company in the R. F. C., which testimony was
given before a. subcommittee of the Committee on Military Affairs on
May 19, 1941, and will be found in the published hearings on Strategic
and Critical Materials beginning at page 73. From this testimony you
can secure a picture of the necessity for extraordinary measures to
secure these all-important materials.' In addition to the testimony of
Mr. Henderson, there also appear statements of numerous other per-
sons, completely informed upon this very important subject. I recom-
mend your study of this testimony before you take the serious step of
voting to repeal section 731.
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The CIT4 IRM AN. Thank you, Senator Bunker. Mr. Evan Just?
(No response.)
The CIHAIRMAN. Any other witnesses in the room who wish to be

heard?
Senator DANAXIER. Mr. Chairman, will you excuse me a minute?
The CHAInMAN. Yes. That exhausts the list of witnesses. If there

are other witnesses here who would like to appear, we will be glad to
hear them. If Senator Danaher has anyone, he may come forward.

Senator TAFrT. Mr. Sehieffelin is here.
Mr. ScmiWFF NEN. I notice that the list of witnesses for tomorrow

is considerable and I should like the opportunity if the committee
desires to hear me, to be heard today. I have three copies here of a
statement, copies of which I have f)r all members of the committee
which I will have furnished to them.

Senator 'I'Arr. Mr. Schieffelin represents the New York State
Chamber of Commerce.

The CHAIRMAN. All right, Mr. Schieffelin, proceed.

STATEMENT OF W. J. SCHIEFFELIN, JR., CHAIRMAN, COMMITTEE
ON TAXATION, CHAMBER OF COMMERCE OF THE STATE OF NEW
YORK, NEW YORK, N. Y.

Mr. SCEIFFE:LIN. My name is W. J. Scbieffelin, Jr., my address
16 Cooper Square, Newv York City. I am chairman'of the committee
on taxation of the Chamber of Commerce of the State of New York.
With your permission, I will go straight ahead to save your time.
re" CITAIRMAN. Yes.
Mr. SCHIPFFELIN. Mr. Chairman and gentlemen I represent the

oldest commercial organization in our country, the chamber of Coln-
merce of the State of New York, witLi over 1,200 members responsi-
ble for the livelihood of hundreds of thousands of citizens working in
scores of our Nation's leading industries.

The New York chamber fully endorses raising three and one-half
billions of new revenue in the fiscal year ending June 30, 1942, and
we record that weeks before Mr. Morgenthau made this proposal we
asked Congress to raise "not less than three billion additional dol-
lar's." We congratulate both major parties that this has been made
a nonpartisan issue, and we submit that recent appropriations per-
haps make advisableo the raising of an even larger sum this year.

We also endorse Mr. Morgenthau's clear statement to the Ways
and Means Committee in April as to the four objectives of the new
tax bill:

1. To pay two-thirds of the expected expenditures;
2. To provide that all sections of the pepole shall bear their fair

share of the burden;
3. To help mobilize our resources for defense by reducing the

amount of money that the public can spend for comparatively less
important things; and

4. T'o prevent a general price rise by keeping the volume of pur-
chasing power from outrunning prdCtin

The present bill before you wi 1 not now accomplish (1), to pay
two-tiirds of the present expected expenditures. The principle,
however, is still souiid and 6ur proposals. will raise the additional
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billions if Congress fiiids such immediate action desirable. We' sub-
mit that such action would stave off inflation more simply and surely
than any- tinkering with the price structure.

We believe that neither the Treasury's proposals nor the House
bill before you will accomplish the other three major objectives.
In fact, the destructive practices which (3) and (4) are designed to
prevent, are already well under way.

Before stating the reasons for our belief that the House bill fails
to accomplish these purposes, and before presenting ouv specific
program which we believe will accomplish -these purposes, I should
like to say a personal word.

I had "the privilege'of fighting in our Second Division and my
'battalion commander was Major "Pa" Watson, now General Watson,
aide to the President. As a man now medically unfit for active
service, I am chairman of one of your 0,000 draft boards. After 9
months' experience I am happy to testify to the satisfaction of
working as an administrator of the Splendid, fair, democratic draft
law you enacted.

In these ways I have tried to do my part for the country, and as
one who has worked steadily to earn his living, I mention them to
indicate that the harsh words to follow are offered not on behalf of
any class or group, but for the benefit of every citizen.

We have all heard and perhaps approve the old 'statement that no
tax is a good tax ;yet today condit ions force us to raise sums hitherto
undreamed' of. T1he New* York 'Chamber's criticisms and concrete
proposals are made from the point of view that the best interest of
the Nation will be served first by increasing the yield from the presenttax structure only to the maximum point which will not interfere
with nor discourage national productivity, nor begin to dry up these
existing sources of Government revenue; second, by entirely new
taxes never heretofore levied by the Federal Government. This
second step we believe essential, for our judgment is confirmed by
many that the present structure cannot be safely expanded sufficiently
to maintain the Nation's credit in the face of its obligations.

Now, first, for criticism of this bill. It appears to us that the
House baa completely failed to realize that an extension of thb
present too complicated, patchwork tax structure is not enough. This
bill will neither prevent inflation nor carry the Nation's credit unim-
paired through the critical (lays ahead.

While there is courage in this administration and in Congess,
we see only one evidence of it on the part of the House in this bill;
namely, the retention of the alternative method for computing excess
profits tax. We are glad to extend our sincere thanks and apprecia-
tion to the Ways and Means Committee and to the House for this
sound and just decision. We understand that the Senate is disposed
to confirm it.' If any serious conflict arises before you on this point
we ask the privilege of again appearing before you to present com-
pelling arguments for its retention.
On the other provisions of this bill both the Treasury and the

House seem to be making a last frantic attempt to squeeze the major
part of the new revenue out of one-tenth of the votes, all of whose
.property in toto is 'not enough to' pay the expenditures. Realizing
Ahis sten :fact the House has -travailed to find ways to sugarcoat the
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levies which can only be paid by the 90-odd percent of the voters
who receive 70 percent of the national income. Unwilling as yet
to tax this majority openly the House refuse. to broaden the base
and imposes a hodgepodge of hidden sales or excise taxes on hundreds
of products bought by almost all our people. While such taxes tend
to lay the blame on business for increased retail prices, they actually
increase costs to consumers far more than the actual amount of the
taxes, due to trade discount schedules which cannot be changed
without disrupting distribution. For a short arithmetical demon-
stration of this fact please see appendix II, appended to and made
a part of this testimony.

Furthermore, in imposing these hidden sales taxes, the House has
neglected to folow the recommendations (sound if such taxes are to
be imposed at all) of Messrs. Eccles and Henderson that they apply
only to articles the ingredients of which are needed for defense
production, leaving increased purchasing power free to buy products
which do not compete with national defense.

Senator BROWN. Before you leave the broadening of the base, are
there any figures as to what we would gain thereby?

Mr. SCHIEFFELIN. I haven't any detailed figures on that.
Senator BROWN. Well, the Treasury has got them and they were

available a while back. Though I am not opposed to it if it will
produce the results, I am not at all sure that broadening the base
would yield the proportionately increased income. My recollection is
that the increased revenue, the major part of the $65,000,000 received
after the last amendment came from those who were already tax-
payers but whose exemptions were lower. My recollection further-
and Mr. Stain can check me on this-is that the Treasury people
testified that we got $19,000,000 from new taxpayers but it cost us
$14,000,000 to collect it, and we made a net addition of $5,000,000.
It is the revenue we are after and it doesn't seem to me we are doing
a very wise thing in creating this huge class of new taxpayers from
whom we may expect a yield of 75 cents to $1.50 and finally resulting
in no substantial gain, as was the experience in the last bill. I grant
that there is argument on the basis of making them tax conscious.
The essential need, however, at this time is to raise money and we are
not going to get it simply by broadening the base.

Mr. SCniTEFFELIN. You say, in effect, that the major part of the
money comes from the existing taxpayers and that ym would get
more if these additional taxpayers were included but. the collection
problem is such as not to recommend their inclusion. I think it was
Senator Connally who suggested a few days ago that if that were
done those who paid wages, disbursed dividends, and so forth be
made the tax collector, which would bring in considerably more
money. Of course, if you make the reduction as suggested, you are
going to get a considerably bigger figure and if it is done as the
Senator recommends it is going to be practically net income to the
Government.

The ChAMMAN. I think, Senator Brown, that by lowering the base,
I think if the base is lowered, the Treasury estimates $800,000,000 in
new taxes.

Perhaps our staff has estimated it a little higher, but undoubtedly
the great bulk of that ,would come out of the taxpayers already on
the rolls.
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Senator BROWN. My thought is it could be done without going to
those people in the $750 class and thereabouts. You might lincreas
the rate on those already taxed.

Mr. ScHIEFFmmN. May I say there that one of the arguments of
our chamber is that it is a fairer way to get taxes from those people
directly by lowering the exemptions, than by this hodgepodge method;
I think that is a proper word for it-hodgepodge of hidden or excise
taxes on hundreds of products bought by almost all our people, and
on some of which the Government is already getting a large tax.

The CHAIRMAN. The House has one tax that directly affects the low
income group as well as the high, and that is this use tax on auto-
mobiles.

Mr. SCHIEFFELIN. And that tax, I was happy to see, the Senate was
considering eliminating; and if they broaden the base, they can elimi-
nate it. By broadening the base you would get a fair proportion of
revenue from these people.

Senator BROWN. I am not yet ready to advocate a sales tax, but I
am ready for excise taxes on luxuries, but there is an argument there
from the tax collectors' standpoint. It doesn't cost very much money
to collect the revenue in that form.

Mr. SOHIEFFEN. We are coming to that a little later, if I may
proceed.

The CHAIRMAN. You may proceed.
Mr. SCiiJFFELN. As for mandatory joint returns for husbands and

wives, the House wisely yielded to the sound argunients against it, but
threw in your laps the raising of the additional revenue lost by retain-
ing the present alternative provision. Broadening the base and our
proposal below for a brand-new tax will do it.

If joint returns pop up as a live issue before the Senate, we again
ask the privilege of appearing before you to oppose It.

Final general criticism-and for this the administration must bear
even greater blame than the House and the Senate--the House and
you have failed to make even the billion-dollar economy recommended
y Mr. Morgenthau. Only those who think you can have your cake

and eat it too can support continuation of the present scale of non-
defense expenditure. Close to 2 billions can be saved without inter-
fering with essential Government functions. (See National Economy
League publication, Indefensible Spending, sent months ago to every
Member of Congress.)

Unless we are to have inflation major economy has become a must.
Inflation is partial national bankruptcy, taking from every worker
and other citizen part of his property. It is the refuge and then usually
the downfall of governments without the political courage to cut
expenses to the bone and to tax widely and heavily enough to maintain
national credit. It would make a hollow sham and quibble of the
President's and the Treasury's promise that our citizens will be repaid
by their Government all that they lend it.

To keep away this grim destroyer of the people's security and happi.
nesS, and to insure a sound foundation for the Nation's gigantic
defense tax, the Chamber of Commerce of the State of New or pre-
sents the following twofold program and calls on Congress to enact its
major provisions:

Federal taratIon for national defense.-Resolved, That the Chamber of Com.
merce of the State of New York reaffirms its action of January 9, 1941, entitled
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"Ouggestlonm on Taxation," which are reproduced herewith as appenulx No, 1;
."d be It

"R8olved, That the chamber reaffirms its action on several other occasion 6s
.well opposing any new manufacturers' excise or sales taxes or any Inctease Iii
'present excise or sales taxes, because such taxes pyraind costs to consmniers far
.mhrethan the actual amount of tax. (Seo appendix No. 2.) 1 1
, Senator TAFT. How (10 you feel as between this excise-tax program
'and a general manufacturers' sales tax I
i Mr. SCHIEmFFLIN. We think a manufacturers' sales tax has all
the objections that a miscellaneous set of excise taxes has because it,is 1idden and actually increases the cost to consumers far more than

the actual amount of the taxes.
Appendix 1 explains the arithmetical method of that. There are

:tArade-discount schedules which are such an essential part of business
that they cannot be materially changed without disrupting all dis-
tribution. The wholesaler is' used to a 161/2-percent discount. and
when he sells to the retailer the price is again pyramided; the retailer

'gets 40 percent, and with this 40 percent to the retailer and 16 per-
!cent to the wholesaler, the price increase paid by the oonsuiner is
'kr -more than the actual amount of the tax. Our chamber opposes
both the manufacturers' sales tax and excise taxes and in one moment
Swill be up to whro we recommend two alternatives, entirely new

taxes-retailers' sales tax where the consumer pays exactly what the
Government gets and doesn't have the cost pyramided; aind. too, a
ldfafoise tax "collected at thi source on all gross income paid out to
'individuals. Those are the two new taxes we advocate.

The CHAIRMAN. Now, you would impose that on all income?
Mr. SCHiIEFFELI. That is the purpose, sir, based on the principle

that the existing tax structure hits gone to its safe maximum limit.
It is a defense tax, purely and simply, a temporary tax only imposed
for national credit security.

The CHAIRMAN. That would work fine in organized industry.or
in the case of disbursements made to collectors. When you come to
apply it to several million farmers around the country you have a
headache.

Mr. SCHMFFJN. That would be harder. It has been brought
out that, in the cases of doctors, lawyers, and members of partner-
ships there would be difficulty. The law would have to be drawn
as in the detailed study by Professor Lutz to provide for a check on
withdrawals by members of partnerships, doctors, lawyers, and small
businessmen.

The CHAIRMAN. I would be willing to go for that kind of a tax
because I had the Treasury look into it months ago, but I must
recognize the difficulties when you try to a pply it to domestics, farm-
ers, and where you can't have it withheld at the source. It would
be a terrifically burdensome thing.

Mr. SCimTELIN. Mr. Chairman, we admit that and I have said
there would be some evasion there.

Thb CHAIRMAN. It is not so much a matter of evasion; it is the
.mechanics of the thing.

i fr. SCumFFmLI. It is strictly an emergency levy.
Senator BaowN. Would that be figured on the national income,

say, $80,000,000,000? You would just take 4 percent or 5 percent of
that?
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Mr. SCIEFF'ELIN. Yes; and, we don't expect to get it all for the
reasons the chairman has mentioned.

May I make one comment: The point has been raised also against
this that it doesn't seem a fair tax because it doesn't take into ac-
count ability to pay; no exemption. Now, if this were the only tax
to be paid by individuals, we would agree with that, but take a
nian that earns $100 a month and under this tax he would pay ,5. per-
cent or $5. It has been said that it is harder for a man receiving
$100 to pay $5 of it than it is for a man earning $1,000 to pay $50.
We agree with that but whereas the first man pays no income tax
if married and pays only this $5 tax, the man receiving $1,000 pays,,
in addition to the $50 a month, another steeply graded income tax;,
and, in our judgment, that makes for fairness. We recommend this
tax only as an emergency tax to be paid on a flat percentage basis,
by everybody because we feel that Federal credit is more important
than the hardship such a tax would impose.

The CHAIIRMAN. There would be no difference of agreement on it
,ts an emergency or defense tax. There isn't anything our people
couldn't bear. Of course it would work a greater burden on a man!
earning $25 or $50 a week income than on a man with a larger income.
Nevertheless, it could be borne, but if you impose it the burden will
be on the Treasury to collect it uniformly throughout this vast coun-
try and you have a large number of people with some cash income,
lpersonal'income from many sources, who arq not accustomed to pay-,
ing a tax and making returns to the Government and others whose.
income is not in the form of cash; it is in the form of something
produced which they take to the market to sell. That terrific burden
would be more difficult to so many of our people than the actual cost;
and that is the thing that has worried me about the suggestion.

Mr. SCrnEFFEwIN. You have put your finger on the weakest part
of this tax. At the other end I have taken the other example; tre-
niendous suns would come in from corporations-

The CHAIRMAN. There would be no trouble from corporations:
salaries or from lawyers, doctors, or organized industry; there would
be no considerable trouble wherever you could have the tax withheld:
without throwing the burden on a vast number of small earners.

Mr. ScIIEFFJIN. Well, we weighed just those things and our cham-
ber has recommended either a tax on retail sales or a defense tax'
collected at the source on all gross income paid out to individuals.
Our taxation committee, however, though not by formal action of,
our chamber, thought there were fewer objections to this gross tax on -
income than this retailers' sales tax so that our official recommenda-.
tion is one of the other of them with all their objections.Mr. Robertson, of the House Ways and Means Committee, asked
me how higch a retail sales tax would have to be in order to bring:
in. the $2,400,000,000. I didn't have the figures then but got estimates
from 'the Department of Commerce. The last figures they give show
$49,00.000,000 of retail sales for the year 1937, .I think. Judged"
on th6 increased national income, Mr. Robertson agreed with me lifit
probably $50,000,000,000 of retail sales for this year would be fair.:f
Ndi#, oh that basis, to raise over $2,000,000,000, you would have 16:
have a retail tax of just over 4 percent.

Senator BRowN. With food or clothing exemptedI
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Mr. ScOIm.FFELIN. On everything. If you exempt food, clothing,
and medicine, immediately to raise the revenue, the rate on everything
else has to go up. It is a terrible dilemma. We thought however,
that with all its faults, in a year or two these people whom you speak
of, who for the first year would not pay, or who would experience
difficulty in paying th'e tax-they are the one with the smallest in-
comes anyway-we feel slightly leaning toward this tax.

Senator TAFT. I would like to suggest two things: In the first place,
we are going to get something like 17,000,000 individual returns and
I doubt whether, out of this 17,000,000, there will be many who will
not be the ones making the disbursement of wages. I don't see why,
on their annual income tax return, you couldn't require an additional
return by them of money paid out for wages, particularly any wages
paid under say $500.

Mr. SCItEFFEIN. Well, this proposal contemplates that every em-
ployer, paying wages to anybody-assuming you want to start at, say
2 percent-will withhold the amount of the tax.

Senator TAFr. I am referring to the cook, for instance. Most any-
body paying a cook would probably be paving a personal income tax
and I should think that a slight. addition'to their return would take
care of the withheld tax in such a case; it would probably have to
be done on an annual basis. The other point is, I think you would
have to exempt rents. I don't see how you are going to make people
pay a tax on the rents they pay. I think you would have to exempt
them entirely from the withholding tax.

Mr. ScittEFFlmN. Well, in almost all of these instances mentioned
if a retail tax were imposed probably, as a practical matter, some
basic essentials would have to be exempted but, as I said before,
wherever you exempt, if you are going to raise a sum of money, you
have to charge that much" more some place else. I didn't follow your
point, what you said concerning the case of a cook.

Senator TAFT. I am saying that the thought occurs to me that
there are a number of those people, a very large number, and it is
going to be difficult to have them make monthly returns-that is the
employers of such domestics-but it occurs to me they would be
practically all making annual returns in any event and could, as a
part of such return, pay over to the Government the tax withheld
by them.

Mr. SCHI FML. That is a very practical point. I think obviously,
in the case of people such as you mentioned, the plan suggested by
you would take care of the situation by withholding the tax and
making annual or quarterly or semiannual returns to the Govern-
ment. Everyone employed by anyone else would never receive this
part of his income and that, f have understood, would be one of the
strongest things to help keep down this inflation which seems on
the way.

Mr. Chairman, I have only our conclusion to come to. Now, back
again to what our chamber' has finally and unanimously approved.

The chamber believes that the time has come for Congress to im-
pose one or the other of these new taxes, not both; or such other tax
as Congress may devise outside of and in addition to the present tax
structure.
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Let us again record our conviction that the people of our country
are ready to undergo the sacrifices required by much higher taxes,
as soon as they see sincere and effective action to put into effect the
President's l)leai months ago that all nonessential Federal expendi-
tures be cut to the bone.

In conclusion, let us summarize the three steps we believe neces-
sary to put Federal finances on the firm basis required to carry our
Nation through the critical days ahead:

I. Stringent economy.-Deferment and cessation of all nondefense
capital and public works projects, holding these in abeyance as a
backlog to help stabilize employment and business during the major
readjustments of l)ost-war reconstruction, such capital outlays being
especially suitable for this purpose.

Close supervision of defense expenditures to keep necessary waste
through haste to a minimum.

II. Increased and new taxes as Iresented in the Resolutions below,
such taxes being designed for maximum yield consistent with minimum
interference with national productive ity.

III. Borrowinq.-The required balance of funds not secured by
economy and taxation can only be met by borrowing. Such borrow-
ing should be kept to a minimum and so designed as to be subscribed
to as far as possible by millions of individuals out of current earnings.

The defense bonds fulfill this requirement, and we congratulate
the Treasury on this sound method of financing deficits. We call on
all citizens to buy more of these bonds and to join us in insisting that
Congress both economize and tax us the people nore widely and
heavily as urged herein. Economy and more taxes are all that will
keep even United States obligations good.

(The resolutions and appendixes referred to are as follows:)

T,%x PROGRAM

PART I

To muke our reconmendatioms specific for action by this Congress: lie it
Resolved, That the Chamber urges Congress to-
(1) Decrease exemptions on individual Incomes.
(2) Increase normal tax on Individual Incomes from present 4 percent to

6 percent (a 60 percent Increase).
(3) Abolish capital-stock tax and the related declared value excess-profits

tax on corporations, and Increase present normial rate on net Incomes of cor.
poratlons from 24 percent to a figure not to exceed 30 percent. (This is
almost a 67 percent increase over rates in effect before the Revenue Act of
1940, just over a year ago.)

In the Judgment of the chamber these Increases in the present tax structure
will bring the yield to the maxinium point which will not interfere with
national productivity nor begin to dry up these sources of Government revenue.

We realize that the sound maximum return from the present tax structure
presents debatable point. This House bill taxes Individuals, particularly In the
middle brackets, far higher than we recommend. As the financial picture has
expanded so much since we testified before the Ways and Means Committee in
April, we today concede that Individual income taxes can perhaps safely as well
as productively be Increased somewhat over our above recommendation (2).
We submit, however, that the refusal of the House to lower exemptions and thus
tap directly the greatest source of increased national income, plus the raising of
so much of the new revenue from present income-tax payers, will have far-
reaching pernicious effects not only on the payers of these taxes but on that vast
majority of wage-earning voters, now apparently sacrosanct, as well.
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• We feel the House underrates the Intelligence and patriotism of its wage-earning
constituents. We are convinced that these fine citizens are ready to undergo the
sacrifices direct taxes will require of them. A few days ago the Presilent him-
self called on the House to Inpose such taxes by lowering present exemptions.

True, these citizens will begin to say, "Stop wasting my money." Any member
of the administration, any Member of Congress, who it the present world cata-
elysm continues to let fear of this result sway his Influence or vote deserves to be
returned to the private life the voters may send h1n to if refusal to economize and
to tax widely and soundly now brings Inflation.

Geitlemen, we verily believe our free Nation stands at a crossroads. More
direct taxpayers, courageously legislated into existence by you, will help you stop
the flagrant, spendthrift spending which persists to this (lay.

Il spite of our concession above as to present Incomne-tax paying Individuals, It
is our sincere belief that enactment in this bill of one of the two alternatives In
part II below of our program will raise the needed revenue without going beyond
our palt I recommendations; and that parts I and II together constitute thesoundest n fairest program we iave seen, and one so flexible and simple that

the ever higher taxes the President has said we must have every year in the near
future can be raised without the months of hearings and hard work we are all
going through iiow. This statement will be amplified below In our comments on
part II It.

PAnT II

'It is further tile considered judgment of the chamber that the time has arrived
for Congress to Impose entirely new taxeA never heretofore levied by tile Federal
Government.

Such taxes will bear heavily on the low- as well as on the high-income groups
in our population. The chamber believes that no part of our people can be
shielded from bearing a share of the defense burden. Tie chamber believes that
the low-income group will be hurt less by paying more cash now than by it con-
thmation of accelerated borrowing, with its inevitable inflationary effect of higher
prices: Therefore be it

Resolved, That the chamber urges Congress to enact nn entirely new tax to
bt paid by nil the people, which added to the three Increases recommended above
should be at a rate designed to raise not less than 31'tf billion additional dollnlr
in the coMining fiscal year ending June 30, 1942.

Either one of two new taxes will accomplish this result:
(A) A Federal tax on retail sales.
(B) A defense tax collected at the source on all gross incomes paid out t')

individuals.
This tax (B) is explained in detail by Prof. Harley L. Lutz In a publication

of tile National Economy League entitled "Financing the Defense Progranl,"
though the chamber does not now recommend as high a rate as proposed by
Professor Lutz. This imblication has been sent to every Member of the Con-
gress and copies may be secure(] upon application to the National Economy
League, 280 Madison Avenue, New York City.

This tax (B) is far more than a so-called pay-roll tax. It is a tax onl nil
dividends, interest, reuts, and all other cash income received by individuals.
It is even better than pay as you go: Actually the Government receives It
without the taxpayer ever having had it, as all payers of Income become tit,
tax collectors. For example, the American Telephone & Telegraph would deduct
from its dividend checks the percentage imposed by Congress, and send to the
Treasury in one check tile taxes of each of its M30,000 stockbolders.

While there might be some evasion as In most taxes, yet on an estimated W0
billion national income a 2% rate should raise close to 11'6 billions. And here
we come to the flexibility and simplicity referred to above. Impose tills tax
tit whatever low rate you require to raise the amount you want this year, over
and above whatever Increases you make In the exigtifig tax structure, which
we assume will be pushed to the safe nnxinum limit. Then next year an
tie year after, if even greater revenues are required, all you have to do Is to
pass n one sentence tax bill: "Gross Individual Income tax for this year shall
be 3, 4, 5, or 0 percent." No hearings, no months of head-scratchlng.

While this principle also applies to a retail Mles tax Vhileh our chamber
presftits asan alternative, our tax committee feels thit'this tax on till gross
incomes paid out to individunIs is-Irce from ,many Of th#,dAadvAntnges urget
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against a retail sales tax. We therefore, though without formal action by our
whole membership. recommend this gross individual Incone tax as the soundest
and fairest method we have seen of raising the additional s'iiis the present
tax structure cannot stand.

Now back again finally to what our chamber has formally and unanimously
approved:

The chamber believes that the time has come for Congress to impose one or
the other of these new taxes, not both; or such other tax as Coigress nmny
devise outside of and In addition to the present tax structure.

'dalt its again record our onviction that the people our country are ready
p6 undergo te sacrifices retired by nuch higher taxes, as sl ts they s

sincere nd elective action to put Into effect ahe President's plea months rgo
that all nonessential Fedeal expenditures be cut to the bone.

II conclusion, let its summiarize iit( i three steps we believe necessary to put
Federal ne ormaeis mn ylip lr l a ois reqmiret to cirry our Nationr troth wlhe
critical days ahead:

I. Stringinq.t cieoney. Ief(,redmit 111d fessiltioe of trll n1'('efnilse Capital
and publie-works projects, hohi g these ic abyco is aoulIdg to help stabl-
ive emilom and b ig(] siness during the( maor readjustpibntl of post-oar

reconstruction, such Ca ial otlys being eS ehllv suitable for tis lurlo.e.
Close supervisor of d efense expenditure to k(ep necessary waste thrmg
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of. Increased al new taxes as presented in te resolithos above, sich taxes,
being designed for maximum yield consistent with iniimumn Interferenice with
natfonal lproductivity.

ti. orrol)ing.--T required bah .e of fl ds not secured by economy 11)(1
taxation call only be met by borrowing. Stieh borrowing should he kept to it

minimum m and so designed as to e subscribed to ats far a possible by g mills
of Individuals out of current earnings.

The defense blonds fulfill this requirement, and we (,ongrattlihte tie Treasury
onl tis sound inethod of fianing deficits. We call oil till citizens to bny niore
of these bonds and to join its In Inis4tiig tlhat Conlgress Ioth eeolze find
till us the people more widely and heavily ats urged herein. I,'conolny and
inore taxes tire all that will keel) eveil Uni1ted States obligations goodl.

A,'oENDIx No. 1

At the regular monthly meeting of the Chamber of Commerce of the State of
New York, held January 9, 11041, the following resolution and report, submitted
by its committee on taxation, were unanimously adopted:

To the Chamber of Commerce:
The committee on taxation offers tie following resolution:
Resolred, That the Chanber of Commerce of tie State of New York directs that

the following suggestions on taxation be sent to the President and the Members of
Congress and to other chambers, business associations, and labor organizations
throughout tile United States:

sUcTorers ON TAXATION

With the Nation united In demanding and supporting adequate defense, It Is
far from united on how to pay the cost. Following the President's call for "great
sacrifice," It is not yet facing the individual sacrifices, inconveniences, and self-
denial which must be grimly and, If possible, cheerfully accepted. To the New
York chamber It appears that a major task before organizations of labor and
business is to convince the people that even desirable public Improvements, such
as highways, parks, new school buildings, and many other things for the public
welfare, must be put off until. time world Is again at peace; that the alternative Is
national binkruptcy, with Its destructive effect on the life and home of every
citizen. Organizations can undertake this task through their memberships and
local newspapers.

After tire fall of France the great defender of Verdun, Marshal Petain. on
June 20, 1940, broadcast the following to his people:

"We should learn a lesson from the battle which has been lost. Sillce the victory
(of 1918) the spirit of pleasure has prevailed over the spirit of sacrifice. People
have demanded more than they have given. They have wanted to spare them.
selves effort."

61977-41-04
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The larger taxes to pay for our defense can only be made supportable If
other expenditures which cause taxation are reduced. They cannot be reduced
enough to pay fully for our armaments, in spite of great relief savings due
to increased employment. Unless local and State and all Federal expendl-
tures except for defense, are cut to the bone, it is our judgment that the
present rate of expenditure by these three forms of government, plus rearma-
ment, will bring national and personal financial ruin.

As a program for business and labor organizations to work on side by side
we bring forward the following proposals:

1. Nation-wide campaign to bring public to realization that the only way
to reduce taxes is for the people to flemand deferment of even desirable public
improvements. Nondefense expenditures can be cut by billions, but only when
ihw majority of citizens realize that they must wait for many things they would
like to have.

2. State and local taxes and expenditures must be reduced to make possible
the iaymnnt of the hue costs of defense, which the Nation is united in
demanding.

3. National Budget on sound accounting principles. All Federal Income
and expenditures should be on condensed income and expense statement for
the Nation's stockholders-the people-with the same completeness of dis-
closure required of bushisem by the Securities and Exchange Co.nmisslon.

4. Tax program:
A. Lower personal income-tax exemptions still further. Reduce highest

bracket individual surtaxes, as long advocated by tax experts, congressional
leaders, and others.

11. Abolish capital-gains-and-loss taxes.
C. Abolish Federal capital-stock tax.
D. Increase flat corporation Income tax by more than enough to make

up the loss of revenue from these simplifying reductions. Corporations can
in our opinion pay such higher tax If they are relieved of present harass-
ing and time-wasting provisions such as the capital-stock tax.

E. Oppose manufacturers' sales tax and larger excise taxes. Such taxes
pyramid costs to consumers far more than the actual amount of tax, due
to trade-discount schedules which are such an essential part of business that
they cannot be materially changed without disrupting all distribution.

i5. This suggestion touches on a controversial subject. It embodies our
belief that It Is of such importance it should be discussed. While not ad-
vocating a Nation-wide retail-sales tax at this time, we recommend the
spreading of the knowledge that this is the ultimate means for our Govern-
ment to collect revenue If the time comes when such action Is necessary.
This tax will bring tax consciousness to every citizen. While it bears pro-
portionately harder on the poor than on the rich, It does not bear so hard
on the poor in Increasing prices as present hidden indirect taxes, for the
reason explained in 4-B above. By itself a retail-sales tax would be neither
just nor tolerable, yet superimposed on the graduated-Income and corporation
taxes, this unfairness is to a large degree wiped out. It should be considered
a last resort to maintain national credit and used only when other taxes
based on ability t- pay have reached or passed the point of diminishing returns,
or serve to Increase unemployment.

Conclusion.-While these suggestions do not pretend to be all-inclusive,
they are presented In the belief that the world emergency calls for coordinated
action by the leaders of labor and business.

Suggestions 1, 2, and 8 of the above program appear to us to contain general
principles on which all can unite.

No. 4-the tax program-epitomizes our own present thoughts for constructive
Federal action. To attain unanimity over the country is a gigantic task which
we feel must be tackled. We are ready to accept and support sound modifica-
tions of the proposals outlined. We send them to you with the urgent request
that you bring them before your membership and your local press, and notify
us of their reactions and suggestions.
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Then we may all be able to back our elected representatives in producing

a Sound tax law, which only means one that is best for the future of every
human being in our country.

Respectfully submitted.
W. J. ScHrIEFFLmN, JR., Ohairman,
GUoRoE W. BovEN'zz.,
THATCHER M. BROWN,
GEoRGE H. COPPERS,
CLEVEAND F]. DODGE,
OTTO H. REIMEB,
HAROLD S. Su'roN,

Committee on Taxation.
PERCY H. JOHNSTON,

President.
CHARLES T. GWYNNE

Executive Vice President.
Attest:

13. COLWEmL DAVis, JR.,
Secretary.

NEw YORK, January 9, 1941.

APPENDIX No. 2

Comments by W. J. Schleffelin, Jr.. on retail sales tax versus manufacturers'
sales tax and excise taxes at the monthly meeting of the chamber January 9, 1941:

Mr. President, since so much discussion has come up on the question of the
sales tax, might I be permitted aboukt3 minutes, for the sake of the record, to make
a short clarfying statement, answering a number of questions which were asked
me about 4-1, opposing manufacturers' sales tax and larger excise taxes.

Gentlemen, if you approve it, finally, this report is going all over the country, and
this statement about manufacturers' sales taxes pyramiding the price to consumers
far more than the extent of the tax Is not fully understood by a good many people.

Here Is a short arithmetical example. Take an item that retails at a dollar, and,
to take a rather extreme but simple case, assume that the retailer receives a 40-
percent discount. He pays 60 cents to the wholesaler. Take 16% o that. A sixth
off 60 gives you 50 cents that the manufacturer gets. The manufacturer gets half
what the public pays.

Now, assume a 10-cent manufacturers' sales tax added to the 50 cents. It means
that the manufacturer receives 60 cents from the wholesaler. On the scale of
discounts, 40 and 16%, on which that whole trade is based, the public is going to
pay double that, or $1.20. A 10-cent tax makes the public pay 20 cents more for
the item.

The additional 10 cents goes to the wholesaler and the retailer, but is not net
addition to their profit, because their accounts payable are bigger, their accounts
receivable are bigger, nd, more important than all, that big Increase of 20 percent
in retail price has an effect on the sale of that item. If sales go down materially,
the Government loses as well as the wholesaler, retailer, and manufacturer, by
having their profits and income taxes reduced.

Now, take that 10-cent tax, which is all the Government gets out of this 20-cent
increase that the public pays, and tack it on ani a retail sales tax at the last point
of sale (in the form of stamps, if yan like, as was done in the Spanish-American
War, making it easy of collection). The manufacturer, wholesaler, and retailer
do not upset their prices at all. The price to the public is still listed as $1, plus a
10-cent tax.

The public pays exactly the 10 cents that the Government gets, and the price to
the consumer has gone up the exact amount of the tax instead of double the
amount of the tax.

Now, In all trade discount schedules less than 40 nnd 16, the public pays more
than the amount of any manufacturers' sales tax. It Is not double, but in every
case It is more than the amount of the tax, and that is one reason, in addition to
making the public realize that they are paying the tax, in this case for defense
purposes, why actually a retail sales tax saves the public money over a manufac-
turers' sales tax or an excise tax.



1990O nF~VPUS, M3~, qyf.1 1-~

The figures I have given are true of existing manufacturers' sales taxes on cos-
tactics and other things, and the high present excise taxes.

Thank you for letting me make that statement.

The CIIAmi3txN. 'Thank you very much. Any questions?
(No response.)
Senator 1hi:tlNo. Mr. Chairman, I wish to have incorporated in the

record, for the consideration of the committee, a statement rearedd
Ib.y Mr. E. I-. Pollard, of Fort Madison, Iowa, on behalf of the W. A.
S,. ineiffer Pen Co. of that city. Mr. Pollard is submitting this state-
meit or brief in lieu of a personal appearance.

'11h6 CHAIRMAN. It will be incorporated in tile record.
(The statement by Mr. Pollard is as follows:)

ST\rEMSNT BY E 11. POLA.\n ON ]iEpll.iF OF AV. A. SHiFAFFElrl PEN Co.,
FORT 1,IDISON, IOWA

Section 2400 of the revenue bill of I9I as passed by the Houwse subjects to a
10-percent retail sales tax: "Articles made of, or ornamented, nounited or fitted
with, precious metals or imitations thereof."

The "engine" of the fountain pen-the part that makes smooth and easy writing
possible-is the nib or pen point. This nib Is likewise the part which Is tiubjected
to the greatest amount of wear. No material has ever been developed which is
comparable to a gold nib suitably tipped with precious metals of tho greatest
hardness-not a gold plated nib or gold washed but of at least 12-karat gold
throughout and the best nibs of 14 karat. No other nib wears as long or is
as noncorrosive when in contact with wrltlna fluids. A stainless steel nib has
to a limited degree these same qualities; but a good gold nib will outlast literally
dozens of such steel nibs.

The W. A. Sheaffer Pen Co. and the Parker Pen Co. guarantee their best
quality fountain pen.o for the life of the purchaser; the only requirement Imposed
for the fulfillment of the guaranty is a service charge of 85 cents to partially
defray the cost of postage and handling. The average life of the nibs in the
pens thus guaranteed Is many, many years, and these nibs under normal usage
do not wear out during the life of the purchasers. Other fountaln-pen com-
panies give guaranties of equal or even greater length. It will not be possible
to give such guaranties or service contracts unless gold nibs are is(d.

It will therefore be apparent:
1. No long-life fountain pen can be made without making the nib or pen point

of gold.
2. Such long-life fountain pens will therefore be subject to the 10-percent retail

sales tax of section 2400 no matter how the fountain pen is ornamented-in fact,
even though it is not ornamented In any way, let alone with precious metals or
Imitations thereof.

3, Tile solid gold nib or pen point in a fountain pen serves a utilitarian and not
an ornamental purpose. A fountain pen is there.fore not properly included under
section 2400 which Is directed primarily at- articles of an ornamental character.

4. Frames or mounting for spectacles or eye glasses are excluded by section
2400. The same reasons or grounds exist for exempting fountain pens, viz, that
they are necessary and useful articles. Tihere is also the additional reason that
frames or mountings for spectacles or eye glasses can be made Just as well out of
many materials other than gold or any precious metal or imitation thereof.

5. There is no shortage of gold. It Is not a priority material. The solid gold

nib will replace many pen points or nibs made of such material as stainless steel
for which a demand exists for defense purposes.

In addition to the foregoing reasons applicable to fountain pers tile following
reasons exist for exempting mechanical pencils and fountain pen desk sets as
well as fountain pens:

.I a) They are all time saving, efficiency producing nrtlcles-a fact not to be
Ignored In any office force or on the desk of a busy executive, particularly in a
factory engaged In defense work. Management tools are as essential for produc-
tion as production tools...

(b) If it is desired to discourage through taxifflon consumer 'purchasing of
articles which use a large amount of defense and priority materials such as
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automobiles, this objective can be furthered If other articles are available toward
which the increased purchasing power of the public can be directed. Unless such
other articles are available, purchase of articles using a large amount of defense
materials will not be effectively discouraged even though the price of such articles
Is materially Increased.

(o) The amount of revenue derived by this tax will be very small, If the
Industry changes over Its mechanical pencils, desk sets, and cheaper and shorter-
lived fountain pens to avoid the use of ornamentation, mountings, or fittings with
precious metals or Imitations thereof.

(d) The largest portion of the sales of fountain pens, mne.hanical pencils, and
desk sets takes place In stationery stores, department stores, and drug stores.
In these retail stores there will be relatively few articles In til same price class
which compete with writing Instruments for the purclmser's dollar and which
are subject to this special and very high tax. In practical operation the tax will
be lost double the 10.percent manufacturers' sales taxes Iposed by section
3406 of the House bill. In jewelry stores there will be a substantial percentage
of competing articles bearing this same retail sales tax but only a relatively snmll
part of fountain pens, nwelanical pencils, a1(1 desk sets are sold In jewelry stores.

It Is suggested that section 2400 be amended by striking out the lJerlod at the
end thereof and Inserting In lieu thereof: ", or to fountain pens, mechanical
pencils, or fountain pen desk sets."

As a minimum of relief from the discriminatory effect of this section the retail
sales tax should be reduced to 5 percent mid tie following words should be added
to the end of the section, vis: "or to fountain pens," even If the committee does
riot see fit to exempt mJechanical pencils and desk sets as well as fountain pens.

Respectfully submitted. W. A. SHr:AFFER Parr Co.,
By H. IH. POLLARD.

The CHAIRMAN. The committee will recess until 10 o'clock tomor-
row morning.

(Whereupon, at 4:30 p. In., a recess was taken until 10 a. m.,
Wednesday, August 20, 1941.)
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AUGUST 20, 1041

UNrrED STATE SENATE,
COMMITrEE ON FINANCE,

lVa8hington, D. C.
The committee, at 10 a. in., pursuant to adjournment, met in

room 812, Senate Office Building, Senator Walter F. George (chair-
man) presiding.

The CHAIRMA. The committee will come to order.
Mr. Ray Murphy.
Mr. Murphy, will you please, sir, give your name to the reporter?
Mr. MunPHY. My name is Ray Murphy. I am assistant general

manager of the Association of Oasualty and Surety Executives, Now
York City.

The CHATHMAN. You may proceed.

STATEMENT OF RAY MURPHY, NEW YORK, N. Y., ASSISTANT GEN-
ERAL MANAGER OF THE ASSOCIATION OF CASUALTY AND
SURETY EXECUTIVES

Mr. Mu piiy. Gentlemen of the committee, my appea 'ance is on
behalf of the Association of Casualty and Surety Executires, a group
of capital stock casualty insurance and surety companies.

Perhaps the majority of witnesses appearing bvtfore this commit-
tee, not denying the necessity of raising large ming of money by
means of the 1941 revenue bill, have nevertheless contented them-
selves with attempting to demonstrate why the levy of the pro-
posed tax upon their particular groups will be inequitable. Vary-
ing the procedure, and, frankly, affected by a competitive condition,
it is the purpose of this association to point out a sourze of revenue
which has been virtually untapped, consisting; of a group which
each year shows large incomes and yet contributes but, a pittance to
the cost of operation of the Federal Government.

For many years a discrimination favorable to large commercial
mutual casualty, fire, and surety companies has existed, due in part
to provisions of law and in part to interpretations thereof, by reason
of which capital-stock casualty, fire, and surety companies have Lcen
required to pay the same rates of taxation as are applied to corpora.
tions in other fields of industry, whereas such large commercial
mutual companies almost completely escape the payment of Federal
income taxes. Such nontaxpaying commercial mutuals are directly
competitive with the taxpaying capital-stock companies. The capi-
tal-stock companies are subject to the laws pertaining to excess-
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profits taxes; the Mutual companies paying practically no income
taxes, of course, pay no excess-profits taxes.

At a time when tihe efforts of the Government and our people are
directed to all-out national defense, capital-stock companies pay
taxes as prescribed by law for the support of those efforts, including
taxes on any profits from national)cefense projects. Mutual com-
panies pay oone, yet they receive a part, and for a time it seemed
would receive all, of the casualty- insurance and surety business
incident to national-defense contracts.

This presentation is directed toward that group of mutual casualty
and surety companies which are strictly commercial and national in
scope, and not toward the local organizations whose reason for ex-
istence is to provide insurance at cost to persons located within
limited territories.

During the years 19306, 1937, and 1938- the commercial mutual
casualty insurance and surety companies of the United States, as
shown "by exhibit 1 hereof, had total investment and underwriting
l)rofits of approximately $140,000,000 and paid a total combined
Federal income tax of less than $25,000 per annum.1  An individual
example is as follows: In the year 1938 a certain capital-stock cas-
ualty company had earned premiums of $37,500,000; a certain mutual
company had earned premiums of $40,200,000; the stock company
had an underwriting gain of $4,170,000; the mutual company had an
underwriting gain of $9,365,000; the capital-stock company had an
investment gail of $1,790,000; the mutual company had an invest-
ment gain of $1,708,000. On such business the capital stock com-
pany in 1939 paid Federal income tax of $891,000; on such business
in 1939 the mutual company paid Federal income tax of $8,245.

The basis of this virtual exemption from income tax of these mutual
insurance companies is section 207 (c) (3) of the Internal Revenue
Code, which. provides that such companies, in computing their tax-
able net incomes, shall be allowed to deduct from the gross:

(1) "The amount of premium deposits returned to their policy-
holders " by reason of which dividends laid to policyholders are now
deductible. y 

"

(2) "The amount of premi u m deposits retained for the pa,,nent df
losses, expenses, and reinsurance reserves"; that is, all profits whichi
are added to their surpluses. In practice, and as a consequence of a
Treasury Department regulation under section 207 (e) (3),2 these
mutual companies are further allowed to deduct.

1 1930, 1037, and 1938 are the last years for which complete Income and tax figures are
available. The statements of mutual companies for the years 1039 and 1940 probably show
cater profits than in the years considered, with a correspondingly greater disparity be-ween total prfts and Federal taxes.Attached hereto as exhibit I is a chart showing the Incomes and Federal taxes of the stock

and mutual casualty and surety companies duringthe years 1930 to 1938, their Federal tax
payments, and an estimate of what the taxes of the mutual companies would be It taxed on
the basis suggested by us In this statement. The source and significance of the figures
therein contained are explained in a memorandum attached to the chart. Unless otherwise
specified all further aggregate figures contained In this statement are from the annexed
chart. Unless otherwise specified all further aggregate figures contained In this statement
are from the annexed chart and explanatory memorandum.

$Sec. 19.207-0, -IRegulations 103, which provides that "in 'letermIuning thle amount of
premium deposits retained by a mutual fire or A mutual casualty and surety company for
the payment of losses, expenses, and reinsurance reserves, it will be presumed that losses
and expenses have been paid out of earnings and profits other than premiums to the extent
of suchi earnings and profits 0 * *." Pursuant to tis rule, a mutual company, In comn-
p uting Its taxable Income, IF; permitted to apply Its Investment gains to the payment of
loses. An amount of premium deposit equal to Its Investment galas Is thus released to he

added to nontaxable "premium deposits retained for the payment of losses, expenses, and
reinsurance reserves." Thus Its Investment gains are exempted from thle income tax.
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(3) Their profits from investments. The net result is that no
taxable income remains an(l the mutual conm)anies are, therefore,
practically exempt from the Federal income tax law.

We propose that section 207 (c) (3) be amended so as to put com-
mnercial mutual casualty and surety companies on the same basis fortax purposes as capital stock insurance companies writing the same

lines of business. If the profits of these mutual companies during
each of the years 1936, 1937, and 1938 had been taxed on the sane
basis as those of their stock company competitors, they would have
contributed $5,000,000 annually to the Treasury instead of the negli-
gible amounts paid.

This estimate does not include the possible trax income from com-
mercial, national mutual fire insurance companies, to which the prin-
ciples of this brief apply as well.

There is no equitable reason why the large commercial mutuals
should be allowed these deductions in computing their taxable in-
comes. Dividends paid to policyholders come from the profits of these
companies just as do the divide ds to stockholders of stock companies.
To argue that, in comlputing their incomes for tax purposes, stock
companies should be allowed first to deduct dividends paid, would be
patently absurd. Equally is this so in the case of mutual company
dividends.

"Tie deduction of the amount of premium deposits retained for the
payment of losses, expenses, and reinsurance reserves," as permitted
by section 207 (c) (3) of the Internal Revenue Code, is a eul)hemism
to describe deduction of additions to surplus. These sumns represent
profits of mutual companies no less than do the stock companies'
additions to their surpluses. Short of a catastrophe comparable to
another Biblical flood, these surpluses, which have grown by the
millions of dollars through tax-free additions thereto in recent years,
will in large part never be touched by policy claims. In any event,
these surpluses are sufficiently large so tiat there will be no, l)preju(lice
to policyholders if additions thereto are taxed on a fair and equitable
basis. It should further be borne in mind that these mutual con-
panics have already set aside in their liabilities all of the necessary
additions to reserves for losses and expenses and reinsurance reserves,
and are allowed such additions as deductions in the computation of
their net incomes.

The case for taxing the interest, dividends, and rents derived from
the investments made by these large commercial mutual companies is
such an obvious one as to need no laboring. It is questionable
whether the Congress ever intended that these profits be exempted
from tax, but, if not, by regulation of the Treasury Department, this
result is achieved. Amendment of section 207 (c) (3) as suggested,
would eliminate the present exemption.

In making the suggestion that the Internal Revenue Code be
amended as above, this association, as heretofore indicated, has not
been unmindful of the fact that, as distinct from the large commercial
rautuals, there are a vast number of small, genuinely "mutual" and
"nonprofit" insurance companies, serving their policyholders at cost,
for which the Congress had provided special consideration in the mat-
ter of Federal income tax. The larger number of these companies are
already completely exempted from income tax by subdivision (11)
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of section 101 of the Internal Revenue Code.8 Further to insure that
no mutual, whose principal objective is to sell insurance at cost but
which, incidental to its operation during a particular year, may show
some profit, shall be subject to tax, this association proposed that,
coincidentally with the amendment of section 207 (c) 83), section 207
(a), which fixes the rate of tax upon commercial mutual insurance
companies, other than life and marine, be amended so as to provide
that such a company be allowed a credit of $100,000 against net
income.

Surely the allowance of such a generous credit will provide more
than aiple protection for the local mutuals. And to the end that
no commercial mutuals shall be permitted to come within the provi-
sions of section 101 (11) of the Code, we further suggest that such
subsection be amended to provide clearly that no company with a
net income in excess of $100,000 shall be exempted thereunder.

I am not going to take the time of th, committee, I am sure, 'to
refer further to the exhibits attached to the statement, but I would
like to have them inserted in the record.

The CHAMMAN. That will be done. Did you appear before the
Ways and Means Committee, Mr. Murphy?

Mr. MURPHY. I did not, sir.
The CHAHIMAN. This matter was not opened up before the Ways

and Means Committee; that is, your suggestion?
Mr. MuPnHY. Not to my knowledge.
(The exhibit and table referred to are is follows:)

EXHIBIT .- FEDERAL TAX PAYMfENTS, 193G-38, STOCK AND MUTUAL CASUALTY
AND SURrTY COMPANIES

The table attached hereto is based upon a study of the Federal income tax
payments of 58 stock and 19 mutual casualty and surety companies on business
done during the 3-year period ending December 31, 1938. These 58 stock
casualty and surety companies wrote approximately 70 percent of the total
business written by all stock casualty and surety companies and the 19 mutual
companies wrote 75 percent of the total business written by all mutual com-
panies for the same 3-year period in the United States. As is indicated by
this table, during the period covered, the stock companies had a total of invest-
ment and underwriting gains of approximately $174,000,000 (item A (4)) on
which they paid an income tax to the Federal Government of approximately
$19,000,000 (item A (5)). The mutual companies had corresponding aggregate
investment and underwriting gains of approximately $105,000,000 (item B (4)).
On these net investment and underwriting gains of $105,000,000 mutual com-
panies paid a total income tax, for the 3 years, of only $50,000.

The taxes of $19,000,000 paid by the stock casualty companies represented
approximately 11 percent of their total gains of $174,000,000. The mutual com-
panies, writing 75 percent of the total business written by all mutual com-
panies, had total gains of $105,000,000. Thus it may be estimated that all
mutual causalty companies combined had total investment and underwriting
gains of $140,000,000. If mutuals had been taxed on the same basis as stock
companies during these years, they would have paid In Federal income taxes
approximately 11 percent on this total of $140,000,000, or $15,400,000. Their
total combined taxes for 1 year would have been approximately $5,000,000.

S "SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.-The following organizations shall
be exempt from taxation under the chapter-

"* * * (11) Farmers' or other mutual hall, cyclone, casualty, or fire insurance com-
panies or associations (including interinsurers and reciprocal underwriters) the income of
which Is used or held for the purpose of paying losses or expenses; * * '.'
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Federal income taxes, 1936-48

A. 58 STOCK CASUALTY AND SURETY COMPANIES

Premium In- Underwrlt- Investment Total gain Federal taxes
come Ing gain gain (cols. 2 and 3) paid

(I) (2) (3) (4) (5)

193.......................... $679,447,925 $24,354,320 $03,144, 551 $89,498,871 $5, 306, 008
1937 .......................... 631,942,270 38,214,598 -43,307,020 -5,092,424 7, 327, 853
1938.......................... 614,572,164 41,077,098 48,615,500 89,592,598 19,102,663

Total .................... ,825,962,359 103,646,014 70, 353,031 173, 999, 045 '22,279,853

B. 19 MUTUAL CASUALTY AND SURETY COMPANIES

193 .......................... $142,826,209 $24,171,654 $8,8S3,326 $33,054,980 $229,722
1937 ........................... 171,265,803 32, 735, 054 -1,114.268 31,621,786 220,690
1038 .......................... 160,855,992 33,677,683 6,743,797 40,421,480 281 80

Total .................... 483,98,031 00,685,391 14,512,855 105,098,246 3732,212

1 1937 statement.
Federal tax payments of a company on business of a particular year appear in the annual statement for

the following year. Thus taxes of 1936 business appear In the statement of 137 business, etc. Column 5
reflects this fact.I Of which $1,102,563 was Social Security.

3 Of which $265,110 was Social Security.
The 1939 annual convention statements Indicated what part of the companies' Federal tax payments was

for the Social Security taxes. Employing as a guide the ratio between Social Security and Income taxes
there indicated, It may he estimated the the 58 stock companies, on 1936-38 business, paid Income taxes
aggregating approximately $19,000,000; the 19 mutuals paid about $50,000 taxes on Income during those years.

Source: Best's Reproductions of Principal Schedules from Casualty and Surety Statements (1937, 1938,
1939, and 1940 editions).

Senator DANAHER. Mr. Chairman.
The CHAIRMKANr. Senator Danaher.
Senator DANAHER. Who gets the advantage of the earnings that

thus are not taxed Mr. Murphy, in the mutual companies?
Mr. MURPHY. The advantage, of course inures to those to whom

the so-called dividends are returned, and tien, of course, there is the
addition to surplus. No individual gets any particular benefit from
that, I assume.

Senator DANAHIE. Do the policyholders get the benefit of it?
Mr. MURPHY. They get the benefit to the extent that their policies,

I assume, are made more secure by the addition to surplus, but they
get no distribution of that money.

Senator DANAHEn, Do they get an advantage in lower rates?
Mr. MURPHY. They do when dividends are returned.
Senator DANAIHER. Are not dividends returned when earned?
Mr. MURPHY. When earned, usually I assume so, yes. In the case

of all these so-called larger commercial mutual companies, I should
say they are uniformly returned.

Senator DANAHER. Then when dividends are earned and are re-
turned to the policyholders are they not taxable to the policyholders?

Mr. MURPHY. I assume they are, the same as the dividend returned
by the stock companies, that are returned to their stockholders.

Senator DANAHER. So that they are subject to tax on that extent
anyway?

Mr. MUrPHY. In the hands of the individual, assuming he pays
an income tax, they would be. That same thing is true, Senator,
as I say, of the dividends paids to stockholders of the stock com-
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panics. At the same time those dividends are already previously
taxed by payment of the tax to the Federal Goverunent.

III the one case, we might assume there is a double tax, and in
the other, there is the ordinary tax paid by the individual.

Senator D,%NAXIER. Granting that the earnings are carried over
to surplus, or are distributed to policyholders as earned, where is
there any advantage to the company, the Mutual Co.?

Mr. MunPmn. The advantage to the company is, I assume, a
competitive one, showing that they have a strength comparable to
their competitors.

Senator I)ANAIIEJ. Thank you, sir.
Senator VANDENBEnO. The net results is a competitive advantage

in rates in the final analysis?
Mr. Munpity. That is one of the net results, Senator. A net

result, of course, is that no tax is paid to the Government.
The CuIAmnMAN. Thank you kindly for your appearance.
The CHAIRMAN. Mr. Paul W. Adams.

STATEMENT OF PAUL W. ADAMS, HARTFORD, CONN., COUNSEL FOR
MANUFACTURERS ASSOCIATION OF CONNECTICUT

Mr. ADAMS. My name is Paul W. Adams. I am counsel for the
Manufacturers Association of Connecticut, Hartford, Conn.

The CTIAMMAN. Yes, sir. Mr. Adams, you may proceed with your
statement.

Mr. AbAMs. Our association represents practically all of the bomit
fide manufacturers in Connecticut, and their employment includes
approximately 95 percent of the total manufacturing employment
in Connecticut.

We have studied very carefully the bill as passed by the House
and we have several items which we would like to present to your
committe for consideration, in your action on this bill.

First, we are very much concerned in the matter of the average-
earnings method of computing the credit, and we hope that your
committee will see it possible to include that alternative method as
the House bill does. If it is not retained, many Connecticut manu-
facturers will suffer great hardship as. the result of this.

Second, we believe that the present rates, based on the amount of
excess profits, work a great hardship to the stockholders, particularly
in the large corporations, or corporations who have large earnings,
and we hope that this committo Will again give favorable consider-
ation to the matter of basing the excess-profits tax rate on the ratio
of the profits to their average earnings, or to their credit.

The CHAMnAN. We did that last year.
Mr. ADAMS. Yes, sir.
The CHAIRMAN. We did not have any luck in the House.
Mr. ADAMS. We hope that you will have some luck this year. If

you will present it to the Senate for consideration.
It has been demonstrated that the effect of this is to take from the

stockholders' return on his capital investment, a larger portion where
the amount of the earnings is larga than where the earnings are
small.

I have a statement which I would like to file with the clerk as a
part of the record.
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TI'he CHAIRMAN. We will he l)leased to have you put it in tile recolod;
yes.

Mr. ADAMS. With that statement is a chart, showing tile effect, and
the impact. of this rate provision.

I he CHAIRiMAN. I do not think there could be any doubt about that,
in fact, I think this committee thoroughly agreed with you in the
Ilast. We were not able to get it, because one of the great difficulties
always in getting a sound principle frequently is we are going to lose a

lot of revenue and that deters us, it enables the House to stand out
against it. I do not think the House would apirve ti pre.ent brack-
eting on the dollar basis any more than we would and, at the same t ile,
there is tremendous re venue involved. There cannot be any doubt
in the world that it will adversely affect the stockholder in a corpora-
tion, having large incomes most adversely, as against, the stockholder
having the same amount-of stock in a small corporation, or a corpora-
tion that does not have very heavy earnings.

Mr. ADAMs. In the matter of revenue, it would seem that if the
rates were made on the ratio basis, that could be greatly increased by
taxing at higher rates, profits in excess of a reasonable ratio of
earnings.

Tihe CHARMAN. It. couhl be made up by stepping up the rates, of
course.

Mr. ADABIS. Yes' without sacrificing revenue.
The CRAtMMAN. We would be glad if you would file the chart or

inemorandun that you have on that point showing the inequality,
as it actually works itself out aguhist the stockholders.

Mr. ADAMS. We are also concerned about the 10-percent penalty tax
which tie House imposed on-corporations computing their credit on
the invested-capital method if they had had earnings in the taxable
year in excess of their average earnings over the base period. That
would, in most cases bei a severe penalty tt the corporation having
a high capitalization, and not being very successful in making earn-
ings, but suddenly being able to earn. And it seems also that it is
contrary to the basis of our excess-profits tax, that is, allowing a
normal return on inve-stnents, or the alternative, allowing them to
earn their average earnings over a base period before the tax is
imposed.

%%'e Delieve also that the deduction of the normal tax in the computa-
tion of the excess-profits tax should be retained. Tie effect of this,
of course, is simply to add the tax-I will say it differently; the effect
of not deducting tle. normal tax in the coml)utation of the excess-profits
tax is to add the amount of the normal tax to the taxpayer's bill at
the highest bracket rate. It seems manifestly unfair to require the
taxpayer to pay, at the high excess-profits tax rate, a tax on the amount
of his normal tax.

We are very much in favor of the provision allowing for greater
credit on new cal)ital, as provided in the House bill, and we hope your
committee will see fit to retain it.

At the lrensent time the excess-profits tax provides for an adjust-
ment for abnormalities in the case of the average-earnings method of
computing the credit. There have come to our attention numerous
examples where abnormalities have occurred in the case of a cor-
poration which would like to use the invested-capital method, and
they are not able to make those adjustments. We believe that this
extension should be made for them.

loco



REVENUE ACT OF 1941

On the matter of the capital-stock tax and declared-value excess-
profits tax, it has always been a gamble with corporations to guess a
declared value high enough to cover their anticipated profits, and they
guess low at their peril.

We hope that this committee will see fit to repeal the declared-value
excess-profits tax, since the amount of revenue derived from it has
been insignificant, and if corporations are successful in guessing high
enough they could completely eliminate the revenue of the declared-
value excess-profits tax.

As far as the capital-stock tax is concerned, it seems that to con-
tinue the declared-value basis for computing the capital-stock tax,
if you repeal the declared-value excess-profits tax, would result in a
useless and meaningless base and, therefore, we suggest that the capital-
stock tax be retained as a revenue )roducer, but the method of comput-
ing the tax be the method used in the old capital-stock tax previous to
tile enactment of the declared-value excess-profits tax.

At the present time, section 102 of the Internal Revenue Code
imposes the unreasonable accumulations tax on corporations, which
accumulate earnings and profits in excess of their normal require-
ments. The Treasiwy Department, as you know, has imposed an.
arbitrary rule called tile 70-percent rule, the effect of which is to
require a. corporation, which does not distribute at least. 70 percent
of its earnings, to prove to the Treasury Department that, its ac-
cumulation of earnings was reasonable. We submit that, in times
such as these where it is desirable and almost imperative that cor-
porations accumulate larger reserves than ordinarily, it would be
a very equitable thing for this committee to either require the Treasury
Department to reduce its 70-percent'rule, or set Ul) some alternative
procedure than that provided in the present law. It is our hope that
corporations would not be required to go to the tremendous expense of
proving thart this accumulation is reasonable simply because it, in
matlhematleal figures, (lid not figure out to be 70 percent of their
earnings.

W'3 also want to subscribe to the recommendations of the Army
and Navy in connection with the amortization deductions. They
have made certain suggestions as to revision of procedure in the
granting of necessity certificates, certificates of nonreimbursement4
and certificates of Government protection.

In addition, we hope that that law may be clarified to allow the
amortization of replacement facilities which corporations purchase
in order to cooperate in the speed-up of production. Their present
machinery is entirely adequate for normal production in peacetimes,
but. because of the pressure placed upon them by the Government,
they have gone out and purchased new machinery in order to speed
up their productive capacity, and it seems to us that these expendi-
tures should be allowed to be amortized.

We want to ad:l our voice to that of others, that we believe that
nondefense expenditures can be reduced and should be reduced in
order to aid in the revenue situation which confronts us.

The CHAMIMAN. Thank you. Are there any questions?
(No response.)
The CHAIRMAx. Thank you for your appearance, Mr. Adams.
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(The statement submitted by Mr. Adams is as follows:)
TnE MANUVAOuBrS ASSOCIATION OF CONNECTICUT, INC.,

Hartford, Conn., August 18, 1941.
To the Honorable Committee on, Finance of the United States Senate:

We submit herewith a brief In behalf of the Manufacturers Association of
Connecticut, Inc., on the matter of the 1941 revenue bill.

The finance and taxation committee of the Manuffeturprir Assoelatlon of Con-
necticut, Inc., has studied carefully both the present tax law and the amend-
ments as proposed in I. R. 5417, and the recommendations that follow are made
for your serious consideration. These recommendations have been submitted
to the members of this association and the recommendations have their ap-
proval. The members of the Manufacturers Association of Connecticut, Inc.,
Include substantially all of the bona tide manufacturers, both large and small,
in Connecticut. They employ over one-third of a million employees, which em-
ployees constitute approximately 95 percent of the total manufacturing em-
ployment in Connecticut. Nearly all of the members are corporations which are
subject to the Federal corporation taxes. The manufacturers whom the asso-
elation represents have a vital interest and concern In tihe measure before your
honorable committee.
The recommendations are divided into four (4) parts:
1. The excess-profits tax.
IL Capital-stock tax and declared value excess-proflts tax.
lif. uni,easomable-accumulation tax.
IV. Amortization of emergency facilities.

1. EXCESs-PROFIS TAX

1. The average earnings method of computing the excess-profits credit should
be retained.

2. Rates should be based on the ratio of excess profits to normal profits instead
of on the amount of excess profits.

3. The 10 percent tax on any Increase In average earnings when tile Invested
capital method of computing the excess-profits credit is used should be elininated.

4. The deduction of normal tax and surtax in the computation of the excess-
profits tax should be retained and deduction of excess-profits tax imposed should
be allowed in tihe computation of the normal tax.

5. Time "New capital" provision allowing an additional 25 percent In figuring
invested capital should e included.

6. The adjustment provision for abnormalities should be extended to include
computation of time credit under the invested capital method.

1. The average earnings method of computing the excess-proftts credit should
be rtained.-We subscribe to the attitude of tile House Ways and Means Comn-
mittee in their feeling that the soundness of the policy of allowing a computa-
tion of the excess-profits credit on the basis of average earnings appears to have
been adequately demonstrated. The alternative methods of computing the credit
are a necessary adjunct to an equitable application of tile tax. If this tax Is
to be truly a war excess-profits tax, and we think it should be, the average earn-
ings method of computing the credit is absolutely essential to provide a base for
determining what constitutes normal profit.

2. Rates should be based on the ratio of excess profits to nonaml profits instead
of on the amount of excess proftits.-The present exc ss-profits tax rates are based
upon the amount of excess profits. The result is that the larger the amount
of a corporation's profits tile greater the portion of the profits that are taken III
taxes, without any relation to the reasonableness of the profits In proportion to
normal profits. This schedule of tax rates evidences an attempt at progressive
taxation of corporations. The principal should be discouraged, and its fallacy
should be known.

Progressive taxation of corporations Is not sound. In the last analysis a
corporation Is simply the aggregate of Its stockholders. Income to the cor-
poration is In reality Income to the stockholders. Reduction of the corpora-
tion's income by taxation is a reduction of the income of tile stockholders.
The imposition of graduated excess-profits tax rates; I. e., progressive rates,
upon income of corporations according to the amount of their taxable Income,
without consileration of the amount of tile average earnings or the invested
capital, is rank injustice to the stockholders of large corporations III favor of
the stockholders of corporations with small incomes. I.t should be considered
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that as a general rule the larger the corporation the greater the number of
stockholders and the smaller the average amount of capital invested, per
stockholder. For example, In one large corporation, one-third of the total

number of stockholders hold from one to five shares each. It is Mr. Average
Stockholder who suffers when a schedule of rates such as that In the present
excess-profits tax law Is imposed upon the profit of a corporation, and Mr.
Average Stockholder is the widows and orphans; he is the working nau who
has saved a few dollars and invested them li some large but sound, nationally
known corporation; lie Is not a would-be war millionaire. lie is tie fvrgot(ea
man.

Accompanying this brief is a table showing the computation of corporation
excess-profits taxes based on l. R. 5417 as passed by the House of Representa-
tives. It shows that a corporation which earns a net Income before Federal
taxes of $15,000 and entitled to an excess-profits credit of $8,000 was taxed
at $700; that is, the excess-profits tax was 4,7 percent of net Income before
Federal taxes. It shows also that a corporation with $15,000,000 net income
before Federal taxes would be taxed $4,190,000 for excess profits, assuming
an excess-profits credit in similar proportion to the small corporation, with
the result that the ratio of Its excess-profits tax to its net income is 27.9
percent. This tremendous span In percent of net Income taken by the excess-
profits tax Is attributable only to the fact that the corporation with earnings
of $15,000,000 had a large amount of earnings, even though the ratio of normal
earnings to actual earnings was the samie as that in the case of the corporalion
earning $15,000. The Impact of this tax Is on the small investor. Thirty
percent of the return on his investment is taken by the excess-profits tax before
it gets to him.

The need for treatment of this problem was recognized by the Senate in an
amendment which It adopted to the Excess-Profits Tax Act of 1940, but which
was eliminated in the conference by the two Houses. The amendment was Intro-
duced by your present chairman, Senator Walter F. George, who at the time of
Its Introduction considered that it corrected the "manifest error" of basing the
graduated excess-profits tax rate "merely upon dollar value, without any refer.
ence to the percentage of earnings to Invested capital, or the prior earnings of
any company." The text of the amendment appeared on page 18609 of the
Congressional Record for September 10, 1940. For the convenience of yu' com-
inittee, we quote the rate schedule in the Senate amendment:

"Twenty-five percent of so much of tile adjusted excess-profits net Income as
does not exceed the greater of $20,000, or 20 percent, of the excessl-profits credit;
30 percent of so much of the adjusted excess-profits net Income as exceeils the
greater of $20,000, or 20 percent, of the excess-profits credit and does not exceed
the greater of $50,000, or 40 percent, of such credit;

"Thirty-five percent of so much of the adjusted excess-profits net Income as
exceeds the greater of $50,000. or 40 percent, of the excegs-proflts credit nd
does not exceed the greater of $100,010 or 60 percent of such credit; 41) percent
(f so much of the adjusted excess-profIts not income as exceeds thle greater of
$100,000, or (0 percent, of the excess-profits credit and does Ilot exceed the
greater of $250,000, or 801 percent, of such credit;

"Forty five percent of so much of the adjusted excess-profits net Income ats
exceeds the greater of $250,000, or 80 percent, of tile excess-profits credit and does
not exceed the greater of $500,000, or 100 percent, of such credit; and 51 percent
of so much of the adjusted excess-profits net Incomei as exceeds the greater of
$500,OCO, or 100 percent, of the exeess-l)rIoilts c',dit'"

3. The 10 percent tax on any increase in average earnings when the invested
capital method of computing the excess-proflts credit is used should be elimi.
natcd.-The effect of this tax is to penalize corporations which have been strug.
gling under a high capitalization simply because they now earn a small amount
of profit in addition to earnings of the previous years base period. The Imposi-
tion of this 10 percent additional tax becomes ridiculous In the case of a corpora-
tion which has suffered losses over the base period years. Tile method of com-
puting the 10 percent additional tax Is extremely complicated. The provision,
of course, is a nonsequitur, because it contradicts the very basis of tile Invested
capital method of computing the credit, namely that a corporation Is entitled to
a fair return on its investment before any profits should be called "excessive"
and made subject to tax. The committee should not tolerate this confusion of
tax principle.

4. The deduction of the normal tax and surtax in the computation of the
exces8-profits tax should be retained and the deduction of the exce88-profits tax
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imposed should be allowed In the computation of the normal tax -There is more
unfairness In not allowing the deduction of the normal tax in the coiiputatioil of
the excess-profits tax than vice versa. If the normal tax Is not deducted, ob-
viously the taxpayer Is paying an excess-profits tax on the amou',t of the normal
tax at a rate which Is the highest bracket rate for the taxpayer iuader his excess-
profits tax. The deduction as It was in the 1940 excess-profits tax is in
accordance with sound procedure for determining wlat profits are excess profits,
and It shoul be continued.

It is suggested that in addition to continuing the present deduction of the
normal tax in computing the excess-profits tax, there also be allowed the dedluc-
tion of the excess-prolits tax in comlputing the normal tax, as provided il the
House bill. A simple procedure could be worked out for the computation of the
two deductions.

5. The "new capital" provision allowing an additional 25 percent in, figuring
invested capital should be includcd.-We favor the treatment of "new capital"
provided for in the hIouse bill. The allowance of a total of 125 percent new
capital in computing invested capital will aid it the encouragement of private
financing of changes In facilities and equipment.

H. CAPITAL-STOCK TAX AND DECLARED VALUE EXCESS-POFITS TAX

1. The declared value excess-profits tax is an anomaly In the tax structure
and shouhl be repealed.

2. The present capital-stock tax should he repealed.
1. The declared value excess-profits tax is an. anomaly in the tax structure

and should be rcpealcd.-This tax, based as it is on the fictitious declared
value of capital stock, has been a guessing game with corporations. The win-
ners have guessed a declared value high enough to absolve them from payment
of the tax; the losers, however, having guessed conservatively, pay a tax of
thousands of dollars. The gamble becomes all the more fierce now that cor-
lorations must pick a declared value which will cover them for the next 3
years, since the present law provides that 11o revision other than routine adjust-
ments may be made until with the return for 1944 for the capital-stock tax. If
all corporations guessed for this year a declared value high enough, there would
be no revenue from tie( declared value excess-profits tax.

The declared value excess-proiits tax produced $24,484,167 revenue in 1939
and only $15,384,825 in 1940, or a decrease of over $9,000,000. That revenue
received from tills tax represents either a penalty imposed upon corporatlons
for their Inability to foretell the amount of profit which they receive or a
penalty upon a taxpayer who was not aware of how to play the guessing game.
The tax is a disgrace to our Federal tax structure. It shoul be repealed.

2. The present capital-stoek tax should be rcpealed.-The provision for an
arbitrary declaration of the value of capital stock of it corporation for purposes
of the caipital-stock tax is imanifestly inequitable. The taxpayer who makes
an honest effort to declare a fair and accurate value of his capital stock does so
only to be penalized tenfold or more by the declared value excess-profits tax.
The revenue from capital-stock tax is substantial, a11d it is not suggested that
the form of tax shoul be eliminated. We recognize that the Federal Govern-
meat call properly demand from corporations a tax iii the nature of a franchise
tax based upon capital stock. We believe tlt the declared value basis for the
capital-stock tax should be repealed along with the declared value excess-profits
tax. We suggest that the method of computing tile capital-stock tax which was
used in the old capital-stock tax would be more equitable andl( could be used to
produce inore revenue than the declared value formula. The old capital-stock
tax (previous to the enactment of the declared value excess-proiits tax) used
the highest of three alternative methods of computing the value of capital stock,
as your committee will no doubt recall.

1I1. UNREASONABLIM-AOCUMULATIONS TAX

The 70-percent-distri bution rule of the 'J'rcasury Department in connection ieith
gmreasonable accuinulations of earnfnqs under the provisions of section 102 of
the Internal Revenue Code should be voided by Congrcs-Because it is to be
desired tlat corporations in these times accumulate more te'serve than normally,
it will work an undue hardship on corporations to be subjected to tile enforce-
meat of the Treasury Department's "70-percent rule." We suggest that if the
burden Is going to be placed upon the corporation to prove the reasonableness

61977-41-65
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of its accumulation ef earnings unless a certain percentage is distributed, the
burden imposed should be clearly defined and the percentage of distribution
should be set by Congress. Your committee should know that the Internal
Revenue Bureau has as a matter of enforcement been applying the "70-percent
rule" strictly and arbitrarily, so that each corporation which fails to distribute
70 percent or more of its earning% Is required to submit proof of the reasonable-
ness of the accumulation. This submission of proof, as you can well under-
stand, involves considerable and careful analysis and other work, because failure
to satisfactorily prove to the Bureau of Internal Revenue that the accumulation
Is not reasonable would mean the Imposition of the most drastic penalty tax.

IV. AMORTIZATION OF E:M EENOY FA0jU'S

The recommendations of the Secretary of War and the Secretary of the Navy
witl respect to the revision of the procedure for the certification in connection
with amortization of emergency facilities should be adopted.-We subscribe to
the recommendations with respect to the special amortization procedure made
In a Joint letter by the Secretary of War and the Secretary of the Navy addressed
to the Honorable Sam Rayburn, Speaker of the House. We believe that the
suggested revision of the procedure will greatly facilitate the granting of the
proper certificates.

In addition we believe that the amortization provision in section 124 of the
Internal Revenue Code should be crarifled to defnltely allow the amortization
of replacement facilities necessitated by production speed-up on defense work.
Many plants have In them machinery which is entirely tdequate for their normal
production requirements, and this machinery woulk continue to meet these
requirements for some time. But because of the necessity for Increased effi-
ciency and speed In the production of defense products, these plants have replaced
or plan to replace slower operating machinery with modern high-speed equipment.
We believe that these plants should be allowed to amortize a large portion of the
cost of this new equipment over the 5-year period as provided In section 124.

We submit these matters for your serious attention.
Respectfully,

PAuL W. ADAus, Counsel.

Comparative exces-proflts taxes (based on H. R. 5417, 1941 revenue bill)

Net Income bWfore Federal taxes.... $15,000 $150,000 $1,500,000 $15,000,000

Excess-profits credit (average earn-
ings or percentage of Invested

capital) .---------................ $8,000 $80,000 $800,000 $8,000,000

Computation excess-profits tax:
Net income -------------------- 15,000 150,000 1,500, 000 15,000,000
Less:

Excess-profits credit ........ MO0 $80,000 $800,000 $8,000,000
Specific exemption- 5,000 5,0 85 5,000 5, 000-pcfexmto .... ,0 13,000 85,000 805,000 8,005,000

Adjusted excess-profits net
Income .--------------------- 2,000 65,000 605,000 6,095,000

Excess-profits tax:
First $20,000 (35 percent) ---- 700 7,000 7, 7,000
Next $30,000 (40 percent) ------ --------------- 12,000 12, 12,000
Next $50000 percente) ....... .............. 6,750 2 22 600
Next IMho00 (50 percent) ------ -----........... ---.......... 75,00075,000
Next $250,000 (65 percent)------- --------------------- 187,50 137, 000
Over $500,000 (60 percent) -------------------- ----------- -:. 117,000 3,837,000

Total excess-profits tax ....... 700 25,750 371,000 .... 4,10,0

Total exces-profits tax, per-
cent of net Income before
Federal taxes ............... 4.7 17.2 24.7 27.9

The CHAIwRzN. Mr. Tanzer.
Mr. TAxzEm. My name is Laurence Arnold Tanzer, chairman of the

committee on taxation and public revenue, Merchants' Association of
New York.

The CHAmmAz. You may proceed.
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STATEMENT OF LAURENCE ARNOLD TANZER, NEW YORK, N. Y.,
CHAIRMAN OF THE COMMITTEE ON TAXATION AND PUBLIC
REVENUE OF THE MERCHANTS' ASSOCIATION OF NEW YORK

Mr. TANZER. I appear on behalf of the Merchants' Association of
New York, the citys largest chamber of commerce organization, rep-
resenting all phases of the business and profe ssional life of that city
and thus expressing the view not of any special interest but of a
cross section of the city's life.

The association heartily approves the program of financing defense
expenditures through taxation so far as practicable, with a view to
averting inflation resulting frog'o. u tieficit financing and pre-
serving the national credites4Ud the private p rise system.

We are here to m.r1i.,onstructive suggestions tfbassist in raising
the taxes needed byavoiding mistakes which will 'eat their pur-
pose. The heavjidh the tax burden- the more important it becomes
to avoid injustj66 and unnecessary WincerAtanty, complexiif t and con-
fusion. The ,iiticisms wlbik we have cofiie here to p.rent aredirected not-t the amoufit proposed to braised by taxation: but at
features of tlie bill whtch tento prvWf the coliion of thneces-
sar revenue by mistaken met 0 ,

ncreasc 1rax rates.-Itj#pl posA to,,aisesurtax ra s to
unprecede ted levels-in nminycases to sevei4 l times what th' are
now. Wight justification cai therorbe for ddlhg tt these rats an
additionall 1O-perct klt"efese ta' r" , ;'|inally imposed r a
limited pdriod as a temp i y defend ,ta*'-if it is required prma-
nently, ho4 sty and 0implieit require that ibe ,incorporated 4ii thepermanent rates, as Ill fat th bill :pTppo~s to do -n the ose of
excise tax,4 and of 4ie deelared"Vaiie exc ss-profitf tax. If, for
example, it iq felt that's particular'dlass of taxpayers should pay
a tax of 22 pCrcent, they should b6 opeffly and~hoestly taxed at that
rate. To tell them that their tax is only 20 percent with a I0 percent"defense tax" added, is merely to0deive them and tp iidd an un-
necessary complication to an already complicated taxc'alculation.

This criticism applteg not only to the incometax provisions, but
also to the estate and gift taxes, as well as toth6 special tax on per-
sonal holding companies.

Erc.fes-proflts twxl.-In several respects the practice as proposed in
the bill is not made to square with the principle of taxing "excess
profits." This is due largely to the inherent difficulty of defining
what is normal income,. and hence of determining what are "excess
profits." These difficulties are at best so great as to raise the question
whether the interests of national defense might not be better served,
and injustice and uncertainty and complexity avoided, by simply
raising the rates of tax on normal income. .

We call attention merely to some of the more flagrant injustices
in the bill.

The greatest danger lies in levying so high a tax as will tend to
defeat its own purpose by stripping the corporations taxed of the
resources needed for continuing operations, for carrying out the
defense program, and for paying future taxes.
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The proposed increase in the rates of the excess-profits tax by
adding 10 percentage points to each bracket. is, we believe, too drastic
and threatens to destroy the tax base oil which it is levied.

In considering the effects of this tax, it should be borne in mind:
1. That the tax is imposed not only on ordinary profits, but also

on capital gains, which are not taxed in England, and is to that
extent a tax on capital;

2. That it is payable in cash and if too high (leprives a business
of its working capital, and hence of the means of going on in business
and )a 'ing future taxes and wages;

3. T21t it reduces the sums available for distribution to stock-
holders, thus reducing the base for income taxes as well.

Insofar as the bill measures the amount of the tax by the return
on cal)ital, it departs from that principle, and unjustly discriminates
against mere size by reducing the rate of invested-capital credit,
ordinarily 8 percent', to 7 percemit on amounts of invested capital
in excess of $5,000,000. This manifestation of the superstition that
the mere size of a business is evil is, we believe, unsound and unjust.

Thie bill contains a wise provision allowing a more liberal credit for
new capital. It should, we sul)mit, apply to new capital invested since
June 10, 1940, the date from which the p,'eselt law recogmizes time
right to amortize defeilse facilities, rather than Deceimber 31, 1940, the
date proposed in the bill.

This l)rovision properlyy gives sonle relief to new businesses which
cannot avail themselves of the average earnings method, where they
have substantial capital. It will not help a new Iuisiiess having t
small capital, and which is built ul), as tihe report of the Ways and
Means Comimittee expresses it (p. 23), "not mainly from cal)ital but
front good management, skill, develolment of goodwill, favorable
locations, trade advantages, and other imnl)ortalt factgrs of personal
efficiency." We urge that Congress enact a relief provision to cover
such cases.

('apltal .iioek tax and declar'ed valhdue excess-proflts taa%.-These
taxes, based on a guess by the taxpayers, with heavy penalties for a
wrong guess, have no justification in principle. Their comhexities
Mid uncertainties will be greatly multiplied by the increases in corpo-
rate taxes, aid l)articuhIitly ill tile excess-l)rfits tax. These uncer-
tainties are a serious threat to the increased l)roduction requij'ed by
our defense effort, and even to the continued existence of a business
whichll may be rined bv an erroneous guess.

We recominiend that'these taxes be repealed, and that if the revenue
is fonid necessary, it be raised through increased rates of normal cor-
poration income, taxes.

If these taxes are retained, corporations should be given the right
to declare the value of their capital stock annually, as it is impossible
under l)resent conditions to make valid estimates for the future.

In computing income for declared value excess-profits tax, the
present law properly allows a deduction for income taxes. To dis-
allow this deduction, as is proposed in the present bill, would be
unfair and deceptive. If additional revenue is required from this
source, it should be honestly sought by an increase in the rate of the
tax.
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Eaxcise taxes and broadening of the base.-The bill continues a
number of the existing excise taxes, increases the rates or reduces the
basis of others and adds a number of new excise taxes. It adopts
this hit-or-miss method of imposing a series of miscellaneous taxes
a method bound to result in (discrimination, and injustice, instead of
squarely facing the problem of finding some general method of taxa-
tion wfieh will spread the burdens of' taxation more uniformly and
justly, and which at the same time will enlarge the tax base anld in-
crease the number of taxpayers contributing to national defense.
We urge that Congress give serious consideration to formulating some
general tax affecting all commodities and business with some measure
of equality, such as a manufacturers' excise tax or a general gross
income tax deducted at source from all wages, dividends and other
personal income payments . Such a tax, we believe, would be sounder
in principle, less complicated and uncertain, and much more easily
collectible than a large aggregate of excise and "nuisance" taxes.

Reduction, of nondefense expediuzres.-The people of this country
are ready to pay any taxes required to insure its safety. But in call-
ing upon them to shoulder unprecedented burdens for defense, Con-
gres owes it to them to reduce to the lowest possible minimum the
burdens of nondefense governmental expenditures. Congress itself
should rise to the emergency and cut down nondefense expenses.

Ooncusion.-We believe that the American people stand solidly be-
hind the defense effort and that they will gladly shoulder any bur-
demis for the protection of America. It is in that spirit that we ap-
pear before you, not to object to prol)osed, taxes, but to cooperate in
making them effective through the elimination of provisions which,
by introducing injustice or discrimination, or unnecessary Complexity
or uncertainty, tend to destroy the tax base itself and to defeat the
very purpose of raising the revenue needed for defense.

I'should like, if I may, to mention one matter which is not in my
prepared statement. Our association protested to the Ways and Meams
Committee against tihe ltrovision for joint returns of married couples.
That was not included in our statement because we had been advised
it had been omitted from the bill. We hear now that there is agitation
for its restoration.

We hope the committee will not restore that )roN'ision, because we
believe it will do a great injustice and work discrimnination against
inarried couples and go counter to the tendency all over the world in
case wfihere discriminat ion is middle iin making the discriminationn rather
against those who remain single than those who marry.

The CHT11U3AN. Are there any questions?
Senator DANAIIER. I would like to ask one, please.
The CHAIRMAN. Senator Danaher.
Senator DANAHJERm. On page 3 of your prepared statement, sit, you

are talking about allowing a more liberal credit for capital and you
then suggest that it should apply to new capital invested since June
10, 1940, rather than December 31, 1940.

What is your understanding, please, as to the reason for the changetI
Mr. TA;zER. The reason for it is that the provision for amortiza-

tion was inserted in the existing law in order to recognize new capital
invested in defense activities and that was made to apply to invest-
ments made after the date the defense effort commenced, so that people
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would not be able to claim the credit on capital which was not invested
for that purpose.

People have been making these additional investments ever since
June 10, 1940, and even before, for that purpose; and where the credit
is given for new capital we think it should be recognized that it
really goes back to the defense effort.

Senator D.NmAIIER. I understand that. I am wondering if you have
any understanding as to why December 31, 1940, has been i)roposed
in this bill?

Mr. TANZER. Oh, no; it seemed to us illogical; therefore we thought
the same date should be adopted which was in the existing law.

The CIIATIRMAN. Thank you very much.
Mr. Wright.

STATEMENT OF ANTON P. WRIGHT, SAVANNAH, GA., PRESIDENT,
SOUTH WESTERN RAILROAD CO.

Mr. WRIGHT. Mr. Chairman and gentlemen, I regret to say that the
prepared statement from which I will read was sent by express to
the clerk of this committee on Saturday, and for some unforeseen
reason has not been delivered. The statement which I am about to
offer is cumulative and supplemental to a statement made by Mr.
Walter A. Edwards, of Providence, R. I., for this committee on the
12th instant.

The CHAIRMAN. Yes; we have the report of that, Mr. Wright. You
also appeared before the Ways and Means Committee ?

Mr. WRGHT. I appeared before the Ways and Means Committee and
this statement is practically in the language that I submitted at that
hearing.

The CHAIRMAN. Yes, sir; well, you can proceed. I am sorry the brief
did not get here for every member of the committee, but we have it
covered here very well in the record.

Mr. WIoluT. The decision of the Supreme Court of the United
States in the case of Ielvering v. Bruin., rendered March 25, 1940,
and reported in 309 U. S. 461, has excited grave apprehension in the
minds of those taxpayers who may come within its purview.

No doubt the members of this committee are fully conversant with
this decision. However, it may not be inappropriate to briefly re-
capitulate the holding of the Court in that case, which is as follows:

Where a tenant by virtue of tle provisions of his lease Is permitted to erect
and does erect at his own expense new buildings upon the property of the land-
lord and where the lease Is subsequently canceled before the expiration of the
term, for default In payment of rent and taxes, and where the landlord has
regained l)osessihn of the land and the buildings, then and in such an event
the net fair market value of the buildings erected on the premises by the tenant
is taxable gain to the landlord, realized in the year in which the forfeiture of
the lease occurs.

This ruling reverses the trend of previous decisions of the courts
on this subject, is far-reaching in effect and harsh in its results. The
Congress in adopting the Excess Profits Tax Act, of 1940 seemed
to have in mind the harsh results which would follow from an appli-
cation of this ruling and section 721 (e) of said act excepted from the
taxation, imposed by it, income derived from the termination of a

1
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lease. This section, of course, does not affect the income tax on net
income.

The hardship imposed by this decision may be more fully exem-
plified by its application to a concrete example.

Senator BnowN. Iet me interrupt, please. You say that tax is
assessed entirely in the year in which cancelation occurred?

Mr. WRIGHT. Yes.
Senator BnowN. You want to spread it over a number of years,

is (hat the idea?
Mr. WnIHT. No; not that exactly. What we wish to do is when

the property is disposed of that then any gain or loss should be taxed.
The South Western Railroad Co. is3 a corporation chartered Decem-

ber 27,1845, by act of the General Assembly of Georgia. On the 10th
day of February 1848, the company was formally organized and from
that day to this, or for 93 years, it has enjoyed a continuous corporate
existence, which was not even interruppted by the War between the
States. The road has a main-line trackage of 333 miles in round
figures, and extends from the city of Macon, Ga., which is practically
the geographical center of the State, to various points in southwest
Georgia. In 1869, the South Western being then a fully equipped,
going railroad executed a perpetual lease of its property and fran-
chises to the Central Rail'oad & Banking Co. of Georgia at a mini-
mum rental equivalent to 7 percent upon its capital stock. The rail-
road was operated under this lease until March 4, 1892, at which time,
the lessee, the Central Railroad & Banking Co., was placed in the
hands of a receiver. The Central Railroad & Banking Co. was reor-
ganized in 1895 under the name of the Central of Georgia Railway
Co. and the reorganized company at that time adopted the lease of
the South Western Railroad Co. to the Central Railroad & Banking
Co. with certain modifications, one being that the term of the modified
lease should run for 101 years. In 1932, the successor corporation,
Central of Georgia Railway Co., was placed in the hands of a re-
ceiver and subsequently, the receiver adopted the lease of the South

* Western to the Central of Georgia Railway Co. with certain modifi-
cations. Subsequent thereto, in June 1946, the Central of Georgia
Railway Co. filed a proceeding for reorganization under section 77
of the Bankruptcy Act and the trustees appointed under said act,
in turn adopted the renewal lease of 1895 to the Central of Georgia
Railway Co. with certain modifications.

Under the terms of the original and renewed leases, the lessee under-
took to keep the South Western Railroad in good order and repair.
Of course, many vital changes have taken place in the technique of
railroad operation since 1869, and, naturally, in order to maintain
the South Western as a modern, efficient railroad, the lessees have
been forced to expend large sums upon this line. In the natural
course of events since the original lease of 1869, all of the equipment
of the South Western Railroad Co. has been consumed in use and
the equipment now serving the line is that which is furnished by the
Central of Georgia Railway Co.

The additions and betterments made to the property of the South
Western Railroad by the Central of Georgia Railway Co. from July
1, 1914, through October 1940 amount to a total of $3,220,171.45.
(No figures are available for tie period prior to July 1, 1914.)
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The financial structure of the South Western Railroad is simple,
consisting of 51,911 shares of common stock of the par value of $100
per share of a total capitalization of $5,191,100. This remarkable
state of affairs appears. It has no bonds, debentures, preferred stock
or debts of auny kind. Owing to these favorable factors and a fixed re-
turn guaranteed by the terms of the lease, the stock of the South
Western Railroad Co., for many years, has been a favored investment.
It has some 1,100 stockholders'aild among these will be found many
trust estates, eleemosynary institutions, and small investors. It is
obvious, however, that if the betterments placed on the property at a
cost of $3,200,000, in round figures, is taxable gain to the railroad,
should its lease be abrogated, the solvency of this enterprise will be
substantially impaired. Under the accounting practices prescribed by
the Interstae Commerce Commission, no depreciation is taken by
the Central of Georgia Railway or by its leased lines, except upon
equipment; additions and betterments are charged to capital account
and where retirements are made, the value of the same, if any, is cred-
ited to the same account.

The lease to the Central of Georgia Railway Co. of 1895 provides
for a rent equivalent to 5 percent upon the caI;ital stock of the South
Western, which amounts to $259,555 per annum.

If the lease should be abrogated and even if the South Western
Railroad Co. were fortunate enough to secure a new lessee at a rent
equivalent to 5 percent upon its capital stock the untoward results
above pointed out could not be avoided.

In the present unhappy state of the railroads, it is futile to at-
tempt to prognosticate what will be their ultimate fate. Even under
the improved conditions brought about by large defense projects, it
is conceded that there will have to be diastic changes made in the
capital structure of the Central of Georgia Railway Co. in reor-
ganization. It is not disputed by any one familiar with the affairs
of the Central of Georgia Railway Co. system that the South Western
Railroad Co. is an important and indisi)ensable part of that system.

While the South Western Railroad .is only capitalized at $15,666
per mile, and while its depreciated value, as ascertained by the Inter-
state Commerce Commission is in excess of $12,000,000; and while a
rental of $259,555 per annum seems to be exceedingly reasonable, its
peculiar situation renders it difficult to engage the attention of com-
peting lines. In a word, the South Western is worth more to the
Central of Georgia Railway Co. than it is to any other railroad in
this territory.

Undoubtedly when the Central of Georgia Railway Co. is re-
organized, if it is deemed important to preserve the integrity of the
system, it, will be incumbent upon the reorganizers to assume the
present lease of the South Western with such modifications as may
be agreed upon between the reorganized company and that company.
Such negotiations would unquestionably be hampered by the fact
that if the South Western were unwilling to submit to a modifica-
tion of the present lease embodying less favorable terms, it would
be difficult to maintain such a position in view of the fact that the
abrogation of the present lease would expose it to the large tax
liability imposed by virtue of the decision in Helvering versus Bruun.

In view of these facts, we venture the opinion that this decision

1020



REVENUE ACT OF 1941

reduces a situaton which ought to be releved against by appropriatelgislation.

If the observations submitted seem to warrant the favorable con-
sideration of this committee, and if it is proper to make such it
suggestion the remedy would seem to lie in an amendment to para
graph (b) of section 22 of the Internal Revenue Code by adding at
the end thereof a paragraph reading as follows:

(10) Income received by a lessor upon the expiration or termination of a
lease by reason of additions, betterments, and Improvements to the leased
property made by the lessee.

The C1InIIIAN. Are there any questions?
(No response.)
The CHAIRMAN. Thank you very much, Mr. Wright.
Mr. Mitchell B. Carroll.

STATEMENT OF MITCHELL B. CARROLL, NEW YORK, N. Y.,
NATIONAL FOREIGN TRADE COUNCIL, INC., NEW YORK, N. Y.

Mr. CARROLL. Mr. Chairman and members of the committee, my
name is Mitchell B. Carroll, 67 Broad Street, New York. I am coun-
sel for the tax committee of the National Foreign Trade Council, Inc.

In behalf of the American companies that are still endeavoring
to carry on trade abroad, particularly in Latin America, I wish to
bring to your attention a situation which has developed in foreign
countries beyond the reach of your committee, yet which frustrates
the operation of a section of the Internal Revenue Code adopted in
1918 by your committee and has since been maintained in our revenue
legislation.

As you know, foreign countries, in their effort to maintain their
monetary resources, have adopted exchange restrictions. As the
result income derived in one year by an American enterprise operat-
ing in, say, Brazil or Chile or Colombia may be blocked by local
exchange restrictions so it cannot be brought iome to the American
enterprise, and that income may not be released until the second year
or the third year. When this happens, by reason of a decision ren-
dered by the Board of Tax Appeals, the American enterprise may be
deprived of its credit for foreign taxes. A provision was adopted in
1918 to put our American enterl)rises, -competing in foreign mar-
kets after the World War, on an equal footing with the enterprises
of other countries which were receiving exemptions and subventions
and other benefits.

Consequently. I come before you with a very simple amendment
which is, in effect, to permit the carrying forward of foreign tax
on income which has been blocked as a credit against the United
States taxes until the income, which is imposed is released and
brought into gross income.

In other words, there is a simple amendment to rectify a situa-
tion which has been brought about through the disturbed economic
conditions in the world today.

I have here a memorandum that I would like to submit to your
committee which goes into the technical details, which are 'well
known to your staff and, if you will permit me, sir, I might go into
the details at some later date with Mr. Stain, or some other repre-
sentative of the committee or the Treasury.
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The CHAIRMAN. Yes; you may file your statement, if you wish,
for the record.

Mr. CAMROLL. Thank you, sir.
The CHAIRMAN. All right. Thank you very much.
(The statement referred to is as follows:)

AMENDMENT TO SECTION 131 OF TU1E INTERNAL, REVENUE COE PROPOSED FOR
INCLUSION IN THE REVENUE BILL OF 1941 IN BEHALF OF THE NATIONAL FOREIGN
TRADE COUNCIL, INC., 26 BR-vs STREET, NEw YORK, BY MfITCHELL B. CARROLL,
ESQUIRE

INTRODUCTORY STATEMENT

Mr. Chairman and members of the Committee on Finance of the United States
Senate, the members of the National Foreign Trade Council are gratified that
the House has adopted in the revenue bill of 1941 section 108 which provides for
the reduction, in pursuance of treaties, of the rates of tax to be withheld from
certain recurring Items of Income derived by nonresident alien individuals resi-
dent In, and corporations organized under the laws of, Western Hemisphere
countries. This provision should Indeed tend to accomnlish the purpose set
forth in the official report of the House Committee on Ways and Means (p. 9.
par. 6), namely, that "the extension of this favorable treatment is a part of
the program toward Improving relatious with'our Plster nations In the Western
Hemisphere."

Therefore, the council heartily endorses this amendment and hopes that
the Senate will concur in Its adoption.

PROPOSED AMENDMENT TO AIJOW DEFERRING OF THE9 CREDIT FOR FORFION TAXES ON
BLOCKED INCOME UNTIL RELEASE OF INCOME

You are doubtless aware that, just as you are considering the raising of
taxes according to the criterion of the utmost capacity to pay, the legislatures
of other countries are likewise engaged in augmenting their rates to about the
highest point the traffic will bear. If an American enterprise carrying on
business in any one of these countries realizes Income there, which Is subject
to burdensome rates both In the foreign country and again in the United States,
the resulting burden would be so great that American enterprises might have
to withdraw and leave the field to competitors.

Many of you may recall that our commercial enterprises were faced with a
similar situation along toward the end of the last war and, in the Revenue
Act of 1918, the Congress wisely decided that if our enterprises were to con-
tinue to compete abroad with foreign companies which were receiving tax
(xemptions and other kinds of aid from their respective governments It would
be necessary at least to allow a credit against the United States Income tax
for Income taxes paid in foreign countries. Time credit has justifiably been
limited so that In no case the offset may reduce the United States tax on
domestic income, and where the foreign rate Is lower than the American rate,
our Government collects the difference in rates on the foreign Income. How-
ever. In recent years, and particularly at the present time, enterprises are
being denied the benefit of this credit because of circumstances arising from
the disruption of economic life abroad and the trends of foreign tax legislation.

As you know, an increasing number of countries, Including countries of the
Western Hemisphere, are forced to adopt exchange restrictions in order to
arrest the depletion of their national monetary resources, with the result that,
In many cases, profits which have been earned abroad by American enterprises
are blocked and cannot be availed of. The question has arisen whether such
Income, which cannot actually he enloyedby the American enterprise, should
be treated as income for tax purposes here, and the Board of Tax Appeals han
ruled that such blocked Income need not be treated as Income until It Is un-
blocked or becomes convertible into dollars. (Intervational Mortgage atid
InvestmenIt Corporation v. Oofmlns.ioner, 36 B. T. A. 187). However, if this
unblocking takes place In a later year, the limitations In section 131 (b)
prevent taking the credit f~r the tax paid abroad on such income.
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Hence, we respectfully urge you to remove this inadvertent inequity by adoptiiig
our proposed amenldment which, in substance, would treat the tax as following
the income and would allow it to be taken as a credit in the taxable year wheni tile
Income In question is brought into gross income.

TY'01INIOAL DISCUSSION OF AMENDMENT

The decision in the case of International Mortgage and Intvyctment Corporation
v. Copnnissi,,er (36 i. T. A. 187) to which the Coninissioner has given his at-
quiescence, 1937-2 CB 15, permits the carrying forward for tax pnrp)oses of
completely blukcd Income until it is released; and, if this interpretation of the
law Is generally applied, i may result in tile loss of the credit for foreign taxes in
a growing number of cases. This problem may become more srims for American
export corporations In view of the lrhdable Increase In exclhatnge re;tricllons- oi
foreign currencihs because of the war situation. The credit for foreign taxes on
blocked Income may lie assured, however, by ,I simple ameldmentt which merely
states a principle Inherent in section 131 of tile Internal liveiue Code.

In the abtive-Inlentioled case the petitioner realized gain by lrehasilng at less
than their face value mortgages which were paid off at their full value. Tie
Board of Tax Appeals observed that, measured in marks, the petitioer had Income
from Its business fit Germany, but that Income for our Federal Income-tax pur-
poses is measured only fin terms of dollars. The marks received after a certain
date were blocked and they could not therefore be removed front Germany either
physically or by way of a credit during tile remainder of the taxable year, nor
could time dollar equivalent of tile marks be obtained. The petitioner did not have
unrestricted use and enJoyment of tile marks, ain( could not use them to retire its
bonds as planned. It could not have 1ny of these marks released until a number
of years latel-. The marks were seriously restricted and in no seuise the equivalent
of free marks. The Bioard therefore held it was Improper to compute a gain to
the petitioner from tile repayment of the mortgages by translating tIle gain in
marks received into dollars at the rate of exchange applicable to free marks.

However, tile Board held that taxable gain had been realized In marks which
were received previous to the time of tile Inposition of tile exchange restrictions
and because those earlier fuInds ha(1 been freely negotiable, convertible, and trails.
ferable. They cmild have been removed from Germiany when receih'ed but had been
alloweil to remain there until they were blocked.

There may be a great many situations in which anl American taxpayer will re-
ceive foreign currency ineone it the forms of dividends, interest, royalties, trading
profits, or otherwise, which Is locked, and only in a later year susceptible of con.
version or of realization through use.

Although tile International Mortgage and Investment Corporation decision in-
volved only a very limited class of income, its base reasoning may well apply in
determining what shall be included it gross Income inl many other blocked cur-
rency situations. It would be very difficult to draft legislation to cover tile facts
of all these situations, and prhalps it may be best to leave to determination In
audit whether, under the facts of each case, blocked forelgn Income should be
regarded as realized in terms of dollars and included in gross Income, or should
e regarded as not realized until a later year. Il tile former ease, tile amount of

foreign taxes thereon would be converted into dollars at the mine rate and taken
as a credit under section 131. However, if foreign income were not included in
gross income until a year or more after it arises abroad. then any foreign Income
taxes paid or accrued with respect to such Income should be ca rried forward for
the purposes of tile credit for foreign taxes In section 131 until tile foreign Income
is Included in gross income.

Only such a procedure would be consistent with the underlying principle of tile
foreign tax credit. The law presupposes that foreign Income will be subjected to
the United States tax for tie year in which it is realized and, under section 131 (a),
only taxes paid or accrued during the taxable year to any foreign country or to
any possession of the United States may be taken as a credit. Furthermore, under
section 131 (b) (1), the credit for the taxes of any particular foreign country may
not exceed the same proportion of the United States tax against which it is taken,
which the Income from such country bears to tile entire net Income, in the case of
a taxpayer other than a corporation, or to the normal tax net income, in the case
of a corporation, for the same taxable year (sec. 131 (b)).

Strictly speaking, therefore, under the language of subsection (a), the foreign
tax paid on blocked Income can be credited only in the taxable year In which it is
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paid or accrued. If the taxpayer regularly takes credit on the accrual basis, and if
the blocked Incoine Involved Is not brought into gross ilcoie iII tile given year, no
credit wouhl be allowed in that year because lithe ntunerator of the limiting frac-
tlon would be zero. Situations might also arise where taxpayers could not take
crediit for the foreign tax on v paid basis for shiilar reasons. Purthernmore, when,
in a subsequent year, the funds are freed for conversion Into dollars or utilization,
they woII be subjected to the United States tax, but ordimarily no credit could
be token against tie United States tax for time foreign tax which was paid or
accrued during an earlier taxable year. Hence, in such cases the income would be
doubly taxed and the purpose of the credit for foreign taxes would be frustrated.

The original intent of section 131 could be realized If the section were amended
so as to Incorporate specifically the principle that time foreign tax would not be
deemed to have been paid or accrued until the taxable year when the income
Is included ili gross Income. This might Ie accomplished by Inserting at the
end of subsection (d), entitled "Year in Which ('redit Taken," the following
language printed ln italic:

SUGGESTED LANOUAOF OF AMENDMENT

SEe. 131. TAXEN OF FOREION COUNTRIES AND POSSESlIONs OF UNITED STATES.
fa) Alloiwanee of ercdit.-If the taxpayer signifies in his return his desire

to have the benefilts of this section. time tax imposed by this elapter, except time
tax Imnposed under section 102, shall be credited with:

(1) ('itize'n and domestic eorporatio.-Iln the case of a citizen of tile United
States and of a domestic corporation, the amount of any Income, war profits,
and exeess-lrolits taxes, paid or accrued during tie taxable year to any foreign
country or to any possession of the United States; and * * *

* * * * * * *

(d) Year in which credit taken.-The credits provided for in this section may,
at the option of time taxpayer and irrespective of the method of accounting em-
ploy-d in keeping his books, be taken in the year in which the taxes of the
foreign country or the possession of the UMited States accrued, subject, how--
ever. to time conditions prescribed in subsection (c) of this section. If tie
taxpayer elects to take such credits in the year it which the taxes of the foreign
country or the possession of the United States accrued, the credits for all sub-
sequent years shall be taken upon the same basis, and no portion of any such
taxes shall be allowed as a deduction in the same or any succeeding year. In
any e(n s, for the purposes of subsection (a) of this section, taxes paid or accrued
to anyi foreign country or any possession, of the United Statcs shall he deemed
to hare been paid or accrued during the taxable year when the income upon or
with respect to which they are imposed Is Included in gross income for Purposes
of the tax imposed by this chapter.

If the above location of the new language seems inappropriate, the amendment
might be added to section 131 as a new subsection, as follows:

( ) Definition of taxes paid or aecried.-PFor the purposes of subsection (a)
of this section, taxes paid or accrued to any foreign country or ally possession of
the United Rtates shall be deemed to hare been paid or accrued durin! the tax-
able year when the income ftpon or with respect to which they are imposed is
ineludlcld in g-oss income for purposes of the tax imposed by this chapter.

IEDUMOTIO OF FORMON TAX

The carrying forward of the foreign tax for the purpose of taking It as a
deduction under section 23 (e) (2), if tile taxpayer prefers, might also be covered,
as follows:

SO. 23. DmuDvrONS FROM 0ROSS INcOME.-In computing net income there shall
be allowed as deductions:

(e) Taxes generally.-Taxes paid or accrued within the taxable year, except-
(2) Income, war-profits, and excess-profits taxes Imposed by the authority of

any foreign country or possession of tie United States: but this deduction sball
be allowed In tile case of a taxpayer who does not signify in his return his
desire to hve to any extent the benefits of section 131 (relating to credit for
taxes of foreign countries and possessions of the United States), and in such
case, taxcs paid or acerued to any foreign country or possession of the United
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,StatC8 Mhall be deemed to have been paid or accrued within the taxable year
when the income upon or with re8pect to which they are imposed is included in
Pross income.

The CnAIMAN. Mr. Alfred L. Smith.

STATEMENT OF ALFRED L. SMITH, ELKHART, IND,, CHAIRMAN,
COMMITTEE ON TAXATION, NATIONAL ASSOCIATION OF BAND
INSTRUMENT MANUFACTURERS

All'. SMITH. AiM'. Chairman and gentlenfen of tie commit tee, my
name is Alfred L. Smith. I am executive vice president of C. G.
Conn, Ltd., Elkhart, Ind., manufacturers of band and orchestra in-
strunients, and I am speaking on behalf of the National Associatioll
of Band Instrument Manufacturers. This association is composed of
I he manufacturers of band ailt( orchestra instruments.

This is a separate adl(l distinct industry within the general music
industry, manufacturing the instruments of the symphony orchest r'a ;
that is, the wind, percussion, an(l string instruments. Our great mar-
ket is the I)ublic-school system and the children in the system who take
nstrumental instruction and our secondary and much sinaller market

is the professional musician who uses these instruments as the tools
of his trade.

We are very small industry. I suppose I have the distinction, if
4t is a distinction, of representing the smallest group of any industry
that has appeared before this committee. If you eliminate the small
shops employing less than 25 people each, we have only about 15
manufacturers, and we employ only about 2,000 men, but on this tiny
industry there depends entirely the development of the musical art
il this country.

Also I might say that in no group of employees of this size, or any
size, could you find, perhaps, a greater proportion of mien who are
very highly'skilled, who have devoted their entire lifetime to one job.
Throughout the entire industry, the employees are old. Probably the
average is way over 50 years. These inen are not of the type,'they
have not had the experience, and they are not of the age ihat they
can be transferred to defense work, and they are dependent, and their
families are, for their livelihood on this industry. For that reason,
I ask your careful consideration of some of the problems of this
industi'y which are affected by this tax.

Senator BROWN. Mr. Smith, you are now taxed at 51/2 percent, are
you not?

Mr. SmTH. We are not taxed at all now. We are proposed to be
taxed 10 percent on the manufacturers' price in the bill.

Senator BROWN. The House report., section 3404, emphasizes the
tax on sales, manufacturing certain radio components at the rate of
V1/2 percent of the sales price. Section 545 amended this to impose
a tax of 10 percent on radio receiving sets and certain other instru-
ments, including musical instruments.

Mr. SMITH. Yes: that added the musical instrumeatai, but the musi-
cal instruments were not taxed at all.

Senator BROWN. Now it i:; proposed that you be taxed 10 percent?
Mr. SMITH. That is right.
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Senator DAVIS. Mr. Smith, what portion of the instruments are
purchased for the young people of this country, especially those in
the schools?

Mr. SMITH. Well, as between the children in the schools and the
professional musicians who constitute the great market, I should
say it is, roughly, in value-about 80 percent goes to the school
children and 20 percent to the professional musician. That is not
taking into account purchases by village bands, of which there are
a few, and the lodge bands, and individual instruments of people
foe enjoyment; but I presume that between the school children and
professionals, they account for 95 percent of the production, andthat 95 percent, I should say, is divided about 80 percent between the
children in the schools and 20 percent to the professionals.

When it comes to the number of instruments, the percentage to
the schools is much larger, because, obviously, tile professionals
have to use the highest grade, the highest-priced instruments,
whereas the children start with the third or lowest-grade instru-
ments; and if they continue their instructions, as many of them
do, they get the medium grade, and finally they purchase the high-
est grade. As a matter of fact, more of the very highest, finest
instruments are purchased by the children in the schools than there
are purchased by the professional musicians.

Senator DAVIs. If you pass this 10-percent tax on, how much will
that increase the price to those youngsters that buy these instru-
ments?

Mr. SAiTH. It will increase the price by 10 percent to the con-
sumer. That will mean in dollars to the beginner from about $5
to perhaps $15 or $20, and to the child who has progressed beyond
the beginning stage and buys the better instrument, it will probably
run from $10 to $25, depending on whether it is a trumpet, for in-
stance, which is a relatively inexpensive instrument, or, we will say,
an alto or bass clarinet, which is the expensive type of instru-
ment.

Senator DAVIS. It is going to be difficult for them to buy the
instrument. I recall when I was quite a youngster I got 50 cents
a (lay, and I had to pay 50 cents a week on my clarinet. It was a
difficult thing to get that half dollar. I presume there has not been
much of a change since that time.

Mr. SiirrH. Senator, you know parents may endure a lot of
privation to give their children an enducation, whether it is a musi-
cal education or any other type of education. We know that they
do go a long way in the poorer families. We also know these
increased prices will curtail sales. They will have to, because our
sales are primarily to the poorer people.

In other words, our market is primarily in the rural districts
in those States from Wisconsin down through to Texas and in the
poorer sections of the industrial States, like in your State of Penn-
sylvania, Senator, and the State of Ohio, and our poorest markets
are in the better suburbs of the big cities. In other words, music is the
poor man's art, and he is the one that wants his children to take instru-
mental music. It is true that you will find the biggest, finest symphony
orchestras and bands in the smaller towns and rural schools and in the
workingmen's sections of the cities. The consolidated school has been
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a great thing in .this respect, because it has brought music to the
districts where, with the little individual schools, they never had this
sort of *thing.

Senator DAV1S. I know a great number of men and women, too,
as far as that is concerned, that are playing in these symphonies
that had a difficult time to get their instruments when they were
young people, when they were merely beginners.

Mr. SMITH. That is right. I think it is fair to say that the average
person who buys these instruments does it for a serious educational
purpose and does it with considerable struggle to get the money,
because they are not inexpensive instruments, even the lowest grades
of them.

Senator BnowN. Mr. Smith, under the chapter which this section
amends, there is an exemption which is the same as the exemption
found on page 71 of the House bill which we are considering, which
refers to any instruments which are bought by a subdivision of any
State.

Mr. SMITH. Yes.
Senator BROWN. That is why, it would seem to me, as to the effect

of this particular tax, it would be very easy for the board of educa-
tion of a school district to buy these instruments and thereby avoid
the tax. Is not that very commonly done?

Mr. SMITH. It is with certain types of instruments. There are cer-
tain instruments that no parent wants to buy his child. He does not
want to buy a bass horn, or a bass drum, or perhaps a bass clarinet.
Those are big instruments and the school boards buy those instru-
ments; but a I of the smaller instruments and all of the beginners'
instruments, which constitute the great bulk of the instruments--I
suppose 90 percent are bought by the individuals. In a great many
communities, for instance, in the South, in the Southeast, where the
movement is developing very rapidly now, the schools are very much
restricted for funds, and the parents get together in clubs and raise
this money for the big instruments. Of course, all the individuals
who buy them individually are subject to the tax, and I do not see
any way that they can avoid it.

Now there have been many suggestions before your committee and
particularly, I think, before the Ways and Means Committee, which
would indicate that the purpose of these excise taxes at higher rates
is primarily curtailment of so-called luxury or less essential indus-
tries, yet, at the same time, the claim is made that these industries,
including our industry, can be taxed at these terrifically high rates,
or must be taxed at these terrifically high rates because the Gov-
ernment needs the money. We know the Government needs the
money, we know we are all going to be taxed heavily; it cannot be
avoided, but we submit that those two purposes are inconsistent.
You cannot have both. If you are going high enough to curtail, then
time Government does not get the revenue; if the Government gets the
revenue then there is no need for curtailment.

Now, if the purpose of this tax, as has been said in some quarters, is
curtailment of industry which we think is erroneouly considered less
essential in these times, then I submit that you are too late, that other
factors, unavoidable factors, are already working and are already
curtailing this industry far beyond anything this tax will do; and the
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income, the revenue to be derived by the Government by this tax will be
only a fraction of the estimate of the Treasury Department. There
is every indication that before the end of this year there -will be
practically no band and orchestra instrument industry in existence,
except possibly 10 percent which will go to the Government for the
Army and --N~x tmnds, on which, of course, there is no tax to be
collected.

Senator RADCLTEE. Mr. Smith, do you understand that this tax is
on the church organs?

Mr. SMITH. Yes. I am not speaking of clhrch organs, but the
tax is applicable to church organs, yes.

Senator RADCLIFFE. What percentage, do you happen to know, goes
to the value and number of organs owned by religious organiza-
tions?

Mr. SM1ITH. I do not know. I can only guess from a casual con-
nection with that end of the business, but I would say that, with
the decline of the theater organ, practically all of the organs now
are sold to churches, but I might be wrong.

Senator VANDENBERG. Well I think you have proven that bands
are essential today. I do not inow how you can work up at war with-
out a band.

Mr. SMITH. You are not accusing us of working up a war, are
you, Senator?

Senator VANDENBERG. No.
Mr. SMITH. In 1939, according to the Bureau of the Census, this

little industry produced about $6,667,000 worth of musical instru-
ments which, at this rate, would yield, even in a good year like
that, only $660,000, but our opinion is, according to present indi-
cations, next year and for years to come until we are out of this
emergency, we will not produce more than $1,500,000, which would
mean that this tax would produce, during that period, probably
not more than $150,000 a year.

Now, the reason for that is that the biggest groups of instruments in
this industry, the cup-mouth pieces, for instance, which are the so-
called brass instruments, unfortunately require the four metals which
are most critical in the defense program, nickel, aluminum, zinc, and
copper. Brass itself is 80 percent copper and 20 percent zinc. The
Office of Production Management has stated that in this country
there is not more than 75 percent of the nickel and 75 percent of the
copper absolutely essential to the defense program alone, and that in-
dustries like ours are not going to get any after we have exhausted our
present materials, and I think it is easy to see why that is so.

So that the cup-mouth instruments, after we have exhausted our
supplies of material, which will be only a few months now, will be
nonexistent.

The wood-wind, which are the next group, we estimate will be down
to 25 percent. The percussion instruments will not be greatly affected,
but they are a comparatively small group. The string instruments
are affected probably not at all, because they use no defense material.
But because of the curtailment, we will be down to something like
$1,500,000, and perhaps produce a revenue of $150,000.

We believe that in view of the essential need of our industry and of
our product, or rather, not our industry but the essentiality of our
product to the continiance of the art of music, that for a paltry
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$150,000, we ought not to be taxed when we find ourselves inl thisterrible situation.

Senator JoiNsoN. Is the l)rice advancing very rapidly ill musical
instruments?

Mr. SMITH. It is not yet. Our own ('omapany-and I think this
would apply throughout tile industry-had only one price increase.
We increased our labor cost as the result of tie reduction from 44
hours to 40 hours, and we made that u) to our men for some months;
we absorbed the increased material costs, but last Marci we increased
our prices somewhere around 10 percent. The raw material costs have
continued to increase. We have got. to increase again. With the cur-
taihnent, due to this defense program, which we cammot avoid, our
overhead costs, of course, are going to soar, with the result that we
must increase our prices, and 1 am afraid they will go u) very greatly,
and, of course, we are afraid that they will get to tlat l)oit where
these people will not be able to buy the instruments to give their
children a musical education, and tll children, during this time, will
not be able to begin their musical education or continue it if they have
to have new instruments. Our l)rices, while they have not gone il)
very much yet, they are going up. We cannot avoid it.

Tile CHAIRM AN. Mr. Smith, you have exhausted your time limit. Is
there anything you wish to put in the record?

Mr. SMITH. Yes; I have a brief which I should like to put in the
record. I would like 1 minute more. I want to make a specific request
for an exemption of band and orchestra instruments. I want, to state
that this industry is willing to (to its part. It is going to pay heavy
taxes. We believe that the way to raise taxes from industry through
the sale of their product is a general manufacturers' tax on all manu-
factured products, except possibly food, clothing, or some few things
like that, and that irrespective of how high this rate will have to be,
we should have a rate that will produce this revenue equitably from all
manufacturers.

Senator DAvIS. How many persons are employed in the instrument-
making industry?

Mr. SMITH. About 2,000, if you except the small local shops of
which we have no knowledge. You have a man, for instance, who
makes violins who may have two or three employees, or a man who
may make bassoons. He has two or three employees. I am excluding
them. We have about 2,000 in the band an(1 orchestra industry.

The CHAIRMAN. All right.
Mr. SImm. I only want 1 more minute. There is another matter

we did not know about. I want to call your attention to the section
having to do with reporting on installment sales.

There is a provision, if'we understand it correctly, that., on all
sales made between July 1 and the date of the passage of this act,
the seller must pay the tax on the unpaid installments collected after
the passage of the act and we submit that that is an impossible situ-
ation.

For instance, our company has 11 retail stores. They are not
separate corporations. They are operated as divisions of a parent
corporation. We are the manufacturer and the seller. Even though
we sell at retail, we had no knowledge of this provision in the act, if

61977-41-0

1029



1030 REVENUE ACT OF 1041

we understand it correctly and if it is no, changed, we will have to
pay 10-percent tax on all of our collections on those sales since July 1,
and there is nothing like that profit in the business.

We think your committee should consider that gross inequity.
The CHAMIMAN. Yes, sir. That has been brought to the attention

of the committee by several witnesses. I think that will certainly
be looked into.

Mr. Smrrr. Thank you.
The CHAM qAN. Thank you very much.
(The brief by Mr. Smith is as follows:)

BRIEF BY ALFIRED L. SMITH IN OPPOSITION TO AiPLICATION TO BAND AND ORCIIESTRA
INSTRUMENTS OF THE PROPOSED 10 PERCENT TAX ON MUSICAL INSTRUMENTS

AUoUST 20, 1941.
The FINANCE COMMITTEE,

United States 8ate, Wa8hinlgton, D. 0.
GENTLEMEN: The National Association of Ihlnd Instrument Manufacturers

respectfully urges the Finance Committee to adopt, in place of the new manu-
facturers' sales taxes In this bill, a general manufacturers' sales tax excepting
only food, some types of clothing, and fuel, at a rate which will produce the
revenue anticipated from these excise taxes, as well as such additional revenue
as may now have become necessary.

With respect to section 3404, tax on radio receiving sets, phonographs, phono-
graph records and musical instruments, subparagraph D, musical instruments,
as it applies to band and orchestra instruments, we request your consideration
of the insignificant amount of revenue which the tax would yield and the de-
plorable effects which this tax would have on the industry and the art of music
which it serves.

The band and orchestra instrument inilustry is a separate and distinct in-
dustry within the general music industry. Its products are the instruments
used in the symphony orchestra-that is, the wind, string and percussion Instru-
ments. Its largest market is the public-school system and the children ill it
taking Instrumental music instruction, and Its secondary market comprises the
professional musicians who use these instruments as the tools of their trade.

The industry Is a small one, whose continued existence, however, is essential
to the development of the art of music in this country, particularly through
instrumental instruction in the schools. Omitting the small shops employing
fewer than 25 persons each, there are not more than 15 manufacturers and their
factory employees number about 2,000. In no similar number of workman
in any Industry, however, could there be found more highly specialized and
skilled craftsmen who have devoted their entire lifetime to the manufacture og
a single product and know no other trade. Most of them are too old to be adapt-
able to strange occupations in defense work or other industries. They and their
families are entirely dependent upon the continuance of this industry. There-
fore we urge you to consider this proposed tax on musical instruments, insofar
as the band and orchestra instruments are concerned, with sympathetic under-
standing of the conditions which now threaten the very existence of this industry
and the continuance of work for the employees engaged in It.

There have been suggestions made before your committee, and previously before
the Ways and Means Committee, based upon the theory of using the taxing power
of the Government to curtail drastically alleged non-essential or less essential
industries. At the same time these taxes are advocated because the Government
requires the revenue which it is hoped they will produce. Both results cannot
be obtained. It Is impossible to tax so as to curtail production and at the same
time maintain the tax yield. Furthermore, in the case of band and orchestra
instruments, there Is no need of a tax for purposes of curtailment; other unavoid-
able factors are already doing this far more effectively-so effectively, in fact,
that the revenue yield from this tax will be but a small part of the amount
which the Treasury Department experts have estimated.

There is every evidence that there will be no band and orchestra Industry in
this country by the end of this year, except for minor production for Army and
Navy requirements, which will not use 10 percent of the facilities of the indus-
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try. Under these circumstances, how can this proposed tax be productive of any
substantial revenue? Present indications are that at best the revenue yield from
this tax in 1942 will be about $150,000.

Estimated tax yield, 1942

Production Estimated Annual taxin ru9 production yield at
In 1942 10 percent

Cup mouthpiece Instruments ................................... $2,787, 120 None None
Woodwind Instruments (clarinets and other wind, I. e., oboes,

flutes, etc.) --------------------------------------------------- , 445,962 '$216.894 $21,689
Percussion instruments ----------------------------------------- 1,468,858 '1,101 643 110 164
Saxophones ..................................................... 842.976 Rone one
Violins and other bow Instruments ---------------------------- 220,074 226,074 22,607

Total ..................................................... 6,770, 90 1,644,611 154,460

115 percent of 1939.
2 75 percent of 1939.

Cup-mouthpieoe il8tnrum ent8.-Ctp-lnouthiplece Instruments, which constitute
over 40 percent of tile total production, are made almost entirely of brass. Brass
is constituted approximately of 20 percent zinc and 80 percent copper. For several
months zinc has been available to vital defense Industries only. According to
the Office of Production Management, there is more than 25 percent shortage of
copper necessary for defense requirements alone. On August 1, our industry
was notified by its sources of brass supply that no more brass would be avail-
able for the manufacture of band Instruments, amid it Is Impossible to obtain any
official indication that brass will be available to the industry during the year
1942. Consequently It is expected that the production of cup-mouthpiece instru-
ments will cease completely when the present brass supplies of the industry are
exhausted. No manufacturer has sufficient supplies of brass to continue opera-
tion beyond December, and most of the production of the Industry will have
ceased before that time.

Saxophones,-The above remarks concerning cup-moitthriece instruments apply
likewise to saxophones.

Wood winds.-Wood-wind instruments, consisting primarily of clarinets, oboes,
bassons, and flutes, comprise about 21 percent of the industry. Probably more
than half of these instruments are made of brass or nickel silver, and production
on them will have ceased entirely by the end of the year for the same reasons
as apply to cup-mouthpiece instruments. Most of tile other wood winds are
made of grenadilla wood, imported from East Africa, importation of which is
no longer possible. Manufacturers' stock of grenadilla wood are limited. Rub-
ber and plastic bodies may be substituted for metal and wood, but rubber is no
longer available and plastics are difficult to obtain. Tile key mechanisms of these
instruments require nickel silver, none of which has been available for several
months because of vital defense needs which it is expected will continue indef.
nitely. The manufacturers' supplies of nickel sliver are almost entirely ex-
hausted. Therefore It Is expected that production of wood winds will be small
after December 1, probably not more than 15 percent of normal in 1942.

Pcrctm8ion instrumcnts.-Percussion instruments account for about 22 percent
of the total. Aluminum is essential in the manufacture of sonie percussion
instruments, and where substitutes have not been found, these instruments have
already been eliminated from the manufacturers' lines. The recent shortage of
steel will curtail further the production of other models of instruments. Rela-
tively, however, percussion instruments will not be so badly curtailed in produe-
tion and In 1942 might possibly be as high as 75 percent of normal.

Bow instromcts.-Violins and other bow Instruments will probably not be
greatly affected, although some of the Imported woods used, as well as miscel-
laneous hardware, are becoming difficult to obtain.

There is a possibility that this industry, like 6ther nondefense Industries using
vital metals, will be rationed in 1942. However, if the shortage of vital materials
as published by the Office of Productlon Management continues, it is difficult to
see how Industries such as this can be rationed without Interference with the
vital preparations for defense. The British band and orchestra instrument
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Industry has been rationed at 25 percent. Under any such rationing, the
amount of revenue resulting front the l)roposed tax would still be Insignifleaut.

Tie manufacturers of band and orchestra instrument will naturally make
every effort to make up for the disappearance of band-Instrunient production
by defense work. Their continued existence in business depends on their sue-
cess in olialining defensee contracts. It is not difltult to obtain defense work to
the capacity of screw machine, punch preis, and other machine departents,
but these del)artments employ relatively few workmen. It Is proving very d11.
cult to obtain sufficient defense contracts of a type to keep polishing, plating,
and similar departments busy even partially, and practically Impossille to get
defense contracts which will maintain employment for tih( specialized band-
instrument workers, suh as horn assemblers of all kinds, burnishers, and
engravers. Many of these employees are very highly skilled, have worked for
many years in their speelalized trades. anl are no longer young and a(aitaible
enough to make tile change to machine operators or assembly of defense prod-
ncts bearing no relationship to musical instruments. Even If the ilndlu.try Is
fortunate enough to he ratlimed at 25 percent tit 1942, there wIll not be work for
most of these skilled operatives. Unemployment among skilled workers in lhe
i)and and orchestra inRtrunent Industry will be most severe. It Is, therefore,
necessary that everything possible lel done to prevent the curtaillment or regular
production below the point at which the Industry can provide work for skilled
workers who calllot be transfered to defense operations.

Insofar as tills is a problem of raw materials, we realize that It Is not a
matter over which your coiimnitte has any control. However, it 10-percent tax
imposed at this tihne on n Industry struggling for Its very existence will be
undily oppressive and disastrous. Prices, li the oph1(on of Illdustry, are already
approaching a prohibitive point, yet further increases are already necessary as
a result of Ilncreases in costs of raw mllterials. With production of band and
orchestra Instruments at such low levels as must be expected under tile most
favorable rationing, overhead costs will soar to unheard-of heights, with con-
sequent further Increases it prices to tile consumer. If, on top of these unavold.
able price increases, there Is piled another 10-percent Increase due to this tax, it
many well be that such little peacetime ban(- and orchestra-Instruient blusimes.'
as Is left will entirely disappear, because of tile inabillty of children to pursue..
their nmsical education further, ill tile face of excessive prices for their musical
Instruments.

In view of the critical situation facing tile band- and orchestra-llstrmllent
Industry, and especially in view of the fact that this proposed tax will produce
Insignificant revenues during tile predictable future, we urge you to except band
and orchestra instrulelnts front tile proposed tax, as a measure of fairness id
Justice to a struggling Industry and to tile employees and their families dependent
upon it.

Respectfully submitted.
NATIONAL ASSOCIATION OF BAND INSTRUMENT MANUFACTURIUS.

By ALFRED L. SMITIh, Chairman, Committee on Taxation.

STATEMENT OF JOHN G. LERCH, NEW YORK, N. Y., REPRESENTING
THE TOY MANUFACTURERS ASSOCIATION

Mr. LFxcH. Mr. Chairman and members of the committee.
The CHAIRMAN. You represent the Toy Manufacturers Association?
Mr. LERch. I represent the Toy Manufacturers Association, and I

am appearing here with respect to several items in this proposed bill
which we believe were overlooked so far as the toy industry is con-
cerned. There has been a consistent policy throughout the 'internal-
revenue legislation not to tax toys or 1)laythings or juvenile articles.
In all of the revenue bills it has been so considered by the Treasury
Department, except one instance, throughout the history of that legis-
lation, and we do not think that it was the intent of the framers of this
bill to tax toys or playthings or juvenile articles.

For instance, in the sporting-goods section of this bill, great care
has been taken to exempt all those toys or juvenile articles. In con-
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sidering tennis rackets, golf clubs, badminton rackets, and such, the
taxable articles are all limited to that size used by an adult; there is

* exempted the small toy or juvenile article. We believe that was the
intent of the House and has been the intent right through this legis-
lation. We would suggest, therefore, at the ei(i of part V of this act
that you add a section, much in this language:

No taxes shall be levied nider part V of this Act on children's toys, children's
playthings, Juvenile articles, or parts thereof.

I think that would carry out what has been considered to be the
intent of Congress and what is the intent of Congress in this. bill.

Senator VANDENBERO. When does a )erson cease to be a juvenile
under your definition?

Mr. L,,icii. There are a number of court decisions on that, and about
18, I would say; between 16 and 18. There are decisions on what, a
juvenile court has jurisdiction over; some say 16, some 18. In other
words, they reach maturity at one of those ages.

Senator VANDENBERO. Well we are probably safe in saying they
have reached maturity when they are ol enough to be drafted.

Mr. LEacH. Now, as I said, i that section were added to this bill
it would take care of a number of these instances I would like to cali
attention to specifically, but there is one item, and that is tires, in the
present bill, which the Treasury Department has held to be taxable
when applied to children's articles. We think that was not intended
by Congress, and it should not be carried into this bill. For instance,
it covers items like this [indicating] that go on toys, toy baby car-
riages, and other playthings. That tax, 2 1/ cents per pound, as now
applied, amounts to 50 percent of the value of the article and it is all
levie( on children's articles, children's playthings, and j lvenile, articles.
If it is increased as proposed in this bill to 5 cents per pound, it. will be
over 100 percent on many articles of the value of the tire itself. That
is by reason of the fact that the tires which we believe Congress in-
tended to tax, automobile tires-there is a 10- )ercent tax there-but
this article is made up of shoddy, reconstructeJ rubber, hence the tax
of 214 cents makes a large portion of its value.

Therefore, we suggest as to the tire section of the law, the addition
of the words-if yoii eliminate the tax entirely--we suggest:

"No taxes shall be levied under this section on articles or parts
of articles designed for use on children's playthings, juvenile articles,
or parts thereof"; or, if the tax is left to apply to tires used on these
articles, we ask that it be held at least at what it is Row, since we
think it is exorbitant when ii.ereased to 5 cents per )ound.

Now, as to section 545 of this bill, musical instruments, we have
spent years litigating the definition of "musical instruments." That
designation appears mu the Tariff Act and applies as well to toys.

Now, the customs courts, for instance, have held this toy piano
demonstrating] to be a musical instrument. Here are two more
items that have been held to be musical instruments; they would come
under the tax as that section of the law is now drawn, so that we ask
that the musical instrument section be changed so as to provide all
musical instruinents except chihlren's toys, which we think would
carry out the intent of Congress.
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In this bill, you have added a new section for sporting goods and,
as I have already said, great care has been taken to exempt the juve-
nile or children's articles in that paragraph. However there is a
provision for baseballs. The provision for baseballs doesn't take
into account the little 10-cent article which the boy buys that bears the
tax just the same as the professional base ball. We do not think
that was meant by Congress.

There is another provision for footballs. Here [indicating] is a
regulation football that we think was intended to be taxed. Here
[indicating] is the toy article constructed out of some cloth fabric
and inflated, a very cheap, flimsy article, and one which not even a
high school game could be played with. We do not think that was
intended to be covered by this tax.

Here is another one, fabricated of pigskin as the regular article
is. Softballs are also covered by this sporting goods paragraph.
Here is another article that we make for children's use that sells for
15 cents. It is stuffed with various waste material and no adult
game could be played with it; it. would go to pieces in a very few
minutes.

You also have a. provision for skis and sleds; 95 percent of all
sleds are made for children's use; only 5 percent are of a character
used by adults. Therefore, the tax that would be levied, if it is not
applied to toys or playthings, would be infinitesimal, with the cost of
collection, in our opinion, greater than the revenue itself, so we would
suggest that you delete the word "sleds" from this bill.

As to skis, skis for children are under 5 feet in length, and we feel
that some exception should be made in the provision for skis, either-
by value or in length as you have done in the cases of tennis rackets
and golf clubs, to limit it to those that are used by adults.

Now, you have a provision in section 552 for rubber articles. Ap-
parently that provision was put there to catch all rubber articles anl,
while I do not know the intent of it, I feel it must have been to con-
serve the use of rubber. Well, now, toy rubber articles consume a
total of 2,500 tons of rubber per year, and much of that is not pure
gum rubber but shoddy, reconstructed rubber. It is an infinitesimal
quantity and considering that they are little articles like toy balloons,
toy soldiers, bath babies, rattles, and many other articles which have
never been taxed, and which are sold mostly in 5- and 10-cent stores-
and if, as I say, the conservation of rubber is the purpose of this
provision-it fails of its effort there and unduly burdens a very
cheap article of amusement.

Now, I said in the beginning, we earnestly ask that a provision be
put on the end of part V which will carry out not only the past
intent of Congress, but which we feel is the intent of this bill, not
to tax playthings, toys and juvenile articles.

If I might, I would like to leave a memorandum with the com-
mittee, and if I may have permission, there are one or two other
articles I didn't touch on in this memorandum which I would like
to deal with in a supplemental memorandum on the subject.

The CHARMAiN. That is perfectly all right. Thank you.
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(The memorandum submitted by Mr. Lerch is as follows:)
RE II. R. 5417, REVENUE ACT OF 1941

CHAIRMAN, SENATE FINANCE CoMMiTrw,
United States Senate, Washington, D. C.

SIR: This brief is filed on behalf of the Toy Manufacturers of the United Statesof America, Inc., representing the views of these manufacturers as to the abovebill but with particular reference to some of the provisions thereof.
i all of tie revenue statutes enacted by tie Congress, It has shown a very

definite cleavage to the principle that playthings of children and articles of
Juvenile ainusentent should not be taxed. These statutes have all been so
construed by the administrative authorities. Since the policy of Congress
has been so definitely fixed and construed over a term of years, we think it
unnecessary to comment upon the merits of this policy.

In H. It. 5417, now before your committee, this policy has time and again
been manifested. For instance, in section 552, which adds a new section to
the law covering sporting goods and other articles, great care has been taken

juvenile use. This was done by limiting the tax to articles which by their"
size were designed for child use only. Howev-er, the language used in othersections of the law without exemptions Is so broad that It may Include children's
playthings or juvenile articles which are known hy particular designation.In view of the long established policy of the Congress in enacting revenue
bills, we feel that the proposed bill should contain it provision tit the end of part
V Just after section 559, effective date of part V, in a new section 560 containing
language to the following effect: "No taxes shall be levied under part V of thisact on children's toys, children's playthings, Juvenile articles or parts thereof."

Such a provision would take care of all of tie suggestions we are about to
make. However, if this cannot be done, we ask that attention be given to the
following sections since the language in each Instance is sufficiently broad to
include a tax on articles which is not intended by the bill.

SECTION 535

Under the language of section 3400 (1) of the existing Internal Revenue Act,
the Treasury Department has ruled for the first time in connection with any
article of children's or Juvenile amusement that the word "tires" included
tires that were placed on doll carriages, velocipedes, Juvenile vehicles, and other
articles of children's amusement. Since this tax Is based upon weight it places
an undue hardship on the manufacturers of toys and Juvenile articles. Rubber
tires or articles of this nature are made principally from recovered rubber or
shoddy, whereas the tires of utility which Congress undoubtedly intended to
tax, are made from pure gum rubber. The existing tax rate of 214 cents per
pound amounts in some instances to 50 percent of the value of the article,
whereas this tax when imposed on automobile tires amounts to but 10 percent
of the value. If the rate proposed in the pending bill is adopted, the tax on
tires for children's articles described above would, in some instances, equal 100
percent or more of the value of the article. Whatever may be the reasons in the
mind of Congress for the levy on utility tires, we do not feel that It Is the intent
of Congress to penalize the articles of amusement for children by levying a tax
which is many times greater than the tax on the article of utility. We re-
spectfully ask that a provision be added at the end of section 535 as subsection
(d) as follows: "No tax shall be levied under this section on articles, or parts
of articles, designed for use on children's playthings, Juvenile articles, o*
vehicles."

If, for any reason, your committee finds It Impossible to add this provision,
then we ask that language be Inserted in tme proposed bill which will hold the
tax on articles of the above nature at the present rate instead of 5 cents
per pound, which we believe would be exorbitant.

SECTON 54 5
This section, amending section 3404, includes a tax on musical instruments

(subsection (d)). This language standing alone, because of the difficulty of
determining from the definitions what constitutes a musical instrument, should
be made to apply only to those instruments which are used by adults for produe-
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lng musle. Years of litigation in the customs courts have produced almost
absurd results in attempting to define Identical language in the Tariff Act.
Articles, such as we produced at the time of the hearing, were held to be
musical instrunints because they were capable of playing a scale, and to this
extent capable of producing "music." We. therefore, ask that the new provision
"section 3404 (d) Musical Instruments" be amended to read "(d) Musical In-
strunients except ehl1(ren's toys."

SECTION 552

Subehapter A of chapter 29 of the Internal Rcvenue Code, new section 3406

(a) (1) Sporting goods.-Thils section is the best example of our position
before this committee. In drafting this section it is apparent that there was no
Intention oil the part of the framers to tax articles designed for the use of
children or Juveniles, since (are has been taken to exempt from tie tax those
articles which by designation might come within the provisions by limiting the
taxable articles by size, thus levying the tax only on articles used by adults, for
example, badminton rackets, badminton racket frames, baseball bats, billiard and

pool tables, golf bags, golf clubs, hockey sticks. Indoor baseball bats. softball
bats, squash rackets, squash racket frames, tennis rackets, and tennis racket
frames. All of these designations are broad enough to cover articles designed
for the amusement of children and Juveniles and are to be found on every toy
counter and place of business dealing in Juvenile articles. No dealer would
carry tile articles which are exempted by this section in his sporting goods
department. I-o1mever, the framers of this bill have overlooked similar designa-
tions In the same section (a) (1).

Bascballs.-Although tihe tax on baseball bats is limited to articles actually
used in the sports. recognizing tihoat there are articles of the samine designatlhn
not so used, no exemption is provided( for balls. Children's baseballs are stuffed,
with the core made from compressed serap felt. excelsion, or cotton msve(N, which
Is a very different articles from the regulation baseball vith its core of rubber
and expensive winding and horsehide cover. This Is true both ias to cost and
the use of tie article. Because of the cost of the materials used him the child's
baseball, time rate of tax tIn the bill is vastly in excess of the real article of sport,
which we think Congress Intended to cover, 1111d thus penalizes tile boy who has
but a few cents to spend for his article of amusement.

Footbal. A clear line of demarcation as to the construction, workmanship
and price marks the difference between a Juvenile football and the article of
sport. The real ball Is made of pigskin and is commonly called in the world of
sports a pigskin. The Juvenile article Is a cheaply constructed football with
which it would be Impossible to play one quarter of a high school, college, or
professional football game. (See exhibits left at the hearing.) The same argu-
ment applies here that we made with regard to baseballs.

Skis and sleds. Sleds are manufactured chiefly for the use of Juveniles or for
the amusement of children, in fact about 95 percent of sleds are used by children.
We do not believe that it is the Intention of Comgress in levying a tax on a
luxury, sporting goods, at a time when the pmrent Is making every effort to pay
his share of the cost of defense, to render It harder for him to provide articles
of amusement for his family. Small skis up to 5 feet In length are also manu-
factured almost entirely for children's use. Since sleds of a clmracter for adults
are negligible in quantity, we feel the cost of collection of the tax would be
greater than the tax and hence the word "sleds" should be eliminated. As to
skis, some line of demarcation should be drawn either as to cost or length to
exempt children's or Juvenile articles.

Roftballs.-4oftballs colne under tie sanm category and are made in tIme same
manner, cover the same range of materials, workmanship, and cost as base-
balls. This article for children's use because (if Its construction would no
more withstand the abuse of an adult game than would a baseball or football
of the sporting-goods type. We do not believe that tie framers of this pro-
vision had in mind a tax on softballs of the type for children's use any more
than for badminton, tennis, or other real sporting goods from which they
have segregated tile articles of real sports and those of children's amusement.

As to all of the above articles specifically referred to, we respectfully ask
that the provisions be so changed as to limit their scope to real sporting
goods and exempt children's articles.
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5E1'fION.51

New 8ecotion 8406 (7), Internal Revenue Code-Rubber articles

This section was evidently written to cover articles of rubber of a character
that would conserve the use of rubber. Rubber toys have found a definite place
InI every household where there are children. The total consumption of rubber
through this avenue, as determined by a recent survey, was less than 2,500
long tols. A great majority of this Is sold through the 5-, 10-, and 25-cent
stores. They would not come within the provisions of any other section of
this law and their inclusion here, we think, would only Increase the cost and
deprive many children of cheap amusement at a time when It it dillicult to
substitute articles of different materials at anything approaching the same
cost. For Instance, let us cite toy balloons, toy soldiers, bath babies, rattles,
and many other articles which have never been taxed. We, therefore, request
that tie prloposed diaift be almlended so its to inift after the words "surgical
use," the word "toys,".

In the light of the foregoing, we respectfully submit that wherever the framers
of this bill were aware that the language of the proposed sections covered
articles of children's or juvenile amusement, they exempted them from tax.
That policy should be carried throughout alld a new section added at the end
of part V to cover all such articles or each of the sections we have referred to
herein amended so as to exempt the articles described.

Respectfully submitted.
TOY MANUFAC'Tl'uI.s 0t' O ile ITNIT EI STATtH Or AmJEIIICA, INC.,

By L.AIM & LEtcH, Attorm'ys.
AuGusT 1941.

CHAIRMAN. SENATE 14 NANCE ('OM MIIrEt,

United States Senatc. Washington. D. C.
Re: 1I. It. 5417, Revenue Act of 1941.

SIR: During the hearing on the above-entitled bill on Wednesday, August 20,
1941, permission was granted us by the committee to embody in writing our sug.
gestions relative to time anmendmnent of section 552 (9). In1 our brief flied on that
day we suggested amendments of section 535, sect ion 545, and section 552, and we
resletfully request that the suggestions which follow be considered as supple-
menting tie suggest ioils contained in said brief.

SE(TrON 552

Subehapter A of chapter 29 of the Internal Revenue Code.

New section 3406

(a) (9) Optical equiinnnt.-Elumneratcd in this section are particular instru-
aIeIuts which It is proposed shall be assessed with a tax equal to 10 percent. Time
Inistrulnents thus enlUIIerated belong to a highly teelimlal and expensive class.
Among these Items appear microscopes an( telescoles, both of which are used in
this specialized optical fleld. However, there are also microscopes ad(1 telescopes
which tire designed for the anusenment of ald which are actually used only by
children. These are cheap reproductions of the genuine articles and generally
constitute parts of children's chemistry or mineralogy sets. We believe it to be
self-evident that It Is not the Intention of Congress to Include children's articles
within the provisions of section 552 (9). However, that will be the actual result
unless an amendment Is Introduced which will exempt microscopes and tele-
scoles which are for children's use only.

Respectfully submitted.
Toy MANUFA(TIIU'RS OF TIlt UNITED STATES OF AMERICA, INC..

By LAMn & I.ERci. Attornqis.
AVOUST 1941.
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The CHAIRMAN. Mr. Spalding.

STATEMENT OF H. BOARDMAN SPALDING, NEW YORK, N. Y.,
REPRESENTING A. G. SPALDING & BROS.

Mr. SPALDINO. Mr. Chairman and members of the committee, I
have a prepared memorandum here which I would like to have ex-
tended on the committee's report and I will hand it up. I am not
going to read it; I am going to speak extemporaneously.

I am an attorney. My firm is counsel for A. G. Spalding & Bros.,
one of the largest manufacturers of athletic goods. I am a director
of that company and I am a fairly large stockholder in that company.
Therefore, what I have to say is, I believe, in the interest of my
client; on the other hand, I am appearing here as an individual, not
as a spokesman for the industry, and with complete freedom to express
my personal views, rather than be bound by the expediencies incident
to speaking for the industry.

I am, of course, addressing my remarks primarily to the proposed
tax on sporting goods, but what I shall have to say has some bearing
on many of the other new manufacturers' excise taxes that are pro-
posed in the tax bill. There are several spokesmen for the industry
who will follow me and who, I believe, will urge the inexpediency of
a tax on athletic goods and other articles of sporting goods.

That, in my opinion, is primarily a matter of legislative policy.
You gentlemen have before you today one of the most serious crises
this country has ever been in. You have before you the problem and.
duty of raising revenues larger than ever raised in the past, and you
have the great difficulty of determining the sources from which those
revenues are to be raised. It must be perfectly obvious to you, as
you have studied the problem, that whatever form your taxes may
take, you have got to reach that large amount of national income
which is received by individuals and families having incomes of
$5,000 a year and less.

Mr. Houston, of the National Association of Manufacturers, who
appeared before you yesterday, I believe, presented charts showing
that 75 percent of the national income was going to people in that
class. There is where the increased revenues have got to come from.

Now, the question is the forms these taxes are going to take. There
have been a number of proposals before you which I do not need to
touch on, such as a general sales tax, and a gross income tax, as it
has been called, and other proposals.

The House has seen fit not to adopt as far-reaching measures 'as
that, and to have sought, in part, perhaps to reach these sources of
income through these miscellaneous excise taxes.

Now, of course, they are manufacturers' sales tax, we call them
excise tax, because that has been the nomenclature used for decades,
but they are, nevertheless, manufacturers' sales taxes.

I have never been quite able to understand why those industries
that are proposed to be, and have been in the past, subject to a manu-
facturers' sales tax, always recommend a general manufacturers'
sales tax. The only possible excuse is that they assume it will be at
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also much smaller rate than the rate when they have a special tax
on their industry, that they will have a less burdensome tax with
which to deal.

Of course, obviously the lownr rate of the tax, the less difficulty in
handling it, but all the problems, at least in theory, that exist in the
case of these special manufacturers' taxes also exist in the case of a
general manufacturers' tax, with the sole exception that you might
not have to determine whether a particular item was within the tax.
Of course, if it was a general tax, it would include everything.

Another thing that may have puzzled 'members of this committee
is to have an industry appear before you and argue, on the one hand,
that this tax is an intolerable burden to the industry and, on the
other hand, that it is an unfair burden to the consumers of the
industry's product. In the case of sporting goods, they are going
to talk to you about the health of the Nation and the necessity for
physical education. The gentleman who just preceded me told you
that consumers' toys should not be subjected to this tax and, at the
same time, talked about the burden that it is on the toy industry.

Now, obviously, if the tax is paid entirely by the consumer, it is not
a burden on the industry; conversely, if the tax is paid by the industry,
it is not a burden on the consumer. That argument cancels itself out.

It is my purpose to explain how that confusion comes about and what
the difficulties are. It is, of course, always conceded that excise taxes
are intended to be passed on to the ultimate consumer. No one ever
imagines that you can impose upon a manufacturing industry a tax of
10 percent of its sales when its net profits rarely exceeds 10 percent, and
often is very much less than 10 percent, and have that industry survive.
It is supposed to be passed on. The difficulty is you cannot be sure it
will be passed on. That is why the industries that come in here fearful
that they won't be able to pass it on, are all urging they should not be
taxed, and they try to give you the various reasons which they think
will have the most appeal, sometimes a political appeal.

Now, the question of whether a tax can be passed on or not, is
dependent upon a wide number of economic factors which impinge
upon the particular industry at any given time; factors which change
from time to time. Also it is e'.sier, usually, to pass on a tax to the
ultimate consumer who is suppo' d to bear it, if that tax is imposed
at the nearest point to that consuri -r. The retailer cannot always, but
he can as a general rule more effectively pass on a tax which he is
called upon to pay upon hiis sales to the consumer, than can the manu-
facturer, removed two or three points back, see that that tax is passed
on through the wholesaler, and on down to the final consumer.

The experience of the athletic-goods industry with this tax which
was imposed under the 1932 Revenue Act, and which continued until
repealed as of July 1, 1938, was that, of course, in the first instance, the
manufacturers sought to add the tax to their prices. Now, let us assume
they increased their price by 10 percent. Immediately, the forces
within the distributing field of the indutsry, added to that increased
price their customary percentage of mark-ups. If it was 331/3 per-
-cent, one-third was added on to the total cost. The retailer, in turn, had
his customary percentage of mark-up which he added on, so that, if
that process had worked through without other economic pressures
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impinging upon it, the consumer would have wound up paying an
increase in the price of double the amount of tax which the manu-
facturer had originally paid and which the Government had collected;
obviously, an nndesirable economic result, both from the standpoint
of the pul)lic required to pay the tax, and from the standpoint of the
Govern nent entitled to receive the tax.

Senator VANDENBEIRO. You say it is impossible to avoid that?
Mr. SPALDINO. If you. place a manutfacturers' tax on the mannu-

facturers' selling price, in most cases and in the athletic goods' in-
dustry, for instance, that tax will pyramid through the customnary
mark-ups of the wholesaler and retailer to the final consmner. Now,
if you will bear with me for one nmoment; let me come back to that
because it is a complicated economic problem which I am talking on
this morning, a very technical subject.

We have a number of different types of excise taxes in our reve-
nue laws today, leaving out those not l)ertinent to this discussion.

You have tie type of excise tax such as tile old tobacco and liquor
tax and the gasoline tax and, incidentally, on tires which you have
imposed on uinits, or quantities, irrespective of tie selling price. You
have these proposed taxes on manufacturers, which are a percentage
of the manufacturers' selling price, and then you have proposed taxes
on the retailer. I say "vou"-I mean the Hoiuse-have l)rol)osed taxes
on the retail sale in the case of jewelry, toilet articles, and furs.

Now, the pyramiding of the tax in those classes where the tax
is paid back b, the ma nufacturer or producer is not the sane in the
various industries. Curiously enough I, one of the very heitvy taxes,
percentage-wise to the final consmuner price, is the tax on cigarettes,
a tax of 6 cents on it package retailing at 15 cents. I don't think
that tax is pyramided to the consumer. Of course, more accurate
testimony on that you call get from the people in the tobacco in-
dustry, but the general evidence indicates-that the custoin in that
trade has been for the wholesaler and retailer to take so many cents,
not percentage mark-ups, and do that irrespective of whether the
price is 15, 12 cents, or lower. In the case of liquor, the contrary
takes place.

I was talking with the treasurer of one of the large wholesalers
of liquor just 2 or 3 weeks ago and I asked him the specific question.
There the custom is for the wholesaler and retailer to ad(d a per-
centage mark-up on his cost and, if you observed-I only did it
rather casually-retail liquor prices last summer when there was
added 75 cents a proof-gallon tax on liquor, w.icl amounted to some-
thing like $2.25 per case, you found that the detail price per case
went up $4 or $4.50, showing the effect of that taking I)lace.

The industry that probably handles these taxes the best of all is
the automobile industry, probably due to the fact that the automo-
bile manufacturer exerts a more i)owerful economic control over the
whole industry than do manufacturers in other industries. Every-
one who has bought an automobile has seen added to his bill for the
automobile the precise amount of the tax the manufacturer has paid.
For some reason or other, the dealer hasn't had any objection to
disclosing either the amount of that tax or what the cost of that
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automobile was to him, but you come into these other industries,
this athletic-goods industry, and you cannot get the distributing
branch of that industry to disclose to their customers their costs
by simply passing the tax on at its precise figure.

Senator VANDENBERG. Why can't you require the disclosure of
that tax?

Mr. SPALDINO. By legislation?
Senator VANDENBERG. Yes.
Mr. SPALDING. To the consumer?
Senator VANDENBERG. Yes.
Mr. SPALDINO. I presume you could, but there is no such provi-

sion in the law.
Senator VANDENBERG. No; but we are talking about a possible

manufacturers' sales price.
Ml'. SPALDINO. Yes.
Semator VANDENBERG. Are you familiar with the discussion of the

staff of the Joint Congressional Committee on Internal Revenue of
this subject of pyramiding and their belief that it can be entirely
or substantia lly corrected?

Mr. SPrxImNo. I 11111 lot.
Senator V NDENBmGno. I don't think it is insurmountable.
Mr. SPLIwINO. You propose to l)ut such a provision in the law,

that is a provision that the fimal retailer would have to disclose
the amount of tax paid by the manufacturer on that article at the time
of his sale to the consumer; that is what you have in mind?

Senator VANDENBERG. Yes.
Mr. SPALDING. I know that you would certainly introduce a very

great disturbance in the distributting end of tile industry. The whole-
saler doesn't want to disclose to the retailer what his cost is.

Senator VANDENBERG. All he has to disclose is the cost of the tax?
Mr. SPALDING. But when it is a percentage, it discloses the cost.
Senator VANDEB oERG. No; it discloses the price where the trains-

action occurred.
Mr. SPALDING. No, Senator; that is not it. A manufacturer sells

an article to a wholesaler at 50 cents. If there is a tax included in that,
the tax is one-eleventh of that price, something about 41/2 cents.

The wholesaler, in turn, sells that article to the retailer at 65 cents.
He doesn't disclose to the retailer that his cost was 50 cents. If, holr-
ever, lie said 65 cents, of which 41/_ cents, was tax, the retailer, in a
moment's time would say, "Oh, yes; but you paid 50 cents for that
article."

In turn, when the retailer sells that article to the consumer for $1
and tile consumer knows there is a 10-percent tax, but is disclosed that
the tax is 41/2 cents, lie could very readily say. "Tile manufacturer
sold this to you for 50 cents; why should I pay a dollar for it?"

The whole distributing trade would be up i'm arms. They don't
want that disclosure made at the time of their sale. However, if, of
course, you put it in the law they will have to compl)ly, but they won't
like it. I don't want to take tfie time to develop some of the other
technical arguments which I have set forth in this memorandum
because I think I may assume that the members of the committee wili
read it. The memorandum is set forth more logically than I am able
to talk extemporaneously.
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There is one point that I would like to mention, however. You will
recall that in tie 1932 law, you had a section-I think it is 3447 of
the code-which provides thitt if a contract for sale was lfade prior
to May 1, 1932 for delivery or for the sale to be completed subsequent
to the time when the tax went into effect, and the contract didn't
permit the vendor to add the amount of the tax to the selling price,
the vendee was made liable for the tax, the tax to be collected from
him by the vendor, or if lie refused it, that the matter be reported to
the collector of internal revenue.

There has been no similar provision in the House bill. Of course,
it seems to be obviously only fair to protect those manufacturers who
are subjected to a new excise tax to provide a similar revisionn, having
effect from July I when the bill would become law.

Thank you, Mr. Chairman. I have nothing further.
The CHAIRMAN. Thank you, sir.
(The memorandum referred to by Mr. Spalding is as follows:)

IEMOIANIDUM OF H. BOARDMAN SPALDING

MANUFmAU1URER5' EXCISE TAXES

Tits memorandum relates to the new excise taxes imposed by section 552,
H. R. 5417. Although this memorandum in Its general aspects is applicable
to all of the subdivisions of that section, it is concerned in particular with
the manufacturers' excise tax on sporting goods which, if enacted, will be
subsection (a) (1) of section 3406 of the Internal Revenue Code.

In making the statement before the Senate Finance Committee, and sub-
mitting this memorandum, I am representing my individual opinions. I am
not acting as a spokesman for the industry. I am, however, an attorney, a
member of the firm of Kelsey, Waldrop, Spalding & Parker, of 55 Liberty
Street, New York, and my firm is general counsel for A. G. Spalding & Bros.,
Inc., one of the principal manufacturers in the sportIng-goods industry. I am
also a director and stockholder of that company. While, therefore, they
would be, If adopted, beneficial to the Interests I represent, I believe they
will likewise help the entire sporting-goods industry add to the Government
revenues, and be in the public Interest.

Excise taxes are of several different types. Disregarding those which are
not gernmne to the present discussion we have, with respect to existing taxes
and the new taxes proposed by HI. R. ,5417, the following types:

A. Excise taxes of the type of those imposed on liquor, tobacco products,
tires, and gasoline. On these the tax is a specific amount per unit, or per
physical weight or volume. Taxes of this type, although usually payable
by the manufacturer or producer, are the same In amount irrespective of
the manufacturer or producer's selling prices.

B. Another type of manufacturer's excise tax Is that which becomes effec-
tive on the sale of the product by the manufacturer or producer and is
measured by a percentage of the manufacturer's selling price. Taxes of this
character are the manufacturer's excise taxes on automobiles and the new
taxes imposed on sporting goods and other classes of articles under the
proposed new section 3406 (a) of the Internal Revenue Code.

C. A third type of excise tax is that imposed on retailers measured by the
retailer's selling price, such as the taxes imposed under section 553 of H. R.
5417 upon jewelry, furs, and toilet preparations.

For convenience, I shall hereinafter refer to these separate and distinct
types of excise taxes by the letters A, B, and C, as above defined. It is neces-
sary to distinguish between these three types of excise taxes because of differences
in their respective economic effects.

I believe it is generally assumed that the economic incidence of all three
excise taxes will be borne and ultimately paid by the users and consumers
of the products subjected to them, the manufacturer or retailer being, in the
economic sense, only a collector for the Government. If the ultimate incidence
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of these taxes is not wholly passed on to the ultimate consumer, and all or
sonie part of the tax is absorbed by either the manufacturer or other elements
of the industry, the tax becomes unfair, diserlnimtes against, and may be
ruinous to the businesses affected thereby. It is quite obvious that with
margins of net profit which rarely exceed 10 percent, and in many instances
are very much less than that rate, a tax equal to 10 percent of the selling
price, unless passed on in its entirety, may be equal to or very much greater
than the net profit of the enterprise. This being so, It is clearly the duty
of Congress to Impose excise taxes in such a nmnner and form that they may
be passed on to the ultimate consumer with the highest practical degree of
certainty.

It is frequently difficult to determine with statistical accuracy the extent to
which a tax has been passed on. Therefore, in all statements made on this
subject, there Is some element of judgment which necessarily enters. There are,
moreover, two elements which affect this question and which are often confused
in discussions regarding it. Tie first element Is measurable with a fair degree
of accuracy; that is, the effect of the tax upon the percentage margin of gross
profit of the entity legally liable for payment of the tax; that is, if It is an
excise tax of type B and prior to the tax the manufacturers' margin of gross
profit his been 25 percent, and after a tax of 10 percent has been levied on the
manufacturer's sale, the gross margin on the articles, the sales of which are taxed,
is reduced to 15 percent, it is reasonably safe to assume that no part of the tax
has been passed on. This element is reasonably easy to measure with a fair
degree of certainty.

There is another element, however, which frequently comes into discussions of
this subject, and that is the effect of time tax upon sales volume. A net profit is
the result of a gross profit which exceeds the expenses of the enterprise. The
percentage of gross profit is only one factor. Volume is the other factor and
frequently the more important factor. Perhaps an illustration will be helpful
to make tills point clear. Assume an enterprise which has a gross-profit per-
centage of 30 percent and has expenses of $200,000. If it does a volume of
business of $1,000,000, it will have a resulting net profit of $100,000 at 10 percent.
Assuming that it has a capacity of 50 percent greater volume and can secure that
volume by reducing its selling prices to a point where its gross profit is only
25 percent and has an increase of $50,000 in its expenses due to the larger
volume, it then shows the following result:

Sales --------------------------------------------------- $1,500,000

Gross profit 25 percent ------------------------------- 375, 000
Expenses ----------------------------------------- 250, 000

Net profit ------------------------------------ 125,000
or a greater net profit than it had with the higher percentage of gross profit.

On the other hand, if, by an increase in costs, an advance In prices is considered
nece. scary, which has the effect of reducing Its sales volume 30 percent to $700,000,
even though the margin of gross profit remains the same, at 30 percent, the gross
profit will be only $210,000, resulting in a net profit of $10,000 above its expenses.

Any excise tax which is reflected In a higher consumer price will have some
effect upon sales volume. The extent of that effect depends upon the elasticity of
the demand for the particular product, and upon other factors affecting the
business economy at any particular time. Tills second element enormously com-
plicates the problem of determining the extent to which the enterprise made
subject to the payment of the excise taxes has succeeded or failed in passing
them on to the consumer. The foregoing, however, Is the reason why Industries
whose products It Is proposed to subject to excise taxes or increases In the
excise taxes are extremely apprehensive of the effect that it may lmrve upon their
prosperity or even their ability to survive.

Insofar as the Imposition of an excise tax results in an increase of price to the
consumer, the effect of the increase in price on the sales volume of the product
will probably be substantially the same at whatever point the tax is imposed.
This effect Is an inevitable consequence of excise taxation and where, for social
or other reasons, It is desired to reduce consumption of any particular com-
modity, imposition of an excise tax Is a medium by which this result may be
obtained. Such damage as It may cause to the Industries affected Is an in-
escapable consequence of the policy decision by Congress to impose taxes of this
character.
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The passing on, however, or the failure to pass on of te direct effect of tile
tax upon the percentage margin of gross profit Is relatively more important and
of more immediate concern to the industries affected. They may, in any event,
have to adjust themselves to a decrease il profit or to n loss caused by a decrease
in sales volume, but they should not be forced Involuntarily to accept a smaller
percentage margin of gross profit. Tie type of excise tax adopted is, therefore,
very important when this factor Is considered. A tax such as type C, imposed
upo and at the time of a final retail sale, bears the most direct relationship to
the party upon which the ultimate Incidence of tile tax should rest. It enables
the retailer to acquire the merchandise without any increase in the cost thereof
that results when time tax Is Imposed Upom the manufacturer's sale. The re-
tailer has only to add to his usual percentage murk-up on cost the exact amount
of the tax and in the entire chain, the retailer, wholesaler, and nmlanufacturer
will, as far as the tax is concerned, have each maintained their accustomed
margins of gross profit. The only Iice change which tile tax will cause will be
the final ultimate price to the consumer. In such a ease, al11), the price increase
to the consumer will almost invariably be exactly the amount of tile tax paid
to the Government.

When, however, an excise tax of type B Is imllosed, the result is one of two
things: Either tie manufacturer falls to pass on time tax in Its entirety, or, if
lie does, the wholesaler and retailer, in most cases, will add to tile total cost
(Including tax) tile customary percentage Inark-ups so that tile resulting price
to the consumer will be increased about twice the aniourt of tie tax paid to
the Governent. This result is undesirable, first, front the revenue stand-
point; second, it will have a greater effect to reduce volume of sales than will
a tax Impolsed upon tile retail sale; third, while it may appear to enrich the
wholesaler and retailer, the resulting curtailment of volue will probably more
than absorb any increase they obtain by adding their percentage l1lark-ups oil
a higher cost. Experience under tie 1932 manufacturer's excise tax on sporting
goods shows that, in the first Instance, this increase in prices took place. This
advance il prices, coming at the bottom of a severe busilnes. depression
Brought about it very great curtailment lin consmption il the 2 years follow-
ing the Imposition of tile tax 11s contrasted to tile 2 years preceding tile inpo-
sition of the tax. The result was to Intensify greatly the competitive forces
with the result that Instead of being paid hy the consumer, the burden of the
tax was forced back upon the manufacturing division of the industry. Tile
distributors for tle most part maintained their percentage margins of gross
profit. The burden upon manufacturers was so great that the company for
which I am counsel never succeeded il earning a net profit during all the
years the tax was in effect, and shows a net profit for the firat time in the
year 1939, after the tax was repealed. Another interesthig fact lit the case of
this company was that on tile average the percentage of gross profit which it
earned during tile period the tax was In effect was less than the percentage
of gross profit which it earned during the years of 1926 to 1930, inclusive, by
aipproximately the amount of this particular tax.

Another difficulty with a tax which is Imposed upon the manufacturer's sell-
ing price (type B) Is tiat under the statutory definition of the price upon
which the tax is levied, the tax must be paid upon the wholesac price, whether
that wholesale price Is i price to wholesalers or a price to retailers. It is a
very well recognized fact that there will be a difference of 20 percent to 80
percent il a malfacturer's price to wholesalers i contract ) the same
manufacturer's price to retailers. Therefore, the manufacturer wno performs
entirtly his own wholesale distribution will have a taxable price base 20 per-
cent to 30 percent higher than his coripetilor whose distribution is through
wholesalers. This Introduces a serious competitive discrimination between
manufacturers il tie same trade and industry. This competitive discrinina-
tion is so serious that wlen the 1932 act was enacted, manufacturers sought to
escape the discrimination by the organization of separate subsidiary sales cor-
porations and will undoubtedly make use of tills same means to avoid the
discrimination If these new manufacturer's excise taxes are Imposed. It is
most unfortunate, however, to force th use of subsidiary sales corporations
to escape what is otherwise an unbearable competldve discrimination. In the
first place, it immediately introduces the difficult administrative problem for
tile Commissioner of Internal Revenue, because, instead of being able to audit
the tax simply on the basis of the actual selling price by the manufacturing
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corporation to its customers, it is obliged to check the intercompany prices to
determine whether they are the l'ces defined by section 3441 (b) of the
Internal Revenue Code. This leads to endless questions and disputes between
the taxpayer and the Bureau of Internal Revenue, and there Is reason to doubt
that the individual cases can or will be decided on a basis uniform to all tax-
payers.

A further serious objection to use of subsidiary sales corporations is that
under the income-tax law, separate Income-tax returns have to lie made for
the parent and the subsidiary sales corporation. Since these sales corpora-
tions are not separate business enterprises, but are, in effect, merely sales
departments of a single enterprise, there is no objective basis by which the
Commissioner of Internal Revenue can determihethat the Income between the
companies has been properly apportioned, all( yet that is what he is required
to do pursuant to section 45 of the Internal Revenue Code. To force nmam-
facturers, by the imposition of these manufacturer's excise taxes, to organize
separate sides companies In order to avoid an unfair ('ompetitlve (liserimila-
tion and, at [lie saints time to refuse to permit consoll(ihted Inicome-tax ietitmlls
of such companies. Is Capable of and will Inevitably produce unjust results
wherein income taxes will be assessed upon what in a business sense are wholly
nonexistent and purely fictitious profits.

A further difficulty arising from the imposition of the manufacturer's excise
tax of type B, which is of considerable Importance in the sporting goods
Industry, is time exemption from tax of sales to States amd political sub-
divisions. Tills means sales of athletic goods to State universities and all
schools supported by public funds, all parks and playgrounds, all purchases by
the Government for the use of the Army or Navy. If sales to these various
governmental bodies were all made direct from the min ifacturer, little difli-
culty would arise. The fact Is that only a small percentage of such sales are
made direct, and most of them are made by dealers and dlstrimutors who may
be either once or twice or more removed from tile manufacturer who pays the
tax. Time paper work involved, under such clreumstmices, is Itself a serious
burden. But time more serious question to the industry is the fillowance to be
made to the school or college for the tax exemption. As a matter of business
policy, because of unwillingness to disclose their cost prices, dealers under
the 1)32 law, in general, allowed such institutions one-eleventh of the liurch:s.
l)'ce. Inasuich as one-eleventh of the purchase price was, in Illost c.lsts,
about twice the tax that had actually been paid to file Government, there was
an endless source of friction, leading to creation of ill will between imni-
facturers till(] their dealers and distributors respecting which was to absorb
the other 50 percent. In sonm of the items which are subjected to these taxes,
such its football and baseball equipment, it large proportion of tile products
sold ultimately go to such tax-exempt institutions.

It is believed that the foregoing are the considerations which led the Ways
and Means Committee to impose excise taxes upon the retailer's sales (type C)
in the case of Jewelry, furs, and toilet preparations. In time case of the tlx
on toilet preparations, which was previously sulbject to a manufacturer's excise
tax, it is proposed to repeal the manufacturer's excise tax and Impose the tax
on the retail sale in its place. As the majority of the Ways and Means Com-
mittee stated lin this report, the "tax is placed on the retail sale rather than
on. the manufacturer's or importer's sale because of administrative and equitable
considerations." The report does not go into tile detail of these administrative
and equitable considerations, but it is believed that considerations of the
character above set forth led them to make this change in the character of tie
tax on toilet articles and to Impose the tax oil the retail sale in the case of .
Jewelry and furs. If that is sound for those Inlustries, it Is equally sound for
sporting goods.

Excise taxes have in the case of liquor and tobacco products long heen an
Important source of Federal revenue. At times such as the present, when there
Is needed a great increase i revenue, it is to be expected tiat one source of thit
Increase will be found by subjecting to excise taxes a large number of items
In the luxury and semlluxury ciass. Those advocatng such taxes, lacking
experlen.ce regarding their economic effect, lose sight of the Importance of
the form of such levies and of the point at which the taxes are assessed.
The purpose of my statement before the Senate Finance Committee and of
this extension of my remarks has been to demonstrate the harmful economic
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effects and the administrative difficulties resulting from the Imposition of such
a tax upon tile sale by the nnufacturer and(1 measured by tih nimnufacturer's
selling )rice. Thesv, economic effects an(1 administrative difflulties may be
overcome when tit' tax is imposed upon and at tho time of the retail sale.
It Is true that to tax the retail sale increases the number of companies and
Individls required to rendi reports. This, however, Is only a matter of ad-
ministrative routine. Certainly, if the Bureau of Internal Revenue can ad-
minister a retail sales tax in the case of Jewelry, fur,4, and toilet prep'tratons,
they will find no (ifficulty in administering a similar tox in the ease of sporting
goods. Thell need today Is to collect the largest amount of revenme possible
without undue hardship or economic injury. A retail tax on sporting goods
tit ia rate of 0 percent will, in my opinion, produce as large, and possibly even
larger, revenue than will a 10-percent tax on the manufacturer's selling price.

CONTRACTS MADE PRIOR TO JULY 1, 1941

I also strongly recomnniced that there be added to the Revenue Act a section
inillar to section 3447 of the Internal Revenue Code. This section of the Inter-

nal Revenu6 Code, which was part of the 1)32 Ievenue Act, provided that, In
the case of contracts made prior to May 1, 1932, for sale after the tax takes
effect, and where such contract did not permit adding the tax to the amount
to be paid, tile vendee should, in lieu of the vendor, pay so much of the tax
as is not permitted to be added to the contract price. If manufacturers have,
wilh respect to the new manufacturers' excise taxes, made contracts of the
character above described, they are entitled to be protected by the addition of a
similar provision it the pending revenue law.

Respectfully submitted.
H. BOARDMAN SPALDINO.

AUOUST 20, 1941.
The CHAIRMAN. Maj. John L. Griffith.

STATEMENT OF MAI. JOHN L. GRIFFITH, CHICAGO, ILL., REPRE-
SENTING THE ATHLETIC INSTITUTE

Major GnIFFITH. Mr. Chairman, I have copies of my remarks that
I would like to file with the committee, if I may, and with your
permission, I would just like to address myself to two or three pro-
visions of the bill.

My name is John L. Griffith; my address, Chicago, Ill., care of the
Hotel Sherman. I am commisisoner of athletics of the Big Ten
Conference, secretary-treasurer of the National Collegiate Athletic
Association, and president of the Athletic Institute.

I am appearing for the Athletic Institute. It is an organization
whose purpose is that of trying to extend wholesome recreation and
athletics throughout the country. Our directors all serve without pay.
Some of them are:

Fielding Yost, football coach and long prominent in athletics;
Mr. Frank McCormick, director of athletics, University of Min-

nesota;
Mr. Charles Robbins, of Mr. Spalding's firm;
Mr. L. B. Icely, who is to follow me, and so on.
May I say first, that personally, I feel that we should pay taxes;

we should pay as we go and everybody who is capable of making a
living ought to pay his fair share' of the cost of government. What
I want to bring to the attention for the consideration of this coin-
mittee is my view that we should not tax the implements used by
our children in the pursuit of their academic or physical education.
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Tle Senate Finance Committee iii other years has frowned on tile
advisability of taxing athletic goods used chiefly by children. I need
not remind the Ways and Means Committee that we have had a nmn-
ber of tax bills; one in 1918 taxing athletic goods, which was repealed
in 1921; another one was introduced in 1932-33 and repealed in 1938.
I recall that the Senate Finance Committee in 1933 eliminated the tax
on athletic goods and then the joint committee put it back in.

You are familiar, too, no doubt, remember no doubt, that the Sub-
committee on the Ways and Means Committee that was appointed and
functioned from November 1937 to January 1938 reported that a tax
on athletic goods was a tax on the children of the country, and it is
to that point, Mr. Chairman, I would like to chiefly address my
remarks.

Specifically, we are interested in seeing and hoping at least that a
tax will not he imposed on such articles as baseballs, soft balls, basket-
ball equipment, footballs, tennis balls, and rackets, because those arti-
cles are used almost exclusively by boys and men under 21. We are apt
to think of baseball in terms of tle professional leagues, but only about
.5 percent of the manufactured goods are used by professional layers.

I think I need not develop the point that these are the games of
youth, and if we don't wish to tax our children's activities, we should
not tax those. We do not tax their books; why, then, should we tax
the implements they use in their physical education?

Following the last war 38 States passed compulsory physical-edu-
cation laws. It is generally recognized that our physical activities are
a part of the pedagogic program, so I am suggesting that. we relieve
the children of this burden, whatever it may be. We are going to leave
them a debt of a hundred billion dollars or something like that, I am
told; we are going to draft them to fight our wars; we might show
them the consideration of not taxing what they need in developing the
strong, live, healthy bodies necessary to enable them to do this.

Senator LA FOLLEr. Is it not a fact that the physical-education
departments of the universities, colleges, and high schools have grown
tremendously in recent years?

Mr. GRIFFITH1. Yes; there is no question about that. You may recall
that, after the last war, when Germany could not carry on her military
training because of the Versailles Treaty, they organized sport clubs
and continued that even after Hitler came along when they had these
labor camps. England, following the last war also appointed a coin-
mittee to consider this thing and have carried on along that line in
terms of community recreational activities ever since. I read the other
day that in Vichy, France, they are soon to set up labor caml)s. We
tried the other idea after the last war with, as I have stated, 38 States
passing compulsory laws on the subject.

Our educational'institutions got into tIme business and built adequate
plans. They said we could not take care of such a program because we
did not have trained personnel to do the work-men and women. The
institutions got busy on that. In our Big Ten Conference that I rep-
resent I figured that we had trained 10,000 men and women to go into
institutions to carry on this program .hijch the Government found
out was very necessary. So you are correct in saying that these educa-
tional institutions have done a great deal and that physical education
has grown tremendously.
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Senator LA FOLIXiTrE. And as far as the young man and the young
woman who elects that as at major course and holes for a degree; it
is just as logical to tax the test tubes and other instruments and
equipment used in chemical engineering schools as it is to tax the
tools by which they must come into their education, is it not?

Mr. GuIrF'ITI. Very well, indeed. That is true, and the point
I am trying to make is this: For some reason or another, we don't
believe in taxing schoolbooks; academic education is not so burdened
but it is proposed to tax physical education which latter may be
more important when you are fighting for your existence. If we
are going into a world war-and Senator Pepper says we will be at
war for the next generation, or maybe-

Sonator VANDENBEIIO. Don't take Senator Pepper too seriously.
Mr. GRIFFITH. I believe anything any Senator says must be correct;

but seriously, isn't that true that we must place a greater emphasis on
that sort of thing when we are threatened, than perhaps i peace-
time, and that is what I would like to try to develop for my next
point; namely, these activities are part, or form the basis of military
training.

We are either going to develop our children in labor camps as in
other countries, and God forbid that that will happen here, or de-
velol) them as we are trying and have been trying to do, in public
schools and colleges; and if we are going to recognize the importance
of this work, certainly we are not going to place any more burden
on them than necessary.

You may say that the parents will buy these, yes; and the parents
might also buy their schoolbooks but we feel it is a burden if such
a tax is applied.

Senator BnowN. Isn't there some danger of discrimination in this
tax?

I take it universities, such as the University of Michigan, Uni-
versity of Illinois, and most of the institutions you represent would
not piay this tax, but that the University of Notre Dame, Yale
College-

Mr. GnIFrrITi. Stanford.
Senator BROWN. Yes; and institutions, not State institutions would

pay the tax. It seems to me that is a rather unfair distinction to
make in a tax bill.

Mr. GRIFFITH. I was going to say that. In our conference, we haveS tax-supportedl and 2 endowed institutions. The 8 tax-supported

institutions would be exempt under the bill.
Senator TAFT. Why are they exempt,?
Senator BROWN. There is an exemption in the bill as to political

subdivisions of'a State overnment.
Senator TAFT. Why should they be exempt; this is a manufac-

turers' tax?
Senator BRowN. The exemption is there and I take it if Spaulding

& Co. sold equipment to the University of Michigan, that institution
would not pay the manufacturers' sales tax nor would A. G. Spauld-ing be required to pay it.fr. GRunFITJI. I think it is discriminatory and I think it is, as

you suggest, this exemption is part of the bill.
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One other point and,I am through. We should encourage in
times such as these activities that willf help to develop a strong cit-
izenry, and that applies not only to the physical side, but to our
moral and intellectual viewpoints.

Athletics, especially football, develop a fighting spirit, a sense of
loyalty, and the beneft to the country generally of such physical edu-
cation is most evident from the signifcant statistics in connection with
the matter of training our officers. In our group of 10 institutions 47
percent of our athletic men in the service were commissioned officers;
only 33 percent of the general student body were.

Seven-tenths percent of all the men in service were commissioned.
So, we believe there isn't any question this training has something to
do-we may -.ot be able to put our finger on it-in the making of the
type of men needed where the Nation goes to war.

I would close with an illustration contained in a story recently told
me: When God, in His infinite wisdom, created the universe, He en-
dowed each living thing in it with certain attributes and means of
existence. To the oyster Ie gave a shell and economic security; the
oyster's shell is his house. He doesn't need to worry about a housing
problem; and, as for food, all the oyster needs do is open his shell
and the food flows in. And then the American eagle, and gave him
no guaranty of home or food, but the whole wide world and the oppor-
tunity to fight his own battle.

Gentlemen, the oyster is still our national emblem, and the point I
am trying to make is in our athletics we are trying to develop the eagle
rather than the oyster. I believe we should do something to develop
these activities.

Senator DANAHER. I would like to ask the gentleman a question, if
I may.

The CRAIMAN. Yes.
Senator DANAHER. Is there any reason why a person could not play

soft ball with a bat 253 inches long instead of 26 inches?
Mr. GRIFFITH. I don t think there would be any reason why not.
Senator DANAHER. And the same thing would apply to tennis rack-

ets, wouldn't it? And badminton rackets; if they shortened them a
quarter of an inch all the way down the line, they could use them and
they wouldn't be taxable, anyway. Isn't that correct?

Mr. G0TRITH. Yes; that is an idea; that is something I might bring
to the attention of some of these people.

Senator DANAHE. Well, I think the point has already been con-
jured up; hockey sticks, squash rackets, all wooden frame'rackets are
given a definite measurement and exempted if below that definite
measurement.

Mr. GniFFITH. That is correct.
The CHAIRMAN. They were given a definite measure for the one

purpose of taking out what children use because it is impossible to
define whfL is a child's toy or adult's toy or sporting article of any kind.

Mr. GIFFMrrx. We have 30,000,000 children in our educational in-
stitutions and they are, for the most part, being given some kind of
physical education. They go back into the grades; they would be
listed as children. Perhaps high-school students also woild be listed
as children, but they use the standard equipment quite generally.

Senator DANAIIER. Who makes these wooden frames, one or two
manufacturers?
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Mr. GRIFFITH. I wouldn't say that. It is my understanding that
there are five or six manufacturers.

Senator DANAIER. I notice there is no tax on darts.
Mr. GRIFFITH. Yes. Well, I am speaking primarily of these four

activities where large numbers play. This year one-fourth of a mil-
lion will play football and, at the end of that season, they will be in
splendid physical condition, probably in as good condition as these
German. parachutists who landed in Crete. I am told that they are
in such fine physical condition that they are able to descend from a
parachute, run a mile or two with a machine gun in their hands and
start firing. Well, I will put our boys up against them from the
standpoint of physical condition at the end of the football season.

Then there are probably two or three million more who, at the end
of the basketball season, will be in splendid shape. There can be no
question about it. If we aren't interested in that phase of the na-
tional-defense program, we can do a job with the boys before they go
to camp by proper sports, and these details, such as darts and so
forth, would not enter into our problem. As we see it, this is true,
first, from the standpoint of athletics-the advantages to be gained
generally by our boys and young men-and, secondly, its value in
terms of national defense.

The CHAIRMAN. Thank you very much.
(The prepared statement by Mr. Griffith is as follows:)

MEMORANDUM SUBMITED BY MTAJ. JOHN L. GRIFFITH, PRESIDENT, ATHLETIC INSTI-
TUTE; COMMISSIONER oF ATIH.ETIcs, INTFRJIOLLIXIIATE CONIIEaENCE; SECRtETARY
TREASU ER, NATIONAL COLLEGIATE ATIHLETI ASSOCIATION

PROPOSED EXCISE TAX ON ATHLETIC EQUIPMENT

This memorandum is respectfully submitted In an attempt to set forth par-
ticular views having to do with tie proposed excise tax on what is termed
in section 3406, Internal Revenue Code, paragraph (1) of the Revenue Act of
1941, as "sporting goods."

Specific articles are listed therein, as well as "including in) each case parts or
accessories of such articles sold on or in connection therewith, or with the sale
thereof." An analysis of those articles enumerated will show two types of
merchandise to be taxed-sporting goods and athletic goods. Tie distinction
between the two can be summarized as follows:

(a) Sporting goods.-Articles used largely for personal recreation and very
little physical exercise and very seldom in games of physical contact. Such
articles are fishing tackle, billiard and pool tables, balls and cues, bowling balls
and pins, clay pigeons, deck tennis, and croquet balls and mallets.

(b) Athletic good.-Articles used in genes or contests combining physical
exercise and contact, as well as a certain degree of individual skill. Such as
baseball, football, basketball, golf, tennis, boxing, wretling, track and field
games, etc.

Those articles listed In (a) ns sporting goods can be considered more or less
as luxury Items and we are not speaking for them.
The industry engaged In tIe manufacture of those articles In (b) above-

athletic goods-realizes the necessity of additional taxes on luxury items, but
it respectfully contends that athletic equipment Is not a luxury. With the excep-
tion of golf equipment, which is used only to a limited extent by schools and
colleges, all of the ath!etlc equipment referred to is sold largely to schools and
colleges and other eleemosynary institutions carrying on organized athletics.

L Athletic equipment is essential to the defense program.

Following World War No. 1, a number of major generals stated in substance
that they had come to believe that athletic training was an integral element in
the training of the youth for war.
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Marshal Foch, following the last war, witnessed a football game played

between two teams of officers and soldiers of the American Expeditionary
Forces at St. Nazalre. Marshal Foch had never seen a football game but, ac-
cording to the story, he witnessed with amazement the way the two teams
tackled and blocked each other. When the game ended, it was reported that
Foch, with his eyes aglow with delight and amazement, said, "Any country that
has a game such as football for its national pastime need never worry about
prelring Its young men for the rigors of war."

It was also very evident during the last war that enlisted men who had par-
ticipatd in some form of competitive athletics in school or on the sandlots had
a much higher degree of coordination of mind and body than the nolnathletes
and, due to this early athletic training, they were able to faster learn the Army
routine of drill and the art of warfare.

The British officers who were assigned to certain American regiments for
Infantry training during the last war were amazed at the accuracy with which
the American Infantrymen handled hand grenades. They attributed this to
the fact that baseball was the outstanding game of the American youth and, while
the throwing of a hand grenade required a slightly different technique than a
baseball, the general characteristics were the same and this early training in
the throwing of a baseball was very beneficial to the armed forces.

You may recall that immediately following the last war, when Germany was not
allowed under the Versailles T1reaty to engage Its youth in military training, Ger-
man authorities instead promoted a national sports program. Military authori-
ties have stated that undoubtedly at least a part of the success of the German
Army In Its conquests of Europe is due to the fact that the highly trained German
soldiers are In every sense physically fit.

If we are to survive as a nation we must be physically fit. Moki, the great
Finnish athlete who visited this country last winter, was asked how Finland
had been able to put up such a splendid resistance against the Red Army of
Russia, and he Instantly replied "because Finland is an athletic nation."

It is common knowledge that the War and Navy Departments have provided
funds out of which to purchase athletic equipment, particularly baseball and
football, for use in the various camps throughout the country, since It is realized
that the games to which this equipment is devoted are beneficial to the develop-
ment of the members of the armed forces.

11. Athletic equipment is necessary in the physical and charatcr derelopment of
the youth of America

Leading educators have come to believe that athletics as conducted In the edu.
cational institutions of this country are and should be considered a definite part
of education. Dr. Clarence E. Dykstra, president of the University of Wiscon-
sin, former Selective Service Administrator and former Chairman of the
National Labor Mediation Board, has defined education in the following terms:

"It Is the process which makes a mature adult out of a child. It is life
Itself. Everything contributes to the process-observation, experience, assocla-
tion with others, thinking processes, formal amd Informal schooling, games
and recreation, and the Inspiration which comes fr'omn mture, from art and
music, and from every Impact with the whole universe. The more sensitive
one is to all of these Influences the riper and richer is his education."

In the past 22 years the schools and colleges have done more in the way
of providing physical training for the youth of the land than Is commonly
realized. Speaking for the Big Ten Conference, Its members since the last
war have spent more than $19,000,000 for athletic grounds and buildings.
That equipment Irs not been primarily for Intercollegiate athletics but for
thousands of boys and girls now attending those institutions and the hundreds
of thousands who will follow. The cost of these plants, by the way, was
contributed primarily by those people who voluntarily purchased tickets for
football and other contests and from generous donations by alumni and
others.

The larger universities provide the athletic equipment for the boys who
compete in Intercollegiate sports. They do not buy the equipment for the
lads who participate in intramural athletic activities. In one of our mid-
western universities a year ago there were approximately 50 boys on the
freshman and varsity basketball squads. These lads received equipment pur-
chased by the university athletic department. In that same institution there
were 120 Intramural basketball teams. The 1,200 to 1,500 boys who were
members of these Intramural teams and squads purchased their own equipment.
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('arrying tie thought further there are, roughly speaking, 1,100 educational
Institutioiis abvo high-school rank. In more than 1,000 of these Institutions
athletes for tihe, year fire c(iltcted ait a loss, whclth leans ili very many
causes file boys hitive to )liy their own athletic equipment.

Tremendous suis hve liben expendedl by til( States and the political sub-
dilvislois thereof In providing playgrounds, baseball fields, tennis courts, gym-
inisihint, golf courses, td other facilities to encourage the partlcipation it
atiletlh ganmes. S one :18 State. have compulsory physleial-editation laws made
applicable to their public schools. Likewise large sums have been proved
by dleIimlithllaI schools nid colleges-not supported by public funds-to

ienotirge tt- stu(lenlt b(dy to engage Ili athletic contests.
In inlty Schols it, Is comlputlsory that nill male students participate in some

form of Intramural athletics or military training. The National Collegiate
Athhleic Assoeittion--comlis d of the leading colleges and universities of tie
United States-Inst sumnier reconended that its members do everything pos-
sible by way of contributlng to tie milltitry-preparedness program that our
governmentt Is iow pironotilng. In r'spouise to that appeal several of tilte
leading universities lve made physical education compulsory for all students
for ti -I uiidergradiutte years. Fturtlter, it surprisingly large number of the
Institutions of higher learning are coniucting teaher-trailing courses. The
purpose of tiese Is to train men and women to carry on health education,
physical education, and recreation activities lit the public schools an( colleges.

It is believed that physical development through athletics is as important
in lie developilenit of youth ats mental traiinig.

Il. Athletic equipment is es8eniti1l to the physical (and inctai welfare of the
civilian populations

Athletic equipment used in developing the youth of this county and itassisting
in training for the defense program consists mostly of tltose articles used in
group gaies.

Other articles, such as golf and tennis, are used by individuals, and it Is
essential that these individuals be able to purchase the necessary equipment
to permit then to take advantage of every opportunity for exercise. Par-
ticularly is this true in defense industries, where the men tre working overtime
and require relaxation over the weekends.

Golf an(1 tennis tire not rich man's sports. For instance in Chicago there
are 100.000 Individuals registered in tennis, but less than 5,000 of these are
members of tennis clubs. Most of these young boys and girls play their tennis
in ti public parks or on the school and university tennis courts.

As regards golf, there are approximately 2,000,000 players, bit only about
25 percent of whom belong to golf and country clubs. Tite member of the pri-
vate club Is already taxed otn his dues. The majority of the golf players are
found ott tle daily fee aid inuticipal courses; they carry their own bags and
most of their play Is on Saturday and Sunday. To impose a tax ott this type
of equipment Is to restrict the playing of a game that Is essential to the health
of a great number of people.

Conclu8on

li conclusion, the American Legion, the National Collegiate Athletic Associa-
tion, and the Athletic Institute, together with the thousands of young men and
women who are conducting physieal.training activities In the schools, are doing
what they calt by way of Improving the health, virility, and stamina of the young
men of tills Nation by and through athletic activities of various sorts. Young
men have fought the wars of history and young mit will fight our future wars.
It is our sincere hope that the Congress it Its wisdom will decide not to make
more difleult the task of those who are endeavoring to prepare our young men
for what lies ahead, be it peace or war.

I trust you will believe nip when I say that no selfish Interest ott the part of
any individual connected In any way with tte aniateur athletic work of the
Nation prompts tte request that the Congress give careful consideration to the
request that such athletic goods as basketball, baseball, football, tennis, golf,
and soft ball be exempted from tite excise tax which Ls now being considered
by ttis committee.

May we recapitulate by enumerating the reasons wity we have taken the time
of this committee of Congress:
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First: We feel that the pr'neipal part of the tax on the goods enumerated
would fall not upon those best able to pay It bat ratlier on those least able to
pay.

Second: The tax on such athletile goods nx have been enumerated Is In no
sense of the word a luxury tax.

Third: It cannot very well be contended that athletic equipment should be
classified asi a luxury, but is as esselitial In tile physical development as text-
books and other literature 1. I in mental training. It the present emergency the
value of athletic training to youth cannot be doubted. It must be acknowledged
as a proven necessity for physical and mental fitness.

Fourth: Athletics should he encouraged to the fullest extent possible. It
should not be burdened by taxation of the necessary equipment. The youth of
America need athletic training today more than ever to help provide physical
and mental fitness for the great task ahead.

Fifth : To Impose a tax on athletic equipment Is to tax athletics and the youth
of America tit a tine when tile pursuit of athletics will most benefit America.
In their effort to qualify, they should not be taxed.

The CHAIR\MAN. Mi'. L. B. Icely. Give your nane to the stenog-
rapher, please.

STATEMENT OF L. B. ICELY, CHICAGO, ILL., REPRESENTING THE
WILSON SPORTING GOODS CO.

Mr. Icr.LY. Mr. Chairman and gentlemen of the committee; my
name is L. B. Icely; I am president of the Wilson Sporting Goods
Co. I appear for the Wilson Sporting Goods Co. and other athletic
goods manufacturers.
The CHAIRMAN. Are you a manufacturer, also, Mr. Icely?
Mr. ICELY. Yes. I am planning to leave a brief with the com-

mittee and it covers most of the points that we have in mind to submit
for this committee's consideration. I will not take your time to go
into that brief; I would like to have it passed around and read by
the committee nlemlbers.

I have only a few points upon which to touch. Much of my argu-
ment has already been used by Major Griffith, particularly what I
ha( to say with respect to youth.

There is no use of farther ell)hasizing on that but the fact is
that athletic goods are used by the young man and young lady of this
country. We think in terms of athletic goods more'as physical educa-
tion in the same sense that you think of academic education, and we
think therefore that those articles, implements-balls, rackets, and
so forth-used in those sports should not l)e taxed. There is another
angle to this tax we want to dwell on a moment. As I read the bill,
the House has submitted, it covers the heading called "Sporting
Goods."

Now sporting goods is not the proper term, in our opinion, for the
items we manufacture such as baseballs, soft balls, footballs-

Senator CONNALLY. What do you call yours lves the Wilson Sport-
ing Goods Co. for then?

Mr. ICELY. It is true that is our name, but we got it when we
handled a good many articles that we did not manufacture including
fishing tackles and such items. We are now strictly an athletic goods
organization, and the firms for whom I am talking are strictly ath-
letic goods houses. In the athletic goods, we find in this bracket,
sporting goods, are those of two types: One that requires very little
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physical exercise and not used in physical combat games. Among
those are fishing tackles, billiard andi pool tables, balls and cues;
bowling balls and pins, clay pigeons; deck tennis and croquet balls
and mallets; they are not athletic games.

Senator CONNALLY. You think a fellow on the creek fishing ought
to be exempt from taxes while some boy is in the Army for $21 a
month?

Mr. ICELY. I am saying as to him, we are not appearing for him.
I say that is a sport; that is not a physical combat sport. There is
no ame in that and that is not the implement we are representing.
I aIn talking more for athletics, athletic goods, football, basket bal,
golf-

Senator CONINALLY. You think the fellow out playing golf, he ought
not pay any tax?

Mr. ICELY. I would like to come back to golf.
Senator CONNALY. All right. I won't ask you any more questions.
Mr. ICELY. I said a moment ago, we are talking on games of com-

bat, baseball, football, tennis, soft ball, and that type of activity,
wrestling and boxing, and we don't think they are the same as the
other types of sports I have mentioned where there is no physical
combat and no keen participation; it is te softer type of recreation.

We think along this line that our youth, who are the ones we are
depending on in the next few years, should not be taxed on the im-
plements use(l in these gaeies any more than they should be taxed
for their school books, or anything else used in an academic education.

The other point I had in mind to touch on briefly is the question of
our industry and where we stand with respect to our own markets.
We know that this defense program is going to take 11/2 to 2 million
of our voung men out of our commercial or civilian market and,
therefore, a great deal of athletic goods used, from a civilian stand-
point, a much larger amount than in the past. We know, in addition
to that that all of our costs of raw material are going up, and if we
add this 10 percent, in addition to that, it is very evident that our
prices are going to be at a point where sales are stopped; people
can't afford to buy.

Senator LA FOLLE'J'TE. Did you have that experience in the last war?
Did the sales of goods go down?

Mr. IE.LY. There were a number of factors affecting our industry
then which are not present now. In 1918 our business fell off, civilian
lines, over 50 percent because 21/ millions of our boys were not and
could not be users of our products and later the Army commenced
to buy things for athletic purposes and then, of course, there was no
tax and no revenue for the Government. Now, developing that point
just a moment brought out by the Senator over here.

When you speak of (liscrimination, all the goods to be bought by the
armed forces will not carry any tax, so no tax will be collected from
them. The civilian market is'going down. All these schools, hi-!h
schools and colleges, will qualify to buy without payment of tax. Be-
yond that, since we are having a shrinking or smaller market with our
civilian business, if we put a. tax on, it will be still smaller. We feel
it is very unfair to tax athletic goods, thereby raising the price with
the attendant results.

We are not si)eaking for anything except the 4 or 5 items mentioned
in our brief. Let us take a look at the amount that might be gotten
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from such a tax. The total amount that can be gotten, minus exemp-
tions, is about $2,300,000.

Senator LA FoiJrrE. The Treasury estimates $2,800,000.
Mr. IctL-y. That includes a great many articles I am not speaking of,

such as billiard equipment and fishing tackles, and a great list of sport-
ing goods not athletic goods in the sense I am (lescribin'g them.

We figure there will be 21/_ million, $2,300,000. On this basis, first,
golf clubs and bags which will probably collect $1,000,000. Tennis

figures $400,000; football, baseball, and basketball, five or six hundred
thousand. After y)ou lut your exeml)tions against themn-an( that has
been compiled very carefully and is in my b rief that is what may be
gotten. The common opinion of most all people is that athletic goods
are sporting goods.

What I would like to have you do is to see the difference between
athletic goods and sporting goods as such and the type of people w.'ho
will be taxed and who they are under this proposed bill, and with that
in mind I will develop the golf situation briefly.

There are today in the United States two and one-half million golf-
ers. There ai-e 2,000 golf clubs with an average of 200 members, all
paying taxes on their dues. The other 2,000,000 golf players play on
public links, paying a fee, because they don't even have a caddy. They
are the young people working in factories and offices. In our own com-
pany two-tiMs of our people do just that. These are the people who
get up at 4:30 in the morning and go out and play golf before going to
work. You are not taxing the rich men when you tax golf. Three-
fourths of them are working people with incomes of $40 to $50 a week.
That is the type of people playing golf.

Then go to tennis. In the United-States there are probably less than
25,000 member- of tennis clubs, whereas in reality there are 700,000 to
a million who play tennis, and where do they play? On the public
courts, including those here in Washington. 'Ihey are the working
ty) of people. If you tax them you are simply making it more diffi-
cult for them to keep physically fit. If I had anything to do with the
responsibility of preervng the moral standards of the people, I would
sooner have them out playing tennis than to have them congregating
around, talking about the overthrow of our Government, or something
else of that kind. In fact, it is my opinion that you folks should not
tax athletic goods as such. You have all this story about juvenile
articles, items within the borderline, and it is very difficult to justify
some of the distinctions which would have to be made. If there were
any merit at all in the point I am making, I would say it would be even
wise, rather than to tax our young people, to attempt to devise some
way under which a bounty or bonus might be given to get people to
play, rather than to have their tax raised.

The CHAWMAN. Your time has expired.
Mr. IcREY. And I thank you gentlemen.
(Mr. Icely's memorandum referred to is as follows:)

,MEMORANDUM SUBMirrED ny L. It. ICELY. PRESIDENT. WILSON SPORTING Geos Oo,.
CHImGO, ILL.

THE PROPOSED EXCISE TAX ON SPORTINO GOODS

This memorandimn Is respectfully submitted In connection with the proposed
excise tax on articles specified In section 3406 Internal Revenue Code, Paragraph
(1) of the Revenue Act of 1941, as "Sporting goods."
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When the Treasury officials proposed excise taxes oil i tnumb11ier of coitnIdlith4,
their recommendations were (hearings No. 1, pp. 50, 51)-

1. To avoid excises which would Increase business costs and result in price
Increases.

2. To avoid experihnetatlon and stay within the scope of previous experience
by taxing carefully selected commodities or luxtuy articles which will produce
revenue coeinensurate with the expense of adnilstralloln.

3. To tax commodities not essential to the defense program.
A review of those articles speclfically listed in )aragraph (1) will show two

distinct types of merchandise which Is considered lit this industry its "sporting
goods" and(1 as "athletic goods."

This distinction can be summarized as follows:
(a) Sporting goods.-Articles used largely for personal recreation and very

little physical exercise and very seldom in games of physical contact. such
articles are fishing tackle: billiard al1d4 pool tables, balls, and cues; bowling balls
and pins; clay pigeons ; (leek temis, al(1 croquet balls an1(1 mallets.

(b) Athletic good.-Articles used In gatites or colittits (omllnbing physical
,xercise and contact, as well as a certain degree of individual skill, such as
baseball, football, basketball, golf, tennis, boxing, wrestling, track and field
games, etc.

Those articles in (b) Athletic goods, call be divided into two classes of equip-
meat, one for group use and the other for individual use.

Tie company I represent is engaged In the manufacture of lthletie goods--
those articles defined it (b) above. With the exception of golf equipment, all
of the athletic equipment referred to in the proposed bill is sold largely to
schools and colleges and other Institutions carrying on anit organized athletic
program.

We realize tile necessity of additional taxes to pay tle cost of national defense
and do not wish to Imply that we welcome a tax onl every industry except our
own, litt the articles of athletic equipment as specified in the prolsed bIll are
essential to national defense and ari not luxury items atnd, therefore, should not
be taxed. We do not mtanufacture "sporting goods" and1(l, therefore, are not
speakbig for that industry.

I. "Parts and aev.sorics" should not apply to "1 tprting goods"

Otte part of subdivision (a) of section 3106 of the code it the proposed bill
reads:

"(Including in each case parts of accessories (if suceh articles sold on or in con-
nection therewith, or with the sale thereof.)"

Under the 1932 law, which was repealed in 1938, there was considerable eofti-
sion as to what articles were taxable and what were not taxable. The above
paragraph will immediately raise the question its to what is a "part" anud an
"accessory" for athletic equipment. For example, a boy purchases a football.
After the ball has been used a while, the bladder becomes puinctured. ie needs
a new bladder and to remove the old bladder he' cuts the leather lace. We do not
believe it is the intent of Congress to say there should he a tax on tile new lace
and the new bladder.

Administration dfllculties were numerous under the 1932 law because of the
question as to taxabillity of certain Itenis. This was recogiz(,(l by ti Treasury
Department 1iil(I also tie Committee on Ways and Meamis as this conutnittee Is
commenting upon those excise taxes proposed for elittinatlo in the 1938 revision
stated :

"Fourth. It is proposed to eliminate the tax on sporting goods, which con-
sist chiefly of athletic equipment. This tax presents much adnItistratve diffi-
culty because the taxal)ility of an article depends upon tile purpose of Its manu-
facture and use. It is extremely difficult to apply even the exemption provided
for children's toys and games * * *. The 10 percent rate of tax bears
severely upon the youth of the country, especially it the use of baseball and
football equipment."

It Is. therefore, suggested that this part of section 3406 of the Code-
"including In e'ich case parts or accessories or such articles sold on or it con-
nection therewith, or with the sale thereof"
should not apply to paragraph (1) of the proposed law, as this would cause
considerable administrative difficulties.
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II. Sales and exempt to state and political subdivisions

Section 2406 of If. It. 5.117, page 70 of printed copy, applies to tax-free sales
as follows:

"Under regulations prescribed by the (ommissioner with the approval of the
Secretary, no mx under this chapter shall be Imposed with respect to the sale of
any article-

"(a) For the ex(ilusive lise of the United State,, any State, Territory of
the United States, or anly political subdlvisioni of the foregoing, or the I)istrict
of Columbia ;

"(1)) For export, or the shipment toa possession of the United States, and
iI (l1, course to (xported oP shipped,"

The athletic equipment mentioned in this bill can be grouped Into three
(ivislon":

(1) Those articles purlased by ndlviduols for their personal use.
(2) Those artlehs4 purchased by boards of educallon, city park boards, etc.,

for playground and school use.
(3) Those articles purchased by schools amid teams for group use of teams, etc.
All of those articles in group (2) will be purchased on exemption certificates,

and no tax will be realized thereon. Also 80 percent of the articles in group
(3) will be lurchased by schools who call qualify under the exemption. This
leaves only such articles its skates, golf, tennis, etc., that cannot be purchased
oi an exemption certificate.

Tax-exempt sales like taxable sales require the keeping and filing montlily
of sleclal relrrts, statellents an(1 returns of sales, classification and special
certificates mid other transactions to comply with the Internal Revenue ltegu-
lations. Exemption certificates on tax-exempt sales have to be prepared and
filed; also appliat hus for credits and refunds. Thus, oil account of the large
volume of tax-exempt sales the additional cost of clerical work required would'
In nianny cases more than equal the amount of revenue on taxable sales and:
Impose ani ad(hitional burden uponi both the taxpayer and Government dispropor-
tionate to the revenue received.

Il. The tax discriminates bett(8 en public and denomintional schools

The denominational schools amid societies are discriminated against in the pur-
chase of athletic equipment because they cannot purchase on an exemptlhn er-
tiflcate such as a State university and public high school.

It is needless to say that were there no denominational schools in existence,
the present public-sehool facilities could not adequately care for the students
of this country. Accordingly the operation of denomintional schools results In
a tremendous saving in general taxes which would be necessary to provide fr-ee
learning for the entire student body.

In view of the Importance these denominational schools have in the education
of the youth of this country, there should be no discrimination in tile price
these schools pay for their athletic equipment when such equipmentt Is used In
the development of the health of the students of Anmrilca.

I'. 'he proposed tax does not avoid experimenitations, previous experience led'
to its elimination

At the hearing the Treasury officials proposed to tax certain luxury articles
"consumed In sufficient quantities to bring In revenue comnmensurate with tile
expense of administration" and proposed "to avold experhnlentation and stay as
nearly as possible within the scope of previous experience * * *" (Hearing
No. 1, pp. 50, 51.)

The Imposition of a new tax on sporting goods would not accomplish those
purposes. On the contrary It would be experimenting with a tax which both
the Treasury and the committee discarded because the tax (lid not produce-
revenue commensurate with the a(llnistrative cost.

The 1938 subcommittee on Revision of Revenue Laws which made an ex-
haustive study of several so-called nuisance taxes recommended (leconnendation
No. 60) that the tax on 'porting goods be ehlinated (p. 81). The Committee.
Report (p. 08) stated:

"The taxes * * * on sporting goods have caused administrative difficulties:
out of proportion to the revenue received, adl(l in many cases fall uvoi articles;
In general use."
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V. The small a1nount of revenue to be obtained

The previous expe-rience under the 1932 law, which tax on sporting goods was
repealed in 1938, was that there was a very snaill amount of revenue obtained
which was not commensurate with the expense of administration.

After making allowance for the athletic equipment which will be purchased
tax-free on exemption certificates, It Is estimate(l that the net revenue received
from athletic goods will be $2,300,000, made up as follows:

Golf equipment ------------------------------------------------- $1,300, )o
Tennis equipment ----------------------------------------------- 400, 000
Baseball equipment --------------------------------------------- 400, COO
Basketball equipment -------------------------------------------- 40,00
Football equipment ---------------------------------------------- 100, 0o0
Boxing, wrestling, and other miscellaneous equipnmemt ---------------- (10, 000

Total ----------------------------------------------------- 2,300,000
From the above schedule it Is apparent the revenue from a tax on such

equipment as football, baseball, and basketball will be very small and will not
Justify tile expense of handling the exemption certificates on which the majority
of this equipment will be purchased.

Golf and tennis are purchased mostly by individuals and very few sales will
be Jnade on exemption certificate.

This Is not enough revenue to cover the expense of the defense program and
is a small amount to tihe Treasury but a large amount to tax on the youth of
this country.

conclusion

It is, therefore, submitted that the careful thought and study given this
excise tax bly the 1939 subcommittee and the Treasury should be given great
weight and that the reasons for discarding the tax iln 1938 should now serve as
a well established precedent for the elimination of an excise tax on sporting
goods In tile proposed bill. And, ill tills connection, the observations of tle
committee In 1938 are of even greater significance in tile present emergency:

"Tile 10 percent rate of tax bears severely upon the youth of the country,
especially in tile use of baseball and football equipment."

It is also contended that the renewal of the tax this year will result in a
recurrence of tile past administrative difficulties and that these and the other
reasons which led to its elimination in 1938 tire still applicable tlmis year.

The expense of administering this proopsed tax will be burdensome to both
the Government and the taxpayer, and in view of the small amount of revelmue
to be derived, It Is urged that the athlotlc goods specified in paragraph (1),
section 3400, of 11. It. 5417, be entirely elimlnated from the proposed bill.

The CHAIRMAN. Mr. Boland?

STATEMENT OF FRANK A. K. BOLAND, NEW YORK, N. Y., GENERAL
COUNSEL, AMERICAN HOTEL ASSOCIATION OF THE UNITED
STATES AND CANADA

Mr. BOLAND. Nr. Chairman and gentlemen of the committee. my
nhnie is Frank A. K. Boland. My office is 500 Fifth Avenue. New
York City, and I am general counsel of the American Hotel Asso-
ciation of the United States and Canada.

On this occasion I appear before you in reference to the proposed
section 452 of the law, applicable to the cabaret tax.

Now, under the proposal, this bill changes the base of the tax.
Heretofore it has been based on 20 percent or one-fifth of the bill
charged where food has been served in connection with entertainment
as that is defined under the rules and regulations of the Department
pursuant to the law.



REVENUE ACT OF 1941

'l'he CumrtmAN. You say 20 percent or one-fifth of the bill?
Mr. BoLAND. Twenty percent or one-fifth; yes; hut it must be,

under any circumstances, 50 cents; that is to say, if any of us went
to a cabaret the tax would be-that tax would be applicable to us
if the bill was $2.50. Now, this proposal eliminates altogether that
feature and provides for a straight tax of 5 percent of the total
charge. In other words, the tax was indirect in its application in
tie first instance, and aniounted to only 4 percent ap)roximately,
of the bill. Now it is 5 percent, to'which we have no objec-
tion. We do object however, to any change of the law which pro-
poses to fasten the obligation and the liability of that tax, to transfer
it from the shoulders of the patron, as it has been in the past, to
the pocket of the hotel proprietor.

Therefore, we are here now before you in protest and ask you to
relieve us indirectly. As to those wlho might have sonie doubt as to
the contention I am pressing, namely, that, this prol)osal requires
us to pay this tax directly, I can only'refer you to the report of the
Committee on Ways and Means.

The CHAHIRMAN. Weren't you required to pay it directly under the
other law?

Mr. BOLAND. No.
The CHIAINIMAN. The proprietor paid it.?
Mr. BOLAND. No; he didn't pay it; lie collected it and returned it.
The CHAIRMAN. Won't you do'the same under this?
Mr. BOLAND. No, Mr. Chairman.
Th CHAIRMAN. Why not?
Mr. BOLAND. Because, for two reasons: (1) As a matter of fact,

we are of the opinion that where a tax is specifically imposed onlone
person , it cannot be imposed for collection on another person unless

he is willing; that is tile point; that is the crux of the sit nation.
The CHmiMN. I think you must be wrong about that.
Mr. BOLAND. I hope I am.
The CHAIRMAN. It is coiiteIliated that you pass along this tax.
Mr. BoLA\xn. That is right; it is just that-it was so contemplated.

I will get to that ini a moment, but let us read four lines of the Com-
mittee on ways and Memis.

Senator BitowN. What page is that, Mr. Boland?
Mr. BOLAND. The one I have, mine is page 26, Mr. Senator. In

your report it is 31.
Here is what the committee says, 3 lines:
Under existing law the tax is upon the patrons, but the owner of the estab-

lishment is charged with its collection and payment into the Treasury.

And here is the blow that kills father-just this short sentence:
The bill places the tax directly on the owner-.

Now, if this is so, this becomes a gross receipts tax and when you
in the first instance, attempt to impose a tax of 5 percent on the basis
of gross receipts, and that is all it is, it is unfair.

N ow, can we pass this tax along? It can only be done by absorbing
it in the charge.

Senator TArt. Here is what it says:
The tax Imposed under paragraph I shall be returned and paid by the person

receiving such payment.
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Isn't that clear (hat it is to be paid by the patron ?
Mr. BOLAND. Paylelits of what ? IaynlentS for charges of tlt-

mission, food, refi'ehnw, enls; that is under subdivision 1.
Senator "r1'mr. It doesn't, imply the payment be made by you?
Mr. BOLAND. No, sir. And, all I am asking here today is a simple

provision which will clarify this whole issue. I have pi-epltnd, and
we have sent to you gentlemen, this provision:

"The ttx imposed 1l thter paragrapih I sliali Iw returned mil paid by the
person reeelvivig such payment," a nd this Is our proposal:

"Collected by the projrhetor of tho establdlshment froin tIl person IltYIg
for admission, refreshment, servi ce, and mercha ndIse."

Now, this is a consumers' tax, and in till consumers' taxes it is
customary tlmt the ultimate consumer piay the tax. We want to fol-
low the customl. lhat is the way it is as to the direct admission
charge with respect to theaters, m(tion-picture theaters, and so forth.

What we want in al)prol)riate language is some provision which
will make it mandatory that the payment of the tax in the first
instance be charged to the patron. There shouldn't he 1iny objec-
tion to that.

The hotels should not be picked out especially for tax treatment
under a scheme inconsistent with the plan 1 heretofore in existence.
We are satisfied with the 5 percent,; we are satisfied to go along
without any objection except we want the status quo to be maintained
with respect to these chart es as it has in the past. A simple pro-
vision-I draf ted that provision-any other provision would setl le the
case. We don't want the competition, gentlemen, which our hotels
are subjected to and will be subjected to, under this provision; it
should be eliminated by this suggested change.

Senator DANAHER. Let me ask you a question: Suppose a con-
cession for hat-checking privileges is rented by the hotel or cabaret
for $25,000 a year, or up?

Mr. BOLAND. Or it)? Those are good figures.
Senator DANAHER. Yes; or up. Who pays the 5) percent tax there,

under your theory?
Mr. BOLAND. Is that another provision; is that a new provisions

Would you repeat that?
Senator DANA HER. Do you have a copy of the bill before you?
Mr. BOX.AND. I have a reprint of it in the report of the Ways

and Means.
Senator DANAHER. Don't you think the operator of the establish-

ment that is charging for admission, refreshments, services, and mer-
chandise, should have to pay the 5 percent, the tax levied on this
entire service?

Mr. BOLAND. No; I am right here objecting to it.
Senator DANARII. I al limiting it. to services.
Mlr. BOILAND. Well, I hadn't thought of that.
Sentor DANMIAmI. That is in the bill.
Mr. BOLAND. I feel that these excise taxes should be passed along.

I don't think we should adopt any innovations with respect to the
identity of the person who has heretofore paid the tax. This general
trouble hs come about for the reason and as indicated in the report
of the committee.
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Senittor T,\F'. It seems to tue perfectly clear, without it legal pro-
vision, that tile 5 percentt is oi tile )atroll' s bill.

Mi'. O.ANI). How?
Senitor Trr. By adding it to the bill.
Mr. BOLAND). Y(l can't add it as a tax; that is my opinion, i1s it

were. Suppose you go into tiy hotel-asstuing I have olle-and tile
bill is $15, let's say. and I give 'ou a bill for $5 find then I add the tax.
Slp)pose you oildd resist f1(nd'say, "I won't pay you."

Sector TW'. I can t resist. ft is $5.25.
Mi'. BOLAND. Wiit a Minute; I c(nii't agree tllt you would have to

pity it. As a lawyer
editor TmliT. Yes, Its a1 lawyer; .Vel (yfill C harige that additional

tax tid Vol catl write it. ol tl(' bill seplI'tely or plut it ll iny wiy
Yoll like.

Mi'. BOLAND. Thit is a coimfortiig statement of yours. I would
like to be aSslred that the COllrt woll star. i behind us.

Senator '':\11'. There is no way of preventiltg it.
Mr. B0L.%ND. Thiit is all I walit-that provision lbe ilserled that in

the first instance, the tax be collected from tile guest.
Senator TAMl'. It, Wia iler iltelded tierwise.
The CIIJIMAiiN. It was not illiteided thit yoll slihl( pay it.
Mr. BOLAND. I don't think it Wis; I lint sorry its i lawyer I catnnlot

agree with Senttor Taft.
The CHAIIIMAN. Tley tire simply carrying the tax from tile other

over to this, ind here" is the general tax otl the whole service you
render, taking clhurge of lis liat, furnishing music, furnishing food,
and they simply say you shall pay a tax of 5 percent on that. It was
nlot inteiided that it could not be passed along.

You wait that. made clear?
Mrr. BOL.,ND. Yes.
Senator TAFr. I think there is a doubt about Senator Danaller's

question about tile hat-check feature because I don't know how you
tire going to pass that along.

Mr. BOLAND). Senator, we tire going to pay tle tax. We, the hotel
proprietors, are going to pay the tax ; there shouldn't be any question
aboit it.

The CII.IUIMAnn . The hat-clieck is a subcontract?
Mr. BOt.1ND. I don't care whether it is; it is an integral part of

the operation 1nd the lax applies. Do you like my proposed amend-
ment or shall I get busy and whip something else into shape?

Senator TA"r. TIhat raises it question and the reason that amend-
mnent may not fit it comes up. How are you going to pass on the
charge on the hat-check, by charging 11 cents?

Mr. BOIAND. Now listen, Senator; there is a charge made in some
institutions for checking property. The rule is that there is not,
and I supose theie is in that business figured something. It is better
to woik under the old provision because they depend on the generosity
of tile path'on.

Senator TAI'. But your anendlnent says that the tax sliall be
returned tind paid by the person receiving such payment, which means
you would have to cliarge 11 cents if your regular ciarge was 10 cents,
and I (lon't think you can, or want to do it. It seems to me that,
for that reason, your anlendment may not be exactly appropriate.

61977-41-08
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Mr. BOLAND. Senator, that is a matter of regulation with the De-
partment; we get along with them all right. I am worried about
the statutory law, that is all.

The CAInMN. I think we will take care of that.
Mr. BOLAND. Shall we address you further?
Thie CHAIRMAN. Not on that subject.
Senator BROWN. I think this gentleman is the first witness who

has appeared here who said he was in favor of paying taxes.
Mr. BOLAND. Thank you, gentlemen.
(The proposed ameInient referred to by Mr. Boland is as follows:)

PI:OPOSED AMENDMENT TO SFA.rIoN 542, REVENUE BILL OF 1941, CADARET TAx
H. It. 5417-1941

III accordlance with our meonrandunl herewith subllited we recommend:
That section 1700 (e) of the Internal Revenue Code, subdivision (2) as

presently proposed in subdivision (a) of section 542 of the revenue bill, be
amended als follows:

"(2) By whom pal.-The tax imposed under paragraph (1) shall be [re-
turne ninld paid by the person receiving such payments."] collected by the
proprietor of the cstablishmcnt from the person. paying for adlnissitin, refrc8h-
men t, service, and nerchandi8c."

That section 1716 (a) of the Internal Revenue Code as presently proposed
In subdivision (c) of section 542 of the revenue bill, be amended as follows:

"(a) Ihequirelvent.-Every person required under subsection (a) of section
1715 to collect the taxes, or required under section 1700 (c) or (d) [or ()3
to pay the taxes, Impos4cd by this chapter shall make returns under oath, in
dulllcate, in such manner and containing such Information as the Commissioner,
with the approval of the Secretary, may, by regulation, prescribe."

NoTE.-Natter presently contained in revenue bill, to be omitted, in brackets;
new matter recommended printed In italic.

AMERICAN IOTEL AssoCI\TION OF TIIE IJNITFD STATA AND CANADA,
PRANK A. K. BOLAND, C0111s1'.

(A letter by Mr. Boland is as follows :)

A MEItCAN Iloiur, AssoCIA'TioN,
OF TIlE UNITED STATES AND CANADA.

New York, N. K., A gust 22, 19 1.
Hon. WALTER F. Glimniu.

Chairman, senate ,inan e Committee.
Senate Office Building. Washington, D. V.

hiI re suggested amendment to section 1700 (e) of the Internal Revenue
Code, subdI'iion 2 us presently proposed i subdivision (a) of section
512 of revenue bill (H. R. 5417).

DEAR SENATOR: You Will recall that I appeared before your committee last
Wednesday, on behalf of the American Hotel As.sclatlon of the United Ptates
and Canada, with respect to an appropriate amendment to the proposed admis-
sions tax on cabarets and roof gardens, so that hotels might be permitted to
(,ontlhlie to pass this tax oil to the patron as now provide( in the present law.
At the hearing you, its well as the other inembers of your committee, intimated
that In the drafting of the bill there was no Itention to. preclude tie hotel
proprietor front pIssing such tax on to the patron. I previously learned that
this understanding was supported by representatives of the Treasury Depart-.
nment an(1 the Internal Revenue Department. You will recall that I expressed
the opinion that under the present wording of the l)ll this tax could not be
l)assed along and that It would practically immunt to a gross-receipts tax.
In this latter contention I am supported by the advice of many eminent lawyers
who have clients to whom this Issue Is a matter of concern. You Intimated
that your committee would give the matter consideration with respect to some
form of amendment to accomplish our desired objective.
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After having given the matter further consideration since tile hearing, I

suggest tile following amendment consisting of an Insertion (printed 1i Italic) In
subdivision 2 of section 542 of the revenue bill, so that such section would read
as follows:

"By whom palid.-The tax Imposed under paragraph 1 shall be collected front
the patroan and returned and paid hy the person receiving such payments."

You will note that under our suggested amendment, the proprietor still has
the obligation to pay the tax but the amendment permits of collection of the
tax from the patron.

As I stated to your committee, the hotel men of the United States have no
fault to find with the change of the base of this tax, for we do know from
actual experience tMat the enforcement of time present law has heen the source
of serhus administrative difficulties on the part of the Internal Revenmn De.
partment. Nor do we object to the increase of the tax from approximately
4 percent to a straight 5 percent of the total bill. All that we ask Is tile
permission to pass the tax along to the patron under some form of statutory
mandate and hoping thereby to prevent any form of unfair competition on the
part of hotels and restaurants, for as a praceticll matter we can well understand
that while some proprietors may assume to pay the tax directly because of tile
advantage of their financial overhead structure, others not so fortunately
situated may seek to Impose it upon the patron directly or, as an alternative,
through stress of circumstances, may attempt to absorb it by Increasing the
cost of tile food and other entertainment where they can do so, to the dis-
advantage of competitors.

In closing I wish to thank you and the members of your comnmitte6 for the
very courteous treatment wlmch I received from you at the hearing.

Respectfully yours,
FRANK A. K. I3OLAND, C011,18C1.

The CHAIRMAN. There is another matter we might briig up at this
time, because Mr. Murphy this morning presented a very foiceful state-
ment suggesting the imposition of a tax on what I believe was the
commercial mutual companies, the large insurance companies, and I
would like to make this statement about it.

There may be much merit in Mr. Murphy's suggestion, but, obvi-
ousy, if we are going to consider the proposition of a new tax of that
kincwe would be compelled to give the other people, the mutual insur-
ance company people, an opportunity to be heard, and my information
is-and I think it is correct-that the Treasury is giving thought to
this very problem now and is not yet ready to make a recommendation.

And, in order to prevent the appearance before the committee of
people on the other side of the question, if it is agreeable with the
committee, I would like to be able to announce that the comittee will
not go into the question at this time and not until the Treasury is
ready to submit its recommendations.

Senator CLARK. That would not be before the passage of the bill
The CITAIRMAn . No; and it would be only fair to the people on the

other side of the question, and they have a right to do so, to appear
And be heard, which would probably prolong this hearing after this
week.

Senator CLARK. I think that question ought to be dealt with- I
don't know whether it ought to be dealt with in connection with this
bill or later; I do not think it should be treated hastily, but I do think
it is a very important matter. I may say that a nethold is in my mind
for consideration on this bill or the other, reaching such underwriters
as Lloyd's of London, who do business in every State in the Union and
who pay no taxes in any State or Federal taxes, with the exception of
the State of Kentucky, and they do business in competition with in-
surance companies allover the United States. I havq such an amend-
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ment, but I am not (lisposed to )ress that, if it is felt that the whole
matter .lhouli await the reol)ort, from the Treasury and considered in
tile future.

Senator LA FOLLV',. It is a very complicated question ; not oe that
cln be gone into hastily and unless the committee is ready to take u1)
the matter at this t ine, I think we ought to make some state ment about
it, otherwise the niutjual-insurance l)eol)le would naturally want to be
heard an l they are entitled to be heard.

The CHAIRMAN. Yes; that is the reason I brought it up flow. I
don't think, Senator Clark, that your suggestion would be precluded

)y7 this particular suggestions. It is only with respect to these t tIal-

insurance compares.
Mr. Sullivan, does tlhe Treasury wish us to go into that at this time?
Mr. SULLIVAN. Our studies are practically coml)eted, und we will

be ready to submit our report and take tip the matter at the pleasure
of the committee. I think, as you suggested, if the question is to be
opened up, the Treasury would want a coml)lete hearing on both sides,
and whereas in arriving tit our conclusions we think we have given
adequate hearings to both arguments, we feel easier about it. alter a
full public hearing because it is quite likely that we may have missed
something, although we tried not to. We will be ready .whenever the
commit ee wishes to hear from us, either now or in the technical amend-
mnent bill.

The CHAIRMAN. It could be considered in connection with that
legislation.

Mr. SULLIVAN. We should think so.
The CHAIRMAN. What is tie pleasure of the committee?
Seniator LA FOLLu'PrE. This falls in the same category with a great

many others which the House committee has considered. We might
find, after giving our consideration to it that there had been (level-
oped in the House something which would render our action of little
value.

Senator CLARK. It seems to me, in view of the very large loss of
revenue entailed in the untoward delay of this bill, it should be dis-
posed of as early as practicable.

Senator BnowN. We could make this tax effective March, 1942.
The CHAIRMAN. It occurred to me it would be well to let it, go

over for consideration in the bill dealing with the administrative and
technical matters.

Senator CL.%n. I move the Chair be authorized to make the an-
nouncement originally suggested.

'P11e CHAIRMAN. Any objection to that?
(No response.)
The CHAIRMAN. Without objection then, we will not open up this

question at this time but will reserve it for consideration when the
subsequent bill dealing with technical and administrative details is
before the committee, probably this winter.

We will now recess until 2 o'clock.
(Whereupon, at 12. 30 p. in., a recess until 2 p. in. was taken.)

AFTERNOON SESSION

(Pursuant to adjournment, the committee reconvened at 2 p. un.
The CHAIRMAN. Mr. Marsh.
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STATEMENT OF BENJAMIN C. MARSH, WASHINGTON, D. C.,
EXECUTIVE SECRETARY, THE PEOPLE'S LOBBY

Mr. MATIsn. Mr. Chairman, and members of the committee; for
the record, my name is Benjamin C. Marsh. I am executive secre-
tary of the People's Lobby, with headquarters here in Washington.

The C1I,\rSIAN. YOU can sit down, if you would rather sit.
Mr. MAn sI. I would rather stand, if you will let me. .enator. You

see, my father was a preacher and he found lie could deliver his
exordium better standing in the pulpit than sitting down and I think
I inherited that trait.

I have been following the hearings of this committee and I have
reached the conclusion that the American people are almost solid
behind having the other fellow pay the costs of defense. I have
never seen such unanimity on this, and I have been appearing before
the Senate Finance Committee for 24 years; I have never seen such
unanimity in the proposal to "let George do it." I am unable, nati-
rally, to state whether that indicates the American people's desire not
to get involved in this war, or what it does indicate. I am going to
represent, and do today, a group which is not connected with this
great mass who want to let the "other fellow do it."

I want to suggest to this committee that you can, and in our judg-
ment, should raise $20,000,000,000 by taxes. Most of the members of
our organization, the People's Lobby, will pay considerably more
taxes under this proposal and they are ready to.

This morning one of tie witnesses suggested to you that you were
going to hand on to the next generation a debt of $100,000,000,000.

Well, I think I am older than any member of this committee, with
possibly one or two exceptions, and I respectfully suggest to this com-
mittee that the next generation will refuse to'honor any such bill
as that, and it will be repudiated with rather difficult results.

This tax bill is a test bill this year. Hitler is watching it; lun-
dreds of thousalm(ls of young men in eoncentration-I will take it
back-in training camps are watching it; and the people throughout
the world know perfectly well what every member of this committee
knows, that it is not the enunciation of 8 Points either synthetically
in midocean or individually by the President of the United States,
which will determine what our policies are to be following this war.
Those policies will be largely determined by the economic system and
economic conditions and the fiscal policy of the United States during
the war.

That was the case in the World War, you remember, Mr. Chairman,
I am sure.The CHAIRMAN. Yes, sir.Mr. MAIRs. The 14 Points turned into 41 disappoints and the thing
went to smash.

I am going to be specific in suggesting how this money can be
raised, and, frankly, you are going to be terribly criticizd if you
adopt our program and you are going to be in a evil of a situation
if you do not, but I am going to try to reinforce the aspirations of
the Members of the Congress to put through a just tax bill by sending
to about, a thousand paperss in the next few days some facts I will
give you. I know l)erfectly well the Boston Herald, the New York
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Times, the Chicago Tribune, and the San Francisco Chronicle will
not publish them, but thousands of little papers will. Also, I an
going oil a 6 weeks' speaking trip shortly, from here to the coast, to
speak on how this war should be paid for.

I am going to ask permission to file a supporting brief instead of,
reading it, because I know your time is very valuable.

A citizen is merciful to the Senate Finance Committee by doing that
instead of trying to keep them up all night.

We shall have a national income of about $90,000,000,000 this year
and probably $95,000,000,000 next year, and assuming State and focal
tax collections next year will not exceed $8,000,000,000 the Federal
Government can, next year, collect $20,000,000 in taxes.

The Treasury Department has recently issued a statement that the
total tax collections up until July 1, this year for the preceding year
were in round figures-and I will use only round figures for the
record-$7,370,000 000

We suggest the following additional taxes and yield:
Increase In new corporation income taxes ...------------ $2, 148, 000, 000
Increase in personal Income taxes ....................... 3,582,000,000
Increase in the excess-profits tax ----------------------------- 798,006, 000

The August bulletin of the Federal Reserve Board states that during
the first half of this year the net income of major corporations was 25
percent larger than or the same period in 1940-of course, it was only
for the first half of the year-and that dividend payments were 15
percent higher during that period than the first half year of 1940.

We suggest an increase in the capital stock tax of $33,400,000 in
the estate tax of about $145,000,000 in the gift tax of some $48,000,000
and in liquor taxes of about $380,000,000.

I am not as much of an expert as one of the witnesses this morning
as to what taxes on liquor do, because I have not tested the subject
sufficiently, but I do not object to a reasonable increase.

We ask you, in all sincerity, to forget all about these other fool taxes
which the House committee wrote in. When I saw that tax bill from
the House, allegedly of Representatives, I was reminded of the tariff
bill which the Democrats put through when Grover Cleveland was
President which he described as an Tact of perfidy." I can only so
describe the House committee bill, because it puts upon the majority
of the people who cannot afford to pay much, if anything more,
something like a billion dollars extra taxes.

I studied economics. I wasted 4 years during my attendance in the
graduate schools of Chicago and Pennsylvania Universities. I was
earning my way, but you do not have to waste that time and money
to know there are only three taxes that cannot be shifted, except in a
totalitarian government, and we haven't that yet. You cannot shift
the income tax, either the personal or corporate income tax. If you
could nobody would object to it. That is pretty good proof. When
a fellow objects to t tax, it is a sign that he cannot shift it.

Second, you cannot shift the estate tax, or, for that matter, the in-
heritance tax, onto someone else.

Third, you cannot shift a tax on land values. Every other tax,
nearly, you can shift, but those you cannot.

Let me give some figures as to new taxes. We suggest an
excise tax on land value, with an exemption so that no little home
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owner and no little farmer, small fellow, I mean, that is working his
farm, will pay 1 cent additional tax through this excise tax on the
value of land. We know you can raise about $494,000,000 or $495,000,-
000 by such a tax. Whom pill it fall uponI

Well, it will fall upon the Roosevelt, the Morgenthau, and( Astor
tribes and the rest of big-land owners primarily. It should fall upon
me. I have been very much more successful, Mr. Chairman, in the
20 years past in skinning the people than in saving them. About 3
years ago I bought a piece of land over in Virginia. I thoroughly
believe, as Ambassador Joseplhus Daniels remarked in 1935, in Mexico
City, "You will never have freedom as long as you have speculation
in and." He made that statement at a Thanksgiving Day service
and also, "You will never have freedom as long as you have private
ownership of natural resources."

I sold this land after holding it a little over 2 years and I sold it at
a profit minus a few expenses, of about 200 percent. I did not earn
it. In iact, what I made by acts of Congress and the State legislature,
pardon me, was about a year's net salary. I could not have (one that
if we had imposed a fair tax on land vales.

It is strange, but the increase in net rents and royalties from 1932
to 1940 was more than the total reduction in the total interest pay-
ments.

Now I come to the source of the largest revenue you can get, and
that is taxing the surplus and undivided profits of corporations. You
can get next year $5,000,000,000. And it will not be a precedent. I
told you I will not take time to give you the detailed figures which I
have in this statement, but I would like to read on that point these
figures, and all of my figures, Mr. Chairman and members of the
committee, are from our Government reports; none of them are im-
ported from Moscow, not one.

At the end of 1937, surplus and undivided profits of 416,902 corpo-
rations were $58,524,000,000. Their cash on hand was $24,346 300,000.
I will use round figures. The details are in the statement. Their hold-
ings of Government obligations largely tax-exempt were nearly
$24,00000,000.

In other words, at the end of 1937 their liquid assets were about
$48,500,000,000.

I am suggesting what this Congress has got to do to save America
from Hitler or perhaps we miglt say, save the administration from
an economic collapse-it comes to the same thing. What they have
got to do is make the corporations do what they did in each of 3 years
in the past decade. In the 3 years from 1931 to 1933, inclusive, incor-
porated business reported an aggregate loss of $5,900,000,000, but paid
dividends amounting to $9 200,000,000, so that they paid out of some-
thing besides profits, because they had not any profit; they had a defi-
cit, mind you, of $5.900.000 000-they paid okt each of the 3 years an
average of over $5,000 000,000 a year.

To whom ? To their stockholders, and 20,000 people got roughly
one-third of that.

I should say there is not an industry in America which has the
slightest fear of Hitler, judging by the way they have come to you
and said, "For God's sake, give the other fellow the privilege of
paying for defense and give us the privilege of making the profits,"
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because that summarizes practically all tie testimony you have had.
When I see your scheme for excise taxes, which the touse ut u ) to
you, I reach the conclusion that the House Committee, on Wav's and
Means hrove decided the only way to reeml)oy those llt out ;f non-
defense industry is collecting excise taxes; and they are planning to
make jobs for 2,000,000 more such people collecting excise taxes. That
may be Americanism, but I doubt it. It is not intelligent.

The corporations can pay $5 000 000,000 a year for the next 3 years,
for each of the next 3 years. They (lid it for 3 years from 1931 to 1933.
Did they go broke? VNo. I have shown you tie figures, and these
figures, by the way, that I am giving you are from the statistics of
income of the Internal Revenue Bureau for 1937.

After going broke that way, 4 years later they had surplus and
undivided profits of $58,500,000,000. They are plrlably larger today.
I could not get any later figures; your experts can.

Incidentally, not to go into details, out of that. 416,000 corporations,
394 bad about two-fiftlis of all the surl)hus anti undivided profits.

Which leads me up to my next suggestion, Mr. Chairman and mein-
bers of the committee, and that is this: I do not know whether corpo-
ration executives are liars congenitally or as an acquired trait, or
whether they are just scared, but I got from the 0. P. M. the other
day this list of contracts awarded, supply contracts only, totaling
$25,003,000 and over, because anything under $25,000,000 iow is not
worth mentioning. Six corporations received 31.1 percent of all the
contracts given tlu'ough May 1941 from June 1940. Then they give a
list of fifty-odd additional corporations. These 56 corporations, some
of them having in their contract that they would not subcontract,
these 56 corporations-let me read it:

Fifty-six corporations having defense-supply contracts with the War and
Navy Departments have contracted for almost three-fourths of the total dollar
volmne of such contracts, according to a compilation made by the Bureau of
Research and Statistics, Office of Production Management.

I am going to make this request of this committee in order that
we may have a record of it-I know you can get it, I have talked
to some people in the Treasury-I will give you this list and ask
you to let it go into the record, and ask that your committee request
the Treasury Department to ascertain what the net profits of these
corporaions, over and above any increase in taxes you contemplate,
are for the current half year, the first half of this year, as compared
with 1940, and on the basis of that information, that you determine
which one of these corporations is to pay the major part.

I think it is fair to say that corporations that get most of the
Government contracts should pay the major part of the profits tax.
It is nonsensical for me to talk percentages to you because you have
experts that are very capable to determine those-Mr. Stain, Mr.
Parker, Mr. Sullivai, and others, who can get you all of these
facts.

You have been seeing the story in the papers about the lack of
morale in the Army, and that lack of morale, gentlemen, I expect
in the Army was due to the lack of morale in the country.

Well, it would be natural.
Let me repeat, if I may, as some more members have come in-
The CHAIRMAl (interposing). Your time is over.
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Mr. MARSH. I will not repeat then. I will let them read the
record. 1 will get. right down to two or three more points.

May I read into your record a statement I got the second of this
month from the Department of Agriculture showing farm-land values,
exclusive of buildings-5 States have about two-fifths of all the farm-
land value in the 48 States. I would like to enter into the record
just, this last column, if I may.

The CHAIRMAN. Yes, sir.
Mr. MAnsI. Now, the other day you, had the astounding stigges-

tion from a good friend of mine, who I hove will learn economics
later, Mr. Alvord, about the 3-percent withdrawal tax. Of course,
lie appeared for his employers, the United States Chamber of Coin-
merce, whose patriotism has never been put to the test by being
applied. He suggested a universal 3-percent withdrawal tax. Well,
that will probably save the rich fellows over $100,000,000. I figured
it out, and I will tell you why.

This year the net income of people getting over $5,000 will )Je
approximately $9,000,000,000. They are to pay a 3-percent tax
under the Chamber of Commerce suggestion. What does that nican'l

Three percent of $9,000,000,000 is $270,000,000. By a little pay-
nient, about $270,000,000 will be withdrawn from a tax rate in the
upper brackets of 80 percent. It is a very slick scheme. I do not
think there is much danger of its going through, but I want to warn
you it will be pushed. Taking the 1939 figure for the $5,000 people,
their total income was $7,800,000,000. Their property income was
$4,700,000,000. So you see that scheme for withdrawal at the source
really means that the property interests would be exempted from
very'heavy surtaxes, and that would naturally increase the deficit or
put it over on somebody else.

Also, you have had several buckets of tears shed in your presence
over the terrible taxes on the rich. Let me give you the Govern-
ment figures for the poor people who had an income of a million
apiece in 1939; 43 of them.

Tile CHAMIMAN. You will have to put your figures in the record,
Mr. Marsh. Your time is up. You have taken twice as long as you
were allotted.

Mr. MARSI. May I put them in later, then f
The CHAIRMAN. Yes, sir.
(The figures submitted by Mr. Marsh are as follows:)

FIMTIETH OF FAMILIES GET NINTH OP INCOME

The report on Incomes and taxes for 1939 shows about one-flftleth of American
families got about one-ninth of the national Income and paid very little income
taxes.

National income was $68,600,000,000. Income from ownership or control of
property was $21,&32,000,000. The 674,205 parsons or married couples making
returns of over $5,000, received a total net income of $7,814,000,000, and their
income from ownership or control of property was $4,192,000,060.

About one-fiftieth of the families of America received in 1939 over one-ninth
of the total national Income and almost one-fifth of the Income front ownerslip
or control of property. Almost 54 percent of their net income was from property.
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ONE-THURD PERCENT OF FAMILIES 0GET ONF-SIXTITIMI OF INCOME

The 12,034 net returns of incomes over $50,000 reported total income of $1,211,-
000,000, Including income from property of $840,00,C00.

About one-third of 1 percent of the families of America received over one-
sixtieth of the national income, Including almost one twenty-fifth of all property
Income.

The $5,000-plus people paid In Federal income taxes and surtaxes $820,541,000
and had left an average of $10,373.

Even the 467,337 people making humble returns of $5,0CO to $10,000, whose
total net Incomne was $3,139, had left, after paying $81,500,000 of taxes, an average
of $0 541, and incidentally paid on the average in Federal Income and surtaxes
only $177, or 2.0 percent.

INCOMES OVER A hll-LION DOLLARS

The 43 returns of net incomes of over $1,000,000 deserve careful consideration.
Their total reported net income was $74,109,000, and they allowed themselves

an average of $39 700 as salaries, commissions, etc.
This left then $73,393,0"0 income from ownership or control of property, which

must he worth about $2,000,000,000.
Their average income from property was $1,700,810.
They paid in Federal Income and surtaxes only $47,969,000, which is not the

85 percent of net income to which it Is often asserted they are subject, but was
only 64.7 percent-less than two-thirds, and had left on the average after paying
all direct taxes, $007,464.

Returns of incomes under $5,000 were estimated at $6.813.439, or 91 percent of
all returns, with total estimated net income of $14,475.5CO,000.

This averages $2,124 per return, not per family. The total Federal income tax
paid by these 6.813 439 families was $89,972,000, which was 9.88 percent-nearly
one-tenth of all Federal income tax collected-compared with the 5 27 percent of
all tax collections paid by the 43 persons with net Incomes over $1,000,001.

Mr. MARSH. I will just make two requests in closing. First, that.
during this war no member of Congress represent any corporation,
or make an argument for the reduction of taxes of any corporation
until we scuttle Hitler, and then we will have to tackle our own
jobs.

The second suggestion is this: I know the temptations to which
Members of Congress are subjected. I think you should adopt a
resolution which has been before you for years, for a public record
of all stock holdings of all Government oAcials, because, mind you,
not all of them are above the temptation to be patriotic, spelled their
way, and what land they own, so that you can down the growing
feeling in America that things are not going right. People have
a reason to feel that.

After 8 years of the New Deal, property got a larger proportion
of the national income than .under the wicked Old Deal, and luman-
ot cannot survive that much longer by being told to hate Hitler.
ou have got to change that system.
Thank you for your patience. Might I give you a paraphrase

from the Scriptures?
Since ye know these things, happy are ye If ye do that, and unhappy are

the people if ye do not.
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(Tie supplemental statement of Mr. Marsh is as follows:)

FEDerAL GOVERNMENT ('AN RAISE TWENTY BILLIONS

The estimated actual cash outlay for arnments next year, in 1942, will
probably be about $18,000,000,000, while nonarinmnamnt expenditures can be
held to about $7,000,000,000-a maximum total of $25,000,000,000.

The estimated national income this year, 1941, is $89,000,000,000 to $91,000,-
000,000, and for next year about $95,000,000,000.

Twenty billion dollars Is only a little over one-fifth of the national Income.
State and local taxes In 1942 will not much exceed $8,000,000,000.
Combined Federal, State, and local taxes in 1942, assuming Federal taxes

at $20,000,000,000, will amount to only 35 to 40 percent-under two-fifths of
time national income.

Two basic principles Ignored by the House, must be observed scrupulously
in the revenue bill to finance a major part of defense and armaments costs:

1. There must be substantial parity of real income of draftees, officers, pro-
fessional people, stockholders, entrepreneurs, farmers, and wage earners.

2. Taxes must not curtail production, nor add to costs.
This is just another way of putting the principle of ability to pay, approved

in the Democratic Party platform in 1932, and rigorously Ignored.
The tax bill should not attempt to limit consumption so as to conserve raw

materials needed for defense and armaments.
If certain products, such as automobiles, refrigerators, and gadgets, use material

needed for vital purposes, they should not be manufactured. It is folly to attempt
to limit consumption of goods which should not bc produced by excise taxes.

As our experience has also shown, it Is folly to let manufacturers of defense
material bloat costs, and then take back most of excess profits in taxes.

Thli, pyramids costs.
For the current year 1941:
Total inco-ne of persons, not families, receiving not incomes of over $5,000

will be about $9,('00,000,000, and there are about 700,000 of them.
Total income of persons. receiving net incomes of $3,000 to $5,000 will be

about $0,000,000,000, and there are amout 1,2110,000 of them.
This represents about 1,850,000 families.
Total income of persons with net Incomes of $2,000 to $3,000 Is this year about

$4,600,000,000, and there are about 1,700,000 of them.
These 3,650,000 persons representing probably about 3,475,000 families--or

approximately one-ninth of all families will get this year around one-fourth of
the total national income, including the major part of income from ownership or
control of property.

In addition the total income this year of persons receiving net incomes of $1,000
to $2,000 is from $3,750,000,000 to $4,250,000,000. People in this income class paid
Federal income tax ill 1938 of only $15,202,000.

The Treasury Department reports that from July 1, 1940, to June 30, 1941,
total individual income-tax collections were only $1,417,655,000, which was an
increase over the preceding year of $435,637,000, or about 44 percent.

If America is to get adequate defense or armaments, within 2 years, the Gov-
ernment will have to take over all basic industries, as well as all defense indus-
tries, since they are all involved In the defense program.

It will not be practical to bank on largely increased receipts from corporation
profits under Government control, since elimination of profits and getting down
costs of the armaments program is quite as effective a method of preventing
inflation, as taxing incomes, cradles, clothing, shoes, food, and drinks.

The armaments program is costing at least one-third more than it should, but
this cannot be changed in the eighth month, to affect this year vitally.

It can be done for next year, now.
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Tile following table gives receipts iln main classes and. in millions for fiscal year
1940 to 1941, possible yield in l'42 calendar year, and increases, and new taxes
proposed.

[in millions of dollars)

1040 to 1l 1942 Increase

Corporation Income taxes ........................................... 1,852 4,000 2,148
Individual Income taxes ............................................ 1,418 .5,000 3, &82
Excess profits, etc., taxes ------------------------------------------ 201.4 1,000 798.6
Capital stock tax ................................................... 166.6 200 33.4
Estate tax ................----------------------------------------- 355.1 500 141.9
Gift tax ............................................................. 1.8 100 48.2'
Liquor taxes.--..................................................... 820 1,200 380
Tobacco taxes .......................................... 698 608 ........
Documentary and stamps taxes. .............................. .----- 39 39 ...........
M manufacturers excise taxes .......................................... 617.3 617.3 ............
Other miscellaneous taxes .......................................... 225.1 225.1 ............
Employment ...................................................... 925.8 925.8---------

Total ............... : ......................................... 7,370.1 14,0 .2 7,135.1

New taxes:
Excise tax on privilege of holding land based on value, with small exemption -------------- $491.8
Tax on surplus and undivided profits of corporations with assets over $100,000.000 . -.......... 3,000
Tax on surplus and undivided profits of corporations with assets under $100,000,000 .......... 2,000

Total ...................................................................................... 20, 00

This table shows how to get an Increase of $7,135,000,000 from existing taxes,.
without any increase in consumption taxes, and how to obtain $5,495,000,000,
additional revenue from new taxes--on land values and on corporation surpluses,
and undivided profits.

The exemption for an individual will have to be reduced to about $750, and
for a couple to $1,500-with allowance for dependents.

Monthly payments will help In collections.
The Department of Agriculture reports that April 1, 1040, the value of farm

lands, exclusive of buildings, was $23,239,200,000. of which s out of the 48:
States-Illinois, Iowa, Kansas, Texas, and California-reported $8,917,000,000,
or 39 percent-nearly two-fifths--of the total for all farm lands.

A large part of farm lands In these States Is in rather valuable holdings.
Government's farm programs have benefited chiefly land owners since higher

prices for farm products, as the Department admits, result in hi.her selling prices
of farm lands.

The assessed value, that is the untaxed selling price of land in American cities
is about 40,000 million dollars, and much of it is owned, in every major city by
5 to 10 percent of the people.

Suburban land tends to be more widely owned.
Just as the Government's farm policies increase the selling price of farm lands,

so its housing and relief programs Increase the selling price of nonfarm lands.
The public-housing program reserves to economic royalists the privilege of*

plucking those whose income makes pltcking profitable, and reserves to Govern-
ment the privilege of bailing out landowners of sites needed for housing for
people too poor to be attractive victims.

Both the Roosevelt and the Morgenthau families are successful and congenital
land speculators, which has rendered them Incapable of urging that the Govern-
ment can get half a billion dollars a year by taxing their racket.

Congress may escape such blindness.
Such an excise tax on land values will effectively prevent speculation In farm

lands, which the Vice President In 1034 declared "was worse than the plague,
and almost as had as war."

It will materially reduce the price the Government pays for land, for housing,
cantoninents, airfields, and other purposes connected with the armaments program.

At the end of 1937 (the last date for which lmires are available) the surplus
and undivided profits of the 394 corporations having assets of over $100,000,000
amounted to $22,713,200,000.
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Their financial position was quite strong. They had cash assets of $10,418,-
800,000 and held Government obligation amounting to $13,715,400,000.

Many of these mammoth corporations are well represented in Government
defense agencies (or were till recently), and have gotten rather Juicy war con-
tracts. They Include most of the large motor companies, which were ai)le to stall
off priorities and pile up profits on their almost record output of motors in the
past year.

They Include the Aluminum Trust, steel combine, oil octopus, and Food Trust-
with bloated capitalizatlon and ballooning profits.

The $3,000,000,000 suggested tax on the surplus an( undivided profits of
these corporations to "save the system of private enterprise"-of which they have
been such beneficiaries, would mean taking considerably less than ole-eighth of
their liquid assets at the end of 1937-and probably a smaller proportion of their
present liquid assets-cash on hand and Government obligations.

Their capital assets at the end of 1937 were $50,035,700,000.
At the end of 1937 the surplus and undivided profits of the 416,508 corporations

with assets of less than $100,000,000 were $35,810,800,000.
Their cash on hand amounted to $13,927,600,000; their holdings of Govern-

ment obligations to $10,272,000,000-together their liquid assets were $24,195,-
000,000-oniy $44,000,000 less than those of tile 3D4 mammoth corporations.

A tax of $2,000,00,000 means taking only about one-twelfth of the liquid
assets of these corporations at the end of 1937, and probably about time samue
proportion of their present liquid assets.

Payments out of surplus and undivided profits would not le a precedent.
In the 3 years 1931, 1932, and 1934 Incorporated business reported an aggre-

gate loss of $5,885,000,000 but pail dividends amounting to $9,200,000,000.
This means incor)orated business paid, out of something it had, and presuniahly

out of surplus and undivided profits, $15,085,000,000 or an average of slightly
more than $5,000,000,000 each of the 3 years.

In spite of this, total surplus and undivided profits of incorporated business
were at the end of 1937 almost $58,524,000,000.

Such a tax on surplus and undivided profits would make Government acquisi-
tion of basic Industries much more practical, for it would cut the selling price of
stocks quite materially and would doubtless enable bondholders to see the wisdom
of accepting some composition as to principal and interest rates.

In 1937 Incorporated business paid hi interest $2,925,900,000.
About 20,090 stockholders collect about one-third of all dividends paid.
The Government's policy of Increasing the national debt by 10 to 15 billion

dollars a yeahr, even for 2 or 3 years, will produce such Inflation as will cause
most small stockholders much larger loss of purchasing power than the reduction
In their claim upon the production of tile Nation involved In the proposed tax
upon surplus and undivided profits.

Government cannot ethically or safely attempt to pass onto time next genera-
tion any appreciable part of the cost of arnaments and defense necessitated
largely by time stupid, or worse, policies of this administration.

(Mr. Marsh also submitted the following report:)

OFFM . OF PRODUCTION MANAGEMF.NT

Fifty-six corporations having defense supply contracts with the War and
Navy Departments have contracted for almost three-fourths of the total dollar
volume of such contracts, according to a compilation made by the Bureau of
Research and Statistics, Office of Production Management. The balance of one-
fourth of the total volume of defense supply contracts was divided among
several thousand contractors.

Under supply contracts the Government Is provided with ships, airplanes,
tanks, guns, other equipment, food, and fuel, in contrast with construction
contracts under which cantonments, bases, depots, arsenals, and factories
are built.
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Bethlehem Steel Corporation, at the end of May, held the largest volutiuo
of supply contracts-a total of $927,000,000. The next largest volume of
supply contracts was held by the New York Shiptbuilding Corporation, the total
being $507,000,000. General Motors Corporation ranged third with $490,000,000,
and Curtiss-Wright Corporation fourth with $444,000,000. Fifth in (.rder wits
Newport News Shipbuilding & Dry Dock Co., with War and Navy supply
contracts totaling $389,000,C00, and sixth H. I. du Pont with $318,000,000.

The combined defense supply orders of these six companies total $3,075,000,000,
or 31.3 percent of $9,839,000,000, representing the total volume of till defetise
su)ply contracts at the end of May. Tabulations of these are given In the
following three tables:

Distribution of War and Navy supply contracts of $10,000 and over by volume of
contracts held, Juno 1940 through May 194f1

Dollar volume of contracts Num- Dollar Dollar volume oDlontracts r olar
held by company (in noil- ber o volume of held by company (in mil. cor volume oflions of dollars) pacsm- contracts lions of dollars) panesm contracts

600 to 1,000 ................. 1 ,927,000.000 0 to 100 .................... 12 $832,000,000
S0 to WO .................. 1 507,000.000 ,25 to 60 ..................... 22 751,000,000
400 to 600 ................... 2 934,000.000 Up to 251 .................. (3) 2,69 ,000, 000
300 to 400... - ............. 2 708000.000
200 to 300 ................... 8 1,131.000.000 Total ................. (1) 9,839,000,000
100 to 200 ................... 11 1,480,000,000

I From $10,000 to $25,000,000.
, Not available.

Cumulated distribution, of War and Navy Department supply contracts of
$10,000 and over by volume of contracts held, June 1940 through May 1941

Dollar volume Percentage
Number of of contracts of dollar

Dollar volume of supply contracts held by company companies cumulated volume
cumulated (in millions cumulated

of dollars)

Over $600,000,000 ................................................ I 2 9.4
Over #500,000,000........................................... 2 1,434 14.6
Over $400,000.000........................................... 4 2, 38 24.1
Over $300,000,000 .............................................. 6 & 076 31.8
Over $200,000,000 ................................................ 11 4,207 42.8
Over $100,000,000 .............................................. 22 5,8 687 87.8
Over ' 0000,000 ................................................. 34 6.510 6.3
Over 1r ,00,000 ........................................... 5 7,270 7. 9
Over 110,000 .................................................... (I) 9,839 100.0

t Not available.

Cornpanics with War and Navy Departtent supply contracts totaling $25,000,000
and over, June 19.j0 through May 1941

In millions
ot dollars

$600,000,000 to $1,000,000,000: Bethlehem Steel Corporation ---------- 920.9
$500,000,000 to $600,000,000: New York Shipbuilding Corporation -------- 507. 3
$400,000,000 to $500,000,000:

General Motors Corporation -------------------------------- 489.9
Curtiss-Wright Corporation --------------------------------------- 443.9

$800,000,000 to $400,000,000:
Newport News Shipbuilding & Dry Dock Co ---------------------- 889.2

. I. du Pont de Nemours & Co., Inc ------------------------ 318.5
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Companies with War and Navy Department supply contract totaling $25,000,000

and over, June 1940 through Magy 1941-Continued

$200,000,000 to $300,000,000: of dollars
Glenn L. Martin Co ---------------------------------------------- 249. 1
Consolidated Aircraft Corporation -------------------------------- 226.4
United Aircraft Co ----------------------------------------------- 224.5
Douglas Aircraft, Inc .------------------------------------------- 221.2
United States Steel Corporation ---------------------------------- 209. 9

$100,000,000 to $200,000,000:
Seattle-Tacoma Shipbuildlng Co ---------------------------------- 179. 6
Boeing Airplane Co ------------------ * ------------------------- 170. 1
Bath Iron Works ----------------------------------------------- 166. 5
General Electric Co ---------------------------------------------- 152.5
Ford Motor Co -------------------------------------------------- 128. 5
Electric Boat Co ------------------------------------------------- 120. 1
North American Aviation, -- ---------------------- 123.9
Cramp Shipbmilding ..-------------------- , --------------------- 114.8
Sperry Corporato ----------------------------------------------. 0
Bendix Aviatioa Corporation -------------------------------------- 107. 3
Western Cartridge Co -------------------------------- ----------- 102. 9

$90,000,000 to $400,000,000: Consolidated Steel Corporation ----------- 98.2
$80,000,000 to $0,000,000:

Los Angel[s Shipbuiding & Drvy Dock Corporation ---------------- 83. 4
Baldwl(WLocomotive Works--_--. ------------- 82.0e n Car and .Foundry Co- T S 2

$70,OCO, 'to $80,000,000:
Aner an Woolen - -. -- 74.3
Chry er Corporation . , .- -----

$60,000, to $70,00COO:
Pac rd Motor Car Co ---- ------------ 03. 8
Tai a Shipbuildoig Co., Ipe -.. _ . 02.1

$50,000, to $60,OQ,0 - ,Repn Me ANlatl6 .Co-_. .... , :-.. 57.38
flop)llCAi'iti6~Co~.I - -~--------------- '.

Gri nan Aircraft Enighiueting Corporatirl,-------------------- 53. )
Ame an Locom6live Co-----. -------- ----------------- 51. 3
Ingal Shpbuldg Co ......---- -_ . ........- 50.0$40,000,o0o $50,0¢0,0oo",or... . ... ,_5.

White otor Co --------------- 48.4......... ...; ---.. ... . ---y ,. . . .-----------

Lockhee Aircraft Corporat-on ..-... --...... -- . .-- 46. 1Vultee Ai'raft, Inc.....-------------"J 46.
Fairbanks Iprse & Co---,. -&".4 --- A;........ .. - - --. ....... 40.3
Continental 4Qtors Corporation ---........... . 1 ----------- 40. 2

$80,000,000 to \$40,(9 000
Gulf ShipbuildinF4. orporatIon ----------------- 39.7- -- --- ----------------8 . 73. P. Stevens & Co ..',_ ................... -. ---...... 88. 2
Western Electric Co., I ---------------------------- 3 38. 1
Moore Dry Dock Co --- 88.0
Atlas Powder Co ----------------------------------------- 86.0
Diamond T Motor Co ------------------------------------- 85.
Studebaker Corporation ------------------------------------ 35. 1
Manitowoc Shipbuilding Co --------------------------------- 80.5

$25,000,000 to $80,000,000:
Hercules Powder Co ---------------------------------------------- 29.9
Lake Washington Shipyards -------------------------------- 29. 9
Savage Arms Corporation ------------------------------------------ 27. 2
Bell Aircraft Corporation ----------------------------------- 27. 0
Todd & Brown, Ine .. ----------------- --------------------- 26. 8
Northern Pump Co ---------------------------------------- 25. 8
Williamette Iron & Steel Corporation ------------------------- 25. 7
Crucible Steel Co. of America ------------------------------------- 25. 5
Arma Corporation ------------------------------------------------ 25.1
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Value of spccfld farm land, by Statcs, ccnstis of Apr. 1, 1940 t

State:
Maine ------------------------------------------------- $56, 117,595
New Hampshire -------------------------------------- 22, 551,581
Vermont -------------------------------------------- 44; 724, 568
Massachusetts --------------------------------------- 91,232, 745
R (hode Island ---------------------------------------- 11,833,550
Connecticut ------------------------------------------ 94, 584, 184
New York ------------------------------------------ 408,416,397
New Jersey ----------------------------------------- 1 08, 662, 712
Pennsylvania --------------------------------------- 363, 337, 506
Ohio ----------------------------------------------- 819,044,149
Indiana -------------------------------------------- 827, 790, 280
Illinois --------------------------------------------- , 896, 965, 980
Michigan ------------------------------------------- 458,095,306
Wisconsin ------------------------------------------- 596, 070, 686
Minnesota ------------------------------------------- 897, 364, 224
Iowa ------------------------------------------------ 1,895, 842,351
Missouri --------------------------------------------- 762, 918, 416
North Dakota --------------------------------------- 349, 659, 932
South Dakota --------------------------------------- 371,700,325
Nehraska ------------------------------------------- 881,054, 215
Kansas --------------------------------------------- 1 , 163, 555, 692
Delaware ------------------------------------------- 26, 838, 904
Maryland ------------------------------------------ 144, 698, 703
District of Columbia ---------------------------------- 5,349,200
Virginia -------------------------------------------- 394, 591,653
West Virginia --------------------------------------- 164,060,651
North Carolina -------------------------------------- 488, 888, 707
South Carolina --------------------------------------- 225, 172,887
Georgia --------------------------------------------- 319,588,215
Florida --------------------------------------------- 255, 151,867
Kentucky ------------------------------------------ 520, 112, 424
Tennessee ------------------------------------------ 450, 529, 442
Alabama ------------------------------------------- 291, 661, 227.
Mississippi ------------------------------------------ 345, 493, 866
Arkansas ------------------------------------------- 340, 534, 608
Louisiana ------------------------------------------- 263, 079, 881
Oklahoma ------------------------------------------ 690, 592, 280
Texas ---------------------------------------------- 2,173, 068, 101
Montana -------------------------------------------- 283, 507, 586
Idaho ----------------------------------------------- 266, 903, 658
Wyoming -------------------------------------------- 129,635,810
Colorado -------------------------------------------- 303, 496, 434
New Mexico ----------------------------------------- 159, 272, 358
Arizona ------------------------------ -------------- 130, 585, 238
Utah ------------------------------- . -------------- 118,301,474
Nevada -------------------------------------------- 38, 254, 027
Washington ----------------------------------------- 438, 846, 309
Oregon --------------------------------------------- 362,479,771
California ------------------------------------------ 1,780,899, 592

United States ------------------------------------- 23, 239, 177, 267
1 Preliminary.
Source: Division of Statistical and Historical Research. Bureau of Agricultural Economics. Compiled

roi reports of the Bureau of the Census.

The CHAIRMAN. Mr. Forstall.

STATEMENT OF JAMES J. FORSTALL, REPRESENTING MICKEL-
BERRY'S FOOD PRODUCTS CO,, CHICAGO, ILL,

Mr. FORSTALL. Mr. Chairman, my name is James J. Forstall, of
Chicago. I am representing Mickelberry's Food Products Co., a
Chicago company. I am one of its directors.
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Our interest here is to see that, there is in the law a definition of
excess-profits taxes which will be foir to ra)idly growing" corl)orat lolls
such as ours. Now, I realize that excss-profits tax laws are not simple.
I have had a little experience myself in that regard. I ,-as one of the
lawyers on tile Internal Revenue Staff ill 1918 and 1919. There were
only 12 of us in the Solicitor's office at that tine, when the Revenue
Act of 1918 was adopted, and since then I have spent at g(ood deal of
time on these taxes, so I know it is not easy to find somet hing simple.
That is why I and some of my friends have been delighted in finding
the formula which has been suggested by Mr. Stiles for use in the
determinationi of excess l)rolits, which seem~is to be fair, just, and at the
sate time very sitnl)le.

I want to give, first of all, just a few facts about our coral)any to let
von know what our problem is and then see if you (to not think that
ihat formula would he very fair for companies il our situation.

We process and sell l)ork products. We sell them by refrigerated
trucks from store (toor to store door-only to retailers." We have no
(noverunent. orders at. all. Our business is mostly in Chicago and
Detroit and the suburbs. The company was incorporated in 1926.
We had a very stable and good income from 1936 to 1930, earning close
to $120,000 each year, after Federal taxes. hen we °Went into an
unfortunate side venture; we bought out a cookie company with 10
plantss all over the United States, and we began losing money right

and left on it, and then finally, in 1935, our company was practically
insolvent and almost passed ott, but by strenuous efforts the cdmpany
was saved. In 1936 we lost, only $3,400; in 1937 we made $27,000;
in 1938 we-made $68,000; ill 1939 we made $90.000; and in 1940 we made
$118,000-all before Federal taxes.

Now, under the ternis of the First Revenue Act of 1940, we would
have been subjected to a very heavy excess- profits tax on those 1940
earnings, even though those earnings were less than what we were earn-
ing normally umtil we got into tlus outside business which cost us so
imuch, and even though in the last 10 years the dividends on the conunon
.-tock have amounted, in all, to only 45 cents a share, Which is only three-
fourths of the amount paid each year as dividends in 1930 and before.

There is also the fact that we have never done any defense business.
We just sell to retailers. Then there is this additional fact to make
it all tile stronger: While 01t1' income in 1940 wias just about uI) to
lie 1926-30 level, our profit margin was very much lower. We siml)ly
had the larger income because we lad increased the number of out-
lets an1(1 increased the territory. We were emnploying more people,
Pl11yi1g more wages.

It hardly seems fair, under those circumstances, that we should
pay a substantial excess-profits tax. Of course we are paying for
1940 a 24-percent income tax and Will pay a 30-percent one. for this
year, but I think you Will agree that a. substantial, drastic excess-
profits tax on top of it would not be fail- if "excess" means anything.

Now, there are several different ways that our situation could be
helped. I anm glad to say that fortunately this committee, in its
wisdom, proposed an amiendmnent to the Frst Revenue Act of 1940.
Tis amendment was enacted as part of the Second Revenue Act of
1940, and it very greatly helped our situation, lut we did have some

(1977-41-19
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excess-profits taxes to pay even then. Tile trouble with tile amend-
ment is that it does not carry the relief forward. This year's earnings
will be greater than last year's earnings, and we hope that the 1942
earnings are going to be'greater still, but the additional growth is
not taken care of at all.

Of course, we will pay heavier excess-profits taxes anyway. There
is a 10-percent increase in all the rates, and no income-tax deduction
is granted.

We feel that a formula which takes care of a company such as
ours, which really has no excess earnings at all, so that it does not
have to pay, on top of heavy income taxes, heavy "excess-profits
taxes," taxes that we submit are not excess-profits taxes at all, is fair
and just. That is why we are so strong for the formula of Mr.
Stiles.

Mr. Alvord and Mr. Stiles have both discussed it at length. I will
not go into details, but I will say just a few words about it.

A formula which adds to your excess-l)rofits credit base pro rata
with your increases in pay roll certainly seems just as fair as the
rule, where the excess-profits credit is based on invested capital, that
if you double your invested capital, you double your base.

Certainly this administration does not want to discriminate against
the workingman as compared with the capitalist. Under your in-
vested-capital base, if you put ul) twice as much money and buy that
much additional stock, you double your base. If the company is
expanding, giving more employment and more wages, it certainly
seems fair that they should get a larger base on which to determine
their excess-profits tax. If they put in additional capital, that may
well go into lal)or-saving machinery, so there may not be anywhere
near t pro rata increase in pay roll or any help to the general pros-
perity of the country, and yet, they will double their base. Unless
you idopt such a foimula as this, if we double our pay roll, we do
not double our base even though we are giving those additional wages.

I submit that our case is a splendid examl)le of a company that
seems to need the benefit of that formula to escape unjust taxation.

There are a coUl)le of my friends in Chicago representing other
companies that would like to join us in supporting the Stiles formula.
I am not through yet, but with your permission, when my testimony
is concluded, I want to l)ut a paragraph or two in the record in their
behalf. Will that be all right?

The CHAIRMAN. Yes.
Mr. FORSTALL. There is one other ground on which I would like to

support this Stiles formula. The cimirman of this committee was
quoted in tile papers some time ago-I would not want to say I re-
member it accurately-as saying of the Revenue Act of 1942-ind we
all know there will be one-that it was important that in it there should
be a comprehensive simplification of our tax laws. Certainly, if lie
was quoted correctly, it strikes a sympathetic chord in miy breast, be-
cause all the why back in 1918 to 1920, when I was working on these
laws, it always seemed to me that the most terrible thing about them
was the waste of intellectual power and time of the leading corporate
executives caused by their having to devote so much time and thought,
to fussing with the corporation-tax laws. For the board of directors
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of at company, or for tile executive committee, to spend their lime on
tile details of the tax laws-what sort of tax return they would make,
what their depreciation policy should be, what their (lepletion policy
should be-always has seemed to me just a terrific economic waste. if
that were true in the twenties, wlien things were going well, when. we
were not in any crisis, what about now when we are ill a great crisis,
when, as Senator Byrd says, the defense program seems to-be lagging
terribly? Would not it be well if we could simplify the tax laws? I
know it is not easy, but the British have always kept their century old
income-tax laws relatively simple, so vhy cannot we greatly simplify
ours? If we really could simplify tile tax laws we col(1 release a large
amount of invaluable intellect and time for increasing the defense
production. Therefore in conclusion, I want to urge that this Stiles
formula be adol)ted flus year Its a first little start in a sto) toward
simplification of the tax laws. While its ad1op)tion us an alternative
this year will add one more provision, this simple l)rovision, to the act,
experience the next year or two may well show that a lot of other
relief provisions may be dropped ouit, because this simple provision
will take care of them.
Mr. Arthur C. Nielsen, president of A. C. Nielson Co., of Chicago.

who was unable to appear before the Senate Finance C0mmittee but
who did testify on May 15 and May 28 before the committee e (n Ways
and Means, has requested that I include in my remarks the following
statement for him:

The nature of our business is such that we are brought in close contact with
many growing companies and are convinced that they have and will coiftinuite
to play i very important part Ill the future progress of the economic( welfare of
our comiitry. It is my opinion, therefore. that tie retention of the average earn-
Ings nictiol as aniinded by Congress in Mardh of this year Is absolutely necessary
for the continuation of such companies.

I believe, however,'tlrt their future growth should be encouraged by tile provl.
sion of an a(ditionial yardstick for the purpose of determining normal profits.
The suggestion which has already been submitted to your committee and is
known as the Stiles formula for determining normal profits of a growing comn-
pany appears to ine to be a very equitable method. Its sihplieity makes it eavily
understood and Its adoption as an additional alternative or relief measure Is
highly desirable.

The CH.I I :XN. Thank you very much. You may )ut ilito the
record what you wish to. ,

Mr. FOrSTLL. I submit for incorl)oration in tlhe record the following
letter from the chairman of the tax committee of the Illinois division
of tie National Small Business Men's Association.

(The letter submitted by Mr. Forstall is as follows:)
IL.LINOIS DIiSION, NATIONAl. SMA'.. PU5!N:5s. ME.N's A SS;MIATION. INC.,

Clhicaqo, Ill., August 19, 19411.
Mr. ,JAMEB J. FORSTALL,

Ohricago, Ill.
DrAn Sin: Please Incorlporate in your testimony before tle Committee on

Fhmmaimee, United States Senate, tile following:
The tax committee of the Illinois division of the National Small Business

Mmi's Assocation Is convh'iecd that growing colpanlies have and will continue
to play n very Important part ii tle future progress of the economic welfare
of our country. It Is their opinion, therefore, that the retention of tihe average.
earnings metlod as amended by Congress in Marcl of tills year Is absolutely
necessary for the survival of such complnlies.



REVENUE ACT OF 1941

They also recommend an amendment lIneorporatlng the principles of tlhe Stiles
formula as an alternative method of computing the excess-profits credit as It
gives growing enterprises an oplJortullty and Incentive to keep on growing.

It is simple to apply and relieves the small businessman using this method of
the costly burdens of the computation of the excess-profits credit which the
prelpmratlon of returns under the existing law Involves.

Yours very truly,
NATrIONAL SMLT. BUSINESS M[EN ' ASSOcIAION,
TnoM,\s F. S:.AY, Thxr Comnmithce Chairman.

The CHAIR3MAN. Mr. Somimers.

STATEMENT OF HOBART H, SOMMERS, CHICAGO, ILL., REPRESENT-
ING NATIONAL EDUCATION ASSOCIATION OF THE UNITED
STATES AND MUSIC EDUCATORS NATIONAL CONFERENCE

Mr. SommmtMls. For the record, Mr. Chairman, my name is Hobart
H. Sommers, of Chicago. I am principal of the Auistin High School
of that city, and I ain representing here today the National Education
Association! of the United States as well as its department, the Music
Educators National Conference.

We are interested merely in the proposed 10-percent tax on musical
instruments that was presented to your attention this morning.
The N. E. A., as you know, is a memiership of 211,000 in the Jnited
States, amid the Music Educators National Conference is composed
of mostly l)ublic-school music teachers in the United States and has
a membership of 45,000, and we, of both organizations, sincerely
believe that this tax will affect detrimentally the development of
the bands and orchestras in our schools.

Our instrumental music organizations are great contributors to
good citizenship, high morale, an( the unified community spirit in
our schools. We have developed this as a public-school enterprise.
It is not a private enterprise. It is run by the teachers.

I notice a good many of the people who testified before your com-
mittee testified from the viewl)oint of the manufacturers. I might
say I am representing the teachers and consumers that are interested
in not seeing this tax passed.

We object primarily to the classification of musical instruments as
luxuries, as we teachers in the schools know them to be as important
to our educational plans as any of our textbooks.

I think that was a point maide by Major Griffith this morning, as
far as athletic equipment is concerned, and we are in favor of that
also.

There are 30,000,000 young people in the schools of the United
States, and almost every one of them has contact with public-school
music daily.
The Am'erican boy and girl have found group expression through

musical instruments in a movement that has no parallel anywhere
or anytime in history.

Of the 7,000,000 youngsters in our high schools and junior colleges,
between 30 and 40 percent would be vitally affected by this tax
as new users of instruments.
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This great development of public-school music is something that
has grown up since World War I, when the school bands and orches-
tras gave great service in the Liberty-bond drives and showed the public
what organized school music could do along that line.

I hope they will not be called upon again in such a great measure,
but that is within the realm of reason.

During the depression the music program was often attacked as a
passing fad; but the fact that it has grown during hard times shows
its importance to tile school program. In this year almost 100,000
boys and girls, picked people from tlir local 'organizations, took
j'aIt in the national band and orchestra and solo contests, in the
great regional festivals held at many places over the Nation. Educa-
tors are agreed that this is a worth-while activity from many view-
)oints. This is not only the music teacher now, mind ,ou,'but we

all agree that. this activity is worth while. Thiis neNw tax of 10
percent we believe will affect the professional musician little, if at
till. We feel he has his instrument already, and that the people
that. will be affected by the tax are the youngsters that are coming
i11) and buying new materials.

The high-priced articles, such as old violins or other expensive
instriuinents, are not newly manufactured articles, but have gained in
value oil account of mellowness due to age.

Musical-instrument dealers, and I believe Mr. Smith testified this
morning tiat tile great blk of the instrument business deals with
amateurs who are customers of new and low- )riced articles, about
80 percent. We wish to corroborate that fact from the school view-
point.

My point is that this tax will put a great psychological burden on
an educational movement that has taken 25 years to build.

If Congress labels these community activities of school bands and
orchestras, and other materials, as luxuries to be highly taxed along
with jewelry till(] other articles that, you have here 'that are not
pertinent to defense, we have been placed ii a very embarrassing
position. We believe that these things are just as important , the
musical activities, the bands and orchestras, to our boys and girls as
their learning geography and perhaps more so.

Senator TAmr. How far would there be any exemption as to high-
school bands?

Mr. So~iMpas. I do not know as there would be any exemption.
I noticed in the testimony of one person this morning where he
mentioned the fact that boards of education could buy instruments
and therefore, being representatives of the State, would get some
exemptions; but I would like to point out that very few boards of
education supply instruments to the school. That is done through
what is called the school fund. For instance-I am from the city
of Chicago-our board of education has not supplied any money for
school instruments for years; they have been bought through the
school. We raise that money through our concerts one way or an-
other to buy the school instruments, and the children often buy
their own after they become interested in the school musical pro-
gram. It is a school fund and is not a fund created by the board
of education, and we could not claim exemption for any instruments
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that we might, buy next year for the Austin High School, my own
school. Does that answer your question, Senator Taft?

Senator TAFr. Yes.
Mr. SoiMMEmns. The music program in our schools should be left to

develop unhindered. The American youth, we believe as educators,
has enough of passive listening in the movies and the radio. He
needs to (1o somnethinIg himself that. will help him undestand his com-
mnunity and teach him his place in a democratic society. This is a
community activity program. He is doing something in his band or
orchestra, he has an opportunity to serve his community in many ways
through this musical group, and we feel it is very good for him in
the.s days, or any (lays, as far as that is concerned. " g

This Is the point that. Senator Taft talked about: The money for
instruments used in our school bands and orchestras seldom conies
from board of education tax money but rather from the individual
players or from money raised locally by the school itself.

The music organization of our schools will be keenly needed next
year in the effort of American education to keep the citizens of the
United States alive to the needs of the defense program.

I am quite worried about the statement made by Mr. Smith thiR
morning, that with the lack of priority on some metals lie will not be
able to make as many instruments as he had made in the past. 'hat
alone is going to hinder us, but with this tax of 10 percent put on
by Congress we feel it will hurt us no end.

You remember the tax bills passed after World War I that ex-
empted musical instruments, amid we feel little actual money will be
lost to the Federal Government if this tax is not enacted, biut many
thousands of homes and people will be affected. Local tax budgets for
e(uca ion will be strained on acebunt of rising Federal expenditures,
and this 10-percent tax under luxury classification, together with the
new installment-buying regulations, will do inestimable harm to the
pul)blic-sclool music program in our schools.

The ChAI RMAN. Any questions?
Mr. S0CMM1%ERS. I will be glad to answer them.
Tihe CH,\mrrAf. Thank you very much for your appearance.
Mr. Scudder.

STATEMENT OF C. W. SCUDDER, CORDELE, GA., PRESIDENT,
GEORGIA MUSIC EDUCATION ASSOCIATION

Mr. SCtDDER. My name is C. W. Scudder, of Cordele, Ga. I am
president of the Georgia Music Education Association and repre-
sent ing the Music Educators National Conference.

The CTIAMArN. You wish to speak on the same text.?
Mr. SCUDDF.R. On the same subject.
The statements that I have for you represent the views of more than

45,000 music educators represented by the Music Educators National
Conference, a department of the National Education Association.

In unparalleled expression, it has been said:
Music, drama, painting, and pageantry-all the arts-are the means by which

a nation may express emotionally Its common Ideals. The spirit of our Nation
should speak through its art, and, as it speaks, its spirit will nourish Its art;
and, ultimately its art will exalt its spirit.
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Education is the foundation of any State. Anything that we do
today that weakens our educational program will tend to weaken
our great country at a time when it needs to be strong in every respect.
Modern educators believe that education has to provide not only
knowledge, skill, and insight necessary to solve social and economic
problems but also a means of developing aesthetic sensitivity. O)-
portunity must be )rovided for giving vent to emotions which will
bring about emotional stability and mental health of our youngpeop le.

Music teaching in this generation is done as group work in the

public schools in contrast to the habits of 25 years ago of having pri-
vate teachers for violin, cornet, and liano, and so forth. Music is a
regular school subject taught in school hours, in schoolrooms equipped
as )and, orchestra, and practice rooms, with teachers paid like teach-
ers of algebra and geometry and with students receiving credit
toward gra(luation, in baind, orchestra, clarinet, or violin.

[he public-school music teachers of the United States feel that
this bill will definitely harm the growth of a great movement which
has as its )hilosophiy that music is essential in the lives of our young
people and in the community. The music educators are offering one
of the most vital voluntary contributions to the building of the
country's morale.

The brightly uniformed high-school band found almost in every
small town ii America is not a luxury but an expression of the
American way of living in harmony and unity. Ban(s and orchestras
contribute greatly to every community enterprise. The great high-
school band of Joliet, Ill., is well as many other school bands through-
out the cou'ltry, serenade at traintime every group of selectees on
their way to camp. Every U. S. 0. drive and defense bond drive in
the coming year will call for the services of some school instrumental
organizations.

It is not the purpose of this program of music activity to prepare
thousands of professional musicians and artists. This is a citizen-
ship program, giving a cultural background by actually living and
working in the field of music during the school terms. Although
every child in our schools does not play an instrument, yet every
child in the school is benefited by the organization developed. If wVe
tax these cultural activities in our schools by taxing the materials
they work with, we will destroy the very way of living that we are
attempting to defend by all of our defense measures.

The arts and( our intellectual activities need to be kept alive. They
are struggling today against a tremendous pressure ol world events.
It is always (lifficult'for culture to live in turmoil.

This tax will bring in little money to the Federal Treasury in
comparison to the effect it will have on the educational program.
And the educational program cannot be valued in dollars and cents.

Many communities have few professional musicians and profes-
sional musical organizations and rely entirely for their music upon
amateur groups that are constantly changing.

Finally, this plea is made by the music teachers and directors of
bands and orchestras in the public schools of America who are
interested in the music trade only as much as any teacher is interested
in obtaining the necessary textbooks and laboratory material for his
classes.
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Our purpose is not to suggest what shall be taxed and what shall not
be taxed but to make the plea that our educational programm not be
weakened by classifying and taxing one of the recognized essential
(topartments as a luxury.

It is hoped that this tax, wh, lich we feel will tend to weaken our
educational system through weakening our music program, will not
be wished upon education.

The CHAInMUMN. Are there any questions, gentlemen?
(No response.)
The CITAIRMAN. Thank you very much, Mr. Scudder.
Mr. O'CoNNOI. I think Mr. Ungaro is substituting for Mr.

O'Connor.

STATEMENT OF GERARD M. UNGARO, SECRETARY, THE MAGNAVOX
CO., INC., FORT WAYNE, IND.

Mr. UNoARO. My name is Gerard M. ITlgaro, and I am the seeire-
tary of the Magnavox Co., Inc., which is situated in Fort Wayne,InA

.... ~ a;~~ ~ ,1it1ioI.. jils, consisting largely of llld-
speakers and condensers, which Coml)onent paris tire iicorl)orated
in household radio receiving sets and automobile sets. We also man-
ufacture radio-p)honograph combinations, which are sold under the
name "Magnavox." We are also engaged in the development and
production of highly specialized electric firing mecha nisms for tile
United States Army and Navy and tile British Air Commission. We
presently employ about 1,500 people.

I am addressing myself to the excess-profits provisions of tile In-
ternal Revenue Act, and my appearance here is not alone on behalf
of tile MagnaVoX Co., but on behalf of tile large number of busi-
nesses and industries throulighout the country which find themselves
confronted with it mutual problem, resulting from the passage of
the excess-profits-tax law. This )roi)lel is intensified by tie in-
creased rates now being considered. I refer to tile very large nuili-
ber of companies which, prior to the passage of the E1xcess Profits
Tax Act, were reorganized under section 77B of the Bankruptcy
Act or in the equity courts of the various States, and( in connection
with such reorganizations reaffirmed their debts and obligated them-
selves to make payments to their creditors either at stated periods
or pursuant to a well-defined plan.

These corporations in charting their future course were forced to
be realistic because of what had previously occurred, and I think it
is safe to say that in each instance tile plan of reorganization which
was finally approved, either by a district court of the United States
or a State court, was the result of considerable planning, much
thought, and numerous conferences between all classes of creditors,
both secured and unsecured, and between the creditors and the re-
spective companies. Frequently new corporations were organized
with a very limited capital, and consequently such corporations re-
ceive a small exemption under the invested-capital credit and may
not be in a position to avail themselves of the income credit because
of their recent incorporation. These obligations which were assumed
and the agreements fdr payment which were entered into as a part
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(if tilh plan of reorganization undoui)tedly rel)resented the maximuill
which appeared probable according to the tax laws its were, then in
existence, and in each instance the payments and method of making
the same were related to what appeared to be the anticipated net
profits of such corporations.

Creditors, committees, lawyers, and courts were all anxious that
li uidation of indebtedness be accomplished as quickly as possible, and
(le)tors were forced to accept the best deal which they were able to
make. In other words, it was and is very common lor a company

which is being organized to say to its creditors, in effect: "We should
earn X dollars each year: a certain portion will go toward the pay-
ment of taxes an(l the )alance (or a specified part thereof) will be
available for the liquidation of our indebtedness or the forced retire-
inent of the prior or preferred stock which we give to our creditors,"
Such agreement, as I say, was on the lasis of a normal income tax,
no excess-protits-tax law being on the statute books.

Now, the excess-l)rohts-tax law has cut very deeply into the amounts
which it was thought would be available for such payments to credi-
tors, and )erformance under reorganization plans is becoming in-

August 1, 1940, to July 31, 1941, will show a net profit of approxi-
mnately $470,000. ' ie taxes of this company, based on the rates you
are now considering, would amount to about 59 percent of the t;tal.

Seiiator BROWN. That is both the normal amid excess profits?
Mr. UNtAI0o. '[lie normal and excess l)rofits, Mr. Senator.
)educting from the remainder the payments which we were. forced

to make to our creditors under the reorganization program during the
same period and the additional amount which we would be obliged
to l)av, would leave less than $415,000 to be added to our working capi-
titl otit of a total of $470,000 inl net profit. In the meantime, we are
obliged by prevailing conditions to carry an inventory which consid-
erably exceeds our total net worth and borrow in the neighborhood
of $500,000 for such lmil)ose; which sums are available to us only by
i pledged collateral. This figure becomes significant when it is real-
ized that it represents t wo-thirds of our net worth.

I (t1 not intend to be personal, )ut I think it dramatizes the situa-
tion that this corporation, and many corporations are confronted with,
and gives you a picture of tile thing I am talking about.

Accordingly, I respectfully suggest that in connection with the
Revenue Act of 1941 consideration be given to extending to such tax-
1myers some relief in computing the excess-profits tax, so they will
be enabled to fulfill the agreements which were undertaken at tile
tile of organization.

I'he necessity for aiding reorganized companies arises from the fact
that most of tiel suffer from insufficient capital, and if the businesses
of this country are to be enabled to put forth the maximum of effort
on behalf of our defense program and be in a position to withstand
the unpredictable period following the present emergency, there
should be no stifling of activity resulting from insufficiit woking
capital. The need for new capital is recognized in the report of the
Committee on Ways and Means of the House of Representatives
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rendered in connection with this legislation. I quote from page 26
of said report.

In order to encourage the invtstnient of new capital In corporate enterprises
your coninlttee is Impressed with the desiraility of offering a special inducement
Ili the form of a more liberal credit where new capital is present. To achieve
this result, new capital is counted at 125 percent.

While I recognize that the House report dealt with new capital in
its ordinary sense, yet I believe the ultimate result would be the same
whether new capital was paid in or whether such new capital re.wilted
from profits which remained in the business.

It might be argued that relief as I suggest would merely Permit the
taxpayer to pay out in dividends a greater sum than wou (I otherwise
be available for shareholders and that this might tend to defeat the
purpose of the proposed amendment.

I answer by stating that in connection with most reorganizations
the payment of dividends to the equity owners of the business already
has been severely restricted and subordinated to the payment or li(-
uidation of the obligations owing to the old creditors. In addition,
in ll1Uy, I iOL in musi, instances ile management of tile reorgan-
ized corporation has either been retained by the creditors as a I)art of
the plan of reorganization or has been subjected to supervision either
by the court which approved the plan or by one or more directors or
managers appointed by the court. Consequently, I think it is safe
to say that in almost every instance the amount rel)resented by such
additional credit as this committee may see fit to recommend would
result in an imprbved working-capital position.

With a view toward saving the time of this committee-and I know
how busy it is in connection with these hearings-I anticipate an-
other question which might logically arise. It has been said in con-
nection with some reorganizations that the debtor scaled its obligation
down to a point where no further assistance is necessary. Whife this
may be true in some instances it is not true in every case, and, if the
personal reference may be pardoned, it is not true of the Magnavox Co.
Our company was one of the large number of companies which sought
relief under section 77B of the Bankruptcy Act only for the pl)urose of
extending the time within which our obligations might be paid. We
did not ask nor did we encourage the suggestion made by many of our
creditors that our obligations be scaled (town to an amount less than
that which was owing at the time of the reorganization, and we under-
took to pay the same in full. As a means of achieving the relief sug-
gested, I should like to urge that reorganized companies be permitted
to make an adjustment of their normal-tax net income wlich would
permit such companies to deduct from the normal-tax net income the
payments made to creditors on obligations assumed as a part of a reor-
ganization program. The present tax law offers a precedent. It pro-
vides for the stipulated tax on the adjusted excess-profits net *income,
permits the deduction of certain exemptions and credits in section 710,
and then in sections 711 and 712 permits certain adjustments of the
normal-tax net income for the purpose of arriving at what is defined in
the law as the "adjusted excess-profits net income."

I suggest another deduction also, I should say in passing, if the
chairman please, that the old undistributed-profits tax law made a pro.
vision for relief such as I talked about, one which offered or permitted
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a dividends-paid credit on amounts which were used to pay certain
indebtedness.

The adjustments are enumerated in tie act and I urge that this
committee might include an additional adjustment as the following
amen(nent to H. R. 5417:

On page 23 at line 11 (Senate print) the word "subparagraph"
should be changexl to "subparagraphs."

On page 23, between the lines 18 and 19 add the following:
SEc. 711 (a) (1) (H). Payment required to be made by reorganized corpo-

rations.--There shall be excluded in the case of any taxpayer all amounts used
to pay or retire evidences of ownership or indebtedness where such amounts
are paid pursuant to it plan for corporate reorganization confirmed under sec-
tion 77-13 of the Bankruptcy Act as amended or approved by some other court
of competent Jurisdiction. As used in this subparagraph, "evidence of ownership
or lndebltednesq" shall mean only )referred or prior stock of the corporation
and bonds, notes, debentures or certificates of Indebtedness which have stipulated
maturities or provide for payment, redemption, or retirement at stated periods or
under definite conditions, and provided further that the plan of reorganization
under which the said evidence of ownership or indebtedness was Issued or given
woim oninfirtmd h, dtAutriet court of tie !Tvt 4-1 Qtn- b -,mn nthn" r-mrt'
competent Jurisdiction prior to October 8, 1910.

The Internal Revenue Code treats the computation of excess-profits
credit under two subsections--one relating to "income credit" and
the other to what is termed "invested capital-credit."

Accordingly, the salu amendment proposed for section 711 (a)
(1) should be made to section 711 (a) (2). And this amendment
to H. R. 5417 would be made as follows:

On page 23, at line 21, the word "subparagraph" should be changed
to "subparagraphs." On page 24, between the lines 4 and 5 add as
section 711 (a) (2) (J) the same language quoted above as section
711 (a) (1) (H).

The proposed amendment is self-explanatory. It permits the allo-
cation of profits to the payment or retirement of debts and obligations
incurred during the depression days and it was a faith in the future
which caused many taxpayers to avail themselves of the opportunity
of survival offered by section 77B of the Bankruptcy'Act. as amended.

I select October 8, 1940 because that was the date of the passage
of the present Excess Profits Tax Act, and corporations whose plans
of reorganization were approved subsequent to that date presumably
took into account this law (if not the amounts presently being dis-
cussed) in arriving at the amount which they obligated themselves
to pay. Companies which were reorganized prior to such date had
no similar opportunity.

To summarize, I respectfully submit that the inclusion in the pres-
ent. pending legislation of a provision such as I have proposed will
tend to cure an unfortunate situation resulting from the passage
of the Excess Profits Tax Act. I am not complaining about hes la,
believing, as most businessmen do, tL:at the present requirements oi
the Government must be financed from day to day to the maximum
of our ability. Equitable relief, however, is necessary because many
corporations when reorganized under section 77B of the Bankruptcy
Act or under the equity powers of State courts, undertook, in good
faitl, obligations to their creditors when there was no Exces Profits
Tax Act. Now, many of them are unable to carry out such obliga-
tions unless some additional adjustment is permitted them in arriving
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at the adjusted excess-profits net income and unless this Congress
assists such corporations their continued existence is imperiled.

Senator TAFT. Why s11011hl It Corporation inl debt under such a
plan be treated any differently front one which just was in debt and
did not go through; 7711? What is the logical distinction ?

Mr. UNOARo. Tie reason, Mr. Senator, is that 7711, if you please,
wvas passed in the first instance to extend relief to corI)or'aions which
otherwise would either be obliged to fold ill) or go into complete
)ankruptcy.

Senator TAFT. Supposing we had a corporation that was struggling
along all these years, was still owing a large amount of money, why is
not that, a company in exactly the same )ositioni is one under 7711?
It may well have made a settlement without having gone tlurough 7713
with many creditors, providing for annual payment, such as you
suggest here.

Mr. UNoARo. I would have no objection, Senator, to extending tho
relief that I talk of to a larger m. ,,- ,, of (.,,-p ,,.fi;(, if t c I-
brought into a certain category. I feel you have to stop somewhere, arid
the reason for taking the corl)orations which have gone through 7713
is because all these corporations assulnle their obligations and enter into
a plan of reorganization, pursuant either to absolute dictation or by
approval of a court of coml)etent jurisdiction.

Now, borrowing that program, tiese corporations entered into agree-
ments under which they intended to carry on on the basis of the tax
law as it then existed.

Senator CONNAILY. Right there, does not everybody else do that,
whether they are in 77B or not?

Mr. UNGARO. Yes.
Senator CONNALLY. You cannot make a contract now and say, "Well

I thought the taxes would stay like they were." You know very iell
that taxes change from time to time. Those 77B corporations are in
no different attitude than anybody else. They made conunitments and
contracts as everybody else. You are in better shape because you have
got your capitalization scaled down, you got. rid of a lot of debts.
Why should you be treated better than anybody else?

Mr. UNiARo. Not all corporations had their debts scaled down.
Senator CONNALLY. You were supposed to have gotten some relief

or you would not have gone into a 77B.
Mr. UNOARo. The relief, if you please. Senator, was, as I pointed

out. in many instances merely the extension of the time of payment.
Senator CONNALLY. That is pretty good. If the extension was long

enough, you would never have to pay. I did not mean to divert you
from Senator Taft's question. You go ahead and answer him.

Senator TAFT. He answered me. Tile suggestion was if you make
any distinction, it seems to me it should be a reduction in the payment
of debt, or leave the company with impaired capital, or something of
that kind. It is a difficult tiling to work out. I do not see the
distinction.

Mr. UNGoAito. The distinction, Senator, is largely one of degree. A
corporation which went through 77B has entered into a stipulated
program which, probal ly, proportionately to the total number of
corIporations, does not 'xi t in as large a measure as the number of
other corporations which 'have not availed themselves of it.
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Senator T.%r-. I know several corporations that we reorganized
without 77B.

Mr. UNoAIo. That is right. and I would not have tie slightest ob-
jection to elaborating the provisions such as I suggest to inelide (orl-
rations, basing it on some ratio, either of ol)ligations to cal)ital or
obligations which had matnreld i)rior to a certain date, or anything
else, and that was what we had in the old undistributed-profits law.
There they made it distinction, permitted a (ividendls-paid credit, as
it was thele called, in favor of corporations which they could charge
against dividends, or the profits. rather, the in(lebtedless which
occurred prior to, as I m, memwr the (late. December 31, 1937.T he ('11M.31. id )'Oil lVe it W0o-gaimlzatiln

Mr. U.uto. Yes; we (lid.
The CHlAIIM,\x. Was it a ax-free l'eorganization?
Mr. UIJNoRo. It was a reorganization un(er 17713, and those reor-

ganizations, Mr. Chairman. do not involve at tax problem at all. It
W1,;I0 1nt vl1mto, .1 reor.g.,lniation 1 it wa; a reorganization mder 77B.

Answering your question specifically, there was no tax involved
in the reorganization.

Th- CHAIRMAN. I understand that, but did you have tile basis of
the ol corporation ' ArI you on invested cal)iti! or on prior earnings?

Mr. UINOARo. Invested capital.
The ('uAR.r.A.. )oil are on the invested-capital base?
Mr. ITNOA11o. Yes. Trhat was reduced.
The CHIrMAx. That was reduced?
Mr. 13xUARio. Yes; Mr. Chairman.
The Cj.\mMm,\x. You (lid not have the base of the old corporation ?
Mr. U~omto. No, Mr. (hairmn; that matter is u ) right now for

discussion' with the tax authorities, bIut we (to not have tile same
capital base now that we had before.

The Ch1AmImN. At least they have not allowed it ?
'Mr. TINGAROo. That is quite :ight.
The CHAMMAN. All right.
Senator BnowN. You are not making any complaint about the nor-

mal corporation income tax?
Mr. UNGARO. Not at all.
Senator BROWN. YoUi are compl)laining exclusively about t l excess-

l)rofits tax?
I1'. UNoRo. Yes.
Senator B]owN,,. Therefore, the basis of your comnl)laint is that you

have no proper basis for calculatinuZ the base period, 1936 to 1939?
Mr. UNGARO. Our complaint arises from that; yes.
Senator BitowN. Your experience was very unfortunate during

those years because of the del)ression, find yotl had to adopt the in-
vested-capital method as your base, and that has to be reconstruetled
because of the difliculties that you went through?

Mr. UNoAuo. Quite right.
Senator BIouw N. I think you ilmade something of a case.
Mr. UNrAoo. Specifically, to translate it into another aspect. if I

may, at the time we entered into an agreement, when we obligated'ourselves to pay our past indebtedlness to the tune of 100p)er~cent, we

were looking at a tax of 16 percent on corporation profits, find we
obligated ourselves to pay 50 percent of the remaining 84 percent,
thinking we could carry your 42 percent of net profitt to added work-
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ingy cal)itall, which was insufficient. We now find ourselves today
looking at a tax that is not less than 60 percent.

Senator BRowN. And, of course, you made the commitments to
pay 50 percent of your profit at a time when you did not have in
contemplation any excess-profits-tax law.

Mr. UNoA O. As to the amount, that is correct, sir, and made it
with the blessing of a court of competent jurisdiction, if you please.

The CHAIRMAN. If you were given your old base of invested capital,
of course, you would get considerable relief?

Mr. UNoARo. We (to not ask for that, Mr. Chairman. We are not
objecting to the excess-profits-tax law at all, we are not objecting
to the increase in corporate rates. We stand herein the position that
I think most business of the country does, that is, we are in favor of
sayingg for this defense program as we go along from day to day.
I'hie tliing I am asking that lis committee give earnest consideration

to is relief which will permit us. when wA got promijd to elflei !ting
excess profits, and calculating the base for excess profits, that. we be
permitted to deduct from our normal taxed net profitt the amount
which we have paid to our creditors, under a prearranged program,
and I have no objection, Mr. Chairman, to extending that relief to
the type of corporation the Senator from Ohio speaks of. Unfor-
tunately I have no way of knowing what a difference that would
make in dollar amount. I am discussing the equities of the situation,
father than the amount which might be lost or the amount which
might be gained from some substitute.

Senator CONNALLY. You mean deduct from your income the amount
paid on debts; is that right?

Mr. UNOARO. Right.
Senator CONNALLY. A very distinguished man in my State has been

writing me about a similar 'lan that lie has advocated, former Gov.
W. C. Hobbie, the former Governor of Texas, and it was in the
Houston Daily Post. Probably there would be some objection to
allowing you to deduct it all, because you are paying on a debt, you
are just improving your position, in a way, and yet you are just.
discharging an obligation. If you did not. owe the debt, you would
have that much more profit.

Mr. UNoAno. That is right.
Senator CONNALLY. There must be some merit in your proposition,

but I doubt if there is enough merit in it to allow you to deduct all
of the payments.

Mr. UINo lmO. Senator, we are here-not in any wise to minimize the
force of what I have said here-frankly, I like every other person
that has appeared here, is in the nature of someone pleading for some
relief. I should like to ask you and urge you to give us 100 percent
relief, but if you do not want to do that, then it is for you gentlemen,
in your wisdom, to find the spot at which such relief should be
granted.

Senator CONNALLY. Here is the thing about it; you might owe a
lot of debts, some of which were not pressing. If you go to figure
up your excess profits, you might say "Well, I made more money
than I thought I would. We might pay off all the debts, so we will
Pot have any tax loss," and you might hunt up some debts.
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Mr. UNOAnO. I can tie that up, button it up so it 'Will not happen.
'ihat will not be a problem. The people in the Treasury Department
tore smart enough to close that loophole.

Senator CONNALLY. We had a man here the other day that was ad-
vocating not exactly that proposition, but something similar. He
told us privately he was in the newspaper business, that he made so
much money on some of the papers that he could hunt iil ) ol! broken-
down l)apers so he could take them down from his income tax, and
then lately, on rehabilitate them and get them in shape.

I can see the objection to allowing a total deduction for debts. I
think it is a good idea to urge you fellows who owe debts to pay
them. I have several creditors that I would be glad to pay, I have
that urge, that to allow the whole amount that you pay on the. debt,
when, as a matter of fact, you are benefiting yourself, you are getting
rid of an obligation, that i's a pretty big order.

Afr. U ;c,,",no. I admit that, but ocZs not it rcsolvc itself down to
this-I mean the portion at which you find the balance here between
equities among the taxl)ayers and obligations that you gentlemen have
upon you of raising some money.

Senator CONNALLY. Would you make it a long-term debt or a
bonded debt ? Every big company, the more prosperous they are, the
more money they borrow. Would you deduct everything they pay
on a debt?

Mr. UNOAIRO. No; Senator, I would not.
Senator CONNALLY. HoW would you limit it?
Mr. UNOAio. To begin with I would put a time within which the

obligation should have been incurred, and the precedent for that is
in the undistributed profits tax, the old law.

Senator CONNALLY. Yes.
Mr. UNoAIRO. I select here October 8, 1940, which was the date of

the passage of the Excess Profits Tax Act. That. date is largely
arbitrary in my mind. It could be any other date prior to that.,
but if there is any merit in my contention that the relief should be
granted because the taxl)ayer honestly assumed his obligations and
said he, or it, wanted to pay it, then the relief ought to be given to
an obligation which was taken at a time when the excess-profits
tax was not in contemplation. I do not mean no one thought about it,
but it was not being discussed, and it was not on the statute books.
That is the reason I select that date.

The CHAIMAN. Have you got anything else you wish to put in
the record?

Mr. UUoIAo. Nothing; Mr. Chairman.
There was a question over here that I think the Senator wanted

to ask, Mr. Chairman. I would be glad to answer it.
Senator CLARK. Senator Connally stated exactly the proposition

I wanted to mention. The testimony we heard the other day on
behalf of certain newspapers, the witnesses appearing on behalf of
one certain newspaper, it is a fact that the same affiliations, the same
corporation, corporate and family affiliation has been making so
much money out of certain other newspapers and a certain magazine
they had been going around looking for a place to buy up dead
horses and assume a very small equity by assuming a very large
indebtedness, and at the same time ha the affrontery to coe here
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and ask this committee to permit them to deduct all their indebtedne.ss
of) the excess-profits tax which, at the worst, resulted in making 3
percent profit for them, the difference between 4 or 15 percent which
they would have to pay oil this in(lebte(lness and 8 percent that they
wotlhl have the right to deduct. I simply intended to call attention
to the same situation that Senator Connilly has already mentioned.

Senator Jomhso.. You are permitted 110w to deduct your debt
service charges?

Mr. I NoARio. Beg pardon?
Senator JOHNSON. YOU are permitted now to deduct your debt

service charges, your interest on debts?
Alr. IJ ,Rno. Yes, we are. The expense of doing business.
Senutor JoHNSON. What, you want to do is deduct the principal.
Mr. ,JNomio. Get some relief for the principal which we pay under

that kind of obligation which we lissun;l: . yes, sir.
The CIRINMIAN. As I see it, your whole case is a question of

whether you have a proper base for your excess-profits credit, or
whether you have an exceptional case that is entitled to some special
relief.

Mr. UNOAJ1o. Quite right, Mr. Chairnian.
Senator BilowN. Itavo you pursued your reiiedy under this hard-

shi) statute, section 722i Do you feel you have (done everything
you can under that?

Mr. T IV.muo. ()u. accoul lit Iuit s tell I u everything lits been ,Ione:
yes sil.

Senate' BROWN. You cannot get relief?
M'. UNOAmo. That is right, sil'.
Senator BRowN. I think generally that section 722 has got. to be

revised.
Mr. JN(AIIO. That is what I have been told. I aimi not all ac-

countant so I am not in a position to speak from personal knowledge
on that, but that is what our accountants tell us.

Senator DANAHER. One question before you leave, please.
In this prearranged lhmn of paying your outstanding indebtedness

after your reorgainization, did you agree to pay a given amount over
a given uuuuinber of years?

Mr. ULNOARO. We agreed two ways, Senator. We agreed to pay
half of our indebtedness on a fixed rate of amortization without re-
gard to profit; we agreed to retire the stock which we gave for the
remaining half of our indebtedness by applying toward a forced
retirement of that stock 50 l)ercent of tile net profit.

Senator DANATIER. At, your present rate how many years do you
expect it would take to liquidate that investment ?

Mr. UNOARO. If we were able to continue and make some money
in the next couple of years without relief under this tax law, it
would take us about .3 years more. That is purely an estbnate you
understand.

Senator DANAHtER. Without relief under the tax law?
Mr. UNCoAIo. That is right.
Senator DANAHER. Thank you.
The CHAIRMAN. Very well. Thank you, sir.
File CJAIRtMAN. Mi. Melville Clark.
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STATEMENT OF MELVILLE CLARK, SYRACUSE, N. Y., PRESIDENT
AND REPRESENTING THE NATIONAL ASSOCIATION OF MUSIC
MERCHANTS

Mr. Ci,,mu. r represent the National Association of Music Mer-
chants of America, coniposed of about'7(X) memerlle and about 9,0()0
IlIusic dealers. I IIIIIIIage a IIusic store lit Syracuse, N. Y., and ni-
facture Irish harps ad i )lay th( har) professionally.

Senator CONNALL.Y. You are speaking of the Ill isi, not the i-.!it -
illents?

MIlr. (0ARK. Tile insti'tnl(,It, tihie nasica I inst Ill lent.
Senator CONNALLY. HOW ahoilt tit, rilIted music?
Mr. (YLar. We sell that also. but it is not tax(,d.
We ask your synll)athetic consideration of our opposite t4) the

proposed tlax of 10 lerct'nt on musical instruments.
With the Supreme (ourt, you represent the most important groiup

of men in the Nation, and I aml grateful that niusic mueli can i have the
thoughtful coinsi dint iol of so intelligent a 1hod'.

outside e of certain very limited n1umiiber of, llirnl-1'ers of liigh-
priced instruments, nliost lllsical i list nu11 tilts mllr(- sold at tnl(deratt
prices within till- reach til( pi'chitsing p lver of the masses. 'll'v
logical I )ri(-es are very well established for these ilst runients, and if
Inices were alvanced Ito absorb the 10-percent tax. it wNoubl place t hembeyond! their p~urchiasing power.

Senltor ('ONNLY. Yu figure in .your lmsiiess itere is just a
little 10 plereent, and if yol go heyond that 10 percent the hilsiiis,
would close ul)?

MNr. (I,,II. I woull Iniake it pretty ditlcult.
Senator CONNALLY. W1hy mIot (lrol') it dlown 10 and get all the I si-

ness; Iimake a lot of money;
Mr. '.luc. 'lere is a logical limit tmeyomld which people will not1

llenator'" CONNA.I,. Then (l1o0) it 10 lWi'C'etlt amId sell it lit priceVS
the public will accept.

Mr. CIARK. As I was going to say, the pri'e to the public--there is
always a logical price.

S'atl'or CONNALLY. You fix the price at all the traffic will bear?
Mr. CLARK. That is right.
Neither the manufacturer 1or the dealer iakes enough profit t(I

absorb the proposed 10-percent tax.
The rich are not the ones to play musical instruments. 'l'he' listen

to the radio. The rich and the children of the rich do not want ft,
struggle with tle Study of nmusic-dolln't ieed to train themlllves.

A low estimate is that 80 plercent-or i high estimate of 85 per-
cent-of all those who plny musical ilstl'llnelits would lie classed it-,
hiited-privilege people. Witness thatl the children of the underprivi-
leged follow the organ grinder aiid the circlls hand in the street, a d
dance to their tiles, alnd the adults who listen to the 8ilnvtii(lln Army
bands.

Would not taxing the things that )r(iduce music called "illusical
instruiiients" be like "taixilg ia smile in tle tiie of Sorrow?"

01077-41- 70
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Senator CONNALLY. If they all l)roduced music, yes, but a lot of
them don't produce music.

Mr. CLARK. I agree with you, Senator, you are right.
As the last war was coming, I was asked to play at the White

House for President Wilson. Following the evening concert, after
all had gone, the President asked me to come out on the portico
and play his accoml)animent on the Irish harp as lie sang the old-
time times, his favorite tune being "Drink to Me Only With Thine
Eyes." He sang nitil after midnight. After le had finished, I
could see that he was much refreslied and happier, for the experi-
ence of doing this singing; and gentlemen, it is probably not very
well known that President Wilson had a very lovely lyric voice anmd
enjoyed singing very much.

Music is the safety valve of human nature.
A brief story of music is that in about 6,000 years the art of music

had never been taxed until 1917, when only pianos, records, and rolls
vere taxed ) percent.

When lawmakers in Ireland years ago Were trying to decide about
taxes and other problems, music went untaxed, Nut in the Brehon laws
tile harl)ers were even given free taxes on their lands.

You all know, of course, what Shakespeare has said about music:
He thii hath no music in his soul, iol is moved by the conquest of sweet sound,

is fit for stratagem, treason, an(d spoils.

Why, taxing music at this time would be like "taxing the rain in
time of drought." So great is the .strain of the draft on the people
you no doubt. have read the recent article in Life, What the Soldier
Coniplains About. If this tax goes through, it seems to ie like
running your car with tile brakes on.

What is the power of music? No one can tell,
Biut all can feel the Inagic spell of its appeal-
Rich and poor iaind ol and young
From every land, from every tongue
'an be united, swayed, controlled,

Refreshed, by the power of nmusle.
-Author unknown.

I say with that great Scotch l)atriot and parliament:urian, Andrew
Fletcher, of the seventeenth century-

Give me the makings of the songs of a nation and I care not who makes
its laws.

Everything in nature stirs to the sound of music-the song of the
bird, the hum of the bees, the rustle of leaves, the murmur of the brook,
the roar of the waves, the crashing of thunder. Each proclaims its
part and has individuality in the harmony of the universe.

I thank you.
The CHAIRIMAN. Thank you, sir.
Mr. Edwin Hughes, will you give your name to the reporter?

......................-- 'I'
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STATEMENT OF EDWIN HUGHES, NEW YORK, N. Y., PRESIDENT,
NATIONAL MUSIC COUNCIL

Mr. HUGHES. My name is Edwin Hughes; I am president of the
National Music Council; my address is 338 West Eighty-ninth Street,
New York CitA good dealhas been said about music here and at the hearing

yesterday. In fact, I think you can see how keenly we musicians
feel; how interested we are in this thing. The fact is, we are repre-
sented by-I believe there are nine of us, who have come from all
parts of the country. I believe there are almost as many of us as
there are of the excess-l)rofits-tax people.

As president of the National Music Council I represent 34 na-
tional music associations, with a combined individual membership
of over 600,000.

All the musical professions and industries in the United States
are represented on the National Music Council.

The following organizations coinprise the council:
American Academy of Teachers of Singing.
American Composers Alliance.
American Guild of Music Artists.
Americnn Guild of Organists.
American Musicological Society.
American Society of Composers, Authors, and Publishers.
Associated Glee Clubs of Anmriha.
Columbia Broadcasting System.
Intercollegiate Musical Council.
League of Composers.
Mu Phi Epsllon.
Music Library Association.
Music Publishers Protective Association.
Music Teachers National Association.
National Association for American Composers and Conductors.
National Association of Band lIstrument Manufacturers.
National Association of Music Merchants.
National Association of Musical Merchandise Manufacturers.
National Association of Musical Merchandise Wholesalers.
National Association of Performing Artists.
National Association of Piano Tuners.
National Association of Schools of Music.
National Assoclat!on of Sheet Music Dealers.
National Broadcasting Company.
National Federation of Music Clubs.
National Guild of Community Music Schools.
National Guild of Piano Teachers.
National Music Camp.
National Music Pr'nters and Allied Trades Association.
National Plano Manufacturers Association of America.
Phi Beta.
Sigma Alpha Iota.
Song Writers Protective Association.
standard Music Publishers Association.
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On May 8, at its annual meeting, the National Music Council
passed a resolution opposing the proposed 10-percent tax on musical
instruments. A copy of the resolution is appended herewith, and it
is requested that tis be printed in the official report of this hearing,
along with the present statement. Our organizations, representing
all phases of musical activity in America, are united in opposing this
proposed tax.

I may say that the organizations composing the National Music
Council are largely )rofessional organizations. We have some in-
dustrial organizations among our members, but two-thirds of them
are professional and lay organizations. I want to insist about the
importance of music in the national crisis and that it not be looked
on as a luxury. Music, I believe, is one of the essentials of our national
life, not only in normal times but in such times as these.

A tax oii musical instruments would strike a blow at culture, edi-
cation, and religion. It is futile to believe that manufacturers of musi-
cal instruments could and would absorb such a tax. It would he
l)assed on to churches, schools, colleges, and to all the l)urclasers of
musical instruments, including those used in the strengthening and
reservations of military and civilian morale in the present national
emergency.

Senator BRowN. I am informed that the same exemptions which
we have discussed here with reference to athletic goods apply to
musical instruments and that schools and colleges supported by the
State would be exempt from the payment of this tax, which is a little
contrary to what you have just stated.

Mr. HuOHES. I think that matter was discussed by the gentleman-
from Chicago, Mr. Somimers, if I an not mistaken, who said that most
o)f these instruments are l)urchased by contributions and otherwise and
were, therefore, not exempt. Mr. Alfred Smith said yesterday that
almost. all instruments used in school bands and orclestras are pr-
chalsed by the children, mostly poor children, or their parents.

lhe National Music Council has been working in cooperation with
'lhe Adjutant General's office since last October and has given it what
they consider valuable assistance in the use of music for the national
defense.

Music is an essential ill the national defense. Military men iecog-
iize music as one of the four necessities in the maintenance of the
soldier ill the field, the other three being food, clothing, and shelter.

The Army maintains a Morale Branch, with a special music depart-
ment, in charge of the use of mutsic as a morale builder in the camps.

May I say fliat not only the Army and Navy but also another de-
partnient of the Government has taken to employing music as part of
its activities. 1 was very much astonished to receive this post card
from the Treasury on Monday morning last before I left New York,
mand I found that the Treasury is now using music for national defense.

Senator TAmr. Mayor LaGuardia has )een conducting, as part of
le activities, hasn't he?

Mr. HuolmEs. Yes. And on this card which I received is [reading]
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A new song by a famous composer-Any Bonds Today?
This sparkling new melody, compjo d by Irving Berlin and copyrighted by

lenry Morgenthanu, Jr., Secretary of the Treasury, is now available for general
us in cinncetioj with the sale of defense savings bonds and stamps.

Any reasonable number of song sheets will he gladly sent without charge, on
request. Simply tear off and mall back the attached card.

I ain sure we will all be glad to do that. Remember, you have to
have an accompaniment to sing, and to have the accomlaniment you
have to have instruments, a1d ityonr4.xintrunents t lie number of
them will be less as timeigids on.

Music is the handiriatle of religion. It is not toh'io1Afch to say that
if there is a lecliine i the use of music in religious services there will
le a declinee in religion itself.

M1sic forms, lle of t lie most ili)hrtlant br-anches of education in our
luhl~lie-s.hool- ystel, colleges, and tl(l university ies. To tax musical in-
strunents w6uld IN. to tax onle of thp j1most essential tools of public

Music. far from being a luxlu' is one of the prime essentials"-of our
national lffe and should tlhemk,6inre be exempt fromuluxury or"other
taxes. h

Without music and musical instrfuents ojie of tile most impntant
in(lustriesccould not l)osibh y.funtion suoh. s the iiiotion-)ictiuo in-
dustry, thl theater, tfle radio, Und the phonograph industry. i!

As a taxion religinti and ,h etio :thislpt,6posed levy "woul&set a
dangerous -precedent in n1tonal 1egiqlatiom. 4, I-"Speaking'for the 84 n'lationally active orgau~zatios which i mpose

the NationalkMusie Council, I lsktha. tile liOlipcd lO-pe ent tax
on musical intruments be stricken fronilthie ta.hitll /

(Mr. Hughessubmitted th following o)r the record :)

IERSO.UTION PASKDJ ATTil ANNUAL IEriIN( OF TiMl NATIONAL, MUSIC COUNCIL

Nw YoRK CITY, 3fall 8, 19 1,
Whereas the Treasury Depirtinlnt luas r ouinwended to Congress the lnclshmm

-of a 10-percent tax omi musical Instruments In proposed new tax legislation: and
Whereas the performance and hearing of music Is a most Important factor in

the preserving of morale in the national defense, both in the military forces and
among the civilian population; and

Whereas any added financial burden ii the purchasing of musical Instruments
would react unfavorably on the use of music itn the national defense: and

Whereas musical instruments now form one of the most Important tools of
education in the publie-school system and in higher institutions of learning,
anu as such should not be subject to taxation any more than should books, maps.
charts, laboratory and home economies equipment, aild other essentials, all
-of which, In addition to musical Instruments, are Indislensahel tools of educa-
cation: Be it hereby

Resolved, That the National Music Council Is definitely opposed to the levy-
ing of it tax oi musical imtruilents, except coin-operated Instruments, and urges
lhat all musical Instruments. except coin-operated instruments, be not Included
in the list of taxable Items presented to Congress.

The CHJm MN. Thank you.
Mrs. Guy P. Gannett. You may proceed. You may sit down, if

you wish.
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STATEMENT OF MRS. GUY P. GANNETT, PORTLAND, MAINE, PRESI-
DENT, NATIONAL FEDERATION OF MUSIC CLUBS

Mrs. GANNETT. I am Mrs. Guy P. Gannett, of Portland, Maine,
president of the National Federation of Music Clubs.

Mir. Chairman and members of the committee, it is my privilege
to come before you today representing the largest musical organiza-
tion in America, cultural and nonprofit, with a membership of one-
half million men and women-the National Federation of Music
Clubs-organized in every State of our Union, including 5,000 music
clubs with many.special members.

Our program is very broad, and whereas for 43 years we have
worke( to support the American artist and the American composer-
in fact, to )romote American music along all lines-in times in
which we now find ourselves, faced with warring nations on every
side, we believe, while not neglecting these, the more important issue
is for a strong national defense.

We are convinced that our Army and Navy should be strengthened,
that our air force should be brought up to supersede that of any
country in the world. We are taking our l)laces with all defense
committees wherever we can find a place to serve. We have offered
every facility within our organization to U. S. 0., to the Army, and
to the Navy. But with this building up of our material dMfenses
we are convinced that we should strengthen our cultural defense, ill
order that life in our Nation may be stabilized and rightly balanced.

Music is a s iritualizing force which touches our inner life, lifts
us obove the tragedies so forcibly impressed on us all each day
through press and radio. It keeps our thinking and living more
normal. It is because I believe this so sincerely, not unmindful of
the great revenue needed to build lip this defense, that I come before
you today to ask you to reconsider including a 10-percent tax on
musical instruments.

Music is not a luxury but a greater need than ever before in our
lives, because it helps keep up the morale in all our people. This tax
would not greatly increase the revenue, so much needed; it would
cripple our pul)ic-school musical programs and definitely hamper
the )lan- we are trying to carry out. with relation to )ands in the Army
and Navy camps, so very necessary now, which we are trying to
stimulate and promote.

This is no time for relaxing our efforts to bring music to the
whole people; rather, we should increase them. It is my belief that
if music could be introduced into industrial plants, it might lessen
strikes and increase production.

This was demonstrated in England very recently, where music was
used in a munitions plant and the output thereby increased 15
percent.

The larger proportion of buyers of musical instruments come from
the lower income groups, and large numbers of small instruments are
used by settlement music schools and public-school bands and
orchestras.

Thousands of people make untold sacrifices that their children may
realize the educational and cultural advantages from music. They
do not consider in any way that this is a luxury, but a real necessity.
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In view of the facts that have been brought before you today, with
the realization of the small revenue derived'from such a tax, I cannot
believe the fair-inded men representing our country will allow this
to pass.

I wish I could make a stronger appeal. I feel so keenly, but I can
only ask of you to please give tis your very fair and kind considera-
tion. If you do so, I am convinced that from my viewpoint, all will be
well.

I thank you very much for giving me this opportunity to be heard.
The CIIAIRMAN. Thank you very much.
Mr. Emerson Richards.

STATEMENT OF EMERSON RICHARDS, ATLANTIC CITY, N. J., REPRE-

SENTING THE PIPE ORGAN INDUSTRY

Mr.R ICHARDS. Mr. Chairman and gentlemen of the committee, I am
a lawyer by profession, but an expert on certain acoustical l)ienomeiia
as an avocation, and specifically upon the tonal design of pipe organs.

I have been requested by the various pipe-organ builders to appear
before this committee, representing the pipe-organ industry.

This section that taxes musical instruments will, of course, involve
pipe or-ans as well.

Now, I think this was hardly intended. This section started out
originally as a tax upon radios and now there have been added other
things to it, including musical instruments.

I think it has been overlooked that practically all pipe organs-I
would say 98 percent of pipe organs built today-go either into
churches or educational institutions. That is divided about 80 percent
to the churches and 18 percent to the schools, and the other '2 percent
miscellaneous.

There was one time in 1925 when a large business was carried on and
when a large number of pipe organs went to the moving-picture
theaters, but that was killed by sound pictures, and today the industry
has shrunk from about a $10,000,000 industry to last year, $1,800,000,
so it is chicken feed in this matter, even if you got the tax.

My first point is that so far as future collections are concerned, the
tax would have to be paid by the churches of the United States, and I
am afraid that is a point that has been overlooked, and I doubt very
much if Congress intended to set such a precedent.

As to the balance, we have this situation: The Senator has spoken
about the exemption of public schools. The difficulty with that is
that in many cases the public schools have raised the money for organs
from contributions and by passing the hat and what not, and have
made a direct purchase, and then even where you get a case where the
instrument itself is to be used by the institution, your trouble is still
not over. For instance I am sorry Senator Connally has gone, be-
cause there is a deal pending down in his State, in Texas, for a $35,000
organ which, under the contract, is to be built into a music building,
and although the organ is being selected by the university, it is cov-
ered by the contract for the building, with the result that the contract.
is now laying on the desk unsigned, because the contractor doesn't know
whether he is going to have to pay the tax on it.
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There is another thing the matter with this bill, which is very
serious.

Pipe organs are built just as you build a house. I design an organ,
a particular organ, to be put into a particular place, depending on
size and on the amount of money you raised. The organ, therefore,
is first designed. then it, goes out to competitive bidding, till(] the busi-
)less is highly Competitive, although small.

There are a dozen firms all trying to get business to keep their
plants going, and the result is that the price gets shoved (own to the
very last penny. Finally the contract is awarded and then a periot
must elapse of 6 1onthsor a year before the pipe organ is built in.

Now we have this section here, which has reference to installments,
so that if a down payment was made in 1940, it will cause tile tax to
be assessed when the organ is delivered, even if that is next. year.

I know of a case in Columbus, Ohio, where a contract was let in
1939, down payment made, and the church is not yet completed. The
organ is boxed tip in the factory, awaiting (lireetions for installation,
probably this fall. Now then, the major l)art of the purchase price
of that would be subject to this tax, although the contract was Inade
2 years ago, and a lot of the 1940 business which now is in the course
of erection, most of it for fall and winter season, would be subject to
this tax, and if this is done in the cases of several manufacturers I
have talked to, it simply wipes out their profit for the year. The
most profitably operated company in the industry made less than it
would lose if it had to pay this retroactive tax.

Senator BoWN. I suppose there would be some dispute as to who
should pay it?

Mr. RIcHARDs. I don't think there would be. You couldn't put it
on the purchaser. The manufacturer would have to pay, and if he
(toes, the results are obvious.

Senator BitowN. There would be a $3,500 tax oil that transaction.
Mlr. RIcHmAR s. Yes; and in that case, 2 years ago they were terribly

anxious for business to keep their factories going, and the price was
hery low.

There just comes to my mind another illustration of what hap-
pened about the payment of this tax. The Government built a
wonderful chapel at West Point and there was installed there a very
fine organ. Now that organ has been built liecemeal by contribu-
tions made by friends, relatives, or members of clases of officers who
have died in the defense of their country. Now, every dollar of that
would be taxed.

The CHAIRMAN. Title has already passed to that?
Mr. RIcilAums. The organ is still -in the process of completion. It

has been going on for 20 years. Every tiie an officer dies and they
want to do something ip there for liin they buy another stop for
tile organ.

The CH, .NArN. You mean a new part?
MiIr. RICHARDs. Yes. Now, a great many organs aren't new organs.

A lot of ol organs that are still very good are rehabilitated-recon-
ditioned. There is no way of computing what the tax is on that.
Changes and additions are made to organs. It is a little difficult to
final out just where that stands. Your Honor-I am so used to ad-
dressing the court, you will have to pardon ine-but Mr. Chairman,
I have no doubt about the situation that is confronting tile industry.
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It is a fact that the industry is small and the greater part of the costs
are in labor. It is all hand labor. Organ building is a craft, and
anybody with a good set. of carl)enter tools can build an organ.

As a inatter of fact, there is a convict in one. of the penitentiaries
who has built an organ, so I would say at least 85 percent is in wages,
and in that particular case, due to the fact of the del)ression, and
what not, no young men have entered the business, and practically all
the men who are working in these factories-and there may be alto-
gether 1500 in tie whole country-are older men; I would say, over 50.
If some of these factories have to shut down, or if this tax frightens
people off from buying organs, thies men have no other 1)lace to go;
Ihey don't know very much except, this sort of work, so that this indus-
try woul( suffer a great deal and it seems to me rather unjust that tile
retroactive feature of this bill should be retained.

The CHAIRMAN. That is a ver.y harsh provision on any installment
transaction.

Mr. Ricirwis. Yes; and it seems to me that could be easily changed.
Now, if you decide to continue the tax on musical instriments, an

exception could be made which could be inserted right after musical
instruments "excel)t those purchased by churches and religrious insti-
(ut ions"-whatever wording you wisheA to use--"or educational insti-
tutions." Remember also, there are the sectarian institutions, private
schools, l)arochial institutions, which would not come in undei, tile
exemption in this bill.

I doubt very much if Congress ever intended to levy a tax on ti
churches of the United States, and this is a. direct tax, if there ever
was one. I don't know whether the clmrches are doing all they might
for the people of the country, but I have an idea that a little old-
fashioned religion vould be beneficial.

The CHAIRMAN. I call your attention to a matter, namely, that in
order to enjoy the exemption it is ,ot necesary that the article he
purchased by the Federal Goverunent or State or municipality, if it
is for the exclusive use of the agency of the Government, State. or
municipality, the exemption I)revails.

Mr. RicHAD)s. That is one of those thing.
The C1mirARMN. It. is not. clear, and in ihe case of West Point., the

organ there, it isn't clear, but I am inclined to believe that there would
be a tax for resale.

Mr. RIC1A DS. t e the (hdificulty abouthis is you cannot litigate it.
By the time you pay the tax and bring the suit it has cost more than
Ihe tax amounts to.

The CHA1CRMAN. You are undoubtedly right about that.
Mm'. RICHARDs. Yes. That is the great trouble about many of those

taxes, that you are licked before you start, because it costs so much to
litigate.

Senator BROWN. I was going to say that. about 10 or 12 year. ago
when v'a enacted the revenue tax in Michigan, there was included a
tay. upon charitablee corporations, and it was considered, at least, by the
people, to be a most outrageous, atrocious thing. I want to express
myself as being opposed to any tax that will affect reign.

Mr. RIcHAUDS. I may say'I served five terms in the Senate of
the State of New Jertey, aind Acting Governor, and any time a
proposal got anywhere near that type they came (own on our
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necks so fast it wasn't funny, and if this gets started, your cor-
respondennce will probably increase. I think it was Pure ly a slip;
I don't think anybody intended it, and I think there should be
some relief, both as to the tax and the retroactive feature, and
some clarification as to what constitutes a sale, because lots of times
we take an old organ-I know a case in Chicago where they spent
$5,000 on an ol organ and never put a pipe in; all they did was
revamp it. Now, whether that comes within the provisions of the
bill may be uncertain but you can bet that, if asked, the Revenue
Bureau would try to collect it.

That is, in general, most of everything I wanted to tell you about
this matter. It is, of course, a question of policy. I niight sug-
gest also that if you decide that you must. tax musical instruments,
what is the Iatter" with taxing sheet music as well ? You are taxing
phonograph records. Now, tle Society of Compo;ers lilts an income
of over $5,000,000 a year from cop)yrights alone on sheet music,
and the sheet-music business is far bigger than the musical-instrument
business. I might call your attention to the fact also that most
of the so-called professional musicians are also members of a labor
union; I am, myself, a member of the American Federation of Labor
Musicians Union, and I don't think they have gotten wise to the
fact that their tools are being taxed. If it is logical to tax the
tool.- we use in oue trade, why not. all the. trades? In other words,
I think a good deal of the pain in these things comes about because
they only hit certain things.

Where they do not meet everybody alike we have this trouble
of this fellow trying to push it onto the other.

In this case it doesn't mean a cent to me one way or the other,
except that I don't want to see this rather small but. very beautiful
industry harmed because it is a craft. and art, alnd the building of
organs and inspiration of organ music in church is something which
I think we all treasure, and don't want to see dissipated.

I believe this tax would not only probably put some of these
people out of business, because most of them have been running in
the red during all of this depression; it would otherwise fail of its
purpose.

The largest company in the business which had quite a large surplus
lined uI ) lost $250,000 last year. It. is about to a point where it has to
quit or cease losing money so that I hope the committee will be able to
work out a proposition in which they can eliminate the tax, so far as
the churches and educational institutions are concerned, if it can go no
further.

I think that, as far as all instruments are concerned, what has been
said here is largely true. I know that, if you gentlemen had been able
to come to Atlantic City to the public auditorium when there were
those contests between bands from all over the country, kids were
brought from all over-I saw 8,000 youngsters in one massed band-
those kids or their parents bought those instruments and if they are
to be taxed for having them, there probably will be fewer of them.

The CHAIRMAN. Can you give us any idea of the manufacturers'
soiling prices of the instruments used in bands?

Mr. RCHARDS. No; I know everything about the prices of organs,
from an engineering standpoint; I don't know anything about other
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musical instruments. There is undoubtedly quite a large spread be.
tween the manufacturers' and the retailers' prices; how much that
would be pyramided I don't know. I suggest that in that case, if it is
going to be taxed, it be done as in the automobile industry so therecannot be any pyramiding.

It is tihe same with a piano. Tito situation which exists with re-
sjpet to at piano is it development of the last 10 years. Before. that
there weren't many musical instruments in schools; nowv every, insti-

tution has a band, even if it is only a few pieces and the instruments
are paid for by contributions and collections.

May I submit a memorandum to the members of the committee?
I prefer to mail it to them.

The ChATRIMAN. You may do so or give it to the clerk.
Mr. RICHARDs. I could give him a copy.
(Mr. Richard's statement is as follows:)

MEMORANDA REOAIlDINo TAX ON PiE ORoANS, BY IMESON IRICIARI), ORO.AN
AiteHIT XAT

Tle revenue bill now pending before the colnmittee as approved by the House
of Representatives provides for il 10 percent tax on imical Instruments. Te
framers of this bill had ai mind th friner bill which taxed radios aucd nrobbly
intended to extend this tax to the manufacture of irech musical Instruments as
pianos, orchestral instrunwints like frunp(,ls, s ixoploies, and other band in-
strunients which are manufactured and sold over the counter for cash or on in-
stallments. Such instruments are manufactured ili quantity and the tax, if
applied, could be passed( on to the consumer as iN evidently Intended to be the
policy of the bill. This could not apply to pipe organs, which are Installed these
days in 1 only churches or schools, because such organs are built to order for these
Institutions, and to those now under construction the tax would be retroactive.

The present bill would work a hardship because, so far as future organs
are concerned, it would be a direct tax iupon the religious and educational In-
stitutions of the United States. Insofar as it relates to organs now under con-
struction, the tax would fall upon the builders ni would more than wipe out
any prospective profit that they might have anticipated. Moreover, the act is
uncertain with relation to alterations, repairs, and additions to present organs.

Tie organ industry Is a small one. lis gross business fin 1940 was approxi-
niately $1,800,000 distributed among about tloz7n builders who are Ili active
competition with each other. This gross business Includes repair work, tuning,
alterations, rebuildings, and additions to existing organs. There has always
been Intense rivalry among builders and iln attempts to get business, prices are
habituually cut to a lint where the profit Is very small, never reaching any-
thing like 10 percent. So that a 10 percent tax o1 organs now under construc-
tion, or upon which payments are still being made, would completely wipe out
any anticipated profit of the builder and would result in actual losses upon
the contract.

It should be understood that organs tire designed atnl built for the particular
church or other auditorium in which they are to be used. Consequently, no
two organs are alike and their actual construction is largely a labor and mate-
rial matter, similar to the building of a house or even the church Iln which
the organ is placed.

The general procedure Is for the church authorities to contract with an organ
builder, after competition, for the building of the organ. The various parts of
the organ are then made In the builder's shop or factory and later set tp ill tile
church by the builder's workmen. A down l)aymet is made when the contract
is signed anti payinents are usually made duringg the lrogress of the work, with
the final payment after the organ Is completely erected an( accepted by the
church authorities. Occasionally credit Is extended by tile builder for a longer
'period of. tine, and payment completed In Installments after the actual ilistaila-
tion of the organ. All such installment payments would be subject to the tax,
even In the case of organs already installed.

It conslequently follows that all contracts made before July 1, 1941, where
delivery has not been made by that date or upon which Installments are still (111e,
would be subject to the tax under section 549, pages 64 and 65, of the House
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bill. Tilt, usual time between the making of it contract anld the completion
of tie organ InI the church average between (I mUths and a year, depending mi
tie size of the Istrument. It follows that this tax Is thetefore retroactive
and would reiure tile builders to pay the tax on organs that may have beln
contracted for more than ia year ago, but not yet coiletely delivered and paid
for. Since, as before stated, profits do not range as high as 10 percent, this
wouldhl lnean that tihe' builder's proftn ipn these instrumneuits womil(l be wilpd
ollt nd an aetllill loss sustained.

The organ lIndlstry has never been a lucrative one. Its best years were
around 1925 when organs were demanded Iy niovlng-picture theaters. Wtll
the advent of sound pictures this demand ceased and a large percentage of
organ hullders were forced out of business. 1)urIhg the period of depression
nilost of tit(, builders operated at a loss, since there was not enough demand to
(over the overhead of their business. Because of this lessened demand very
few, If any, young muen have been attracted to the organ-building craft and tie
workmen are now mostly elderly men wioi woull not be lidal)talale for absorpti
in other manufacturing processes.

Organs are more than 85 ller('ent hand labor, requiring spell skill and ability
from the workmen. The materials employed tire prlililally wood with sonie
metal, such as zinc, lead, aid till, used Ill tie metal pipes. Neither men nor tili,
material could I)e suitably alsoried into defense work. Tie shops aid factories
of tie organ builders are not adapted for such work, and ais lit, 10 percent tax
will in all lprobablllty result Ill n still lesseiied demand for organs, it Is Inevitable
tlint lost of the builders will be compelled to cease operations, thereby thlrowilig
their workmen out of their Jobs.

It should also be realized that so for as the sale of futlre organs 1.s concerned,
the t0 percent tax would have to be paid directly by time clhurelics and schools
of tile United States. About Ik percent of all organs built today are Installed in
the religious and eduicalionil institutions of the United States. About 80 pirceeit
go to the churches and the remaining 18 percent to (li( schools and colleges, tIm(
remaining 2 percent to resilences and other occasional uses. Only tax-supporled
schools controlled by it lolitlcal silbdivisiloi of the Sitr would Ihe exemlt iuer
tie bill, and there nre mamy iistimnices where even tills exenllptfoui Wolld hot apply
to tiese ilistit itions because time organ, Is not bought directly out of tax noneys,
nd in any event there wouhl be a dliscrlnaiitlo between the schools and colleges
not supported )y direct taxation fill(] those Iii tile exemnit class. It has not here-
tofore been the policy of time Federal Government to tax religious and educational
institutions directly, and It is doubtful if Ihis result was understood when t(e
present language was Incorporated in tile lill.

Another comllication results froml ili, fact that very few organs built today
ire completely new Imstriumenis. Quite a few ire siply rebuilds of older instru-

nuenits, while others employ either in part or iII whole tie ldpes from older istrii-
ments. It would be very difficult to deterlie tile extent of the tax ill such
Instances. In other cases time work consists iii alterations or additions to present
Istrunents, aiud again the language is not clear is to tile method of deterndnhig
the tax.

Conelihslon.-It Is respectfully sulbinitted that tile total revenue collected would
be very small. Against this a considerable body of workillen would lose their
present employment witliout pro el~ct of reeligagement elsewhere. A )receedeiit
in the taxing of religious find educational institutions of tile United States would
be made which would inevitably lead to much future controversy. The language
of the present bill would be retroactive and tax the builders for work already
done but not yet paid for.

It Is, therefore, suggested that after the words "imislcal instruments", there
be inserted the words "except pipe organs purellsed by,religIous or educational
Institutions" and that In the administrative section it proviso be Inserted provid-
Ing that this act shall not apply to pipe organs I)urclased bly religious or educa-
tional histitutions now contracted for but not yet eonupleted and installed or upon
which Installments of ile contract price remain uinpald.

Respectfully submitted.
EBmE.oN RiChARDS. Organ Architect.

The CHAIRMAN. I arf advised that M'. C. M. Christensen, auditor
of the Triumph Mining Co., whose name appears on the calendar, ha;
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filed it brief ill lieu of making an oral statement. Mr, ('lhristenwen's
brief will be incorporated ini the record at this point.

(The statement of Mr. Christensen is as follows:)

N'TATiMENT OF C. 11. (!IlRIrENsFN, AUDITOII, TIIIUMPII MININO ('O.,
TnIIImPit, IDAIIO

.S-NA'IV, FINANCE COMMI'ITEI,
Washington, 1). (7.

GKNTLMEiEN : Tis lresentation8 Is a protest agahist it tit situittion created by
tile Excess Profits Tax Act of 11140 till(] Its amniinuetnes. Tills protest Is mlde
by the Triumph 111iiing Co. of Trhimpl, Idaho, a producer of ziic and lead.
and Is directed against tile limitations set forth in suljeiment A, sectlo1 7.I0.
and against the retroacti'e provisions of supplinement 11, section 752 of sue)h
Revenue Act. The Iequilty and iijustlhe to this corporation and to any and all
other corpllratliois in a similar lposltion uts a result of tite Ihinltitt1on alid li.
cluslon it the above mentioned sections has been fully dis(cussed with tilt,
Treasury Departiment midll liuneag of Internal Revenue and it is mr under-
shlnding that these two ligei(les are in tI complete sympathy with the request
for relief as helreilafter set forth ind tire ingreenhle to the purposes of the
aniidnents herelin requeste(l.

Section 741 grants to corjoratlons known is "acquiring corlporatios" the
election t use Oither section 713 (tile income itethod) or section 714 (the
invested capital nmetlod) lii 'ontlplthtg their ex(.es inr'llts tax credit. But
stlcllon 740 wllehi defines "acquiring corporations" elinitates till torporaion..
which canlo Into existence as a result of liaVlitg acquired only a portion o1
portions of the assets of predecessor transferor corporations. The ''1Tritn1h
Mining Co. is such it corplratttn ind Is tius deprived of Its rightful lprivlleg(
of using Its ownt base period lItonme li collutlig Its excess In'ilits tax credit.

For several years lnrior to 1940) the "A" orra'ltilon (owiling aitd operating
other mines lit other uilning districts) owned ertalin inhin; chlhs lit tite
Wood River ailing district of Idaho ald hlad it loig-terill lease oit fill of the
ning ehlints owned by two other corporations hit that satme district. Titese

various mining hinds, which were till adjacent itnd contilnus to each other,
bad been operated by tile "A" corloratloii for many years its one single mining
operation with it sepitt'iate and exclusive set of books and records Just its com-
lletely kept as If it ha1(d lit fact been an Iindependent corlorath lil.

In order to aivoll dlsagreetnent over extralateral rights, to effect a pernanency
of operations aid to simplify their respective interests i tis one natural miling
(eljration, the three corporations decided to and dl Ill leluary 1940, organize
the Triumph Mhtliig Co. and on March 15, 1940, tratnsferred their respective
it.sets above set forth to sitcl corporation for all of Its voting capital stock in
the following proportions:

Percent
'orporatlon A ---------------------------------------------------- Per. O0

CorporatIon It ------------------------------------------------------- 50. 84
Corporation C -------------------------------------------------------- 11. 10

Total ---------- ------------------------------------------------ 100.00
('orporation A, I, and C onthlued to exist and function as separate corpora-
tions after this transfer of only a portion of their respective assets.

Thus the Triumtiph Mitig Co., having acquired only a portion of the assets
of other corporations, fails to itteet the definition of tni acquiring corporation
and Is deprived of the benefit of Its base perid Income lii computing Its excess
profits tax credit, an Income record which It righitfully learned and to which It
should be entitled by virtue of its merely continuing the Identical enterpise.
It so happens that the various nihlng chlhns Involved lit this reorganization
were acquired by tle respective trinisferor corporations many years ago by
location and assessinent work and have no cost basis and the depreciable aisets
have been largely written off through depreciation. As a result the entire
assets of the Tritmplt Mitnig Company, although highly valuable it tile tlite
(if reorganization; represent an insignifleant amount of litvested capital ott which
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to compute an excess profits credit. But a second and perlaps even greater
Injustice results front tile effects of Section 752 as it strikes this particular cor-
poration. This section is discussed later in this presentation.

So long as the still remaining transferor corporations Involved inI such reor-
ganizations are willing to forego that portion of their own respective base period
Incomes which pertains to the assets transferred, it appears Indefensible not to
allow the resulting transferee corporation tie benefit of such rightfully earned
Income. This amounts only to a division of a predecessor corporation's income
to Its own component parts.

In pernitting what is defined as "acquiring corporations" the benefit of
base-period net income in comnpting their excess-proilts credit, it was clearly
tile Intention of the Treasury department and( Congress to grant this privilege to
all domestic corporations which could clearly establish such a record during
their base period and it is assumed that the same privilege was withheld from
reorganizations under section 112-11-5 on the theory that if only a wxrtion of
the assets of a corporation or corporations was transferred, the income produced
by such assets during the base period could not be definitely or equitably estab-
lished. It appears to be pure oversight that the income attributable to the
assets transferred was not allowed to follow the assets so transferred and the
transferee corporation allowed the same choice as other corporations in electing
Its excess profits credit to be determined upon the base-period income allocable
to the assets transferred or tie Invested capital represented by those same trals-
ferred assets, whichever is the greater. Such a provision would have more com-
pletely given effect to the equity contemplated in the act.

Correction of tills inequity could be accomplished by a simple amendment to
section 740 (a) broadening the definition of "acquiring corporation" expressed
in the following language or in language which gives effect to the thought herein
expressed :

"Section 740 (a) Is amended by adding at the end thereof the following new
subsection:

"(5) At the option of tie transferee corporation and with the written consent
of the transferor corporations, a corporation which has acquired property from
one or more corporations in a transaction with respect to which gain or loss was
not recognized under section 112 (b) (5) of chapter 1 or a corresponding pro-
vision of a prior revenue law, provided that accounting records have been main-
tailed which shall have clearly defined tIe net income attributable to such
transferred assets ; and provided further, that only the net income allocable to snch
transferred assets lie coiMdered il arriving at such acquiring corloration's base-
period net Income. Base-period net income so allocated to such acquiring corpora-
tion shlll l deducted from tile base-period net income of tlhe traiferer corpora-
tions. The matter of whether or not net Income is allocable to such transferred
assets small be on the basis of fact to be determined by the Commissioner of
Internal Revenue."

S'e. 752. "J/llc-st brwket amowlt."-No objection is raised to tie general
theory of establishing a "hilglest bracket amount" available to corporations which
undergo reorganizations n1(d tims avail themselves of a device for defeating
the rates of excess-profits tax to which they would otherwise be subject without
tile provisions of section 752. Our objection Is that this section Includes corpora-
tions which were not Ilntended to be included under the basic theory of this
section. Section 752 was, by its very nature, Intended purely as a safeguard to
prevent corporations from breaking up into smaller units and thus distribute
their income In such a way as to evade the rates of tax contemplated and set forth
iII tile act.

It was clearly the Intention of Congress to allow all domestic corporations,
existing at the time this act was introduced in Congress, a highest bracket
amount of $500,000 aind added supplement B only as a measure for retaining
such a basis of excess-profits taxation thereafter. Tile Triumph Mining Co.
was organized In February 1940, which was some months prior to tile time this
tax measure was even Introduced in Congress, n1(1 yet It Is limited fi its highest
bracket amount to about one-fourth the intended $500,000 and each correspond-
tng bracket proportionately reduced.

It must be admitted that section 750 (e), section 752, and all other sections of
Supplement B dealing with "highest bracket amount" pertains to a condition
brought about by the passage bf tile act Itself and were not inteded to penalize
or limit tile actions of corporations prior to such new law. It could not, or at
least, should not have been ititended to penalize actions entered Into Innocently
prior to the time the contents of the act became public information.
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Correction of this discrimination and Injustice can be accomplished by ie

following amendment:
"Section 752 Is amended to read as follows:
"'S. 752. (omputatilon of highest bracket amount in conneetion with certain

exchanges effective on all exchanges occurring after (date of introduction of
the bill.)'"
Also article 30.750-4 of regulations 100 should be rewritten to give effect to such
new date.

Like the amendment to section 740-(a) herein suggested, this amendment would
not open the door to uuny unworthy corporation since It would yet speelfi'.ully
bar transactions entered into for the purpose of evading the tax iiijosed by the
law or transactions entered Into In full knowledge of tile existence of such limita-
tions or contemplated limitations.

Respectfully presented. TIiUMPn MININO Co..
By C. 1. C1IRsTENSYN, Auditor.

The CHAIRMAN. Mr. Birch?
Mr. Birch, you are representing whom?
Mr. Bicm. The Criterion Advertising Co., Inc., of New York City.
The CHAIRMAN. What subject do you wish to talk to the committee

about?
Mr. BIRcH. On the matter of billboards.
The CIIA1JIMAN." Billboards, outside billboards?
Mr. Bnicu. Yes.

STATEMENT OF FRANK H. BIRCH, NEW YORK, N. Y., REPRESENT-
ING THE CRITERION ADVERTISING CO., INC.

Mr. Bmcm I don't. want to take up your time and the time of
the committee in covering the general nmtter which has been well
covered. I do feel, however, I have a business, I and some associates
have a business which, while it is included under this act, is totally
different from billboards; billboards are the large structures along
the boulevards.

We have a small poster display about the size of that door [indi-
cating] which we attach to retail stores generally, advertising prod-
uets sol ill tie stores. We also contact the deler and see that the
products are sold in the store. There are thousands of the other small
displays maintained by manufacturers and advertisers and also by
retail lealers themselves, with whom we are really in competition.

Now, I am nlot going to take u y'our time or that of the members
of the committee in telling you tlat we think that, because of the
discriminatory nature of advertising in the class that this should be
thrown out, and also for other reasons which Iave been covered, not
only those but from the fact that. here is a small business which is
doing something which comes under tie act but whicl is totally
different. A business which has not had a profit, for 9 years, which
this year, may have a small profit, and if taxed at a (11lar per dis-
play, woull iiotl permit us to continue business. The contracts aire
madle over a long period of time, not a short period like the big bill-
boards. The contracts do not provide for any such taxes so it. could
not be )assed along. Now, our display has 241/., square feet.

The act contains a clause )rovi(hing for a dollar excise tax for 100
square feet which would be at the rate of 4 cents a square foot on
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oir '241/> square feet, and 1 cent a. square foot on the larger. Now,
as I say, we are totally oppose(] to retaining this in the tax law at
all for the reasons that have been given to you by the speakers buit.
in addition to that, I would like to offer an amendment which i
have here and which I will give to the secretary.

The CHAIRMAN. Yes; give it to the secretary.
M. Bmicii. On the basis simply that the act should be amended,

it, is l)rol)osed by its that the excise up to 25 square feet be 25 cents;
from 25 to 50 feet, 50 cents; and from 50 to 100 feet, a dollar, leaving
that exactly on the same basis as 1 cent a square foot.
The CIIAIIMAN. Well, thank you very much. Your plrel)ared state-

ment will be included in the record.
(Statement submitted by Mr. Birch is as follows:)

Hion. lI'altcr I'. Georg,. chairman, and members of the linane ('omynittee of
the United ,Stotets Snatc:

Mr. name Is Frank t. Birch, president of tie Criterion Advertising (!o., Inc.,
ot New York city, a conany engaged lin erecting an! maintalidng the smaller
type of advertising signs, know as three-sheet displays each containing 24/,',
stuiare feet of advertising space.

These displiys are played oi the silte wails of retail stores and generally
advertise sonie article on sae in the store. A yearly rental Is 111( tl t tthe store
merchant in each instiie. There are thousands of other small signs oil retail
stores and filling stations, placed anl, maintained by the manufacturers or ad-
vertisers themselves, lin addition to thousands of small sigis placed and maii-
amined by the little retail dealers themselves, which signs we understand will
not le taxed under this act. These signs and not the iig milllioards, are ori
miain colpetition and to tax our signs and not the others would Ibe (liserinlnatory
:ti(1 unfair in this field.

Our company makes contracts with advertisere to erect and naintain these'
three-slieet displays for a period ranging from 1 to 3 years for a rental of $31
per year each. Most (if our present business is contracted ahead for front I
to 3 years.

We realize the necessity to raise funds so vitally needed to finance our defense
activity and d not wi'nt to dodge our share of the burden. We stand ready
to pay any tax on our profits which Congress may see fit to levy, lut feel that
the proiMased tax Inlposed by section 3269, part XI, of ii. It. 5417. Is economically
unsound, discriminatory, and unwise. We urge Its complete eliinaiiiitlon and
that the necessary funds iew raised b)y some general tax which applies equally
to all business and which (lots not discriminate against one industry.

Outside of paying ourselves rsasonahle salaries our company has not made
.tit operating profit for a number of years, hut this year It appears now that
we wilil make a small profit on our operations. However, should we have to
pay a dollar tax per display, which could not Ie absorbed by ourselves or passed
on to the advertiser whose contract does not require him to pay it. we could
not montile the business as a profitable operation, meaning the loss of out
Investment in signs and the throwing out of work our several hundred oii-
ployees, inaiiy of whom have spent the best part of their lives in this business-
in some cases up to 25 years.
The proposed exise tax on outdoor signs is levied without regard to profits

and in our case wolll' he a tax on losses as the small estimated profits we antici-
Iate this year would iiot he sufficient to cover the $1 tax per display.

I respectfully cll to your attention that the proposed excise tax if applicable
to three-sheet displays of 24,., square feet each, ti rate would be over 4
vents a square foot while oim a l)illbard of 100 square feet the proposed rate
would le 1 cent it square foot. This is wholly unjust and unfair. If the Con-
gress concludes that outdoor signs must p151y tll ex('ise tax, certainly then all
in the industry should he treated alike and tIme tax be made uniformt at a rate
icf 1 cent a square foot for the advertising space contaihed in each sign.

Fn'thernore, all signs not being utilized nid pri-ducing any revenue should
be exempt from taxation aii( this should he true even if ti advertising space
htir'eon was donated by its ii furtierance of the defei:se program or for some

other governmental or public purpose. A tax on outdoor advertising would be
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unifai w While exempting that of ,lpmsplmpers, magazines, window display.4, and
direct jal. There woiul be no Justtie ill singling out one tilIMt, a for tlxation
thereby lea(lnlg to tiln u1filir competitive advantage in favor of other advertis-
Ilg ined itums not taxed.

li conclusion, I believe for the reasons above given that the Senate Fhiance
Committee shtouhlt ttntettd the revenue bill (if 1941 by striking from It section
3269 whicli conitahis the excise tax ott outdoor nhlvertlsing or all amendment
hould h adopted wheromulor digns hmvilvg sin wlvertlmhiig splee 11roi of lnt

more thim 25 square feet situld lie taxed liiti over 25 cents each|, or t thMe
rate of I cent a square foot.

Amend act as follow.: Per
For each billboard having an advertising space amiea of: annum

(1) Not more ititi 25 square feet --------- --------------------- $0.25
(2) More thini 25 amid not more than 50 square feet ------------------- .
,3) More tialll 5(0 iiid ltot lilce th iai 10)0 square feet --------------- 1.00

(4) More thanl 10041 and tiot inore than 200 square feet -------------- 2. W0
(5) More than 200 and not more than 300 square feet -------------- 3. 00
(6) More than 300 and not more than 400 square feet -------------- 4.00
(7) More than 404) and not more tian 600 square feet -------------- 8. 00
(8) More than 600 square feet ---------------------------------- 11.00

The CH1tMAN. If there are any other witnesses here scheduled to
testify tomorrow who desire to testify this afternoon, we will be glad
to hear them. If not, the committee will recess until tomorrow at
10 o'clock.

(Whereupon, at 3:55 p. m., the hearing recessed until 10 a. m.,
Thursday, August 21, 1941.)

61977-41- 71
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AUGUST 21, 1941"

UNITED STATES SENATE,
COMMrr7EE ON FINANCE,

Washington, D. 0.
The committee met at 10 a. in., pursuant to adjournment in room

312, Senate Office Building, Senator Walter F. George (chairman)
presiding.

The CHAIRMAN. The committee will come to order.
Mr. Bachmann.

STATEMENT OF HON. CARL G. BACHMANN, CHARLESTON, W. VA.,
WEST VIRGINIA LIQUOR CONTROL COMMISSION

The CHIAIRIMAN. Mr. Bachmann, before you commence, let me
inquire. I see there are five or six witnesses here having to do with
the tax on liquor. Are you gentlemen all speaking to the same general
pur~ypose?

Mr. BACHMANN. I do not know what the other gentlemen are speak-
ing about, Senator.

The CHAIRMAN. You had no conferences at all?
Mr. BACHMANN. Yes. I am appearing for the West Virginia

Commission.
The CHAIRMAN. All right. Well, go ahead with your statement.

You may proceed. There is very little point, however, in having half
a dozen witnesses to the same general question, and, therefore, I will
ask you to stay strictly within the rule of 10 minutes because there are
a number of people here who want to be heard. We W*'ould be glad to
hear the whole case, but a multiplicity of witnesses always means delay
in getting through with the subject.

Mr. BACHMANN. Mr. Chairman, my name is Carl G. Bachmann. I
am a member of the West Virginia Liquor Control Commission,
appointed by Governor Neely as a minority member of that commis-
sion. I am also a former Member of Congress.

I appear on behalf of the State of West Virginia and the National
Alcoholic Beverage Control Associaton, which is an association com-
posed of the States of Maine, New Hampshire, Virginia, West Vir-
ginia, Alabama, Ohio, Michigan, Iowa, Wyoming, Utah, Idaho, Mon-
tana, and Oregon. There are 17 States that handle distilled spirits
through a monopoly system. The 4 States that are in that group that
(1o not belong to tie association are Washington, Vermont, Pennsyl-
vania, and North Carolina.
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We are interested in presenting to your committee two questions with
which we are vitally concerned back in the States. Tile first is that
an increase in tax tends to increase bootlegging and illicit distilling,
and the second is a decrease in Federal reveine if the tNx beconies sohigh.

Now, I have some interesting information taken front our re(or(s,
and I would like to call your attention to just what has al)l)ene(1 since

the other tax increase Juts gone into effect, insofar as oinr State is con-
cerned. I am speaking now of the inuber of stills seized in West
Virginia by the Federal authorities and by tie State authorities. For
the period the fiscal year ending June 30, 1940-that was before the
last increase in tax went on-as compared to the period ending June
30 this year, this reirarkable result al)l)ars frol our recor(ls: Before
the tax increase of 75 cents went on the 1st of July 1940, the Federal
and State agencies calpturcod in West V0irginia 24'6 stills. After the
tax went on we captured for the sane period 658 stills, or an increase
in stills captured after the tax went. on of 167.5 percent.

Gallons of whisky seized before the tax went on, 1,691; after
the tax went on, 2,781 gallons, or an increase ot 64.6 percent.

Senator VANDENBERG. There ought to be a tax on stills.Nfr. BACHMANN. I do not know how much more they are making

(lown there, Senator, hut I know we captured this many stills.
Senator TAFT. Or there ought to be a tax on copper coils.
Mr. BACHMANN. I do not know how we can get the coils in the

mountains. They hide them.
We captured, in that period before the tax went on, 27,106 gallons

of mash, and after the tax went on 86,569 gallons of mash, or an
increase in the amount of mash captured of 219.4 percent..

I would like to ask unanimous consent of the committee to intro-
duce this analysis as part of my remarks.

The CHAIRMAN. You may do so.
Mr. BACHMANN. And also a short statement showing what the

West Virginia enforcement agency did, and also the Federal agency
in the State of West Virginia.

The CHAIRMAN. Yes, sir; you may put that in the record.
Mr. BACHMANN. You know they make moonshine in West Vir-

ginia for about 25 cents a gallon. There are 3 gallons of liquor
in a case, so they make a case of liquor for 75 cents. We start out
now, under the )resent law, with a tax of $9 on a case, or $3 a gallon,
and if the other dollar goes on, you have got $12 oi a case of liquor
in taxes.

The more tax you put on the more you enlarge the opportunity of
people to get into the illicit distilling business. because the greater
the margi of profit for the illicit distiller, the more we encourage
the big distilleries, just as we did in prohibition (lays, to get back
into the business.

Here is some startling information from our records. For the
.fiscal year ending June 30, 1940, the value of the whisky seized in
West 'Virginia was $5,073, and after the tax went on the value of
whisky seized was $8,352, an increase of .64.6 percent.

Senator LA FOLLE'rE. How did you arrive at the value of seized
whisky ?.

Mr. BACHMANN. Well, they value it by the gallon.
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Senator LA FoLJmrt. I know, but how did you arrive at the value
of that whisky? Do they compare it with any thing?

Mr. BACIUHiANN. They cormare it with legal liquor.
Senator LA FOL.LJ',ITE. They compare it with legal liquor?
Mr. BCMANN. Yes. Now, the value of mash seized during

that period before the tax was put on was $16,263, and after the
tax went on the value of the mash seized was $25,600, or an increase
of mash and liquor seized from $21,336 to $33,952, or 59.1 percent.

I would like the consent of the committee, if I may, to introduce
that little table.

The CIA11M3AN. Yes, sir; you may do that.
Senator LA FomLE'rE. What was the total consumption of legal

liquor in this period?
'r. BACTIMANN. I am just coming to that, Senator La Follette.

For the fiscal year 1940 we consumed in West Virginia 2,009,483
gallons of distilled spirits. For the period ending June 30, 1941,
we consumed 1,809,003 gallons. Ill other words, we have decreased
OUr consmi )tion in West Virginia about 10 l)ercent, and we lead
the m &loopolY States.

Senator TAFT. What was the second figure?
Mr. BACIIMANN. The first figure was 2,009,483, and tie second fig-

ure was 1,809,003, or a decrease of about 10 percent, in gallons, 200,480.
Here is the point: The Federal tax loss at $3 per 100-proof gallon

in Wrest Virginia alone was $5 11,224. 'l that is figured from tie average
of liquor at 85 proof.

I would like the permission of the committee, Mr. Chairman, to
introduce this little table, if I may.

Tie CHAIMAN. Yes, sir.
Senator VANDENBmER. Do you relate the decrease entirely to the

tax ?
Mr. BAciMmNN. Senator, there is no way of tellin.-, but I think

the major part of our decrease is due to the increased illicit (istilling.
In our mountain sections. we have 13 imen oi our enforcement lil1h
continually.

SenatortA mrr . That is not due to a decrease ill drinking in West
Virf inia?Vr. nil .No; I think it is on the increase.

The (nAIIAIRMAN. Youl have had no decrease in population ?
Mr. BACHMl[ANN;. No, sir.
Senator VrANDENBER(. You ought to have, after that large amount

of sale of moonshine.
Mr. BACHMANN. That is not true of West Virginia alone. If I

may just take it minute to give you some startling information from
the' 4tate of Virginia, I asked'Colonel Bullington of tie Virginia
Alcoholic Beverage Control Board, who I think is one of the most,
outstanding men on the liquor control commissions i, the country,
the best ad vised man that I know of in that business, to give me
the facts pertaining to the State of Virginia, and I was amazed when
I saw what was happening down in tile State of Virginia. For
that period, before the 75:cent increase went on, the Federal and
State agencies in the State of Virginia captured 1,325 stills, and
after that tax went on, for the same period, they captured 1,771, or an
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increase of 446 stills. Now, here are some startling figures. The
value of stills, equipment, mash, and so forth, captured in the State of
Virginia for the period before the tax went on was $426,686, and after
the tax went on the value of stills, equipment, mash, and so forth,
was $754,715, or a total increase in value of equipment, illicit distill-
ing equipment captured by the Federal and State agencies in the
State of Virginia of $328,028. M

That shows this, that before these tax increases came on bootlegging
in Virginia and West Virginia was on the decrease. We were not
having any trouble with these illicit distillers. These figures in Vir-
ginia are significant of this. They show that the big moonshiner is
getting back into the business again;, because when they capture equip-
ment amounting to that figure, in the hundreds of thousands of dollars,
you have got the big distiller going back into the business, the illicit
distiller.

Now, the Virginia State stores sold-coming back to Senator La
Follette's question, the question that you asked Senator La Follette
about West Virginia-for the period ending June 30, 1941, the Vir-
ginia State stores sold 2,850,786 gallons of distilled spirits. In the
previous year the Virginia State stores sold 3,136,646 gallons, or a
decrease after the last tax increase went on of 285,860 galIlons. If you
figure that at $3 per proof gallon, the tax that the Government was
receiving on that amount of decrease, the Federal Government alone
lost from the State of Virginia alone in revenue $728,943.

Now, I think in West Virginia and Virginia we could have antici-
pated, because of the defense program, an increase in business, an in-
crease in the sale of liquor, of distilled spirits, but this worked just the
opposite down there. Had that increase gone along in liquor of about
10 percent, which we have a right to assume from other businesses
that have improved in those two States, figuring the 10-percent in-
crease in business, the Federal Government would have lost by reason
of that $3 tax $1,528,788 in the State of Virginia alone.

I would like to ask unanimous consent, Mr. Chairman, to introduce
Colonel Bullington's letter. There is some valuable information on
that question.

The CHAIRMAN. Yes, sir.
(The letter referred to is as follows:)

COMMONWEALTH OF VIRGINIA,
DEPABRTMENT OF ALCOHOLIC BEVERAGE CONTROL,

Arxconorio BEVERAGE CONTROL BOARD,
Richtnond, Va., August 19, 1I1.

Hon. CARL C. BACHMAN,
Washington, D. (7.

DEAR Mr.. BAOHMAN: Referring to our telephone conversation this morning,
and your reference to my letter to you of May 14, wherein I gave you certain
information relative to still seizures and other data:

As I understand it, you would like for this information to be brought up to
date, or to the end of our fiscal year, which was June ,30, and you will probably
use this in the hearing on the proposed increase of Federal taxes on liquor, which
takes place tomorrow before the Senate Finance Committee In Washington.

Here in Virginia we realize it is necessary for the Government to increase the
tax burden In order to raise the revenue necessary for the defense program. But
it is our honest opinion that any increase in the tax on alcoholic beverage will
not bring about any increase in revenue but will actually result in a decrease in
the revenue the Federal Government is now receiving from that source.
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Assuming that the Senate committee does not agree with this view and does
put on an additional tax, the addition of as much as $1 a gallon will actually
result in a great loss of revenue. Any amount over $1 per gallon would be
ruinous insofar as the revenue from this source is concerned.

As you know, on July 1, 1941, the Federal Government placed al additional tax
of 75 cents per gallon on all distilled spirits, and the Virginia Legislature, at its
session In February 1940, added a 10-percent tax on distilled spirits to the retail
price, to be effective July 1 of that year. For your information, I am listing
below certain comparative figures for the 12-month period ending June 30, 1940,
and for the 12-month period ending June 30, 941:

Number of alue of stills Number of
stills seized equipment, raids

Fiscal year ended June 30, 1940 .................................... 1,325 $426,686.60 9,879
Fiscal year ended June 30, 1941 .................................... 1,771| 7&, 715.05 14, 339

Increase ............................................... 448 328,028.45 4,460

These figures represent tile joint operations of the Virginia A. B. C. Board and
the Federal Alcohol Tax Unit. I understand that the Alcohol Tax Unit did some
additional work, which is not Included in these figures, and which will probably
Increase the totals by about 10 percent. I have omitted from this tabulation
the number of Investigations, since these activities are not a fair measure of
Increased enforcement.

For your further information, in the 12-month period ended June 30, 1941,
Virginia State stores sold 2,850,780 gallons of spirits. In the previous fiscal year
the Virginia stores sold 3,130,646 gallons of spirits. This is a decrease of 285,860
gallons. Assuming these spirits to be only 85 proof, the loss in gallonage at $3
per proof-gallon would be a loss In Federal taxes alone of $728,943. Assuming
that without Increased Federal and State taxes Virginia stores would have had
an Ilerease of approximately 10 percent it quantities sold-due chiefly to 1111-
proved economic conditions and defense expenditures-the Virginia A. B. C.
Board could reasonably have expected to sell 3,450,322 gallons of spirits, or an
increase of 599,525 gallons. Assuming these spirits also to be an 85 proof at $3
a proof-gallon, the loss in Federal taxes may be estimated at $1,528,788.

From the above, you can get a pretty good picture of what the last increase
in Federal taxes Is doing to us in Virginia.

Aside from the question of revenue, as you know, a great many other law
violations accompany bootlegging and moonshining, and I feel that we should not
entirely lose sight of the social problem Involved in this matter. Prior to July 1,
1940, we had eliminated most of the larger Illicit operators of stills and were
gradually going after the smaller ones. You can see from the above figures that
after July 1940, when the additional tax was levied, not only was there an in-
crease of 446 stills but tile value of the equipment was about doubled, showing
that tile larger operators who had gone out of business were getting back Into it,
and we fear that these conditions will be still worse with the Increased tax.

I feel that the monopoly association Is very fortunate that you are in Washing-
ton to represent that particular group before the committee and wish to thank
you for your willingness to accept such service.

With kind personal regards,
Very truly yours,

VIROINIA ALCOHOLIC BaI'ERAOE CONTROL BOARD,
By R. MoC. BU-LINOTO.V.

Mr. BACHMANN. I have just one other matter and I am finished.
The CHAIRMAN. All right.
Mr. BAOHWANN. I notice in the bill as it is now introduced there

is no exemption for gallonage to the stores. When you put on the 25-
percent increased tax there was an exeml)tion in the bill of 250 gallons
for each store. When you put on the 75 cents tax there was an exemnp.
tion in the law of 1C9 gallons for each store. Now that is ver_¢ iinpor-
tant to all of us down there in our respective States, because the 13
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members of this control association, in those 13 States combined, we
have 2,841 stores and agencies, and if we would have the benefit of the
same exemption in these stores that we had in the last law it would
mean an exemption of 284,100 gallons of distilled spirits.

The reason for that is this: When this tax goes on we have to get out
a new price list, and in some States to get out a price list, changing
prices of liquor, it costs about $5,000, and in other States less. I think
in Senator Taft's State it is about, if I am not kiistakep, $1,500 to
$2,000 to change the price list. I am not. so ccrai about that amount,
however, but it is near that figure. So if we had the benefit of the same
exenlption that we had in the previous acts., when I-ou put on the tax
increase, you would help the States to take care of the additional cost
that this increase in tax will cause us.

Thank you, gentlemen.
Senator TArT. Mr. Bachmann, have you any figures from Ohio?
Mr. BACHMANN. Senator, I do not.
Senator TAr. Is bootlegging greater in the Mountain States than

it is in the Plains States, do you think?
Mr. BACHMANN. I can give you the Federal figures on that for

Ohio, if vou would like to have it.
In Ohio, as shown by these figures that were obtained from the

Treasury Department, still and mash seizures in Ohio for the year
1941 were 264, and for the fiscal year ending 1940 it was 322. You
had a decrease in Ohio.

Senator TArT. A decrease?
Mr. BACIMANN. Yes.
If I may be permitted, in the chairman's State of Georgia, for the

fiscal year ending 1940, they captured 1,501 stills, and in the year end-
ing 1941 they captured 1,939, or an increase of 29 percent, in the illicit
,,tills captured in the State of Georgia.

senator Bimmm. They have pro ably got better law enforcementin Georgia.

Mr. BACHMANN. Senator, I do not know. As I said, we have 13
enforcement officers down in West Virginia now, and we will have
to put some more on, because as the tax goes on we encourage the
illicit distillers to go back into the business and therefore we will have
to increase our enforcement agencies.

Senator TAMT. Is there a State tax in West Virginia?
Mr. BACHMANN. No; there is no State tax in West Virginia.
Virginia levies a 10-percent tax, but the State of West Virginit

levies no tax.
Senator TArT. What does that come to in gallons?
Mr. BACHmNN. That comes to about 10 cents oii a proof gallon

in tax.
Senator TArr. That is after the Federal Government puts on a

tax?
Mr. BAC1IMt,%NN. That is right. We put nothing on in West Vir-

ginia by way of a tax.
Senator TAFT. Mr. Chairman, 1 think it would be interesting if

the Treasury or our committee would give use the actual results of
this last increase as compared to what their estimates were at that
time, whether the actual results have been less than the estimated
increase.

r
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The CIHAIRMAN. We will take that up, Senator, in executive ses-
sion. Can you answer it now, what Senator Taft would like to have?

Senator TAFr. I (o not mean right now.
Mr. BACIIMANN. Senator, I (o not know anything about the liquor

business. I cannot answer these general questions. All I know ,s
what I learned down there as a member of our coinnmisiion, in the
State of West Virginia.

The CHAIRMAN. Perhaps the Treasury might answer now, if you
have it.

Mr. RAY. No, we (to not, Senator; but I will iook into that
immediately.
The CHAIRMAN. All right. Thank you, Mr. Bachmann.
(The tables submitted by Mr. Buchniann are as follows :)

Comparative analysis of activities, combined Federal and State enforcement
divisiois, for fiscal years ended June 30, 1940, and June 80, 1941

Fiscal year Fiscal year Total In- Percent of
ended ended

June 30,1940 June 30, 1941 crease increase

Cases and Investigations:
Federal ........................................ 378 b09 131 34.7
State ........................................... 383 847 464 121.1

Tot ........................................

Arrests:
Federal ........................................
State ...........................................

Total .......................................

Stills seized:
Federal ........................................
State ...........................................

Total ........................................

Gallons whisky seized:I
Federal ........................................
State ...........................................

Total ........................................

761 1,356 595 78.2

85 759 174 29.7
260 354 88 33.1

851 1,113 262 30.8

210 293 83 39.5
36 365 329 913.9

246 65 412 167.5

1,141 1,641 503 44.1

550 1,140 690 107.3

1,691 2,784 1,093 64.6

Gallons mash seized:1
Federal ....................................... 24, 201 37, 80 13.605 56. 2
State .......................................... 2.905 48, 763 45,858 1,578.6

Total ....................................... 27,106 86, 569 59,46 219.4

1 Illegal manufacture of whisky upon which no tax has been pild.



EXHIBIT 1-A.-Comparative analysis of activities, enforcement division, West Virgiria Liquor Control Commission, for fiscal years ended '-,

June 30, 1940 and 1941

Investigations Arrests Stills seized Gallons whisky seized I Gallons mash seized I

Month Percent Percent Percent Percent Percent1939 1940 increase or 1939 1940 increase or 1939 1940 increase or 1939 1940 Increase or 1939 1940 increase ordecrease decrease decrease decrease decrease

A ugust ------------------------
September .............
O ctober -----------------------November --------------------
December ....................

January. ...
Feary\
Marc... ................-- '

lune -.--------------------....

Total ----------------- 383

58
34
68
65
47
74

1941

84
62

120
99
57
79

847

176.2
240

1,26
66.7

-16. 1
51

64.7
82 3

140
1,000

200

.97.5
121. 1

16
2
114

51
43

1940

34
27
42

1
6

29

266

37
14
10
8

45

1941

42
26
68
47'
19
33

354

I Whisky illegally manufactured upon which no tax has been paid.

131.2
C0
900

-42. 8
-90.2

4.6

23.5
-3.7
61.9

4,600
216.7

13.8

33.1

3

1940

1

3
13
10
6

36

17
16
30
34
t9
23

1941

45
32
39
49
29
32

365

666.7

4,400

1,200
276. 9

433.3

913.9

137

98
25
2
9

1940

35
213
26
15

550

76
57

223
74
95

119

1941

81
146
136
60
73

1,140

-44.5

153.4
196

4.650
1,222.2

317.1
-36.2

130.8
386.7

107.3

-------- Z,055
-------- 2, 0,'8
------.- 3,450
-------- 4,055
-------- 3.020

450 4.553

1940 1941

-- --- 722.- - - - - ---------. 6.125 - _---
-----.-- 5.450 ------------

760 7,535 891.4
1.0 25 4.510 340

670 5.210 677. 6

2,905 48,763 1.578.6

21
10
5

39

49

1940

51
34
50
9

19
40

------------
------------
------------------------
------------
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ExHiBIT I-B.-Comparative analysis of adivities, Federal Enforcement Division in State of I! eat Virginia, for fiscal years ended June 30, 1940
and June 30, 1941

Cases Arrests

Month Percent Percent1939 1940 of increase 1939 1940 of increaseor decrease or decrease

July ------------------------ 25 50 100 42 84 100August ----------------------- 42 57 35.7 65 7'0 7.7September ................. 23 44 91.3 33 68 106.1October .................... 32 35 9.4 52 88 69.2November -------------------- 30 34 13.3 47 50 6.4December .................... i 34 48 41.2 50 73 46.0

1940 1941 1940 1941

January --------------------- 17 53s 211.8 31 60 93.5February --------------------- 36 32 -11.1 49 52 6.1March ---------------------- 42 55 31 53 7 32.1April----------------------- 27 35 29.6 61 64 4.9May ----------------------- 26 40 53.8 32 37 15.6June -------------------------- 44 26 -40.9 70 43 -38.6
Total ..------------------- , 585 759 " 29.7

I Whisky illegally manufactured upon which no tax has been paid.

Stills seized Gallons whisky seized I Gallons mash seized '

Percent Percent Percentirese9 1940 of increase 1939 1940 of increase 13 ecn

9 37 311.1 68 12115 23 53.3 204 223
16 19 18.8 33 21023 22 -4.3 59 125
16 21 31.3 113 12525 24 -4.0 89 190

1940 1941 1940 1941

9 36 300 47 10416 20 25 99 139
21 24 14.3 183 14219 22 15.8 101 6917 28 64.7 93 76
24 17 -29.2 52 120

2101 2 39.5 1.141 1,64

or decrease

77.9
9.3

536.4
111.9

10.6
113.5

121.3
40.4

-22.4
-31.7
-18.3
130.7

44.1

or decrease

960 4,020 31&7
2,036 2,340 14.9
1.940 2,676 37.9
3,260 2,915 -10.6
1,855 2,395 29.1
3,005 4,535 50.9

1940

725
3,330
1.295
2.735
1.310
1,750

24,201

1941

3,335
2,940
3, 375
3,390
4,270
1,615

37,806

360
-11.7

160.6
23.9

225.9
-7.7

5(6.2
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ExiBrr II.-Conparative analysts whisly and mash seizures by Federal and
State enforcement divisions, fiscal years ended June 80, 1940, and June 80,
1941

Fiscal year Fiscal year Percent
ended June ended Juiine Total increase of In.

30, 1910 30, 1941 crease

Total wh l5ky cef'ed -I
oalions ........................................ 1.691 2,784 1.093 61.6
Value .......................................... $5,073.00 $8,352.00 $3,279.00 614.6

Total mash seized: I
lallons ........................................ 27,106 42. (.8 15.562 57.4

Value ......................................... $16,263. 60 $25,6 00.80 $9,377.20 57.4

Total value of seizures ........................ $21.336. 60 $3.3.952.80 $12.616.20 59.1

1 Illegal manufacture of whisky upon which no tax has been paid.

EIXuIIT II.-1WC8t Virginia di.stilld spirits sales (gallons) before and after
1940 Fcdcral-tax Increase, July 1, 1.9.0

Month 1930 1910

July ............................................................................. 141. 179 122.982
August .......................................................................... 140 898 148. W63
September ...................................................................... 110329 132. 503
October ......................................................................... 164. 525 151, 733
November .................................................................... 176.322 174. 4A
December ....................................................................... 245,018 207.417

1910 1941

January ......................................................................... 157. G90 145,681
February ........................................................................ 160.116 143.284
March ........................................................................... 178,516 157, 124.
April ............................................................................ 158,185 139.829

y ............................................................................ 16.317 146, 972
June ............................................................................ 162.393 135.415

Total ................................................................... 2,009,483 1.809,003

Decrease 200,480 gallons; 9.97 percent.
Federal-tax loss at $3 per 100 proof gallon, $511,224 (figured from the average of 85 proof).

Number of stores and agencies in monopoly States and total floor stock exemnp-
tion at 100 gallons per store or agency

State I

Alabama ..................
Ilaho ......................
Iowa ......................
Maine .....................
Michigan ...................
Montana ..................
New Hampshire ............
Ohio ......................

Number
of stores

and
agencies

56
124
175
40

1,517
157
37
251

Total floor
stock cx-

emptlon at State I
100 gallons
Iwr store or
agency

5, 600 Oregon ...................
12,400 Ultah ....................
17, 50 Virginia .................
4.000 West Virginia ............

151,700 W coming .................
15. 700
3,700 Total ............

25,100

I Members of National Alcoholic Beverage Control Association.
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The CHI MAN. Mr. Fontenot.

STATEMENT OF RUFUS W. FONTENOT, BATON ROUGE, LA., COL-
LECTOR, DEPARTMENT OF REVENUE OF THE STATE OF
LOUISIANA

Mr. FOxTENOT. My name is Rufus W. Fontenot, Baton Rouge, La.,
collector, Department of Revenue.

The C61AIxMAN. You may proceed, Mr. Fontenot, with your state-
ment.

Mr. leoN'Nor. 'lThank 'ou, sir.
As the chief revenue collecting officer of the State of Louisiana, I

have asked permission to appear before your committee to tell yoi
briefly of my State's attitude toward any further change in tile
Federal taxes on liquor.

I donot feel that I conie before y'ou as an aniateur in such matters,
since iin the last 25 years I have fed Cllonsideralble experience in tile
regulation and t taxation of the liquor business. I have served twice
as Inited Stales Collector of internal revenue and once as Federal
prohibition adi ill ist rator for uIy State, il a(lition to Iy l)re-lt
service as L-misihma State collector of revente. I feel that amy many
,ears in these fields of activity give me a knowhmdge and experience
vlieh niake Illy comments wortliv of comsiderat ion.

Ill comnectioi with tle ilulpo.ition of excise and license taixes, it
has been the experience of many States that oili certain luxury com-
ino(dities. it saturation point m1: be reached beyond which an increase
in the tax levied will almost certainly l)rOduce a loss of reveine. It
is elementary to say t hat this is due to the unfailing effect of the law
of diniinishinig returns. The economic ability of tile liquor industry
to merchandise its pro(lucts under the burden of a tax load that imkis
consumption economically undesirable to the purchasing public is
now being tested to a1 far greater degrve than ever before.

More and more States are relying oil the revenues derived from
liquor taxes for a large portion of their operating reve liles. As a
result, the liquor business is compelled to carry the constantly in-
creasing tax burden. It is obvious that at sonie point in the schedule
of tax rates, gallomage consumption will begin to drop to such an
extent that the revenue realized will be less thai that formerly ob-
tained through a smaller tax rate.

While it is not the desire of any State to be guilty of anything which
night be considered failure to'cooperate with ihe national-("efen,
program of the Federal Government, we feel that the revenue prob-
lems of the States must be given every possible consideration. As our
national emergency grows graver by the hour so do the responsibili-ties and dutie, of the States g.,row fieaivier and more exp lensve . T1he

Federal Government alone cannot assume and carry the full load of
the national-defense programi in till of its componentt parts. The
States must increase then police services, their fire l)revention and
control services, their health services, their hospitals, their eumploy-
meant facilities, and(1 all of the other numerous activities which ar'e
considered essentially local activities of the States but which are
unquestionably a vi al part of the operation of this Nation in tlhm
present emergency.
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We who represent State governments are well aware of the difficult
financial problems which now face the National Government. We
desire to do everything w e can to cooperate in solving those problems.
But we feel that extreme caution must be exercise in order to avoid
imposing a levy which will have the effect not only of reducing the
Federal income from the source against which it is levied, but wilt also
have a devastating effect on one of the few remaining reservoirs from
which the States may derive the income necessary for their essential
governmental functions. We feel that this is assuredly true in the
case of liquor taxes. In my State alone a small increase in tax has
already resulted in a decrease in gallonage. While the decrease is as
yet negligible, it is to me a clear indication of the dangerous quicksand
which lies in the direction of additional liquor taxes. I feel confident
that any further increase in liquor levies will bring about a decrease
in consumption which will be sufficient to reduce the revenue collected.

An interesting fact to remember in connection with this experience
in Louisiana, is that my State, according to authoritative reports, until
recently consumed more liquor per calpita than any other State in the
Union. In spite of this fact, a small change in the tax rate has already
produced a decrease in consumption.

I should like to call your attention to another potentiall effect. on an
increase in the liquor tax. Taxation can bring prohibition or partial
prohibition just as surely as the passage of a statute. Trhe people of
this country have clearly indicated that the majority of them are op-
posed to )rohibition. "Tlereby, by increasing taxes you may bring
about partial prohibition even though this result is contrary to the
wishes of the people.

I might add here that one-third of the parishes in the State of Louisi-
ana have gone dry in the last year.

It seems obvious to me that an increase in the tax rates on liquor
must of necessity bring about an increase in retail prices. Naturally,
an increase in cost means that the average purchaser will, in all prob-
ability, reduce the quality of the merchandise lie buys. He will do this
not because he 'wants to, but because the amount which lie can spend
on liquor will require it. This is particularly true when we stop to
consider that many Federal taxes are being levied now with the purpose
of reducing the amount the average citizen may spend for luxuries.
If we carry the taxation feature to an extreme, we will certainly cause
such a lowering in the quality of the average merchandise as to encour-
age the return of the illicit liquor traffic. Such ventures are not profit-
able enough now to justify their existence on a large scale. But, if the
tax rate and the retail prices are increased sufficiently, then the illegal
liquor business will be profitable enough to justify its risks.

This result carries with it, in addition to its partial prohibition
aspect, another very dangerous feature. If the illegal traffic returns,
both the Federal and State Governments will be faced with an en-
forcement problem of increasing seriousness and, consequently, an
increasingly heavy expense in connection with enforcement. It can
very easily be true that the cost of enforcement alone will exceed the
revenue collected as a result of an increased tax. This, I am sure,
neither the Federal nor the State Governments desire.

In conclusion, let me urge as strongly as I may that you give con-
sideration to these facts: An increase in the liquor tax which is too
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large will, in my opinion, inevitably lead to a reduced revenue from
this source; a form of partial prohibition which is foreign to the
wishes of the majority of our people; and a fiscal problem for the
State governments which ma be insurmountable without consider-
able Federal assistance, which would, of course, nullify completely
and irrevocably any increase in revenues the Federal'Government
might gain.

Let me remind you that I speak to you as a revenue official of one
of our States and not as a representative of any liquor interest or
interests. These opinions are my own and are given you with the
sole idea of presenting the case'for the States in general, and my
State in particular.

Thank you, sir.
The CHAIRMAN. Are there any questions?
Senator VANDENBERG. Do you supervise the gas-tax collection also?
Mr. FONTENOT. Yes, sir.
Senator VANDENBERG. How does the total gas tax compare with the

total liquor tax?
Mr. lFONTENOT. The, gas tax total and liquor tax are about the

Sallie.
Senator VANDENBEIRO. If there is a general Nation-wide curtailment

in gasoline consumption does not that involve a very serious hazard
to State revenues everywhere?

Mr. FONTENOT. Yes4; I am sure it does, in my State particularly,
because from the severance tax, which is the tax on every commodity
severed from its natural habitat, like gravel, oil, sulfur, all of the
iungs produced in Louisiana, the amount we collect. from the severance

tax and gasoline tax amounts to over one-third of our revenue in the
State of Louisiana. We get about $24,000,000 out of the severance tax
and out of the gasoline tax.

Senator VANDENBERG. And a reduction of one-third, an arbitrary
reduction of one-third in gasoline consumption, would automatically
reduce your revenue by one-third?

Mr. FONTENOT. That is right; yes.
Senator VANDENBERG. That is all.
The CHAIRMAN. Thank you very much.
Mr. Childs.

STATEMENT OF RANDOLPH W. CHILDS, PHILADELPHIA, PA., REPRE.
SENTING PENNSYLVANIA ALCOHOL BEVERAGE STUDY, INC.

The CHAIRMAN. All right, Mr. Childs, you may proceed.
Mr. CiimrDs. Mr. Chairman and gentlemen, I am the executive direc-

tor and counsel of a nonprofit organization known as the Pennsylvania
Alcoholic Beverage Study, Inc., which was formed in the spring of
1940.

Its purpose is to study conditions in the alcoholic beverage field in
Pennsylvania, to cooperate with Federal, State, and municipal author-
ities in the enforcement of laws and regulations relating to alcoholic
beverages and to recommend improvements in existing laws and prac-
tices in order to maintain in the State of Pennsylvania a sound and
effective system of alcoholic beverage control.



REVENUE ACT OF 1941

The president of this organization is Laurence H. Eldredge. of
Philadelphia, Who is professor of law ill the law school of the Uni-
versity of Pennsylvania, a legal writer and associated with various
civic movements including the Better Business Bureau of Philadelphia
of which he is president.

Among our directors are the Riarht Reverend Alexander Mann, of
the Protestant Evicopal Church. bishop of Pittsburgh; W. W. Mont-
gomerv, Jr., of Philadelphia, a lawyer and a former law partner of
Mr. Justice. Owen J. Rol)ets; Leoin J. Ohermaver. of Philadelphia,
lawyer and member of the Board of Education of the citv of Philadel-
phii: Thomas W. Phillips, of B'itler, president of tlep T. W. Phillips
Gns & Oil Co. and a former Member of Congress; Raymond Pitcairn.
of Pliiladcnhia. president of the Pitcairn Co.. a public;st and tle
hiild-r (if the Bryn Athlvn Cathedral: and W. Clattin Wetherill, of
Philadelphia, a director of student welfare of the University of Penn-
syl-'tnia and vice president of Franklin Institute.

From time to time this organization has pul)lished its findings an(1
recoinmendlations on various sul)jects, such as central licensing ug: SU-
port of the Pennsylvania Quota Act of 1939, limiting the number of
retail licenses to 1 to each 1,000 of population; disposition bv the
courts of appeals from orders of the liquor control boird: limita-
tiois on transfers of retail liquor licenses; suppression of bootlegging,
and the need for cooperation of local police authorities in law en-
forcement.

We wish now. for the first time. to record our apprehension of
the dangers which we think are inherent in the plan of taxing liquor
to the point where social evils, crime, and racketeering will return
to create an important national problem which up to now we thought
Ave solved bv the repeal of the eighteenth amendment.

In fi-sing the tax on distilled spirits it is important to consider the
taxes already placed on this commodity. Those taxes. which ulti-
muately are borne by consumers, include the Federal liquor tax of
3 per gallon (an increase of 50 percent over the post-repeal tax of

$2 nr gallon), a State tax averauring about $1 a gallon, and mis-
cellaneous license taxes. In Pennsylvania the monopoly system ob-
tains and while no State tax is imposed upon liquor purchased by
the monopoly, the liquor-control board imposes a mark-up (now
5 percent) on the cost price of liquor, and subjects the sale price
to a 10 percent emergency tax. Small wonder that it has been said
thaf a person drinking legal liquor drinks more taxes than liquor.

There is a grave danger that increased Federal excise taxes on
liquor will result in liquor prices which are prohibitive. When such
a price level is reached, consumers of liquor will turn to the boot-
lefn.er.

T do not wish to be understood as condoning the conduct of any
cit;zon in purchasing illegal lior. However, we are confronted not
with a theory but with a condition. Illegal liquor can be produced
anld sold at 'about one-fourth the present price of legal litor. If
priees of legal liquor become prohibitive, a large group of citizens
will resort to bootleggers with attending loss of revenue to Federal
and State Governments and tile revival of the widespread racketeer-
in'r and corruption of public officials which darkened the prohi-
bition era.

1124



REVENUE ACT OF 1941

Tle probability of tin enormous illegal liquor trade following
prohibitive liquor prices is enhanced by the fact that there is already
a nucleus of illicit liquor traffic which will expand as opportunity
for profit increases.

It is estimated that about 1,095,000 gallons of 60-percent proof
illegal spirits are brought into Philadelhia each year. It is also
estimated that about 400 to 500 gallons ol "moonshine" tire producedd
daily in the Philadel hia area alone. 'Ihis amount of "mooishi ne"
can be produced every 24 hours by about 35 house-pot stills. At
500 gallons per day this "moonshine" would amount to about 182,500
gallons per year. "Alky" and "moonshine" would thus aggregate
12 7,500 gallons, which would be about 10 percent of till legal liquor
sold in Pennsylvania (about 12,500 000 gallons). The tb)ve esti-
mate covers only the Philadelphia district. If anyone claims that
our figures for this district are too high, the apparent amount of
illegal liquor sold in the remainder of the.State, especially in the
counties of Allegheny, Schuylkill, Luzerne, and Lackawtnna, will
ehow the conservatisin of my estimate that from 5 to 10 percent of
till liquor sold in the State of Pennsylvania is illegal.
rhe existence of a substantial percentage of I)W)otler liquor in PenIi-

SylvtInia does not reflect upon the agents of the Federal Alcohol Tax
Unit or upon the agents of the Pennsylvania Liquor Control Board.

Necessarily the Feleral agents are l)rimarily concerned with large-
scale (listilling and transportation. The Fe(eral agents in conjulc-
tion with the State agents have substantially driven the large illegal
distiller out of business in Pennsylvania. The State agents tre
limited in number. Thus some 40 agents are available in the first
enforcement district comprising five populous counties. There is one
such agent for about each 70,000 of population. The diflcilties of
apprehending and convicting small violators are tremendous. 1,
many districts throughout the State the local police are inactive in
apprehending and prosecuting offenders engaged in the manufacture,
transportation, sale, and possessionn of illegal liquor.

The average citizen in Pennsylvania would prefer to purchase liquor
from the State stores. Many citizens have a natural aversion to deal-
ing with bootleggers anl the seal of the State stores insures the
purity and genuineness of liquor purchased at the State stores. On
the other halld, if legal prices mount to a point which the average
liquor consumer cannot afford to pay, mnr-o citizens will b- induced
to patronize bootleggers. In the last anaiyis, )b;ervance, of any ltav
depends ul)on the feeling of the average citizen that tle law is just
and( not up10n the fear of legal sanctions. It is so with the Fquor
itw. The (lrinkintz of liquor call no more be stol)ped )y excessive
taxes than it could be wiped out by national prohibition. Indeed, if
Federal liquor taxes are excessively increased, such taxes can' in
effect restore national prohibition. It is important that increases
of taxes do not drive liquor prices to a 1)eak which creates resent-
ment on the l)art of the consuming public. The need is for a tax
which the consuming public will accept as fair in view of the-defense
needs of the United States.

The new revenue act which is now being formulated by your com-
mittee, will impose sucl additional heavy burdens upon the avera.,e
citizen that lie will be obliged to completely readjust his method of

61977-41-72
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living. Many citizens will feel that after making enormous sacri-
fices in their standard of living in order to pay high taxes to the
Government, they cannot be blamed for patronizing bootleggers who
sell liquor for less than one-third the cost of taxed liquor.

I have no hesitation in expressing the opinion that fair liquor
prices, which in turn depend upon fair liquor taxes, constitute the
supremely important factor both in good enforcement and sound
revenue policy.

It has already been noted that the illicit operator in Pennsylvania
is a small operator. While his operating profit is high he must "fix"
the outlets for the sale of his products. However, as his margin of
net operating profit increases, as would be the case if alcoholic-bev-
erage taxes are substantially increased, the illegal operator can afford
to pay greater protection. The prospect of tremendous profit will
attract the large-scale operator and gangster, who of recent years have
practically withdrawn from the scene. An example of extensive ille-
gal enterprises is today found in the so-called "numbers racket" which
flourishes in certain populous communities. The profits from such
rackets are sufficiently large to attract the well-financed criminal into
the field. Such large-scale criminals will enter the illegal alcoholic-
beverage field if and when liquor prices become prohibitive as a result
of excessive taxes. It is unnecessary to enlarge upon the evils which
accompany the conduct of the illicit liquor traffic when conducted on
a vast scale.

The members of your committee will realize that taxes on liquor,
unlike taxes on other commodities, can be evaded by the substitution
of illegal products. This is shown by the experience of 13 years of
national prohibition. Alcoholic-beverage taxes are peculiarly subject
to an inexorable law of diminishing returns which is that as th'e margin
of profit to the illicit operator increases, sales of the legal purveyor
will decrease with a consequent loss of revenue to the taxing au-
thorities.

Senator VANDENBERG. I call your attention to the sentence on page 4
of your statement, which says:

The need is for a tax which the consuming public will accept as fair in view of
the defense needs of the United States.

What tax on liquor do you think the consuming public would accept
as fair in view of the defense needs of the United States?

Mr. ClirLns. Senator, of course, we all realize the tremendous need of
our Government for revenue in order to carry on the vital project of
national defense. I would say, this, that if possible the l)resent tax
on alcoholic beverages, on spirits, which has been increased from
$2.25 to $3, should not be increased, because we have reached what
I consider the danger zone. So if you ask me my opinion, I would
say it should not be increased, but I haven't the responsibility of
a Senator of the United States. I do not know but what, when
you gentlemen weigh the various factors that are here involved,
you may find it necessary to make some increase. All I am trying
to do is to point out, as the result of actual observation and exp.eri-
ence, that if you raise the tax at all, you are getting into the danger
zone. I hope if you raise it at all you will raise it as little as you,
with your vast responsibility, find it possible.
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Senator VANDENBERG. I think your observations are very important.
I am not quarreling with your conclusions, but I was struck with
your suggestion that there might be some tax on liquor which the
consuming public would accept as fair, as you said in view of the
defense needs of the United States. I wondered how far you would
go and still be fair as far as theypblic opinion is concerned.

Mr. CHILDs. I would say this, Senator: My own feeling about it is
that the tax we have now of $3 a gallon must be considered fair.
I see a good side to the proper, the moderate, use of alcoholic bev-
erages. I know it will go on. It is better'to have a regulated liquor
traffic than an unregulated liquor traffic. I feel at the present time
the people ought to be willing to sacrifice, to pay the present tax, if
they can do anything to save our country in this hour of peril.

Senator BABRRLY. Let me ask you this: An increase of the tax from
$3 to $4 a gallon represents an increase of 25 cents a quart, does it not?

Mr. CHILDS. Yes.
Senator BA~iKLy. And 121/2 cents per pint.
Mr. CmLDS. Yes.
Senator BAIKLEY. Do you know whether, and if so to what extent,

those who are engaged in the distribution of the liquor to the public,
that is the retailer, whether they add anything to that tax in the price
that they get for their commodities? When the individual purchases
it, for instance, if this dollar tax were added it would add, theoreti-
cally and actually if only the tax is added, 121/ cents a pint. You
cannot split a penny, you either get 12 cents or 13 cents or maybe 15
cents. To what extent, if you know, does. any retailer selling liquor
by retail add more than the tax which is represented, we will say, by
an increase of a dollar a gallon

Mr. CHILDS. I think, Senator, he does add more in most cases,
because of the fact that he has been trained, as every businessman is
trained, to add a mark-up on his cost. I think the answer is "Yes,"
Senator.

Senator BARKLEY. You do not know how much?
Mr. CHILDs. No. Take in the State of Pennsylvania, for example,

in the case of our monopoly there, the Pennsylvania State Liquor
Store, the board adds about 55 percent to the cost of the liquor, which
cost would include taxes. Now, I night say frankly, we propose in
the next 2 weeks to make a strong plea to the State liquor board to
lower the mark-up, so that in effect it will not be imposing a ]nark-up
on emergency taxes imposed by the Federal Government. I would
say as a matter of accounting practice, leaving aside people who want
to profiteer, I do not think the State of Pennsylvania wants to
profiteer or make too much money, even though they start out with
the form of imposing their mark-up on the cost, which includes taxes.

Senator BAUKLEY. That is all.
Mr. CHILDS. Thank you, very much.
The CHAM RAN. Thank you, sir.
Mr. O'Rear.
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STATEMENT OF JAMES B. O'REAR, REPRESENTING BUFFALO
SPRINGS DISTILLING CO., STAMPING GROUND, KY.

Mr. O'RATI. My name is Jim O'Rear. I am president of tile Buffalo
Springs Distilling Co., a small, independent Kentuckv distillery. I
have been requested by the Kentucky Distillers Associaiion and by the
Instilled Spirits Institute, l)roducel's and owners of more than four-
fifths of the distilled spirits of the United States, to outline to "ol
the attitude of the industry as represented hy these associations toward
the proposed increase in 'the excise ta, on1 di,.tilled spirits.

The distilled-spirits industry is not only ready but. is desirous of
doing everything it possibly can for national defense. The industry,
which after all is only a tax collection agency so far as excise taxes
are concerned, can collect for the Government only such taxes as
consumers are willing to pay.

In fixing the rate of excise tax on distilled spirits, certain facts
and factors must be kept, in mind which are peculiar to this in-
dustry.

In most other industries the imposition of excise taxes involves
the sole problem of determining the maximum revenue reducingg
point. It is just a question of whether the rate of tax results in a
price which the consumer will pay for the l)oduct or whether because
of the tax the consumer will elect to do without the product.

In the (listilled-sI)irits industry, however, there is an entirely dif-
ferent and much more difficult problem. In considering the rate
of excise tax on distilled spirits, there must be kept in mind the fact
that so long as the law, of nature exists and so long as there are
sugars and starches in existence the demand for distilled spirits
will be supplied.

This was made abundantly clear to the American people during
the ill-fated prohibition era. The problem in considering a rate for
excise taxes on distilled spirits, therefore, is not whether the con-
sumer will buy the product or do without it but is whether the
consumer will buy the tax-paid product or the illicit product .

An excessively high rate of tax on distilled spirits is just as sure
to re-create the illicit industry as the reenactment of statutory pro-
hibition.

If the excise tax rate on distilled spirits is raised to the point
where sufficient subsidy is given to the now disorganized racketeer-
ing mobs which flourished during the prohibition era, those disor-
ganized mobs will most certainly be brought back to life and the
country will be again faced with the scandals and mob law enforce-
mnent problems with which it was faced during the era of the eight-
eenth amendment.

I need not elaborate on the law-enforcement problems or on the
attendant evil effects on the young people of the country which
resulted from prohibition and it is our sincere hope that, this condi-
tion will not be revived in the form of prohibition by taxes on
distilled spirits.

We do not believe that it is our function or our right to tell the
committee at what point the excise taxes bring about Ile prohibi-
tion evils.
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We do feel, however, that it is.our duty to advise the committee
of facts from which it may draw a sound conclusion in this regard.
I have with me Mr. Howard Jones, of the Distilled Spirits Institute,
who will present to the committee various facts, figures, and charts
which show the effect of the various increases in the distilled-spirits
excise taxes which have occurred since repeal of the eighteenth
amendment.

Mr. Jones' figures deal with both State and Federal taxes. I
am sure these will be enlightening to the committee. I only want
to call attention to two things-(1) that not only is the Federal
Government dependent on the excise tax on distilled spirits for a
substantial portion of its revenue but that the State governments
are also dependent on the excise tax on distilled spirits for a sub-
stantial portion of their revenue.

Prior to prohibition this situation did not exist. During all of
the years prior to prohibition the Federal Government was the only
governmental entity that levied an excise tax on distilled spirits.

It must be kept in mind that whenever the Federal tax depresses
the volume of business, even though tile total Federal tax collections
increase, the State revenue is proportionately decreased.

Thus, any Federal tax which depresses consumption is incentive
to the States to maintain their gross income by increasing the State
tax rate; and unless we are very careful we are liable to create a
vicious circle of taxation which, taken as a whole, will create prohi-
bition by taxation even though the Federal rate standing by itself
may not be sufficient to result in a real subsidy to the bootlegger;
(2) after the last increase in tax, there was virtually no increase in
total consumption of distilled spirits despite the fact that national
income rose materially.

Mr. Jones will give.you tile figures but it is my recollection that
with national income increasing 10 percent the consumption of dis-
tilled spirits increased only 1.6 percent. This leveling off of con.
sumption would indicate that possibly the saturation point has been
repeched in the excise tax on distilled spirits.

The $1 increase now proposed may be a dangerous dollar. That
is something for this committee to determine. I trust that you will
analyze the figures which Mr. Jones will give you careftilly and
that they will be helpful to you.

In conclusion I want to call the attention of the committee to the
fact that America is now faced with a hidden danger in its defense
program. Any real subsidy to the racketeering mobs thr(iugh a tax
on distilled spirits would, I am afraid, create a real danger to
national defense.

In this connection, if in your wisdom you should find it proper
to impose the $1 tax or any portion thereof, it is respectfully sug-
gested that the matter be called to the attention of the Appropriltions
Committee so that they may give some additional appropriation to
the law enforcement authoriies, particularly to the Alcohol Tax Unit
which is charged with the (luty of policing illicit production and
distribution of distilled spirits.

In this connection, your attention is directed to a circular. copy of
which is filed for the record, issued by time Alcohol Tax Unit and
covered by Treasury Department news release of August 12, 1941.
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seeking cooperation of sugar refiners brokers, and wholesalers, in
keeping sugar out of bootleggers' hands.

91r. -Chairman, I would like to have your permission to introduce
this circular as part of the evidence.

The CHAIRMAN. Yes; you may.
Mr. O'REAR. It was issued by the district supervisor, Alcohol Tax

Unit, New York City.
The CHAIRMAN. You may do so; yes, sir.
Any questions, gentlemen?
Senator BARKLEY. May I ask Mr. O'Rear the question I asked Mr.

Childs a while ago, if lie can answer? To what extent, if at all, any
retailer is calculated to add more than the tax to the bottle of whisky
which he sells to the ordinary consumer who buys it over the counter.

Mr. O'REAR. Senator Barkley, in the commerce of the liquor indus-
try it is the fairly universal custom that the average mark-up, through
the channel which liquor is distributed-and that is very carefully
regulated by the Treasury Department-the distiller sells to the whole-
saler and in most instances the wholesaler takes the average mark-up
of about 15 percent, and the wholesaler sells to the retailer and the
retailer takes an average mark-up of about 331/3 percent, or, roughly,
a 50-percent mark-up upon your taxes. In the State stores of monop-
oly States-some 17 of them-I think the average mark-up is approxi-
mately 50 percent.

Senator BARKLEY. In other words, we will take liquor that has been
in bond 4 years and is bottled-the tax is paid at the time the liquor
is removed from the bonded warehouse and bottled; let us suppose it
bears a $4 tax, that tax is added to the other costs of the production,
and the wholesaler pays the distillery sales price plus the $4 tax; is
that correct?

Mr. O'REAn. That is correct.
Senator BARKLEY. Now, the wholesaler then adds his profit based

upon a percentage of what he has paid, and that percentage is added
to the tax.

Mr. O'REAR. That, is correct.
Senator BARKLEY. No; that is to the original cost of the liquor. So

there is a pyramiding process there by which everybody who handles
it-whether his mark-up is 10 percent or 50 percent, or 20 or 25 per-
cent-everybody who handles it bases his mark-up on the cost to him,
and that cost includes the tax, and the greater the tax the greater the
mark-up. That is true, is it not?

Mr. 0'REAR. That is right.
Senator BARKLEY. So the average mark-up by the time the ordinary

consumer gets it, based upon the price that the wholesaler paid for it,
is about 50 percent?

Mr. O'REAR. The retailer's mark-up is 331/3 percent. The total
mark-up on the tax is about 50 percent.

Senator BARIKLEY. That is what I mean-from the time it leaves the
distiller until it gets to Dick, Tom, and Harry.

Mr. 0'REAR Yes, sir.
Senator VANDENBERG. Would it be possible to control that mark-up

pyramiding of the tax by requiring that the tax be carried as a separate
item on the bill from start to finish?
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Mr. O'REAn. That presents a great many difficulties, Senator. I
would not be prepare to state that. In the American system of com-
merce, where any excise tax is imposed, it is customary in all lines that
the mark-up shall be on the entire cost of the product, including the
tax, whether it is an excise tax or hidden tax.

Senator VANDENBERG. I do not. see any theory by which State sales
taxes are protected against mark-up by being carried| as a specified item,
why that. same theory could not be applied to this tax f7rom start to
finish on liquor.

Mr. O'REAR. In the handling of our distilled spirits, in the channels
of commerce, we are very strictly regulated, including the line of ques-
tions that. you are proposing. The State stores do not have that regut-
lation applied to them, and they are able to make their own laws and
regulations to suit themselves es for their own business, which is different
from that which we use, and they impose a sales tax which is different
from an excise tax.

Senator TAFT. On the cheap whisky what, roughly speaking , 1ropor-
tion of the price is taxed when it goes to the wholesaler?

Mr. O'REAR. Based upon today's tax rate, the withdrawal tax is $9
per case or $3 per gallon on cheap whisky that would sell at $15 per case
to the wholesaler.

Senator TAFT. That is $6 for whisky and $9 for the tax?
Mr. O'REAR. $6 does not represent the whisky. It represents hidden

taxes, costs, and various and sundry other things, but $9 of that price
is the tax.

Senator TAFT. For $15 a case, $9 is Federal tax, or 60 percent,
roughly ?

Mr. O'REAR. Yes.
Senator TAFT. And if this is made $12, of course, that would be two-

thirds, or 66 percent?
Mr. O'REAR. Yes.
Senator GuFFEY. How old is that. cheap whisky that we are talking

about? Is it. blended by the time the consumer gets it?
Mr. O'REAR. Senator at that price some of it may be 4 years old

and some bf it. may, be blended.
Senator Gum . All right.
The CHAIRMAN. Thank you, Mr. O'Rear.
(The circular referred to by Mr. O'Rear is as follows:)

SUGAR-THE LD-EnrwO1 OF 11iCIT DISTILLINo

Since all alcohol is produced through the processes of fermentation and distilla-
tion from sugar, sugar is the one absolute essential which an illicit distiller is
dependent upon for his existence when operating in any thickly populated areas.
Deprived of it, his theft of taxes so sorely needed to support the national-defense
program would cease.

Sugar is used by bootleggers in the preparation of mash in the general proportion
of one 100-pound bag to each 50 gallons of mash. On distillation, such mash may
be expected to produce about 61/2 gallons of 95-percent alcohol, or 190" proof.
Since the Federal tax is $ on each gallon of pure 2000 proof alcohol, each bag of
sugar so used represents a loss to the Federal Government of $37.05. Any State
taxes evaded represent so much additional public loss.
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The average sugar dealer at the present time (July 1, 1041) enjoys a 1)rotlt of
approximately 10 cents on the sale of a bag of sugar. Consider the figures:

1 bag of sugar:
Dealer's profit --------------------------------------- $0. 10
Tax loss to United States ----------------------------------------- $37 05

37. 05
.10

Or net loss --------------------------------------------- 36. 95
Any comment here on such a balance sheet would be a gross Insult to native

American business Intelligence. 'lThen hell) us to keep sugar out of bootleggers'
hands; cooperate by refusing to sell sugar in quanlity to suspicious or unknown
persons: obtain automobile license numbers and notify district supem lsor, Alcohol
Tax Uolt, Federal Building, V0 Church Street, New York N. Y. Telephone, Rector
2-9100.

The CHAIRMAN. Mr. Jones.

STATEMENT OF HOWARD T. JONES, WASHINGTON, D. C., GENERAL
COUNSEL, DISTILLED SPIRITS INSTITUTE, INC.

Mr. JONES. My name is Howard T. Jones, of Washington, D. C.
I am general counsel of the Distilled Spirits Institute, a trade associa-
tion of distillers of the United States.

The distilled-spirits industry, like every other American industry,
is ready and willing to do everything it possibly can for national
defense. The industry-which 'is, after all, cqdy a tax-collecting
agency so far as excise taxes are concerned-can collect for Govern-
inent only such taxes as consumers are willing to pay.

As has'been stated by Mr. O'Rear, we are not here to complain about
the present burden of the industry nor are we going to protest any
increase which this committee determines is appropriate after consid-
ering all factors involved. However, we would be derelict in our duty
as a tax-collecting agency if we did not place before the committee
pertinent information which we possess bearing on our tax problem.

We fully appreciate that one of the moving influences iy bringin
about repeal of the prohibition amendment was the expectatin of
revenue from taxation of alcoholic beverages, and it is our desire that
(Government, State and Federal, receive their measure of benefit from
their local sale.

We respectfully submit for the consideration of the committee the
known fact that the product of the distilled-spirits industry is pecu-
liarly subject to the competition of the illicitly produced non-tax-
paid product-a condition not a factor in any other substantial tax-
p:'oducing industry.

With lhe total tax rate on distilled spirits as high as it already is,
the point of diminishing returns appears to be dangerously close.
It is, of coarse, impossible to predict accurately what would happen
if the tax were increased again, but there is abundant evidence that
the present tax rate is extremely close to the danger point.

We believe that the information presented here indicates a con-
sumer turn from tax-paid to bootleg liquor, and we are of the view,
therefore, that the l)roposed increase may likely be a "dangerous
dollar" to the Federal and State Governments, as well as to the
legal taxpaying trade.
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In this connection, your attention is directed to a circular, copy
of which is filed for the record, issued by the Alcohol Tax Unit and
covered by Treasury Department news release of August 12, 1941,
seeking cooperation of sugar refiners, brokers, and wholesalers, in
keeping sugar out of bootleggers' hands.

'Background.-The prohlbition amendment was repealed in 1933
for two principal reasons: (1) To put an end to ram pant bootlegging,
racketeering, and gangsterism, and (2) to provide Government-
both State and Federa|l-with a much-needed new source of revenue.

After a great deal of careful study by the House Ways and Means
Committee and the Senate Finance Committee of just how high the
tax could go without giving bootleggers sufficient incentive to stay
in business, it was calculated that a tax rate of $2 per gallon on
distilled spirits would insure the ,,mxiimuin possible revenue with a
minimum of bootlegging. Con-eess ac, crdingly increased the rate
of $1.10 per gallon in effect, nt tie time oi repeal to $2 per gallon. In
addition, the open States levied State tax s initially averaging about
66 cents per gallon. As calculated, this rawe of taxation discouraged
large-scale bootlegging. There was not enough tax margin to finance
highly organized bootlegging rings such as had flourished under pro-
hibition. The vast network of criminal syndicates of prohibition
da.s largely disappeared.

However, taxes on distilled spirits did not long remain at the
rates then. best calculated to discourage bootlegging and insure ade-
quate revenues. The total of Federal and State taxes was steadily
increased year by year, thus progressively enhancing the profit possi-
bilities of illicit. operations. Finally, in 1910, the Federal tax was
increased 75 cents on top of an existing Federal tax of $2.25 and
average State taxes of $1, making the total State and Federal tax
$4 per gallon; and bootlegging became a more tempting venture.
Since the 75 cents Federal tax increase of 1940, bootlegging has in-
creased significantly. If the tax is now increased another $1-mak-
ing the total State and Federal tax more than $5 per gallon-the
tax margin may be sufficient to bring back the big-time bootlegger
and his vicious entourage of crime and corruption.

Another tax increase well might en(langer the two major l)urposes
of repeal-one of the most significant actions ever taken by the Amer-
ican peole--by reviving the highly organized bootlegging operations
of prohibition days, an(l by jeol)ardizing anticipated l)ublic revenues
from distiller sp)irits.

In,'quities.-Distilled sl)irits are already bearing a very heavy share
of the national tax burden, including a" special 75-cent defense tax
levied last year, an increase of 3311 percent , whereas most other taxes
were increased only 10 percent. The increase of $1 now proposed
would increase the' present tax by another 331/ percent. The total
Federal tax on (listilled spirits would then be more than 31/2 times
the rate effective on the (late of repeal, and 100 percent greater than
the first l)ost.-repeal rate. It would be 78 percent more than the tax
in force on June 30 19401 a little more than a year ago.

No other commodity is hearing as heavy a load of taxation, nor
have the taxes on any other commodities ;een increased so much in
the last several years. In addition to the Federal tax, 28 States and
the District of Columbia levy excise taxes on distilled spirits and 17
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States sell distilled spirits and take their revenues in the form of
profits, gallonage taxes, and sales taxes. Moreover, the Federal Gov-
ernment, the States, cities, towns, and counties are levying a bewilder-
ing assortment of license taxes. Total governmental revenues on
distilled spirits now represent some 60 l)e'ceint of the retail selling
price. The national average tax on cigarettes-Federal, State, and
local included-runs about 50 percent. Taxes on gasoline run about
40 percent of retail selling price. Taxes oin beer run about 25 percentt
of retail selling price.

The tax burden on distilled spirits has been growing steadily more
inequitable. While other major Federal commodity taxes, those pro-
ducing more than $100,000,000 annually, have decreased relative to
the total of Federal excise taxes or increased only slightly, distilled
spirits taxes have increased sharply from 13.8 percent of total Federal
excise taxes in the fiscal year 1935 to 20.2 percent of the total in 1941.
The Federal tax on distilled spiritm- has been increased 273 percent
since repeal-from $1.10 to $3 per gallon. The tax on cigarettes was
$3 per thousand at the time of repeal and has been increased only
once in the meantime to $3.25, an increase of only 8 percent. The tax
on gasoline has been increased only once from 1 cent per gallon to
11/2 cents, a 50 l)ercent increase. The tax on beer was reduced shortly
after repeal from $6 to $5 per barrel and then increased last year back
to $6, for no net change.

Bootlegging.-It is a well-known fact that the product of the dis-
tilled-spirits industry is peculiarly subject to the competition of the
illicity produced, nontaxl)aid product-a condition not a factor in
any other substantial tax-producing industry.

When taxes are increased on other products, the consumer must
pay more or do without. When taxes are increased on distilled
spirits, bootleggers and racketeers take advantage of both the Gov-
ernment and the consumer by substituting illicit concoctions for the
taxpaying product.

Last year's defense tax increase sharply reversed the long-term
downward trend of bootlegging. Prior to the tax increase, bootleg-
ging had been reduced until in the fiscal year 1940 it stood at the low-
est levels since repeal. In the first full year of the defense-tax in-
crease, fiscal year 1941, bootlegging turned sharply upward. The
Federal Alcohol Tax Unit seizednearly 1,200 more stills and nearly
400,000 gallons more mash, increases of 11 percent and 6 percent
respectively, over the year before the tax increase. State-enforcement
agencies report similar or greater increases.

It is estimated that the illicit stills seized by Federal agents alone
last year turned out nearly 21,000,000 proof gallons of bootleg liquor,
defrauding the Federal Government of $63,000,000 in taxes and the
States of a minimum of $21,000,00 additional.

The 75-cent tax increase of 1940 raised the total tax margin to the
point where bootlegging is again a highly lucrative business proposi-
tion. With another tax increase, the tax margin would probably be
high enough to permit big-time, highly organized bootlegging opera-
tions on the prohibition scale, with all their ramifications of crime and
corruption.

The bootlegger would then have what would be in effect a Gov-
ernment subsidy of $5 per gallon, the total of Federal and State taxes,
which amounts to $15 a case, or $1.25 per quart bottle.
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Re venue.-The average consumer has only so much money to spend
for distilled spirits, a quota )retty rigidly fixed by other pressing de-
mands for his income. Increases in the tax-paid gallonage of dis-
tilled spirits cai be expected only when 1)ublic purchasing power
expands. In the past, the total tax-paid gallonage of distilled spirits
has shown a strikingly close relationship to total purchasing power,
hovering around 1.90 gallons per $1,000 of national income year in
and year out. When national income increased, tax-paid gallonage
increased prOportionately, and when national income decreased, so did
tax-l)aid gallonage.

However, when the Federal tax was increased 75 cents per gallon
last year, the average consumer got. less legal distilled sl)irits with a
given amount of money. Public purchasing power increased more
than 10 percent in fiscal year 1941-and unit sales in most other lines
increased accordingly or to i greater percentage-but Federal tax-paid
gallonage of distilled spirits increased only 1.6 percent. This slight
increase was more than accounted for by increases in wholesale and
retail inventories. Sales to consumners are estimated to have fallen off
by some 3 percent for that period.

Sales actually were more than 3 percent lower than they might
have been. The 75-cent tax increase reduced the volume of pur-
chases from the previously normal 1.90 gallons to 1.79 gallons per
$1,000 of national income." If there had been no 75-cent tax increase
last year and the rate of 1.90 gallons per $1.000 had been maintained,
tax-l)aid gallonage would have risen to 153,500,000 gallons against
which the realized figure of 144,500,000 gallons represents a 9,000,000-
gallon decrease, or 6 percent.

If there is no further tax increase, tax-paid consumption can be
expected to increase during the next year in line with the expected
increase in public purchasing power,* with a consequent sizal)le in-
crease in tax collections. If there is a tax increase, the Government
may not realize much more of a relative increase in revenues than
it would if there were no tax increase, and much of the increased
revenues might be dissipated in increased enforcement expenditures.

!mpe?-ielce.-What might be expected nationally if the Federal tax
is increased again is suggested by the exl)eriielce of Louisiana and
Virginia, the only two States which increased their taxes in 1940 on
top of the Federal tax increase of 1940.

[he total tax in these two States is now al)proximately what it
would be nationally if the Federal tax were increased another $1.

In tile first full year under such a rate in Virginia. legal sales fell
off 9 l)ercent, and bootlegging as measured by mash seizures increased
65 percent.

In the first 10 months under such a rate in Louisiana, legal sales
dropped 23 percent and bootlegging went up 211 percent .

Similarly, in the State of Kentucky, which increased its State tax
a few months before the Federal tax in crease of 1940, sales in the fiscal
year of 1941 were off 6 percent, and bootlegging, increased 26 percent.

Statem.-When the Federal Government increases its tax rate and
thereby depresses national tax-paid gallonage, most States lose State
tax revenues on distilled spirits.

In the fiscal year following the Federal tax increase of 75 cents
every State in the Union realized an increase in consumer purchasing
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power. In 19 of these States, tax-paid collsilnlption actually declined
over the preceding fiscal year. L' :39 States sales of legal distilled
spirits-ul)onl which the States coilket taxes or realize plrolits-lagge(l
behind the increase in con.suier pt)hchasing power. In 20 States,
tax-paid consuml)tion failed to increase :,i line with consumer purchas-
ing power. In all 39 States, State levenut s were less thanl they should
have been as a result of the 75-cent Ieederal tax increase.

Such losses are extremely serious to th,. States and their citizens be-
cause of the essential social services for which distilled spirits revenues
are frequently earmrl ked-old-age pensions, itiotheis' aid, aid to the
)lind and cri)pled children, teachers' finds, and so forth.

If there is another Federal tax inreease row, ]]lore severe aid nIore
widespread losses may be expected, with resulting unl)ahnced budgets
in many States. 'The States would then Ie faced with a choice between
giving up essential social service and finding new tax sources.

Miscelltneou.-In the light of the foregoing, there are a nunuher
of other important factors that should be taken into account in coil-
sidering another tax increase on distilled spirits.

The farmers who supply the grain would find the legal market for
distilling grains reduced. lhe legitimate distillilig industry's grain
purchases are highly important to farmers, rvulnresenting as they (to a
ve y significant factor in establishing prices on the cash grain market.

Thousands of small retailers and wholesalers throughout the country
wouli be faced with the necessity of secur!ig additional capital to
finance their businesses.

Distillers and rectifiers would have to secure many millions of dol-
lars of additional capital to finance the tax increase on the huge volume
of "floating stocks" necessary to keep their business going.

In addition, the floor-tax requirement alone would entail an esti-
mated $38,000,000 of financing, principally by the hard-pressed small
businessmen in the wholesaling and retailing end of the trade.

S&m.mary.-Since the repeal of the 1)rohibition amendment in 1933
taxes on distilled slirits-Federal, State, and local-have been in -
creased steadily year by year. By every criterion, distilled spirits are
already bearing far more than tfieir fair share of taxes compared to
(A11er cominiodities. In simple equity, should distilled spirits be called
upon to bear yet another sharp increase so soon after the 331/ percent
(lefense-tax increase of last year?

Should not the invitation to bootlegging-the peculiar and diffi-
cult problem of distilled spirits taxation Which sets it apart from
all other tax comumnodities-implicit in a too-high tax rate be suffi-
cient to (leter the imposition of such a rate? There is obviously it
point beyond which distilled spirits taxes cannot be increased wNAth-
out retarding legal consumltI n 111and stimulating bootlegging.

There is strong evi(denlce that that point was reuCIhed last year when
the Federal tax on distilled spirits was boosted sharply for defense
l)url)oses. Since that tax increase, consumers have been'forced to the
consumption of bootleg whisky in considerable volumnie as evidenced
not only by the l)roounced ris e in bootlegging, but also by the other-
vise inexl)licable failure of tax-paid gallonage to keep '1i),with rising

public purchasing power.
With a 75-cent tax increase retarding sales, despite the greatest

increase in national income in recent years, would not another tax
increase on top of the 75-cent tax increase reasonably be expected to
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retard tax-paid gallonage still more? Without a tix increase, it is
reasonable to exp et an increase ill tax-paid consumption during the
next year in line with the expected increase in pl)ulic l)urchasilig
power.

A tax increase of $1 would make the profit margin of lootleggilig
sufficiently high to again finance 1ig-time operations on the prohibi-
tion scale. Is it not, conceivable that big-time bootleggers wN-ould be
invited to enjoy the enormously high profits of illicit operations?

Even if consumers do have consideral)ly more money to spend next
year, Ciai they lie txI)e(l to buy heavily taxed legal spirits in pref-
erence to really available bootleg liquor? Call consimners-partic-
ninnly,' ill tihe lov-income groups which because of their number are
resl);nsible for the bulk of tax-l)aid consiml)tion-be blamed for
shift ing to tie bootleg product if the legal product is taxed out of
their reach ?

Regardless of what may happen to Federal revenues, if there is a
tax increase, the States-which depend on distilled spirits revenues
for many essential social services to their citizens--would likely suffer
severe revenue losses. A great iany States suffered losses in ldis-
tilled spirits revenues following the 75-cent Iederal tax increase of
1940. If the tax is now increased another $1, the States would suffer
still greater losses.

The need for increased revenues must be carefully weighed against
the serious consequences that may flow from too high a tax rate
oil distilled spirits.

Having in mind all the factors involved-some of which have been
touched upon ihere-we feel that we are justified in asking that
serious, consideration be given to the advisability of a tax increase
at this time.

There is a very real risk of serious consequences-not only to the
industry but to governmental revenues and public welfare.

Senator VANIENBEIIO. I would like to ask the witness one question.
When you figure the total Federal and State taxes at $5 per gallon,
I assume that. includes the proposed $1 increase, so your present
figure would be $4; is that correct?

Mr. JoNEs. You mean our present tax, Senator?
Senator VANDEN.IEIIG. Your ,statement is that both the Federal

al(1 Sthte taxes now would average $5 per gallon.
Mr. JONES. That is correct.
Senator VA'NDENIERO. So it is now $4 per gallon. without this $1

adled.
M'. JONERs. Yes.
Senator VANDENBIFO I. I understand the Canadian rate is $7 per imim-

perial gallon, and the rate in -Great Britain is $16.50 per imperial
gallon. How much bigger is an imperial gallon than our gallon?

Mr. JoNEs. Roughly, I would say, one-fifth bigger. It is quite
a little larger.

S,'iator VANDENBERO. Then the Canadian and British rates are
very substantially higher than ours, are they not?

Mr. JoNEs. Yes.
Senator VANDENBEIRG. Have they been confronted with dire con-

sequences, do you find?
Mr. JONES. No, sir; I should say they have not. We have a little

different situation in this country: We have gone through 13 years
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breeding a situation that has not existed either in Canada or inEngland.
Senator VANDENnm, O. I think that is so, I would have to agree with

you there.
Senator CONNALLY. You mean we have developed a taste for boot-

leg and it is hard to get them off of it,?
Mr. JONES. I do not know whether that is the entire reason, Sen-

atcr. I think we have developed a disrespect for law in this country.
We have a. lawless situation in this country that we have not entirely
eliminated. We had in prohibition (lays, and we think this would
bring about a recrudescence of that.

Senator VANDENBEIiR. There is a great difference between $4 in
thi3i country and $7 in Canada and $16.50 in Great Britain.

Mr. JONES. Yes. I think the taxes in Great Britain are very
definitely punitive taxes at the moment.

The CHAIRMAN. They prohibited the distilling of grain during the
last. wai', and they are now imposing a tax as a revenue measure.

Mr. JONES. Yes.
The CIAIRMfAN,. Beyond any doubt they were totally prohibited dur-

ing the last war, but now they are imposing a tax.
I want to call your attention to the fact that. Senator Taft asked

about the Treasury reports, and they show a net gain after the ip osi-
tion of the last raise of 75 cents to the Treasury of $393,000,000 i-om
July 1, 1940, to June 30, 1941, against $289,000,000 from July 1, 1939,
to June 30, 1940, and that, according to the Treasury statistics the
consumption on the whole is still going up.

Mr. JONEs. Consumption is going up, Senator, and in the last fiscal
year went u) about 1 percent. Our graph up here will show you that
the national income went u) roughly 8 or 9 percent in that period. I
think the estimate which the Treasury has made on this particular tax
to the committee indicates a decrease in consumption, I mean just
taking the figures. I (lid not get it from the Treasury but their
figures indicate the decrease in consumption in the next year.

The CHAIRMAN. They show a constant upward increase in revenue
since the last raise.

Mr. JONES. That is right.
The CHAIRMAN. On practically all liquors except on imported dis-

tilled liquors, because the imports fell off.
Mr. JONES. Yes.
The CHAIRMAN. The imports on certain types of imported liquors

fell off.
Mr. JONES. We went up nearly 2 percent, something over 1 percent.
Senator BARKLEY. Is there a manufacturer of illicit liquor iD Can-

ada, where they consume largely rye and scotch, such as there is ill the
United StatesY

Mr. JONES. I do not think it is any different, Senator. I think the
Canadians are now experiencing difficulty with bootlegging. It is
growing up there. It had not existed before, but it is growing up there.
We hear stories of alcohol being shipped from this country into Canada
now in opposition to their laws, as we used to get their whisky in the
prohibition days.

The CHAIRMAN. All right, Mr. Jones, thank you very much.
(The charts and tables submitted by Mr. Jones are as follows:)
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FEDERAL & STATE GALLONAGE TAXES
ON DISTILLED SPIRITS

SINCE REPEAL
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DISTILLED SPIRITS TAXES
AND OTHER

PERCENTAGES
MAJORS' EXCISE TAXES AS

OF TOTAL EXCISES'

TOBACCO 33.M ; 32.4% 31.3% 33.4% 32.8% 32.3% 29.1% TOBACCO

MISCELWJEOUS 24.3% 23.5% 23.9% 21.2% 22.2% 22.6,e 22.4% MISCEL4AUEOUS

BEER 15.8% 16.1% 16.0% 16.1% 14.9% 14.2% 13.4% BEER

SPlIdYS 13.8% 15.9:; 17.2,4 16.9;, 17.0r 18.4;. 2%2.2 SPIRtIT.)

GASOLINE 11.8%, 11. 5%6 n,.I% 12.0%o n~, 12.0%ef 14.3% GASOLINE

TOT. M ILIONS $1362 $1547 $1765 $1lvO $1768 $1885 $2399 TOT. IIILLI 'tS

Yielding more than %i00,000,000 annually
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SPIRITS BEER

GASOLINE
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FISCAL YRS 1935 1936 1937 1938 1939 1940 1941 FISCAL YRSkf 1
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THE TRFND OF BOOTLEGGING
AS INDICATED BY ALCOHOL TAX UNIT

STILL AND MASH SEIZURES
FISCAL 1935 1936 1937 1938 1939 1940 1941 FISCAL

17,000 -22,000,000
C

16,000 N -20,000.000

ILLICIT
STILL

SEIZURES -18,000,000

15,000 - u

-16,000,000

14,000

-14,000,000

13.000
%12.000,000

12,000
10,000.000

*11,000 8,000,000

MASH
GALLONAGE
SEIZED

0,0ooo 6,000,000

61977-41--73
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EFFECT OF 1940 STATE TAX INCREASES
ON TOP OF-

1940 FEDERAL TAX INCREASE

Jay 1939 VIRGINIA 1940

?OIU 10% $also Tax Added July 1, 1940 TER7

Jum 1940 J= 1941

B00TLIG LIL
MA 3ZzUR1 3 SAL S
.-- I.,000.--

6 6 777,545
472,117 1 t

3,153,504

-B107

I I

I

21$' ""J .5 ""

1,939,329
L&q ALES DO-2% :1,499,536

1,799 DOWU234

I I

........ .... ............. . . .

SXPTn -239LOUISIANA MA -14
"M %u a of 00* per £oo ftt. 1,. im

UU194

anD .940

I - : J
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LEGAL DISTILLED SPIRITS CONSUMPTION
AND CONSUMER PURCHASING POWER

BY STATES
DILITLLD SPIPITS Perrentag-:e Ch~n- FC Jiscal Yc-ir U:41 vs 13'.C C'ONI2ULEF PIPAI'AS-

S,*LES 2z' -1U -10 -5 C +5 +lC- +15 +?G; I RL.1 EP

Loui-51ia ri7 -21 I. ri sa

Virg'ni - 9 -*.* ill Virginia

Pcminylveflic -10........................... P.nfsl~yvbnia
Conn.ctlcut - 1 *17 Conn.cticut

thr Jiurzty - 4 1 l . Jersey

YJ. Virjginh' -lC 6 W". Virginia

Arkinias - '7 8 Arkansa5
:4o ,' - 11 11 :iontana

Illinois - 5 3 Illinois

lit br;-.&.vi - 7 .... 7 Nobraska

Raeh -*1 DT'rTILLED . .1 Utah

Ohio - C SIIUS .I.......~i12 Ohio
Arizona - 6 E )L .. . . . 6 A r Iz on

Kvntucky - 6................................5 Ke.ntucky

Wisconsin 2 12 Yasconsin

South D Akota - 2 mwnim.i lg behind a South Dakotu

Colorado~ - 6 purchasing power ''"'C~ET 4 Colora±do
Mass;. - 4 .u .. ~ . . jC:11:1',o 6 Ma.ss.

Alabtma~ C ru'Eft 1C Alshwifd

IIkw (l(Xico - 5 ......,,.,, ...... 5 Ntm fV)lcc

Nevada 1 *.*.*'*iC !Zc.-v,d:i

Ttnne5ssx - 4 .... 4 Tennessmo

Indi&.na 5 .13 indiar.

irn~sota 1 ...... ,9 Mlinesot:.

California 2 3 California

Michigan 8a. 14 Michigan

Oreg.,n 1 ,.,-,6 Oregon

Missouri 1 . .,-6 Missouri

Txtis 2 .-. ,5 T-xa~s

rdaiho 1 ,,... 4 Idaho

rfvu5 8 Iota~

Dvl1A-:-xre 8 -10 De~laware

Tashinfton 5 8 Washington
M..ryland 11 12 M.irylund

N1. H.A~ihlrc 3 4 N.Kiopshire

Xy omi n r 5 6 W v ofn i ng
Verm-nt 5 S Wrnont

tL in L 2 1 lIulAn e
S. CarolinA 11 1C S. Carolina

New York 9 5 N.!w York~

rkhrxd IslIand 18 131 Phoit Island

Florida 11 , 5 Florida

Dist.of ^,ol. 1C 3 Dist.of Col.

C .orgla 1s 7 Gcor{,iu

INarth 1X.kota~ 131. 5 North Daekota



Basic tax rates on distilled spirits, Federal and open State gallonage tazes as of Jan. 1, 1934, to July 1, 1941, inclusive, with effective dates of
original rates and changes

1,o 1an 3 Jan- Jan.
1,1934 193 135 1936 Jn 1937 'n 19n8 Jan. 1 jm 94o Jan.Jul1,9L1936 1,193 7 , 193 8 1,1939 L 194 0 1 1941 1 , 194 1

.Arizona ------------- Dec. 5.-.$0.80 --------- $0. .......... $0.80 .......... $0.80 --- -$0.80 --------- $0.80 --------- $0.80 --------- $0.80 --------- $0.802. Arkanas ---- ---------- ------ ---------- ------ Mar. 16- .40 ---------- .40 . 1. .65 Apr. 1-- .80 Mar. 18 1.12-1.12----------1.123. California ----------- Dec .-_ 1.12 ----------.. 804. Colorado ------------. do----- - ---------- Apr.12. 1.60 "---------- L0---------- 1.60 ---------- 1.60 --. 1.60 ---------- 1.60 ---------- 1.605. Connecticut ---------.... do ---------- ------------------------------------ July . .60 ---------- .60 July I. 1.00 ---------- 1.00 ---------- 006. Delaware ----------- do- 1.00---------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 --------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.007. District of Columbia --------------- Jan. 24- 50 - ----- .- -.......... - 50 ...... . 1.20 ---------- .50----------- ----------- ---------- 508. Florida -------- ---------------- Nov. 9-- May 27 .80 -----------. 80 J e L5---------1.20---------- 1.20 ---------- 1.20 ---------- 1.20------------- ---------- ------ ------------------------------------- 1.10 Feb.3. 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.0010. Illinois 
1.00................ 31-- 50 ----------.50 -50 ....... .50 ---------- .50 ---------- .50 .50 Julyl_._ 1.00 =M1. Indiana ------------- Dec. ... 2.00 -------- 2.00 Mar. L 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 ----------. 1..00 May I.- 1.0812. Kentucky .---------- Mr.'iT" ..... Apr. 30. 1.40 1.04 ---------- .4 ---------- 1.0 0 -ay 1 013. Louisiana ----------- ---------- Aug. .50 Oct. A .0 .---------- 60 -. 60 Je30-- 1.00---------- 1.00 Sept L 1.50 ---------- 1.50

14. Maryland ----------- Dec. 5 1.10 ---------- 1.10 ---------- 10----------1.10 ---------- 1.10 ---------- 1.10 Oct. l. 1.25 --------- 1.25 ---------- 1.2515. Massachusetts ------ do ------. 40 ----------. 40 --------- .40 ------- .40 ---------- .40 .40 Sept. 1.. - - .95 ........
16. Minnesota --------------------------- Jan. 8- .6 .6 6 0July30 1.00 1.00 1----------.00 ----------1.00 ---------- 100. Missouri . - . .. ---------- .0----------.0 ---------- .0----------.18. Nebraska -------------------- -- J . 3 May 24- .50 ---------- .50 Apr. 2--- .---------- 0----------- ----------- ---------- 8019. Nevada----- -------------- ------------ Apr. -- .40 ---------- .40 ---------- .40 ---------- 49 ---------- .40---------- 40 ----------20. NewJersey - Dec. - 1.00 ---------- 1.00---------1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.002 1 . N e w M e x i c o --------. ...d o ----- -- - - J utn e I -.- .8 0 ---------- .8 0 ---------- .8 0 M a r . 1 7 .- 1 .2 0 ---------" 1 .20 ---------- 1 . 2 0 -- - - - - 1 .2 0 ---------- 1 .2022. NewYork ......ota ... do. 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 May 10. 1.50 ---------- 1.50-23. North Dakota ......- d .----- --- J --------- ---- -------------- 60 -. -1.0 0----------1.2 ---------- 1 .2 ---------- 1 .0----------.C0
24. Rhode Island ------- Dee. 5D--..50 "--50 --------- 50 - .50 "JyL"" .75 - - -. 75 "ar.15" 1.00 -025. South Carolina . . May 14J .80 . 1 . . .---------- 5 M 5 1.00----------1.00 - -- 1.0026. South Dakota ---------- ---------------------- Ma. 14- .----------. 80 May -- .---------- 96 Juy 1 1.28 ---------- y. 1.92527. Tennessee -- ------------- ------ ----------------- Mar. 14.5 --- ---- -- ------ ---------- ---- ---------- . .7 ------- ---------- -28. Texas ----------------- ------ ---------- -- ._ .80 oct.31-- . ---------- . ---------- .96 ---------- .96 ---------- 96 Mayi - 1.28
29. Wisconsin --------- Dec. 5.-- ----Jan. 12-- 1.00 --------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00 ---------- 1.00Number of States ---------------- 13 ---------- 20 ---------- 26 ---------- 27---------- 27---------- 9 ---------- 29 ---------- 29---------- 29Tax increases ---------------------------.----- - 4.... .. 2 ------ 9 --- 2 2 ----- 7 ------ 2 2 9 4 - 6Average State tax -------- .- - ---------- 6 . 7 - - . 2 ..... 9- ......- .85 - ... 2 . 4 ......Federaltax -------- -Dec.. 1.10 Jan.1ii: 2.00 --------- 2.00 --------- 20---------2.00 2.25 --------- 2.25 JulyL. 3.00 ---------- 3.00
Combined tax .------------ 1.76--------- 2.67 --------- 2.70 ---------- 2.74 --------- 2.85 --------- 3.13 ---------- 3.21 ---------- 3.98 ---------- 4.03

titl
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Federal distilled spirits taxes compared to other excise and miscellaneous
Internal Revenue taxes, fiscal years 1935-41

Distilled Wino Beer Tobacco Gasoline laneu Total

Fiscal years- Percent Percent Percent Percent Percent Percent
1935 .................. 13.8 0.5 15.8 33.7 11.8 24.3 $1,362,840,785
1930 .................. 15.9 .7 16.1 32.4 11.5 23.5 1,510,912,519
1937 ------------------ 17.2 .5 10.0 31.3 11.1 23.9 1,764,561,158
1038 ------------------ 10.9 .4 10.1 33.4 12.0 21.2 1,700,283,592
1939 ------------------ 17.9 .4 14.9 32.8 11.7 212.2 1, 768,112,50
1940 .................. 18.4 .5 14.2 32.3 12.0 22.6 1,84,512,357
1941 ------------------ 20.2 .5 13.4 29.1 14.3 22.4 2,399,417,597

Source of data: Bureau of Internal Revenue.

Bootlegging indexes, illicit still antd mash scizurcs, fiscal. yearq 1935-41

Stills gMash Stills Mashgallonage gallonage

Fiscal years- Fiscal years-
1935 ----------------- 15,712 21,373,107 1940 ------------------- 10, 603 6.490,240
1936 ------------------- 15,629 14,671.140 1941 ------------------ 11,826 0,868,078
1937 -- _--------------- 10,142 12,365,224 Increase, 1041 over 1940
1938 ................. 11,407 7,553,848 (percent) ----------------- 10.9 6.0
1939 ..................... 12,058 8,075,391

Source of data: Alcohol Tax Unit.

Tax-paid gallonage related to national income

National incom Tax-paid gal- Gallons

lonage per$1,000

Fiscal years-
1937 -------------------------------------------------- $71,262,000,000 136,889,824 1.92
1938 -------------------------------------------------- 69,245,000,000 130,203,694 1.88
1939 ................................................... 68,360.000,000 120,003,416 1.85
1940 ------------------------------------------------- 73,152,000,000 142,246,840 1.94

Total, 4 years -------------------------------------- 282,025,000.000 536,003,804 1.90
1941..- . . ..--------------------.--------------------- 80,885,000,000 141,455.854 1.79

Calendar years-
1930 -------------------------------------------------- 68,116,000,000 130.083,683 1.91
1937 .---------- _--------------------------------- 72.213,000,000 134,567,347 1.86
1938 -------------------------------------------------- 6, 584, 000, 000 125,261,745 1.88
1939 -------------------------------------------------- 71,016,000,000 132,324,956 1.86
1910 -----------------------.------------------------- 75,754,000,000 141,863,058 1.87

Total, 5 years -------------------------------------- 353,683,000,000 661, 100. 789 1.88

First 4 months-
1936--------------------------------------- --------- 20,731,000,000 36,701,587 1.77
1937 -------------------------------------------------- 23,329,000,000 41, 124, 668 1.76
1938 ................................................... 21.628,000,000 35,443,358 1.64
1939 -------------------------------------------------- 22,633,000,000 38,805,526 1.71
1940 -------------------------------------------------- 24,088,000,000 41,233,433 1.71

Total, 5 years -------------------------------------- 112,409,000,000 193,398.572 1.72
1941 -------------------------------------------------- 27,021,000,000 41,860,285 1.55

Source of data: Gallonage statistics, Bureau of Internal Revenue; income statistics, Department of
Commerce.
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Di8tilled spirits 8ale8 and bootlegging in Kentucky, Louisiana, and Virgiftta,
fiscal year 1941 ver8u8 19410

GALLON SALES

Kentucky Louisiana Virginia

Fiscal year-
1910 ------------------------ -------.------------------- 2,401,980 1,939,529 3,153,504
1941 ....... . . ..-------------------------------------------- 2,251,850 11,499,536 2,865.837

Decrease ............................................... 150,130 439,993 287, 6 7
I'ercent decrease --------------------------------------- -6. 2 -22. 7 -9.1

BOOTLEG MASH SEIZURES (GALLONS)

Fiscal year-
19t0 ------------------------------------------------------ 145,709 1,709 472,117
1941 ------------------------------------------------------ 182,975 5,591 777,545

Increase ---------------------------------------------- 37, 266 3,792 305,428
I'ercciit increase ----------.---------------------------- 25.6 210.8 61.7

I September-June.

Source of data: Gallonage statistics: State authorities; bootlegging statistics: Alcohol Tax Unit

Relative percentage changes in State distilled spirits, gallon sales, and State
purchasiny power, fiscal year 191 compared to fiscal year 19410

State

Louisiana ..............
W e s t V i r g i n i a - ------. . .
Pennsylvania -------------
Virginia ----------------
North Carolina-..........
Arkansas ...............
N ebraska -----------------
Colorado ...............
Kentucky ............
A rliona ------------------
New Mexico ............
Illinois ................
New Jersey ..............
M ontana -----------------
Massachusetts ........
Tennessee..............
South Dakota ............
U tal ---------------------
Connecticut --------------
O h io ---------------------
Alabam a ................
I aho ................ ...
Minnesota .............

Gallon
sales

Percent
-21.2
-10. 0
-9. 5
-9. 1

' -7.2
-6.5
-0.5
-0.3
-0.2
-6.0
-4.6
-4.5

1-4.4.
-4.1
-4.0
-3.9
1-2.4
-1.2
-. 5

-.2
.4
1.7
1.0

Purchasing State
power

Percent
1.0
5.6
9.3

10.7
3.5
8.3
0.7
3.5
4.8
5.7
4.8
9.2

12.5
10.6
5.8
4.3
7.6

10.9
16. 7
11.8
10.1
3.8
8.8

N evada ............ .....
Or(gon.................
M i'sourl -----------------
California ----------------
T ex si --------------------
Maine ...................
Wisconsin..............
New Hampshire ----------
Indiaa .............
Washington ..............
Iow a .................
Vermont ...............
W yom ing ----------------
Delaware ..............
Michigan ...............
New York ----------------
District of Columbia..
Maryland ..............
Florida ............
South Carolina ...........
North Dakota ..........
G eorgia -------------------
Rhode Island ...........

Gallon Purchasing
sales power

Percent Percent
1.0 9.8
1.0 5.9
1.1 5.7
1.5 8.8
1.8 4.6
2.3 1.3
2.3 12.3
2.6 3.8

14.6 12.7
5.2 7.6
5.4 7.8

4 5.4
35.4 5.6
7.9 10.4
8.2 14.4
8.6 5.0
10.3 2.7
10.5 11.7

111.1 5.4
11.4 10.0
13.2 5.2
15.3 7.3
18.2 12.7

1 11 months.
Source of data: Gallonage statistics, State atthorities: purchasing power statistics, "Sales Management"

Magazine.

The CHAIRMAN. Will you give your full name?
Mr. JAFFE. Theodore Jaffe.
Tie CHAIRMAN. For whom are you al)l)earing?
Mr. JAFFE. National Retail Liquor Package Stores. Inc.
The CHAIRMAq. All right, proceed.
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STATEMENT OF THEODOLE JAFFE, PROVIDENCE, R. I., REPRESENT-
ING THE NATIONAL RETAIL LIQUOR PACKAGE STORES, INC.

Mr. JAFFE. I will make the statement as short as I can and ask leave
to file a written statement later in the day.

The CHAIRMAN. Yes; you may do that.
Mr. JAFFE. I represent the small retailers that operate the privately

owned stores where liquor is sold that is consumed off the premises in
the 28 open States as distinguished from time so-called monopoly States
in the country. My point is different from that which was argued this
morning by other speakers. I am not here asking any reduction in the
tax increase, although my personal opinion and that of my associates
is that this proposed increase is apt to work against the purpose for
which it is designed in that we will be confronted with the condition
of diminishing returns. The point I am to make is more limited in
scope, and that is that the bill as presently drawn does not provide for
any exemption on the floor stocks of the retailers. Twice before the
Congress has passed increased tax legislation and did provide for
exemptions on floor stocks. That becomes very important as far as
we the small retailers, are concerned.

Aenator LA FoLLrrE. You were given up to 10 months to take care
of that.

Mr. JAFFE. No; we were given up to 10 months to pay the tax on
our inventories, but not given any time to dispose of any of that upon
which you have to pay a tax increase. In other words, the industry
is so constituted that it would take a minimum from 15 to 30 days to
adjust the price structure of the industry. We would have to pay that
tax increase on every gallon of inventory which we have in the store
as of the effective date of the 'act. The price changes could not possibly
be arranged until this 15 or 30 days later, in which case all that inven-
tory which we are selling during that interval we would have to pay a
tax on and could not get it back.

Now, we are perfectly willing to pay our share of the tax increases.
Senator CONNALLY. Why would it take that long to get your pricesadjusted?Mr. JAFFE. Because we deal almost exclusively in the nationally

advert;-ed brands.
Senator CONNALLY. But you would know when the price will be

effective. Why couldn't you change rates then?
Mr. JAFFE. Those prices are arranged for the various States by the

principals that control those brands.
Senator CONNALLY. Your floor stock is not controlled; you could

put any price you wished on that?
Mr. JAFFE. That may be true in this respect: They wouldn't get

around to changing their prices for, say, 30 days, and while I could
say, "I will raise my prices," if my competitor didn't, I would lose
the business.

Senator CONNALLY. How about your competitors? You don't com-
plain, you say, about the fact and 'he is going to have to pay it. You
will ruin your competitors.

Mr. JAFFE. Well, speaking for the people I represent, there isn't
anyone that operates in one of these establishments that I know of
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that carries less of all inventory than the inventory provided for in
the last legislation of 1940, but I would say this, what I am asking is
not that the floor stocks be exempt from taxation; that was the pro-
vision in 1937 and we came here and asked to have the tax imposed
on the floor stocks because if it wasn't thtt would put the small re-
tailer at a tremendous disadvantage. The large dealer could go out
and purchase large stocks where the little fellow couldn't; the big
fellow would be protected and could make capital out of that, so that,
therefore, it is protection for the little fellow to have this floor tax
and makes it impossible for the big fellow to take advantage of him
under the provision existing in the 1940 act., and that is the very
thing we are asking to have repeated. This is the first time that
was not repeated and it is certainly justifiable because there is no way
the smaller fellows can get it back if they have to pay that amount
of money themselves. It would certainly make it very difficult for
them. That is why we are asking for 10 months here. These re-
tailers are only small operators and any time they have to dig down
for this kind of money it is very difficult for them.

The CHAIRMAN. What was the exemption in the previous bill?
Mr. JAFFE. One hundred gallons.
The CHAIRMAN. What was the exemption for the producers?
Mr. JAFFE. This provision is just for the retailers; there was no

exemn)tion for the producers or wholesalers and there was no exemp-
tion for the retailers above this amount.

The CHAIRMAN. I understand you simply want an exemption of
100 gallons.

Mr. JAFFE. Yes.
Senator CONNALLY. How many retailers are there in the United

States ?
Mr. JAFFE. I haven't the Treasury figures, but there are quite a

number of thousands, because this would cover and include the small
restaurants.

Senator CONNALLY. Well, 100 gallons-that would be $300 tax?
Mr. JAFFE. No; it would be just the increase, $1 a gallon.
Senator CONNALLY. Well, $100; so the Government would be losing

$100 on every retailer in the United States?
Mr. JAFFE. Well, it isn't $100 the retailer is getting; he is passing

that and much more on to the consuming public without getting it
back. And take your argument: The Government says to the small
retailer: "You might not be able to get this back, but if you dispose of
it we still ask you for a-and it amounts to a contribution--of $100.',

Senator CONNALLY. Well, you said you passed it on to the retailer.
Mr. JAFFE. No, I said we would have to pass on part of our inven-

tories to the consumers without including it.
Senator CONNALLY. Why would you; nobody is going to take the

whisky away from you unless you want to sell it?
Mr. JAFFE. Competitive conditions in the industry would force

that and experience in the past has definitely proven that to be a fact.
The CHAIRMAN. Thank you very much for your appearance.

1149
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(Tihe following letter was ordered pr'ited in the record :)

NATIONAL As ,;O( IATION oF A LCOJIOL.V C1IVEIAO I Pd POItTP8, I NC.,

Il'ashiglatOf, D. 0., Anyust 21, 1941.
1-101. W,\LTFr-a F. GnoRnav,

Ch a irm on, ,H('fl(a tc -inancec Gonit tCc,
,Ehinltc Oflc 110ildin, WVashilgfton, D. 0.

)MA MR. CHAIRMAN 'Ihe National Association of Alcoholic Beverage Import-
r(11, Ite., apleared tit the public hearings held by the ('ominittee on Ways and

Means on t he revetue revision of 1941 and presented oral testimony, which appears
on pages 1459 to 1401, inclusive, of that hearing. 'Tlte association, in order to
conserve the time of the connittee, respectfutlly requests that this communication
be made part of the record of the hearing now being held by your committee.

The Importers of alcohi(ol beverages n1de it clear to the Committee on Ways
and Meanu that they were anxious to ald ti Federal Government in the obtalinig
of revenue necessary (luring the present eiergency. I ant instructed by tie
officers of this association to Inform your committee that there has been no
change in the position we have taken heretofore.

We most reslectfully renew the suggestion I inade in behalf of the association
to the Committee on Ways and Means. We recommend that in the pending bill
tit committee consider tile adoption of two excise taxes on alcoholic beverages.
It is our view that the excise taxes which were in effect prior to the adoption
of ti. defelise tax bill of July 1, 1940, should be restored.as the permanent excise
tax rates. for wines, spirits, and beers. We feel that there should be desigiated
asi Special defense tax rates tiny additional excise taxes which may be carried i
the pending measure. We further recommend that tile additional taxes should
take the form of a percentage sales tax payable at tit tine of purchase by
co~wumers or biujers of alcoholic beverages. A tax of this nature could be col-
lecied easily and is equitable. Furthermore, It hIts the distinct advantage of being
a direct tax paid by the consumer which would eliminate financial carrying
charges which are true when excise taxes are increased and must be paid at the
time when the alcohol, beverage is withdrawn from bonded warehouse.

Excise taxes are included ill the price charged wholesale distributors by ti
firms who pay the Governneint the tax. Wholesale distributors base their
prices to retailers onl the prices paid to the priary producer or importer.
Finally, retailers base their consumer prices on the price they pay whole.alers.
It Is commonly believed in the alcoholic beverage trade that for each $1 tax
imposed by the Government, consumers pay $2 tit ti" retail point of purchase.
The proposed bill now carries a number of consumer taxes oil luxury Items.

We feel that alcoholic beverages could easily be treated in the sme class. The
details of our argument on this proposal were stated clearly in the testimony
given before the Committee on Ways and Means.

The members of this asoclation have been the victims of the present war.
We are unable to trade with Continental Europe excepting for Portugal and
Spain. As a result the main portion of our business has been the importing of
Scotch whiskies and other spirits and wines from the British Isles. We have
been able to establish for the British Government important dollar credits
which include not only the price paid producers and shippers in the British Isles
but also the cost of freight and other charges. It is our estimate that iII tle
calendar year of 1940 such dollar credits made available to the British Govern-
went amounted to $45,291,000.

In addition to this huge sum which has been of great value to the British
Government for the purchase of Items not covered by the Lease-Lend Act,
we paid the Federal Government in the form of tariffs and internal reveltue
taxes for the same period the amount of $62,983.000. There should not be
forgotten, however, that the States collected a considerable revenue In addition
to the amounts collected by the Federal Government.

Federal taxes ott alcoholic beverages may be likened to a two-edged sword.
High taxes may result tn ant increase of revenue for the Federal Governtient,
but accompanied by a drop in tie revenue obtained by the Individual States.
Obviously, the sound way of solving tite problem is the collection of a single tax
b the Federal Government and the returning of a portion of that tax to the
various States. Another method might be the obtaining of a compact from the
Individual States with respect to the amount of the gallonage tax to be Imposed
by such States.
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The foregoing possibilities are theoretical. congress s Is faced with a definite
concrete problem. How far can It go in increasing Federal taxes without reduc-
Ing the present revenue obtained hy individual States and without causing an
Increase in Illicit operations?

If increases in Federal taxes result in a decline in consumption and a result-
lng decline in the revenue of the Individual States, there may be expected an
increase in the tax rates Imposed by the States. This has already happened In
certain States.The Treasury Department Is not unmindful of the dangers of high taxes, espe-

chilly when two taxes are collected by two different Government nuthorities.
Although Deputy Commissioner Stewart Berkshire, of the Alcohol Tax Unit, has
done a magnificent job in controlling operators of Illicit stills, it is particularly
significant that recently the Ahohol Tax Unit issued a circular pointinW out that
from a bag of sugar of 100 pounds, which gives a legitimate sugar deale-', a profit
of approximately 10 cents, there may result a tax loss to our Gove,'nment of
$30.95 because a bootlegger can produce approximately 6, gallons of 190 proof
alcohol from 100 pounds of sugar. This calculation is made on the basis of tiue
existing $3 per proof gallon tax on spirits. At the proposed $4 rate the esti-
inated tax loss to the Ooverinent would be $51.30 for every 100 pounds of sugar
used by illicit operators. There was not Included in tile figures cited above the
tax losses to the individual States which, on the average, collect $1 for every
wine gallon of spirits sold in their territories.

Tie foregoing Is mentioned so that the committee will realize that the pro-
posed taxes carried in the present bill, taken in conjunction with the existing
State taxes, offer a fertile fleld to Illicit operators. It, therefore, appears reason-
able to assume that, if tile taxes carried in the present billf are going to l*
adopted, Congress should strengthen the haids of Commissioner Berkshire of tile
Alcohol Tax Unit.

I have been Instructed to request the committee to consider adoption of such
language as is necessary to wipe out an existing Inequality in the application
of internal revenue taxes on imported distilled spirits. The present Internal
Revenue Act and the Tariff Act of 1930 require the payment of the internal
Revenue tax on a wine-giliso basis where the imported spirit Is below proof.
As a result, imported spirits pay a higher internal revenue tax than is true
for American distilled spirits. We have no quarrel with the imposition of the
Federal Internal Revenue taxes on iniported articles. We believe that to be
entirely appropriate, but we (1o feel that the language in the present Internil
Revenue law should be changed to provide that Imported dlstill'd spirits should
pay the Internal Revenue tax on a proof-gallon basis. This would place Imported
alcoholic beverages on the same basis as domestic spirits, which would still
enjoy the protective benefits of the existing tariff rotes.

Very truly yours,
ITUnRY L. LOURIE, ExceutirC Vice PresRidcnt.

The CHAIRMAN. iMr'. Burnett.

STATEMENT OF GEORGE H. BURNETT, BOSTON, MASS., REPRESENT-
ING THE FLAVORING EXTRACT MANUFACTURERS ASSOCIATION
OF THE UNITED STATES ET AL.

Mr. BURNETIF. 1My name is George H. Burnett; address, 437 D Street,
Boston, Mass. I am treasurer and-general manager of Joseph B-lrnett
Co., a firm engaged in the manufacturing of flavoring extracts for 94
years. I also represent the Flavoring Extract Manufacturers Asso-
ciation of the United States, which all the large and many of the small
manufacturers belong to; also the National Association of Soda Water
Flavorers an association of fruit and sirup flavorers.

I have been asked since I came to this meeting to represent them;
I also represent the Interstate Manufacturers Co.

These four associations cover the entire flavoring field, and probably
use 90 percent of the amount of distilled spirits used in the manufacture
of flavoring extracts in the United States.
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Gentlemen, I am going to refer to some notes I have here.
Senator CONNALLY. Are you a manufacturer of alcohol?
Mr. BuRNmir. No, sir. I am appearing before you to ask the estab-

iMlment of a differential in the tax on alcohol used for nonbeverago
purl)ose"'; that is, for use in strictly manufacturing purposes . I lmean
by that in flavoring extracts ald medicinal preparations. hosee
articles today bear the saine tax, pay the same tax, that the liquor people
pay. My reason for asking this is as follows: There is no sound reason
for the imposition of a tax on alcohol used in the prel)aration of flavor-
ing extracts and mledicines any more than in the preparation of per-
fumes, tooth pastes, hair tonics, or such things, except from the point
of view of administrative costs. The use of substitutes, which contain
no alcohol and from which the Government derives no benefit, is
rapidly drying Ul) this source of revenue.

Every country in the world recognizes the difference between bev-
erage and nonl)everage alcohol. In most countries there is no tax
levied on alcohol consumed in nonbeverage products. In Canada,
which was referred to a little while ago, there is a tax of $1.50 a
pioof gallon used for nonbeverage l)prposes, with a tax of $7 per
gallon on alcohol u for liquor. The difference is, of course, in
the imperial gallo,, winch brings the base down to $1.271/. a proof
gallon.

There is no satisfactory substitute for alcohol and the use of
synthetic chemicals used in nonalcoholic imitation extracts will also
affect to a certain extent, as far as the fruit extracts are concerned, tile
growers of fruit, particularly in tile Pacific Northwest, where the
dried-berry industry is a large one. Those cannot be used in tile prep-
nl'ation of any extracts except pure extracts. The most important
thing is that the revenue to the Government is drying ill). You have
heard and will hear what the effect of this increased taxation will be
in the liquor industry. We can show you how the tax has already
affected our industry since it has been increased, and that I will take ti)
-i little later. I have asked the clerk to distribute alilong you gentlemen
a number of exhil)its and I am going to refer to those, if it is satisfac-
tory to you.

The frst is a copy of an amendment to section 2800, Internal Rev-
enue Code the title being title V, section 533, "Domestic nonbeverage
ethyl alcoholl' and intending to establish a new classification. It
provides for the imposition on all ethyl alcohol produced in the
United States and used exclusively in the manufacture of food prod-
ucts, flavors, flavoring extracts, medicinal preparations, and other
nonbeverage products a tax at the rate of $2.25 on each proof gallon
or wine gallon to be laid by the distiller when withdrawn frombond.
Manufacturers using nonbeverage ethyl alcohol must file application
for permits, execute bonds, andkeep such books and records as the
Commissioner, umider proper rules and regulations, prescribes to in-
sure that such nonbeverage ethyl alcohol purchased by them shall
not be used for beverage purposes, which records, of course, shall
be open and available to the Internal Revenue Bureau. It provides
for nonbeverage alcohol diverted to beverage purposes being taxed,
makes unlawful the procuring of nonbeverage alcohol for diversion
to beverage purposes and prescribes penalties for violation of the
act; it is further provided that there shall be no refunds on floor
stocks of tax-paid ethyl alcohol held and intended for nonbeverage
uses if this provision is accepted.
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Senator VANDENHEI. What differential do you propose?
Mr. BUIiNEITF. We are not asking for complete exemption. 11o

realize that the Government wants to collect as much as possible
and we are proposing $2.25 a proof gallon be used, which is the
rate at Which the greatest amount of revenue has been collected by
the Government.

Senator BAILEY. What can you do to prevent nonbeverage alcohol
from being substituted for beverage alcohol?

Mr. BUIRNET '. It is a question of administration.
Senator BAILEY. Call you make a suggestion here as to how we can

do that? I am in sympathy with your view that beverage alcohol
should beari a greater, larger tax than alcohol used in nonbeverage.
products. The question is one of administration.

Mr. BUINEi-r. The best answer to that is what happened during the
prohibition era. At that time there was a differential.

Senator BAILEY. During prohibition the problem of diversion was
a considerable one. Much nonbeverage alcohol was used for beverage
purposes.

Mr. BURNaw. Tie use of the words "nonbeverage alcohol" may be
deceptive. It is exactly the same alcohol whether used for beverage
or nonbeverage purposes. Denatured alcohol is alcohol with some-
thing added to it.

Senator BAILEY. That is what I was thinking of. How was that.
administeredV

Mr. BUI mTr. By the same system I suggest. The manufacturer-
would apply to the Treasury Department; he would be looked up as
to whether or not his firm was reliable and if his application was
granted he was required to post a very large penalty bond and was
Hnally issued a permit. He kept records and was under the super-
vision of the Treasury Department during the entire period.

Senator CONNALLY. As a matter of fact, the diversion of nonbever-
age alcohol to beverage purposes is what we have to guard against.

M r. BuRNE'T. I agree with you.
Senator CONNALLY. During prohibition there were abuses, wide-

spread abuses. In Baltimore, for instance, there was a patent medi-
cne concern found to be buying a great amount of nonbeverage alcohol
and it was discovered that the firm was simply bootlegging; it was not
using the alcohol for patent medicines, but diverting it to beverage
purposes. That is the danger.

Mr. BUtRNEr. Yes i that is the danger.
Senator CONNALLY. But your answer is that the Treasury investi-

gates the firm and will not license it unless it is reputable?
Mr. BUnNE'I'. Yes; and furthermore, we must not forget that it is

possible now to buy legal liquor.
Senator CONNALLY. But 75 cents a gallon is a pretty good induce-

inent; if alcohol can be bought for $2.25 instead of'$3, a pretty good
inducement is supplied.

Mr. BURNETT. Well, as I understand it, at the present time the
market for bootleg alcohol is around $3.50 a wine gallon.

Senator CONNALLY. I am not talking about that; I am saying if
you c n get this alcohol for $2.25 instead of $3 there is a substantial
inducement there to do so.

1r. BURNErT. That is true, and I think it is a problem of admin-
istraticn which the Treasury Department call work out.
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Senator BAILEY. Would you be willing to impose an extremely heavy
penalty for those who abis tile )rivilege?

Mr. BUNETr. Oh, yes.Senator BAILEY'. oA ( 'lw ld go along with us to the limit on that?
Mr. BURNEir. Absolutely. We will be agreeable to any restrictions

that will insure against. diversion from nonbeverage to beverage pur-
)oses of any alcohol.

Senator 3AILEY. I think you need something more than the im-
position of a forfeiture of thie bond; it woul(i have to be very severe.
You might have to provide for the dissolution of tle business itself.

'1'le ChA nRAN. If this tax is increased to $4 a gallon now, and you
geti a tax of $2.25, there would be considerable opportunity for
licenses to do pretty much what they did un(er the Prohibition Act;
there is an opportunity for quite a margin of profit. there.

Mr. BURNErr. Yes;'that is true; but there is an opportunity for
the purchase of legal liqtior now whi(.h di(I not exist then. Further-
more, I believe the way in which bootlegging is established today-not
that I am an exl)ert ol the subject-but I understand tiat a great. deal
more of it. is done by distilling corn or sugar, wlmtever- they use, and it
is much simpler to (to that and safer )ecause the penalties are not nearly
is severe when they are apprehended in that way its they would be on a

man who was posing as a legitimate manufacturer.
The CHAIRMAN. That has been the real problem; the difficulty of

Administration.
Mr. BURNETT. Yes; I think that is correct. However, we feel that

the Treasury Department has been a little bit overanxious on that
suIbject. May I refer to this a little later?

Senator CONNALLY. May I ask a question? Do you use any kind
of spirits in your business except alcohol; do you use any whisky?

Mr. BURNErr. No; no whisky or brandy; only ethyl alcohol.
Senator CONNALLY. Pure alcohol?
Mr. BuBNMrr. lWell, I will take that. back; we use a small amount of

rmun to make a sirup.
Senator CONNALLY. That would probably be a fairly good argu-

mnent for you; you couldn't sell this alchol; you would have to process
it, which would add something to the cost; there wouldn't be quite
so much temptation.

Mr. Bu NErr. It would be very difficult to do that; you couldn't
(lo that.

Senator CONNALLY. Oil, yes; you could.
The CHAIRMAN. Well, proceed.
Mr. BURNLWr. If you will refer to this exhibit again, you will see

a photostatic copy of invoices, which show what the tax amounts to,
Fuit I won't touch on that. The next page shows how the tax has
gone up, so that we are paying today 191/2 times the value of the com-
modity; a tax absolutely unknown in anly country of the world. I
think opium, the tax on' opium is only 21/2 times its value, and ciga-
lettes three or four times their value. Now, from the point of view
of revenue, I think the figures on the next page will be interesting to
you. You have heard before from the previous speakers what will
'happen if the tax goes up. We can show you what has happened
since it was raised. There has been a net decrease in revenue under
the $3 rate of $321,828. The interesting part of that is that during
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the last 3 months of the period tite loss was $150,000 or $50,000 a mouth,
its compared with $171,000 for the first 9 uiont hs, or $19,000 per month.

We are quite certain from the studies of the industry thait if the
tax is further increased this revenue will he further decreased, be-
cause we know of any number of manufacturers who have recently
find others who are now preparing to abandon tile use of fewer extracts
andl u: the stibstittites. In the )akery, (onfectionery, find candy trade
there are Coll)aratively few left Aho use pure flavors containing
alcohol.

Now, I want to call your attention to one other thing, the question
of adninlist rat ion, which I know will interest you very much. Tie
figures given here are from tie Treasury Department to the House
Ways and Means Committee at a time when a somewhat different bill
was )efore them. The bill we are presenting today would change
Ihat number of permits very mnmterially. You notice here we say that
this ethyl alcohol can only be use(l for manufacturing 1)urposes, so
that (loes away entirely wN:ith classification J. Classification r-that
is, permits to* dentists, veterinarians, and so forth-to use alcohol,
and to dentists to adlminister liquor, is omitted, which reduces the
administration problem. In addition classification Q should be left
out; there are at the present time allowed to l)urchase tax-free alcohol.
A permits to manufacturers, bonded warehouses, and free warehouses
are not ai a(litional amount, as they are already supervised by the
Alcohol Tax Unit. This would re(luce the cost of administration some-
where to around, well, depending on which you take, $300,000 to
$500,000, aind with a fee of $5 or $10 on each permit, would reduce it so
at the very highest the cost of administration would not be over
$250,000 that is, the net cost.

I will fe very glad to answer any questions.
In closing, I want to assure the committee that it is our intention

to cooperate with the Government in every way and intend to accept
and abide by the regulations.

Senator BAILEY. You have here the comparison of the tax with tle
amount of cost, which indicates that the tax under this bill will be
approximately 25 times the commodity cost.

Mr. BURNE1r. That is right.
Senator BAILEY. How would that be with respect to ordinary brands

of whisky; how would that compare?
Mr. BURNET1'. I can't tell you about whisky; I am not ai expert on

that; I know my own business, but I do not know anything about the
whisky business.

Senator BAILEY. What I have ill mind is this: You can put the
tax on whisky so high that you will turn all the distillers and boot-
leggers loose,'break down your whole conception of the repeal of the
eighteenth amendment.

Mr. BUJINEIT. Well, I am sorry 1 can't answer that question.
Before I leave, there is just one point I would like to mention. I

want to show you these two bottles of flavoring extracts, both sold for
the same price. That [demonstrating] is imitation; this is pure.
This pays a tax to the Government of 11/ cents; you get 1 / cents out
of that; this you don't get anything from. Ihe use of this is increas-
ing by leaps and bounds and the reason is largely this 1 cents.

Senator VANDENBERG. I would like to complete the record in regard
to those comparative figures on the tax in Great Britain, Canada, and
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tile United States. The figures I used were on imperial gallons, which
are a fifth larger than our gallons.

Mr. BuR :TNr. Excuse me, sir; 25 percent larger.
Selator VANDENBIIO. Well, that is all right; it, depends on which

way you figure it. The a(ljusted price, compared to ours, would be
$13.20 in Great Britain, compared to our present rate of $3; and $5.60
in Canada compared to our rate of $3; that is the adjusted fail- relation-
shiA).

Senior BAILEY. I raised that question to point out that tle pro-
)ose( tax is approximately twice the connuodity cost on whisky.

The CIrAxmIRN. Appro'ximutely twice tile cost ?
Senator BAILEY. Yes. A man buys a bottle of whisky, two-thirds

of what he pays goes for tax, one-third for the whisky.
The CIJAIIMAN. Thank you very much.
(Mr. Burnett submitted the following material :)

AMIENDMIFENT TO Ii. It. 5417

Amend title V, section 533, by inserting on page 41, after line 9, the following
new subsection:

"(e) DOMFKNTIO NONBNI.'IA0E ETHYL AL"OHOL.-Section 2800 of tie Internal Reve-

nue Code Is amended by inserting at the end thereof the following new sub-
section:

"'1(J) Doirnme NONIVERAGE EIlYf, ALCOHOL.-
'(I) There shall he levied and collected on all ethyl alcohol produced in the

United States and used exclusively in the manufacture of food products,
flavors, flavoring extracts, medicinal preparations, and other nonbeverage prod-
uets, an internal-revenue tax at the rate of $2.25 on each proof gallon or wine
gallon when below proof and a proportionate tax at a like rate on all frac-
tional parts of such proof or wine gallon, to be paid by the distiller wbenl
withdrawn from bond.

"(2) Manufacturers using nonbeverage ethyl alcohol as herein provided for
shall file application for permit, execute such bond, an( keep such books and
records as the Commissioner, with the approval of the Secretary, may by rules
and regulations prescribe to insure that such nonbeverage ethyl alcohol pur-
chased by them shall not be used for beverage purposes. Such books and
records shall be preserved for a period of four years and during such period shall
be open at all times during business hours for inspection by any internal-reveiiue
officer or agent.

"'(3) Nonbeverage ethyl alcohol withdrawn and tax paid under the provisions
this subsection subsequently diverted to beverage purposes or used in the manu-
facture or production of any article Intended for use as a beverage, shall be
taxed as provided by Section 2800 (a) (1) of the Internal Revenue Code, such
tax to be paid by the person responsible for such diversion or prohibited use.
It is hereby declared unlawful for any person procuring nonbeverage ethyl
alcohol as herein provided for to divert or cause the same to be diverted to
beverage purposes, and on conviction thereof such person shall be fied for each
offense not more than $5,000 or be Imprisoned for a period of not more than
five years, or both.

"'(4) No refund shall be made on floor stocks of tax-paid ethyl alcohol held
and intended for noubeverage uses on the effective date of this Act.'"

U. S. INDUSTRIAL CHEMICALS, INO.

BALTIMORE, MD.

Sold to McCormick & Co., Inc., Light and Barre Streets, Baltimore, Md., April!
24, 1941. Shipped via truck; customer's permnit No. MD-ST-11. Shipped to same,
414-432 Light Street, Baltimore, Md. Our order No. 8607; shipped from Curtis
Bay; contract No. 25-2591 ; transfer No. 55029. Terms: Cash in advance on tax ;
net 10th approximately on alcohol. Date shipped. April 24, 1941. Salesajan
Whitesearver.
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748491-562

Tax plt(l, alcohol, 190 proof, 72 fifty-four-gallon drutms (3888 gallons,
it $0.305, gallon) ------------------------------------------------ $1,185.81

Internal-revente tax (added) (7,387.20 proof gallons, at $3, proof
gallon ) ................................................. ------- 22,161.60

Total ------------------------------------------------------ 23,347. 44

Part. of carload order. Proof gallons, 7,387.20. Stamp Nos. 254014--685. In-
voie, customer's copy 25, No. 24247.

Comirison of coniinmodfty cost and Internal revenue tax

Fiscal year 1940:
1 carload tax-lald alcohol, 1W0 proof, 72 54-gallon drums, 3,888

gallons at $0.305 ------------------------------------------- $1,185. 84
Internal revvite tax (added), 7,387.20 proof gallons, at $2.25 per

proof-gallon ----------------------------------------------- 1, 0621.20

Total --------------------------------------------------- 17,807.04

In 1940 the tax was approxiate 14 times the coinodlty cost.

Fiscal year 1041:
1 carlod tax-pald alcohol, 190 proof, 72 54-gallon drunis, 3,888

gallons at $0.305 ------------------------------------------ $1,185. 84
Internal revenue tax (added), 7,387.20 proof-gallons, at $3 per

proof-gallon ----------------------------------------------- 22, 161.60

Total ------------------------------------------------- 23,347.44

In 1941 the tax was approximately 191/ times the c(:omodlty cost.

Fiscal year 1942:
1 carload, tax-paid alcohol, 190 proof, 72 54-gallon drums, 3,888

gallons, at $0.305 ------------------------------------------ $1,185. 84
Internal revenue tax (added), 7,387.20 proof-gallons, at $4 per

proof-gallon ----------------------------------------------- 29, 548. 80

Total --------------------------------------------------- 30,734.64

In 19W2 the tax will be approximately 25 times the commodity cost.

Alonbcverage ethyl alcohol consumption and taxcs paid (conparatlve statement,
fiscal years 1940-41)

lEthyl alcohol taxpaid during 1940 compared with 1941 and proof gallons of alcohol dumped for rectification
(beverage) in like period. Difference Is nonleverago use.jpFlgures from ATU releases

Fiscal year Fiscal year
1940 1941

Proof gallons Pooillons
Total tax paid ---------------............................................... 22, 86, 524
Total dumped (beverage) .................................................... 17 475 958 22,822, 539

Net nonbeverage ...................................................... 6, 88, 348 5,013,985
Internal revenue tax per proof gallon ........................................ $2.25 $3.00

Total revenue ......................................................... $15,453,783 $15,131,955

Net decrease In consumption under $3 rate (proof gallons) ....................................... 1,824, i
Percent decrease in consunmption under $3 rate' ........................... 26.
Net decrease In revenue under $3 rate ............-.. .. .. ... ..... ....................... $321,88.

61977-41---74
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Nonbureraye Cthyl alcohol Co)WsIupti on and taxes pild (comlmratii'e statement,
flSal jictr' 1Yea-rs 2)

listedd on the clrlenut gained durlng the f.Fcl year lfll, ethyl alcohol ta\ Ivhl dwlring 1910 i compared
\%it h th(e tinv.te for the fiscal year 1912, 6eing confined however, only to nonbe\ inge uI e

z

Fiseal year Fical year
1910 1912

Net taxpiad nonhev'rage alcohol (proof gallon) G 1, S Ns, 3t1i 3,707. 329
Internal.reventue tax per Iroof gallon at ............ ... $2. 25 $1.00

Total revenue... ...................................... $15, 153. 783 $14,929,. 3!6

Nt decroane In onunmption umler $1 rate (pront gallons) ............................ . , 11,019
Percent decre 1st' Ill conSl olll)t l u wilder $4 r.te .. ........................ ........ ........ ... 52.9
Net decrease In revenue under $ rate ...................................................... f621, 167

ADMINISTRATION

'I'r-vasinry )eplmrtineit Olqmosill to e,. alblishilnllit of it tax dilti-I'ri, fll Is

Irenised oni the magnitude fild high cost of aldminisltratinl,

PFRM MTEES

Magnitude of tie task is il'oltortionate to the ultliwr of possible alqulhants forileilinits to tse, iioliiveinage alchol. Based oil txltlenct, diing lIrolilol, the

Dealsrtinet has nat, tit estiiite of lotentialI liernillees, aalilyzed below. III
an fidjoiig column Is nit e.tilina e of iothifihll ltrl It tees lis'ltd on (oili on
st'ils Itn the light of existing (onlithions. Th 1, filis(e oiiist Ol which tit lieltrl-
ient's estin iite rests Is Inmediately evilent.

S Number

('lai s e s o f p e r m it s T P r a cti c alITreasury ]Proeth al
estimate estimate

A. Permits to manufacturers, handed warehouse3, ant free wnrehou. es ......... 427 427
11. Permits, wholes-b'd druggists .................... . ...... --- - 21;
It. Permits to use intoxleating liquors In the manifactur of preparations unfit

for bePverange us and for experimental purpose., ......................... 20,111 10, 0,5;
1. Permits to us and qell ................................ . 24,222 12,111
J. Permits to physleians. ............................................. so, 810.........

Perm its to hospitals .......... .......... ...... ....... ............ 2,877 .......... .
Permits to denits, veterinarians, etc., to use alcohol, and to dentists to

administer liquor ............................................. . 49,829 ............

Toti l.......... .. ........... .................................. 181. t4 22, 860
Add 5 percent on account increase In pop~ulation............. . . ..-------- 9, 212 1,1431

Total, potential permuittees...........................................1w3, ssi 24, 003

With into~Ieatin, liquors legally available In 45 States, it is evident the practical estimate of potential
permittees represents a greater degree of accuracy than the, estimate :! the Treasury Department.

Further the Department neglects to Inform congresss of the fact that today It supervises the activities of
more than 400,000 alcohol beverage taxpayers.

HIGHll COST

Based on fll estimated 194,000 permittees, the Treasury Department Cal-
(illites cost of thdifllstrat 1011 to be $2,370,138. Assnning the tcentracy of
this calculation, it Is (eqiilvalent to aipproxnftely $12.20 per permlttee.

Applying this tnit cost to ai lheril estimate of 25,000 peilrlittees, ldnlitg
-

tratve costs will be a)proxihate y $305,000, compared with fill estimate of
$2,370,138,.

Subtract also from this estlilitted cost of admlnistration the amount which
will be derived from annual licenses, which if fixed at $5 pt'r im ll would
prodico a revenue of $125,000, or more than 40 percent of the cost of adtluid ls-
t ration.

Thills, it is colintletd the high cost of adllinl'strntil its calculated by the
Treasury is but camoullnge, conceived and determined on a false premise.
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BRiIEFS

A tax differn(tnil oil ethyl alcohol consumned ili iioiibeverage Industrial prod-
tiet4 1.4 eeCti've Ili every nation iI till- world except the United Stites.

'J'o(iay, iiill1r (xtrenie will- lressilr, ( ,liiialii lltxes IIOil)(''eraigo 4hyl ailcoiol
at'$1.50 per gallon. Beverage alcohol is taxed at $7 per gallon.

Daring prohibition, tie United States taxed nonbeverage ethyl alcohol at
$1.10 per gallon. Beverage alcohol was taxed at $6.40 per gallon.

Administration of the law ihi Canldll Is satisfactorily accOmlished under
a perinit an(d bond system. A slilar system was employed lin the United
States frnia 1917 to 193.

Ethyl alcohol colisillsied iII food p'o(ducts, flavors, and iindlcles Is a necessary
use. Ethyl itl(ohol consinied lin beverages Is at luxury is('.

Ii 1791 Congress first tsixed till (Fihestic distilled spirits. On June 5, 1791,
Congress first (listiiigutislied ]letweii luxury and necessary iuse of dilstilld
spirits. Ili that act it was provided the tax should not alp)ly to pliysicans,
apothecaries, surgeons,;, or elenilsNt, is to any wlies or sliriions liquors whli('I
they may lisp in t lie l)rliatifoil or niiaking 1lip of iledleies for shck, nliie, or
diseased persons only.

Coiigress (listliigiished Ii'tven luilxulry iso and necessary ise, of ethiyl ileoluol
during practically till the i years Ietweel 179-1 and 1933.

With tile repeal of prohiidion all distilled spirits (beverage und nonleverage
ethyl alcohol) were taxed tat $2 per gallon. This liquor-taxing act followed till!
princih le of the law of 1791.

Later distilled spirits were taxed at $2.25 l'r proof gallon, then $3, and now
there is proposed it tax of $4 per proof gallon.

The distinction between beverage and nonl'beverage use of ethyl alcohol 1111s
been lost. Use of ethyl alcohol inI the production of neesities (should be fos-
tered by reestablishment of a tax differentill.

Producers of food lrolucts, medlelies, flavors, till(] flavoring extracts, andl
druggists' compounding pres'riptions ask no tax exemption. Each and every
one of them pays every other tax, license or fee levied by Federal, State, county,
and municipal governmnt. Ini addition they aire willing to pay an equitable tax
on pure alcohol used by then.

These producers ask only that there ]le reestablisbed a chlssiflcation of ethyl
fIlcohol used for nonbeverage purposes taill thaiI i jist tax of not more than
$2.25 per proof gallon be placed thereon. Increased consuml)tion and Increased
revenues will result.

The CIIAIMAN. Mr. Embry. Are you appearing for your own in-
duistry, American Bakeries Co.?

Mr. EMIimY. Yes; my company.
The CI, A1MAN. You may proceed.

STATEMENT OF B. S. EMBRY, ATLANTA, GA., REPRESENTING
AMERICAN BAKERIES CO.

Mr. EMBIY. My name is B. S. Embry. I am secretary-treasurer of
fhe American Bakeries Co., which has'its principal office in Atlanta,
Ga.

I have prepared a brief statement, Mr. Chairman which sets forth
our case and which I would like to read to you and the other members
of the committee.

The CHAIRIMAN. You may l)roceed.
Mr. EMIRY. First, I will state that the purpose of my appearance

is not to enter an objection to the imposition of the excess-profits tax.
The purpose of my appearance is to call to your attention what ap-
pears to be an inadvertent omission in the present law, which imposes
a peculiar hardship on our company and compels us to bear a burden
out of proportion to that which is borne by other companies with
similar earnings. I refer particularly to the failure of sections 742
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and 713 (f) of the Excess Profits Act of 1940, as amended March 1941,
to provide the same treatment of acquiring corporations as of other
corporations.

Until December 31, 1938, our operations were conducted by two coin-
panies, a I)arent corporation and one subsidiary corporation. Tlre
parent. corporation was organized in 1927 and acquired all of the com-
mon stock of the subsidiary corporation. It conducted nto business
other than the receiving of dividends from the subsidiary corpora-
tion and the l)ayment of dividends to its stockholders. Tile subsidiary
corporation, since its organization in 1920, was continuously engaged
in the manufacture and distribution of bakery products. At'December
31, 1938, the subsidiary corporation was merged into the parent corpo-
ration, which action was in conformity with the general desire of the
administration to simplify corporate structures and eliminate holding
companies. As a consequence of the merger and liquidation of the
subsidiary corporation, the former parent corporation became the oper-
ating and surviving company.

In 1940 we had a taxable net income of appoximately $1,460,000 and
a taxable net income in 1939 of approximately $1,130,000. In 1936,
1937, and 1938 the annual net loss exclusive of dividends received from
the subsidiary corporation each year amounted to approximately
$24,000. These losses are explained by the fact, that the real income for
those 3 years was from the operations of the subsidiary corporation.

Obviously, we are at a substantial disadvantage if in determining the
base-period credit under the average-earnings method, our earnings
are limited to those of the present company as a separate entity as
distinguished from the combined earnings of the two companies over
the base period. As the result, our base-period credit for 1940
was but $805,488, whereas it would have been $1,073,586.

In other words, our company paid excess-profits tax for the year
1940 amounting to $134,664, whereas other corporations with exactly
the same amount of earnings during 1940 and the base-period years
would have paid $23,744.

Senator BAU1 E,. Did you make your consolidation prior to the pas-
sage of the act?

Mr. EMBRY. We effected our consolidation December 31, 1938.
Senator BAILEY. Prior to the act?
Mr. EMBRY. Yes; that was prior to the passage of the act.
It is our belief that all taxpayers having comparable earnings should

be similarly treated under the provisions of the statute.
If the subsidiary company had been merged and liquidated prior to

January 1, 1936 (the beginning of the base period), our company
would have paid excess-profits tax in 1940 of $23,744, which is $110,890
less than what was paid as heretofore stated.

The mere fact that the subsidiary was not merged and liquidated
until December 31, 1938, resulted in this excessive amount of excess-
profits tax for the year 1940 alone.

If the underlying theory of the excess-profits tax is to reach profits
in excess of the average earnings over the base period, it would seem
that we should be entitled to the benefits of section 713 (f) as well as
the use of the combined earnings of the present company and its for-
mer subsidiary, since the operations then conducted by both com-
panies are now conducted solely by the present company.
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In a subject as complex as the excess-profits tax, we can appreciate
the difficulty of initially drafting, with 100-percent tloroughness, pro-
visions which fully consummate the congressional intent. In the
amendments passed in 1941 it was intendecL we believe, to give a cer-
tahi measure of relief to those companies whose earnings increased in
the last half of the 4 years of the base period. That relief was givenin section 713 (f). As tie statute is worded, it fails to give relief tini-

formly to a parent corporation which hs acquired its subsidiary dur-
inlie base period.

Counsel for tny cosany have prepared s? memorandum which
Ipoits ot, in somewhat greater detail, the omissions in the statutewhich deny us the benefits which we believe Congress intended us to

have, and which makes suggestion as to the conges we think should
he suade in tca statute. We asu permission to file copy of this
mYoranlun fo your consideration.11h6 CITURMN. Trlank you very inuch, Mr. Embry.

Mr. Emny. Any questions?
The CHAIRMANr. It may be'that in the subsequent bill the comi-

mnittee will be called on to consider during the coming winter that
your situation can be pretty carefully canvassed.

You can file your memorandum for this record so we will have it.
Mr. EMRY. 'Thank you.
(Mr. Embry submitted the following meniorandum :)

MEMORANDUM AS TO APPLICATION OF GROWTH (OMP.\NIEs RaIlEr PROVISION TO

PARENT CORPOR TION AND CONTROLLED SU IDIAR1Y

EXC,S-PROFITS TAX

The excess-profits-lax provisions of the Internal Revenue Code fail to make
adequate provision for acquiring corlml'ations. A. the statute now reads, it is
certain that an ac(uiring CO('lwratih electing to be taxed under section 742
woull lose the ietlit of the growth provisions In section) 713 (f). Deniial of
the lieneflt of such relief to acquiring corporations which have ahsorbed
their subsidiaries during the iase period is Inconsistent with other provisions
of the statute and with tile general intention behind the 1941 alendnlelts which
Inserted the growth li'ovislons into the statute.

This memorandum is limited to a discussion of the problem as It affects a
parent corporation whi'h has absorbed, during the base period, a subsidiary
which had been controlled by the parent corporation throughout the base period
up to the time of absorption or acquisition. The fact that it company in such
a situation is unequally treated under the 1941 excess-proiits-tax amendments
Is readily Illustrated by the use of comparative examples.

Situation I.-By way of Illustration assume that corporation A has been in
existence over the le'iod from December 31, 1935, to date, and that during
this perlo(l, until liquidation oil December 31, 1938, it owned all of the voting
stock of corporation B, which likewise has been in existence over such period;
assume that the base-period net Income of corporation A and corporation B
(both up to December 31, 1938, when It was liquidated and merged with cor-
Iration A) was as follows:

Year Corporation Corporation Combined

(1) (2) (3) (4)

1936 ----------------------------------------------------------- $-32,409.18 $03,087.40 $005,678.22
1937 ........................................... .............. - -21,96 .58 768,5M8.39 740.571.81
1938 ........................................................... -- 17,087.22 881,013.01 863,325.79
1939 ........................................................... 1,130,072.17 ............. 1,130,072.17

Total ................................................... 1,058,000.19 2,287,038.80 3,345,647.99
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(a) If tile incomes of the companies A and B are combined under section 742,
(see column 4) the combined income for the 4 years would be $3,345,647.99 and
the average base period net Income would be $836,421. The excess-profits credit,
assuming no capital addltlin or deductions, would be $794,591.40.

) If corporation A compute. Its excess-profits credit under section 713 rather
than section 742 (see (olun,.J 2) its average base period income i; $847,882.60 and
INs excess-profits credit Is $805,488.53. This result Is Ilndicatcd In the following
tabulation:

Corporation A
Calendar year 1930 ------------------------------------------- $32, 409. 18
Calendar year 1937 -------------------------------------------- 21,066. 58

Total first half ---------------------------------------- 5-54,375.76

Calendar year 1938 ------------------------------------------ 17, 687. 22
Calendar year 1939 ----)-------------------------------------- 1,130,072. 17

Total, last half ---------------------------------------- 1, 112,884. 95

Difference ------------------------------------------------- 1, 100, 760. 71

One-half of difference --------------------------------------- 583, 380. 36
Total, last half ------------------------------------------------- 1,112, 384. 95

Total -------------------------------------------------- 1, 695, 765. 31
Average of above total ( I2 ) ----------------------------------- 847,882.66
Average base period net Income ------------------------------- 847, 882. 66
95 percent of average base period net Income -------------------- 805, 488. 53

Situation 1.-If corporation B had continued in existence Instead of being dis-
solved as of December 31, 1938, corporations A and B would have been entitled
to file a consolidated return (I. R. C. see. 730 added by sec. 201, Second Revenue
Act of 1940 as amended by section 7, Excess-profits amendments of 1941; regu-
lation 110, section 33.30 and 33.31 (a) (22) ). On such consolidate(l basis the
average base period net Income after applying limitation would have been
$1,130,072.17 and the excess profits credit would have been $1,073,568.56, as
indicated III the following tabulation:

Corporation A and corporation B

Calendar year 1936 ------------------------------------- $605, 678. 22
Calendar year 1937 ------------------------------------- 746,571.81

Total, first half ---------------------------------- 1,352, 250. 03

Calendar year 1938 ------------------------------------- 863, 325. 7
Calendar year 1939 ------------------------------------ 1, 130,072. 17

Total, last half ---------------------------------- 1, 993, 397. 96

Difference --------------------------------------------- 641,147.93

One-half of difference ------------------------------------ 320,573. 97
Total, last half --------------------------------------- 1, 993, 397. 9

Total ------------------------------------------ 2, 313, 971.93
Average of above total (one-half) --------.---------------------- 1, 15, 985. 97
Base r-r"od net income computed under section 713 would have been $1, 130, 072.17
95 pert .at of average base period net Income ---------------- 1, 073, 568. 56

Situation III. (a) If, on the other hand, Instead of continuing In existence
through 1939 and 1940 (situation 1I), or Instead of liquidating on December 31,
1938 (situation I), which are the two suppositions made above, corporation B
had liquidated into corporation A on December 31, 1937, corporation A's average
base period net Income computed under section 713 would have heen 1.130,072.17
(after applying the limitation) and Its excess-profits credit $1,073,568.50, as Indi-
cated in the following tabulation:
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Corporation A
Calendar year 1936 ------------------------------------------- -$32, 409. 18
Calendar year 1937 --------------------------------------------- -21, 0 6. 58

Total, first half ----------------------------------------- 54, 375. 76

Calendar year 193 -.... . . . . ..------------------------------------ 863, 325. 79
Calendar year 1939 -------------------------------------------- 1,130,072.17

Total, last half ------------------------------------------- 1,993, 397. 96

Difference ---------------------------------------------------- 1,939, 022.20

One-half of difference --------------------------------------- 969, 511. 10
Total, last half ----------------------------------------------- 1, 9W3, 397. 96

Total -------------------------------------------------- 2,962,909.06
Average of above total ( -). ..----------------------------- 1,481,454.53
Limitation tinder see. 713 (f) ---------------------------------- 1, 130, 072. 17
95 percent of average base period net income. . ..---------------- 1, 073, 568. 156

(b) ArsumIlng liquidation of corporation B Into corporation A oil December 31,
1937, if corporation A elected to compute its tax under section 742 rather than
section 713, Its excess-profits credit would he only $794,591.40, or the sale as ill
situation I (a).

Suinin ary of cxcess-profit credit allowable

Subsidiary liquidated Dec. 31, Subsidiary liquidated Dec. 31,
1037 1938

(1) (2) Subsidiary not
liquidated

If taxpayer If taxpayer If taxpayer If taxpayer (3)
elects to corm- elects to coin- elects to conm- elects to corn-

pIute credit irate credit pute credit putle credit
under see. 742 under see. 71- tinder see. 742 under see. 713

$704, 591.40 $1,073, W4t. 56 $794, 591.40 $805,48.53 $), 073, 58. 56

It seems reasonably clear that the mere fact of dissolution of the subsidiary
on December 31, 1938, should not result in an excess-profits tax credit different
from the credit allowed where the two companies remain In existence during
the full base period and the taxable year or where the controlled subsidiary
was liquidated December 31, 1037.

In the case which we have used as illustrating this problem (situation I-
dissolution of corporation B on December 31, 1938), corporation A is strangely
enough better off by electing to be taxed under section 713 on its own base-
period earnings Including 3 years of losses than by electing to be taxed under
section 742 and using the combined earnings of itself and its subsidiary. The
reason for this result is that by electing to be taxed under section 713 the
company Is assured of the relief provided in the growth provisions (see. 713
(f) ), whereas if it elects to be taxed under section 742 it must determine Its
average base period net Income without reference to the growth provisions.
In other words, while the combined Income of A and B for the years 1936 to
1939, both inclusive, is $3,345,647.99; that Is, approximately $2,288,00() more
than the income of corporation A alone, the average base period net income
of Corporation A determined on the combined income under section 742 is only
$836,412 while the average base period net income of corporation A determined
tinder section 713, and solely by reference to its own income, is $847,882.606.

If corporation B had liquidated 1 year earlier; that Is, ott December 31,
1937, corporation A would have increased Its average base period not Income
from $847,882.66 to $1,130,072.17 if it had elected under section 713 to use
only Its own Income; under section 742 it would have an average base period
net Income of $836,421, the same as though corporation B had liquidated
December 31, 1938, rather than December 31, 1937.
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If corporation B had not liquidated at all but continued as a subsidiary
throughout the base period and the taxable year, the consolidated average
base period net income of the enterprise would be $1,130,072.17.

The foregoing illustrations demonstrate the unevenness of the relief presently
provided Ili section 742. It Is inequitable not to recognize the singleness of
Identity and permit recognition of tie growth factor In the unit where a
parent and controlled subsidiary working together have through their efforts
consistently increased the total earnings of the unit, as is done In the pro-
vision for consolidated returns. Clearly in a case of the character described
in situation I it could not have been intended that the relief provided in
section 742 should be less than the relief provided in section 713, nor could
it have been intended that an acquiring corporation which has ahsotbed Its
subsidiary and thereby simplified its corporate structure should be given a
lesser credit than is allowed to a parent and controlled subsidiary which con-
tinue In existence during the taxable year (see situation II); nor that a dif-
ference of 1 year In the thie of absorption of a controlled subsihiary should
result In an allowance for excess-profits credit which varies over 20 percent.
(See situation III.)

The excess-profits tax was Intended to reach only excess earnings or war
profits. Ii the enactment of the original excess-profits tax provisions In the
'Second Revenue Act of 1940 and In the excess-profits-tax aniendments of 1941,
Congress has demonstrated Its Intention to adhere as closely as possible to this
theory and to Insert provisions in the statute to take care of cases which fall
outside the simple types and in order to avoid unevenness Il Its application to
varying situations which were basically alike.

In the case used by way of Illustration in situation I, corporation A stands alone
for the year 1940, having absorbed its subsidiary during the base period. The
combined earnings of Itself and subsidiary over the 4 base-period years average
'$86,412 a year. It should be entitled to use the average income of itself and
subsidiary for the base-period years and the statute grants that privilege In
section 742. However, im addition, it is strikingly a "growth enterprise," the
earnings of the two companies having increased approximnately 20 percent In
each of the 4 years (see the figures above) : its base-period net Income for 1939
was $1,130,072.17. It would be unreasonable to Impose all excess-profits tax on
this corporation except oa the theory that It was only the excess over $1,130,072.17,
which represented excess profits, inasmuch as its profits before 1940 had reached
that level and were still accelerating. This is undoubtedly a situation which
,Congress Intended to provide for in subsection (fM of section 713, added by section
4 of the excess-profits tax amendments of 1941. The present language of tile
statute Is, however, inadequate for that purpose.

The result suggested may be accomplished by adding to section 742 the following:
Add at the end of the first paragraph of section. 742, after the phrase "section

713," eliminating tile colon and substituting a comma, the following:
"subject to the exception that if the acquiring corporation has been In control of
a qualified component corporation or corporations during its entire base period
and at all times until the acquiring corporation became an acquiring corporation
with respect thereto, and if the aggregate excess profits net Income, as computed
under subsection (it) for the last half of its base period and reduced by the
aggregate of the deficit of such corporations in excess profits net income for
such half, Is greater than such aggregate so reduced for the first half, then the
average base period net Income shall be the amount determined under subsec-
tion (i) if greater than the amount otherwise determined hereunder."

Add as a new subsection at tihe end of section 742 the following:
"(I) Average base period net income-lincrea8ed eartlfnI8 /n last halt of the ba8e

pepIod.--The average base period net Income determined under this subsection
shall be determined as follows:

"(1) by computing, for each of the taxable years of the taxpayer In Its base
period the excess profits net Income for such year as determined in subsections
(a) to (g) hereof or the deficit In excess profits net Income so determined, but
excluding the excess profits net Income or deficit of all component corporations
which are not qualified component corporations of which the taxpayer whms in
control during Its entire base period and at all times until the acquiring corpora-
tion became an acquiring corporation with respect thereto;

"(2) by computing, for each half of the base period the aggregate of the excess
profits net income, as computed in paragraph (1), for each of the taxable years
In such half, reduced, If for one or more of such years there was a deficit In such
excess-profits net Income, by the suin of such deficits;
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"(3) if the amount ascertained under paragraph (2) for the second half is
greater than the amount ascertained for the tirst half, by dividing the difference
by two;

"(4) by adding the amount ascertained under paragraph (3) to the amount
ascertained under paragraph (2) for the second half of the base period;

"(6) by dividing the amount found under paragraph (4) by two;
"(6) The amount ascertained under paragraph (5) shall be the average base

period net Income determined under this subsection, except that the base period
net income determined under this subsection shall in no case be greater than the-
highest execs-profits net income, as determined in subsections (a) to (g) hereof,
but excluding the excess-profits net Income or deficit of all component corpora-
tions which are not qualified component corporations of which the taxpayer was
in control during its entire base period and at all times until the acquiring cor-
poration became an acquiring corporation with respect thereto, for any taxable
year in the base period:

6(7) As used in this subsection the term 'control' means the ownership of stock
possessing at least 80 per centuni of the total combined voting power of all
classes of stock entitled to vote."

The CHAIRMAN. There is a witness here who wants to get away
and I understand his statement is very brief, Mr. Thomas Whitaker.

Mr. Whitaker, we are calling ou out of order, because your state-
ment is not long, as I understand it.

Mr. WnITAKEn. I certainly appreciate it; I want to get away as
I have to leave town.

STATEMENT OF THOMAS WHITAKER, TAMPA, FLA., REPRESENTING
FLORIDA CABARETS AND RESTAURANTS

Mr. WHITAKER. My name is Thomas Whitaker, of Whitaker Bros.
Tampa, Fla., and I am representing the Columbia Restaurant located
in Tampa, Fla. I will say here, however, by way of interpolation,
that while we only directly represent this one restaurant, there are
undoubtedly thousands of restaurants in the United States in the same
position we are in.

The Columbia Restaurant operates a strictly higl-class Spanish
restaurant, specializing in Spanish foods served in the atmosphere of
the Latin countries. No performances nor entertainment of any kind
is given with the exception that an orchestra is maintained by the
restaurant and the patrons are permitted to dance if they so desire;
however, no dance program is arranged by the restaurant. No admis-
sion or cover charge is made by the restaurant, and the music, along
with the privilege to dance, is an incident to the restaurant business.
In other words, the maintenance of the orchestra by this restaurant is
for the purpose of carrying out the scheme of serving Spanish foods
in a Latin country atmosphere, rather than for entertainment pur-
poses. All we are asking is that this restaurant be protected by clari-

- cation of the section in question, so that the basis for a distinction
between the interpretation as now made in the Treasury Department
between restaurants such as the Columbia Restaurant and the ordinary
restaurant will be removed.

Senator BAILEY. What is your contention?
Mr. WitrrAKER. Our contention is that we are operating a restau-

rant business, purely and simply.
Senator BAILEY. But you have music and dancing.
Mr. WiXITAKEB. We have music and we permit dancing. We do

not arrange dances; we don't put on cabaret shows or acts of enter-
tainment or anything of that nature.
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Senator BAILEY. Music is provided i dancing is optional and if
you call it Spanish atmosphere you will get free of the tax

Mr. WmTAKEit. No sir; it just so happens, as I said awhile ago,
there are thousands of restaurants throughout the United States who
are in our position who are not following out the Spanish atmos-
phere. In other words, the music and dancing is purely an incident
to the food with us, not a case of where the food is incidental to the
entertainment and dancing.

Senator BAILEY. I don t know how you get the distinction as to
that; whether the music is incidental or whether the food is incidental.

Mr. WiiTAui. One illustration: The restaurant business is one
that operates on a very small margin of profit.. The profit shown by
the Columbia Restaurant during the last year was less than 3 percent
net of its gross revenue. Our average we had figured up before I
]eft there. Our average bill as compared with our gross business, and
it ranged between $1.65 and $1.75; that is the average bill of all
people who come in here and trade with us; but under this rol)osal
this will be a gross-receipts tax of 5 percent tacked on us, whereas we
are competing with restaurants, not cabarets; in other words, we are
in a position where we cannot, our economical position will not permit
us to absorb that.

The CIIAMMAN. Have you an amendment?
Mr. WHITAKER. I have this suggestion only: We believe this can

be done by the vise of a few simple words clearly setting forth that
this section covers an entertainment tax and is not intended to cover
restaurants which only furnish music and permit dancing as an
incident to the operation of the restaurant business. If, however-
now we come to another point which we want clearly understood-if,-
however, it should Ue the desire to ploce a tax on restaurants, we feel
it should cover all restaurants and should so state in the tax bill so
that no question of interpretation can arise. In other words, we find
ourselves in the anomalous situation that we are not operating a
roof garden or a cabaret and yet we are being taxed for and on the
theory that such is our operation.

Senator BAILEXY. What is a cabaret?
Mr. WHITAER. A cabaret is a place which sells entertainment.
Senator BAILEY. And food?
Mr. WHITAKER. And food. Food, however, is incidental to the

entertainment; they have cover charges, admission prices of one kind
or another, which we do not have. We have none of that at all.
They put on performancEs; they have vaudeville acts and different
types of entertainment that they give; we have none at all. Yet it
has been ruled that the tax does not apply where they have what is
known as canned music and the people get up and dance to that; we,
are in competition with those places in Tampa. Such places are not
required to pay the tax because they do not furnish the music; that
has been the interpretation placed ol it. In other words, the restau-
rant itself is not furnishing the music to which they dance because
the customer drops his nickel in the slot and dances. Yet music and
dancing is available in these places in competition with us.

Senator BAILEY. I know of one hotel in Washington where they
have this chain music,,where the music comes in at meal times over
the radio. Is that taxable?
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Mr. WITAKER. My understanding is that it is not under the pro-
vision we are complaining of.

Senator BAILEY. Cabarets are a new word in our vocabulary; I
am not sure how it has been defined.

Mr. WHirAKEn. My understanding is as I have indicated.
Senator BAILEY. In cabarets the entertainment is the main thing;

in restaurants the food is supposed to be.
Mr. WHrrAKER. That is it, and we have no objection, as I say,

if it is the desire to place a tax onliestaurants, we are perfectly will-
ing to pay it, but we "d feel tii1t'hqn we find ourselves in the
restaurant business and taxed on the theory we are in the cabaret
business, with a 'estaurant across the street 1o-x us serving food
exactly as weare not being required to pay the tax, it is something
which putsus at considerable disadvantage.

Senator BAILEY. If youhad a tax on restaurants, you do have a tax
on all dining rooms? ,

Mr. WHITAKER. Yes; and we are not complaining of that.
Sen4tor BAILEY. Do you bav e a tax on food?
MrVI"i4 WHITAKEI1. No, sir., I I I c '
Thel CHAIRMAN. The trouble seems to be th6 Treasury has con-

strued a restaurant such as you operate'is'"a caet, "or other similar
place furnishing a public'porformanc6 for lrfit," which ifor quite
some:,years has'been taxable. Perhaps, a distinction mighljeo drawn
if you only furnished the music, but vhen you furnish inuic coupled
with 4,n opportunity to dance, ih'it te Ti ahry's interpretation
doesn't seem to m., to be so unrea onale in yqii case. j

Mr. WmTAKER. The only complaint u have',there is that the rul-
ing and iterpretation made by the Trds4* Departm19ent only ap-
plies where the restaurant itself furnished orchestrifmusic. If it
is carried di, as I suggested a WhiI6 ago by the use, Ed employment
-of an organ were a coin is dropped in, they still permit it to go
• ntaxed. '"

Senator BAILEY. You would be satisfied ;if we extended the tax to
those places?

Mr. WHITAKER. Yes; that would eliminate the discrimination and
that is our complaint.

Tlhe CHAMIAN. We have your point: You would like to have the
statute clarified so you wouldn't get under it, or if you did, that
you would not be discriminated against?

Mr. WHITAKEI. That is it exactly.
(The following prepared statement was submitted by Mr. Whit-aker:)

AUoUST 20, 1041.
My name Is Thomas Whitaker, of the law firm of Whitaker Bros., of Tampa,

Fln., representing the Columbia Restaurant, located in Tampa, Fla. This brief Is
submitted on provisions of section 542 of H. R. 5417, being the revenue act now
pending before the Finance Committee of the Senate.
The particular section above referred to, and which will be discussed herein, Is

entitled "Cabaret, roof garden, etc., tax," and Is found on page 40 of the printed
copy of said bill.

Our contention Is that the tax imposed by said section above referred to does
not apply to a restaurant such as is operated by the Columbia Restaurant. How-
ever, owing to the regulations and the interpretation placed upon the wording of
said section, the Internal Revenue Division of tle Treasury Department has ruled
that the tax does apply. The Florida Senators agreed with us that It was not
Intended for section 542 to apply to restaurants operated in the manner which the
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Columbia is operated. Senator Pepper called the legislative drafting committee
and was Informed that under their Interpretation the section would not apply.

The Columbia Restaurant, with an Investment of approximately $150,000 or more,
olrates a strictly high-class Spanish restaurant, specializing In Spanish foods
served in the atmosphere of the Latin countries. No performances nor entertain-
ment of any kind Is given with the exception that an orchestra is maintained by
the restaurant and the patrons are permitted to dance if they so desire; however,
no dance program is arranged by the restaurant. No admission or cover charge Is
made by the restaurant, and the music, along with the privilege to dance, is an
incident to the restaurant business. In other words, the maintenance of the
orchestra by this restaurant is for the purpose of carrying out the scheme of
serving Spanish foods in a Latin country atmosphere rather than for entertainment
purposes.

All we are asking is that this section be clarified so that the basis for the differ-
ence between the interpretation as now made by the Internal Revenue Bureau of
the Treasury Department and the opinion of legal authorities as well as the legis-
lative drafting committee as to what this section covers will be removed. We
believe that this can be done by the use of a few simple words clearly setting forth
that this section is an entertainment tax and is not intended to cover restaurants
which only furnish music and permit dancing as an incident to the operation of the
restaurant business.

If, however, It should be the desire to place a tax on restaurants, we feel that it
should cover all restaurants and should so state in the tax bill, so that no discriml-
nation could result therefrom.

If a tax is levied, it should be mandatory that the tax be separately listed and
shown on the bill rendered to the consumer.

The CHAIRMAN. Before taking a recess, I wish to have incorporated
in the printed record a letter addressed to me by Senator Wiley, of
Wisconsin.

(The letter referred to is as follows:)
UNITED STATES SENATE,

CoMMIrrEE ON THE JUDICIARY,
Augu8t 9, 1941.

Hon. WALTER F. GEOR0E,
Chairman, Senate Finance Conitnittee,

Wa8hington, D. C.
DEAr SENATOR: Since August 4, 1941, when I-. R. 5417 pissed the House of

Representatives, I have had occasion to make daily telephone calls to the Senate
Finance Committee expressing my views with reference to certain portions of
H. R. 5417.

Like all Members of Congress, I have received a great many letters concerned
with certain specific portions of the pending measure. I have already discussed
most of the views contained in these letters in conversation with the committee.

Because representatives of these various views will appear before your coin-
mittee, and because the committee clerk advises me that the testimony in these
hearings will be so voluminous that it will be impossible to encumber the written
record of the hearings with such an extensive correspondence, I will not request
that this material be incorporated in the hearings.

Supplementing my telephone conversations, however, I am presenting my cor-
respondence files on II. R. 5417.

It is my understanding that the points raised in these letters will be given
every consideration by the committee in their deliberations on this measure.

I want to express my appreciation for the courtesy and consideration which
the members of your staff have extended to me. I have made numerous calls
on their time, and they have always evidenced a genuine willingness to cooper-
ate In the consideration of views presented by my constituents.

With kindest regards.
Sincerely yours,

ALEXANDER WILEY.

The CHAIRMAN. I have before me statements by Representative
Curtis and Mr. A. W. Kohler and a memorandum by Mr. Ike Lanier,
which will be incorporated in the record at this point.
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(The statements and memorandum are as follows:)

STATEMENT OF IION. CARL T. CURTIS, A REPRESENTATIVES IN CONORFSS FROM THE

STA OF NEBRASKA, BEFORE THE CoMMITTmr ON FINANCE: IN IRIEEHNCE TO A;
PROPOSED TAX ON BILLBOARDS

Mr. Chairman, I wish to impose upon the committee's time briefly to protest
the tax upon outdoor advertising, or what is commonly referred to as billboards.
No opportunity came to make this protest before the Ways and Means Connmuitt e,
of the House of Representatives. I believe It is fair to state that no notice was
given that such a tax wits being considered; consequently, no one had all oppor-
tunity to appear in protest thereof.

In support of my position, I wish to make the following points:
(1) A tax on billboards is a tax on advertising, without covering the whole

field of advertising. I am not here to suggest that other mediums of advertising
be taxed, but surely there is no Justice in picking out one type of advertising and
Imposing a tax thereon. Advertising Is essential to our system of free enterprise
and open competition.

(2) The tax on billboards as It l)ass(d the House of Representatives would in
many Instances be confiscatory. I am referring particularly to billboards in rural
areas and small towns where the revenue is very limited.

(3) Many billboards have been contracted for 2, 3, or 5 years in advance.
Tile price has been agreed upon without any knowledge of any special Federal
tax that might be placed against tie billboard owner. In these cases it would
either mean the breaking of the contract and the destruction of the billboard or an
unjust and unfair tax Imposed upon the owner of the billboard.

(4) The big concerns, or the wealthy advertiser, might be able to pay this tax
and continue his billboards, especially if his advertising was carried oil ll order
to cut down his income tax. That is not true of tile smaller towns, or the small
bIsinessman. It merely takes his outdoor advertising away from him and destroys
the property rights of the owner of the billboards.

(5) It must be borne in mind that the billboards of our Nation have given
freely to safety campaigns, the Red Cross, community chests, national defense,
and many, many other worth-while things. It is unjust to single out this particu-
lar type of advertising for a Federal tax.

Respectfully submitted.
CARL T. CuRTIs, M. C.,

Fourth Distrtit of Nebra8ka.

NATIONAL ASSOCIATION OF MOTOR Bus OPERATORS,
Washlington, D. C.,-August 21, 1941.

Hon. WALTIM F. G ORon,
Chairman, Senate Finano Committee, Washitngton, D. C.

DEAn SENATOn GEORE: As secretary-manager of tile National Association of
Motor Bus Operators, I am transmitting to you herewith a statement In opposition
to the proposed increase in the Federal gasoline tax.

Our .association does not oppose this tax for the reason that we are opposed to
increased taxation in this period of emergency, but because of the fact that it is
discriminatory in character.

The members of the motorbus Industry are engaged in a highly competitive
business, and for them to be singled out among the passenger carriers for special
taxation resulting in increased operating costs will seriously handicap them in
furnishing the public with a high-class and necessary service.

I shall appreciate it if you will file the enclosed copy of our statement with the
Finance Committee and bring it to the attention of the members of the committee.

Respectfully yours, A. W. KoREnLE, Seoretary-Manager.

Encl.
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STATEMENT OF NATIONAL AscOrAnoN OF .MiOTOR IBUs OPEnAroIs ON PIOPOSEI)
AnnI)IoN.\L INCItOPSa IN EDERuL GASOLINE TAX

Ill statelient submitted to the Ilouse Ways find Means 4 'oulillitte in opposli-
tion to any further increase in the Federal gasoline-tax rate, the Natioml Asso-
ciation of Motor Bus Operators state(d Its belief that those ellgag(il In connercial
highway transportation cheerfully should pay their full share of the cost of
national defense. Thie National A.;soelaton of Motor Bus Operators now
reatliims that belief but hopes to give It greater emphasis by poli hlg out that
It would he unfair to compel commercial highway transportation to bear a dis-
proortlomite share of national-defense costs.

The National Assoeiatou of Motor Bus Operators always has tried to avoid
)e-ing known as a chronic coiulpiaiier. It has beeni the policy of our organization

never to exlr(-ss opposition to public )olliy unless we sincerely were convinced
that the policy was unsound or inequitable. For example, notorhus operators
accepted without complaint the increase in the Federal gasoline tax and other
automotive levies enacted by the Revenue Act of lItO, even though those increases
were most substantial, because 11s patriotic citizens they recognized the critical
nee(I for more revenue mid were ready and willing to bear their rightful share,
lind more, of tile burden.

Ever since the proposal to Increase further the Federal gasoline-tax rate from
1 1 to 21/2 cents a gallon first was suggested; however, bus operators-Indli-
vidually and as a grou-have felt that enactment of this proposal would be
both unsound and inequitable. Tie viewpoint of these mcen is tile viewpoint of"
their national associlatio. InI their behalf, therefore, tile National Association
of Motor Bus Operators has felt that rightfully it should make known this view-
point, and tile conlsideratihis on which It Is base(], to tile legislative authorities
weighing the exledlency of this proposal.

The National Association of Motor Bus Operators believes that a further
Increase ill the Federal gasoline tax would be unsound because-

1. The gasoline tax is a good tax measure only when used its a "benefit Impost."
The volume of gasoline consumed by tin individual determines the amount of
tax he must pay. To be ia sound measure of tax responsibility the consulmption
of gasoline should either reflect the taxpayer's ability to pay or his benefits
received. Obviously gasoline consumption deo. not indicate ability to pay,
because tihe small farmer mnay coisullle lany tines niore gasoline in earning
Ills living that) does tie fabulously paid moving-pleture actor. On the other
hall(], gasoline colisullnptiln does measure with reasonable accuracy one form of
special benefit received by tile taxpayer, namely, road benefits. A gasoline tax-
payer'o consumption of gasoline, roughly, is proportionate with ills use of ihe
roads. As it road tax, therefore, the gasoline tax is a sound tax measure, but
It does not possess the characteristics that (leterine it good tax measure to raise
revenue for general governmental purposes.

2. The taxation of gasoline Is primarily a State tax field. The gasoline tax
was origimted by the States, anid each of the States already had come to rely
heavily on this Impost log before the Federal Government first levied a tax oil
gasoline. Moreover, it has been shown that the gasoline tax most properly should
be used as a benefit tax and is most favorably suited to financing highway
construction and maintenance. Since the provision of highways still is primarily
a State function, the continued and successful use of the gasoline tax by time
States should not be Jeopardized by an excessive duplicating Federal gasolie-tax
rate.

3. Gasoline consumption is not "luxury consumption" and therefore should not
be taxed as such. To classify gasoline with liquor, t(omacco, cosmetics, and other
luxuries for the purpose of Justifying comparable tax rates is erroneous and mis-
leading. Actually, is was )ointed out to the House Ways and Means Comumittee
tine and title aigali, the major portion of the gasoline consumed by motor vehicles
in this country Is consumed oil "necessity trips." A tax on gasoline, therefore, is
a tax oil "necessity transportation," not oni the Sudsy ride.

4. Excessive taxation of gasoline ill(pedes the full development of highway
transportation. Since tie fullest possible development of transport facilities is
essential to the national-defense effort and the conduct of civilian life, it s imIn-
perative to consider tie fact that excessive taxatioll of gasoline would impede
this development. The motorbus, for example, is depended on today to carry
workers to factories engaged In defense work. There are today 1somne 48,000
comnlInllities throughout tile United States that are delendent entirely upon the
motorbus for their public )lsoger transportation. Since tile cost of fuel is one
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of tile most important factors in motorbus operation, excessive gasoline taxes
increase operating costs very substantially a ad discoullrages tile fullest possible
(level oIIlIvIIt of this new flexible and low-cost form iof trallslO)'tation.

Tie National Assochxhiat1 of Motor Bus Operators believes lhat a further
increase iI the Federal gasoline tax woild be inequitable i)cause-

1. The revenue bill of 1141 already provides for (he paynvnt of a fair share of
till, new defense-tax burden by the automotive groups, inclndlng bus,; operators.
Last year the increases in the Federal automotive exeise-tax rales which wer-
in'acted were (onsiderably more severe thn those enacted for (x(lso, rates oil

other commodities. This year It i; proposed to hiicreae again iall these Federal
autonlotiv tax rates, except the Feder'al gasoline tax. combineded with tile in-
('11ses (1nle(ed last yea, these new pl'roposed a illtnoivle-ax increases still are,
considerably higher than those for any other tax subject. Il place of ol lncrease
in tile Federal gasoline tax, n alnuol "ise" tax of $5 for ('nelh vehile on ill
motor vehicles Is propose(. Thest new automotive tax rates will exact from
tile itutoillotve group ill excess of $285,0t(X)( ) eath year ili aldition to the more
than $500,000,W0 Illi Federal excise taxes already paid by this group. Of these
a amounts, IlllotIrb)lio operators even now ply Imore than their proportionate share
pe'r vehicle because of their extensive use of automotive equipment and fuel.
To superimpose on these proposed Federal excise-tax increases 1n1 the new "use"
tax it further increase in the Federal gasoline tax wold compel the automotive.
group to bear a dlisprolrtionate share of defense costs.

2. Motor-bus operators already bear an unusually heavy tax burden. Authori-
tative studies disclose that tile average motor bus now pays about $1,200 annually
in operating taxes and licenses. This figure does not Include Income and profits
taxes, property taxes, and other general imposts. The larger motor-bus con-
panies, operating iln Interstate service, pay In operating taxes and licenses aln
average of $3,392 for each bus. The extent to which such taxation is a burden on
bus operation may readily be appreciated when It is understood that these taxes-
now comprise about 15 percent of the total variable operating costs of the motor-
bus operator. Inasmuch as the cost of gasoline Is one of the most important
factors in bus-operating costs, the excessive taxation of gasoline becomes 1rtlic-
ularly burdensome on motor-bus operators.

3. An increased Federal gasoline tax would add to the excessive tax which-
gasoline now bears. Concerted opposition has been voiced against proposals that
a Federal general sales tax be Iposed, on the grounds that it severely wouhr
penalize persons of modest means. Usually it has been suggested that such a
general sales tax should be imposed at the rate of l or 2 percent of tile sales price.
Yet, even at present rates, the Federal gasoline tax rate represents a special sales
tax of about 12 percent. If the Federal gasoline tax were Increased an additional
1 cent a gallon, it then would represent a sales tax of 20 percent. Including State
and local gasoline taxes, consumers of gasoline now pay a special sales tax of
47 percent.

4. Bus transportation, which more than pays its way, would be compelled to
assume a much greater tax burden than its competitors who receive governmental
subsidies. The Federal Eastman report on Public Aids To Transportation re-
vealed that highway transportation, Including bus transport, was the only form of
transportation, other than pipe lines, which pays its uiy and more. This report
found that large busses paid special taxes that exceeded their share of highway
costs by as much as $249 per vehicle per year. General tax payments by busses,
of course, were in addition to these special taxes. The fare charged by bus-trans-
portation companies are fixed by franchises or regulation. Obviously, the new
5-percent tax proposed for passenger fares will affect all competing forms of
transportation in the same manner. But if another Increase in the Federal gaso-
line tax is imposed, only those forms of transportation using gasoline as fuel,
principally highway transportation, would be compelled to hear the extra cost.
With the fares they can charge rigidly inflexible, bus operators then woulh be at
Ia competitive disadvantage. It would be inequitable to Impose a burdensome tax
on one form of transportation and thus place it in an unfavorable position in its
field of competition.
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MURPHY, LANIER I QUINN,
1Va.hinqton, D. V., Atguist 20, 1941.

HoI. WALTER F. GFOROF,
Chairman, Finance Comnmttce of the Scniate,

Wa8hington, D. G.
D&AR SIR: We ask the privilege of filing, for the consideration of the Senate

Finance Committee, the attached memorandum in regard to joint Federal
income-tax returns for husbands anid wives and that the same be Incorporated

In the record of the proceedings before your committee.
We represent a great many individuals who would be affected by this pro-

posed provision. It appears to us that the proposal now before the Senate
Finance Committee to tax Jointly Income received from property but to exempt
earned Income Is Just as unconstitutional as the proposal contained in the
House bill to tax Jointly all Income received by husband and wife.

Very truly yours,
IKE LANIER.

Enel.

MEMORANDUM RE JOINT TAXATION OF INCOMES OF HUSBAND AND WIFE

It is our purpose in this memorandum to develop the historical background
and development of women's rights as they now exist, to point out their
present status, and to Indicate those considerations which we believe con-
trolling with reference to the question of the proposed Joint taxation for income-
tax purposes.

1-18TORICAL DELOPMENT

At common law, the wife's personalty in possession vested exclusively In her
husband, without any act on his part, and, on his death, passed to his personal
representatives. This was true as to personalty owned by her at the time of
the marriage, personalty acquired during coverture, personalty in her actual
possession, and personalty in the actual possession of some third party holding
adversely. This property became as much the husband's as if it had been
acquired by him originally. He could dispose of It as lie saw fit; It could be
seized by his creditors and subjected to the payment of his debts; and on lls
death it went to lls personal representatives, even though the wife was the
survivor. The husband's right to his wife's personalty in possession was the
result of the marriage and depended upon nothing else. The right lasted as
long as the marriage relation lasted.

At common law, the husband was entitled to his wife's choses in action If
he reduced them to possession during coverture but not otherwise. To reduce
them to possession lie had only to exert some act of ownership over them,
with the Intention of converting them to his own use.

At common law the husband had the enjoyment of his wife's chattels real
(leases and terms of years) during li life, with the power to dispose of or encun-
bet them, and they were liable for his debts. If undisposed of upon his death,
they belonged to the wife. If the wife predeceased him, they passed to him as
administrator.

Where, at the time of marriage or during coverture, a woman was seized of an
estate of inheritance In land, the husband was entitled to its usufruct. His estate
lasted at least during coverture; and in case there was issue of the marriage born
alive and capable of Inheriting her estate, his estate continued as tenant by the
curtesy Initiate during thd wife's life, and as tenant by the curtsy consummate
after her death, for the remainder of his life. The husband's estate extended only
to the use of the land. He was entitled to the rents, issues, and profits, and upon
his death the emplements growing upon the land went to his representatives
(Bteeding v. Davis, 77 Va. 639, 46 Am. Rep. 740).

A married woman at common law had no power or capacity to contract other
than her right in equity to contract with reference to her equitable separate estate
so as to bind It (but not herself personally). Her attempted contracts were not
merely voidable but were absolutely void.

The only way that a wife could hold property as a feme sole, free from the
control of her husband, was to have a conveyance settled to her sole and separate
use. To create such an equitable separate estate in the wife there had to be an
Intention on the part of the settlor that the wife should take and that the husband
should not.
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The above rules are of some historical Interest, but of historical significance
)lily. The law relating to tile capacity of a married woman to own and control
property and to contract lilts been almost completely remade since the beginning
of the development of American law. This remaking his been accomplished by
both legislation and Judiehil decision. The development of the present law of
this subject has been a most Interesting process, but the process has so definitely
reached Its conclusion tin so large a majority of American jurisdictions that it Is
now universally accepted. This Is a long step from the common law, where, as
Blackstone puts It: "By mnarriage the husband amid wile are one person in latw;
that is, the very being or legal existence of the woman is suspended during the
marriage, or at least Is incorporated and consolidated Into that of tile husband."
(Italics supplied.) (See further Pollock till(] Maitland, History of English Law
(2d ed.), ch. 7, see. 2.)

Statutes have been enacted iii practically every State providing that till property,
real or personal, owned by a married womiani at the tihe of her marriage, or
acquired by her thereafter, should be and remain her separate property, free front
the control of her husband.

In Iiost States tie statutes, either expressly or by construction of tile courts,
give married women the power to convey or dlispo of their property, real or
personal, but ill al number of States the statutes require that tile husband Join
in a wife's colnveyance of her land in order to make it valil. In some States a
husband has an inchoate interest il Ills wife's land, such as curtesy, statutory
(lower, or homestead, which Is not divested by her conveyance of her lands, unless
lie releases such Interest by joining in the conveyance or otherwise.

These changes were brought about by the statutes, known as the married
wonlell's acts, which have luvn everywhere adopted, though in varying ternis
and with varying effeeis, with the purpose of elinhinating or modifying the
harsh doctrines of the volainon law with reference to the legal status of married
Nionien. This legislation began in nminy of tile States around the year 1850.
As early is 183l) suhli a statute was ('et(tlit Mississippi (Laws of 1839, chi.
46), Maryland (el. 161 of Laws of 1841 ), Mihligan (No. (3(1 of Laws of 1844).
In solie States there are even constitutional provisions Intended to secure the

lrolerty rights of inarried WoIlel (('onstitution of Arkans:us, 1874, art. 9, ses.
7 1ind 8; Constitution of South Carolina 1895, art. 17, see. 9; Constitution of We,st
Virginia, art (1, se'. 49).
Under the statutes as they 1ow exist, it has been hel that a married wonill

has a separate estate in property acquired by gift (kalisbury v. Spofford, 22
Idaho 393; Chorn v. Chorn's Adin'r., 98 Ky. 627; hess v. Brown. Ill Pa. 124). A
husband who executed a note to Ills wife for money received by her as heir of
h1er mother, thereby ilade the note the wife's separate propverty, and deprived
hli,'elf of any right to or Interest in either the money or the llote, though it did
not In terlis recite that It was for the wife's separate use (Bennett v. Benelt's
Adm'r., 134 Ky. 444). A wife acquires land its her separate estate If the con-
sideration Itself in paying for ti ie property was hers (Johnson v. Johnson (Tiaxes),
207 S. W. 202). Where lrolerty was paid for by the husild's cheeks., it is
nevertheless tile wife's l'operty If tile actual purchase money was funds of tile
wife previously given to hi1 (Conron v. Canthois, 242 Fed. 909). Tile property
is hers, if lrchased with her n11omly. eveni tlhmEhui title is talkel ill the n114e of
the hllllilnld (Adone v. spenrcr* (2 N. .. E'q. 782, 56 L. R. A. 817 ; (too(h v. Weldon
Bank ,& Trust Oo.. 176 N. C. 213). In most States her earnings in ativities not
connected with her hou-ehlold duties are hers (Nuding v. Urieh, 169 Pa. 289. 32 A.
409). In practlcally all States such dalnages as sle may recover for torts coun-
liitted against her are ler separate property (Bhitechins,'a A. Ioeard Mi.sion dC
Home for Lile Wandrer-q, 130 N. Y. 197, 15 L,. 1. A. 215; Harmon v. Old Colony
R. Co., 105 Mass. 100, 30 L. R. A. 658).

DISCUSSION

Il tiny discussion relating to the selaratelless of the taxili Pitites--hu1,,lllld
and wife-we must, of necessity, nmake careful differentiation of statutory and
constitutional aspects. What the statute now lr'oviles, and tile ret'sective
interpretations and troubles that have arisen therelnlder. Is oll thhig: what tile

statute may or cal provide under the Constitution, Is another thing. In the pres-
ent case, the constitutional aspect Is the more hIportant. Many cases 11avIng a
bearing on the construction of the statute do not reach the underlying eontitu-
t!,nal principles involved; and our discussion must avoid these, yet cover those

61977-11-75
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cases which indicate, through an interpretation of the statute, the true condition
of the basic constitutional mandate.

As we have pointed out, the early rule was that husband and wife were one,
and that that one was the husband. Whatever may be said about the inequality
and undesirability of such a rule of law, it definitely contemplated marital ceo-
nomic unity. The law has now developed, in the United States, to the point
where the wife and husband are separate persons.

Under the modern taxing concept of a wife's status, she Is liable for the tax
on the Income from her property, and remains, for tax purposes as otherwise,
separate front her husband. This is true in community property States (Poe V.
Reaborn, 282 U. S. 101), as well as In other States (Margaret A. Honle8. 27 B. T. A.
660). The income-tax statute taxes the "net Income of every individual." The
phrase has been construed so that "of" means ownership (Poe v. Scaborn, supra).
In other words, the ownership of capital, which Is one of the principal sources of
income, determines the identity of the taxpayer who shall bear the burden of
taxation with respect to such income ( Hclvcripg v. City, Bank Farners Tru8t Co.,
296 U. S. 85; Hclvering v. Hclmholz, 296 U. S. 93; Mhite v. Poor, 290 U. S.,98).
This has been most clearly illustrated in the cases relating to the assignment of
income. Unless tle corpus which produced tile inconte was also assigned, tile
assignor was not relieved of incotie-tax liability. (Loi'cry v. Helreringq. 70 Fed.
(2d) 713, and the cases cited itnmediately above). It has heen held further that
the law may not make a different rule for husband and wife from the rule which
obtains with respect to other parties equally separate in the eyes of the law
(Tracy et ux. v. Commissioner, 70 Fed. (2d) 93). Tile very precise of all these
decisions, and many others which might be cited, Is tite legal separateness of
husband and wife. There would be no need to resort to ownership as a test of
tax Incidence if the husband and wife were a taxable unit ; It would be a simple
matter to distinguish the husband and wife cases front the general rule where
ownership is the test. The historical fact is that tite ownership test rule origi-
nated in tite husband-and-wife cases; and that because husband and wife 119d
developed legal separateness, it was necessary to establish the ownership test.

We might further point out that the courts have deetied it incumbent upon
them to define ownership in a substantial, as distinguished front a narrow
and technical, sense. Dominion and control and actual command over the
property, and not mere refinements of title, control (United Stales v. Robbins,
269 U. S. 315: Harold G. Parker, 39 B. T. A. 423; Richardson v. Smith, 102
Fed. (2d) 697).

So many cases have been decided relating to the separateness of husband
and wife, with reference to deductions for payments made, one to tlte other,
that the matter is almost axiomatic. Where the payments are reasonable, and
tlte transactions bona fide, no question arises.

The procedural rules and requirements relating to income tax carry further
the idea of legal separateness. Husband and wife are separate persons for
tite purposes of board appeals (Ethel Weisser, 32 B. T. A. 755). See also
rules 5 and 6 of the United States Board of Tax Appeals, 1941 revision. It
has been held that a notice of deficiency sent to the husband is not notice to
the wife (Reynolds v. Glenn, 1935 C. C. H., par. 9415). Further, tle Commis-
sioner may not credit a husband's account, without special consent, witit a
refund due to a wife (Kitig v. U. S., 18 F. Stpp. 242).

It is true, as pointed out by some, that England taxes the combined incomes
of husband and wife (44 Harvard 988; 32 Columbia 374; 13 Tax Magazine
198), but it must be remembered that every time a new law is enacted by
the English Parliament a change is made, to that extent, it its Constitution.
Hence, their income-tax law represents a derogation from the rights attained
by women under the married women's acts. This follows the theory of Holmes
iln tile Heper case. Such a change cannot be made by legislative enactment
In this country-first, the State constitutions would have to be changed and
the Federal Government granted that power, perhaps through a constitutional
amendmentt, for Congress now has no such Jurisdiction over the marital status.

It would seem clear that the status of husband and wife must be deter-
milled in tile light of their status as established as a fact by State law. (Cf.
Divorce cases, differences in State laws controlling, etc.) This seems to be
indicated even on principle, and seems recognized by the Robbitis case, wherein
the Supreme Court stated its understanding of its "duty" to follow the rule
adopted, or settled opinion ,f the California courts as to the community prop-
erty status of husband anud wife. The Supreme Court has unequivocally re-
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fused to disregard a State rule of property to work uniformity of incidence
and operation of the Income tax In the various States with relation to married
people, holding that the constitutional requirement of uniformity Is not intrin-
sic, but geographic (Poe v. &caborn, 282 U. S. 285). We do not believe that
the theories set forth In Lyeth v. lloey (305 U. S. 188) ; Hleivering v. Hallock
(309 U. S. 106) ; and Hclvcring v. ?cynolds (1941 P. H., par. 62046); In any
way affect the validity of thls statement. This may well be summed up In
the words of Justice Frankfurter to the effect that "The feudal laws of prop-
erty must not Interfere with modern fiscal practice." We are not here dealing
with the feudal laws, but rather those current constitutional rights of women
which have arisen with the growth of American Jurisprudence.

CONSTITUTIONAL CONSIDERATIO148

We have dealt above with the development of the modern position of man
and wife, and tile treatment of that status under the modern taxing statute..
The real question is whether Congress may validly, for Federal tax lmrpose.;,
discard this modern philosophy of marriage. The one leading case on this sub-
ject is that of Hoeper v. 'P'ax Conmi.s8fon of Viscon-qi (284 U. S. 206). (Noted
in 32 Columbia 374; 45 Harvard 740; 9 N. Y. Univ. I. Q. R. 490, 492; 30 M1chl-
gan L. It. 810; 44 Harvard 988.) In this case, the State of Wisconsin, one of
the pioneer States in income-tax legislation, realizing the opportunity afforded
by separate returns for mininzation of tax liability, enacted a statute which
attempted to tax a husband upon the combined total of his and his wife's
income as shown by separate returns. The amount of the tax on the combined
incomes assessed to the husband exceeded the sum of the taxes which would
have been due if their taxable incomes had been assessed separately.

Objection was made to this assessment, on the ground that it was a violation
of the due-process and equal-protection clauses of the fourteenth amendment
to the Constitution. The Supreme Court majority opinion, written by Mr.
Justice Roberts, upholds this contention of the husband. After coming to the
conclusion that under Wisconsin law the wife's income is In the fullest degree
her separate property, and in no sense that of her husband, the opinion views
the question presented as one of the power of the State, by an Income-tax law,
to measure the husband's tax, "not by his own Income, but, In part, by that
of another."

Mr. Justice Roberts, early in his opinion, cites certain language from Knowl-
ton v. Moore (178 U. S. 41), which he believed anosite:

"It may be doubted by some, aside from express constitutional restrictions,
whether the taxation by Congress of the property of one person, accompanied
with an arbitrary provision that the rate of tax shall be fixed with reference
to the stm of tihe property of another, thus bringing about the profound in-
equality which we have noticed, would not transcend the limitations arising
from those fundamental conceptions of free government which underlie all con-
stitutional systems."

Then follows this Interesting language:
"We have no doubt that, because of tile fundamental conceptions which

underlie our system, any attempt by a State to measure the tax on one person's
property or income by reference to time property or income of another is
contrary to due process of law as guaranteed by the fourteenth amendment.
That which is lot in. fact the taxpayer's income cannot be made such by calling
it income.

"It is Incorrect to say that the provision of the Wisconsin Income tax statute
retains or reestablishes what was formerly an incident of the marriage rela-
tion. Wisconsin has not made the property of the wife that of her husband
nor has It made the Income from her property tile Income of her husband.
Nor has it established joint otonership.

"What Wisconsin has done Is to tax as a joint income that which under Its
law is owned separately, and thus to secure a higher tax than would be the
sum of the taxes on the separate incomes." [Italics supplied.]

Mr. Justice Holmes wrote the dissenting opinion (Brandeis and Stone con-
currng) on the theory that Wisconsin was seeking to take awhy some of the
rights which had been previously conferred upon married people. We might
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lier llnt out that the current court would have a1 difficult tie hanging Its
bat upon this peg as the United States Congress has no right to regulate
marriage in any such manner.

From the above language of the Court, it is plain that that which was uncon-
stitutional in the Wisconsin statute was the fact that one person wag taxed
upon the income of another. The lrovision it the proposed current Federal
act which provides for allocation of liability for the tax is an i obvious attempt
to sidestep this very lssu1,, tnd it lotet thie proposed net front the pitfall
looming in the shape of the fifth amendment. It is our belief that thls is not
sutilclent. Assune a case in which husband and wf, were, separately, liable
for it tax of sonie $2,000 each on separate returns. When the returns were
combined, because of capital gains and losses, the additional tax amounted to
only $1,(0o. How will this he allocated' Itecolleclons of the (lllfculties ex-
perieneed in returns of affiliated corporations under the revenue acts prior to
1028 lt aniedlately arise. ('an it lie said that merely because tite man has t
wife. he iniust pay the additional $5007 Certainly this is Ilie very thing which
the Court in the Heoper case found wrong-the husband is being taxed upon
the income of the wife. So long as there Is an Increase in the tax, then there
will ho one or the other spouse paying a tax upon Income which is not his.
This Is so clearly an unconstitutional provisions as to leave no roon for arguimnit.

before littelnlmthg to set forth those airg1n1ents which ari'e here dteineld con-
trollhig, certain further einsilerathbns should Ibe hbolted wi11 lb referee to thie
CollstlItitioll. Constitiltionli questions were few i the lucnnhliug of oulr Illodern
incolei-tlix ei. The validity oif the(. tax. In aI genlec s w',, I'.s'ttied by
1lie Snii'me ('out in 19111 (Ihrtshh 1 v. t oUv I' teiji, R I. Co.. 2-11) U. 8.
1, :1(0 S. ('I. 23i). The lreltlhnie'i ce of (,is she tht Ii ii hn -i ruled in
fiVlr of the l)rovision.,a 1II:cked ,: hit the emurts h: v'e st ,:alfltstly refulse(I to
viola to ear-cut and ing-estahlisied lrinelples which lnlt no esellle front .1
cuiclusilo of invalidity. It is true that the supreme 1'ur1 is reluctant to
(,ee' re or lllleg byii eistrl'tlon inil tin.lis upon the .oveieign power of
taation (Bronlell v. Mfct('talhn. 2S0 I. S. 124): lit the sixtelnt h amendment
i. I o lie tlilwii is written and is not to be extendedl(1 beyond liet awn ling clearly
indicated by tile lnngillge used (l,'irards v. ('iuht I'. I. ('o.. 26S U. S. (28).
Tle exist , ueo of cllstitltlonnl lower Is liot to ie thlternilh(I by tint' extent
of t lie exercise of tle authority (oiferrel ipon ( '(lgres (Snt1 lli v. Kanx,.
('ilt Tile & 'uit ('o., 255 U. S. 111).

01(v point mullst lieo mna1de palain, for It be: irs dircetly upon1 the llestion at
Is'All,. T'!;' miitives 11i iii llll )uOses of (Coigress arv not opeui to hii(jlih'y III (ol-
sile'hlnt (Jillti iiiiis of (lutstitlt iollal power (.fIv'('r! V. tiit'd Stalcx. 19.5
IT. 5. 27). It his been early sluled that questions of luolicy aire liii concern
(if the hoard or courts (,'hthi toard of 'ir ('ommixioicr'. v, .I'lkson. 281
1'. S. 527: united .tlcs v. .Iduts. 11 F". Supp. 211). Ilowever, questions of
fairness will be tI ,1kn i ato ciusideroit ion lit (letcnnliIi ngf Whtat is at cost itlutlonal
right. As .Justlet Learned Hand states:

"* * * Wer tile filth ainiendinnilt a remorseless pattern which all legis-
hiton 1nmst lit. the iilrgin11t iil!glit even so Ibe troubflesmine: iht indeed ho
cinelisive. But vonst It it lomtal lbmIitat ions are wit id1iferent to tile o(easio'4
of tile slat iitps they eft'pet. They represent a1 n)od rather thi ('011com 1and,
I hat sense' of inodermlilo, o1f f1 1 h play. of taliul for'hel ra nue. wIlliout which
state's he(inlle tihie prey uif fielh lo. They aro not iv le rles lif a go inc : lheirirealling N, lost when t hey are treated is though they were." l),ta iel Icer.,
tIne., v. Anders'n. 413 Ped. (2d) ('179.)

Filierta'r. ai r pr''S i rP('thial 1)at ters. m1tul stiiuies iposiln, tiet must lie
tested by practihell results (X.hiehobu v. Coolidy!. 274 U: S. 531). ('oshlderatlot
of policy s'iuctl c.e etrry sustuiitll weight. So, plehl']l)s, (10 eeonolic coii-
Sh(lhI'ltioni'0. as1 distinguished from absolute. "nd coemptmlistli rcasonihg (44
llrvard (151).

We have su?'gested that this pnolo.sed ftax Is violttive of the fifth inniidment.
This n iadment provides that no person havll be "deprived of life, lihrty, or
properly without due process of law". "Thi elause is not a limitation on the
taxing power. (Cp. Cohaen v. C'ommi.simo'r. 39 Fed. (2) 540). If it were s)
Interpreted, the Constitution and the aniim(hInents as an aggregate organic doe.
ment would lie self-destructive and would cenitlict with Itself by taking away
.with one hand power conferred with the other hand. (See Artllnr A. Plallan-
tine. 29 Yale L'. J. 125. 632.) A statute 1s not uncontituton l under the due
Y-ceSS clnu.se unless it ig so arbitrary and capricious that it Is not the exercise
of taxation, but a confiscation of property (ciner v. Donnan, 285 U. S. 312;
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Nichols v. Coolidge, supra). In other words, it must be so wanting In a reason-
able basis for classitleation as to produce a gross and patent inequality. (See
33 Colorado L. It. 791; Brushabcr v. Union Paciflo R. R. Co., supra.) It has
been stated that the question is: Is the means adopted appropriate to the end?
(Helvcring v. 1ty Batik Partners Trust CJo. 290(i U. S. 95). These theories
naturally lead to the conclusion that the question Is one of degree. Certain
classifications have been approved: (1) )onmestle and foreign corporations (lar-
clay v. IE'dWiards, 267 U. S. 442) ; (2) inequalities its to Intestate successors atiI
legatees (N. 1'. Trust Co. v. EItsner, 25(1 U. 3. 345); (3) interest on exempt
securitles; (Dennian v. Slaton, 282 U. S. 51-) ; (4) corporations and Ihdivihuals
(llinit v. Rtonc-Tray (Io.. 220 U. S. 107); (5) individual propretorsllll q and
partnerslips (Win. (lMy, 13 11. T. A. 51, 53) : (6) things foreign fnd doliestic
(Billi gs v. United States, 232 U. S. 261 ).

The inatter is well suninli&( IIl) ii Burict v. 11'el1s (281) U. S. 670)
"A margin must be allowed for the play of h.glslative Judgment. To over-

come this statute the taxpayer must show that in attributing to Win the owner-
ship of the Income of the trusts, or something fairly to be dealt with as equivalent
to ownership, the lawmakers have done a wholly arbitrary thing, have found
equivalencwe where thee was 1101c 11or anything approaching it, and laid a
burden unrelated to privilege or benefit."

Based upoll ilet foregoing conceptolls, It seeilis ida ii tint an aiat tk upon the
proposed bill might be stlccessfi if it were possible to show that lie bill (olisti-
lited al mnreasonalile classilleat lon which resulted i anl arbitrary and capricious
confilscation of property witlult due process. We believe tait su.] a showing is
entirely possible III tills (ase. This brigs us1 to ollr second c0i(1ullh of U1lll-
slltihonality, inilliely, that Congress Is here aibitrarily taxing inarriel people
at higher rates than other individuals.

The only appropriate method of taxaloul inider the sixtelitli amienidilent is to
tax its citizeils-inot iI g'olls-aild inost certainly those citizens iaiust he taxed
et(llally 11iss a real basis.. for seplraie (lasslfhatlon exists. (Cf., tile language
lijunnidiately above from Bhriut v. Wells.) While we have pointed out above that
tile imode and naiiiier of apportloInent suggested will Involve one spouse playing
tax upon tile Income of another, let its assume for the ioiment tihat such an aplor-
tioimiient is constitutional and htfiet a perfect apportionment of liability Is possible.
The Ieal iti this respect, would be that of a husband and wife with abso-
lutely Ientical Icomes an1d expenses-no discrepancies whatsoever-whose
tax liability, of course, would be ilentihal. Now, If these two people are
forced to Pity upon their Joint income, one or the other, or both I based upon the
appmortiomment rule), would have to pay a higher tax than other inidividuals
(citizens) not marrried. Thus, the proposed bill in reality constitutes but an
increase in the rate of taxation upon married people and, as such, is clearly vio-
lative of the provisions of the fifth amendment.

SUM M ARY

It is our position, predicated upon tile foregoing consideratiois, that tile pro-
posed taxation of husband nd wife, living together, on 1 joint return, is boh111 un-
constitutional and ill-advised. Our beliefs might be tabulated as follows:

I. The proposed bill violates constitutional guaranties:
A. In that It attempts to force one person to imyit a tax ulpen the Income of

another.
B. In that It Is an attempt oil the part of Congress to deny to married wonlen

those rights which are guaranteed to her by State statutes amid constitutions.
0. In that It attempts to arbitrarily and capriciously Increase tlhe rate upon

married people without reasonable basis for su(h1 iI classification.
II. Tile proposed bill Is Ill-advised:
A. Iii that most charitable contributions come from those in tile higher

brackets, and the first cut will be lint contributions, thus levying a larger
burden upon public charities.

It. In that Its obvious purpose Is to strike at the few comimuility-prowrty,
States, and thus constitutes a backhanded method of avoiding the rule In
Poc v. Scaborn, a method not commensurate with American standards.
.C. In that the general Ipression that this provision will apply only to

wealthy Individuals and community-property States Is Incorrect. The greatest
hardships caused by this provision will be borne by countless thousands of
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husbands and wives both of whom are compelled to work in order to maintain
their families. In those instances the added burden of this tax will create a
most unhealthy economic condition.
D. In that its secmudary purpose is to increase revenue, and the discontent

and hardships which will result Inevitably will leave the game hardly worth
the candle.

MuRpny, LANIFR & QUINN,
Cincinnati, Ohio.

The CHAIRMAN. We will recess until 2 o'clock this afternoon.
(Thereupon, at 12 noon, a recess was taken until 2 p. in. this day.)

AFTERNOON SESSION

(Pursuant to adjournment, the hearing was reconvened at 2 p. m.)
The CHAIRMAN. The next witness is Mr. Kelly.

STATEMENT OF GEORGE TERBORGH, SECRETARY, MACHINERY AND
ALLIED PRODUCTS INSTITUTE

Mr. TEIBOROIH. I am sorry to say, Mr. Chairman, that Mr. Kelly
was unable to attend the hearing today. He has authorized me to
appear in his place, however.

lhe CHAIRMAN. Will you give your name to the reporter?
Mr. Tuionoi. I am George Terborgh, secretary of the Machinery

and Allied Products Institute. If it is agreeable to the committee,
I shall present his statement.

The CHAIRMAN. Yes, sir; you may proceed. Do you want to read
it into the record?

Mr. TEnuion. I shall read it, sir.
The CHAIMAN. All right, sir.

STATEMENT OF WILLIAM I. KELLY, PRESIDENT, ARTHUR 3.
O'LEARY & SON CO., CHICAGO, SPEAKING AS PRESIDENT OF THE
MACHINERY AND ALLIED PRODUCTS INSTITUTE

Mr. KELLY. Mr. Chairman and gentlemen of the committee, let me
first of all express my appreciation for the opportunity to present
the views of the Machinery and Allied Products Institute on cer-
tain aspects of the pending tax bill.

I say "certain aspects" advisedly, since I do not propose on this
occasion to suggest how much the Government should tax for defense
purposes or how the burden should be divided between direct and
indirect taxes or between individuals and corporations.

This does not imply that the organization I represent is uninter-
ested in such questions, or that it has no views on them. The con-
trary is the case. It means only, that we prefer to forego their
discussion at this time and to concentrate on certain aspects of the
pending tax bill that are of peculiar interest and concern to the
capital-goods manufacturers who compose our membership.

I propose therefore to deal only with certain inequities in the
application of the corporation taxes proposed in the bill and to sug-
gest measures by which they may be ameliorated.

Before proceeding to tho discussion of these inequities, I wish to
make it perfectly clear that the industries I represent do not protest

1178
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against the payment of equitable and reasonable taxes, however oner.
ous. We realize that the defense effort calls for heavy sacrifices from
all, and we are ready and willing to carry our full share.

We ask merely that the burden be distributed without discrimina-
tion. For various reasons, which I propose to discuss briefly, we be-
lieve that a large and important sector of industry is subject to an
unintentional discrimination, both under the present corporation
tax law and under the pending bill.

Effect of instability of learning on relative tax burdens.-Let me
begin my discussion with the basic proposition, which I believe no
one will dispute, that the real test of the profitability of a business
enterprise is its earning power over the life of the investment, nor-
mally a long period of years.

In computing its earningsA we must, of course, subtract the losses in-
curred in poor years from the profits of good years, just as we sub-
tract the losses of poor months from the profits of good ones in com-
puting the net income of a single year.

It should be obvious that a corporation whose earnings are irregular,
with loss years interspersed among the profitable ones, must make
more profit during its good years than a corporation whose earnings
are continuous if it is to offset its losses and return the same cumu-
lated net income over a long period. In other words, the corporation
with intermittent profits must earn during the good years alone as
much as the company with continuous profits earns during the entire
period plus enough additional to cancel the losses of poor years.

What is the bearing of this fact on the equity of income taxes as
applied to the two corporations? If the basis of assessment is the net
income for the entire period, then taxes are identical and there is no
discrimination. If, however, the tax is assessed for each separate year
in the period, the company with the intermittent earnings must pay a
larger amount than the other.

It must pay not only on the net income as computed for the period as
a whole but on the income canceled by losses within the period.

It is precisely this taxation of income canceled over the long run by
losses that gives rise to the discrimination of which I am speaking.

By way of illustration, let us consider three hypothetical corpor-
tions with the following annual earnings and subject to a flat income-
tax rate of 30 percent:

Net Income

Company A Company B Company C

Year.
1931 ................................................. $130, 000 -$100,000 -$300,000
1932 ................................................ 80,000 -300,000 -500,000
193 ............................................... 0,000 -200,000 -400.000
134 ................................................. 11%000 -100,000 -200, 0
1935 ................................................. 120,000 100.000 000
1938 ............................................... 130,000 250, 000 30q 000
1937 ............................................ 180.000 5 0000 800.000
1938............................................. 16%000 3o0,000 30D0.000

Total for period .................................. 1.000,000 500.000 100. 000
Taxable Income ........................................ 1,000,000 1,200,000 1,500. 000
Tax In percent of net Income ............................ 30 72 450
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. For the 8-year period covered by this illustration, the three com-
panies have net incomes of $1,000,000, $500,000, and $100,000.

On the basis of annual assessments, however, the incomes subject to
Nixes during the same interval aggregate $1,000,000, $1,200,000, and
$1,500,000, respectively.1

Consider what this means in terms of the relation between tax
payments and net income for the period as a whole.

Assuming a tax rate of 30 percent. A pays exactly this percentage,
B pays 72 percent, and C pays 450 percent.

Dicimination. against ca/vital-goods omnpanes.-This discrimina-
tion might be unimportant, in practice if all corporations subject to
income taxation were substantially similar with respect to the regu-
larity and stability of their earnings.

It is colnnon knowledge, however, that this is not the case. There
are large groups of corporations in what are popularly known as the
"feast-or-famine" industries that respond with more-than-average
sensitivity to the cyclical movements of economic activity and whose
typical earnings record is an irregular alternation of profits and losses.
As compared with corporations in fields of relative cyclical stability,
those companies are subject to a systematic tax discrimination.

The most significant classification of industries with respect to the
amplitude of their cyclical movements distinguishes those producing
durable goods front those producing nondura)le goods and services.

It is quite unnecessary to dwell at length on the basic difference in
the economic behavior of these two groups of industries.

The durable-goods industries as a whole are subject to cyclical
swings in activity several times as wide as those of the nondurable
group .

While extreme cyclical instability is characteristic of the produlc-
tion of nearly all types of durable goods, and while, therefore, it is
the (hurable-goods industries as a class that are the chief victims of
the discrimination in taxation of which I am speaking, I wish to direct
your attention primnarily to a single subdivision of tiis class, namely,
the industries producing capital goods, the facilities for l)roduction,
distribution, transportation, communication, and commerce--tfhat is to
say, business plant and equipment.
IThis happens to be the field in which the Machinery and Allied

Products Institute is directly interested.
The extreme cyclical variability of profits in the. capital-goods in-

dustries as colnpared with those in industries producing consumption
goods such as food, clothing, drugs, and so forth, is too well known
to require demonstration. It is confirmed by every compilation of
corporate earnings which permits a comparison of the two categories.

By way of illustration, let ie cite the results of an investigation by
this institute covering 219 capital-goods companies and 181 consumup-
tion-goods companies for the period 192938.2 Only in the worst year
of the depression (1932) did the combined net profit of the consumption-
goods companies fall below 55 percent of 1929. Only in that year did
fewer than 70 percent of these concerns make a profit.

I Assuming no provision for the carry-over of losses.
'Capital Goods Industries and Federal Income Taxation, pamphlet, 1940, Machinery and

Allied Products Institute, Chicago, .
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'For tihe capital-goods companies, oil tihe other ]land, consecutive
years showed a combined net deficit, while in the worst yemr fewer than
15 ,)ercelt of tie rl)orts showed p rofits.

lassifying the concerns in each group as to the number of deficit
years incurred during the 10-year period 1929-38, of the consumption-
goods companies 48 percent had no net losses during the decade, the
corresponding figure for capital-goods companies being 8 percent.
Only 11 percent of consumption-goods companies had losses for 5 or
more years, against 39 percent for capital goods. The average numlbdr
of loss years for tle two categories as a whole was 1.4 and 3.8 years,

r ely. Those are truly striidg contrasts;
poceed a steel) futler to classify these corporations according

to the greatest number of consecutive years of net loss experienced
during the decade. Here again the contrast between the two classes of
corporations may be descrll)ed as striking. More than two-thirds of
the consumluptionl-goods companies (68 percent) had no consecutive
years of loss.

This can be said of only 19 percent of the capital-goods enterprises.
The proportion with 3 or more consecutive-loss years was 18 and 65
l)ercent, respctively, with 5 or more years 3 and 31 percent.

Nothing could slow more clearly the fundamental disparity in the
stability and continuity of earnings in these two areas of production.

It is b)lvious that this marked contrast. ill the gravity and duration
of the deficits experienced by' the two grOulps of corli)orations must
have been reflected in extreme" differences in their relative tax burdens.
As I have already indicate(], taxes must. be paid (in the absence of pro-
vision for tile carry-over of losses) on all the net income of all the
profitable Wears in any period, that is to say, )oth Oil income that is
offset by (leficits within the period and on income that is not offset.

Since the, proportion of income that is so offset is greater for capital-
goods comnpaalaies than for consunl)tion-goods coml)anies, tile former
necessarily pay in taxes oer a period of years a larger proportion of
their income ii excess of deficits.

If we compute taxes paid as a percentage of the excess of income
over deficits, we obtain what. may be called the "effective" tax rate
applicable to capital-goods and onsumption-goods companies.

The statistical investigation just referred to demonstrates that for the
8 years 1931-38, consumption goods companies as a whole paid 16
percent of their net profit for thie period in Federal income taxes, while
capital goods companies paid 29 percent.

This proportion of net profit paid in Federal income taxes is 185
percent (not far less than double) the proportion paid by the con-
sumption. goods companies. Forty-one percent of the capital goods
companies had a net deficit, yet paid taxes on one or more years of
income; of consumnption-goods companies only 15 percent fell into
this category. Moreover, 11 percent of all Federal income taxes paid
by the capital-goods companies were paid by the deficit concerns, while
the corresponding figure for consumption-goods companies is only
one-half of 1 percent.

While 77 percent of the consumption-goods dmpanies had less than
,a fifth of their net profit absorbed in taxes, only 47 percent of the.capital-goods companies were so fortunate.
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On the other hand, 21 percent of the latter paid out more than two-
fifths of their profit, against 5 percent. of the former. There were even
a few capital-goods companies that in the 8-year period 1931-8,
paid in taxes more than their entire profit.

Recommendations for reducing the diorimnation.-'While we are
under no illusion that our recommendations, if adopted, will eliminate
the discrimination I have been discussing, we wish to advance four
proposals which we believe will substantially reduce it, and thereby
bring the tax burden of the capital-goods industries more nearly to
parity with those of the consumption-goods industries. These recoi-
mendations are as follows:

1. Carry-over of corporate net losses for income-tax purposes should
be permitted for a minimum of 6 years.

2. Carry-over of unused excess-profits-tax credits should likewise
extend over a period of 6 years.

3. Corporate normal income-tax rates should be raised, or a surtax
on normal income levied, in preference to increasing the present excess-
profits-tax rates.

4. The base years for computing the excess-profits-tax credit under
the income alternative should be changed from 1936-39 to 1935-39,
with the privilege of selecting 3 of these 5 years in computing the
average income credit.

Let me comment very briefly on each of these recommendations.
1. Cair-over of corporate net losses for iicome-tax purposes shodd

be perwtitted for a mnm nmum of 6 years.-If the inequity previously,
discussed is to be ameliorated so far as income taxes are concerne,
provision for the offsetting of losses against the income of later years
is a prime requisite.

In our judgment, there is no alternative that so well meets the
tests of practicability and of impartial application to all corporate
taxpayers.

It is quite obvious from the foregoing comparisons, however, that
a loss carry-over period sufficient for corporations in the consuml)tion-
goods industries may be wholly inadequate for concerns producing
capital goods.tis the requirements of the latter that must govern the carry-over

provisions of the re wenue laws if a substantial equalization of tax
burdens is to be achieved.

I am not going to propose that the allowable carry-over period
should be unlimited, or that it should secure a complete offsetting of
losses in every case. What I wish to suggest is a practical compromise
that will make possible a complete offset for the great majority of
capital-goods companies and other companies with similar income
characteristics.

For this purpose the present provision for a 2-year carry-over, con-
tinued in the pending bill, is clearly inadequate.8 If this provision
had been in effect during the decade 1929-38,4 it would have permitted
only 19 percent of the capital-goods companies in our sample to make

a A 2-year carry-over was provided for in the Revenue Acts of 1921, 1924, 1026, and 1928.
The Act of 1932 reduced this to 1 year, and the Act of 1933 abolished the carry-over
entirely. The 2-year provision was revived in the Act of 1939, and is now in effect.

&It was effective during the early years of the period, but was of little practical
consequence.
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a complete offset of losses. The percentages covered by longer carry-
over periods would have been as follows:

Percent of companies Percent of companies
offsetting losses offsetting losses

Carry-over period in years: Carry-over period in years:
3 ---------------------- 306 7 ---------------------- 80.3
4 ---------------------- 42.5 8 ------------------- 94.0
5 ---------------------- 56.6 9------------------------- 99.5
6 ---------------------- 6.2

If the experience of these corporations during the decade 1929-38 is
a valid criterion of the length of the carry-over period required-and
we believe it is-the conclusion follows that nothing less than 6 years
will suffice to meet the test of a complete offset of losses for the large
majority of capital-goods companies.

It may be noted in this connection that in Great Britain the Royal
Commission on Income Tax (1920), after a careful study of the whole
question, recommended a 6-year carry-over, a recommendation that
was adopted in 1926. The provision has since remained in effect, and
has even been liberalized by later legislation.

2. Vai-ry-aver of unused excess-profits tax credits should extend
over a period of 6 year.-It should be evident to anyone who has
followed the foregoing discussion of the need for an extended carry-
over of losses for income-tax purposes that there is all even greater
need for a long carry-over of unused excess-profits tax credits.

Since capital -goods companies must earni more in good years than
consumption-goods companies if they are to come out even with them
in the long run, they are forced to pay excess-profits taxes in such
good years much heavier than those levied on the consumaption-goods
enterprises. Especially is this true when the excess-profits tax rates
are graduated upward with the size of the taxable income, as under the
present and proposed law.

Unless these heavier taxes can be compensated for by offsetting the
unused excess-profits tax credits of poor years against the excess-
profits income of later years, capital-goods companies must pay in
excess-profits taxes a larger share of their long-run-average profits
than consumption-goods concerns having equal long-run earnings.
They are subject, in other words, to a tax discrimination.

Since the present excess-profits tax is of recent origin, it is impossi-
ble to present an historical analysis of the extent of this discrimina-
tion such as we have made in the case of the income tax. By the same
token, it is impossible to say how long a carry-over periodwould be
required to offset the unused excess-profits tax credits that would have
accumulated during the depression had such a tax been in effect.

We have no doubt, however, that this carry-over would need to
be even longer than that necessary to offset income-tax losses against
the net incomes of the post-depression years.

Certainly the 2-year carry-over provided in the present law and
continued in the pending bill is wholly insufficient, and we therefore
recommend six years as a minimum.

Even this relief is inadequate. May I call your attention to the
fact that the British excess-profits-tax law allows not only an un-
limited carry-over of unused excess-profits-tax credits against the
excess-profits income of later years but also the offsetting of such
unused credits against the income of earlier years. This combined
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offset., both backward and forward, assures that, in the language of
the Chancelor of the Exchequer-

The aggregate ainount of excess-pr~fits tax payable throughout the whole
operation of the tax will be the tax corresponding with the net excess profits
over the whole period, after allowing for any falling off of profits in any year.'

This thoroughgoing offset of unused credits makes our proposal for
carrying them forward 6 years seen very modest indeed.

3. Corporate nornwl income tax rates should be raised, or a sur-
taa, on nornal income levied, in preference to increasing the present
ewcess-profits-tax rates.-I recur again to the basic proposition that
companies with intermittent profits must earn more during the frac-
tion of the time when they are making profits than companies with
steady earnings nmst make in their good years if the two classes are
to pay out equally in the long run. It follows that a rate of profit
that may properly be considered "excess" for concerns with stable
earnings may be only "normal" for a company with intermittent
earnings.

The present excess-profits tax does not discriminate between the
two, but applies a uniform rate of 8 percent on invested capital as
the dividing line between normal and excess )rofits.

It is certainly correct in principle to draw this line for companies
in industries of the feast-or-famine type at. a substantially higher
level than for concerns in relatively stable industries. This is not
only because a higher rate of profit in good years may properly be
regarded as normal in their case, it is also because enterprises of this
type have generally suffered a far greater depletion of invested capi-
tal from operating losses during the del)ression than have companies
in less fluctuating lines.

We are not prel)ared to say, however, that in l)ractice it is admin-
istratively feasible to apply a variety of standards as to normal and
excess profits, however correct in principle such a differentiation may
be. Since there is grave doubt fliat this is practicable, we are im-
pelled to the view that if additional revenue is to be raised from
taxes on corporations it is more equitable to do this by an increase in
normal or surtax rates than by further increases iii a levy that falls
with such discriminatory effect on capital goods companies as does
the present excess-profits tax.

We reach this conclusion despite the fact that the average-earnings
credit is available to capital-goods manufacturers as an alternative to
the credit based on a standard rate of earnings on invested capital.
The base period for computing average earnings, 1936-39, was, we
believe, much further from normal for capital-goods companies than
for consumption-goods concerns.

The recovery under way in the heavy industries during the early
part of this period was on y partial at its best level and was followed,
ate in 1937, by one of the most rapid and drastic declines on record,

and b a depression which lasted for most of the remainder of theperio.

As a result, the period as a whole was overweighted on the low
side. A tabulation of the profits of 301 capital-goods companies
and 3868 consumption-goods companies from data assembled by the

* Italics ours. Quoted from thejIankers' Magazine (London), May 1940, p. 706.
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National City Bank shows an average annual return on net worth
for 1936-39 of 7.5 percent and 9.1 percent, respectively.

The earnings of the capital-goods companies thus ran substantially
below those of the consumption-goods enterprises for the base period.
The true picture is even more unfavorable to the capital-goods coin-
panies than this comparison suggests, because write-offs and write-
(tlons of their invested cal)ital (Itiring the depression were generally
more severe than in the case of the consumption-goods concerns.

Since we have already seen that the capital goods companies must
be allowed a higher rate of return free of excess-profits tax if their
tax burden over a period of years is not to exceed that of the con-
sumption goods concerns, it is evident that in general they cannot
escape discrimination by 'electing to use the average earnings credit
conl)uted on a period in which their return averaged lower than
that of the consumptien goods companies.

It is evident that the pending birl runs counter to our recommen-
dations that further increases in the tax burdens of corporation be
concentrated in the income tax and surtax rather tlan in the excess-
profits tax. The bill l)roposes not only ai increase in the rates
applicable to excess profits, but by retaking these rates apply to
income before income taxes, through the reversal of the present order
of deductions, it increases the burden of the excess-profits tax out
of all proportion to the increase in the rates themselves.

In addition it, lowers the invested capital credit. (on capital in
excess of $5,000,000) and imposes a new tax of 10 percent on the
amount by which the excess-)rofits net income computed with the
use of the income credit exceeds that coin puted with the use of the
invested-capital credit. Believing ias we (o that the discrimination
against capital goods companies even under the present statute is
repugnant to equity and fairness, we respectfully urge that it be
not further extended by the enactment of the bill under considera-
tion.. 4. The base years for cOMputing the exeess-profits taw credit under
the income alterzative should be changed fronm 1936-39 to 1935-39,
awith. the pivilege of electing 3 of these 5 years in computing the
average income credit.-I have previously pointed out that the 4-
year period 1935-39 was on the whole an unfavorable one for the
capital goods companies as compared with concerns in the consump-
tion goods field. The average income of these years does not coi-
stitute for these companies a proper criterion of normal earnings,
above which income can be considered "excess." By way of a par-
tial correction-and I wish to emphasize that it is only partial-we
propose that the taxpayer be permitted to choose the best three of
the 5 years 1935-39. We believe that this modification of the pres-
ent law will help to reduce the inequities of which I have spoken
and will afford a fairer test of where excess profits begin.

Mr. Chairman and gentlemen of the committee, let me close by
repeating that we ask no favors for the capital goods industries or
for any other group of taxpayers. We feel privileged in assuming
our fair share of the burden of national defense and ask only for a
measure of relief from discriminations which we believe are simply
an unintentional result of the practice of assessing in time units of
1-year income that can be properly determined for tax purpose.
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only over a longer period. We appreciate the privilege of pre-
senting our case, and shall be glad to respond to any request you
may make for material bearing on the subjects of these remarks.

The CHAIRMAN. Are there any questions?
(No response.)
The CHAIRMAN. Mr. Howard B. Minier.

STATEMENT OF HOWARD B. MINIER, OF FORT WAYNE, IND.,
INTERNATIONAL HARVESTER EMPLOYEES' BENEFIT ASSOCIA-
TION

Mr. MINIER. My name is Howard B. Minier. I live in Fort Wayne,
Ind., and work for the International Harvester Co.'s Fort Wayne
works as a machine operator.

I am the elected trustee from Fort Wayne works of the Employees'
Benefit Association of International Harvester Co. and affiliated com-
panies. We call the Employees' Benefit Association the E. B. A.

I am also active in the affairs of our local of the United Automobile
Workers.

I am here as trustee of the E. B. A., and I am grateful to you gentle-
men for the opportunity you are giving me to tell you something about
our problem.

The E. B. A. is an old organization. It was established in 1908 as a
voluntary, unincorporated, nonprofit association. It was set up to
provide a fund to pay sickness, accident, and death benefits to em-
ployees who belong to it, at all the United States and Canadian opera-
tions of the company. Nobody has to join the E. B. A., but practically
everybody does. Any employee who passes the physical examination
can join. Right now the E. B. A. has more than 60,000 members.

From the time it was set up in 1908 to the end of 1940 the E. B. A.
had paid out to members $9,362,000 in death benefits and $9,326,000 in
disability benefits.

Senator TArt. How is it taxed? By this bill or by the Internal
Revenue?

Mr. MINiER. By the Internal Revenue Code.
Senator TArt. There is nothing in the present bill regarding it?
Mr. MNIEn. No, sir.
The CHAIRMAN. There is no change in the House bill that affects

you?
Mr. MINrER. No.
Senator TArt. What are you taxed now?
Mr. MINIER. The corporate income tax is involved.
The CHAIRMAN. If over 85 percent of your income was derived from

dues or assessments, you would not be subject to the tax.
Mr. MINIER. Yes; that is correct.
The interpretation of the Internal Revenue Bureau is .hat if the

company contributes more than 15 percent to the E. B. A., they are
subject to the tax.

The CHAIRMAN. I expect you cover the point in your statementI
Mr. MINIEn. Yes. The exemption has been an important thing to

us, and we would hate to see anything happen to it.
The E. B. A. set-up is this. The association is composed of the

employees who belong to'the E. B. A. and the Harvester Co. and its
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affiliated companies in this country and Canada. It is controlled by
a board of trustees. Half the trustees are appointed by the company
and the other half are elected by the employees who are members.
That is how I came to be a trustee.

The E. B. A. gets its money in three ways-what the employees pay
in, what the company pays in, and what we are able to earn in the
way of interest or dividends on money we invest. Almost all our
money comes from the employees and the company and comparatively
little from investments.

An employee who belonged to the E. B. A. used to contribute 1
percent of wages to the E. B. A. and the company put in a flat sum
of $50,000 a year. The idea was that the company's payment would
cover administrative costs. As a matter of fact, it usually did a little
better than cover them. We ran along on that basis until 1930.

In 1935 the trustees engaged a competent actuary who made a thor-
ough study of just where the E. B. A. stood at that time, with refer-
ence to its finances. We found out that we were just about insolvent
from an actuarial standpoint. There were two big reasons for that-
first, the average age oftle employee members had increased steadily
from about 30 years old to nearly 38 years old; and, second, there was
greater stability of employment, with fewer people leaving the
company.

I don't imagine T need to explain to you men in detail why that
happened. You all know that during and after the depression-and
right down to the present time-mein don't move around from job to
job like they used to do. The way things have been, if a man had a
reasonably good job, lie stayed with it.

The result was that our reserves, which had been good enough for
a gr-oup of members averaging 30 years old, with a large turn-over,
were not big enough for a group almost 8 years older, with a slower
turn-over.

The only way to meet that situation was to increase the contributions
of t'ie members, both the employees and the companies.

On May 22, 1936, we raised the contribution for employee members
from 11/1 to 21/ percent of their annual wages or salaries up to a
maximum of $2,080 annual inome, and the company, instead of furnish-
ing a flat $50,000 a year, began to contribute an amount equal to 20
percent of what the employees paid in.

When that was done the company's payments went up to an average
of about $393,000 for the years 193$ to 1940, inclusive.

That increase, plus the higher payments made by the employees, put
us back to a sound actuarial condition. Our reserves have increased
every year since 1936. We still have less than an actuary would say
we needed for complete soundness, but we are a lot better than we were,
and getting better all the time.

Just as we are getting into a better position we ran into this tax
question that is troubling us now. We have always thought the E. B. A.
was exempt. from taxation, the same as a lodge or a fraternal organi-
zation. But the Bureau of Internal Revenue has handed down a ruling
that we are not exempt, beginning with 1935, and has proposed to put
in a claim for tax payments of over $500,000 for the years 1935, 1936,
and 1937. If similar tax assessments should be made for the years 1938,
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1939, 1940, and 1941, more than $1,500,000 of additional taxes would
also have to be paid, making a total of $2,000,000.

As I understand it, the law (sec. 101 (16) of the code) says that at
least 85 percent of the E. B. A. funds have to be received as contribu-
tions from members. The Bureau claims that the company is not a
member of the E. B. A., although E. B. A. regulations say the company
is a member. The Bureau says that. the money the company has put
into the E. B. A. since 193.5 is not a contribution from a member. If
the contribution of the company is not figured as a ontribution by a
member, we don't qualify under that, part of the law.

I can't believe Congress intended to prevent a company from putting
money into an organization like our E. B. A. The whole purpose of the
law, I would think, was to make it possiblee for us to have such organi-
zat ions by exempting our funds from taxation. But if what the coni-
pany contributes is to be taxed, organizations like ours will not Le al)le
to get along.

I never heard of a benefit association like ours that did not receive
considerable support from the company concerned. They can't runny, other way.

T1he only reason I can see for that 85-percent provision of the law
would be t) keep the E. B. A. or similar organizations front branching
out into a side line of business and earning a big l)rofit that would be
tax free. We certainly have not done that.

If the Bureau of Iiernal Reveme is allowed to coil. ct the tax thy
want to collect from us, it will take just about every cent the colipany
has been paying to the E. B. A. to meet taxes.

Then we would have to make up the loss by 1)itting on heavier
assessments on the employee members, and we can't get away with tbi.
It would cost our members too much. We would have a lot of members
drop out of the E. B. A., and that wouhl make it tougher on the oue-,
who stayed in, because they would have to pay just that ntch more.

At the worst, the E. B. A. would quite likey luive to fold up eit irely.
And at best we wouldn't be doing what the E. B. A. set out to do anid
was organized forl-that is, to furnish low-cost ilsurnce protection to
employees.

There's another thing, too. Tie Government wouldn't get very mmudi
money by taxing the E. B. A. anid other organizations like it'out of
existence. The Bureau of Internal Revenue might take away front us
the $2,000.000 in taxes, but it would probablyy be the last money they
would ever get from us. Taking that amount from the E. B. A. 'would
practically force us into liquidation.

l1e think our organization has been doing a good job, doing it for'
more than 30 years. I know what the E. 13. A. has meant to ie and the
men I work with every day. We wvouil certainly hate to lose it or have
anythiing happen to kill it. That insurance protection is important to
ts. And I don't believe Congress ever intended to make it impossible
for the company to contribute monoy for the protection of employees.

Naturally, our association his consulted legal counsel regar-ding
this tax calamity now overhanging us and other similar associations.
Our counsel advises us that ticy believe it was the very purpose
and intent of Congress (when it passed the law in 1928 exemn)ting
employee benefit associations) to exempt associations like ours. They
believe this because, with few exceptions, all employee-benefit asso.
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ciations then in existence were receiving substantial support from
employers. These. must have been the associations Congress had in
mind to encourage by tax exemption.

It does not seem reasonable to suppose that Congress wished to dis-
courage employers from helping these associations. It is more rea-
sonable to believe that the act was intended to deny exemption when
the income from investments exceeded 15 percent of the annual in-
collie, and the contributions were less than 85 percent of the total.

This view is strengthened when we consider that there is no real
difference between contributions to the association paid by deductions
from employees' wages and contributions paid by the comnpan by
agreement with and for the benefit of its employee members. I these
latter contributions could have been credited to the employees as addi-
tional wages and turned over to the association on their behalf, but
this would only have involved additional bookkeeping.

This is a brief, nonlegal statement of the question as I understand
it. If your committee desires a detailed legal brief, our association's
counsel will be glad to file one.

As matters now stand, unless Congress gives relief, our association
and every other similar association will be faced with insolvency and
eml)loyers will be practically forbidden, under threat of heavy taxa-
tion, to help associations which .are not operated for profit.

No legislation taking effect. as of the l)resent. time would meet the
situation, as heavy taxes for past years are already in course of being
impose(l. The only thing tiat would help us would be an early
amendment to section 101 (16) of the Internal Revenue Code declar-
ing what we believe to have beemn the intent of Congress in 1928 when
that section was )assed, namely, that emlployersV, contributions on
behalf of employees should be chssed with eip .oyees' contributions in
determining the right to tax exemption.
. We suggest. that section 101 (16) he amended so as to provide that,
in determiningg the right to tax exeml)tion- under this section 101 (16)
of the Internal Revenue Code, irrevocable contributions by an em-
ployer to an employees benefit. association made for the purpose of
reducing the expense and contributions of employees shall be treated
as contributions made on behalf of and for said employee members,
this amendment to be interpretative and declaratory of the language
andl intent of sai(d section as originally enacted in 1928.

I wish to thank you for your courtesy in allowing me to appear
here and tell our story.

The CHAIRAN. A'e there any questions, gentlemen ?
Senator DANAIIu. I have oneO, if you please.
Has a member, upon leaving the employ of the company, the right

to withdraw from the association ?
Mr. MINIER. Yes, sir.
Senator DANAHIEJ. And does he recover at that time the back pay-

ments charged against him, or the contributions he made by way of
dues and assessments?

Mr. MINER. At the present time lie does not. He is allowed to get
death benefits by keeping 1)) his payments. Past l)ayments for dis-
ability benefits only cover the cost of the protection. Depending on
what takes place in tle passage of this exemption, we have a very
broad plan, which is to go into effect the first of the year, depending
on tile outcome of this, where lie will be able to do that. Under this
plan we would draft new rules and regulations.

61077-41-76
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Senator DANAHER. Would you therefore say that the company has
the right to do the same thing, if it be a member?

Mr. MINiER. Well, I would not say so; no. We state that they
are giving these contributions and they are irrecoverable. They are
doing that in an attempt to furnish low-cost insurance to the mem-
bers.

The ChAIRMAN. You very well stated your case. Your whole posi-
tion is this, that the company contributing more than 15 percent is
really contributing to the membership of the trust, of your benefit
association.

Mr. MINmR. Yes.
The CHAERMAN. And that it ought not to be taxed, nor make your

association taxable, bring it into the taxable class, simply because
the company may contribute 20 percent?

Mr. MImER. That is right.
The CHAIRMAN. You have a right to get 15 percent of your in-

come from sources other than contributions from your own members
or employees, so the company, if it wished to, could give you 15
percent of your income, or 10 percent, and you would still not be
taxable but the moment it gets above 15 percent, the Treasury has
ruled that that is an income from sources other than the dues of
the members.

Mr. MiNIER. That is right.
The CHAIRMAN. And it makes your trust taxable. I think you

have very well stated your case.
Senator '1'Atr. What meets your requirements is just to put in "or

their employers" so it will read "contributions by members or their
employers of 85 percent." It must be from members or their em-
ployers.

Mr. MINIER. Yes; that would cover it if the amendment is made
retroactive or declaratory.

The CHAIRMAN. Well, thank you, sir. Unless there are some
further questions.

Mr. MNIEm. Thank you for allowing me to present our problem.
The CHAIRMAN. Mr. Cooper.

STATEMENT OF WALTER A. M. COOPER, WHITE PLAINS, N. Y.,
CHAIRMAN OF THE COMMITTEE ON FEDERAL TAXATION OF THE
AMERICAN INSTITUTE OF ACCOUNTANTS

Mr. COOPER. Mr. Chairman and gentlemen of the committee :.My
name is Walter A. H. Cooper, of White Plains, N. Y., and New
York City. I appear as chairman of the committee on Federal tax-
ation of the American Institute of Accountants. In accordance with
out established policy, the profession I represent takes no position on
the matter of rate or type of taxation believing that we all must
face, and are prepared to carry, a substantial tax burden and that our
legislators and fiscal experts can well determine the necessary rates.
However, we do wish to make certain recommendations concerning
the bill H. R. 5417, now before you. These I summarize as follows:

I., We urge that all personal exemptions be eliminated and that
the normal income tax be withheld at the source on all payments
to individuals, partnerships and trusts of salaries, wages, dividends,
interest, and other fixed or aeterminable income.
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II. With respect to the capital stock tax (which we have previously
stated, and still believe, should be eliminated), if that. must be re-
tained, we urge that corporations be given the right to revise up-
ward, adjusted declared values during the second and third years-
as in 1939 and 1940.

III. The section dealing with the annual adjustment of declared
value should provide for adding the net income, after deduction of
income and excess profits taxes, rather than the amount before such
tax deductions-as now proposed.

IV. In connection with the new 10-percent tax applicable to
corporations using the invested capital credit method, provision
should be made for a redetermination of base period income in ab-
normal situations described in section 722-which because of its lim-
itations, will otherwise not be applicable.

V. The provisions of section 204 (e) should be eliminated so as to
provide that the unused excess profits credit for any taxable year
beginning prior to I)ecember 31, 1940 should be computed under the
provisions of the Internal Revenue Code before amendment by the
pending bill.

VI. The definition of "Corporation surtax net income" should be
modified so that, in computing it, the limitation on the credit for
dividends will be net otherwise subject to the surtax.

VII. The provisions for recognition of new capital (proposed sec-
tion 718 (6)) should be modified in four respects.

1. Elimination of personal e.remptions.--1o repeat this recom-
mendation-all personal exemptions should be eliminated in deter-
mining the income subject to normal income tax and the amount of
such tax should be withheld at the source on the payment of all fixed
and determinable income which would include among other things,
and primarily, wages and salaries, interest, and dividends. We urge
that for the five fundamental reasons, as follows:

1. The original reason for including in the income tax statute a
personal or depen(lent exemption has disappeared.

2. Our defense is being developed to protect the right of everyone
to live and to earn any income whatsoever and there is no reason
why every person in the United States should not contribute a share
of that burden, proportionate to the amount of income, if any.

3. The imposition of tax on all incomes without exemption 'would
tend to prevent inflation of prices and probably would be more helpful
in accomplishing tile desired result in that respect than anything
heretofore suggested.

4. The collection at the source will not involve administrative coin-
plications but, to the contrary, will make the problem of collection
simpler than it is today with a limited exemption, and the objection
to the reduction of exemptions because it would not produce enough
additional revenue to justify the administrative cost of collection willdisappear.5. Such elimination of exemption would produce a very substantial

amount of rvellne.
1. The ori qiml reason for qranting qny exemption, has completely

disappeared.-The idea of allowing any so-called personal exeml)tions
was fist included in the 1913 Revenue Act. At that time we sought
through the medium of an income-tax law to increase tile revenues of
the Federal Government by a comparatively few millions of dollars.
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We sought, in other words, to add a little "gravy" to the Federal rove.
nue at the expense of or as a charge against those of our citizens who
had "gravy" of their own which they could share with Uncle Sam.
Hence the law allowed substantial personal exeml)tions, ranging as
high as $4,000 for a married couple, which on a comparable price basis
would be equal to much larger exemp.)tions at the present, time.

Today, however, we are not seekci a little extra Federal revenue.
Tle income-tax law is expected to an(will producee the major portion
of Federal revenues. Merely the additional reveines of three or four
billion dollars we are now considering is many times the total revenue
of the Federal Gove'nment when t he first income-tax law was enacted
tild personal exemptions were first Considered necessary.

2. Every e tken should eon/rbv.'/e a (lrect Federal taa.-We are
operating today on the basis that the very existence not only of those
who have some income to any extent, but even of those who have no
income is dependent upon our developing our defences to insure the
contimllance of our way of life. We will defend not only those who
have. $800 or $2.000 of income but those who have less. Some of our
citizenss are satisfied with their smaller incomes and do not choose to
work to l)roduce more, and we shall be defending them in their right to
continue to live on that basis.

It has been urged that exemptions be not. eliminated or materially
reduce(] because persons with incomes less than the exemptions do not
have enough income to enjoy a reasonable living. It is noted, however,
that the House committee report, while making such a statement inti-
mates that a substantial part of the tax on automobiles will be borne
)y persons paying' no income tax because they have less imrconmet than
tle allowable exeml)tions, so a substantial l)art of our population
receives insufficient income to enjoy a reasonable living, yet has enough
income to operate automobiles.

Even assuming that low incomes are a matter of fortune or ability
and not choice, those with low incomes will suffer more through price
inflation rather than tax levies, which will retard price inflation.
. Every citizen ought, to pay a direct tax for many reasons which
need not be repeated. The major part of the cost must be borne by
even the lowest income group in one form or another-indirect. taxes
or higher l)rices. They will become more interested and better citizens
if they pay it directly.

3. Preentin. of pre inflatlon.-Several divisions of our Govern-
ment are concerned about price inflation. They should be, and so
should all of uis. We cannot deny or avoid the fundamental facts
that the price level is the quotient resulting from dividing the avail-
able money by the goods that can be bought with it. When we in-
crease the available money supply by operating printing presses, cre-
ating credit money or other so-called credit inflation, prices rise, but
the same thing halpens when we reduce the quantity of goods available
to the supply of money.

Millions of our workers are today devoting their productive efforts
to the creation of war and defense materials. Some of them are work-
ers who were not employed before but many of them were formerly
engaged in producing consumer goods. He'nce, the quantity of coi-
sumner goods available today is materially less than before the defense
program got under way,, and it will coniime to decline, not only as
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more workers are absorbed by defense activities but also because com-
,modity shortages and priorIty rules will reduce the production of
consumer goods.

All the price fixing in the world will not stop that inflation. If it
should be sto)ped in certain wliolesale lines it will spread to the retail
prices, and if it is stopped there with respect to major items it will
spread to the minor and uncontrolled items. The money is there to
be pent and unless absorbed in taxes or possibly a compulsory sav-
ings scheme, which would involve an even greater direct. levy on all
wages than an income tax, it will be absorbed in price increases some-
where along the line. The Federal Government may receive a sub-
stantial part of it eventually through the medium of excess-profits
taxes but it will get far less than if a tax were directly levied on income
at the source so that it is not available for spending, thus reducing the
aggregate sum of money available to buy the same quantity of
consumer goods.

''he Secretary of the Treasury intimated that surtaxes should be
increased for tlat reason but such a change will not affect the great
majority of our citizens or the major portion of available money.
The elimination of exeml)tions will.

Thus, whether the wage earner pays it in the form of taxes or
higher prices it will go, but if it goes in the form of direct taxes
it all goes to the Government. When it goes in the form of higher
prices only a part of it eventually reaches the Federal coffers.

We lelieve, therefore, that a reduction in the amount of money
:available for the purchase of consumers' goods, by a direct tax witli-
out exeml)tions, will tend to retard price increases and accomplish
more ian price fixing, which may prevent immediate profiteering
hut will nol stop the inexorable law, of economics.

4. Th e collection at the source is an esseitial ald ?mportatit part
of our rceommenidatioyi.-A reduction of exemption is oplen to the
very definite and important objection that the amount of tax to be
collected will be too little in relation to the expense of collecing it,
especially when it will result in creating many new taxpayers not
in the habit of filing tax returns, paying small amounts of taxes.
However, if any exemiiptions are allowed, withholding at the source
cannot adequately and satisfactorily accoml)lish the desired result
because those with less income from" any one source than tife allow-
able exemption escape any withholding even though they have in-
-come from several sources, the aggregate of which re ders them
liable to tax.

Such difficulties disappear when withholding is required on all
payments of fixed and determinable income.

Senator DANAHEI. Would you apply the same principle to rents?
Mr. COoPER. You cannot apply it to rents, because that is not net

income, or ordinary income, because from that rent must be deducted
taxes and all costs. That is why I use the term "fixed and determin-
able income," because the amount paid is the income itself.

Equally important is the fact that the tax is withheld as the in-
come is paid, so that the recipient never has the income to play with
or to spend. Its loss or the failure to receive it is not felt any more
than if it were received and spent in the form of higher prices. Fur-
tlermore, there is no trouble when the ides of March roll around
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requiring payment of a tax on a prior year's income which was re-
ceived and spent and is not then available for the payment of taxes.
Our Treasury has recently made available so-called tax-prepayment
securities. How much simpler it would be to withhold the tax in
the first place. _ . . .

5. The amount of tam that would be raised by the ehmnatiwi of
all exemptions would be 8ubstantial.-I do not have available the
necessary statistical data to estimate that sum but no doubt the Treas-
ury experts can provide it. Should it be more than the revenue needs
of the Government require, then excise taxes or other indirect taxes
largely payable by the low-income citizens of our country should
be eliminated or reduced.

II. Redeclaratirn of capital 8tock value 1o, capital 8tock tam 7ntr.
pose.-Two years ago it was realized that the speculative possibilities
of the capital-stock tax and its related excess-profits tax, coupled
with the uncertainties then existing with respect to future income
which necessarily controls the value to be declared for capital-stock
tax purposes, were such that fairness and equity required permitting
an increase in adjusted, declared values. Accordingly the law was
amended to permit taxpayers to revise adjusted declared values up-
ward, if they saw fit so to do.

Future income potentialities are today even more uncertain than
they were 2 years ago. Price inflation is one factor not then present.
Defense-production activities and the availability, or otherwise, of
materials for consumer goods production are other important new
factors. Corporations now faced with the problem of declaring a
value for capital-stock tax, which must take into account the poten-
tial net income, before taxes, for the next 3 years, are faced with an
almost impossible situation. To reduce speculation to a minimum,
corporations should be permitted to declare a value, in the returns
to be filed before the end of September, knowing that they can in-
crease such declared value as subsequently adjusted, if future develop-
ments indicate such a redeclaration should be made. The law was
changed 2 years ago to permit that and all the reasons that prompted
such a change 2 years ago are present today, as well as several new
and more important factors which were not present 2 years ago.

We urge, therefore, that the law be amended now, before values have
to be declared for the tax year 1941, so that taxpayer corporations
will have the right to declare a new value, higher than the adjusted
declared value, in returns to be filed in 1942 and 1943.

We also urge, though it may not seem important at the moment,,
that the statute be amended to permit the Commissioner of Internal
Revenue to grant extensions beyond 60 days from the ordinary due
date for the filing of capital stock tax returns. Normally 60 days.
should be adequate. Because of the present uncertainties, the Comn-
missioner of Internal Revenue has already granted the maximum
extension of time permitted by the statute yet the law under which
the return must be filed is still pending Lfore you. Should it be
passed before the end of this month no further extension should be
necessary. If, as now seems likely, the law will not have our Presi-
dent's signature until well into the month of September and perhaps
not until October, taxpayers will be forced to declare a value under
a la.w not yet enacted or enacted so recently as to leave insufficient
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time for all the necessary officers or other employees to give the mat-
ter adequate consideration. Hence, we urge that the statute provide
that if it be not finally enacted before the 1st of September the Com.
missioner of Internal Revenue should be authorized to grant exten-
sions up to 60 days beyond September 29, 1941.

III. Adjuntment of decared value.-WThe bill pending before you
provides that the declared capital-stock value shall be adjusted by
adding thereto the net income computed before the deduction of
income and excess-profits taxes. It follows the form we have had
ever since the imposition of the capital-stock tax on the present basis.
It has been unsound from the beginning, but when we were dealing
with an income tax of 15 percent it was not serious.

Today, however, income and excess-profits taxes will take up to
72 percent of net income. Yet despite the fact that only 28 per-
cent of it may remain to be added to a corporation's surplus, 100
percent of the income must be added to the value originally declared
for capital stock. Nothing could be more unsound. The statute
should provide for an addition to declared value, subject to reduc-
tion for dividends or other distributions, of net income after deduct-
ing therefrom all income and excess-profits taxes. Fundamentally
that is all that can possibly be added to the taxpayer's capital. There
will be no mathematical or accounting difficulty in applying such a
provision.

IV. Adjustnent of base-period income far the new 1O-pereent
ta.-The pending bill proposes to add to our taxing scheme a new
tax which will affect corporations using the invested-capital method
of determining excess-profit tax credit. One of the bases for its
computation is the average income during the base period.

Early this year it was recognized that certain abnormal events may
have occurred during the base period or abnormal conditions have
existed during all or part thereof so as to result in net income that did
not measure fairly the earning capacity of the taxpayer corporation.
Accordingly, a new section was inserted in supplement E, No. 722,
which provided for a redetermination of the income for all or a part
of the base period during which the abnormal events occurred or
abnormal conditions prevailed. To avoid adjustments and claims in-
volving comparatively limited amounts, which, of course, had no effect
unless the credit as revised exceeded the invested capital credit, certain
limitations were placed on the application of section 722. However,
those limitations should not apply in determining the new 10-percent
tax. If a taxpayer is to be charged an added tax because it uses the
invested capital-credit method' wlen it did not earn during the base
period a comparable income, it should be permitted, without imitation,
to readjust or redetermine the base period income to exclude the effect
of abnormal events or conditions.

We urge, therefore, that the provisions of section 722 be made appli-
cable, without tax limitation, to the determination of the base-period
income in the computation of the new 10-percent tax provided for in
section 201 of the pending bill.

V. Elimination of 8ectw7o £04 (e) of the pending bill.-The several
amendments proposed -will materially increase the income subject to
the excess-profits tax. While we of the accounting profession believe
that at least one of the changes is fundamentally unsound (I refer here
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to the non(leduction of the income tax in figuring the amount which
may be subject to excess-lprofits taxes), we are not urging any change
because in the final analysis it will affect all corporate taxpayers alike.
We do believe, however, that the requirement to recompute the uInused
excess-l)rofits-tax credit for the year 1940 on the basis of the amend-
ments applicable to 1941 is a most, inequitable proposal. It resolves
itself into the situation that taxpayers who earned excess profits in 1940
were enabled to avail themselves of the more favorable credit comluted

n(ler the 1940 provisions whilt other taxpayers who were not able to
earn excess )rofits in 1940 cannot avail themselves of a credit commuted
under the 1940 statute but must use the less favorable 1941 basis. [hus,
in result, the amendments are made applicable to some taxpayers for
1940 and to others for 1941 only. Such a discriminationn is in our ol)il-
ion entirely unwarranted, particularly when it involves a tax that will
take as high as 60 percent of the income subject to tax. We urge, there-
fore, that the new provisions relating to the determination of excess-
profits net income and tie credit thereagainst be made applicable, in
computing the unused credit carry-over, only for years beginning after
December 31, 1940.

VI. Corporation surtax net income.-In defining "corporate surtax
net income," for the new 6 percent tax, new section 16 permits a de-
duction for the same dividend credit as is allowed for the normal tax
of 24 percent. That dividend credit-generally 85 percent of the
dividends-is limited to and cannot exceed 85 percent of net income
minus the credit for certain Government interest.

For surtax purposes the Government interest credit is not to be
allowed. Hence the limitation on (he dividend credit for the pur-
pose of that tax should be 85 percent of net income-including the
Government interest which is to be subject to the surtax.

VII. Provisions for recoqnition af new capita!.-In computing in-
vetted capital greater weight is to be given new capital. That is a
sound policy. We believe, however, that some changes ought to be
made in section 205 of the pending bill, to wit:

1. It should not be limited to new capital paid in after the start
of a tax year beginning after December 31, 1940. It should cover
new capital acquired after January 1, 1940 or the equivalent tax year.
There is no sound reason to grant.a special benefit to those who waited
for the "encouragement" to acquire new capital and deny it to those
who patriotically went ahead, last year and increased capital. If it
is desired to tie this provision to the defense program-as is the
amortization deduction, it could be limited to new capital acquired
after June 10, 1940, the amortization date.

2. As now drafted this additional allowance applies only to cor-
porations using the invested capital as the capital addition under
section 713 (g) is limited to the amount of capital laid in computed
(as to property) under section 718 (a) 9. Con anies using the in-
come credit method are entitled to just as much encouragement to
obtain new capital and expand as are those who use the invested
capital method.

Proposed new section 718 (a) (6) should therefore be made ap-
plicable to the income credit method in determining net capital addi-
tions. Otherwise it will be discriminatorily' favorable to only some
taxpayers and may, therefore, fail to accomplish its purpose.
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3. The reduction of new capital, for increases in inadmissible assets,
is good but there should be excluded from the amount of inadmissible
assets any new investment which is not recognized as new capital
to the recipient. Under the proposed rule (sec. 718 (6) (D)) if a
corporation acquires- bona fide new capital and invests it in turn, in
another corporation, the increase in its inadmissible assets offsets
the new capital and no additional credit results. However, if such
second investment involves a certain type of reorganization, or the
second corporation is a controlled company, gets no new capital
credit either (sec. 718 (6) (A) (B) and 'C)' capital has been
acquired, in fact, and it should be recognized in the manner suggested.

4. The limitation of proposed new section 718 (6) (E) (ii) should
not disregard (as is now proposed) taxable dividends after December
31, 1940 (or appropriate taxable year). If a corporation distributes
its earnings for, say, 1941, and in 1942 acquires new capital, its new
cal)ital allowance is reduced by the earnings previously distributed.
Similarly, if it acquires new capital at any time in 1941, any earnings
(listribut ion in 191 or any later year will reduce its new capital allow-
ance. The reason for this is not apparent, it certainly (loes not seem
justifiable, and is likely to lead to nondistribution of earnings with a
consequent reduction in personal surtaxes.

Coinclu.sio.-May I say in conclusion that the accounting profes-
sion appreciates very sincerely the privilege of presenting its views,
welcomes the opportunity to be of service, and is prepared to (1o any-
thing else it can to help you. We understand procedural and technical
problems will be considered later and we intend to suggest numerous
technical recommendations at a later date.

The CIIA IICMAN. Your suggestion is not for withholding the tax of,
say, 3, or 4, or 5 percent or whatever tax you fix, withhold it at its
source and simply superimnpose lit on the l)resent tax structure, you
l)ropose to simply (1o away with all exemptions so everybody begins
to pay right from the first dollar?. b

Ir. CorPER. Oii the first dollar, and then provide that that tax be
withheld by the l)pison laying the income at the source, so as to avoid
two things: The collection difficulties and get the income in faster
thaii you do now. As it stands now, the tax on the income for the
calendar year 1941, that is, income earned by the individuals, will not
start to come in until March 1942, and with the withholding it would
come in during 1941.

The CmIInM31 N. I understand.
Mr. Coorma. It would simplify collection. It would not be neces-

sary to get every wage earner or individual to file a tax return, be-
cause, so far as income tax is concerned, it would be withheld at the
source. You would not have to worry about that. As it is now, the
Treasury has got to chase up people who have incomes and see whether
they have filed returns or hrave not filed returns.

The CHAIRMAN. Thank you, Mr. Cooper.
Mr. Zick.
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STATEMENT OF LEONARD 0. ZICK, VICE PRESIDENT, MASTIC
ASPHALT CORPORATION, AND SENIOR PARTNER OF THE AC-
COUNTING FIRM OF ZICK, PRICE & CO., SOUTH BEND, IND.

Mr. ZICK. Mr. Chairman and members of the 'Finance Committee,
I have come before you today to discuss with you the inconsistencies
of the proposals of the Treasury and the great injustice that would
be inflicted upon the thousands of small businesses in our country,
if the Treasury proposal to abolish the elective privilege of deter-
mining a corporation's excess-profits credit on the basis of normal
1936 to 1939 average earnings were enacted into law.

The Treasury has said in presenting its proposals that--
1. All sections of the people should bear their fair share of the (tax) burden

and that the additional tax burden necessitated by the emergency should be
distributed equitably among the several segments of our polmlation.

2. We (the Treasury) have proceeded on the assumption that we want the
kind of Federal revenue system which can be readily adjusted to the Nation's
requirements after the Job Is done and the emergency is past.

In these two foregoing statements I am sure most everyone is in
agreement and we appreciate the difficulty before you gentlemen in
determining the sounddistribution of any new tax load.

However, when the Tr-easury proposes to abolish the elective priv-
ilege of choosing to report on the normal average earnings of the
base period of 1936 to 1939 or invested capital method and instead
recommend to restrict the determination of an excess-profits credit to
be made on the basis of a corporation's invested capital only, then
we are of the opinion that the Treasury is quite inconsistent and
such' action would lead only to the grave danger of the destruction
of thousands of small businesses, through inability to accumulate a
surplus to act as a shock absorber when the need arises.

ry associate, Stanley R. Price (who is also professor of accounting
and teaches income tax at the University of Notre Dame) and myself
operate a small accounting firm in South Bend, Ind., which with
eight employees perform a general accounting and tax service for
many small businesses in our community. When I speak of small
businesses, I mean those employing 250 workers or less engaged in
manufacturing, wholesaling, retailing, and the like.

It is such businesses as these, gentlemen, that comprise 99 percent
of all businesses and handle 65 percent of the Nation's commerce.
They have been for the most part deprived of a fair share of Govern-
ment defense business and are now beginning to feel the strangle-
hold of the priorities system, which will most seriously affect them.

Many of these businesses are operated as incorporatedpartnerships
where the stock is closely held and others where the stock of the cor-
poration is held rather widely but, of course, not listed on any na-
tional exchange-but all of them have a comparatively small investedcapital.Their accounting has been conservative over the years and it can

be safely said they have no watered stock. What net surplus earn-
ings many had accumulated during the twenties evaporated during
the depression and this, too, has had an effect upon their invested
capital in arriving at their excess-profits credit under the 1940 Reve-
nue Act.

1198



REVENUE ACT OF 1941

Now, to take away from them the elective privilege of arriving
at their excess-profits credit on the basis of their average normal base
period 1936 to 1939 earnings and force them to compute their credit
on the basis of their invested capital would be well-nigh ruinous and
would add to the confusion which will attend the readjustment of a
war-exhausted and bankrupt world to some kind of a peace basis.

I wish I could show you, gentlemen, many specific examples of the
inequity and unfairness of the Treasury's proposed elimination of
the elective privilege in the determination of the excess-profits credit
but time will only permit of one such example, namely, in the case of
the Mastic As halt Corporation:

This manufacturing corporation began business in 1932, is asso-
ciated with the building industry, has no direct Government contracts,
and is only indirectly affected by the defense program, and that ad-
versely if at all. It has approximately 1,000 shareholders, its stock is
unlisted, employs 123 people.

In its first few years of operation the company lost money, but
began to recoup its losses in 1936, with net incomes during base
period as follows:

1936 ----------------------------------------- 11,
1937 ------------------------------------------- 47,400
1938 ------------------------------------------ 202,200
1939 --------------------------------------------------- 370, 400

In 1940 its net income was approximately $340,000-a reduction
,of $30,000 from 1939 largely due to increased taxes, and if its
normal tax net income for 1941 is equal to that of 1940, its net
income, after taxes (as provided in the bill passed by the House
recently) would be $290,000 or $50,000 less than in 1940 and $80,000
less than in 1939, in which year there were no indirect benefits of
the defense program.

Now, what would happen to this company under the Treasury's
proposal eliminating the elective privilege and providing g for the
computation of the excess-profits credit on the basis of invested
capital alone?

This company's average invested capital Januaiy 1, 1940, was but
$434,200, and its excess-profits credit (based on 8 percenL of $434,200)
was but $34,736, so that if this company's normaltax net income for
1941 were equal to that of 1940, its net income after taxes (under the
Treasury's proposal) would be only $203,000 compared with $370,400
in 1939 and $290,000 under the House bill.

The unfairness and inequity of the Treasury's proposal can be
-cited in this instance in another way. This particular company's
capital stock structure consists of 300,000 .shares of $1 par value
common stock, and it is this figure that is used in arriving at its
invested capital, yet in 1940 most of the company's present share-
holders paid $6.50 per share, this price having been arrived at on
the basis of earnings and growth possibilities; 300,000 shares at
$6.50 per share is $1,950,000, yet its invested capital for tax pur-
poses would be only $434,200 under the Treasury's proposal. Is this
fair to this company's new shareholders?

There is no question that, if excess profits are computed on the
basis of invested capital alone, it would penalize many small cor-
porations and favor their large competitors. A corporation or-
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ganized in a period of low values, such as Mastic, would be dis-
criminated against in favor of a corporation organized in a period
of high values. Compare, for an example, any corporation organized
in 1929 and one like Mastic Asphalt Corporation in 1932.

The identical assets may have been turned into each corporation.
Yet such assets may be reflected in invested capital of one corpora-
tion at many times the value it would have in computing the invested
capital of the other. It is well known that in some cases the mere
accident of incorporation in 1 year, instead of 1 year later, meant
savings in taxes of millions of dollars.

Then, too, one corporation's dividend policy may have been more
liberal than that of another corporation, yet that corporation whose
policy on dividends has been less liberal would be benefited, while
tie company which has cooperated with the Treasury and avoided
an unreasonable accumulation of surplus under the Treasury's pro-
posal would be penalized.

We believe the allowance of the alternative methods of computing
of whom are competitors and the unfairness of the Treasury's pro-
posal is clearly evident among them. There is much inequity that
already exists in the Federal income-tax laws, let alone the proposed
addition.

We believe the allowance of the alternative methods of computing
the excess-profits credit (that is, either the invested-capital or the
average-earnings method) have been justified by experience and are
thoroughly sound and equitable.

The CHAIRIMN. Are there any questions, gentlemen?
(No response.)
The CUAIRMAN. Thank you, sir, for your appearance.
Mr. Ulmer.

STATEMENT OF FRED ULMER, TREASURER, MONSANTO CHEMICAL
CO., ST. LOUIS, MO.

Mr. ULIMER. Mr. Chairman aIid gentlemen of the coinniittee, my
name is Fred A. Ulner, and I am treasurer of the Monsanto CliemicI
Co., at St. Louis, Mo.

When the defense of our country is the stake, heavy taxation must
be expected. All should willingly contribute of their earnings and
substance as well as render service for the preservation of the Ameri-
can way of living.

But certain principles of fairness and equity should, nevertheless,
be observed in the levying of the tax burden. :Regarding the tax bill
now before Congress, I wish to point out a few instances which I
think violate the principles of fairness, and furthermore, fail to meet
the purposes of such provisions as expressed in the committee report.

1. According to the press, one cardinal principle of the present
excess-profits-tax law has met with more administration criticism
than any other, and that is the principle of measuring exempt income
by means of 4-year average income.

I think the Ways and Means Committee of the House decided rightly
that only with such alternative provision can this very severe and
onerous excess-profits tax be made reasonably fair and equitable. The
proponents of the exclusive use of the invested-capital method failed
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to recognize thot the invested capital of the corporate taxpayer, as
defined by the taxing statute, often bears little resemblance to the
true composite amount invested in the company's equity capital by its
present stockholders. Present stockholders, in many cases, have paid
several times the book value of the stock as shown by the corporation's
books of account.

The result of this is, of course, that whereas the corporation may
earn as high as 20 percent or 30 percent on its statutory invested capi-
tal, it is earning 5 to 10 percent and in many cases even less, on the
basis of the stockholders' actual investment.

Even though the average income basis is retained in the law, the
definition of invested capital governing those corl)orations which find
it necessary to use the invested capital basis should be made as realis-
tic as possible, and from this standpoint I wish to point out the
inequity in section 718 of the excess-profits-tax law, defining invested
capital. Here the express purpose is tihe measurement of invested
cal)ital, obviously of tie taxpayer corporation, not a previous owner
of all or part of the l)rol)erty.

The c-oncept of tax delerniemnt under section 112 of the Tax Code is
not involved here, because that deferment is concerned only with. tile
solo (or oft, r realization of the l)articular property acquire(l in a tax-
free reorganization. H.r, in sction 718 we ire' concerned wit h all
excess-profits tax on regular operation income and profits, and for
measuring the excess over normal, the invested capital must be ex-pressed at its cost to the present corporate taxpayer.

Therefore, in the case of tax-free acquisitions under sect itn 112, the
invested capital value in acquiring company's honds should 1 e the lmar-
ket value at the (late acquired by the transferee company, not. solc
previous owner's valuation, wholly unrielated to tile twosi''Mi circum-
stances. This does not violate the colic'l)t of (leferre(d taxation 1imi,,r
.ection 112 for xhlmi such Ihro)el-t ies ac(luired(l under ax-fiee reor,amali-
zatiomi (,e .ol( or ex hange(1 profit or loS.; will still h ni'asiled bv
the tax basis in tile haid. ()f Ihe transfe,'or, -11(l this pr p(sci -11('hl1)
in section 718 has nothing )to (10 wiih .uch t:.xatiom of I)rCts X-:1:11
realized.

It the measreimvnt of investe(1 cal)ital for the very iml)ortamt il)lr-
)pose of ,xenll)ting a portion of c(,lret ilicome from excess .'r,Im S I
the trie finlmiici and ace,,uliting concept of invested (a )ital should
be tse(l, not a marrow ayid restricted definition.

A l)'es'nt execss-p'roiits taxpayer corporation should not. be piaml
ize(l because of a low cosm ofr property long,! a,,go. in tile hands of a prede-
cessor whln the piese"nt owner's co!t" is nllchll higher.

In many cases of older corporations, time failure of invested (a)ital
basis to fairly measure excess profits is because of this acquiFw'ition of
property many years ago in -I period of lower cost levels. And like-
wise, in many cases this fault would )e corrected or alleviated if in-
vested capital were measured by the cost of the capital stock to the
present holders.

As long as the statute does not provi(le for a realistic nmeas.remoent
Of invested capital, it is of the utmost importance in the interest of
justice, that the alternative average income method be 'ovided.

I urge that section 718 (a) (2) he amended so fliat vluation re-
uired is the actual cost basis instead of "an amount equal to its basis

?unadjusted) for determining loss upon sale wy exchange."
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2. A manifest inequity of H. R. 5417 appears in its section 205.
This section amends section 718 (a) of the Internal Revenue Code so
as to increase by 25 percent the amount includible in equity-invested
capital on account of new capital. The purpose stated in the com-
mittee report is to encourage investment ofinew capital. My criticism
is that this same allowance should be made to corporations whose
excess-profits credit is measured by base-period income as well as to
corl)orations using the invested-capital method.

Within any industry there will be corporations using the invested.
capital method and others using the average-income method, and it
appears that discrimination is worked by section 205 to the detriment
of corporations finding it to their advantage to use the average-income
basis. Whether a corporation measures its excess-profits credit by
base-period income or by the invested-capital method does not in all
cases depend upon a corporation's actual invested capital; that is, what
it paid for its assets. The statutory definition of invested capital is
not in accord with the financial and accounting concept of invested
capital, as I have pointed out earlier. This restricted definition of in-
vested capital suffices to force many corporate taxpayers to the average-
income basis. Therefore, it must follow that it seriously injures many
taxpayers who have no recourse but to use invested-capital method, in
that it seriously understates their true invested capital, which should be
the basis for measurement of the credit.

Therefore, since in many cases it is merely fortuitous as to the time
and method of acquiring its capital property whether the invested-
capital or average-income basis must be used for determination of
excess-profits tax, it seems only fair to extend to either type of tax-
payer this incentive of 25 percent premium for investment of new
capital.

3. I wish to submit for your consideration that United States in-
dustry should be relieved under the present uncertain and emergency
conditions of the speculative requirements of the 3-year declaration of
value under capital-stock tax section 600 of the Internal Revenue Code.
It is understood that the purpose of this declaration of value for
capital-stock tax is not only as a basis for the levying of the capital-
stock tax, but also to act as a measurement of declared-value excess-
vrofits tax in any case where 10 percent of the declared value is insuf-
ficient to cover the annual taxable income of the declarer.

This requirement has always been a severe imposition on companies
in industry where it is difficult to forecast earnings.

But, in such abnormal and unpredictable times as the present, it
would seem that this basing of a substantial rate of tax on pure guess-
work cannot be justified. I believe this committee will agree that in-
dustry today cannot forecast earnings in 1942 or 1943 with any accu-
racy because they are so inescapably related to the national economic
situation regarding war and defense.

I respectfully urge that the law be changed, at least during the period
of tile emergency, so that the declaration of value may be made
annually.

4. After considerable experience with administration of the amor-
tization section 124 of the Internal Revenue Code. I am thoroughly
convinced that section 124 should be amended by the deletion of sub-
section (i). Subsection (1) relates to protection of the United States

1202



REVENUE ACT OF 1941

in cases where a taxpayer has entered into direct Government con-
tracts and seeks the privilege of deducting 5-year amortization of
newly acquired plant facilities for the production of articles deemed
necessary under the defense program. Although it is perfectly
proper to enforce the protection of the United States against unrea-
sonable and excess prices under contract, I submit that the place to do
this is not in a taxing statute. I believe I call cite an actual instance
proving that in certain cases subsection (i) makes the amortization
provision practically inoperative.

The amortization section was included in the Second Revenue Act
of 1940 by Congress in response to the reasonable request of industry
that it be allowed to reimburse itself through tax credits for the
amounts outlaid for additional plant facilities found necessary to
imnplembent the defense program.

It was deemed reasonable by Congress that such plants with ques-
tionable posteniergency utility should be written off against the
income they earned, and not left as a burden against long future
income witth which such facilities might have no relation and which
,)ostemergency income might be far insufficient to cover.

This being the case, it should be possible for the corporate taxpayer
to receive assurance of amortization through the medium of certifi-
cates of necessity before embarking upon the extensive acquisition of
new assets, and the law does so .)rovide in cases where sale of products
from such emergency plants is not made direct to the United States
Government in any of its branches; but where there are direct Gov-
ernment contracts, the taxpayer must further secure a certificate of
nonreimbursenent as well as a certificate of necessity, before he has
any assurance of obtaining the amortization write-off.

As a condition plrece(lent for filing an application for a certificate of
nonreimbursement, a Government contract for sale of product must
be entered into.

It is obvious that after entering into such Government contract the
taxpayer must )rocee(d with the acquisition of the facilities in order to
fulfill the contract. Therefore, lie is committed to the expenditure for
new facilities whether the administrators of the amortization act see
lit to issue the certificate of nonreimbursement or not. It is quite
evident that if this amortization is to act as definite assurance that
amortization will be granted to those who expand their facilities for
defense purposes, the necessary certificates should be granted prior to
any commitment on the part of the taxpayer to acquire the facilities.

Basically this provision for Government protection under subsec-
tion (i) should not be activated by means of actual or threatened
loss of the amortization privilege. Therefore, I urge that subsection
(i) be deleted.

Gentlemen, I thank you.
The CHAIRMAN. Thank you very much, Mr. Ulmer, for your appear-

aice.
The next witness is Dr. George S. Benson, of Searcy, Ark. Senator

Caraway.
Senator CARAWAY. Mr. Chairman, I would like to say I have known

Dr. Benson quite well. He is a noted educator in our State, and he
has some very decided views on the tax question. He appears for no
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group of people. He is here just on his own. I would like to intro-
due Dr. Benson.

The CIIAIJRMAN. Come around, Doctor.

STATEMENT OF DR. GEORGE S. BENSON, PRESIDENT, HARDING
COLLEGE, SEARCY, ARK.

Dr. BENSON. Thank you, Senator Caraway.
Mr. Chairman and members of the Finance'Committee, I am appear-

ing before you just as an average American citizen, not representing
any particular group but interested in the welfare of the Nation as it
whole. I think my pre)aredI statement will possibly provoke some
questions that will be answered as I proceed with the statement, so if I
may coml)lete tile prepared statement before you ask quest ions, I think
it will save you some time.

I wish to discuss the inli)ortailce of paving for the preselit defense
program as far as possible as we go, and . wish to (liscilss two Imethods
which I think would assist in doing so.

Why should we pay as we go 'Because if we. don't we are heuled
straight for inflation, dictatorship, and revolution. 'llis statement
might seem startling or exagtrerlited to businessmen, but to makers
and students of history like yourselves, it is practically self-evidchlnt.

You well know that in one century in Euro)pe there were six revolil-
tions-England, France, tle Nitherlands, Spain. Porili gal. and
Na ples-all having a financial origin. The last World War was
followed by revolutions in (Jerimany. Italy. Aulqria, and lImm-ia, all
of which were )receded by inilalion.

Il view of tile revolit'ioniarv !lirit 1)roiiiilt in our wl,,lrhl of
today, and in view of known ;ociulistic and communa istic au."iv'ities
ill (All, OWl country, I 11111 ceuai yo I gentihmnu rvaliz ll,, al solllle
lleicessitv of having oi111 own tiiuiucial ..)'slteri ill the safest position1)O.5s1lHe.

This means that we niuist have the simlallest possille debt at the
cio.e of the1 present war in order to avoid extreme inllat ion and heavv
taxes at a time when people can't pay them anid wheii inany would!
reludiate heavy taxes, thus starting severe dis:order.

Iersonailly, I like Mr. Morgenthiau 's expression "1ill out." taxation.
(n my opilioll it is liot onily a(lysal)le, blit imperative that we pay
for tie greatest possil)le l)art of this war as we gro. It is advisable
because national income and patriotism are at a high peak during
ile war; and accordingly high taxes can be collected easier than tit

ilny other time. It- is ihiiperative because we must avoid inflation,
dictatorship, and possible revolution at the close of the war. We
want to preserve, if possible, the unequaled freedom and pro iperity
of (he American people.

My two suggestions for paying as we go are--
1. .Increased tax revenue, and
2. Reduction of nondefense expenditures.
Inwreasng tax rcvenue.--Many suggestions are being offered for

increased revenue from taxation. Regarding most of these, I am not
in the position to offer suggestions. It does, however, seem vitally
important to tie that, we broaden the base by lowering the exemption
on income tax.
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I do not know the attitude that wealthy people have regarding
their part in paying for the defense of America, because 365 days
in the year I associate with those having small incomes. I do know
their viewpoint and if the loyal patriotism of our Askansas people
is representative of those throughout the Nation, then I know that
the vast majoriy of our citizens whose incomes are less than $1,800,
want to have a vital part in the necessary defense of that Nation
which has brought to them the finest living conditions ever enjoyed
by the masses anywhere. They know that it is only in America
that people of moderate incomes can enjoy convenient homes, own
an automobile, a telephone, and a radio. T hey are anxious to do
their part in preserving a prosperity which is illustrated by the fact
that while we have about 6 percent of the world's population, we
have 32 percent of the world's railway mileage, 44 percent of the
world's radios, 76 percent of the worls automobiles, and 50 l)ercent
of the world's wealth. Allow me o illustrate our l)rosperity in
another way.

My two daughters were born in China. They attended Chinese
schools, and knew their China, with ,ia of its poverty. They saw
children whose hunger was iiever satisfied, beggars in filth and rags,
glaring poverty everywhere. Upon leaving g _hina for America in
1936 they came by way of India and Eg'pt where they observed
similar poverty. Iut upon arriving in New" 'ork City and observing
those great skyscrapers, those clean, wide -+reets, tho. L-utiful
new automobiles, the well-fed and well-dressed people, Lois ex-
claimed: "Daddy, I just hope Heaven will be this nice.'

The people whose incomes are less than $1,800 know that they ire
already paying a liberal share of the tax bill through indirect taxati.)n,
but they would realize more satisfaction from paying it by direct
taxation. Direct contribution improves morale. You gentlemen
know that we give of ourselves to those causes which we siul)l)ort finan-
cially. We get out only what we put in.

These peoplee are also becoming more and more aware that this
indirect taxation increases their living costs more than direct taxes
would. They believe that any sudden large increase in taxes or in wages
which is forced upon a large industry results in increasing the price to
the consumer more than the amount of the increased taxes or increased
wages. In other words, they are beginning to realize that a tax at
the source of production always costs the consumer more than a direct
tax would cost him, such as a retail sales tax or a personal income tax
which would yield an equal amount to the Government.

Anyone whc thinks that the average resident of Arkansas earning
$1,800 a yeav. or less prefers a hidden corporation tax or a hidden
manufacturer excise tax to a direct tax is reflecting upon the intelli-
gence of thoe people.

So I want to urge the lowering of the exemption on personal in-
come tax for three reasons:

1. It will provide increased revenue to help pay for the war as
we go, which is imperative.

2. Because people of low incomes have a patriotic loyalty which in-
spires them to want a direct l)art in paying for the n'ce.i3sary defense
of their country.

61977-41-77
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3. Because a direct tax is the least burdensome to those in the
smaller brackets.

Redueinq nondefense expenddifures.-I understand that nonlefense
expenditures are expected to cost about $7,000,000,000 for 1941 and
1942. This is almost twice the average national expenditures from
1922 to 1932. Approximately $1,000,000,000 of this increase is in
relief measures no longer imperative. Part of this increase is to be
found in downright waste which should be stopped.

I do not believe that extravagance ever resulted in efficiency, or
increased the ability of those who became accustomed to it, an( this
belief is based upon" years of observation and experience.

I am president of Harding College, a small college in Arkansas, a
State where the per capita income is only $225 a year and the average
family income only $969 a year. This college lias no endowment, no
income. from taxation, no regular large gifts, and, as our students
do not come from wealthy homes, we cannot charge high tuition and
fees. Accordingly we can only balance our budget by economizing.
Our experience proves this to be an asset. It has made our students
more self-reliant, more dependable,, more efficient-more in demand.
Throughout the past 10 depression years, we have constantly
had more calls for graduates tian we could supl)ly, even during the
period when there were millions of unemployed youth including
thousands of college graduates.

Waste all(l extravagance on the part of our Government is particu-
larly painful to us. All of our professors are making sacrifices in
order that the ideals of our institution may be maintained. We are
able to hold Ph. D. professors at $100 a mouth when they are annually
offered two or three times that amount elsewhere. Our'highest salary
is $1,800 a year, and we are holding executives who have actually been
offered five times that amount. These l)rofessors also set ail example
of thrift and economy by living within their incomes.

This loyalty on tile part of the faculty and students who economize
so faithfully for the ideals of Harding College convinces me that the
public officials of the United States and the general public will econ-
omize to the 7ith degree for the salvation of American democracy one
they recognize the present need and witness such examples being set
before them by our Congress. Accordingly I want to urge that the
Federal Government take the lead in setting all example of thrift and
economy to replace the present spendthrift l)sychology of the Nation
by making a $2,000,000,000 immediate reduciion in'nondefense ex-
penditures.

After recommending tile broadening of the income-tax base Secre-
tary Morgenthau told you that "we ought not to accept such sacrifices,
even though willing slicrifices, from millions of people vitl low in-
come * * * unless we" do five things. These five things are eni-
merated oil pages 3 and 4 of the hearings before this committee. In
my opinion, they do not include the most important item of all, .namely,
eliminating about $2,000,000,000 of nondefense expenditures.

Gentlemen, it is my opinioil that this committee would be ashamed
to ask these 2,500,000 additional people to make these sacrifices unless
you can say to them that tie waste and extravagance which they have
witilessed on every hand is being stop ed through your efforts, which
they believe to be within your power.
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Another imperative reason for paring nondefense expenses to the
bone: Mr. Jesse Jones, I believe, anticipates a Federal debt of
$90,000,000,000. We also already have other governmental debt, not
Federal, of $20 000,000 000.

Now, honestly, gentlemen, how do you think that we are going to
pay this $110,000,000,000 or more? What do you think will happen
after the war ends? Avell. there will e a dro ) in war l)roduction of
at least $20,000,000,000 per year, also several million men will h laid
off employment and several million soldiers l)robably will then be mus-
tered out'and with few jobs available. Is it then that we will begin to
reduce the billion dollars per year that we are spending on W. P. A.?

No; I expect this appropriation to be greatly increased after the war.
Will our tax receipts then exceed our desires to spend to such an extent
that the surpl)us can be used to pay off our $110,000.000,000 indebted-
ness? On the contrary, is it not'likely that there'will be a strong
temptation to wipe out the indebtedness'through devaluing the dollar?

Will not some leaders exl)lain that l)y revaluing the present dollar
at 20 cents our $22,000,000,000 of gold will increase in value $88,000,-
000,000 and then recommend that this $88,000,000,000 be used to reduce
the indebtedness?

Do you realize, gentlemen, that the interest on a $100,000,000,000
debt 5 years from now will l)robably be $3,000,000.000 per year and
that during the 10 years ending in 1932 the total United Sttes Gov-
ernment expenses averaged less than $4,000,000,000?

In other words, our interest alone would be three-fourths of the
(ost. of tle total Government back in 1932 and the 10 years l)receding.

No doubt great pressure will be applied to wipe out this $3,000,000,-
000 interest charge, and the indebtedness, through dollar devaluation.

If from now until the end of the war, Congress and the adminis-
tration have a spendthrift, wasteful psychology, I shall expect some
such suggestions to be enacted. but if 'every necessary expense is
eliminated, if Congress and tile administration are just as much
interested in eliminating waste as they are in raising revenue, this
need not happen.

What are the facts, and where are we heading?
The great defense industries are expected to become a

$24,000,000,000 per year business by next May. The Army and Navy
are also absorbing many men. Accordingly many parts of the coun-
try are already facing a shortage of manpower. For the duration of
this war there is no probability that we shall again have a problem
of unemployment. We naturally will always have some unemploy-
ables who must be cared for, but the problem of unemployment which
we faced a few years ago has vanished. Is tlere any question in
your minds but that the relief bureaus, which were organized to help
those who could not find employment, should now be discontinued?
I refer particularly to C. C. C. and N. Y. A. On May 15 I sug-
gested this to the Committee on Ways and Means of the House. At
that time N. Y. A. had a budget of $99,000,000. A few days later
its appropriation wlas increased to $160,000,000 ,nd it now claims
to be a defense organization. The elimination of N. Y. A. would be
a severe financial blow to our college, but we believe that everybody
should make some sacrifice and we are willing to make ours.

I also suggested tile eliminaton of C. C. C., the budget for which
is $265,000,000. With tile expected shortage in labor, there surely is
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no need for a relief organization to provide jobs for young men of
draft age. Imagine my surprise later to fill an expensive moving
picture, l)roduce by professionals at Government expense and slowii
in leading theaters throughout the country, seeking to prove that
C. C. C. is a defense organization.

The C. C. C. was created to help young men who could not find
eml)loyment and who were too poor to go to school-a worthy pur-
pose, tli need fur which no longer exists. It has, however, proved
a very expensive method of relief. Each boy in the C. C. C. has
cost the Government $1,025 a year.

At Harding College we can board and educate four boys for that
amount of money; if they work for the college just during the sum-
mer vacation. We can also board and educate three boys for that
amount without their doing any work. If you will deduct the $30
a month which the C. C. C. pays to the boy or to his parents, you
still have a cost of $665 a year for his keep and training. We can
keep three boys for that amount at Harding College if they will
work for us only through the summer vacation, or two boys on that
amount without any work. Yet we have no endowment, no income
from taxation, and no regular large gifts.

Relief agencies do not have a "thrift" psychology. They were
created to listen to the calls of the needy and say "yes." They
were a part of the "prosperity through spending" program. We
need no part of that program today in civilian departments. Econ-
omy and thrift should be the watchwords, but how can this be done
if Congress appropriates the money for these agencies to employ
the most luxurious forms of publicity for the purpose of making us
believe that they have changed Ifrom relief agencies to defense
agencies?

Expee.es which may be reduced oil eliminated during the emer-
gency.-The largest savings I believe could be made in the following:

Proposed
Work Projects Administration, public works, Present reduction

and soil-erosion budgeted at ------------- $2,088, 000, 000 $1,088,000,000
Civilian Conservation Corps budgeted at ------ 265,000, 000 265, 000, 000
National Youth Administration appropriation-- 160,000, 000 160,000,000
Nonmilitary highways budgeted at ------------ 101,000, 000 161,000, 000

Total ------------------------------------------------- 1,674,000,000

1942 APPROXIMATE BUDOET ESTIMATES

Rivers, harbors, and flood control -------------- $121, 000. 000
National park Improvements ------------------ 10,000000
Agricultural forests and trails ---------------- 10, 000, 000
Rural rehabilitation ------------------------- 0 66, 000 
Food-stamp plan ----------------------------- 100,000, 000
Export bounties ------------------------------ 100, 000,000
Department publicity and franking -------------- 39, 000, 0X)
National Resources Planning Board arid Office

of Government Reports- ----------------------- 3, 000, 000

Total ---------------------------------- 449, 000, 000
For several generations it has been assumed that this item contains political pork, which

surely can be reduced during this emergency
'Congress used for franking in 1028. $845,000 In 1040 $737,000; departments used for

publicity and franking in 1940, $39,000,000. I understanA that professionals are employed
to prepare radio scripts and movie films and that the most luxurious types of publicity are
Included. If [larding College used such luxuries we could not educate two boys for the cost
of keeping one boy in the Civilian Conservation Corps.
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One-half to be reduced equals .............
(I believe that approximately one-fourth of

the next group could be saved during this
emergency.)

Agricultural Department expense ------------ $114, 000, 000
Department of Commerce --------------------- 31,000, 000
Department of Justice ---------------------- 55, 000, 000
Department of the Interior ------------------- 70, 000, 000
War Department nonmilitary activities ----- 45,000,000
Miscellaneous independent offices--------- 6, 000, 000
Refugee relief ----------------------------- 18, 000, 000

Total ------------------------------ 399,000,000
O ne-fourth is -----------------------------------------------
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$224, 500,000

100, owl000

Total -------------------- ------ ------ 1,998,500,000
(The above figures are limited to nondefense activities and do not Include

aids to agriculture and civil aeronautics.)
I know that organizations in all sections of the country are seeking

increased expenditures in Washington, but if the Federal Govern-
ment would immediately and sincerely undertake to set an example
of thrift and economy, I believe the entire Nation could be led to
follow that example. At, the present time Congress is besieged with
appeals for appropriations which 10 years ago we would never have
thought of carrying to the Federal Government. This is because the
impression has been made all over the Nation that the head is off the
barrel at Washington-that money is being poured out and that some-
body is going to get, it. Accordingly, every Congressman is urged
to secure an appropriation for his district and thought to be a failure
if he does not succeed in getting it. If an atmosphere of thrift were
dominant at Washington, those appeals would cease to be made.

Where I have spoken in my State groups have voluntarily officially
notified our congressional representatives of their desire foi economy
and have urged them to do their utmost to secure the type of non-
defense reductions I have requested here today.. Gentlemen, we are today at the crossroads. Shall we continue on
the pathway of waste and 'extravagance which leads to inflation--dic-
tatorship and revolution? That depends largely upon the action
taken by you-our Senators. If you immediately 'broaden the base-
pay every possible dollar on the war as we go-and seriously econ-
omize in all nondefense expenditures; we can then weather this crisis
and successfully preserve our freedom and our democracy.

Senator VANDENBERG. Dr. Benson, as far as I am concerned, I would
like to congratulate you on a very splendid statement. I would like
to express the wish that you run for Congress in the area in which you
live and get yourself elected.

Senator CARAWAY. The folks at Searcy would like to hear that.
The CHAIRM AN. Are there any questions by any members of the com-

mittee?
(No response.)
The CHAIRMAN. Doctor, we thank you for your appearance here.

Undoubtedly your statement ought to'be made to the Appropriations
Committee rather than this committee because we, unfortunately, have
no control over expenditures, except as we may have some little influ-
ence as individual Members of the Senate. Of course, you realize-
and I think all of us must realize-that without strong executive
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leadership you are not going to have the economy that ought to take
place ill this Government.

Dr. BENSON. That is right, and I appreciate your kindness. I feel
very much disturbed about the heavy spending program, with the
expenses that the war certainly will entail, and I am very much con-
cerned about, an actual demonstration of economy that will inspire our
people to follow. I believe our people will stand any amount of taxa-
tion, provided they blieve, the leadership is willing to bear the burden
with them. So I am very much interested in a demonstration of econ-
omy, which I believe our Congress should actually make. I observe the
tendency for each group to wait for everybody else to make the start
in these reductions. Mr. Morgenthau says a'billion dollars could be
reduced, but he suggested no places for it to be reduced. Other groups
talk about it being done, but nobody seriously takes hold to actually
secure reductions or to l)ut the machinery in movement that will secure
them.

T'e CHAIRMAN. Thank you very much.
Mr. Hart.
Mr. HART. Gentlemen, may I ask tile privilege of relinquishing my

time to Mr. George Glassgoll, who is slated to appear following me?
The CHAIRIMN. Yes; that is satisfactory.
Mr. HART. May I also ask permission to submit a brief?
The CHAIRMAN. Yes; hand it to the clerk of the committee.
(Mr. Hart's brief is as follows:)

Mi-EMOR-\NDI'M SUBMITTED BY Jossri J. HART, NEw YonK, N. Y., FOR E.PInt DIS-
TRIBUTORS & J0111IF118 BOARD OF Tt.\l)E. IN(.

SuBJECr.--Tax on coln-operated aniusenment and gaming devices.
(IFNTLEMEXN: I refer to section 3267 of the House bill 5417. The t'oin-inachine

industry recognizes the needs of the Government for funds to carry out the de-
fense program and Is desirous of contributing its full share. Therefore, ity I
slate it the outset that in asking for certain changes in rates, (listinetions between
various branches of the coln-inachihe industry. lnd nore euitalule methods of
computation and collection, I ami doing so itn the sincere conviction that these
changes , (listinctionls, and methods of collection will offer a practical solution to
the tax problem relating to the coin-nnachih industry.

I hope to point out, what careful investigation will prove, that these revisions
provide tie only method of obtaining a inaxilninl of tax revenue front this
industry.

It is only fair to start with the understanding that the operator who places
coin-operated equipment of all kinds Into various locations, (loos so by paying a
commission to tile location owner. A commiisslon which Is based ol i l)ereentage
of the gross income from the equipment ali(l that the operator will necessarily'
be called umon to assume the entire burden of any taxation which Is levied.

Having started with that premise, it becomes quite evident that the entire
picture of equitable taxation must be base(] upon the earning capacity of the
various types of equipment.

This brings us, gentlemen, to the definite line of demarcation between various
types of equipment, which hIrs always been recognized in the trade but which,
evidently, was not taken Into consideration hi the drafting of the House bill.

In the seetioni of the bill referred to ai)ove, there have been thrown together,
without regard to earning capacity or the original cost, or depreciation or gen-
eral ability to pay, such widely diversified types of equipment as, on the one
hand, slot machines atid coin-operated gaining devices of all kinds and, on the
other hand, legitimate amusement games,. such as pinball gaines. antiaircraft
guns, baseball practice games and a host of strictly legitimate games of skill.

Let us analyze, somewhat, the comparative original cost, rate of depreciation,
cost of operation, and earning capacity between the giving devices and tile
games of skill.
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A pinball or other skill-game location whose weekly tolal revenue reaches
$15, would be considered it the trade to be an exceptionally lucrative one.
Whereas a slot-niachine location which was productive of no more than $15 per
week total revenue would be considered unusually poor.

The initial cost of a new slot machine Is approximately $100. The Initial
cost of a new pinball game is likewise approximately $100. But that is where
the similarity ends.

The average life of a slot machine hi productive use is at least 5 years-
there being on location today, any number of such machines which are 10 to 15
year., old and older. Amortization and depreciation are figured roundly at the
rate of a few pennies per week.

()n the other hand, the life of a pinball machine rarely exceeds 4 months of
top productive use, after which it must be placed i outlying areas where the
Income is greatly reduced(. After several months additional use, its value is
practically nil. The cost of a pinball machine must be entirely amortized
within a period( of from 9 to 12 months-the greatest portion of the depreciation
and amortization taking place (luring the first 4-month period.

The average operator of pinball machines operating 25 to 30 new machines
fit the most desirable metropolitan areas will average, on his entire operation,
a maximum of $7.50 to $8 per week per machine gross income before deducting
any costs, such as operating expense, commission to location owner, taxes,
assoelation dues, etc.

Thousands of pinball machines are operated not In desirable metropolitan
areas but in nonindustrial and rural areas where the yearly income from
these mnchines rarely exceeds --5 to $75. and where it is therefore economically
Impossible to operate mnything but second-hand and third.land equipment which
costs $10 to $15 per machine. (Such States as Alabama, Mississippi, Arkansas.
etc., use a preponderance of this type of equipment.)

It is our firm conviction that on the basis of $25 tax per annum for each
pinball or other anmusenment skill game, thousands of these machines will lave
to be removed from circulation-machines whose Income could Justify a smaller
tax. It is our further considered opinion that only by taking into consideration
these various elements of ability to pay will the pinball industry and other
allied amusement and skill-game Industries be privileged to provide their full
shore of the revenue required by our Government to carry on its program
of defense.

Our request, therefore, is that slot machines and other gaming devices, because
of their munch greater earning capacity and negligible delpreciatlon. be placed
in a separate category fit the bill.

We further respectfully request that pinball gamies and other amusement
skill games be taxed at $10 per annum, so that Instead of thousands of machines
being removed from circulation because of Inability to pay the tax these
machines will remain on location find the Government will be the recil)lent
of a maximum of taxation cheerfully paid.

In order to eliminate a further possibility of loss of revenue, we feel coin-
polled to call to the attention of your committee the existence of several condi-
tions peculiar to our Industry which, If not taken Into consideration in the
bill, will surely result in loss of tax revenue.

Many amusement games are placed in locations commonly known as resort
locations, where they are In use approximately 3 months out of the calendar
year. These machines rarely earn enough (hiring this short period to warrant
the payment of a full year's tax and under the proposed method of taxation
it would he found necessary to avoid this type of location entirely.

Furthermore, piball games amid other amusement devices, such as antiaircraft
guns. etc., are frequently placed In locations which, after several weeks or a
momith, prove to le absolute failures as means of p)rovlding Income. Under the
proposed method of taxation, a full year's tax would be required oil such loca-
tions. This condition is certain to reduce materially the numb,:r of taxable
niichmes ii circulation.

In view of the above, we therefore make the following request: That the tax
on pinball games and other coin-operated skill games such as antiaircraft guns,
baseball batting practices, etc., be collectible on a semiannual basis. We aissure
your committee that this method of taxation and collection will result in the
very maximum of tax revenue from the coin-machline Industry.

May we now call to your attention the problem of amusenment arcades under
the proposed bill. In amusement arcades the revenue Is obtained predomini-
antly from tie operation of coin-operated amusement devices. There are a
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number of such arcades which contain as many as 200 to 300 individual coin-
operated machines. It is immediately apparent that even at it reduced rate of
taxation, such places would be taxable at anywhere from $3,000 to $10,000 per
year. This we assure you would be so prohibitive its to drive most of them out
of business, thereby producing no tax revenue whatever front this source. We
therefore suggest, with regard to amusement arcades, that the tax be placed at
$10 per annum per machine ip to 30 machines and that a maximum tax per
annum of $300 be placed on amusement arcades where 30 or more machines are
operated.

It is only fair. in making suggestions of this kind for your consideration, tlt
we submit definitions for the purpose of classification of various types of coln-
operated equipment. Therefore, in order that a clear distinction be made be-
tween slot. machines and other gaming devices, on the one hand, and pinball
games and other coin-operated amusement skill games, on the other hand, we
offer the following definitions:

1. A coin-operated machine whose operation is controlled wholly by chance
and which as the result of such operation, automatically pays out cash or tokens
redeemable for cash or merchandise, and which operates without the element
of skill, shall be termed a gaining device. Such a device shall be one which,
if operated by a blind man, would obtain the same result as if played by a
man having full and complete use of his eyes.

2. A pinball game or similar amusement device shall be one which is operated
with an element of skill, where the player's skill helps determine the result,
and which device does not automatically pay out money, cash, or tokens redeem-
able for cash or merchandise.

SUMMARY OF REX'OMMENDATION8

1. That slot machines and other gaining devices be placed in a different
section of the bill from that of pinball games and other amusement devices of
skill such as antiaircraft guns, etc.. and that they be taxed accordingly.

2. That pinball machines and other amusement games of skill be taxed $10
per annum.

3. That the tak on pinball games and other amusement skill games be payable
semiannually.

4. That a maximum tax of $300 per annum be placed on amufsement arcades
at the rate of $10 per annum per machine up to the number of 30 machines,
with no additional tax over 30 machines. An amusement arcade being an
establishment whose Income is obtained predominantly from the operation of
coin-operated machines. 1

5. That a distinction for the purposes of taxation, between slot machines and
gaming devices, on the one hand, and pinball games and other amusement skill
games, on the other hand, be clearly defined.

Respectfully submitted.
EMPIRE DiSTRIBUTORS & JOaBFRs BOARD OF TRADF, INC.,
JosErPi J. HART.

The CHAIRMAN. NoW, Mr. Glassgold, will you state for whom you
are appearing?

Mr. GLASSOOLD. Yes; my name is George Glassgold and I appear
for the Coin Machine Industries Joint Council.

The CHAIRMAN. Coin Machine Industries Joint Council?
Mr. GLASSCOLD. Yes.

STATEMENT OF GEORGE M. GLASSGOLD, NEW YORK, N. Y., REPRE-

SENTING COIN MACHINE INDUSTRIES JOINT COUNCIL

Mr. GLASS0OL. Gentlemen, I refer to section 3267 of the House
bill 5417. At the outset, I wish to state that the coin-machine
industry is not here to protest against the taxing of its industry
and is fully cognizant of the need by the Government for funds to
further the defense program. My purpose in appearing before you
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is to obtain an equitable distinction between the various branches
of tile coin-machine industry.

The present section, as now worded, has thrown together legiti-
mate amusenment devices with slot machines and coin-operated gam-
ing devices. In the first place, with respect to the taxable status.
the gaining devices are operated by every variation of coins, ranging
from 1 penny to a silver dollar. The income from tile gaining
devices is far in excess of the income from any amusement device;
and since this tax should be an equitable tax, it plces the qniii':P-
ment devices at a complete disadvantage. So much so, that it is
very possible that the amusement device, commonly known as the
pin-ball game, will be removed from many locations is a result of
the tax, and cause many location owners to invite the installation
of a gaining device-which in the majority of States and locales
would constitute tile housing of an illegal device. In other words,
there will be created a situation similar to liquor bootlegging.

The pinball game o- similar amusement device, is known in the
trade as a novelty game, and its trade name indicates the status and
life of such equipment. As a novelty game, the life of the machine
is short, figured in months, and therefore is constantly changed by
those people who operate the games. The resultant cost of main-
tenance is therefore very high. This is not true of the gaming de-
vice. It is well known that the life of gaining devices is measured,
not in terms of weeks or months, but in terms of years. There i3
gaming equipment in operation which is as old as 10 to 15 years.
It becomes apparent that a differential exists in the cost of operation
between amusement devices and gaming devices.

Since it is a matter of obtaining revenue for the Government to
maintain and put into effect its program of defense, we believe it is
necessary that it be made certain that the maximum revenue be ob-
tained from a given industry. It is imperative that no provision be
made so that as a result, any group or large portion of the taxed in-
dustry is eliminated from the field. A tax diflierential should be cre-
ated between the gaming and the amusement devices. Unless this i3
done, a large section or portion of the amusement devices will be com-
)elled to drop out. of the field and the gaming devices will become

their substitute with much resultant damage.
'We believe that the so-called slot machine or gambling device, since

they use coins uip to the size of $1, and are not continually changed
in design, can readily pay an occupancy-use tax of $25 per annum or
more. However, the pinball game or similar machine, since it is
equipment which is constantly changing in design and becomes ob-
solete rapidly, and the usual coin for operation is the nickel, cannot
compete against the gaining or slot machine. It cannot pay the an-
nual tax as high as $25. The tax should be fixed at $10 per annum.
This reduced tax will make it possible to keep as many of these
games that are presently operated, in operation; and obtain the
maximum of income to the Government. This is a national problem
and tax-a cross section of the entire country must be taken in fix-
ing this tax. thoughh it is true that in some of the larger metro-
politan districts there are some pin-ball gaines in operation that have
a large income-producing capacity, these locations are in a very small
minority. The bulk of the machines in operation are scattered in
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the outlying districts of metropolitan areas and in the rural districts,
where the gross income is very small.

At its best, an operator services an average of 30 machines; and
after paying the commissions to location owners, paying the cost
of replacing machines, servicing the equipment, lie is able to make
a small weekly salary for himself.

We request that the bill l)rovide for the taxing of amusement de-
vices under a separate paragraph from that of the slot machine and
gaming device. It has been aI source of embarrassment and distress
and hardship in having amusement equipment classified with the
so-called gaining devices. A definite hardship when the question of
taxation is brought up for consideration. Consequently, the amuse-
ment device suffers as it is suffering in this particular case.

Another matter that we re(luest to bring to your attention is the
method of taxation. Many of these games are placed in locations which
are known as resort locations, and they are in use approximately 3
months out of the calendar year. In many instances it would be irm-
possible to place the pinball game or amusement device in a location
where the tax is the same as on a machine which is used for the entire
12 months. Furthermore, a machine may be placed in a location and
after a month or 2 months found to have l)roduced little or no income,
and consequently that machine will be permanently removed and not
replaced with another. It does not seem equitable that a tax for the
full year should be paid when there was a usage of possibly 1 or 2
months. Not to l)rorate over the period on this tax would tend to
lesen the number of games being placed on locations and decrease
materially the income from the industry. This should not be done at
this time in view of the defense needs of the Government.

A solution to the prorating of the tax and other problems would be
to place the tax on a semiannal basis. In this way, most of the ele-
ments which now appear inequitable would automatically be eliminated.

Another existing condition that we should like to br-ing before the
committee is the effect of the proposed tax on so-called amusement
arcades, where the space is used predominantly for the operation of
coin-operated amusement devices.

The CHATRMAN. That is covered by this same section?
Mr. Gr,ASSC.OLD. Yes; it is. In such locations there may be as many

as two and three hundred individually coin-operated amusement ma-
chines. It is apparent that if the $25 tax remains, an arcade may be
subject, to a tax of as much as $10,000 per annum. Such a tax would be
absohiately beyond their capacity to pay, and the very purpose of this
section wuld be defeated. May we suggest that a. maximum tax per
annmun be placed upon amusement arcafes, and that we believe the stun
of $300 per annum would be a fair and equitable tax?

With regard to the definition of the amusement machine as distill-
guished from the gaming machine, may we suggest that a coin-operated
machine, whose operation is controlled wholly by chance, and which, as
the result of such operation, automatically pays out cash, or tokens
redeemable for cash or merchandise, and which operates with no ele-
ment of skill, shall be termed a gaming device. A homespun definition
would be that such a game, if operated by a blind man, would obtain
the same results as if played by a man having full and complete use of
his eyes. A pinball game or si~iilar amusement device is such a game or
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device as is operated with the element of skill, where the player's skill
determines the result, and which game does not automatically pay out
money-cash or tokens redeemable for cash.

That is my statement.
The CHAIRMIAN. Any questions, gentlemen?
(No response.)
The CHAIR-MAN. Thank you very much.
Mr. Scott?

STATEMENT OF ROBERT 3. SCOTT, PHILADELPHIA, PA., REPRE-
SENTING NATIONAL WHOLESALE HARDWARE ASSOCIATION

Mr. Scorr. Withyour permission, may I read my remarks?
The C1AIJIMAN. For whom are you appearing?
Mr. ScO'Ir. National Wholesale Hardware Association and the

Edward K. Tryon Co.
I have been buying and selling fishing tackle for 35 years. I am

associated with the Edward K. Tryon Co. of Philadelphia, who
probably distribute a larger volume of fishing tackle, in a wholesale
Jobbing way, than anv other firm in these United States. I also rep-
resent the Ngational Wholesale Hardware Association, consisting of 300
members located in 34 States. This group represents the outstanding
and most important wholesale jobbing distributors in hardware and
sporting goods, a great many of whom sell fishing tackle. As a
matter of fact., some of the larger outlets of fishing tackle are hard-
ware organizations. I also represent several large houses that are
exclusively fishing-tackle distributors.

We are asking you gentlemen to give most serious consideration to
the proposed tax on certain items of fishing tackle in H. R. 5417,
page 72, lines 2 and 3.

We do not believe anyone will seriously object to the proposed tax
on rods and reels although-and we quote from your records as
follows:

In the Report of the Subcommittee of the Committee on Ways and
Means of the House of Representatives, Proposed Revision of Reve-
nue Laws, 1938, there is a statement on page 23, as follows:

The tax on sporting goods has caused administrative difficulties out of pro-
portion to the revenue received.

If this has been true of sporting goods as a whole, the difficulties
will be multiplied many times in the collection of a tax on artificial
lures, baits, and flies.

We, however, do not now offer any objections to the proposed new
tax on rods and reels although we feel you will be very much dis-
appointed in the dollar-and-cents return. We do, as a group, how-
ever, object to the proposed tax on artificial baits, lures, and flies.

There are many reasons, among which is the fact that it will be
almost impossible to collect from a great many so-called manufac-
turers of these items.

I hold in my hand my confidential list of fishing tackle factories
containing 1,106 names, some of which are large, important factories
with complete organizations but, by far, the great majority are small
individuals located here, there and everywhere, with little or no
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overhead and there are, no doubt, other names that I have not
recorded. (A careful count indicates that 20 of these names will
cover all of the manufacturers of rods and reels in this country.)
There seems to be a great desire on the part of many sportsmen to
be in the manufacturing of fishing tackle, especially baits and lures.
In my State of Pennsylvania-and this is true of other good fishing
States-in almost every town in the fishing area, you will find one
or more fly, tyers or bait makers who have no business organization
of any kihid, who do most or all of the work themselves, sometimes
assisted by their families and, these "so-called" manufacturers would
have, a decided advantage in selling, over the large and better-organ-
ized factories.

You all know that it would be almost an impossible task for the
Government to keel) track of and collect taxes on artificial baits, lures,
and flies from these small local factories. As a matter of fact, many
of these so-called manufacturers have other employment and do this
work for either a hobby or extra remuneration. Many retailers pro-
duce baits and flies in their spare time, not only for stock purposes
but to supply special orders, and you would have a tremendous job,
all almost impossible one, in keepig track of the tax.

During the season in Pennsylvania and other good fishing States,
dealerss have girls in their wiiiows tying flies as an advertisement,
and often customers walk in and have their flies tied while they wait
and take them with them.

We have no hesitancy in saying that, in our judgment, there are
probably more flies and baits made by these so-called local manufac-
turers than there are in the larger factories.

In days gone by we enjoyed a very large business in Pennsylvania
on flies which is now almost negligible on account of the competition
from these local factories. The amount of detail work necessary in a
regular jobbing distributor's organization to keel) a true record of
the taxes on baits and. flies would be enormous and the amount of
return to the Government would be very small.

Then, another iml)ortant point is that only the amount of the tax
paid can be collected, and this would divulge the cost of the mer-
chandise to the dealer and the consumer. The only way this could be-
overcome would be for the tax to be included in tie cost of the mer-
chandise at the source and not added separately.

I am submitting for your consideration a copy of the membershil)
list of the National Wholesale Hardware Association, and also a copy
of the catalog of the Edward K. Tryon Co., which will indicate to you
the great variety of baits and flies that we sell, and you will iiote
that their monetary value is comparatively insignificant.

We hope you will find it possible to eliminate the tax on artificial
lures, baits, and flies.

The CHAIRIMAN. Any questions?
Mr. Scorr. I will leave this catalog here for the committee.
Senator DANAHER. Mr. Chairman, is that catalog going into the

record?
The CHIRMAx. No; he has just left that for the committee.
Mr. Scor. I have left it for the committee.
Tie CHAIRMAN. Mr. Haggerty.
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STATEMENT OF JOHN B. HAGGERTY, CHAIRMAN, BOARD OF GOV-
ERNORS, INTERNATIONAL ALLIED PRINTING TRADES ASSOCIA-
TION, AND PRESIDEINIT, INTERNATIONAL BROTHERHOOD OF
BOOKBINDERS

11r. HAOOEITY. Mr. Chairman and members of the committee, this
presentation, in behalf of the International Allied Printing Trades
Association, comprising the 5 international unions in the printing
industry, representing anost 200,000 skilled, workers, favors tile dou-
bling of the taxes voted by the House of Representatives on net time
sales to radio broadcasters.

It is our understanding that this reve.ne bill is to be based on the
ability of the taxpayer to pay. The presentation of the opposition
carefully avoids this question of the ability to pay.
The International Allied Printing Trades Association advocated the

levying of this tax on the net time sales of radio broadcasters with two
purposes in mind. First, the ability of the broadcasters, based upon!
their own reports to the Federal Communications Commission, to pay,
and,' secondly, to protect the job opportunities of printing-trades
workers.

In the 10 minutes allowed me it is not possible for me to develop all
of the reasons which we have incorporated in the brief which I have
filed with your committee. I will, therefore, confine myself to the
highlights, hopeful that we will demonstrate to your satisfaction that
not onl1 should taxes be levied, but also that the rates as voted by the
House be substantially doubled.

The opposition to the levying of this tax presented no figures to
disprove the contention we made of the ability to pay. They rise the
cry that this is a tax on advertising. No one has advocated a tax on
advertising.

The first question, as we understand it, before the committee in
levying these taxes is the ability to pay. You will find citations in our
brief which do not permit of anyone questioning the ability of the
networks and the operators of th larger radio broadcast stations to
pay. It is worthy of note that the two major networks, with a com-
bined total investment of $4,614,000, had net. profits of $59 509.549 for
the 10-year period 1931-40, inclusive. Also, it might be o? interest to
the committee to know that the net profits for the years 1931-35, inclu-
sive, were $19.017,613, while the net profits for the 5-year period follow-
ing, 1936-40, inclusive, were $40,491,736, an increase in net profits of
some 213 percent.

These net profits are after stated deductions for depreciation of some
$10,182,021-1931-40, inclusive-and the payment of all taxes, includ-
ing Federal income and all other operating costs.

In addition to these unusually high net profits, mainly in what were
known as depression years, the networks principally and the larger
radio broadcast stations allowed to be deducted by advertising agen-
cies, in the form of rebates and discounts an additional $20,000,000
yearly. These figures do not show in the financial reports of the net-
works or the radio broadcast stations, as the deduction is allowed
before the presentation of the bills.

In order that there may be no question about this I will quote as an
authority the attorney for the National Association of Broadcasters.
ME_
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In the formal brief he presented, referring to gross sales, page 2, lie
said, I quote-

Tile amount so iocelveg or accrued cannot logically include discounts or re-
bates actually allowed, of course.

Whether lie was fearful that your committee might seek to tax
such rebates or discounts or possibly having in mind that tie Treas-
ury of Federal Trade Commisison-might see the wisdom of ques-
tioning such practices I do not know. However, you will note he
sought to justify the continuance of these debates and discounts, free
of taxation.

It is understood that your committee will recommend the levying
of substantial taxes-increases of 200. percent and 300 percent--on
incomes of wage earners and small businessmen, the very people least
able to pay. The reason given is the need of additional revenue.

Further, we understand your committee lhas under consideration
the lowering of the income-tax base, again calling upon those least
able to pay to make up for the losses to the Treasury through the
exemptions which are sought by those who operate radio broadcasting
stations with their yearly net profits in excess of 100 percent..

We are opposed to the lowering of the income-tax base until such
time as those of proven ability to pay are properly taxed.

The taxes which the International Allied Printing Trades Associa-
tion have advocated will collect more net revenues than the total
amount the Treasury will receive from taxes received through the
lowering of the income-tax base, and, much of that which they would
receive through substantial increases in the taxes of those least able
to pay.

Wre understand that through the lowering of the income-tax base
it is expected that the Treasury Department will collect some
$19,000,000 and the cost of collecting will be some $15,000,000.

The taxes which we suggest be levied will raise at least $25,000,000.
Of this amount some $20,000,000 could accrue through the elimination
of these rebates and discounts, which do not show in the receipts of
the radio broadcasting companies and the networks, and the pay-
ment of this money into the Treasury as taxes.

The networks, with their increased net profits of 213 percent for
the period 1936-40 inclusive, alone can pay an additional $5,000,000
yearly. They would still have, according to the report of the Fed-
eral Communications Commission for 1939 and for 1940, some $4,-
000,000 yearly as net profits, after all taxes on their investment of
$4,614,000. In addition, there are a number of other stations the net
profits of which range from 63 percent to 133 percent.

The net profits of the entire industry as shown by the reports of
the Federal Communications Commission, 1939, the last detailed re-
port available, was some $24,000,000 on a declared value of prop-
erties worth $28,000,000.

Radio broadcasters would have you believe that the proposed tax
on radio l)roadcasting stations is a tax on advertising. That they
do not believe such th emselves is best evidenced in the formal brief
of the National Association of Broadcasters. You will find on page
18 they say "radio broadcasting is the principal source of entertain-
ment in America." On the same page they emphasize their insistence
that radio broadcasting is an amusement anid entertainment enterprise

1218



REVENUE ACT OF 1941 1219

as you will note they say that radio broadcasting "enjoys the favor
of half again as many people as its closest competitor, the motion
picture, which is the chief attraction for 19.3 percent of the Amer-
ican people."

Surely, no one will contend tlat the motion pictures, radio broad-
casting's closest competitor, is advertising. During the Finance Com-
initteehearing, in response to a query as to placing a tax on advertising,
Senator Bennett Clark said:

You (alillot Colceivably tax newspaper advertisiiig inader the Sjili'lle courtt
decision in the k, ui.slana case.

Reference was made before the committee on Monday to the fact
that the executive council of the American Federation of Labor had
voted to oppose this tax. The A. F. of L. was not consulted by the
Printing Trades Unions as to whether or not such tax should be levied.
It in our belief that tle people most vitally concerned are the Members
of the Congress-House of Representatives and Seltate-on whom lie
the responsibility for deciding on the contents of the revenue bill.

(A brief submitted by Mr. Haggerty is as follows:)

PRESENTATION OF PRINTING TLADF.8 UNIONS, BY JoHN B. IIAUGEBTY, CHAIRMAN,
BOARD OF (.OVERNO, INTERNATIONAL Aij.It) PRINTINo TRAiws ASSOCIATION, AND
PEIDENT, INTERNATIONAL IBROTIIERIOOI OF BOOKiIlNDERS

Mr. Chairman and members of the committee, the International Allied Print-
lag Trades Association, for whom I speak, Is composed of the International
Brotherhood of Bookbinders, the International Printing Pressmen and Assistants'
Union, the International Photo-Engravers Union, the International Electrotypers
and Stereotypers Union, and the International Typogralpiteal Union, with a
combined membership of almost 200,000 highly skilled workers.
We ask your conilttee to recommneid a sulbstalitial increast--100 percent-i

tie taxes, voted by the House of Representatives, on net tihe sales of radio broad-
casting networks and stations. We believe the rates voted by the House of
Representatives are but one-lalf of those which should be levied, in view of the
profits realized on the Government license or franchise, and the ability of tie
networks and larger radio stations to pay the tax.

$60,000,000 profi8 on $4,614,694

We favor the Imposition of these taxes for several reasons:
1. The annual revenue collectible from this source, estimated at $12,500,^)0

based on rates voted in the house of ReprtsentatIves, is needed, as are the taxes
sought from numerous other sources, to meet tie heavy burdens of national
defense. When every available source of revenue must be taped to meet the
requirements of unprecedented public expenditures no fertile source shoul be
neglected, so long a1s the tax proposed is 1not discriintory, and, at tile slme
time would not Impose an excessive burden. In these times no tax can properly
be opposed merely because it Is burdensome. Tie only question is one of ds-
crimination and of undue burdensomeness. With workers called 111l1 to pay
increased taxes of 200 percent to 300 percent and with many workers wio never
before pald any taxes called upon to deprive themselves of the necessities of life
in order to contribute to national defense, surely those who secure yearly net
profits in excess of 100 percent, after the paymnelit of present Federal inconic taxes,
should not complailn of the so-called burden of taxation. We are opposed to the
lowering of tie Income tax base until such tile as those with proven ability
to pay are property taxed.

2. We favor the imposition of a tax on radio broadcasting hIlcole, substimt-
tinily higlier-1) I)ercent-tlan the rates voted by the Ijoluse of Itepresenlta-
tives, lbecallse such taxes volilh nOt be eitlt-r excessively I)llrdlelsoille 1or1 dis-
(.rinllhtory. We believe your committee sh1oul recommend exenptllg from
this tax those radio stations owned and Oi, rated by labor, farm, religious. maid
edclCatiolnal IodiPs When such stltiolns tire not leased to othrs. We believe
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such stations serve a community Interest and are not comnmercial In the usual
sense of the word.

The net broadcasting revenues (if the radio networks till(] larger radio stations
are and have for a number of years been exceedingly high as measure(] by the
cost of facilities, both when compared with net profits of tiny industry of similar
proportions and when looked at in terms of percentage of profits.

Reports of tile Federal Communications Commission show that the net profits
of the two major networks, namely, National Broadcasting Co. and tie
Columbia Broadcasting System, amounted to $59,509,349 for the years 1931-40
inclusive. These figures are taken from the Federal Comnunications Comnis-
Sion Monopoly Investigating Committees' report, volmnes 1 and and 2, and,
reports of the Federal Communications Commission for the years 1939 and 1940.
These net profits of $59,509,349 for the 10-year period yielded an average annual
net profit for these two companies alone of $5,950,934. The total combined
Investment in these two companies, on which these unusual earnings were
made, was $4,014,694. The average annual net profits, after deduction of all
operating costs, payment of Federal Income and all other taxes, and including
depreciation of $10,182,021, were therefore some 129 percent.

They have the profits to pay

It should be added that the net profits for the years of 19:6-40, inclusive,
were much greater than those for the years of 1931-35, inclusive. National
Broadcasting Co. and Columbia combined net profits increased from a total
of $19,017,613 In the first half of the 10-year period to $40,491,736 during the
second half of the 10-year period, an increase for the years 1936-40 of 213
percent over the profits for the 5-year period 1931-35, inclusive.

Surely, these official figures, as reported by the network companies to the
Federal Conunications Commission, give every evidence of ability to pay a
much higher and more substantial tax than those which were voted by the
House of Representatives.

Further evidence of the ability to pay additional taxes is also available from the
same official source. In 1939 there were 33 stations of 50,000 watts power oper-
ating full time on clear channels. The total broadcast revenues (1939) of these
stations were $27,055,000 and their net broadcast revenues were $2,375,000, or an
average of $284,0CO per station. The declared net worth or current value of the
physical property of these stations in the same year was $7,015,000, or all average
of $212,000 per station. Thus, their net broadcast Incoe-their net profits before
payment of Federal income taxes-was 133.6 percent of their value.

(ompare such net profits with all allowance of 8 percent, or even 10 percent,
which we believe is considered a high return on investments, and then consider
time unusual ability of these radio network and broadcasting stations to contribute
substantially to the common burden of national defense.

In 1939 regional unlimited time stations numbered 174. Their total broadcast
revenue was $32,814,000. Their net broadcast revenues were $6,393,000, com-
pared with a current value of $10,222,000. Their net broadcast revenue was there-
fore 63 percent of the current value. This is less than one-half of that enjoyed by
the 33 full-time 50,000-watt stations operating on clear channels, but it is many
times tile liberal rate of 8 percent or 10 percent.

The most profitable radio stations are, of course, located in the larger urban
centers of time Nation. Seventy-three stations with time sales of over $25,000 were
located In centers of over 2,000,000 people. Without reciting all the supporting
figures which are available in the reports of the Federal Communications Com-
mission, calculations show that the net returns of these stations were 76.8 percent
of the current value of the stations. Twenty-six stations located in populous
centers ranging from one to two million people enjoyed net profits, calculated on
the same basis, of over 100 percent, while the net return of the 40 stations with
time sales of over $25,000 located in cities vith 500,00 to 1,000,000 people was
1)7.1 percent. Why exempt profitable broadcasters?

Reports of the Federal Communications Commission reveal that of total net
broadcasting revenues of the entire Industry, In 1939, not less than 93 percent was
received by the 154 stations which had a gross Income of more than $150,000.

Many additional statistics could be cited to substantiate the lucrative character
of the radio-broadcasting business, but enough has been submitted to demonstrate
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conclusively the ability of tie radio-broadcasting industry to pay substantially
higher taxes than those voted by the House of Rlepresentatives without either
ittwor'i- or stations incurring an undue or excessive tax burden.

Much criticism has been leveled at what. Is alleged to be the possible diserini-
nation of Imposing such taxes on radio broadcasters. Before considering tile
criticism of those who are Interested In opposing the levying of these taxes let
us consider how fortunate these networks and radio broadcast stations would
be in being freed of the payment of these taxes for the year 1941, as provided
for all other taxpayers. You might note that these taxes would not become
effective before December 31, 1941, instead of sometime during 1941, as do all
other new excise taxes.

If we examine the long list of excise taxes already Imposed, and bear in
mind that a number of these are to be substantially increased under this revenue
bill, the question arises, not whether it would be a discrimination to tax radio
broadcasters but whether it would not be discriminatory to levy a tax oil 11l
of these other Industries and services and to single out radio broadcasters for
exemption. If all forms of luxury and amusements and a number of neces-
sities are called upon to contribute substantially, yes, even heavily, to meet the
costs of national defense, radio broadcasters should not escape paying their
share of the common burden.

Radio broadcasting Is aimed principally at amusement or what Is thought to
be amusement and entertainment. That the Federal Government classifies radio
programs as entertainment is shown by the form which every broadcaster must
file when he applies for a renewal of his license. The space in which he Is
asked to specify the activities he proposes to engage in is headed "entertain.
meant " No reference is made to advertising in the application filed with the
Federal Communications Commission. In the exhaustive report of the Federal
Communications Commission, made public May 4, 1941, radio broadcasters are
constantly referred to as disseminators of entertainment.

"Broadca8ting is entertainment"

In the amusement field radio programs are similarly treated. The organ
of the amusement trades, Variety, includes the radio broadcasters as members
of the amusement group. In the issue of May 27, 1941, Variety carries a list
of the most popular daytime and evening radio programs. Among the 50 listed,
only 5 are identified under the names of the sponsors or advertisers. The re-
mainder of the 50 so listed-45--are identified under the names of the popular
entertainers. Tile trade publication Broadcasting likewise identifies radio
programs principally by the names of the entertainers. A recent Issue of Broad-
casting lists the 10 most popular radio programs for the year 1940. In this
listing we note the absolute absence of the name of any sponsor or advertiser.
Almost all of the leading radio programs are Identified only by the names of
the entertainers. Much the same Is true of the radio schedules appearing In the
daily newspapers.

That the National Association of Broadcasters itself regards radio broad-
casting as predominantly in the entertainment class is evidenced from their
brief filed with the Senate Finance Committee. They claim (p. 18) that "Radio
broadcasting is the principal source of entertainment in America today," and
that radio broadcasting "enjoys the favor of half again as many people as its
closest competitor, the motion picture."

Hadlio broadcasters secure entry into Amerlea: homes through their dissemi-
nation of entertainment. All other purveyors of amusement are taxed on gross
income. Radio broadcasters should not be exempt. Otherwise, one dissemi-
nator of entertainment on a national scale would escape the payment of taxes
comparable to those collected by others.

3. A third reason why we favor higher taxes than those proposed on radio
broadcasting revenue lies In the fact that an outright gift of monopolistic license
is made to the radio broadcasting companies by the Federal Government. This
free franchise is capitalized by the license holders, as records of the Federal
Communications Commission show, and sold for profits sometimes in excess of
a million dollars. The licensee pays nothing for this lucrative permit. It is
certainly neither unreasonable nor unfair or r;')ress:ve of freedom to ask the
holders of these profitable privileges to take their place alongside other pur-
veyors of amusement and entertainment, and even those of necessities in d-
fraying the costs of arming the country. The opponents of this tax have en-
joyed these valuable privileges so long, through the generosity of the Congress.

61977-41--78
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that they apparently find It disagreeable to be called upon to pay their fair
share of the costs of government and of national defense.

Who are the opponents of this proposed tax?
First, of course, are the radio networks and radio broadcast stations which

will be called upon to pay the taxes levied. Their desire to escape this taxation
may be natural, but the cry of discrimination and excessiveness of the levy are
unfounded, as we have shown. All the facts are against these allegations.

On July 21, 1941, the Federal Communications Commission reported the net
income, before payment of Federal income taxes, of those 238 radio broadcast
stations which would come within the purview of tMe taxes voted by the House
of Representatives. This compilation does not Include the network operations.
The total net profits cf these stations, before Federal income taxes, was
$23,533,440. If we allow $5,000,000 for Federal income taxes ti balance of net
income for these 238 stations would be $18,500,000. Accepting the estimate of
tie trade publication, Broadcasting, that $4,000,000 of these taxes of $12,500,000
would accrue from the networks, we have $8,500,000 to be paid by these 238
stations which lhad a net, after payment of Federal income taxes, of $18,5(X),000,
thus a net profit of some $10,000,000.

According to another report of the Federl Communications Coninission the
current value of the 255 more important stations, which would include these 238,
was $20,473,000 in 1939. After payment of the proposed taxes already voted,
these 238 stations would therefore have left a net profit in excess of 50 percent
on their current value.

As for the two major networks, National and Columbia, calculations based
pon reports of the Federal Communications Commission show that after the

payment of the proposed low taxes the net profits remaining would be some
$3,500,000 on a combined total Investment of $4,614,000, or a return of nearly
75 percent.

Considering time vast and unusual profits of this industry their contributions
toward eliminting unemployment luis been relatively slight. The 84 stations in
centers of population of more than 2,000,000, for example, had in 1939 only
3,473 full-time employees, Including 314 executives. Tie total pay roll, exclu-
sive of executives, was also small. Tile average was $50 per week, including
the wages paid to staff musicians and highly skilled electrical operators. Yet
these stations showed a net profit of 70.8 percent on the current value of the
stations.

Another group that opposes the proposed tax consists of the advertising
agencies. These too have a reason for complaint that is not hard to understand.
The commission paid by newspapers and magazines for securing advertising is
15 percent. Network broadcasters fnd many of the larger radio stations can
and do pay relates and discounts as well as agency commissions ranging from 36
percent upward.

Frank K. White, treasurer of the Columbia Broadcasting System, in a recent
letter to the Editor and Publisher, a weekly trade magazine, in defense of the
bookkeeping practices of radio networks, protested that the maximum coummis-
sion allowed by his company could only represent 36 percent. These higher
rates are arrived at by a combination of rebates, discounts, and comnissioms.
The National Broadcasting Co.--red network--rates published Ini the 1941 year-
book of Broadcasting, reads as follows:

COMMiSSIONS AND DISCOUNTS

JWekly discounts for 13 or more consecutive weeks network broadcasting]

All netictork contracts for the same advertiser (advertising agec w) may be
combined d for determinig discount rate Ratc of discount

on weekly gross
Contracted value of network time at gross rates: billing, percent

Less than $2,000 per week ----------------------------------------- None
$2,000 or more but less than $4.000 per week ------------------------- 21/.,
$4.000 or more but less than $8,000 per week ------------------------- 5
$8,000 or more but less than $12,000 per week ------------------------ 73
$12,000 or more but less than $18,(00 per week ---------------------- 10
$18,000 or more -------------------------------------------------- 121/

"Twenty-five percent annual discount : A discount of 25 percent In lieu of weekly
quantity discounts and annual rebates will be allowed currently to advertisers
(advertising agencies) whose ( nitracted gross billing equals or exceeds $1,500,000
within a 12-nmonth fiscal-year period.
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"Net billings (gross billings lss till discounts and rebates) shall be subject to
tni advertising agency commission of 15 percent."

Tile blue network of the National, in addition to the above, provides for special
blue discounts.

The Columbia has a schedule of weekly and annual discounts, plus an advertis-
ing agency commission of 15 percent. There is not much material difference in tie
systems employed to make it attractive for the advertising agency to divert as
much advertising as possible fromn printed publications to radio broadcasting.

Having hi mind that the advertising agencies receive some ".36 percent" from
radio broadcasting companies, as admitted by the treasurer of the Colunbia (which
does not advertise special discounts or rebates) as compared with only 15 percent
front printed publications for placement of advertising, it might be well for tile
committee to look over the National Broadcasting Co. billings of those advertising
agencies whose billings exceeded $1,500,000 in 1940.

Agency A -------------- $9, 564, 419 Agency G ---------------- $1,956, 810
Agency B ----------- 4,392, 855 Agency 11 ----------------- 1,920, 143
Agency C ----------- 2, 972, 116 Agency I ---------------- 1,749, 591
Agency D --------------- 2, 454,059 Agency J --------------- 1,604, 674
Agency E --------------- 2,134,921 Agency K ----------- 1,560, 537
Agency F ----------------- 1,950,503

Much tile same could be cited with relation to the advertising agencies and
Columbia.

The combined total billings by advertising agencies (1940) amounted to
$91,684,v00. Of this amount all but $491,641 wits placed through advertising
agencies. In other words, direct billings was about one-half of 1 percent.

It Is estimated that the rebates and discounts, other timi advertising agency
commissions, divert some $20,000,000 of yearly income which would otherwise
be received by the radio networks and broadcasting (ompanh's. Tile Prolosed
tax allows a deduction of not more tian 15 l)ercent for commissions free from
taxation. The elhimination of the rebates and discounts would save the networks
amid radio stations al estimated total greater tinn the estimated $12,500,000
which they would pay under the low i'ates voted by the Iltuse of RepresentatIves.

cck conlthance of rebate

The National Association of Broadcasters makes it clear in their brief (p. 2)
that "gross amount received or accrued fromn tihe sale of tine," by the broad-
cast companies, "cannot logically include discounts or rebates actually allowed."
This means that rebates and discounts which tire always In addition to the
agency commissions, do not show in the gross Teceilpts and so are not deductible.
The broadcasting companies will, therefore, look twice before allowing tie
very generous rebates and discounts which the advertising agencies have become
accustomed to.

Little wonder the advertising agencies are concerned about a tax on radho
broadcasters I

Radio broadcasters would have you believe that the proposed tax on radio
broadcasting stations Is a tax on advertising. That they do not believe such
themselves Is best evidenced In the formal brief of the National Associatiol
of Broadcasters. You will find (p. 18) they say: "Radio broadcasting is the
principle source of entertainment in America." On the same page they em-
phasize their insistence that radio broadcasting Is an amusement and enter-
tainment enterprise as they contend that radio broadcasting "enjoys the favor
of half again as many people as its closest competitor, the motion picture,"
Surely, mio one will contend that "the motion picture," radio broadcasting
"closest competitor" in entertainment or amusement, is advertising.

During the Finance Committee hearings, in response to a query as to placing
a tax on advertising, Senator Bennett Clark said: "You cannot conceivably
tax newspaper advertising under the Suprome Court decltii tie LouIliana
ease."

The employees of the broadcasting companies may also be numbered among
the opponents of tile proposed tax on radio-broadcast companies. In addition
to other figures which we have cited It would be well for tile committee to
have in mind that the 40 stations in centers of population of 500,000 to 1,000,000.
Im 1('39. employed only 1,805 full-time workers. Tile average wages paid
were $42.37. ('lerks received at average of $20.59; stenographers. $23.10: ae-
coimitants, $,1.43; writers, $41.60; staff musicians, $43.29; and highly skilled
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electric operators, $42.54. The 87 stations In centers having between 250,00
find 500,0M) population employed only 2,561 full-time workers. Tite average
wages received was $34.04. Clerks averaged $20.40; stenographers, $22.93;
accountants, $32.00; writers, $28.13; stff nmsihlans, $32.67, and electrical op-
erators, $40.09. The average net broadcast revenue of 80 of these 87 stations
was 86 percent of the current value of tile stations, after paying commissions
and allowing rebates and discounts to billing agencies.

The employees who oppose the levying of the proposed slight taxes obviously
hav no stake: either fIn the larger profits of the radilo-i)roadesting companies
or the swollen rebates allowed to the advertising agencies.

4. We favor a substantial Increase in tile proposed taxes (in radio lroad-
(,asters because of the diversion of advertising front printed publications to
radio broadcasting with Its resultant loss of thousands of Job opportmiltes
to printing trades workers.

Jobs lost-ycarly wages 1creased

The small number of workers engaged by radio-broadcasting stations, as
('ompared %will printing estabIlisments, tlie broader regiomil coverage enjoyed
by the more powerful radio stations which cover areas wherein are located
hundreds of newspl)ers, magazines, aii(l printing plants, which provile ema-
ployment for thousands of printing-trades workers; the publi," gift of a free
franchise iand finally the great profits of the radio-broadcasting companies to.
gether with comparatively stnall operating expenses have combined to give
radio broadcasters an unfair competitive advantage which has resulted in the
loss of thousands of job opportunities to printing-trades workers. In addl-
lion, we believe, the granting of rebates ail(l discounts, plus agency commissions,
has led these advertising agencies to prefer radio business to that of news-
paper and magazine contracts from which they receive iuchl lower
relnllerat loll.

That the effects of this competition has been serious cannot be doubted. Farin
newspapers and magazines have been the greatest sufferers. According to
Printer's Ink of March 1, 1940, the advertising revenues of farm papers totaled
$35,C00,000 In 199), while in 1939 these receipts had dropepd to $17,000,000, a
lns of 50 percent. In 1929 radio advertising aniounted to 4.3 percent of total
national advertising. In 1939 this percentage had risen to 31.8 percent. Gov-
ernment statistics llow a decline of 1,656 in the number of pulllshing plants
compared with 1929. Average annual wages of printing-trades workers during
the same period declined $284 or 15 percent. The decline In advertising revenue
forced many newspapers and magazines to Iiterease their prices to the consumers
as muchs 50 pi'rc'nt.

In view of the foregoing it would be diffiult to find among the hundreds, yes,
thousands of Industries, trades, or services In the United States, subject to excise
or other taxes, one which might with greater justice and fairness and with less
oppressiveness and Injury be taxed than the radio-broadcasting stations and
networks.

(Subsequently the following telegram was received from Mr. Wood-
ruff Randolph, secretary-treasurer, the International Typographical
Union.) 

[Telegram]

VANCOUVER, BRITISH COLUMBI.A, August 22, 19111.
SENATE FINANCE COMMIT'EF,

,Senatc O/lice Building, 1'ashington, 1). (.:
The International Typographical Union, In convention assembled, respectfully

calls to the attention of the committee that the printing-trades unions are
unanimous In theiu support of the International Allied Printing Trades Asso-
clation's request for adequate amusenient tax to be levied on net time sales of
radio broadcasting networks and stations aq presented to your committee by
John B. Haggerty, chairman of the board of governors of the association. The
International Typographical Union further states that the American Federation
of Labor does not represent the association in this matter, and that a resolution
adopted by the executive council of the American Federation of Labor opposing
such a tax does not represent the desires of the five International printing-trades
unions Involved. The names of such other American Federation of Labor unions
as may be desirous of such all action by the executive council of the American
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Federation of Labor have not been made known to our organization. Four of
the five I)rlntig-trades unions forming the International Allied Printing Trades
Association tre members of the American Federation of Labor but do not depend
upon that organization for guidance on this particular questIon. The'lse four
l)rinting-trades unions even though affiliated with the American Federation of
Labor are unqualifiedly In support of the presentation of President iaggerty,
w; is also the International Typographical Union.

AVOOIwRUFF RANDOLPH, S (crctary-TrceaslrCr.
The CnAImr.AN. Mr. Casey.

STATEMENT OF WILLIAM 3. CASEY, NEW YORK, N. Y.,
REPRESENTING THE FEDERAL TAX FORUM

Mr. CASEY. Gentleluen, I am William J. Casey, an attorney associ-
ate(l with the Research Institute of America, and I ai here on behalf
of the Federal Tax Forum of New York City. 'It is a forum of tax men
in the tax departments of corporations and attorneys and accountants
who practice tax law in New York. This organization of over 100 tax
men meets together 2 nights a month for the purpose of studying and
discusing taxes and pooling experiences with both taxpayers and tax
collectors.

In appearing for the forumn, I am l)resenting not my own ideas and
recommendations but those of the organization as a'whole. I agree
with most of these recommendations; with some of them I disagree.
They were arrived at after submitting to the group over 30 different
and distinct suggestions for amending the tax law in the interest of
greater equity and expediency in raising revenue. These suggestions
were boiled down; some of them discarded; some were amended. I
am submitting to you the recommendations which the group, as an
organization, has approved and thinks deserving of serious study
and action by you gentlemen who are charged with drafting revenue
legislation.

At the outset, let me say that the Federal Tax Forum as a body
recognizes the urgent need for more revenue. We are not speaking
in behalf of any taxpayer, class of taxpayers, or even in behalf of all
taxpayers as a group. We appear as plain citizens for the purpose
of contributing our experience to the task of raising the greatest
amount of revenue with the least alnount of hardship and inequity.
We submit that our own experiences in dealing with both taxpayers
and with tax collectors gives us a, particularly advantageous per-
spectiVe from which to consider this problem of raising a maximum
of revenue with a minimuln of hardship, irritation, and injustice
with which you are so seriously concerned. Before proceeding to
our specific r(comienlations, let"me urge one general principle. It is
this:It is just as important in drafting tax legislation that you consider
taxpayer morale, as it is in drafting military legislation to consider
the morale of the men in Army camps. Without good taxpayer
morale, the new and higher tax rates, which are necessary this year
and for some years to come, will not produce their maximum in reve-
nue. Most of our recommendations are directed at clearing up
inequities and hardships which generate resentment among taxpayers.
In some cases, these steps which we are asking you to take-for
example, restoring the tax oi investment income to a net income
instead of a gross income basis-may cost something in revenue. We
submit, however, this cost will be offset-perhaps even more than
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offset-by the reduced difficulty and expense in collection, and the
general increase in revenue which will result from the more cheerful
cooperation by taxpayers in reporting income, keeping records, co-
operating on audits, and in general cooperation with the Bureau of
Internal Revenue.

Removal of these sources of irritation will pay dividends in revenue.
If they do not, it is within your power to make whatever rate in-
creases are necessary to make up the loss in revenue which results
from following these recommendations.

Investment evpenscs.-It is strongly urged that section 23 (i) of
the Internal Revenue Code be amendcl to specify clearly and unmis-
takably that any expenses incurred in connection with the production
of any income which would be taxable shall be deductible. h'lhe Su-
preme Court, in Higqgins v. Commissioner (61 S. Ct. 475), has upheld
the Commissioner in disallowing clerical salaries, office rent, and
similar expenses incident to supervising extensive investments.

The CHAIRMAN. It will not be the purpose of the committee, accord-
ing to its tentative decision at least-I think we will have to follow
it-to go into what. you might call the administrative or technical,
or miscellaneous provisions of the tax bill at this time. The Treasury
is making a study and will be ready to submit a bill that will cover
such matters as the correction of the rule in the Itiqgins case sometime
this winter.

Mr. CASEY. I would like to lay these recommendations on the record
anyway. Some of the things I have to speak on concern technical
and administrative changes; others concern provisions of this bill.

The CHAIRMAN. You can file the brief in the record; it will be more.
helpful for us a little later.

Mr. CAsFY. This Higgins decision, perhaps primarily aimed at
inactive investors, has been applied against persons actively engaged
in carrying on an investment business. This discriminates gravely
against the taxpayer who invests his money in securities and bonds
and who has to spend money in investment research, keeping records,
making reports, etc. Frequently he would be much better off putting
his money in an annuity or some other form of investment where he
received only a net return. Under the current Treasury practice he
must pay tax on his gross return without the benefit of any deduc-
tion for incidental business expenses. Thus, taxpayers who happen
to receive the income on which they are teixed from investments are
taxed on their gross returns. Other taxpayers are taxed on their
net return. This glaring, and now very common discrimination can
be readily eliminated by providing for deduction of all expenses in-
curred in earning taxable income.

It is particularly important that inequities and injustices be elimi-
nated now. As tax rates increase, taxpayer resentment is apt to
increase correspondingly. By eliminating technical discriminations
of this kind, that resentment can be at least. kept at a minimum.

In 1938 a subcommittee of the House Ways and Means Commit.
tee made a recommendation on this point which received Treasury
approval. This recommendation was to this effect:

It Is recommended that a deduction be Permitted under section 23 of the
Revenue Act of 1936 for expenses not attributable to the taximyer's trade or
business, but immediately, and directly incurred in the collection or production
of amounts included In gross income, limited to 50 mrcent of the amount
collected or produced.
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This recommendation was not written into the law at that time
because the Bureau was as a general thing allowing deductions of
expenses incurred in producing income. The need now is acute. It
might be noted that a provision in the New York income-tax law
similar to the recommendation of the House Ways and Means sub-
committee is operating satisfactorily.

It is recommended that the relief be made retroactive to all cases
now open. For many years it was the regular practice of the
Bureau of Internal Revenue field men and auditors to allow deduc-
tions of bookkeeping and stenographic, expenses, office and safe-
deposit-vault rent, auditing and legal fees, the cost of investment
advisory services, etc. Disallowance of these expenses on a really
large scale began with the Supreme Court's decision on February 3,
of this year In the Higgins v. Convm,issioner case. Now it is not
fair to levy assessments for the disallowance of their investment
expenses on taxpayers whose returns for prior years have been kept
open by waiver or otherwise. To avoid discrimination in favor of
those taxpayers whose returns happened to be closed when the
hiqgins case came down, the amendment authorizing deduction of
any expense incurred in producing taxable income should be retro-
active. This change will put the Treasury back on the basis on
which it operated for many years.

Basis for graduation of excess-p-roflts-tav rates.-It is strongly
recommended that the excess-profits-tax rates be graduated on a per-
centage basis instead of a dollar basis. The present scale of rates
and the proposed rates operate arbitrarily with respect to many
corporations. The present graduation of the rates of tax according
to brackets measured by dollar amounts is entirely out of accord
with the principles and the logic of excess-l)rofits taxation. As the
law stands, some corporations can increase their earnings four or
five times and earn over 100 percent on their capital without hitting
the top rates. On the other hand, other corporations might hit the
top rates though earning only 10 percent on capital or earning slight-
ly in excess of their average earnings during the base-period year.
This is illustrated in the following examples:

Corporation A has all invested capital of $10,000,000 an(d average
base-period earnings of $800,000 so that under either credit method it
has all $800,000 credit. In1 1942 its earnings amount to $1,350,000--
an increase of slightly moie than 50 percent over the base-period
earnings. Corporation A will pay excess-profits taxes at. rates running
from 35 to 60 percent on its adjusted excess-profits net income. Cor-
poration B has all invested capital of $100,000 and average base-period
earnings of $8,000 so that its credit under either met hod is $8,000.
Corporation B earns $42,000 in 1942-a 200-percent increase over
base-period earnings, but pays excess-profits tax at no more than the
35-percent rate. Because of the fact that the excess-l)rofits-tax rates
are at present tied to brackets graduating according to fixed money
amounts, a corporation which increases its earnings by only 50 percent
may be required to pay at the very highest rate while a corporation in-
creasing its earnings threefold call pay at the very lowest excess-
profits-tax rate.

The philosophy behind the option to take a credit based on prior
earnings record or capital is that a corporation is entitled to a reason-
able return on capital and to earnings equal to its earnings for a
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representative l)redefense period before it should be required to i)ay
excess-)rofits tax. Since the rates are to be graduated it is logical that
they should be graduated according to the proportion by which
current earnings are in excess of predefense earnings or the allow-
able rate of return on capital.

Consider that a stockholder in a corporation with a. high level of
earnings in dollars may now have his return depleted by excess-profits
tax at. top rate even though his return on his investment is much lower
than that of stock in a close corporation which earns more on its
capital, more in relation to its predefense earnings and yet keeps
within the low-rate bracket.

We therefore urge that the excess-profits tax be placed on an
equitable basis by graduating the rate schedule according to a per-
centage of the excess-lprofits credit. The rates can be adjusted to
l)rodulce the amount of revenue sought from the excess-profits tax.
All we ask is that the arbitrary dollar basis of a graduating rate
be replaced by a fair and reasonable percentage basis. The Treas-
ury in the testimony of Mr. Sullivan recognized that the proper basis
for graduating excess-profits-tax rates is the ratio between excess
profits and the credit and not the dollar amount of excess profits.

Anmortization. a~lowance.-The forum recommends that the revenue
nct be amended to require the Treasury Department or the National
Defense Advisory Commission to issue certificates of nonreimburse-
ment permitting 5-year amortization in all cases where the contract
contains no specific treatment of or reference to reimbursement for
the amortization of capital costs. There is a serious log jam in the
issuance of certificates of nonreimbursement. The Defense Commis-
sion is requiring taxpayers who expanded their facilities to cal-ry
out defense work to establish that they will not recover an; part of
the cost of the expansion in the price they charge for the defense
items they contracted to produce. This is causing a great deal of
anxiety among taxpayers. It is understood that the. Defense Com-
missioni has gone so far as to break down the corpo-'ation's 1)rofit on the
contract, consider that it is entitled to earn only what it considers
a reasonable profit, and so consider the balance tis reinibursement of
the costs of expansion. Where the Defense Commission is able to
find what it considers to be reimbursement, it withholds certificates
of nonreimbursement and doubt is thrown on the taxpayer's right to
the 5-year amortization privilege which Congress granted last, year.
It loes not seem to have been the intent of Congress to authorize
anybody to determine what is a legitimate profit on a Government
contract and to treat the amount in excess of what that party con-
siders a reasonable profit as reimbursement for the cost of expansion.
This disl)ute and litigation can be cleared tip now by making it man-
datory to issue a nonreimbursement certificate unless the Govern-
mnent contract specifically, provides for reimbursement of expansion
costs. Of course, where ihe latter is the case, clearly 5-year amortiza-
tion is not allowable.

It was not the intent of Congress in enacting section 124 of the
Second Revenue Act of 1940 that a taxpayer's right to amortize the
cost of expansion certified as necessary should be contingent upon
the taxpayer's being able to break down the cost elements and the
profit anticipated in taking a Government contract to show that lie did
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not figure on a return of his expansion cost in the contract price. It
was the apparent intent of Congress and the almost universal opinion
among taxpayers that nonreimbursement certificates would be issued
unless reiinburstment for expansion costs was specifically agreed upon
as such and appeared on the face of the contract. There was no sug-
gestion that ordinary supply contracts might involve a hidden reim-
bursement that would require protection of the Government's interest.

Taxpayers have relied on the assurance given by the entire history
of section 124 that 5-year amortization would be available if ex-
pansion was certified as necessary and reimbursement was not spe-
cifically contracted for. Those contemplating additional expansion
can't be sure as to their tax position. This situation can only be
cleared up by amending section 124 to require issuance of nonreim-
bursement certificates in all cases when necessity certificates have
been issued unless the contract on its face provides for specific
reimbursement of expansion costs, as in the case of emergency-plant-
facilities contracts.

Extension of the "growth corporation" formvda.-In March 1941
the excess-profits-tax law was amended to permit a computation of
base-period earnings which gave special weight to the last 2 years
of the 1936 to 1939 base period. The purpose was to relieve a
voting corporation which had grown rapidly during the base period.
It was felt here that in the case of these rapidly growing corpora-
tions the last 2 years of the base period were more representative of
their average predefense earnings than were the first 2 years. The
law as it stands today does not seem to permit the use of income of
predecessors. It does not seem fair or reasonable that a business
which carried on through the entire base period should, merely be-
cause of that fact, receive better treatment than a business which
underwent reorganization, changed corporate form, or was perhaps
transformed from an individual proprietorship or partnership form
to the corporate form during the base period. Frequently, a cor-
poration which had new capital pumped into it or which'changed
managership during the base period will have undergone some
change in corporate form. This is precisely the type of corpora-
tion which the growth corporation formula intended to assist. It
is recommended that the law be amended or clarified to afford the
benefits of the growth corporation formula to all corporations, in-
cluding the one which used the data or earnings record of a prede-
cessor corporation or individual proprietorship or partnership in
coinputing its average earnings credit.

Extension of section 3801.-The forum recommends extending the
provisions of section 3801 of the Internal Revenue Code to lift the bar
of the statute of limitations where the Treasury Department disallows
a loss on the ground that it should have been taken in an earlier year.
This revision would permit the taxpayer to take his loss in the earlier
year even though ordinarily that year would be closed by the statute
of limitations. The House Ways and Means Committee, in its report
on the 1938 Revenue Act, stated:

The sole purpose of the statute of limitations Is to prevent the litigation of
stale claims. Its use to obtain a twofold advantage, whether by double deduction
or by double taxation, is not in keeping with Its fundamental purpose.

Pursuant to this philosophy, section 820 of the Revenue Act of 1938,
now section 3801 of the Internal Revenue Code, was enacted. This
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section effectively closed UlI) the ossibility of a taxpayer taking a
double deduction. It protects tie Government from claims by taxpay-
ers that income sought to be taxed ini a current year should have been
taxed in a year outlawed by the statute of lim.taions. It protects tax-
payers against efforts by the Goverinent to inmose tax on an item of
income which was reported and taxed in a yearI barred by the statute
of limitations. However, there is one glaring and obvious omission.
The Commissioner is still entirely free to disallow a deduction on the
theory that it should have been taken in a year outlawed by the statute
of limitations. Suppose in 1939 the taxpayer claimed 'a worthless
stock deduction. Tile Commissioner erroneously disallows it on the
ground that the stock is not yet worthless. In 1941, after a refund for
1937 is barred, the taxpayer again claims his worthless-stock deduction
and again the Commissioner disallows it. This time the disallowance
is on the ground that the stock had become worthless in 1937. Although
the taxpayer has suffered a valid loss, the Commissioner, by changing
his position, has prevented him from using that loss to reduce tax lia-
bility. The Government is protected from double allowance of all
losses, but the taxpayer is not protected from double disallowance of
a loss which he actually suffered, whether in one year or in another.
This inequity can be remedied by adding to sul)section (b) of section
3801 a further circumstance for adjustment.

lnome from partially completedI coftraets.-It is recommended that
taxpayers performing work on Government contracts or subcontracts
be given the option of taking into taxable income of the current year
the income arising from goods completed within the year but not
delivered until after the close of suich year.

This proposal would afford relief in situations where a contractor
has completed a large amount of goods on Government contract,
income from which cannot be taken into taxal)le income because of the
failure of the Government to inspect and/or accept the goods for
various reasons. It would also afford relief where completion of the
entire contract is delayed because of inability to obtain parts or certain
essential materials. Vie taxpayer's o)ject in exercising such an option,
of course, would be to avoid being taxed1 on such profits in the following
year, when tax rates might be higher and/or other deductible expenses
lower. Such a relief provision would operate generally to advance
the date of collection of taxes.

Accountingq ;nnciple..-The experience of a good many of the tax
men in the Federal Tax Forum indicates that many troublesome sit-
uations met in their practice had an obvious solution from an account-
ing viewpoint, although not covered by any specific provision of the
tax statutes. The forum therefore recommends that the bill contain a
provision substantially as follows:

Generally recognized principles (if accounting ore to be followed In determining
what is gross and net income and the year of Its realization, and what constitutes
paid-in capital and earned surplus except to the extent, if any, that such determni-
nation be clearly contrary to specific provisions of the code.

Note that this l)rovision would not operate to permit dispute and
litigation over what is the recognized accounting principle or tle
best recognized accounting principle. If the taxpayer follows any
recognized accounting principle or practice, the Bureau would be
required to comlte income and capital on that basis in the absence
of any conflicting statutory provision.
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Extension of limitation period.-The forum recommends that the
law or regulations be amended so that the statutory waiver formJ used by the Commissioner to keep open the statute of limitations on
assessment automatically operate also to keel) open the right to file
refund claim for the same year. Frequently, the Bureau has in-
sisted upon obtaining a waiver to keep open a mnunber of tax years.
Although the taxpayer cooperates by giving such a waiver, this
waiver does not operate to keep open the period within which lie can
file refund claims for the same year or years. Frequently, further
audits and examinations, discussions, and negotiation on a return
for an outlawed year will reveal that the taxpayer failed to take
a deduction to which lie was entitled or that lie reported an item
of income which lie did not have to report. If the statute of limi-
tations has run on the filing of a claim for refund, he is helpless.
Oi the other hand, the waiver, if it is signed by the tax)ayel, per-
mits the Commissioner to knock out exemptions erroneously claimed,
or add an income item which the taxpayer failed to report, even
though the statute of limitations has run. In the interest of tax
justice, this should work both ways. This is another point at which
placing the Commissioner of Internal Revenue and ta'Xpayers on an
even and equal footing would result in more cheerful or, at least,
less resentful payment of taxes, keeping of ra-ords, filing of returns
and other cooperation with the tax-collecting authorities. Here it
is quite clear that is difficult for a taxpayer and a Bureau reple-
sentative to sit down and work in a fair, cooperative, and truthful
manner to determine the taxpayer's exact tax liability when the at-
mosphiere is clouded by the knowledge that if the Bureau representa-
tive finds some way to add to the taxpayer's liability lie is free to do
sO, but if the taxpayer finds some point on which lie paid more tax
than lie should have, lie gets no refund.

The forun recommends a basic provision in the statute that any
agreement extending the period within which the Commissioner may
make an assessment will automatically grant the taxpayer a similar
extension of time within which lie may file a claim for refund. It has
been held (Tueei' v. Alexander, 275 U. S. 228) that the Commissioner
does not have the power to extend the pel'iod for filing refund
claims. Therefore, there is a clear necessity for legislative relief to
)'oduce equal operation of the statute of limitations.

Bad debts.-Thie forum recommends that section 23 (k), permit-
ting deducation of bad debts, be amended so that no charge-off is
deemed necessary. A similar amendment eliminating the need for
ascertainment within the taxable year should be enacted. Both of
these recommendations could perhaps be best acconlh)lislhed by cre-
ating a statutory presumption in favor of the year in which a bad
debt is taken off or deducted on the tax return. The thought behind
these recommendations is that a bad debt should be deductible when
it actually becomes worthless. The technical requirement that the
taxpayer'go through the mechanical process of ascertaining that the
debt is worthless within the year in which it becomes worthless, and
charging it off within that year, appears to be sul)erfluous to the main
objective of permitting a taxpayer to use bad debts to offset taxable
income. The requirement for charge-off and ascertainment is a pure
matter of form. It has no effect upon the substance of when a debt
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actually is worthless, and thus when it can be deducted. Large mer-
cantile and manufacturing organizations call avoid these technical
requirements by using the reserve method of deducting bad debts.

A statutory change, such as the one proposed, would help the small
taxpayer who does not use extensive accounting set-ups or, in many
cases, even keel) books. Here the requirement that he must ascertain
that a debt is worthless within the year in which he wants to deduct it
and charge it off in that year is particularly harsh. Too often the
Bureau of Internal Revenue had disallowed the bad debt deduction
purely on the ground that it was not charged off or not ascertained
to be worthless within the taxable year, even though the taxpayer is
able to prove that the debt actually became worthless in the year for
which the deduction is claimed. taxpayers are in the best position
to know when they have exhausted efforts to collect a debt and when
the debt becomes uncollectible. The Commissioner should be required
to overcome a presumption that the taxpayer has claimed the debt in
the proper year. It. might be noted that the courts and( the Board
of Tax Appeals are trending to correct inequities worked by failure
to observe these technical requirements. '1Thus it has been held that
a taxpayer who keeps no books makes an effective charge-off when he
takes a bad debt on his return. However, this judicial assistance has
not extended to the point of overlooking the technical requirement
that the taxpayer ascertain the debt to be worthless within the taxable
year. Judicial assisance on a question of this kind is slow and un-
certain. It does not operate with complete uniformity. The tax-
payer should not be required to carry his case to the Board of Tax
Appeals in the attempt to avoid inequities of this type. Too fre-
quently the amount involved does not justify appeal. The clear, cer-
tain, and reasonable remedy for inequities caused by this vestigal
technicality in the tax law lies in the statutory amendment.

Impose excise taxes a.i Pear point of manufacture as possible.-The
fortum recommends that Federal excise taxes or sales taxes, if they are
enacted, e imposed on manufacturers instead of on retailers. The
forum opposed a general Federal sales tax. The grounds for opoS-
ing a general sales tax and for recommending that existing andnew
excise taxes be imposed at the point of manufacture bear some. re-
semblance. The basis for both is the administrative convenience of
collecting the tax more readily from manufactu rers than from a much
greater number of retailers. A general Federal sales tax would require
a new army of auditors, examiners, and all the other incidentals in-
volved in collecting a sales tax. If excise taxes are collected from
manufacturers, the Government will be required to deal with a much
smaller number of firms, and the job can be handled by a much smaller
number of persons on the Federal pay roll. By adjusting the rates
to manufacturers' selling price rather than the retail selling price, the
required amount of revenue and substantially the same economic and
business effects can be produced.

Merger of gift and estate taxe.-The forum recommends that the
gift and estate taxes be combined to provide only one exemption and,
in effect, one tax on gifts in trust and the general estate payable at
different times. Lifetime gifts would first absorb the single exemption.
Then the value of lifetime gifts in trust over and above the exemption
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would be taxed tit gift-tax rates, which would be as they are at present,
about three-fourths of the estate tax.

Thus, the discount for paying the tax on a lifetime gift would I)e
retained. But when the donr dies, estate taxes would begin operating
against the prol)erty held at the time of his death at the level of the
value of all gifts in trust over and above the exemption. Thus, if there
were a $40.000 exemption, and a donor gave to trusts during his life
property valued at $240,000. lie would pay gift tax on $200.000 at about
three-fourths the estate-tax rate. If at his death he held property
worth $500,000, this property would not be taxed at the estate-tax rates
from zero to $500,000, but would be taxed at the estate-tax rates in effect
between $200,000 and $700,000.

No retroactive exeise taxes.-Final recommendation calls for elimi-
nation of the retroactive provision of section 2405 which would impose
the new and increased excise-tax rates on conditional or installment
,-ales made since July 1, 1941. While sympathizing with the desire to
begin the collection of new excise-tax revenue at the earliest possiblee
date, we do not feel that it is fair to discriminate against sales made on
an installment basis. As the bill stands today, there will be no excise
tax on cash- or charge-account sales made before the effective date of
this 1941 Revenue Act. This discriminates against the small income
taxpayer who does most of his buying on articles subject to excise
taxes on an installment basis. This favors the taxpayer who can afford
to pay cash or who enjoys the luxury of a charge account.

We particularly protest against the retroactive application of this
provision, which penalizes the buyer or seller of jewelry, furs, musical
instruments, and other articles affected by these new excise tax rates.
There was no warning that. penalty of this kind was contemplated at
the time the sale was made. Many business lines face the requirement
to pay excise tax and adjust their selling prices accordingly for the first
time this year. Certainly for the l)eriod between Jul) 1 and the date
the House Ways and Means Committee bill was made public, most
businesses sold'without collecting excise tax or adjusting their selling
price to cover a new or increased excise tax rate. If-the bill goes
through as it stands today, they will be faced with the necessity of
ubsoriing as much as 10-percent excise tax or jeopardizing customer
relations by attempting to collect from buyers a tax which was not
contemplated by either party at the time the sale was made.

We therefore, recommen d that the new and increased excise tax
rates ie made applicable only to sales made after this tax bill becomes
law.

In conclusion, I want to say that some of the recommendations
we have made here may cause a little los in revenue to the Govern-
ment. We thought and talked about this, however, and conclude(] that
there was a good possibility that the decreascd cost of collection and
better taxpayer cooperation, resulting from taking out some of these
more irritating taxing provisions, eight more than compensate for the
loss in revenue, particularly in connection with such items as bad debts.
In any event, we feel that if that doesn't prove to be the experience, you
gentlemen can raise the rates to recover the required revenue with'the
ldl assurance that you will then be doing it oil a more equitable tax

structure.
Ti CIHAIRMAN. Mr. Guinev. For whom are you appearing?
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.Mr. GUINEY. The National Tavern Association.
Tie CHAIRMAN. New York City?
Mr. (hI1NEY. Yes; 8 East Forty-first Street, New York City.
The CHAIRrAN. All right; you may proceed.

STATEMENT OF TIMOTHY P. GUINEY, NEW YORK, N. Y., REPRE-
SENTING NATIONAL TAVERN ASSOCIATION

Mr. (riNF:y. Gentlemen, as the president of the National tavern
A.-sociat ion, I am l)esenting the views of my fellow tavern men on the
tax measure now before this committee, insofar as it concerns a
proposed tax oii alcoholic beverages, which my members, the owners
(If the Nation's bars and grills, taverns and restaurants, sell. Ofli-
cially we are designated as on-premise licensees and there are more
luhan 250,000 of us throughout the country. We sell liquor "l)y the
drink" for on-l)ren-ise consuml)tion in our establishments, and in
this manner account for better than 70 percent of the alcoholic bev-
erage sales volume in this country. Which means that out of the
50,000,000 cases of so-called hard liquor sold nationally, more than
35,000,000 cases are sold by these on-premise licensees, bythe dinik.

Ti facts and figures you will hear today from other factors ill
this iI(lustry will convince you that there is a grave danger lurking
in any added tax at this time. An increased tax opens tile way to
illicit liquor sales, refilling of bottles, the use of lower-proof whis-
kies and the general increase of unlicensed sales of alcoholic bey-
crages, all of whlicli must result in a greatly curtailed consumlption
of tax-1)aid liquor. I could talk about the law of diminishing rc-
rurns, or stress again that the point of tax-satiety has been reached
on this commodity. But I believe that, if you will permit me, .I
l)ractical tavernman, to show you exactly what happens to the tax
dollar in this industry, and what the result, practically, of an added
tax wouhl be in actual revenue to the Government, you may agree
with le, that the prol)osed $1 per gallon tax, will not only result
in a falling off of conlstimption, but will cause a definite loss in tax
revenue from this in(lustry of over $27,000,000 in the coming year.

First, for the. l)urposes of computation, permit me to discuss this
tax on the basis of a case of whisky-12 quart bottles at 100 proof,
3 gallons to the case. Now, let mie take you step by step with this
tax from the distiller to the consumer. The placilg of a $1 per
gallon tax on distilled spirits, would mean that the Government
should get for each case sold $3. The distiller then adds to his price
this $3 plus a mark-up for handling, overhead, and interest of about
50 cents, making the additional price to his distributor $3.50. rhe
distributor in turn adds to this price his mark-up of about 13 percent,
)ringing tile price to the tavernmnan to about $4 per case. The

taverlnman should now add to his cost his usual mark-up and pass
it on to the consumer, the public-but lie cannot do so. For he now
breaks up the case into individual drinks-and thanks to the last two
tax increases his price per drink is as high as he can make it, and
still obtain customers to buy it. The next price increase would have
to add 5 cents to the )rice, andl he cannot get that price from his cus-
tomer, or can only get it at the cost of a great loss in trade. As proof
positive that .le cannot get an additional nickel is the fact that in
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States where a State tax in 1940 its boosted this price, t ie sales have de-
creased as in the State of Virginia, where a State tax resulted in an
exceptionally noticeable decline ill tax-paid revenue, and a relatively
high increase ill captured stills, and other illicit outlets. In the
State of Louisiana, too, a State tax increasing the cost per (rink,
resulted in a definite and marked decline in State tax revenues, di-
rectly attributable to this tax.

This leaves but one alternative to the tavernnman. He must absorb
the tax himself or flind other means of passing it on to his customer-
other means than a price increase, if he is to maintain his si-ales
volume, and correspon(lingly the tax-revenue possible through such
sale.

Where you cannot get more for a commodity, and the cost to the
seller is increased, there is but one thing to do-stretch that com-
modity, so that you give less for the same price, and thus maintain
your same percentage of profit. In the case of mieats for example,
the price of the dinner might not be increased because the cost of
steak lits been increased, but the size of the steak served is notice-
ably reduced, although the price of the dinner is the same. By the
sanw, token, the tavernman must stretch the whisky in the bottle he
buys, so that lie can continue to derive the same volume of profit at
the samne price. In other words where he formerly sold 20 drinks
out of each quart of liquor, he now must. get 30 drinks to overcome
the added taxes and costs with which he is burdened. If the $1 per
gallon ($3 per case) tax is made a fact, it will be inevitable and
the duty of this association to advise its members to cut their drinks,
by serving them in 1-ounce glasses instead of in the 1,/ 2 -ounce glasses
in which they are now sohl. Only in this way can the tax be passed
on to the public as it was originally intended to be. Only in this
way can the tavernman avoid again a bsorbing a tax, which he cannot,
af ford to pay.

What does such cutting down of the size of the glass mean to the
Government in revenue. As pointed out, of tile 50,000,000 cases sold
annually, over 35,000,000 were sold, )y the drink, through the taverns.
On these 35,000,000 cases of liquor, the taxernman paid a tax amounmit-
ing to some $315,000,000. Should he reduce the drink sold to 1 ounce
from 11/- ounces he would need exactly one-third less liquor to serve
the same number of drinks as he sold the previous year. In other
words he would only have to l)urchase some 24,000,000 cases, instead
of 35,000,000 cases of tax-l)aid liquor to. (1o the same volume of busi-
ness. The number of drinks lie sells would be the samne, but the
volume of liquor sold in each drink would be reduced exactly one-
third. So that even if there was a tax increase of $3 per case as is
proposed-it would only be paid oi 24,000,000 cases. Iigured at the
new tax total, including'the new tax proposed, the tax would be $12 per
case, which would only bring in $288,000,000 of tax revenue. In other
words, at the present $9-per-case tax the revenue wmol continue to
reach at least $315,000.000 annually. At the l)roposed $12 rate, the total
revenue would only be $288.000,000, or a loss of revenue of $27.000,000
without taking into; considerate ion the very evident loss through the sale
of illicit liquor, bootlegging. and other subterfuges made possible by
the inviting margin bet-weet legal and illegal liquor, not to mention the
loss of revenue to the States who now average $3-per-case-tfix revenue
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from the present taxes ill force. Tins association is not anxious to sug-
gest any changes to tile taveruman which ill these times would ad-
versely affect the national tax revenue. No one knows better than
America's No. 1 taxpayer how vital such funds are to nat ional defensee.
We therefore have a suggestion to make which has been endorsed and
aplproved by our members throughout the country. Despite the burden
of the present taxes, we feel that if we must we can stand a tax rise of
not more than $0.25 per gallon-$0.75 per case. By the time this tax
reaches the tavernman it will be $1 per case-getting out of each case
240 drinks (using the 1/,-ounce glass as at present) ; it would mean
that each drink would cost us a little less than one-half cent additional
to serve-we are willing to absorb this cost ourselves, just as we have
absorbed most of the past tax rises, in the interest of national defense
and the great need for funds, despite the )resent heavy tax load we are
now called upon to pay. As a )ractical matter, you can see that where
the tax increase involves a cost to the tavermian of only one-half cent
per drink, it would not pay him to change over to the other size of gloss-
ware, at the risk of offending the customer, the l)ublic. Only dire0
economic necessity would make such a move mandatory. We feel that
this is the only way to keel) up this industry's )resent tax-paying ca-
pacity-and while this tax would not add the $100,000,000 the $1 new
tax proposal contenlplated-it will definitely assure the Government
of the same tax as last year. l)ls an added $30,000,000 from the $0.75
l)per case suggested iere, l)lls the normal increase added national earn-
ing power should bring. Against which you have the almost certain
loss of $27,000,000 which must result if tlie $3-per-case tax prol)osal
now recommended should pass. A net difference in national tax reve-
nue of $57,000.000 less than you can have umder the plan we have
submitted lere.

This association sincerely hopes that this committee will take into
consideration the figures and facts stated here, and act upon the sug-
gestion of this association. And, lest the cry of "unpatriotic" be raised
by anyone against this industry. let me point out that over 75 percent
of the licensed tavern owners in this country are ex-service men like
myself who proved their )atriotism in the last war. In fact. we feel
that we would be definitely inpatriotic were we to fail to point out
an( protest a )ro)osed tax which cannot possibly raise the revenue
intended, because it is economically iml)ractical. Two hundred and
fifty tlousand tavermimeni tire anxious to cooperate-with a just tax
tlley can do so.

The CHAIRMAN. Thank you very iich, sir.
Mr. GUINEY. Mr. Chairman, I am submitting to tile committee a

brief requesting an exemption on floor stock o hand to the extent of
100 gallons as previously granted in )ast tax measures, and would
al)l)reciate permission to file a final brief on the matter with the com-
mittee in the next few (lays.

'[he CHAIRMAN. You 11May (10 it 1l) to Monday.
Mr. GUINEY. Thank vou. Mr. Chairman: I (10 al)preciate the privi-

lege granted me here today, ill expressing the views of the tavernmen
of this country.

The CHAIRMAN. It will be included.
(The memorandum referred to follows:)
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NATIoNAL TAVI.IIN ANSS(IATION FINAL, BI;IEF,

ITEWUEST loll EXEMPtOIIN FOR FiOR. I1CRKS ON HAND IN PROPOSED 111 11 REVENUE Ii.
FOl AL(OHIOLIV IiVEIIAGES IN TAVERNS

('OMM ITIEE ON FINANCE, UNITM S''A'rrs SENATE.

(1BNTtI FN: The Irief ott ached hereto clearly shows that the, tilveril miell
whoni tlis ossoclalho represents, Illider te present ecoillih conditions II tile
ildlistry, live little holp' of passing Oil to the public ay part of the tax ilow
proposed oi alcoholic beverages. The tavern ImenI of this country suggested to
the Congress, Oil behlllf of this ihllustry that the tax hie Ilmited to 25 ceits per
gililoil of distilled spirits, and11 IAve offered to obsorb tills tax so that the tax
revenue resulting would not he dinifi ished Jild coulil lt fact ie iincresed. But
Inlt Is not the purpose of tils brief.

We' nre requesting that the( vomlllltee illororlite Ill tit, lproposed tlix hill Jil
extilolln .1101 11. wits ilIiled in tile last tax bill pImsed oil July 1, 1940, for
stleks oil hand ill retil (liltlets to It(h extent of 100 gallons.

As il 11-t0, we base tills figure of 1N) gallons on tile normal stocks oi hand
inl Ilie average business estlltisillent throughout tilt (iounltry. We do not he-
ltievv that any stock ill excess of this flgtire shotild lt- tlx eXelpt If a new tax
i toI he lev 31. But we (io helteve that the tavern man, the small iaiiiiiessinman
of this ihilustry, Is entitled to every consideration insofar Its it is economically
possible for the taxing agencies to extend .such (ionslderatio. Stocks hi excess
of tills figure should lie tixed. All we winit Is i 3fthlay supply exempt from
111x-35 leases, 1010 gallolls of ahicololl beverages is sllclient for niorlll ushilless.
The overage tavernman wouhl. if given ia floor-tnx exemiption on this quantity
of merchandise, be given ail opportunity to adjust himself to the next tax and
would feel that tile Goverument Is cooperating with hhi. ratlier than burdening
ill willh taxes without any collslderitIon for his normal Ishness activities,

a(d wouhl reciprocate by lending his every effort to contiiue to be America's
No. I tlx (ollector and taxpayer. Sufflhlent precedent exists for the Illusion of
su(h floor-stock exemllthi clause, not only lit the tax lill of July 1, 1940, was
exeniti(i graited, hut li the present tax bill of 1938 a 250-gallon exemptio
was granted. Such excessive exemption is ilot needed or exliected by the taverns.
[lit we (10 feel that on exempt loll of 1010 gallons, especially Inasmutch as the taveril-
we do feel that an exemption of 1(h) gallons, especially inasmuch as the tavern-
maii must alsorb tills tax himself, would ie of the lutmost ec(onnle, mi'oral, and
tiitaiiell aid to the small taverniwner wholi has never protected any levy that wits
for tile general welfare of tile coutry. A sinall businessman who needs the
little lift, the saving of this seemingly small anunt of money which neverthe-
less Ilnealls much to hni. This exempition would have a toile effect oil the man
lipon whom the burden of collecting Americo's heaviest Industrial tax ulptl-
aintely falls. We respectfully request your Inclusion of the exemption clause In

aiy tax which may be levied, either at the i(level suggested by this associat(it
of $0.25 per gallon or at tile tax rate tinaliy determined by the Congress.

'I'he CHAIKMAN. Mr. Johni P. Crane.

STATEMENT OF JOHN P. CRANE, PHILADELPHIA, PA., REPRESENT-
ING THE PHILADELPHIA RETAIL LIQUOR DEALERS ASSOCIA-
TION

Mr. ('RNE. Mr'. Chaiml-an and members of the committee, I do
represent 14,000 retail liquor licensees in Pennsylvania, employing
some 50,000 people. I appreciate this privilege of appearing before
,your committee today and wish only to point out that we think this
is a dangerous tax.. It is a tax that woul deprive the working
man whom we cater to mostly of the drink he has been used to getting,
or increase the price of thit drink to just double the amollnt-he has
paid for it ill the past. I therefore appeal to you not to remove
that drink from the market so that this workingmn;u will be dl)rived
of the pleastlre given to )ople in the higher wage brackets. I
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sincerely hope you will give this consideration. This provision will
increase the number of bootlegging outlets ill this country; they are
in every township, city, and borough. We are infested with boot-
leggers and the authorities, Federal and State, agree that it is a con-
dition they cannot ineet. They do not have a number of men suffi-
cient to stamp this thing out. I believe to make the price of any
drink prohibitive to the one who enjoys it will only add to the en-
forcement problem which we are confronted with today. We are
interested in the enforcement and control of the liquor hlws and try
to cooperate always with the agencies charged with that enforcement;
therefore, I hope an exemption will be allowed, as it hias been in
the past.

I want to thank you very much for the privilege of permitting me
to address you on this subject.

The CHAIRMAN. I believe that exhausts the witnesses for today,
so we will recess until 10 o'clock tomn'rrow morning.

(The following letters and statements were ordered incorporated
in the record:)

STATEMENT RITBMITTrErD BY TIE NATIONAL ASSOCIATION OF CREDIT MEN. NEw YORK
CITY

The National Association of Credit Men, an organization representing the
credit interests of approximately 20,000 American manufacturers, wholesalers,
find financial institutions, respectfully submits the following statement on taxa-
tion. In submitting our statement we are doing so with two points in mind :

1. A full recognition of the fact that in the present emergency now confronting
our Nation all must make sacrifices. Our organization approves the efforts being
inaide to meet as much as possible of the expense of the defense program out of
current income. As a vital essential to full defense effort, we strongly urge that
every nondefense itein possible be eliminated from Government operation.

2. The maintenance of the businesss activity necessary to the securing of
inaximun revenue by the Government is greatly dependent upon the credit op-
erations of business. On the other hand, credit is greatly affected by the fiscal
policy of the Government.

Our statement is made in the hope that such an expression of views may be of
assistance to Congress in coping with its gigantic task of financing during such
an emergency period.

With these thoughts in 111111d we submit the following suggestions for con-
sideratlon:

I. We believe ii the principle of a widened Income-tax base, both from a fiscal
viewpoint and because of the creation of citizenship interest il all governmental
problems. We favor )l)acing the greater emphasis upon the extension of direct
taxes rather than indirect taxes.

II. We recognize the necessity of Increased taxes for all groups and classes.
In such increase of taxes, however, there is always the danger that the added
burden may fall disproportionately upon those in one particular income group.
That group is usually the so-called middle class. Most of those within this
group are professional men, men of moderate salary and small businessmen.
Aside from the fact that it Is obviously unfair to discriminate against one group
in any way which might tend to conflict with the ability-to-pay principle of taxa-
tion, It is likely that much of the market for the sale of defense bonds will be
found among those in this middle income group. A disproportionate increase in
taxes for this group would, therefore, serve as a hindrance rather tlan a help to
the Government in its financial aims.

III. Consideration might well be given to establishing a principle for taxation
for individuals similar to that now in existence for corporations. In corporation
taxes the principle of making the greater Increases on profits beyond the normal
corporate profit has been accepted. In formulating a tax program for Indi-
viduals this same general principle might well be used so that the heavier In-
creases will fall upon abnormal earnings rather than upon normal earnings.
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IV. II tile coming years the tax factor will become of increasing importance
in the cash position both of individuals and of companies. This fact will have
a marked bearing both upon any analysis of credit and upon business in general.
We heartily commend the plan for the issuance of tax anticipation warrants.
Ili addition to this, we believe that provisions should be adopted, permitting the
payment of taxes oin a monthly installment basis. Such provisions will, if
adopted, facilitate tax collections and serve as a benefit both to individual tax-
payers and to business organizations.

AumusT 0, 1941.

NATIONAL ASSOCIATION OF CREDIT IEN,
Ncw York, N. Y., August 25, 14,91.

L:ECOMMENI)ATIONS OF A GROUP OF TEXTILE CREDIT EXECUTIVES WITH IIRESPECT TO
INVENTORY MATTERS IN TIlE Pi)POSEl) NEW TAXATION LAW

It is the suggestion of this group that the new revenue bill embody a pro-
visIon permitting businesses when ('Omlpiting their Income for 1941 and subse-
quent years to deduct a reserve for future inventory depreciation. As will here-
after be shown, this irovision will not benefit concerns enjoying actual excess
profits but will only tend to the preservation of business houses that in
reality will never enjoy such excess Income.

Assume that for the year 1941 a concern has had all extraordinary volume of
sales the proceeds of which it Ires used in part, as it is desirable, il acquiring
merchandise to be sold. But because of the present extraordinary conditions
this merchandise ires been purchased at greatly advanced prices lit which it
('annot be profitably sold when the inevitable recession comes. The result will
be, if the law does not make ii suitable provision to meet this situation, tlat
such businesses must destroy their' cash position by paying out cash for taxes omi
net income they will never realize. And of course these businesses will collapse
to the detriment not only of the investors therein but more particularly to
that of the emlployecs wllo will be thrown out of emlploynent.

To accomplish what is herein advocated, the suggestion is nimie that taxpayers
lie permitted to deduct annually ill determining their taxable income for 1941,
and subsequent years, all amount found by subtracting from the value of their
inventories, determined on the basis of 1941 a1(1 subsequent year j)rices, the
value of their Inventories for 1941 aml(l subsequent years, determined on the
basis of September 1939 market prices. Such an amount should be set ul) as a
reserve on their books and(1 maintained until tile Ieed lherefor arrives. Such a
need will arise when prices equal or fall below September 1939 prices. At
that time Inventories will be taken at the prices prevailing, and the total of tile
allounts previously deducted and carried il the reserve will be credited to
cost of sales is a reduction of the opening Inventory, and taxable income for
tile year determined on the basis of this adjustment.

Ill the case of those who lve truly enjoyed excess profits this will not hap-
pen. These persons will not have reinvested Ill Inventories; their unusual
profits will lie rlepresented Ill cash or its equivalet, and they will accordingly
receive no benefits from this provision. They have truly realized their excess
profits and will be taxed thereon. On the other hand, the average business which
has invested its profits into goods, which business should not be destroyed in
order to reach those persons who should be taxed on their extraordinary gains,
will alone be benefited by the present proposal.

Tile present income-tax law (see. 22 (d) of the Internal Revenue Code)
recognizes to soie extent the necessity for maintaining inventory stability in
determining taxable Income by permitting the use of the so-called last-in and
first-out method of valuation. But this method is Inadequate under present
conditions because when It is adopted It is only permissible to go back to prices
tit the beginning of the year of change Instead of to the sound prices prevailing
in September 1939. This, of course, does not permit adequate provision for
further inventory depreciation.

Ill addition, section 22 (d) Is faulty because the special method therein pro-
vided requires the actual valuing of inventories at the special prices allowed rather
than Jermlittilg the deduction of reserves to cover the situation. Such valuing
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of Inventories lit other tmitn market conditions is in various IlisInesses unstuitable
for mtterchaldisihg puposes anid (.allinot tie iidolited. Moreover, well the lst -iii-
first-out basis is employed, tile prices at the beginning (if lit, year of adoption to
the extent of quantities then oi hand is perpetutted regardless of future market
conditions. Should tile last-itn-flrst-oit method be adopted for 19)41, for exiilmpl',
thereafter tie prices at the beginning of the year-and they are not ti repre-
sentative prices of ordinary tities-Inust he lnailltainmd to the extent of tite
(titntity of merchandise for which the method is employed lit tie beginning of
the year, regardless of the fact that market Imay suhsequeltly fall filr below such
prices. Mallny business houses do not (late to adopt tit, last-in mid tirst-out method
because of tliese conditions. Also certain types of blsinesses-for exaniple, the
retail business usiig tit, retail selling systeilictainot enpllloy it. is it dtes not
lit it with their netlods of operation.

The textile group submits that If the ietlioI ierei advotated is adopted, a
most constructive step will hbe tiken to stablizi, business and heietit (redit condl-
toi)s. Should at provIslon allowing what I., herein suggested ibe itteorioralt(d ill
the new bill, to a great extent the cloud of uincertainty that now overhtutugs Ihsi-
itess will be rentoved. Tihen, when merchandise is sold oil the itbasis of balance
sheets sh110witig a large linvetitory as al asset, ti bttsiIcsslili will klnow that the
possible depreciation of that asset Is covered by proper reserve reflected in) that
balance sheet in arriving tit tie net worth shown thereby, whuli net worth is tit(,
basis of credit extended. Ali( so fitl, is the iusilless is concerted which lilts thit
inventory its ll asset. tile investors therein il its eniiloyites are protected
because its cash is not Iheihg Imptoperly (Ullet('d : 1it1i it iIs it it position to mneet
,tile depression thit will (ime, and carry oi.

HENRY 11. HEIMAN.

STATEMENT op A. LOWENHAUPT, ST. LOUIS, Mo.

Presently, the law contains two alternative bases for the determination of
normal corporate Income which Is exempt front the excess-profits tax. That is,
tile tax is applied to tile excess income over the normal income.

The two bases are (1) a percentage of Invested capital deeined a fair return,
or (2) the corporate income during the base period. A corporation may choose
which of the two bases it will use. A proposal has been made that the use
of tie base period incoine as a measure of normal corporate Income shall be
eliminated, antd 4 Vdesire to istnt out to you that thils will result In many cases
in a capricious and unjust tax for the following reason. The other basis, so-
called Invested capital a percentage of which Is exempt is in tle case of many
corporations not true or real invested capital at all. It is merely at niatne for
a formulary result and not anything real or true.

Under the invested capital method, property transferred to a corporation
for Its stock Is entered into the cal'ulation at what is called the i:nad.lnsted basls.
These words refer to the basis for determining gain or loss detin*d in section 113
of the revenue Act. Il m Iost cases where a corporation received property from a
predecessor corporation in wlat is classified uis a reorganization under section 112,
the basis for the allowance of Invested capital Is not tite cost of the property
to tile existing corporation but the cost of its predecessor of the prior owner.

When the property was acquired iii this nianner by the existing corporation
It was done with notice that It-the existing corporation-in the event it sold
time property, nlipt account for gain or loss ealcuhlted onl its predecessor's cost,
but that "was the limit of the liability which it accepted at that time. Now,
under the present statute, it is subjected to a new liability, that is, It is not
allowed to earn a fair return of income on wht it paid for the property.

For instance. If A and B form it corporation, and A Inverts $100),0(0 and
receives half the stock. and B transfers a patent to the corporation for half
the stock. B being the inventor aind having paid substantially nothing for the
patent. the present statute says that the patent cost the corporation nothing,
and Its Invested capital i determined without 11n1Y allowance of aity value for the
patent. Plainly, the patent was valued when received at $100,000.

The satie thiing is trite its to reorganizations which occurred after January
1, 1930, il which gail or loss was not recognized to the transferors, but it Is not
true as to Identically the staie kind of reorganizations occurring prior to Janu-
atry 1. 1936. unless. 1) percent control remains i the transferors.
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Tie use of Ihe statutory formul, unadjusted basis. is purely capricious.
In niany cases It results It, excessive invested capital, sometimes grossly
exces.4lve, and In other cas.' it results i it grossly insutliclent allowance.
Il hardly an1y ase (loes the uadJisted basis reflect actual Invested capital;
that Is, the amount embarked by the adventurers in the business.

Anl illustrat loll of tile exce.sIve Invested Capital allowance is tile case of
a bondholders' foreclosure. F'u, Instance, ider the generally accepted rule,
suppose lii years past stockholders Invested $1,000,01X il the stock of a cor-
poration which acquired land ili billt a building thereon, an(1 the corporation
Iborrowed $500,001).0 secured by t mortgagei oi the all and bliliding. Assume
further that lhe corporation paid off $150t,0)0 of the Ihids secured by the
niortgage lefo'e 1932, at which time it defaulted and the bondholders fore-
closed. bought in thel property at foreclosure sale, using their bonds to pay
il, purchase price, and then organized another company to which they trans.
ferred li, l wl'-i'ly mi11d which issued Its stock to t(lie former bondholders.
ie ('v onmissioner of Internil Rev(mnne Is contended both ways as to the

resllt of this I iluact loll. Til' Iloard of Tax Appeals ald the courts of
appeals, with one or two exception.,. have ruled that this was it reorganliza.
tloni and that the unadjusted basis for tite property owned by the eorporatIon
formed by the bonidhiolders m as the cost to the mortgagor corporation, that
is, Ii the east, illustrat,,d, approximately $1,500,000, or about $1,150,000
more thall the bondholders who now owii the property of the corporation
formlld by them enlbrl'1¢('1 on tile business. The capricious results from the
formulary dtfiitlon of Investted caipltal, In tile l)resent statute necessitate,
if Ju.5tice and equality are the ideal of the statute, that tile base-period income
wS fit' alternative nnl'msuire of miorunal Income exempt from tax he retained In
till, statute.

-.ALIFOIINIA STATE ('lAMIIII OF ('OMMERCE.
San Francisco. Calif. Amust 18, 194 1.

Senamtor WALTER F. GEOUGF,
Chairman, Pittance Committee of the Renate,

1ashington, D. C.
MY I), \ SENATOR GEOaGE Attached hereto is a statement briefly outlining

illy views tli( reconllneilldatious with respect to the proposed Federal Revenue
Act of 1941, whIch is now under consideration 11y tit Senate Finanice Committee.

I believe this represents v fair cross section of business opinion in the
State of California. and I hope It will receive your considered attention.

Yours very respectfully,
SIDNEY M. EURAMAN,

Chairman, State-wide Tax Committee.

STATEMENT BY SIDNEY M. EHilRMAN. CHAIRMAN, STAIM-VIDE TAX COMMInEEI
CAIFORNIA STATE CHAMBEn OF COMMERCE

Although the responsibility for determinhig the Nation's fiscal policies rests
with Congress, the question of Federal revenues and expenditures Is of such broad
public Interest as to invite expressions front taxpayers and citizens generally.
Accordingly I am taking this means of directing the attention of your committee
to certain observations and conclusions on the proposed Federal Revenue Act of
1941, which I believe are representative of bushes. opinion iii the State of
California.

IE'FRENCH MENT IN NONDEFENSE SPENDING

While the Federal Budget for the fiscal year 1941-42 has already been approved
anld the appropriations provided therefor tire now operative, we feel that this body
should insist upon drastic economy in current spending by the nonmilitary depart-
mients nd agencies of the Federal Government. Moreover, future appropriations
for these agencies should likewise be restricted to the utmost. By diverting rove-
Ines from civil to military purposes. the qame objective (an lbe achieved as that

sought through new taxes.
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The Federal Government has called upon ill citizens to bear an unprecedented
tax burden as their patriotic duty toward the national defense effort, and I am
of the opinion that Congress and the administration should set tile equally
patriotic example of drastically reducing the expenditures of all agencies not
absolutely ementlal to defense and of eliminating functions now made obsolete
with the passing of the depression emergency.

.\i examination of tie imonmnili tary expenditures of the Federal Government
over recent years imlicates an Increase of more than twofold. Yet tin' internal
emergency brought about by the great economic depression, which called for an
expansion of civiI expenditures, Is past. Now the Nation Is faced with an external
emergency that calls for a tremendous expansion of defense expenditures. While
the citizenry Is being required to bear billions in additional taxation, the non-
millitary functions of Government should likewise tighten their belts in the
Interests of national solvency.

NEW FEDERAL TAXES

Few, if any, citizens question thei ned for a(llitional taxation to finance
national defense. There are doubtless differences of opinion as to aniounts and
methods, but I believe that it is commonly agreed that these new imposts should be
made on the basis of equality and with (hue regard for ti possible effect, both
present and future, on the Nation's economic structure. It would appear wise,
therefore, to make time new tax program as equitable ais i humanly possible.

Perhaps the first factor of equality Is to give proper consideration to keeping
the tax base as broad as possible. While the tax burden should be gra(luated
according to ability to pay, every citizen should be expected to make his pro rata
sacrifice Ili the Interests of financing the cost of preserving the Nation's safety.
Therefore I contend to your committee the desirability of maintaining a broad
tax base in tile Interest of unifying lie defen-se effort.

At this point I wish to stress the importance of applying the excess-profits tax
to true excess profits and not to income that is not out of line with normal earn-
lags. In fairness, the normal income tax should apply to normal earnings and
time excess-profis tax should apply to earnings in excess of normal.

In administering the excess-profits tax it is desirable to lend enough Ilexibility
to avoid lar(lshilps o Imslnesses tiht fid their ol)erations governe(d by excep-
tions to time rule. I commnend, therefore, the retention i the law of time ater-
nate methods of computing excess urofits-that is, time investe(I-cai)ltal methmd
and tile average-earnings method. While the latter is being attacked )y those
wlio would substitute a rligi rule for a flexible one, it surely Is not the desire
or Intention of' Congress to penalize certain businesses in an attempt to squeeze
ihe last drop of blood out of tle tax base.

Your attention is directed to time (esiralility of computing excess profits In
terms of percentages of such excess over normal, rather than lin dollar alnmounts.
The (lollar-aniomunt method (oes not result in uniform application of the theory
of excess-profits taxation. It would be more equitable to apply a scale of rates
graduated according to the degree that profits exceed normal earnings, rather
than to graduate the rates according to the dollar amounts of such excess
earnings.

It is further suggested that there be a greater degree of uniformity in allowing
deductions for operating expenses in comlmtlg net taxable income of taxpayers.
If time objective is to tax net Income whether it be normal or in excess of normal,
all necessary business expenses incurred In making such profits should be deducti-
ble. Under the present law the tendency is to restrict more and more the deduc-
tions that are allowable as business expenses, with the result that hardships
are placed on certain businesses and the income tax deviates from Its true
purpose.

While the capital-stock tax Is not considered in this bill, I desire to state that
it would be in the interests of fairness to allow corporations to make annual
declaration of value. At time present time, these (leclarations can be made only
once in 3 years and this does not take Into proper account tile rapidly changing
conditions under which businesses are now compelled to operate.

AS the bill now stands, the provision to require husbands and wives to fle
joint income-tax returns Is absent. I strongly recommends that your committee
reject any proposal to reinsert this provision into the bill. It is not a question
of revenue alone, but it strikes at the Individual status of married women to
the exclusion of other Individuals and is ai Infringement upon private-property
rights now governed by the States.
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MIACK ),ANUFACTURING CORPORATION,
Long Island City, N. Y., August 1/1, 1941.

Holl. WALTER F. GEOIRGE,
Chairman, Finance Committee, United State8 Scmate.

Washbilaton, D. 0.
DEAR SENATOR: We urge all amendment to section 1202 of the Internal Reve-

nue Code by adding a new paragraph at time end thereof to permit ally year
not otherwise a declaration year for capital stock tax purposes, to be a declaral-
tion year If with respect to such additional declaration year the value declared
by time taxpayer Is Iii excess of time adjusted declared value computed under
paragraph (1) of subsection (b).

We suggest for your consideration the following proposed amendment to be
added as a new paragraph at the end of section 1202 of the Internal Revenue
Code:

"Additional declaration years.--In the case of any domestic corporation,
any year not otherwise a declaration year, shall constitute an additional decla-
ration year if with respect to such year (1) the taxpayer so elects (which
election cannot be clanged) in Its return filed before the expiration of the
statutory filing period or any authorized extension thereof, and (2) the value
declared by the taxpayer Is ti excess of the adjusted declared value coin-
puted under paragraph (1) of subsection (b)."

Taxpayers are under the necessity this year to redeclare a new capital stock
value which will be based upon estimates of net Imome for the years 1941,
1942, and 1943. It Is practically impossible to make al intelligent guess as
to what the net Income of a corporation will be even for the year 1941, while
an estimate for 1942 and 1943 can be nothing more than a vague conjecture.
It seems that (1) the reasons which were sufficiently implelling to Justify
enactment of the amendment, which became effective In the Revenue Act of
1939, and permitted an upward redeclaration of value for each year 1939 and
1940, are even more persuasive under the current emergency conditions of
priorities, price control, defense requirements, etc. and (2) corporate tax-
payers should not be penalized by the fact that it Is humanly impossible, under
present conditions, to Intelligently forecast their financial situation for the
future.

In addition, since we now have an excess-profits tax, there appears to be no
purpose served by the declared value excess-profits tax except to make it
mandatory upon the taxpayer to declare a high enougli capital stock value
to enable it to void the declared value excess-profits tax.

Respectfully submitted.
MACK M1ANUFACrURING CORPORATION,
J. E. SAVACOO, t

Vice President ad omptroller.

MACK 'MANUFACTURING CORPORATION,
Long Island City, N. Y., August 14, 1941.

H011. WALTER F. GEORGE,
Chairman, Finance Committee, United, States Senate, Washington, D. C.

DFzn SPNATOR: We urge your committee to substitute for section 549 of
H. R. 5417 the policy. adopted in section 210 of the Revenue Act of 1940, with
regard to the application of tihe increased taxes imposed by this bill with
respect to leases, installment and conditional sales, In which delivery occurs
prior to the effective date of the Increased taxes.

Section 210 of the Revenue Act of 1940 specifically provided that the Increased
rates should only apply to payments made under leases, Installment, and
conditional sales, In which the delivery occurred after the effective (late on
which the increased rates became effective. Section 549 of the pending bill
proposes to change this policy and make the increased rates applicable to such
leases and sales, when delivery is made subsequent to July 1, 1941, and prior
to the effective (late of the act.

While our leases, installment and conditional-sales contracts provide for
the addition of any Federal tax that may be later imposed, because of time
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iliture of ollr blsilless if section 541) Is actedtd in Its present form It will be
nlt(eessary for our collplany to absorb mtiost, If not all, of the additional taxes
imlposeI under section 549 with respect to sales nande during the period froin
July 1, 1941, to the (ab' of effectiveness of the act. III the case of such leases
all([ sales it is impossible for us to include the additional taxes to be Impolse(
it the selling price agreed to becau,';e the riale is not (eflnitely known and
iIetfle of tih penalty provision of section :25 of the Internal Revenue Code.
Section 549 discriminates against a company such as ours which sells directly
to its clistoners and handles Its own plaper as compared with the competitor
which sells its paper to a flnanice company.

In fairness to all concerned, we urge that the policy adopted i section 210
of the IRevenue Act of 1940 shall be substituted for the policy set forth iv
section 549) of the pending bill, a usd tle Increased rates made allhicab~le only
to leases, Ilstallment, alnd conditional sales hi which the delivery occurs after

ie (ite of tie effectiveness of the act.
Respectfully slubml|it ted.

MACKl M.Nri.\'TIT'ING, ('ORVION,

.1. E. SAVA(OOL,
V ice President and Comptroller.

S''A'r,m NT SU'BMIrTED It% JEsse: T. llmA.. :a, AimiNroN, V.%.

PART V. NEW EXCISE TANES

Add sections 5551/ and 555l/, to 1I. It. 5117, Souventy-seventh Congress, Firqt
Session.

Su-oc. 5551/1. Parimutuel lVafle'ia! on Iforse and /)) go Recu.-A tax of 21/
l)ercent of the total of all moneys wagered each (lay of a horse or (log racing
meeting is Impose( llpOl every person, association, corporation, or trust licensed
by any State racing commission, board, or auth(,rity to conduct a horse or dog
racing meeting. Each (lay's tax shall be pai(1 tol the Secretary of the Treasury
within 24 hours after the close of the racing (lay upot which the same Is
assessed. Every purchaser of a parimutuel ticket shall make written application
for said ticket, giving his or her naime and address on a form approved by tile
Secretary of the Treasury. Said application for the purchase of a Ilarillutuel
ticket an( the parlmutuei ticket sold by any person, association, corporation or
trust licellsed under ally State racing act shall le stamped with the same serial
inuber mid tite Iurchase price of the ticket. Every pairlnuttuel ticket shall be

endorsed in ink or indelible pencil by the person purchasing same giving his or
her address, before same shall be cashed by any person, association, corporation,
or trust licensed under any State racing act. Very application for a pari-
muttel ticket and every parimutuel ticket cashed by any person, association,
corporation, or trust license( under any State racing act shall be kept and pre-
served, subject to examination by the Secretary of the Treasury and the re-
spective State racing commission, board, or authority. The use of a fraudulent
or fictitious name on any parinutuel ticket siall constitute a misdemeanor.

S:c. 5551%. Bookmaking on tHorse and Dog Jace.-A tax of $500 for each day's
operation Is Inposed iipon every person, association, corporation, or trust ei-
gaged in the business of bookmaking In respect 1o any horse and dog race and/or
accepting wagers on the outcome of any horse and/or dog races. Each (lay's
tax shall lie paid to the Secretary of the Tretsury within 24 hours after the
close of the racing (lay upon which the same is assessed. Every bookmaker
shall keep a lrnmnuent record of the name and address of every person wagbr-
ing money oi horse and dog races as well as the amount of money wagered
and such record shall be subject to examination by the Secretary of the Treasury
and the respective State racing commission, Board, or authority.

JEssF, T. PALMER.

PROPOSE) FEDERAL MuuEma TAX

BASIC CONSIDERATION

A. Rcvente.-. A tax of 21 percent will, based on 1940 wageritigs ($408,500,000)
tit horse races, yield a revenue of $10.000,000 for national defense. Reports
Indicate that w'gerlngs at horse races may exceed $500,000,000 this year.
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2. Tils is a luxury amusement tax-only the winning bettor pays it--It is not
a InliI'dIen to the taxpayer.

3. There Is 110 Indication that a s1ll Federal Iulltuels tax will a)precialiy
iduce bettiig lit re tracks. iletilng in 11141 appears to be far aheld of bettig
In 1940, in spite of increased take-out by the States.

4. There Is no ind(icaion tlht su(h it ax will aplpeciby Inicrease betting at
bookies located oil, IIhe tracks. Bo~okies, witlh all of their attractions, do not take
the place of the race track.

5. There Is no reason to believe that tite administra ion of thils tx will be any
imiore difficult tha11n1 Ihle administration of aly other Federal tax, ald(1 the yield
per a(Iillistrat ive dollar Is likely to he much higher. Our excise taxes, especially
these oi tobacco mid liquor, are difficult and expensive to adii minister. A Federal
agent mnust be iliaI itinied In (very distillery. The minutest details, to the
weighing a1d(] testing of the ingredients, are carefully watched.

6. There i no question of State rights, as horse racing is most Interstate in
character. Furthermore, no attempt is made to restrict the taxing of uiutels
by States. Ruce horses race in uniy States in a single ravinig season, and lire
(ontinually crossing State lines. Not only tire race horses continually mnovling
Iin interstate commerce, but in international trade i1s well, as race horses are
iml)orted for racing from lEurope, South America, aind Austrial, i(d tire shipped
abroad for racing. This summner already, Whirlaway hits raced Ili Florida,
Kentucky, Maryland, New York, Illinois, and New England.

(B) I?egreltiowv.-7. The scheme of requiring an application when purchasing
a parlmutuel ticket Is silmlple and not objectionably time consuming, and call-
not be objectionable to honest people. Bettors simply pick a blank al)plication
card from any nlulilber of receptacles near the lnutuel ticket windows, sign
their name and address an(1 hand It to the ticket seller, who o stallips it with a
serial number at the time lie sells the ticket. All of this will take only a
fraction of it minute's time. Honest people will not hesitate to sign their cor-
rect nme and address. People do not hesitate to buy stock certificates In their
correct na1es, yet speculation in the stock market is the greatest gamble
of all.

8. The purpose of this cheek on betting is to protect the betting public. As a
result of association jockey rings, It is doubtful if more than 50 percent of the
ioney wagered ever finds Its way back to the bettors. If the race-going public
ever wakes up to this wholesale exploitation, horse racing will permanently col.
lapse to the utter detriment of a vast horse-breeding industry in the United
States. This legislation should be passed to put one of our important industries
o0 a sound, permanent basis. Here again it should be pointed out that even
betting on horse races Is Interstate commerce. The bettors follow the races from
State to State--go South in the winter-North, East, and West In the suimner.
The race tracks wire their own money away to the bookies, and the bookies wire
their nioney to tile tracks.

9. This tax will aid in the enforcement of our banking laws. For exniple, a
bank clerk absconds with bank funds. He is caught and calms that lie lost the
missing funds at the horse races, thereby giving racing t1n unjust reputation.
Under this tax proposal the truth can be quickly learned, and the search continued
for the hidden funds.

10. This tax proposal will block evasions of our Fealcral Iln me-tax laws. Thus
it will lie possible to check deductions 1ts losses at race tracks.

11. Racing holds a high stake Ili national (lefelse. Racing on !he level provides
a wholesome form of lnuselent needed by defense workers-I. e.. the olppor-
tunity to get out iln the fresh air and sunshine, and to relax from ihe heavy gritid.
Annual imlportations of thoroughbred race horses and breeding stock reaches into
the lmndreds uif thousands of dollars. Millions of dollars are In'ested in b)reeding
farms m1d racing establisell nts in this country. Sinillar inv ,stnienlts In Franie
suffered irreparable losses when that country was conquered by Hitler. The
lorse-racing industry in this country cannot afford to take a chance on similar
confiscation.

JEssE T. PALMER.
AuoUsT 21, 1941.
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STATEMENT SUBMITTED BY JOHN R. KF(':, CALDWELL, N. J.

PLAN TO LIQUIDATE ALL GOVERNMENTAL DEBT BY IIEDUCINO ALL TAXES

It is estimated that aggregate debts of local governments (State, county, and
municipal) is $90,000,000,000. The New York City debt alone Is about $3,500,.
000,000.

This plan Is based on two facts that have been proved miany thousand tines.
(1) That the Federal Government can borrow at a much lower Interest rate
tihan any local government can. (2) That local governments get gyped right
and left inI selling their securities by "all or none" llnmlams, collusive syndicate
biddings, private sales, fixing serial 'bond maturities and the amounts thereof so
that short-term notes pay long-term interest rates, omissions of call clauses
which will unnecessarily cost local taxpayers throlighout the Nation $36,000,000,-
000 more for interest than it should (New York State Is 5-percent bond issues
maturing as late as 11,M4), a11(1 other acts of omission and connission that Indi-
cate gross Incomlpetency and neglect by local officials.

Plan.-iie United States Govermnent to sell its own long-term bonds (60
years), bearing 11t. percent Interest rate, and loaning tills money to local gov-
ernnmnets to refund nmturing loans and for new Imlprovements, charging local
governments 2 1/, percent interest. Tills rate will be 1 p percent less than these
same local units now lpay. The Federal Governnnt will not have to actually
sell its own securities till(] loan the money to local governments for refunding
purposes; t11l exchange of bonds will suffice. Time collective governmental debt
is not inreased one dollar.

Tile Federal Government profit ($98,210,000,000) and local government sax-
Ings ($90,000,000,000) will amount to $188,250,000,000 1I 80 years; the due date
of the last maturity included In these calculations. However, the profits and
savings will continue Just as long as local governnents borrow for betterments,
which means forever. Thus a new and permanent source of Federal income
Is assured.

Tile Federal Government underwrites Its own and all local government debts
without investing a dollar of new capital under this plan, which is self-liquidating
ill fact. Local governments will eventually arrive at a point when tie only
requirement in order to carry and discharge a Federal debt will be to pay 21-4
percent interest o1 the loan. AS it now Is, they pay up to 5 percent without
decreasing the debt.

III order to show concisely how the plan works the figures Involved o1 a
$1,000,000,000 loani unit follow.

()n the S11n of $1,000,000,000 the Federal governmentt will make a direct
profit of 1 percent, amounting to $10,000,000 a year. This latter sum will also
be loaned an1(1, as it does not represent all investment, will earn 21 percent
interest, amounting to $250,000 It year o1 each such $10,000,000 annual direct-
Interest profit. This Stun ($250,000) will be multiplied 1,275 ties during the
life of a 50-year bond. Local governments will pay 1 ', percent less interest to the
Federal G-overnmnt than they now pay to private parties and will save $15,000,-
(000 a year.
Federal Government profit --------------- $10, 000, 000X 50= $500, 000, 000
Federal Government profit ----------------- 250, 000X 1, 275= 318,750,000

818,750,000

Local government savings ---------------- 15,000, OOOX 50= 750, 000, 000

Total profit and savings ------------------------------ 1,568, 750,000

Based on $90,000,000,00 being loaned to local governments to refund existing
debts and $1,000,000,000 to be loaned annually for the next 30 years for new
improvements, tile profits and savings o a $1,000,000,000 unit will be multi.
plied 120 times thus $1,568,750,00OX120=$188,250,000,000.

There are numerous instances where local governments pay less than 2%
percentt interest on a part of its debt. III no such ease Is the debt paid off at

maturity as Is done under this plan which also provides for promptly lessening
(next paragraph below) Federal taxes throughout tile Nation thus further re-
ducing the tax burden all over the country.
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In order to more quickly and better Inplement this plan and at the same
time actually conscript wealth, the Federal Government should call all local gov.
ernment outstanding bonds and give in exchange therefor United States 50-year
bonds bearing 11/2 percent interest. Otherwise numerous large local government
debts paying an average 4 percent interest rate cannot be refunded for many
years thus delaying full benefits though the plan Is not dependent on such
action for success.

NOTE FOR SENATE FINANCE COMMITTEE

The foregoing Is one feature lifted from a financial plan that also provides
for reducing post-war unemployment by 6,000,000 and laying $50 monthly to
dependents over 50. Tie entire plan is available 'to the Senate Finance Con-
nittee if so desired.

JOHN IR. KEEFE.

LETTER AND MEMORANDUM SUBMITTED BY BIRADI.EY 1-. WALTZ, 1ALTIMOiE, MD.

AroUST 18, 1941.
SENATE FINANCE COMMITTEE,

Vashington, D. C.
GENTLEMEN• The attached memorandum, disclosing the need and (desirability of

delicit financing, the error of considering Federal taxation as a means of acquiring
revenue instead of solely as a means of regulating production, and the fal-
laciousness of commodity price fixing, is submitted for your consideration In
passing on pending tax legislation.

Very respectfully,
BRADLEY H. WALTZ.

TuE MECIIANICS OF MONEYY

Since the worker's activity in a modern society Is so highly specialized that ihe
can neither produce any appreciable ,',ioii of what lie utilizes nor utilize any
appreciable portion of what lie (call directly produce, he produces only when he
can exchange tihe product of his effort for tile product of another's effort.
lence tile opportunity to exclmnge is essential to llroductli. But time wealth

accumulated through generations is eloquent evidence that mail will produce when
lie has this opportunity, so the opportunity to exchange is also provocative of
production.

Since Nature, the source of till wealth, receives no ioney for the wealth she
affords man, all money men pay each other is for service. Or all money paid to
mall is wages.

If each of a number of workers has a dollar which lie exchanges at the end of
the day for what some other worker has done inI the day, the daily wage of each
worker Is $1. If the dollars change hands twice a day, the wage is doubled. Or,
a change in the nunbvr of workers can be acconmodated by an inversely propor-
tionate change inI the wage, or a proportionate change in either the frequency of
the wage payment or the circulating quantity of money. And where regulation
of the average wage and its payment frequency is tabooed by governmental philos-
o)hy, unless the requisite adjustment of these factors be automatically attained
an increase in the circulating quantity of money will lie required for the eniploy-
nient of all increased number of workers. And, conversely, an increase in the
circulating quantity of money will be reflected in employment when the average
wage and its payment frequency are constant, for it will constiue anl increase in
the opportunities for exchange.

So because of Its influence for constancy oi wage and Its payment frequency,
the regularity in payment and quantity In normal times, of the average milt's
monetary disbursements should be encouraged whilst efforts to stabilize com-
modity prices should be discouraged, for since Nature's and man's vagaries will
vary the output of wealth per unit of time for different periods, such stabiliza-
tion Is mere variation of the average wage.

When one of the afore-mentioned workers pockets his dollar at the end of time
day, rather than exchange it for some other worker's output, the latter is dis-
employed and so remains as long as the dollar is hoarded and not circulating, if
tlme change In the circulating quantity of money be not compensated by change In
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tlhe average wage 011d/or Its payment frequency. Thus the tendency iI a Society
WIPIo Iei mulst 1l0uih reserves iagnlinst 8u1(den needs and do prefer the accuiiu-
laton of money to that of property Is toward unemployment.

When private reserves are depleted by the Governnment III correcting uneni-
A ployment private enterprise Is (iscourIaged, but will be stimulated and reserves

enlarged when Ohe correction Is accomplished with new 111onley, 1111d It can then
lie reiresse(d In favor of public enterprise and reserves reduced by attaching
private expendiltires. The manufacture of silk shirts, for instance, can be
depressedd by taxing their purchase, so that their creators may be released for
*lie production of parachutes. 13A^DLEY 1-. WALTZ.

(Tlhereupon, at 4 p. m., the committee recessed until 10 a. m., Fri-
dy, August 22, 1941.)
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AUGUST 22, 1941

UNITED STATES SENATE,
COMM'ITTEE ON FINANCE

Washington, b. C.
The colmniittee iet at 10 it. ni., ptirsiunit to adjourinnent, in room

312, Senate Office Building, Senator Walter F. George (chairman)presiding.

The CHAHIMRAN. The committee will come to order.
Congressmnan Dewey, if you will be good enough, we will be very

glad to hear you this morning.

STATEMENT OF HON. CHARLES S. DEWEY, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ILLINOIS

Mr. DwEY. Thank you very munch, Mr. Chairman. I wish to thank
you and the meinbers of the committee for the privilege of appearing
before you. I do so in behalf of the small business and the small
industries of this country.

Back iii, I think it, was, 1931, President Roosevelt wrote a book
called Looking Forward, and in that book he particularly recoin-
men(led that there should be a decentralization of industry, and a
retirement to the snialler localities of the country. In other words,
that industry should go back to where the population was and not
all amass in the great. metropolitan districts. I rather think that his
advice has been forgotten, particularly recently, for the siml e reason
that these little industries that have located there have to my way of
thinking, been extremely burdened by the taxes placed on them, and
particularly in the form of the Federal estates tax.

I have been sitting for the past 3 weeks in the Banking anti
Currency Committee, listening to the testimony of Mr. Leon I-en-
derson on the price-control bill.

Now, these little industries are just not going to exist; tley are
not going to continue to exist, and they are certainly not going to
produce any revenue unless something i's done to protect them.

Priorities naturally have to be made for national defense, but any
industries, an(d there are many of them, that are not engaged ill
national defense are in danger of being forced out of business.
They are having to lay off mnemi constantly; they cannot get material
with which to make their products, and it is, to me, the promise of
a terrible situation.

I am taking the liberty of putting into the record the number of
companies that have already been called down here to Washington
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to be told thalt their production will be, reduced by anywhere tit) to
50 percent. 'lhat list of companies ris about 36.

Senator LA F:[OLUrErT,. Are you reading from the hearings in tile
House committee'?

Mr. )f:wr:1?. This is front the hearings in the House committee.
I will not bother you to read all of tile industries affected, butr [
will indicate them and will ask to have tile list, introduced in tile
hearings at this time, if you Please.

Tihe CHAIRMAN. Yes, sir.
Mr. DEvWE. They cover every line of industry.
Sellator VAINDENIIEIIG. You mleai 36 categories, not companies?
Mr. 1)MEmm. Thirty-six industries, categories. I am glad you cor-

rected me. Senator. They cover many enldeavors.
(The table referred to is as follows':)

T.iu.I. 1-List of indusirics for which nrelings hare been held or are content-
platrd; proposed 'eul of operation in comparison with lst year

INOT.-(1) Indlcates "Full cnp'elty." (2) Indicates "No definite curtailment program
has been formulated"]

Meetings hzeld: Percent
R ~ay o nl ------------------------------------------------------------- (1)

Doinestic laundry eillpilt ---.------------------------------------ 73
Refrlgvrators -----------------------------------------------------. 5 2. 2
VzciUnz cleaners -------------------------------------------------- 92
Farin-equipnent inanfacture's ------------------------------------ 120
Gasoline (east coast distlrlbluton) -------------------------------- 90
Autoinobiles ------------------------------------------------------- 50
'lherinusiat binelals ----------------------------------------------- 60
onnnez clal refrigerators ------------------------------------------ (2)

Tapioa ---------------------------------------------------------- (2)
Burlap ------------------------------------------------------------ (2)
Air conditioning and refrigeration --------------------------------- (2)
Doniestle heatilg equipment ...------------------------------------- (2)
Cooking stove. ---------------------------------------------------- (2)
Metal office furniture ---------------------------------------------- (2)
Doimestle electrical equipment -------------------------------------- (2)
Clilorine (Freon refrigerants ) ------------------------------------- (2)
Cotton liters ----------------------------------------------------- (2)
Fornaldehyde and derivatives -------------------------------------- (2)
Oil burners ------------------------------------------------------- (2)
Petroleum products and refining ----------------------------------- (2)
Chinaware an(i pottery -------------------------------------------- (2)
Battery-can manufacturing ---------------------------------------- (2)
Die casting -------------------------------------------------------- (2)
Domestic ranges ------------------------------------------------ (2)
Electric-light bulbs ------------------------------------------------ (2)
Electric-switch and circuit control ---------------------------- (2)
Eyeglass frames ------------------------------------------- (2)
Fruit-Jar tops ------------------------------------------------- (2)
Galvanized ware ----------------------------------------------- (2)
Grain-bin manufacturing ------------------------------------ (2)
lomne canning ------------------------------------------------- (2)
Hospital apparatus and equipment and surgical instruments and

supplies ----------------------------------------------------- (2)
Hot-dip galvanizing --------------------------------------------- (2)
Jewelry manufacturing ------------------------------------- (2)
Milk-bottle crates ----------------------------------------- (2)
Oil Iiters -------------------------------------------------------- (2)
Pen and pencil_ --------------------------------------------------- (2)
Pressure cookers ----------------------------------------- (2)
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Meetings iel-Continued. A'rCen t
Radio receivers --------------------------------------------------- (2)
Resistance welding electrode manufacturIng ------------------------ (2)
Slide fasteners --------------------------------------------------- (2)
Thermostats for domestic appliances ... . . . ..------------------------- (2)
Wire screen ------------------------------------------------------ (2)

Meetings contemplated:
Household metal furniture.
Hardware.
I)omestic iee refrigerators.
Cooking utensils metalware.
Commercial counter appliances.
Vending machines.
Bones (gus, gelatin, buttons, fertilizers).
Tar acids-cresol and phenol.
Toluol.
Ammonia (all nitrogen products).
Methanol.
Ethyl alcohol.
Ethylactate.
Enanmeled-ware manufacturers.

Mr. DEWEY. Now, having to support that sort of thing, and the
various other difficulties that will come, to have a heavy Federal estates
tax l)laced upon the smaller industries, as is proposed under the
House bill, will just. close them il)), those that are still alive at, the time
of the death of their owner. Those little industries are generally-
and you are familiar with them all-all types.

I have taken a list from the census of 1937, the manufacturers census
of 1937,. which is the most recent. There are 163,000 of those little
companies in the United States, which eml)loy 250 men or less. They
employed at that time 3,817,000 out of thle total of 8.569.000 of factory
i ork('s, which is 441/ l)ercent of till people employed in factories iii
IIhIs country. They not only did that, but out of 'the manufactured
products o? 1937, w0;hich wem'e totaled at $60,712,000,000 for all manu-
factured products in the United States in the 'year 1937, these little
companies manufactured $27,385,000,000 of that $60,000,000,000.

I wish to impress upon the committee that these small companies
are the backbone of the Nation's business. They are the little news-
papers, they are the little knitting mills machine shops. Every one of
us, as he travels through this country, has seen them in every one of
these little towns. They not only are the backbone of the business, but,
as I have shown, they employ 44 percent of all factory workers in
this country, and they give a livelihood and a m feans oflivelihood to
the l)eol)lein those small locations.

I am going to read to you one letter, if you please, that caine in to
mne when I presented this matter before the Ways and Means Corn-
ittee front a man in Pella, Iowa, who makes Window casings. He

states:
I have been very much Interested in reading newspaper comment on relief for

estate tax applying to small businessmen, which you are sponsoring. We have
one of those businesses here, which, as nearly as I can determine, will be com-
pletely wrecked In case of my death. We have a business employing about 270
people. It was built up from nothing lit this small town' of about 3,500 people,
and you can well realize that this business means a lot to this little city-
In fact, so much, that we have had no unemployment problem among Pella citi-
zens during the last several years.

I have built up this business by reinvesting all of time profits. No profits have
ever been taken out of this business.
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I tholight lhn1 11(1d tlloi fairly good pre'n' IliI fols for till envielgel(y by IIlkll,"g
out about 8It(1,0(h) wortlh of life Illlrlli'e Nit tilldhr ilip prolosed s'liehiles of
ilie estate taxes, ilhis 1insuiralie ivil ie (sisierobly less lil hi1lf of tile totlll
a1onlllt of tliet estate taxes with which tills business would be hit. A1My WIfe
wXuhIIl Ilot only lve to dig ll) lit allddtlioial $1.50,M) to Inay estate txes. bit
lil bisiln.'ss would be further Jeopardized by my not being here to ]tellj direct
ilt liffri h's.

I look it lily life insurance originajilly to have elergeney cash on hand for
(carryiig ')it lil(, si hlless, hilli tlhs eiiierget'3y cash wiiotII I O w available, to
sily nothing Ri llit having to p:ay lerlalps $25,00 ili estate taxes.

1 (ln .ii e nito Wily of 1inn l('hlig it t hlig like that. The bliSillss is such thui I
doillit whilitt, r llyoli Woli bV iiit'Vr t('(d IIi I)utiiig itiy JiiiPney 1tO It, (ilt' to
iill of tile ueirt'll iit s miid i right now I (-Jll foresee nothing hbut the wreckinig of
this btisilleso flue to tile iljitistice of estimate tixes.

U'nforlinotely I am now at such Il ige tilt iyliig mRdiltional life Instlrailice
is iI'Ihillive--esl l Wli w('it It lift t lhe pid for olill of proills that will he
slljt to : 30-1ierc('nt (orlporalion tlx (id the ieiliiilis it 2i--lvivt'i t or 31-ljr-ve(III hndil\'iumlll IlI('olill tllx, p~his' 11 5-l|(i'v'elll State tl~clt'lll tax.

1 illil jUl'l 1noii(er one of Illose small husinessinen that feels completely frus-

1ratedi In1d h(,llltss, and I surely lItipt, tihal you (-Jhil do sillthing for us.

That is otle of lilally letters of that natltre that I have received,' Mr'.
Chainan.

Now, without wisling to bother your, committee longer ill this dis-
ciiuSioii, I wish to present what I propose.

With these points iin mind that I live mentioned, I respectfully
propose that Congress include ill the tax bill under considerati o the
following new provisions in regard to the Federal estates tax:

(1) The Secretary of the T'eusiiry to ihe empowered Ito aceplt liretp'iyiits of
estimated Federal estates tax ii 10 equil inttallments.

(2) The Secr('tiry of tite T'tlensry to be einl jwverctd to Issue Ili otkiowledgiient
of aly such payment, and the itinount paid, ait Federail estates tax a ntlelitiol.
receipt.
(3) These rcelitS shall hear no Iiiterest, bult shiill le redeemhle tt face value,

by le 'l'restiry Department, upon presentation by original holder.
(4) Upon death of original holder or If a corporalto, upoi the death of tImt

Ie'son, file Inltgrity of whose estalte Was ieig po'otet(t by lrepamnenit of Fed-
vriil estattes taix. tihle Treasiry I)epartintit .shall accept said Fe(hldi ('states tax
i lit icIiit lOll re'ceilts Ill lIOylni'it aid sett leintll of siild lx, providing said recelpts

sliow a fitee l~tyllil(n ((Itiill toIl ti(, x ivolved, n11(1 further l'ovitling Iha nlily
eX(''s. pailelit shlllie (' ollsideled as ti llllbh vll iIll the (,slt, illvolv( d.

(5) No l.i,4tnllnent of anticpated tax payment, whether by an Ihdividual or a
coor~altion, Inlny (,xce(,I( Ihv suml of $25,11(0 Jli anly c'alhonahr yealr.

M E) No JdltiJhhildil Ir ('orlolOl' t loll Iily ill ake 1)1yllaiilt ill iticialltion of the

A'ederlal estlttes tiix (ii i liet tnet tt(' greater thou1 $5100.{0.

The pul'J)ose of all this being, Mi'. Chairman, to( determine tlie exact
aniount of the estate tax and to permit preparation ill advance of
death tor its pay.menit. A malh wvith all estate of $500,000, tinder the
proposed rate, wt' will say, takes oUt a life insurance policy sullicient
to pay his Federal estates tax, which wotl l be $131,000. ]ltit I hat does
not pay his estates tax, because his estate then becomes $631,000 instead
of the'$500,000, naturally, less any amount that you might exempt on
the insurance, Which I tfink is $25,000. So he hits to take out another
life insurance policy on the amotlnt of the insurance pllicy that he
has taken out, which would amount. in this ease, to $42,000. Well)
that adds to his estate, and oi that $42,000 he has to take out an addi-
tional $13,486, an(l on this $13.486 an additional $4,300, tild so forth,
and so forth. So his tax liability, instead of being $131,000, will be
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$193,000, bIt'.111se the more insurance lie tal es out the bigger his estate
becomes, and there is no enld to it.

My theory is. that ill the-e small estates a man should be permitte(d
during his life, to figure out. what may be the value of his business for
Federal estate tax )Url)oses tald start lrelyments . 1lose lprepay-
ments should not become a part of his estate, nor should they be tax-
alble. As an offset the Ti'easuriv wNill have thle ie of those prepayments,
which w~ill be ))tilde in installuilents, Without paying interest onl thle
fluids received, during the period that they mit'e Leing paid. I think
Ithat I his lpl'('Pliilliit, felt t ie, during this periodl of heavy Federal
expenditures, is of real value to the Treasury.

It is also of value to the Treasury to have an immediate payment of
their cash claim without waiting 18 months for the settleme nt of an
estate, ani who can tell what the future may bring forward and what
will be the value of estates? I think these'poinits are something that
should be considered, sir, at this time.

When we finish this emergency we 1ho1e at least to have our little
businesses alive and going, so that the boys that are now going into tie
Army can come back to their little coimmities and find a job waiting
for them.

I respectfully ask you to give consideration to this matter.
The (himtA mT.AX. 'l'haI k you, Congressman.
Senator I),%-AHER. Mr. Chairman, before the Congressman goes.

may it )e indicated in the record from wlt issue of tile testimony
find from what page lie read ?

M'. )rv:Yx. I am referring to part 10 of the hearings before
the Banking and Currency Committee, upon the price-ctontrol bill.
H. R. 5479. page 566, table 1.

Senator I),\ ArIlR. Thank you Very mUCh.
Seltor VANDENDE RO. You would 'reach the same general net re-

su!t, Mr. Congressman, would you not, if you exempted from the
estates tax any insurance taken out with the Government as a belle-
ficiary ?

M '. )mw N,-. It would le the same plan, sir.
.senator VANDENBERO. Would not that he even simpler?
. Mr. AwVa. It would be just as simple. That has been consid-

erd. I would like' to make 'it a part of my )lan. The only thin_,.
however, is that there may Ibe a time when a" man may be able to pay,

over $10,000 at yeai' for 10 years lIit ie cold not take'oat a life-insm-
ance policy, owing to ill health or age, or questions of that kind.
and lie ought not to be put in the position where lie would not have
the same o)portunity as those that had life insurance or who can
obtain a life-insurmce policy.

I agree with you on tilmt theory and am in perfect harmony
with the use of 'life insurance, bu I would like to see thi,4 mmed
with it, too, to give an equal benefit to all.

Senator DANAiIERt. That is a very excellent suggestion.
Mr. 1)mw'. Thank you very much.
The CAIRuMAN. Thank you very much.
Mr. Long.

61977-41--80
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STATEMENT OF HENRY F. LONG, BOSTON, MASS., COMMISSIONER
OF CORPORATIONS AND TAXATION, STATE OF MASSACHUSETTS;
CHAIRMAN OF COMMITTEE, NATIONAL STATE TAX ADMINIS-
TRATORS; CHAIRMAN OF THE COMMITTEE OF THE AMERICAN
BAR ASSOCIATION ON THE COORDINATION OF FEDERAL, STATE,
AND LOCAL TAXES; CHAIRMAN OF THE COMMITTEE, NATIONAL
TAX ASSOCIATION, ON THE COORDINATION OF FEDERAL, STATE,
AND LOCAL TAXES

1r. Lo.No. My name is Henry F. Long, and I am the commissioner
of corporations and taxation of Massachusetts, and have served in
that capacity sinco 1920.

I am I icre representing a group of State tax administrators who have
gathered here in Washington, undertaking to discover what effect th
proposed Federal revenue bill may have on the taxes of the States.

The CIAIRMAN. Would you like to finish yor general statement
before questions, or would you object to questions?

Mr. LnNO. I would be very glad1 to have (lticStions at any time.
The CHAIRMAN. All right.
Mr. LoN.o. I would wish the committee, if it please, to consider that

the States have different forms of tax structures, and have also dif-
ferent requirements, and also the taxes can he reported in different
ways. Insofar as Massachusetts is concerned, our government is so
interlocked that, speaking as a State tax administrator, I am con-
sciously thinking of the total tax burden on the people of the State of
Massachusetts, the local taxes, as well as the State taxes.

We wish to present to this committee two or three things which we
think are quite vital: First, I would like to call to the attention of the
committee the fact that the States must continue to exist; that there
should not be any encroachment upon their revenue sources which they
have enjoyed through the years, unless it becomes of paramount neces-
sity under any proposal of revenue production by the Federal Govern-
Illelt.

It. seems to us that there can be consideration given to the States on
these general princil)les.

We have, all of us, inheritance taxes, and we believe that. there
should be in the minds of the Congress, in passing a Federal revenue
bill, constantly in mind that the States are entitled to a proportionate
share of the taccumulated wealth of decedents in that State.

The progress of the Federal Government's taxation in regard to
estate taxes during a number of years has been very seriously tended
to deplete the amount of revenue which the States have under their
inheritance taxes. It, in substance, comes in the form of taxation
which the Federal Government has resorted to as a tax on estates that
is, by indirection, a very similar situation as has developed in respect
to the income tax schedules.

Eyery estate that has an income tax, or something comparable to
it, finds that its revenue source is very substantially reduced by the
high rate which the Federal Government. employed in their income-
tax proposals.
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That means that there is depleted, where the estates are allowed
credit for taxes paid the Federal Government, the amount which the
State can receive for their own particular activities.

In this proposal, which I will leave with you, I think there is very
well outlined the thoughts that I have just briefly called to your atten-
tion, which perhaps might be summed up, first, by saying that we
hope, in considering this Federal revenue bill, you will not overlook
the fact that the States do have revenue sources such as I have called
to your attention, gasoline taxes, taxes on tobacco products, taxes on
liquor, taxes on incomes, taxes on property, taxes on various privileges,
and a good many of them have sales taxes which have also been im-
plemented by usage taxes, all of which they have come to rely uon,
and every excursion that the Federal Government makes into those
fields, is going to be very detrimental to the States in financing the
kind of governmental activities winch they are obligated to 1)erform.

This group that has gathered here in Washington has made up a
memorandum which will be submitted to you, of some of the sugges-
tionls that wve have inl mind, together with anl appendix in the forn- of
tables, that call to your attention the impact of this proposal upon the
States' ptarticulars revenue.

The second thing that I want particularly to emphasize is this
in aditios to being the commissioner of corporations and taxation
ii Massachlsetts, I am also chairman of the committee of the Ameri-
cal Bar Asociation ol the coordination of the Federal, State and
local taxes, and equally I am chairman of a similar committee of
coordination of Federal, State, and local taxes of the National Tax
Association; aln , thirdly. I am chairman of the committee of the
National State Tax Administrators oi the coordination of Federal,
State, and local taxes.

ow aill of thme tax administrators through thle years, particularly
beginning at the time of the depression, have been very greatly con-
cerned at the enormous assessments which, by indirection, have been
made in the various Federal revenue bills on time States, and the groups
that I am chairman of their committees, of the American Bar and the
National 'Tax Association and the Association of State Tax Admin-
istrators, have concerned themselves with the thought of how we could
work out some plan that we could present to the Congress to indicate
how the Federal Go(vernment may be able to raise theIr revenue with-
out any particular attempt to tax by indirection the States' revenue.

Those committees have not as yet been able to get sufficient data to
present to you, although we are struggling with the problem.

This group has called to your attention House bill 15196, which is
another bill pending before the Congress, which seeks to set up by
Federal enactment a committee which will think in terms of tlhe
coordination of the Federal, State, and local tax sources.

We suggest that the committee, in approaching this, begin to think
very seriously in terms of-in respect to any future revenue bills-of
considering, through the Treasury Department-if it is on that source
that the committee relies for its information-the proposals of all
representatives of the States.
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III tile pIarticillar plr)rl)osal, 11. It. 5196, there is oilly one represellta-
live of tihe State.

Whi, lie th( Federal exl)elditures iae very leavy, it is respectfilly
,;uImitted that the States, through their poit ical silhdivisioiis )alrt icul-
larIy, are m1iuicl closer to tihle ecolloilly of oill people alld] muc closer
to I heir lives thaln is trile of the contact which the Federal (4overiment
lilts. and that the States sloild he permitted a larger iepreselititatioli
oll this coordinlatinig commliittee.

We wolld ask, ill a gleral way, thait there be 110 provisio)is ill this
part i(-lllll prolposal which is lN'I beforelo you, which looks to the future
ill the latter of reveille, that you keep 1 ai lt Ilimary thought il ile
develoIelett of this present F'Cderil reveiue measure', the immediate
letnurn of reveliue, 1111(d not, as in the bill, for example, in respect to
vour estiute tax, project something that , y ma evelol) revellue ill the
future. It is respectfully sulbilitted tlit tle Coinlgress is goilig to 1w
ill session lit anot her peri )d, 1111( that this bill niight Inecessarily be only
a foreruner to what might be thought of as a well-worked-ouit. plan,
as ultimately we ulst rlch, 1as our cost of government increases, so
that the Fe(leral Government can exist, an( the States It11d the local
sil)(ivisiciis lire able to exist.

Senator LA looi:FirPF. I am ot too optimistic alout that. I lve
beei waiting 15 years for that sort, of thing.

Mr. LONO. Yoir State of Wisconsin, Seiiator, ias been very reluictalnt
to ('(le ill with i1s of) ally plan to work out coordination of the States
:111d the Federal Goveriimeiut. We think it clin be (le, aiid we believe
there is opport unity of doing it.

Selato' LA FOLIEl. I (10 hot want you to think I am not ill favor
of it. When you talk about getting it somnd Federal st ructure, it hig"
a always been Said wlien we had i Federal bill before us, that. the next
time we are going to (1o i thorough job, and take into consi(leratio
all th('se questions, but I have never seen them do it.

Mr. L)NG. I think it is largely due to the fact that human aturie
does not clillge, an(1 One of the stiroigest emnotionls in humlill-all nature is
the acquisitive sense. People do not wish to give ip anything. Ulti-
iiiately we nay reach some so't of scheme, and the first step will be to
have lit least the Congress feel that there is some place in this picture
for the States and the political subdivisions, and at least let. us have
som 01 provision inaugurated in Congress that will permit us to sit down
al'onimld the table and talk it over.

Seltor LA FOLLM'rU. I am very enthusiastic about that being done.
Mi. Lo-xo. If we have of the States, who are rather constantly in

contact with this problem, might sit down at the beginning of the
drafting of tie Federal revenue bill-

Senator L.% FoLL m1-E (interposing). Instead of at the end?
'Mr. LON. Instead of at the end, I think we might at least be

able to show where the States were rather badly injured and pos-
sibly we might make some suggestions which might be oi value, at
least to the committee in reaching their conclusions.

I can see no other way we can attempt it. In the last analysis,
we have got to raise revenue. We should do it in the best way
l)ossil)le. nd we should have it under consideration tt tile begin-
lfing rather than at the tail end.
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It is clear that this particular gro) I rel)reseit iIIIve (n)t had
ally tililt, nfot ire we implementedi to bring the sort of report to
you itha we would like.

Foily-eight Sttiles in the Union are not very easily h)rought to-
Igether. We an (1 the best we can. We do believe if the Con-
gress will think in terms of what the States can do, we would
be very glad, indeed, of that opportunity.

Senator LA FOLLE'r. It is true, is it not, that the greater tlie
tax revenue raised by the Federal Government, the more imperative
)ecomes the necessity of some coordination or cooperation I)etweeni

the States and the Federal Government in this field of taxation.
because as you increase the impact of the Federal taxes you inten-
sify the problems with which the States are confronted?

Mr. LONG. Yes, Senator, I think that is very intelligently put. In
Massachusetts, for example, since the Federal Govermeni has used
the estates tax in large rates, we have averaged a drop in our normal
rexlenue of about $3,500,M) a year, by virtue of the fact that we are
giving credit because of the Federal estates tax paid.

Now, if you should sav, in answer to that, that the States might
very well discontille giving credits because of the Federal estate tax
paid, then you counseldestruction of all accumulation of wealth and
the movement of that wealth down to those that the decedent. wants
to be the beneficiaries of his accumulation. That, of course, will lead
us into another picture, it, will mean the hiding of the accumulated
wealth of people, so that neither the Federal Government nor the State
can obtain it.

It can be done by scattering the fortunes into small hands, which
again destroys our economy, which we have, particularly in Massmmchu-
setts, benefited fr, throu h the years, of the ability of accumulated
wealth to create wk 11 upon which we must depend for the continua-
tion of our Government.,

We think that when the States are, as now, largel dependent upon
what might be called the people in the lower brackets of the income
group, and lower brackets of the estates, that the field, even though
the States may not immediately avail themselves of it, should be
left open to the States, and not the theory adopted that where the
States have not seized these sources, or because the States have not
taken them, the Federal Government will go in and take them.

I submit there are some things which the Federal Government can
well do, which the States are almost prohibited from doing. The ob-
vious ones, of course, are the taxes on interstate commerce, which is
only to a certain extent employed by the Federal Government. The
States are very definitely prohlibited from obtaining very much reve-
nue from interstate con;merce. The devices of corporations engaged
exclusively in interstate commerce, are manifold in the ways in which
the taxes can be avoided.

That is true also in resl)ect to salts taxes. We are prohibited in the
States from employing the manufacturers' sales taxes, that is, in re-
gard to anything which has a Nation-wide spread, and which again
is in relation to interstate commerce, which, it seems to me, might very
well be modified by the Federal Government to supplement the other
sources.
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In other words, what. I tm pleading for is for tile Federal Govern-Dient to be constanitly watchful that. they do not, gather revenue inthose fields which are, in the first instance, close to the States, that whenthey enter the fields in which the States are also in Part occulpied, thatthey will do it in such a way that there will be a return for (he Federal
Government of $100,000,000 at tile expense of $8-5,000.000 which theStates have to give u), which is a net gain to tile Goverinent or the
people of the Uni ted States of only $15,0(X),000. That, of course, is amajor problem for a committee, wlich again is probably like tile Statetax a(hnlinist ration, it is not given the Ol)portutiuty to colisi(er the Fed-
ei al revenue bill until it is pretty well cooked 1,1d it is pretty diffieiltto break up the batch of dough and start all over again. At least we(an try, a1111 we are now presenting to you the suggestions as to whatwe would like. We would like the opportunity of corning in as States
:11(d sitting down with you and seeing if we can work this out. Perhaps
we can.
I think the very facl that the Congress looks with favor on consider-

iug the States and1 subdivisions in tile picture of financing the Govern-mnent of the United States, which, after all, is not exclusively Federal
and not exclusively State, but a combination of State and Federal andlocal, I think that is a good sign that we c1n get together.
1he views of this particular group that is lere, of the State tax ad-tiinimtrators, and we have had communications with perhaps 35 of the48 States, that will be presented to you in the form of a memoranlduI

and tables. 'That is in detail what we would like to have you consider.bitt I wouhl like to make these specific recommendations, if I ay,'
and it will not take but a moment.

There are six in number.
1. We would like to recommend that there should be no increasein Federal estates taxes at this time. If, however, they are considered

an indispenisable source of additional revenue, provision should be madefor an augmented share to be male available to the States by adjust-
ment. of tie credit for death duties paid to the States.

You will recall that, the 1926 revenue act gave the States 80 percentcredit. You will recall the subsequent estate taxes have been super-imposed ul)On that 1926 enactment, but that there have been no creditsgiven in respect to the subsequent acts, and that therefore, when a
person dies, coming within the sweep of the Federal estates tax, heis first taxed under the 1926 revenue act. and the States there have theopportunity of taking the 80 percent credit, and then what there isover and above that is taxed without giving any credit to the States
whatever.

Senator BROWN. What do you think of the proposal to reduce the
exemptioni from $45,000 to $25,000?

Mr. LoNG. You mean on the insurance
Senator BRowN. On both, as I understand.
Mr. LoNG. I am in favor of the abolition of exemptions. I think

exemptions are the real burden in any tax structure.
Senator BRowN. What exemption do you have in Massachusetts?
Mr. LoNo. We have a complete exeml)tion on insurance.
Senator BitowN. Ol the estate, what exemption do you have?Mr. LoNo. We have no estate tax except to take up th( 80 percentcredit allowed by the Federal Government. The Massachusetts courts
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ruled a great many years ago that in an insurance policy, where the
main beneficiary was found in the policyy that there was a coml)leted
transaction, and therefore upon the delith of the (lece(lent, there was
not. anything which came by way of succession to the beneficiary. Our
courts'have ruled they cannot tax insurance. Unquestionably our leg-
islature could overcome that by making a tax. We have i tax where
the insurance is made payable to the estate. Where the insurance is
made payable to the estate or the beneficiary dies, and b ecause there is
no other'beneficiary, the money is paid to the estate and then we have
no exemptions whatever, the entire amount of the )olicy is included in
the estate of the decedent.

Senator BROw N. Do you approve of the treasury's recolnmendation
to make that exeml)tion $25.000 instead of $45.000 ?

Mr. LONG. Yes. But it is my ol)inion the States should have these
lower amounts for taxation to themselves.

Senator BROWN. That would be a very material method and means
of broadening the base of taxation.

Mr. LONG. Well, it would be a means of what we think is a method
now permitted, to avoid a tax.

In Massachusetts, for examl)ie, a )ersoni can avoid our inheritance
tax merely by taking out insurance.

Now, if the Federal Government taxes that in a large estate, we cill
l)ick Ul) some of it under our 80-percent credit.

If you give us 80 percent credit under the 1941 Revenue Act we
would, all of us, be highly pleased.

Senator BliowN. I am pleased to note your second recommendation
there, about the allowance of the creation of a tax-free reserve by
which to meet the Federal death duties. We tried to cover that here,
I think, about 3 or 4 years ago, in part.

Mr. LONo. I recall'it.
Senator Bnowx. By providing for an 8-year l)eriod payment in the

case of Capital levies-tlat is what it amounts to-and by lowering
the interest rate from 6 to 4, as I iceall it. But I think there is merit
in what you suggest. Often it amounts to a capital levy, and it should
ie spread over a number of years, or a reserve should be set up to
repay it.

Mr. LoNo. It is equally true that there is an accumulation, it is a
circle and you never catch Ul). I think the rule, if it is good in this in-
,tance, and I think it is. should be generally applied. Ultimately, if
taxes are going to develop, as I think they are, we will of necessity'and
fairness permit the accumulation of pools of money which are com-
pletely free from any assessment, just for the purpose of paying taxes

ln cash.
2. The second recommendation was that provision should be made

to allow the creation of tax-free reserves with which to meet Federal
death duties.

Such a provision would help both Federal and State Governments
by retarding the exhaustion of capital holdings, and preserving the
taxable base for future revenues.

3. The third suggestion is that large increases in income taxes, espe-
cially those applicable to individuals, should not be made retroactively.
Since the revenue bill is so long delayed, provision for payment of
taxes for the ensuing year will be difficult for many individuals who
will be liable to State Governments upon income and other taxes.
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4. Tile fourth point is that because tie 1il)aet of Federal taxes upon
tie State tax yiel is So great, there sholild he provision for prior coil-
sultation by Treasury representatives with State authorities before
treasury recommendations as to types and amounts of new taxes are
made.

5. The fifth point is that attention should be given to the increas-
ing number of commodities upon which dupl)icatiig or conflicting ex-
cises are being imposed.

6. The sixth point is that in any Federal legislation providinig for
at Commission to consider and report upon the interrelationshil) of
Federal and State taxation systems, that there should be provision for
adequate representation of State taxation officials.

In closing, gentlemen, I woul like again to releat, what I said at
the beginning:

We are anxious to do what we call to protect our States. We are
mot unmindful of the fact that the Government must be the first in
concern in regard to tie Nation. We do, however, want to ask that
the Federal Government, having the greater power having the first
bite and being allowed to take too large a bite, thait it be a little modest,
and nibble instead of bite at these sources which they are seeking.

Senator GERRY. Mr. Long you have a peculiar situation, haven't
you, in Massachusetts, according to your testimony, in regard to the
insurancee policies?

Mr. LONG. In regard to inheritance taxes, that is correct.
Senator GERRY. That does not a)ply to other States, (oes it? I

never heard of it, that is why I ask.
Mr. LONG. I think that the doctrine is rather to be found in the other

States, namely, that when an insurance )olicy is taken out for the main
beneficiary that there is not anything that goes to the living at the tinie
of death. Now, if the State ],as ant estate tax, you have an entirely
different problem, and it may be that by legislation that the State can
arrange that insurance policies will go into the estate. I think most
of the-States in the Union, in probating, where there is a main bene-
ficiary in an insurance policy, do not run them through the probate
court; nor does the fiduciary in the estate have any control in the
insm'ance policy which is going to the main beneficiary.

Senator GERRY. My State has both tit( estate and inheritance taxes.
Mr. LONG. As I remember, your State merely passed the estate tax,

as many other States did; I think you passed it in 1927.
Senaitor GERRY. No; we were the initial State, I think, that h)assed

the estate tax, way back. The Treasury copied ours.
Senator AFT. "You do not have the catch-all 80-percent tax?
Mr. LONO. Yes; we do, Senator.
Senator TArr. Does not that catch the insurance ?
Mr. LONG. It catches the insurance, if it is sufficiently large, as far

as the Federal is concerned. If the estate is under $2,000,000, our
inheritance tax in Massachusetts is more than the 80-percent credit
under the 1926 Revenue Act; therefore, we would not get any insurance
because our inheritance tax would take it all. If it is a $5,000,000
estate, then we would piek up some of the insurance, under the 80-per-
cent credit, to the extent that the 1926 Revenue Act made any contri-
bution to the State. That is relatively small. I have in mind a recent
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estate in which we were interested of a)proximately $40,000,000.
tUder the 1926 Revenue Act the Federal Government had it tax only
of about $8,000,000, a little less than that, $7,000,000, of which we
received 80 percent, but the ultimate amount which the Federal Govern-
iment received was $23,000,000 out of the $40,000,000 estate. If we had

80 percent of tli $23,000,000, we would be very happy.
Senator TA'. The Federal Government would not have gotten it.
Mr. LON(. No.
Th1e CII7uIMtAN. I want to call your attention to 0he fact that exemup-

I onis from the Federal estate taxes have been )ut in partly, at least,
on thme theory that we were leaving tile small estates-that is, estates
that fell under that exemption-to the State, in which the small estate
was generally accumulated.

Mr. LONG. I think, Semnitor, that is etirelto e conmnended, and
I think that is correct because ultimately the Federal Government has
got. to think in terms of the higher things--the bigger things-those
corporations which aie Nation-wide.

The CnmmM,\N. That accounts, in part at least, fow- lhe exemption
that we have lways l)ut in an estate tax. Of course it has been gra(lu.
ally reduced. The l' reasmry has made the suggestion this year that it
be'further reduced on the'basi, of $40,000 straight ex~ell)tiou. So
far as the FederaI tax is.eoncerned. it leaves the estate of $40,000 or
mimder for the State to deal with is it sees fit.

Mr. LON. That is a statement of principle which we are asking
on that, and we a)lpreciate what you have done with resI)eet to the
estate tax.

The CHA. NIAN. ''hank you very much.
Senator VANDENBERG. May i ask you for the ex)laijtion of one

figure on table 3 of your compilation? I)o I understand that the
second item directed to fuel means that the States are collecting $845,-
000,000 from fuel taxes, representing 25 percent off-the total Staterevenues?

Mr. LONG. Yes; I think that, is correct. Now, the difficulty there
is that again we have related these figures to just the State revenue
itself, and have not thought in terms of the political subdivisions'revellils.

Senator TAFT. Yes.
Mr. LoNe. The gasoline tax so far as the State budget itself is coni-

cerne(l, bulks very large in every single State in the Union. In my
State it represents, or has represented in the past, about. $22,000,000
which, out, of our income in the State-because the bulk of taxes we
collected were distributed to the cities and towns-is more than 25

percent of the actual State revenue. That is all earmarked and goes
ack to the cities and towns.
Senator VANDENBERG. Speaking generally, the State government is

supported to the extent of about 25 per~entby gas taxesF
Mr. LoNo. That is correct. If you will permit me to add this to it:

All of that money is earmarked for highways, and to the extent that
the highways are'brought into the picture of the cost, of State govern-
ment, then that suggestion is correct.
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There is no opportunity to use any of this money for the normal
activities of ou, State government. For example, we could not, iii
Massachusetts, take any of that and pay the $11,000,000 it cost. us to
take care of our mentally ill.

Senator TAFr. We do liat in Ohio.
Mr. Loz. A great deal to the dissatisfaction of a great many people.
Senator TArT. I mean you cannot make a general statement that it is

all used for highways, because it is not.
fhe CIrunRMAN. The contrary is true in my State. Part of it is

used for the educational activities.
Mr. LoNG. In a great many States they have used it 1)y device. I

think the Federal Government has fro;ned on those kind of dis-
tributions from the Federal sources, yet there has been what they
call diversion of the gasoline money for other than road l)urposes.

Senator LA FOLLE'rE. And that diversion has been growing.
Mr. Lo,o. In the States with which I am most familiar tfiere has

not. been any diversion. In some of the States of necessity, l)ecause
their sources of revenue were incomplete, they have been obligated.
by devices of various forms, to use the gasoline money for educa-
tion and various other things.

Senator VANDENBERG. I was wondering if you were giving any. at-
tention to what would seem to me to be 'a tremendously serious
problem, hanging over State functions. If 25 percent of your
revenues come from gas taxation, the sharp curtailment in the use
of gas will be a proportionate curtailment of State revenues, will it
not ?

Mr. LoNo. That is true, but. if the Senator pleases, that would, I
think, ultimately result only in diminution of highway expendi-
tures. If in any of your States really you have used ii for other
purposes, I think as between the closing of the schools in Ohio and
delaying of the construction of a new boulevard in Cincinnati, that
the construction of the boulevard will be delayed. I think the reve.
nue we are going to 'lose by curtailment of fuel consumption will
be expressed by lack of expenditures rather than by any other
difficulty.

Senator TAFT. Let me ask you about table 1. You have there
"Total State expenditures." Of course that does not include local
expenditures?

Air. Lo.,Go. That is correct.
Senator TAFT. "Federal grants-in-aid, $645,000,000." Does that

include both State and local grants?
Air. LoNG. That includes only State grants.
Senator TAvr. That includes only State grants?
Mr. LONG. Yes. Some of those are. distributed to the local politi-

cal subdivisions.
For example, you have "Old-age assistance." The old-age assist-

ance starts locally, feeds in through the Government with the dis.
tribution back through the States.

Senator TArr. The State and local relief is supposed to cover all
relief except the W. P. A.?

Mr. LoNG. That is true. It would come into this. As far as the
relief end of it is concerned, it is included here, but there are cer-
tain grants made to local communities which are scattered, which
are not general in character, which are not included in these figures.
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Senator DANAHI R. One question, please. I think this is one of
the most significant exhibits which has been filed here. I wish the
witness could supplement it by an itemized reference to the sources
from which he has drawn these figures, if it is feasibly possible.

I would like to ask permission, Mr. Chairman, that such supple-
imentary reference be given and included at an appropriate point,
of this witness' testimony, in the record.

Mr. LoN. I would be very happy to do that.
The CHAIRMAN. We will be glad to have you do so and furnish

it for the record.
MIr. LoNG. Thank you.
(The menioranduim submitted by Mr. Long is as follows :)

MiI;MOiaNUM SUsMITrEI) lyI HENRY F. I(NO, CIlAIIMAN OF" 1115 COMMITTEE ON
('0oouDINATI)N 01F FEIEAI,, STATE, AND JIoC.\I. T.AXATION OF 'fiie NATIONAl, Ass)-
('IATION OF TAX AI)MINISTIRATORS AND COMMISSIONER OF CORPORATIONS AND T.X.i-
TION OF THE COMMONWEA\LTII OF M.\SSACIIUSEYS

A group of State tax coinissioners and other State fiscal officers who have
met here in Vashigton to discuss, id have by correslondence, and otherwise
exchanged Information, data, and ol sons relative to their coimon l)rohlems
in State taxation ind fiiinianIce. The result (of thi' discusses tlls been a
general coIcern about the effet of Federal revenue taxation upon State finances
during the present emergency.

OBJECTIVES

The puos'e of submitting tilli memoran(ul is not to intrude into the com-
mittee's delibierations upon the revenue 1ill (11. R. 5417) at tills late date, nor
to Opose or criticize y'r efforts to pride the reveiiies with which to 1l1liice
the national defeiise. We wAntt to emphasize tile resulting problems In filiance
which will face, tin' State governments in this elisis and request that ties
problesls be given adequate consideration through consultation with State ofli-
cials, be they tax commissioners; or finance officers of State governments, in
order that full cooperation ay be rendered al(l the States' revenues protected

insofar mis possible In the adoption of Federal tax schedules In a way which
will create the least financial disturbance to our existing forms.

LIMITATIONS OF PRESENTATION

It is the desire of the group for whom I speak to Indicate th relatollnshipq
of this Federal taxation, the effects of H. R. 5417, in general till States and
In particular upon certain States:

(a) Upon State taxation by resulting decreases, and (b) upon State expeli.
tures by resulting increases, and (c) cite the effects of price inflation on purchas-
hng power, and (d) suggest tile lilipilcations of taxable capacities of tile States
and the classiflcation of their tax systems its elements for consideration bearing
upon any proper solution of this problem.

One Incidental objective of this presentation is to call your attention to an-
other bill, H. R. 5196, which proposes to create a commission to study taxation It
tills country. The proposal provides for one representative of State government
on this commission. There are 48 States and" 180,000 municipalities that levy
taxes 1In this country ill addition to tie Federal Government. These taxing au-
thorities are to be represented by one consultant. The States and municipalities
collect 03.54 percent of all taxes collected itn this country. We stibmit that one
representative in a commission of 10 scarcely provides proper representation to
State government, nor can any single Individual possess the ability to solve the
complexities and unravel the confusion of the taxes which are levied by the
States, let alone tile municipalities who exist as creatures of these States. It is
not our purpose in calling these facts to your attention at this time to Inject this
subject Into your present deliberations, but, as I have said, we are concerned
with the probable decrease in State revenue and the probable Increases in State
expenditures which may be expected during tills crisis.
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RATIONING AND PRIORTIES

The effects of ratioiling ind pirlorities have been weighed but tile iietessity
for these co' tr'lO]s iII tile defellse 'colloly tI'll Iscevii& III i ll il'[llie that of Stllt
retvehies, although we urge that Ila the adoption of ratlonilg find priority
schedules an eye might be kept upon State revenues which will be directly
affected find often in serious degree by these necessary defense controls. Our
iibJeetive n11y be suninicti tell briefly by stating that It seis advisable to give
considerlt ion to State revenue through consultation with State representatives
whei measures affecting It, such as the revenue measure now before you an11d
related economic legislation, Is being given colisileration.

S*I'.VE E ENDiI'i'IaE IN(IIEAsFs

Tie' costs of defense are bIelle've1 by itilt l1y to he 'elirely till' subject to payllielnt
mut of L.'deral revenues. Despite 111is filet It It'gis to IlipptIr h(illitely that
Iii Slttes iiav' be il, ilIl will lie, inclrealsingly viilld 111i0it to mutvlr l1l3lly of lit'
'oSts Iile'iital to defelst.e. These (.,j. ., egii to lie fell il, those atIvities ('utail-
ilg the 1 lliiellllt e of vocational edlvatfioll iiad t rolling for Iihieitell, plli'e. et('..,
tilind those tivolvilg the preplil ' tI ois by collill'l. of lotiollil dfelise which ha \'
livt created iii the Stitte.. With lheir latioolal gllrds ill Fedi'ill service. Ille
upkeep of home gnu ards will pllce aId(litiioalI (lefilise costs upon hlie Stile'. 'lnhsi'
Sites representedl I tiis gloup fully I'eilize aitl l i'e ill sylliplthy witi the
iliirllii(e of e'eolloilll I Sliate ultdgetilg, to nluke fre the taxable ciliil('ity of tI'
vitizeii to l(' Federal overiiient Ill lits crisis, but they ai so believe tli(, Federal
(overnnilent should priletlie .strict e(',oniy ill Its indefenilse spending. This tylle
of Spieilnding parallels iilld conforills (,lo.isly to tlit'e ii'lrial regular expeii(litlres of
Slatus in may ways. Legislation lhi recelit years liis Iole inl iore shlowli the
teindeicy to Interningle ti filletions originally iiIlocated to Federail and State
(toverillilits lit tile expellse of tie States' budgets by grlits-ill-aild, aliltd lile ixpall-
siin of those functions whose pe'formince hit ( lne' to lie considered ta iiifte;"
of national emergency sotie time before flit' lresent crisis a rose. Attention is
merely being directed to tihe filet thlat State expenditures will hirase during
this eniergeney. Tie extent of the lInrease is spe'ulatlive, but nonethless real
find sizeable.

TAXABLE CAPACITY AND STATE SYMi EMS CLMSSIFIEI)

The priicilpil objective of this presentation, as we have said, is to survey with
you the factors fal to measure, its well, the possible effects of revenue legislation
Upun the State tax Systems. In order to properly survey and estimate these
effects ill dollars and cents, consideration must be given to the taxable capacity
of lhe various States which differs as the wealth utnd Ineomue of the population
fiid the taxable resources located within each State differs one from the other.
li addition to the factor of taxable capacity, It seems appropriate to classify the
various State tax systems in a general wily to show groups which will le affected
more adversely by certain types of taxation than certain other types.

A perusal of the data on taxable capacities will dlis'ose the receilpts front the
varons States set opposite to the expenditures by the various States front Federal
:ources. It will call your attention to the degree of reliance plieed iiIon certainn
forms of taxation by the several States find furnish yo with solle lnliieation of
the wlllingniess of the States to tax themselves.

Factors which affect fill(] art' of signiflcan'e iii the tiixalble capacity are indi-
ct'ted by the flow of income payments, the types of pt dut've iictivity. tli.titttUr
of the tax systems adopted, and the willingiiess of tin' Stalte legislatures to inipose
taxes to sUnlIlirt a program adequate to the States' needs. There i1s no desire to
accentuate State differences In these statements, hut rather to indicate the part
taxable capacity should )lay in plans for existence of State government i a diil
taxing system, stlch is that relied u1)on lit this coulitry. Tax techll(lties lit
closely associated with taxable capacity In any criterion of willing andt effetive
efforts by State to support enlightened programs. Without further analysis of
taxable capacity at this time, permit nie to suaini'izi' tI' type ild nature of the
various tax systems.

Thirty-seven States emlnloy the Income tax as a r'venue-'raising ieasuret, ,M lii
Its individual form, and 32 employ the corporate form. Of the 33 Individuial
icome-tax States, 20 allow the deduction of Federal faxes paid; 18 of the cor-
lporate Income-tax States allow the deduction of Federal eorMration taxes paid.
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Sales and list, taxes are employed ii 22 States, 5 of whihh do not take advantage of
the use tax featuIres, 1ut It seenis significant, also. that only 4 of these 22 States
do not emlploy It( ineinme-tax tetlltd-Ihlois, Michilgan, Ohio, and Washigton.
Of the 37 icoine-tax Stiates 20 do not resort to file sales ita( use method. All
States elilOy a tax ol gasoline to provide revenules. ('erti in inequities hllve re-
snlited front tlie full rlltloymient of this tax as it State revenue ineasu re through
fit' limitations of the Iiyden-(artwright Act which will be discussed it it moment.
All States but oie eml)oy the Inhieritanice, estate, and gift tax in some form as a
reveitle-lproducing iueastre: 0 of these have adopted itetho(ls similar to tihe Fef(-
erail estate tax, while 7 eliploy i tax ol inheritances only alid the rellalilig :17)
have both Inheritance itad estate tax forms, the latter primarily to take advantage
of the crediting device allowed under tile 1926 Federal estate tax law; 8 States
have gift tax laws in effect to stippleimtent the death tixes. Appended to tills
preseitation is it table cliassifyiiig tile State systells as early as issible for your
gitlialice anld assistaiice alld including the most relevant dii a froll whih to
deterine in a general way the taxable Capacities of the varilou States.

ANTICIPATED) IIEVENUF LOSSES

The orCr-all picture

11. It. 5417 proptises to levy new taxes, or Increase those now levied to the
amunt of $3,3I0,0100). Of this ,,3M.000000. $1,300,000,000. or 40.87 percent,
will be derived from the Income tax on Corporatlons, chliefty excess profits taxes:
$8114,800,000, or 20.75 percent, from tile Income tax oit individuals; $151,900,000,
or 4.69 percent, from the tax oit estates and gifts; $127,300,000, or 3.93 percent,
from the tax on alcoholic liquors. Smaller amounts and percentages will he
raised 1)y levies on other taxable (objects.

The l)roposed levies atre to a i large extent on the saite persons and objects now
taxed by the various States. The principal reliance of the States for their
revenues Is placed ulsIti gasoline mid motor-vehicle taxes, representing 37 percent
of the total colleetlons, or $1,233,000. Gasoline tax, a form of sales tax, varying i
rates in the several States, represents 25 percent of the total collections of State
taxes, and other taxes otl Iiotor vehicles for registration atit operatIon, 12 percent.
Gasoline tax, on tlmt, other hand, furnishes 5.75 percent of all Federal internal
revenues, tnit iMotor-vehicie taxes, 2.60 percent. Pay-roll taxes have been omitted
front these eomlitations, although this forit is employed Itt all 48 of the States.
Next in |miportainee as a form of taxation come sales and use taxes l'ovidilg
14.73 percent of the States' revenues and only 4.1. percent of all Federal internal
revettues. Income taxes in the Individual and corporate formns provide approxi-
mately 10 percent of the States' revenues and 46 percent of Federal revenue, All-
though this percentage is bound to increase proportionately under the new sclted-
ules. Taxes ott alcoholic beverages provide 7.16 percent of States' revenues and
13.92 percent of Federal revenues, being fourth In Importance in the States'
schedules. Next in intlortance. primarily to the local governnents, is property
taxation, )roviding only 7.95 pereent of State revenues, but 53.7 percent of all
revenues Collected in this country. Death taxes range next in importance it the
State systems providing 3.5 percent of State revenues and 8 percent of Federal
revenues. Rather thain conttinlue to cite figures of relative importance of taxes
below the levels which we have referred to and which provlde the principal
sources of conflict or impact from the States' anticipated losses its a result of
Federal legislation, Ji additional table has been attached to this presentation to
furfish the elements foi- survey which seem imlrtant to the group for whottt
I Speak.

Perhaps P discussot of each of the proposed taxes meltIone(l above will throw
light upon this conflict between the State and Federal tax systems, even though
it does not measure the competition for each source of taxable capacity.

C'ORIORATION INCOME TAXFS

'ilte Federal Government now levies excess-protit taxes, eorporatitt-lneome
taxes, aitd capital-stock taxes, and It. It. 5417 proposes to increase the corpora-
tion-income tax above to Increase the yield by $1,300,000.000. This tax will
(onflict directly with the eorloration-ticome tax of 33 States which levy taxes
tit corporate incomes, and Indirectly with 34 States which levy on Individual
incomes. lIt 1940 time States raised 4.15 percent of their total taxable income
exclusive of pay-roll taxes from this source. Evell it 140 the Federal Govern-
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inent colle(ed M.27 front the tax on corporate incomes for every $1 tile State
collected. The States directly conipeting with the Federal Governnient Iln the
taxation of corporations cal be seen by c-xamining table 3A.

INDIVIDUAL-INCOME TAXES

11. It. 5417 proposes to Increase the yield by $8(14,800,00) the tax on individuals.
This tax competes directly with Individual-income taxes levied by 34 States, but
most directly with the 20 State. in which Federal Income-tax payments are ani
allowable deduction. Il 1940 ti Stites collected 6.13 percent of their total in-
colne from taxes, exclusive of pay-roll taxes, from tills source. Ili that year
the Federal (lovernmnent collected $4.66 from tills source for every $1 the States
separately reporting Income taxes raised front tills source. The States In wlheh
the Federal Government and the States compete for tills taxable revenue may 1)e
seen 'by examining table 311.

ESTATE AND olIr TAXES

II. It. 5417 proposes to Increase by $151,900,000 the tax on estate and gifts. All
hut one State in 11140 levied Inheritance, estate, and/or gift taxes, collecting $118,-
400,000 from these taxes. This was 3.54 percent of their total tax receipts, ex-
clusive of pay-roll taxes. Daring this same year the Federal Government col-
lected $358,000,000 or $3.03 for every $1 the States collected. The trend in tills
direction Is more fully evidenced by the fact that in 1920 total death taxes were
divided 30 percent Federal anl 70 ler('ent State, while in 1939 the ratio is
completely reversed. The States affected by this competition and the importance
of that competition can be seen by examining tables X and 5.

TAX ON ALCOIIOLIC LIQUORS

H1. It. 5417 proposed to increase by $127,300,000 by further taxing alcoholic
liquors. It 1940 all the States levied on this source, collecting 7.10 percent of all
their taxes, exclusive of pay-roll taxes, from tills source. This revenue amounted
to $238.000,000, which was $1 for every $2.62 collected by tile Federal Government.
The relative Importance of tills tax to tile various States call be seen by exam-
ining table 3D

SA.ES TAXES

1i. It. 5417 proposes to levy taxes on certain manufactured articles. Twenty-
three Stats-s now have general sales taxes. The total yield of tills tax to the
States amounted to $490,000,000. The proposed tax will not cover all the same
taxable objects that are carried by time States, but there will be certain areas of
conflict. The revenue derived frotn this source and Its relative inportanlce may
be learned from table 3E.

OTHER MEANS IN WHICH TIE FEDERAL AND STA7E REVENUE SYSTEMS MAY CONFLICT

We are told o1 every hand that the defense expenditures of the Federal Gov-
ernment will bring at least a temporary prosperity which will of Itself offset the
decreases In State revenues, a generalization which will bear examination.

Prosperity means profits. If there are profits, the income-tax States allowing
a deduction of Federal taxes paid will ljt benefit to the extent they otherwise
would. The machitnery for their capture are the (1) excess-profits tax, (2) cor-
lioration-ncomie tax, (3) indlvidual-inconle tax. There remains for the States
tie taxing of leavings of the anticipated prosperity. (Pay-roll taxes will not
relieve the situation for they are earmarked.) This will leave only the States
which levy general sales taxes to real) the benefits of general prosperity. The
an1ounts collected from general sales taxer' and their relative importance may
be learned from table 3E.

If we have inflation, there will be a marked lag between the higher price
level an(d Increased State revenues from Increased spending except in tie case
of tie sale!-iax States. There will be, however, no lag between increased State
expenses and increased prices.

We also hear on every side that priorities will be Invoked. It Is now too
early to discuss tile Impact of priorities oi specific objects, except upon automo-
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liles till() gasoline; 25.41 percent of the tax revenues of the States catle from a
tax on motor fuel and 11.65 percent from the tax on auto licenses. If these
proposals of priorities lit(]d rationing are effe(tllt d, lit' States' revenues will
be further reduced. Tile importance of levies on motorists in the States' fiscal
system are shown in table 3F.

PURCHASING POWER

It seems necessary, however, for you to bear in mind any reduction in pur-
chasing power resulting from the forces presently at work requires consideration
in deternilttng the effect on the fiscal problems of the States. Decline in the
vaht of the dollar will be felt seriously in carrying oil the programs of romttk,
highways, schools, welfare, and general government which have been Identified
since the beginnings of our form of government as functions of the State. Local
responsibility ind o(1al obligation must be exercise(] for their support. It seents
to be generally admitted by those it close touch with the situnthin that purehas-
Ing power will declinee and, as it declines, to that extent will the difficulties of
Stilt(, finances Increase.

The (stlitated tax yield or tile ylel.& for ea(h StMilte 11 1199, le they liiiitffeeted
Ili any other respect by Federal-tax legislation, would feel the Impact of d(-
clining purchasing power lit the reduced value of tle tax dollar. The States
furnish complete living costs to many of their unfortunates atid governmental
services of soine types to all citizens. Your attention is Invited to tils factor
of purchasing power as aplplied to State revenues and State exl)endlitures to show
the trend which llay be expected attd the embarrassment to either the revenue
or the expenditure side of State budgets as tbis purchasing power declines during
a period of price Inflation.

CONcI.USION

The national income, no matter who be the recipients and ili what proportion
till(] lit what manner It Is divided between the several Stateq, is tile source front
which the Federal Government lIfts the authority to reach first; to cut the first
slice of taxation, so to speak, before the remainder becomes available to the
States. We would remind you of this printacy in the hope that no undue advan-
tage is taken of it.

Attesting the Interest which has manifested Itself throughout tite country in
this subject, tild which has prompted the group vhih I represent to call titis
situation to your attention, we have attached as appendix 6, quotations front
letters endorsing the Idea and ieastiring tile seriousiness of tile situation In the
opintiolt of tile tax con)iissioners contacted throughout the country. Your atten-
tion , s resl ectfully called to tills exhibit for assurance that this presentation is
promoted by concern for State revenues and shoulo le implemented in tile future
by consultation before revenue legislation Is adopted.

The States cannot afford to lost millions of dollars through tile Impacts of
Federal legislation and continue to operate. We do urge upon you that State
fiscal conditions involving taxation and expenditures can be foreseen more read-
1ly by those actively Interested and Imedlately engaged in fiscal fields within
tile several States with a more Intimate grasp than anyone else:

A group of State tax commissioners therefore, has sought this opportunity to
be heard to offer assistance in measuring tile effects of Federal legislation upon
siubsequent revenue policy.

APPENDIX
Table

Taate expenditures aitalyzed------......................------ 1Taxable eaalcty': .....
W ealth 1)118 s ----------------------------------------------------- ------ 2AIncom e basis ----- ----- ----- ---- ----- ----- ----- ---- ----- ------.. .

Tax systems classified ------------------------------------------------------ 211'.State revenue analyzed :2l
Over-all tax picture ----------------------------------------------------- ,
Income tax :C orporate ---------------------------------------------------------- .JA

Death taxs ---------------------------------------------------------- JD
Liquor taxes--------------------------------------------------------------)alor taxes -.-------------------------------------------------------------Sales and use is.. . . . . . . . . . . . . .. . . . . . . . . . . . . . . :ii,

(-nsollne and motor vehicle ------------------------------------------------
Estate-tax trend, by States. since 1926 -------------------------------- 5
Excerpts front (ommlssloner's letters - -----------------------------------
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'I\iut..: 1.--'t~tte f)pI(dtt!I','( and M'deral flrahut.In.aid, 19,18

Ala am a. . .. ...................
A rizona - -.... -.. ------........
Arkansis .... ......... .........
(alifornia. .................
Colorado .....................
(onnecticut. . ...............
i)elAwlro ...................
Florida ....................
(eorgia ......... ..........
Idaho ................. ...... ...
Illinois ......................hnlitaa.....................

Iowa .................
Kan as .......... ..........
Kentucky .................
Louisiana .......................
Maine ..... ................
Maryland ...................
Massachusetts .............. .
Michigan ..................
M innesota ......................
NI Iss iss ppi .. .. .. ... ... .
Missouri ........ ... .. .
Montana
Nebraska ....
Nevada ........
New hlampshire
New Jersey
Now Mexico .-----... ..
New York
North Carolina-.........
North Dakota ...........
Ohio- - ......... ..
Oklahoma......
Oregon. ....
Pennsylvania.........
Rhode Island........
South Carolina .
South Dakota ..................
Tennessee .................
Texas..............
Utah... ..........
Vermont ...................
Virginia --------
Washington...............
West Virginia............
Wisconsin.........
Wyoming ...................

Total ....... ...........

(000's omitted)

Federal Percent relief
total dgrants.In. State and

State n ln local relief
ahd Stato Local

.. 7,217 $8,915 $250 48.9 61. 1
............ 20,384 5,449 459 100.0
............ M, 76 8,290 2'20 101). 01.
........... 300, 399 50,602 47,552 79.8 20.2

- 51,019 13,758 2,347 63. I 3 ),.1
&3,491 8,618 0.878 24. 1 75.9

------ . 12,641 2,074 441 50.0 50.1
........... 52,473 8,163 ...... I M.10
...... . 61,145 9.423 42.1 .0I .1

19,211 4,745 371 52.3 17.7
.5IK, 405 36,071 48,433 74.8 2. 2
91,295 19,159 8,325 100.10
86, 872 12,970 6,207 8 70. 2

....... 41,441 ,25 3,4 30.0 70.0m.. 1 0 9. 0:36 51 .... 00.0
82,800 9,919 1, 6 98.0 1.4
31,.%4 5,504 2.7N0 29.1 71.0
54,950 8,23 2,527 t.1 88.11

139,112 27,326 22, 20.0 80. o
169,015 24,086 17 830 55.3 44.7
118, 845 17,438 12,656 24.1 75.9
47.493 7,309 51 100.0
N5, 808 19,493 4,358 95.8 4.2
20, 194 , 20J 904 47.1 52.9
29.148 8,035 I, 10 It., 0
7,438 2,523 09 3.4 96.5
18,37 3,021 2, 100.II
114.435 16,235 18.319 71.7 28.3
261,89b

498. 959
86, 08(1
20,018

180,869
82, &%
42,089

M, 422
26, 782
13,552
22,060
55522

164.363
M5, 821
13,296
59,81874. 780

64,952
92,604
12,571

4.000,844

3,788
53,216
12, 519
3,344

34,510
15,645
8,281

43,010
4,307
6,025
4,456,

11,670
28,480
5,459
2,287
7.950

12, 667
6.975
16, 539
3,308

45, 904

157
122,6CA1

433
9M

20,711
704

1,913
93,316
2,970

279
838
321

1,384
1,363

779
984

3,355
1,619

12, 537
431

41.3

49.9
50.
53.2
52.7

100.0
45.5

84.7-i. 0

19. I
76.7
10.5
65.1

10. 1
58.7

100.0
50.1
43.9
40.8
47.3

54.546. 1t40.1)
1100.01
100.0
100.11
15.3

100.0
55.0
30.9
23.3
89.5
34.9

481,019 .........

Souroo: Book of the Statis, Council of State Governments, 1941.
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TABL 2A.-Deterninants of taxable capacity of States, wealth basis

[003's omitted)

Land area (square miles)

51 .............................
113 ........... .........
52 ......................
1.55 ....................
103 ...................
4 ..........................
I ................. ........
1 i...................

83 ..........................
.............................

36 ...................... ......
81 .......... ..........
0 ........................
45 .... ........................
40. ..... ....................
9 .............................
9 ..............................
9 .............................
80 -------.-.-.-. -........
40 ........................

46..........................

68 ..........................
146 .......................
76 ...........................
109 .........................
9 ..............................
7 ..............................
122 ............ ...............
47 .............................
48 .............................
70 .............................
40 .............................
69 ..........................
95 .............................
44 .............................

..............................
30 .............................
76 .............................
41 .............................
262 ............................
82 .............................
9 ..............................
40 .............................
60 .............................
24 .............................
55..........................
97..........................

110opula-
tlon

2, 830
497

1,918
6,873
1,118
1,710

264
1,877
3,119

5M3
7,874
3,416
2. 35
, 799

2,839
2,355

845
1,811
4,312
5,245
2, 785
2, 181
3, 775

554
1,313

110
489

4,14S
528

13, 379
3,563

639
6,889
2,329
1,087
9,891
711

1,905
641

2,910
6,418

548
357

2,664
1,721
1,900
3,125

246

StateAssessed
value

$936
:38f
447

7, 14
1,102
3,072

.533

961

3S9
5, 159
3,851
3,218
2,795
2, 757
1,341

672
2,890
6,243
6,391

215
551

3,845
1,030
2,033

192
553

5,514
312

5, 623
22,348

9:10
9,159
1, '224

900
2, 205i
11, 513

365990
1,489
3, 497

569
276

2, 164
1, 080

1,834
4,467

328

I In millions only.

Source: Social Security Board Book of the States.

41177-)41-81

Alabama ....................
Arizona ....................
Arkansas ....................
California ...................
Colorado ...............
Connecticut .................
)elaware ..................

Florida ......................
(1 eorgia .....................
Idaho .......................
Illinois ......................
Indiana .....................
Iow a ......................
K an:-4 s .....................
Kent ck k ..................
Louisiana ..................
1aine ......................

Maryland ...................
Massachusetts ..............
M icigan ...................

ilonntsota ..................Almlps~s pl ..................
Missouri ..................
Montana ....................
Nebraska ...................
Nevada .
New Hampshire ............
New Jerss ................
New Mexico ................
New York .................
North Carolina .............
North Dakota ...............
Ohio .......... .........
Oklahoma ...................
Oregon ......................
Pennsylvania ...............
Rhode Island ...............
South Carolina ..............
South Dakota ...............
Tennesste ...................
Texas .......................
Utah ........................
Vermont ....................
Virginia ....................
Washington ................
West Virginia ...............
Wisconsin ...................
Wyoming ...................

Bonded debt

State and Per
local Capits

$213,066 $75.21
7f,,555 1M3.42

214, 187 109.89
1, 538,597 222.76
159. CO 142.44

201,943 118.16
27,2S2 102. 18

433, 092 223.03
151,166 48.39
67.714 128.98

9S,845 121.06
167, MI 48.88
1M1,562 76. 66
116, 619 64.77
130,059 47.81
391,275 166.78
68,385 80. 74

339,18.3 186.26
618,787 150.29
714,530 135 95
31 7,.56 124.48
185,782 . 85.07
333, 772 X& 18
62,917 112.55

125,781 05.58
10,576 9ft 15
39,309 79.89

1,216,261 292.37
69,313 130.29

5, 282, 500 391.91
460,426 128.90
51,069 79.55
701,071 110.17
197,396 84.50
187,893 172.38

1,611,952 162.82
179,620 251.92
160, 983 84.73
79.,9 123.76

417,001 143.00
734,434 114.49
41,776 75.96
24, 142 67. 25
203,187 75.87
264,380 152.92
134,648 70.79
151,328 48.22
37, 10 151.04
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',l',AL 2AA.-Determinants of taxable capacity of States, income basis

State

Alabama .........
Arizona ............
Arkansas -.........
California .........
Colorado ........
Connceticut .
)elaware ..........

Florlda ............
(corgia ............
Idaho ..............
Illinois .............
Indiana ...........
Iowa .............
Kansas ............
Kentucky .........
Louisiana ..........
Maine .............
Maryland .......
Massachusetts .....
Michigtn ..........
Minnesota .........MissippVIi ........
Missour ...........
Montana ..........

State revenue State
and local
tax Col.

Percent lectlons,
Per of total percent

r icolne of total
capita Pay inc e

nients; pay-mens eats

$17.72 7.5 8.6
25. W0 5.5 13.0
14.94 6.4 8.1
39.19 5.4 10.9
29.33 5.9 11.5
33.8 4.8 8.5
42.91 5.5 7.2
26.12 6.1 11.8
14.87 5.3 8.3
26.97 6.2 12.0
21.47 4.1 10.7
24.49 5.3 9.6
26.51 6.2 14.4
23.42 5.7 13.4
16.81 5.7 9.4
29.01 8.6 14.9
28.49 6.2 12.7
24.61 4.4 8.9
30.92 4.6 109
33.01 6.0 11.1
35.5.3 7.3 12.3
12.84 6.6 13.7
19.14 4.2 10.1 ,I
26.51 5.2 13.2'

State

Nebraska .........
Nevada ...........
New Hlampshlre...
New Jersey. ......
New Mxlco ......
New York .........North Carolina. ..
North Dakota-.-Ohio ..............
Oklahoma .........
Oregon ............
Pennsylvania.
Rhode Island .....
South Carolina....
South Dakota ....
Tennessee ........
Texas ..............
Utah ..............
Vermont ...........
Virginia ...........
Washington .......
West Virginla ......
Wisconsin .........
Wyoming ..........

State revenue State
and local
tax col-

Percent lcetlions,
of toial percentPer Inomel of total

capital Inc Income
pay- pay-mJents ments

18.15 4.6 12.2
35.19 4.8 10.0
27.40 5,4 10.9
26.96 4.4 14.0
37.33 11.8 11.7
2M.00 3.6 12.2
23.46 8.1 9.2
21.19 6.5 12.7
27.29 4.9 9.2
27.28 8.1 14.5
27.2S 5.3 11.2
(1) (1) 8.6
29.65 3.3 9.4
10.35 6. 6 9.7
26.41 7.6 16.0
14.66 5.1 8.8
19 .e 4.7 9.6
?,.12 7.9 13.6
31.20 6.8 10.2
21.42 5.k 7.2
37.91 6.6 9.3
27.07 7.6 9.1
31.98 6.5 12.4
36.78 6.3 11.9

' Not available.

Source: Social Security Board.

TAILE 2AA.-Dctcrminant8 of taxable capacity of States, iaconic basis

INCOME PAYMENTS, 1939

Percent
Percent of Percent of wages and

Amount United Per capital United salaries ofstate (000,000) States States total In-
total average como pay.

ments, 1939

Alabama .................................
Arizona ...................................
Arkansas .................................
California ..............................
Colorado ..................................
Connecticut le ....t.......................
Delaware ................................
Florida ...................................
Georgia ..................................
Idaho ....................................
Illinois ...................................
Indiana ..................................
Iowa .....................................
Kansas ...................................
Kentucky ................................
Louisiana ...a...........................
M aine .....................................
M aryland .................................
Massachusetts ............................
Michigan .................................
M innesota .................................
M ississippI ...............................
M issouri ..................................
Montana .................................
Nebraska ..................................
Nevada ...................................

225
472

5,122
581

1,310
222
843
9o5
234

5,027
1,684
1,128

739
847
820
404

1,070
3,035
3.125
1,398

44t
1,782
304
5

58.6
59.6
44. 1
57.9
54.7
63.9
46.4
51.4
58.1
53,0
03.6
63.6
48. 1
53.6
55. 4
57. 4
60.4
3. 3

61.9
69.2
56.7
43.8
60.0
58.2
52. 4
65.9
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'.mir..: 2AA.-Deterniiants of taxable cu alto at 8les, income bs(181-

Contiued

State

New llampshire ..........................
New Jersey ..............................
New Mexico ...............................
New York ................................
North Carolina .............. ..........
North Dakota .............................
Ohio ......................................
Oklahoma ................................
Oregon ....................................
Pennsylvania ..............................
Rhode Island ..............................
South Carolina ............................
South Dakota ............................
Tennessee .................................
Texas ----------...........................
Utah. ...........................
Vermont ...............................
Virginia .................................
Washington ...............................
West Virginia .............................
Wisconsin .................................
Wyoming .................................

Amount
(000,000)

254
2, 674

170
10, V81l
1,068

231
4,181

797
591

5,678
473
508
239
856

2, 558
245
174

1,019
1,041

712
1,555

162

Percent of
United
States
totili

Per capita

519
(I)

323
825
302
362
608
313
.45
575

268
373
296
401
449
486
385
608
378
Sol
623

I Not available.

Source: Social Security Board.

TABLE 2B.-Clas8ifiation of State ta 8ystCm8

States employing :Income, sales, and Inheritance

forms :
With State property tax:

Alabama
Arkansas
California
Iowa
Kansas
Mlssissinpi
Missouri
New Mexico
Oklahoma
South Dakota
West Virginia

Without State property tax:
Arizona
Colorado
North Dakota
North Carolina

Death tax forms only:
With property tax only:

Florida
Maine
Nebraska
New Jersey
Rhode Island
Texas

Source: Prentice-IIall, Inc., Tax Diary and
missioners.

States employing:
Income and inheritance forms (no

sales) :
With State property tax:

Georgia
Indiana
Kentucky
Louisiana
Maryland
Minnesota
Montana
Tennessee
Vermont
Virginia

Without State property tax:
Connecticut
Delaware
Indiana
Masoachusetts
New Hampshire
New York
Oregon
Pennsylvania
South Carolina
WisconsinI

Property tax only:
Nevada

Manual, 1941. and reports of State tax com.

Percent of
United
.States

average

97(I)
60

154
08

113
61

102
107
124
50
70
65
75
84
91
72

113
71
93

116

Percent
wages and
salaries of
total in-

colie pay-
ntms, 1930

61.4
64.0
51.8
,59. 9
57.8
43.3
04.6
49.7
62.8
64.0
64.1
58.1
40.0
60.4
53.2
01.2
57.5
63.2
63.6
68.1
61.4
55.9
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TABLE 3.-AMoWIt of tax collected and related importance of rcceipt8 from
deletedd taxei, State and federal Governments, 19.lO (socialsccurity taxes
e(rheldcd) [000's omitted)

Kind of tax

Motor ....................
Fuel ...............................
Auto license ........................
Sales .........................
lProperty ................ ......
Inicone:

CorporatiIons .................
Ind Ivdual ......................

deathh ..............................
Li quor .... ............. ...
Tobacco ............................
All other, ...........................

Total ........................

I Report of the Commissioners of In
Special lesort No. 10, Bureau of t

3 State 'Pax ilq, 1939, Tax l ,olley

Federal collections I State collections I Local collections$

Am lount Pcrcentof A onnt ercentof Iercentof
total total Amount total

$119,402 2. 66 .---- ......
257,149 5.75 $81.5, 42 1 23.4 .' ...... oio

.... ... 1........ . 3S7,747 11. 65 1,788 .04
13, 669 4.11 40, 187 14.73 6s, ()t 1.53
........ ........... 261,653 7.95 4, 175,416 03.81

1,114,424 21.91 13A, 076 4.15 .....................
900, m81 21. 25 2W, 9St 6. 13 ........ ......
357, Wo 7. W 117,903 3.54 431......
622, 1 13.92 238, 149 7. 1I 3,315 .07
60S, 071) 13. 59 97, 052 2.92 5, 1 S .12
259, i 5.82 544, 055 16.35 192,277 4.33

4,474, 149 100. 00 3,327, 227 100.00 4,450,743 100.00

ternal Revenue, 1910, table 1.
he Census, department of Commerce.
[Leaure.

'rti.I: 3A.-Reltionsitip betitetn cotporation income taxes collected by/ States,
t,1nd corporation income taxes colh(.cted in those ,Nttl/s bly the U. . Govl'ern-
itcent, 19140

[In thousands of dollars)

Corporation income taxes For every $1
Percent of colleted- State' collect.
total Stale -. U. S. (ov-

taxescollected l U. S. ernlent
By States Oovernnent ollets-

Total, 30 States .......................
Total 46 States ..........................

Alabama 3 ...............Arizona 3.'3.........] .....
Arkansas ...................................

California -....... ..........................
Colorado 34 .................................
Connecticut ...................................
Delaware .....................................
Florida .......... ..............................
(leorgla 3 4 ....................................
Idaho ' .........................................
Illinois .........................................
Indiana .......................................
Iowa 3 ............. . . . .......
Kansus 3 .................................
Kentucky I ..............
Lonislana, ............ ..............
Maih.e .. .................
M aryland ....................................
lmssaechusetts ............................

M ichigan .....................................
M innesnta' 3 ......... . . . . . . . . . . . . . . . . . . . . . . . . .

Atississipjid 4 .............................. ...
M issouri .....................................
M ontana 3 ...................................
N ebraska ......................................
Nevada ....... ...................... ......
New Ilampzhire ..............................
New Jersey .....................................
New Mexico 3 ..... ....
New York ...........................
North ('arolina ............................
North )akota 2 3 ...............................
O hio ............................................
Oklahoma 3 ..............................
Oregon' ............................
I'mnnvuylvanla ................................

............i:i5. .....
3,3
3.01
1.128.10

.82
8.2$

...............

.......... ..oi

12.73
...:-.........

1. It
2.00
4.55
3.80

2. 93
.62

3.7.5
2.61

5.01

. ....... i...
1.72
8.6

11.55
1.49

7.07
7.01
9.32

1,5.36
511
311

20, 597
2811

3, 651

......... .6
2,700
1,510

915
767

1,915
2,722
1,294

752........ ...i."
2, 12
852

.......... ...

279
30, 529

8, 657
196

3,918
1,814

23, 777

$159, 29
1,114,42

4,4099,1
1,05

60, 68'
8,271

19,171
41,1856, 377

!. 613
95.931
16, 0
7,728
4,630
0.87
8,147
3,272

11, 593.A. 3. 3

83, 905
17,311
1,611

35, 145
1,751
4,618
1,128
1,688

,34, 5s9

2A2.41710, -t63

376
73,811
If, 6.20
3.882

87, 510

3 $3.27
I 8.07

2 2.87
S 1.835 5.64~
0 2.95
0 2.89
0 5.25
5 ..............
7 ....... _..

3.22
1.05

I ..............

8.45
0.01
l.08
2.99

4..34
............................. ......... 6iii_

1.93
.......... .-..

2.01M

7.12
1.90
1.92
2.71
2.11
3.68

Exclusive of social-security taxes. 1938 data. 3 Federal income tax deductible as an expense.
4 1939 data. & Not reported separately.
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TABLE 3A .- Rationship bct rW n (orporation income taxes eothetcid by States,

an(d eorporation in('(oe tm(riws colle(t(d in those States by the U. S. (haern-
II [ thousands of dollars]

Corporation income taxe r
1'crcmtof Collectd(- For every $1lPercent of oletd- States collect,

total State U. S. ov-
taeStolltcted a n ITnS. ernment

By States Oo\:ernmlent collects-

R hode Islland ..... ........................ .- _ - . . . . . . .. . .. 4 7 ..............
South Carolina . ......... 5. 10 I,'571 3,512 2.226
South l)akota . ......... ....... .. 512 ...........
'Trnes:se ......... ............ 3........63.1 , 54.,2 7, I.3 4.91
'i'exas. ......................................................... . ... 31,574 ..............
Utah 3._........................ .. 1.51 769 2,1)77 2. 70
Vrrm ont 2 3 ................................. 1.74 179 1, 227 6.80
Vir ilnia ... ............................ 5. 74 2, 69 17, 131 6..37
Washlngton .......... ............................... ............. 7,817 ..............
W est Virvinla ............................................. 6' W ..............
W isconsin 3 ................................... 10.81 9.126 17. 691 1.91
Wyoming .... ........................................................ .513 ..............

I Exclusive of social-security taxes.
2 1938 (1at a.
3 Federal Income tax deductible as an expense.
4 1939 data.
$ Not repnrled Selarately.
Source: Same as table 3.

TAnm x 3B.-Relationship between individual Income taxes collected by the States
and indiriflual income taxes collected in those tttes by the U. S. Govern-
meit, 1940

(In thousands of dollars)

Individual It
Percent of collect
total State
taxes cot-

lected By States

Total, 31 States..................... .............. 203,084
Total, 46 States. ---------- - -- -.......... 6.15 ..............

Alabama I $ .................................... 2.39 1,091
Arizona'4 .................................... 3.24 58M
Arkansas 3 4 .................................... 1.1 1 342
California ...................................... 7.70 19.572
Colorado 3 ................................... 3.02 1, 056
Conneclcut ...............................................
Delaware ...................................... 15.48 1,6 62F lorida ... . .. . . . .. . . . . . .. . . . .. . . .. . . . . . .
deorgia ' ....... ... .-.---..........------ 5.00

Idllno................................... ........... .. .............
Indiana ............................................................
Iowa 3...................................... .6. 11 3, 973
Kansas 3 ..................................... 3.51 1,349
Kentucky 3 ............................. 5.50 2.351
Louislan ............ ..................... 3.34 2. 401
Maino ...............................
Maryland .......................... . .......14.25 6338"
Massachusetts ' ............................... 10.85 20, 292
Michigan ....................................07M .neoaI .................................. . 4.7 3,07 9
MIssIssI)I') 1 ................................. 2. 62 855
Missouri 1.................................................
Montana S ..................................... 4.43 543
Nebraska ...................................... .............. ..............
Nevada ......................................................
New Hampshire .............................. 4.52 5s 7"
Now Jersey ...........................N ew M ex ico , ....................--------------- .. ..... i:2.. ... . 9
New York ..................................... 23.87 108,734
North Carolina ................................ 4.37 3,278
North Dakota I I........... 22 293
Ohio .......................................................................

I Exclusive of social.security taxes.
3 Federal Incolme tax payments are deductible as an expense.
6 Federal Income tax payments are deductible as an expense In special cases.
* Not reported separately.

icone taxe
el- t For every $1

States collect,
United States

Ily Federal Government
(1 vernnlent collects-

529,098 $2.59
950,834 4.60

4,293 .39
1.492 .25
2,001 5.85

70,719 3.61
7,676 7.27

26. 579 ..............
24. 727 14.88
18, 765 ...........
8.258 3. 62

823 1.18
81.083 .............
14.641 .............
4.817 1.21
3.291 2.44
5,499 2.34
8.280 3.45
6,152 ............

21,175 3.34
41.139 2.03
42, 623 .............
13,874 4.51
1,491 1.74

21,510 ..............
1,360 2.51
2,856 ...........
2,039 .............
2,401 4.009

40,733 ..............
1,030 3.84

246,026 2.26
10,24,5 3.13

394 1.35
48, 506 ..............
2 1938 data.
11939 data.
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'J'.trJ" 3B.-Relaionsh1 p bettic'(c ilndiidual income taxes. coll'ctcd by fle taitcs
anid indihidal illmolD' taxv (olhectCd il tho . Stat.'s by the United ,tit(,s
(Golnn'iricntt, 19.#t0'-( 'outz1lleid

Percent of
total State
taxes col-

lected

Oklahona s ................................... 4.37
Orevon ................................... 13.81
'ennsylvania..... .............................

Ithode Island................................. .......... *
South Carolina 4 .............................. 3. 81
South Dakota 3 '.. .................
'ren eie.e .................................... 3. F0
T e\11s

°  
................................. ...... ...............

Utah ........... ................ ....... 4.71
Vermont 3 0 ......................... ......... 5. 62
Virginia .................................... 4.15
Vashington .................................. ..............

W est Viriina ................................ 3.47
Viconsln 3 .................................... 10.11

Wyoming ...............................................

Individual incotiax I
collected- For every $1

S I ates collect,United Slates
Bly Federal (hivei nllliiit

By States (tovernient collects-

2,421 6,184 2. 55
3, 616 3, 62 I. 00

84,0 50 _.............
........... . 7,037

1,180 1,858 1.57
471 ............

1,670 7, 929 4.75
............. 30,0173 ..............

803 1IN#) 1. CA0
Also 1, 2.19 2.14

1,913 10, 060 5.18
.6, M7 ..............

. .i.5m 4,o03 2. M
8,532 11,824 1.339

.............. 1,062 .............

I Exclusive of social-security taxes.
I 1938 data.
3 Federal income tax payments are deductible as an expense.
11939 data.
A Federal income tax )aymnents ame deductible as an expense in special cases.
I Not reported separately.

Source: Same as table 3.

TATLE 3C.-Ielationship betwccu Pderal and State death taxes collected, 19.10

[In thousands of dollars)

State

47 States ................................. $117,003

Alabama ....................................... 262
Arizona ........................................ 167
Arkansas ....................................... 235
California ..................................... 10,530
Colorado ....................................... 1,207
Connecticut .................................... 3,590
Delaware ...................................... 472
Florida ......................................... 923
Georgia ........................................ 472
Idaho .......................................... 80
Illinois ........................................ 4,384
Indiana ........................................ 1,:)3
Iowa ........................................... 1,021
Kansas ..................................... 375
Kentucky ...................................... 1,200
Louisiana ..................................... 638
M aine ......................................... 661
M aryland ...................................... 1,721
Massachusetts ................................. 9,373
Michigan ...................................... 2,736
Minnesota ..................................... 1,355
Mississippi ..................................... 49
Missouri ...................................... 1,962
M ontana ....................................... 187
Nebraska ...................................... 155
Nevada ...................................
New lampshire .............................. I,103
New Jersey .................................... 5,621
New Mexico ................................... 44
New York ..................................... 28,956

I Exclusive of soclal-security taxes.

Inheritance, estate, and gift taxes
collected- For every $1

State collects,
United States

By States By Federal governmentt
SCiovernment, collects-

Amount Percent I amount

3.54 $357,630

.57

.92

.76
4.64
3.45
8.14
4.39
1.70
1.05
.6

2.19
1.67
1.57
.97

2.81
.89

3.22
3.87
7.78
1.86
1.79
. 15

2.108
1.52
.62

8.50
5.27
.27

6.30

2,002
910
309

28,351
2,800
8,821
4,512
t, 077
3,735

154
18,063
4,082
1,932
1,335
1,842
4,002
1,685
5, 130

21,977
12,959
3,364

487
7,298

301
1,518

330
2,218

16,985
1,319

102,483

$3.03

7.61
5.45
1.31
2.69
2.32
2.46
9.56
7.67
7.91
1.93
4.12
3.07
1.89
3.56
1.54
6.27
2.&1
2.98
2.34
4.74
2.48
9.94
3.72
1.61
9.79

2.01
3.02

29.983.54

1274

I
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TABILE 3C.-Rclationiship bett'ecin F'dcral and St(ate death etolYe eolh'eCtd, 19.}O-

fin thousands or dollars)

Inheritance, estate, and gift taxes
collected- For every $1

State coIlects,
Stat Il SttesUnit,,d Statiestate ]ly States By Fedcral (lovornment

(hovernnent, colects-
Anlollnt Perevnt I ailolit

North Carolina .......................... . .1, (mg 1. 35 1, 833 1.82
North l)akola................................ 41 .;1 151 3. 68
Ohio................................. 4...., 51 2.21 20,812 4.57
Oklhoma................................. 1, 35 2. 95 3,0S5 1.89
Oregoi ............................ 652 2. 49 636 .98
Penilvania ........................... 19, 5 7. 37, 7s7 1.93
lPhode Island......................... ....... 1, 206 7. 1t 5,016 4. 10

oi (arolina ..... ... .. ...... . ....... . 141 1. 45 (1 5. 70
i,hi Dakota............................. . 5 2 .2 1.17

enlheeo .................................... .. 58 1.97 2, 914 3. 45
Texas ....................................... 713 5s 4, 663 6.54
Utal...................................... 164 to; 467 2.85
Vermont. ............. ................ 250 2. 42 511 2. 16
Virginia ....................................... 722 1. 54 3,419 4.74
W ashington ........... ...................... 1,445 2. 39 1. 18 1. 14
West Virginia ................................. 521 1 13 1, 207 2.43
Wisconsin -------................ 3,508 4. 11 4, 267 1.22
Wyomlng .................................... 4 66 215 4.67

I Exclusive of social-seurity taxes.

Soutce: Same as table 3.

'T'ADLE 3D.-Relationship between taxes o alcoholic berera7es collected by the
States a11d tarcs o. alcoholic bet'criyes c'dh'eted by/ the Unilcd States Gor~ei-
ll('flt in those Sttes. 110.)o

fin thousands of dollars)

Taxes on alcoholic beverages For every
Percent of T e on _lohli _evrae $1 the States
total State collected, the
taxes col- Collected I Collected by U. S. (oy.

elected the St bye the U. S. ernment
States overnment collects-

48 States ................................ 7.16 238,149 J2'2, 091 $2.62

Alabama ...................................... 1,5 478 102 .21
Arizona ....................................... 7.73 1,398 256 .18
Arkansas ...................................... 8.84 2, 715 153 .06
California ................................... 6.29 13, 09 36,034 2.25
Colorado ...................................... 7.20 2, 515 1,723 .69
Connecticut .................................... 10.33 4, 58 3,484 .70
1)elaware- _ . ............................. ... 7.01 752 263 .35
Florida ......................................... 10.23 5,5 8 1.708 .31
(leorgla ........................................ 7.70 3,459 613 .18
Idaho ......................................... I. 99 241 2U0 .95
Illinois ......................................... 5.93 11. 00 83,842 7.05
Indiana ........................................ 9.25 7,359 67, 459 9. 17
Iowa .......................................... 1.82 1,183 800 .68
Kansas ....................................... 1.39 531 130 .25
Kentucky ...................................... 15.75 6.729 68,933 10.24
Loulslana...................................... 4.42 3, 171 ;, 410 2.34
Maine ........................................ 7.25 1,487 m .04
Maryland .................................. .10.03 4,473 39,107 & 74
Maacihusetts ................................ 7.35 8, 82 14.8,5 1.68
Michigan ...................................... 4.96 7,280 1,230 2.23
Minnesota................................. 7.00 5,302 14,341 270
MIs sisippI .................................... 2.22 723 71 .10
Missouri ....................................... 7.89 6, 769 23,840 4. 13
Montana ....................................... 11.05 1, .15 9 .73
Nebraska ...................................... 7.41 1,865 1, 802 .97
Nevada ....................................... 5.68 212 117 .55
New Hampshire ............................... 5.65 734 215 .29
New Jersey .................................... 9.25 0,859 26,530 269
Now Mexico .................................. 4.54 734 37 ,G
New York ..................................... 9.23 42,013 61,663 1.47
North Carolina ................................ 3.02 Z 262 682 .30
North Dakota ............................... 5.85 768 62 .08

1 Exclusive of social.security taxes.
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TumL. 3D.-IRelationship between taxes on alcoholic beverages collected by the
States and taxes on al,!oh,)li beverages collected by the United StatC Gove'n.
meat in lihose States, 1940-Ctoniitinned

Ohio ...........................................
Oklahona ......... ..................
Oregon ........................................
Pennsylvania ..................................
Rhode Island .................................
South Carolina .................................
South Dakota ..................................
Tennessee ...................................
Texas ........................................
U tah ...........................................
Virginia .......................................Tirias ..................................
W ashington....................................
W est Virginia ..................................
Wisconsin ..................................
W yom ing ......................................

E ,xcluslve of social-security taxes.

Source: Same as table 3.

Percent of
total State
taxes col-
lected I

15.52
.62

3.02
8. 36
3.41
.51

9.23
2.70
5. 66
.70

10. 0
3.96
5.17
2.48
3.22
4.94

Taxes on alcoholic beverages For every
$1 the States
collected, tile

Collected by Collected by U. S. (toy-
CllSttes b the U. S. elrnment
tile States government olhects--

32,091 32,679 1.02
346 498 1.44
792 883 1.11

21,312 70,125 3.29
1,245 3,239 2.60

159 215 1.35
1,606 67 .0
1,167 846 .72
6,949 4,949 ,71
119 612 5.14

1,036 37 .04
1,854 1,333 .72
3,118 4,652 1.49
1,110 20 .23
2,722 28. 553 10.49

310 316 .93

Tvt,x 3E.-Amount of State taxes collected from the general property and general
SalCs and percent of total taxes coll'ctcd, by States, 19.}O

[in thousands of dollars)

generall prop.
8rty taxes

48 States ................................. 2 G4, M,

Alabama .......................................
Arizona .......................... .............
Arkansas .......................................
California ......................................
Colorado......................................
Connecticut ..............................
Delaware ...................................
Florida ........................... .............
Georgia ........................................
Idaho ..........................................
Illinois .................. ..................
Indiana .............................. ........
Iowa ............................. .............
Kansas .............................
K entucky ....... ........................
Louisiana ....................................
Mama ...................................
M a ryland ......... ...........................
Masa husetts ................................
M ichlean .................. ............... ...
Minneota ......... ........................
Mississil ...........................
M issour .....................................
M ontana ....... ...........................
Nebraska .....................................
Nevada .....................................
New Hampshire .............................
New Jersey ....................................
New Mex!ho ..................................
N ew Y ork .....................................
North Carolina ..............................
Nortlb Dakota. ........................
O hio ............ ........... ..... ...........
Oklahoma....................................
Oregon ..............................
Pennsylvania ................................
Rhode Island.........................
South Carolina .................................

I Repealed.

5, 103
4,739
3, 2,2

13,265
5,008
4,410
2, 677
4,828
2,684

282
6, 850
7,103
6,027
5, 192
7, 723
5,014
,5,781

16,030
9,772

13, 520
2,40
6,213
1, 75
5,317
1, ICA
1,.401

26, 5 0
2, 20
2.977
2, 690
3, 434
6,775

53

22, 007

946

Percent of (leneralsales Percent total
total State taxs State taxe

tax collections

7.95 490,187 14.73

11.17 7,756 16.98
26.20 4,010 22.17
10.69 5,514 17.96
5. 22 93, 780 36.89

14.34 8,810 25.2"2
10.00 ........................

S............. , . . ...... .. . . . . . . .

4.94 ..........................
10. 75 . ..... ..............
22.19......... .............
.14 90,818 45. 29

8.61 23,534 29.58
10.09 16, m, 25.91
15. 66 10,080 26.23
12.15 . .........
10.77 17,473 10.43
24. 58 . .... -. ---. -. ---.. .......
13 .00 ---- ._ ..-.-- - -- ..-- .------
13.31 _t6. 65 . .. ilk 3 i . . .. .. " 4i". 1413.361 .......................

17.86 .- _ -- - ---
7.51 6,713 . 0. fR
7.15 23,019 31.47

14.55 ............................
21.22 .............. ..............
31.22 ...........................10.8224. 9:1 ............ .............
14.09 4,191. 25.0t
.65 .......... ....... .

3.59 12,20S 111.29
26.06 3,099 23.49
3.28 50, 9m5 2 1. CP6
.09 10,952 19.70

......... ..... :...... ..............

3.07 ............. ... ..........
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TABLE 3.-Amount of State ta.re8 collected froi the ycneral property and general
sals and percent of total taxes collected, by States, 1$) O-Contlnued

fIn thousands of dollars)

General prop-
erty taxes

South Dakota ........................... ..... 9.3
Tentlessee. ................................. 1. 2A6
'leas ..................................... 22. 27A
U1tah ..................................... .... 4,243
Veriornt ............ 171
Virgia..................................... 2, f410

dhin-t .................................. 3, 1P
W est Virgidi ............................... 7,s3
Wisconsin ................................. 13,821
W yoming .................................. r.10

Pteent a generall sales Percent total
total Slate taxes Stato taxes

tax collect fins

5.90 4,501 27.61
2.97 .....-.................
Is .13 ......... . ....... ..... ....
21,88 4,199 21.62
4.57 ........... ..........5. 65, ........... , ......... a :
5.3 1~o 20. 6'9 31.28
1.70 38,s 40.1O

..... ................
7.32 1. o,1 28.14

Source: Same as ile 3.

TAIILK :1.-Atit1 Of taXehS collctIcd from motorists and of percent of total taxes
States, 190o

(In thousands of dollars)

48 States .............................. .

A labamha ......................................
A rizona ........................................
A rkansas .......... -. ---.. .... .... .... ...
Ca liforn iaifornia.........
Colorado ...... ................................
Connectictt ....................................
D elaware ..................... ...............
F lor o ri....d.....................................
(leorgig........................l.............
Ilaho .................................. .......
Illinois ........................................
Indiana ........................................
Iowa ......................................
K ansas ----------...............................
Kentucky .....................................
Louisiana ....................................
M aine .........................................
Maryland ....................................
Massachusetts .................................
MfichipanI .....................................
Afinneqota ............ ........................
A ssisslppl- ..................................Atiq.g url ....................- ...............
M ontana ......................................
Nebraska ....................................
Nevada .. ..............................
New Hampshire .............................
N ew Jersey ....................................
New Mexico .................................
New York ...................................
North Carolina ..........................
North Dakota ......... ...............
Ohio ...........................................
Oklahom a .....................................
Oregon .......................................
Pennsylvania ..................................
Rhode islan( .................................
,outh Carolina .................................
South Dakota ................................
Tennessee .....................................
'rexa, .......................................
Utah .....................................
Vermont ................. ...................
Virginia .......................................
Washington ....................................
West Virginia ..................................
W iseon in ......................................
Wyoming ......................................

Sorlree' Snnie n~te 3

845, 421

15,301
4, 610

11,013
51,144
9,252

10, 58
2, 205

25,51
21,614
5,281

43, 688
24,565
16,771
10,054
13,458
18,251
0, 133

11, 232
21,131
31,213
18, 040
12,101
13,901
5, IO
11, s80

1,510
3,716

23, 271
4,975

70. 31
25,916
2,292

hl1,428
14, 195
12. 381
57,007
3,847

12, 838
5, 112

19, 0'
45,918
3,871
2,703

18,2 26
16,23
10, 690
20, 670
2, 7'

Percent of Auto licenses Percent of
total total

25.41 387,747 11.65

33.49 3,600 7.88
25.49 , 133 0. 43
35.88 3,438 11.20
20.12 14, 65 5.70
26. 48 2,313 6.71
23.96 7,140 10.19
20. 51 1,131 10.54
47.05 7,328 13.52
48.11 2,895 0.44
43.66 328 2.71
21.79 24,187 12.06
30.87 11.798 14.82
25.81 11,650 17.93
26.16 4,204 10.94
31.50 3,471 8.12
25.46 5,401 7.M
29.89 4,090 19.93
25. 26 4, 525 10.17
17.55 7,379 6.13
21.29 22, 125 15.08
24. K3 9,512 12.57
37.10 2,507 7.87
19.01 10,741 14.69
41.01 1,084 8.84
47.15 2,831 11.27
40.43 2I 7.79
28.8r6 2,14WA 22.85
21.83 20.119 18.87
30.74 2, 01 12.389
15.57 50, 950 11.19
31.62 8, 655 11.55
17.37 1.622 12.29
24.87 28,31 13.70
26.15 0, 161 11.12
47.2 3,6(83 13.76
22, 'A 37,461 14.r9
4... 9 1 3. 157 20.59
41. 4 1,915 6.21
33.18 937 5.74
45.42 4,903 11.32
37.39 8,889 7.23
22.71 1,218 7.11
26.21 2,599 25.20
39.90 7,071 15.09
26.90 5,909 9.70
23.21 5,304 11.52
21.48 13106 151.3
39.54 601 8.67

Fuel taxescollected

II
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TArLF 5.-Trenid in death.tax collections, 1926-39, by Statco

WMoney figures In thousands of dollars)

Collections Percentage collections

Federal I StateI Federal State

Alabama:
1926- ............................................... .305----100.00 ........
1930 .............................................. 251---------100.00 .........
1936 ........................................ 891 103 8.16 14.84
1939 ........................................ 1097 198 84.71 15.29

Arkanas:
1926 ............................. ................ 24 291 7.61 92.39
1930 ....... .................................. .31 282 9.0 i0. 10
1930 .............................................. 216 90 69. 23 30. 77
1939 ................ ............. ................ 281 174 61.75 38.25

California:
1920 ................................................ 4,212 7,421) 36.21 63.79
1930 ..... ................................ 1,748 11,647 13.05 80.95
1936 ......................... .... 20,699 6,5m1 75.84 24.16
1931 ......................................... 22,228 8,372 72.64 27.36

Colorado:
1926 ................................................ 56 876 6.01 93.99
1930............................................... 40 900 5.16 9-1.Sl
1936 ........................................ 1,5&4 717 68.62 31.38
1939 ........................................ 1,587 62.70 37.30

Connecticut:
1926 ........................ ...................... 842 2,467 25. 44 74.56
1930............................................. 1,475 3,60 29.02 70.98
1936 ............................................. 9,411 2,46 79. 10 20.90
1939 .......................................... 10,445 3,64 73.92 20. 08

Delaware:
1926 ......... ................................ 129 140 47.95 52.05
1930 ............................................... 640 1,852 25. 68 74.32
1936.......... ................................ 619 459 57. 42 42. 5
1939 ............................................... 1,8 7 258 87.50 12.1%0

Florida:
1926 ........................................ 1,816............ 100.00 ............
1930................. ........................... 4,104 00.00 ............
1936 ........................................ 1,807 3,391 34.7 65.24
1939 ....................................... 14,987 4,535 76. 77 23,23

Georgia:
1926 ................................................ 87 16 35.22 64.78
1930 .................................... ........... 71 359 16.51 83,49
1936 .............................................. 2,065 86 95.38 4.62
1939 ....... ................................. 2,001 236 89.45 10.55

Ilaho:
1926 ................................................ 1 22 4.34 95.66
1930 ............................................... 1 35 2.77 97.23
1936 ............................................... 55 79 41.04 58.96
1939 ................................................ 174 108 61.70 38.30

Illinois:
1926 ............................................... 1,843 6,805 19.44 80.56
1930 ................................................ 1,707 16,091 9.59 90.41
1936 ................................................ 26.130 3,868 87.10 12.90
1939 ................................................ 22,076 6,63 79.66 20.34

Indiana:
1926 ................................................ 140 1,07 12.23 87.77
1930 ................................................ 505 1,450 25.83 74.17
1936 ................................................ 3, 156 1,081 74.48 25.52
1939 ............................................... 2,395 1,071 69.09 30.91

Iowa:
1926 ................................................ 137 1,110 10.98 89.02
1930 ................................................ 34 1,233 2.68 97.32
1930 ................................................ 740 1,139 39.38 60.62
1939 ................................................ 1,669 1,516 82.40 47.60

Kansas:
1926 ................................................ 80 511 13.53 86.47
1930 ............................................ 56 684 7.56 92.44
1936 ................................................ 693 430 61.38 38, 62
1939 ................................................ 992 50 6. 48 33.52

Kentucky:
1926 ............................................... 99 639 13.41 86.59
1930 ......................................... 218 1,024 17.55 82.45
1936 ................................................ 1,439 334 81.16 18.84
1939 ................................................ 2,726 1,867 59.35 40.65
Reports of the Commissioner of Internal Revenue,

2 Financial Statistics of States, 1)epartment of Commerce, and Tax Policy League. Includes gift-tax
collections for those States employing such tax.
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TAUL}: 5.-DTrcnd in dcath-tax collection, 1926-39, by Statcs-Contiiud

[lany figures In thoumandH of dollars)

Collections Perccntf

Federal State Federal

Louisiana:
19260------------------------------------------- 499 000 45. 1
1930 ............................................... 100 688 12.6
1930 ................................................ (0 532 69.7
1939 .......................... --------------------- 1,77 677 C9.9Maine:

1926 ................................................ 124 607 15.6
1930 ..... .......................................... 270 1,010 21.0
1936 ----------------------------------------------- 1,416 672 67.8
1939 .....-------- ------------------------ 1,677 678 74.3

Maryland:
1926 ................................................ 1,07 8 0 57.4
1930 ...................................----------- 641 1,415 31.11
1936 ................-............................... 3,810 1,419 72.8
1939 ............................................... 10, 65 2,005 84.0

Maslsachustts:
1926 ......... ------------------------------- 2,950 6,49 31.2
1930 .......... .............------------------ 1,840 14,337 11.40
1936 ................................................ 19.015 6,221 75.3
1939-- ................................. --------- 19,037 11,082 63.2

Michigan:
1926 --------------------------------------------- 739 2,100 26.031
1930 - -.-...-......... ........................ ------- -1,189 5,420 17.99
19- ................ ........................... 8,192 2,107 79.54
1939 ........-------------------------------------- 11,230 4,964 69.35

Minnesota:
1926 ................................................ 372 924 28.71
19 -0 ............-.................................... 1,097 1,529 41.77
19:36 ................................................ 1,732 1,235 58.37
1939 ...... ................................ - --------- 4,662 1, 98 70.18

Mississippi:
1926-.......---------............................. 16 269 5.62
1930 ............ ................................... 2S41 37.87
1936 ---------.------------------------------------ 285 36 8. 78
1939 ..................................... .--------- 481 100 82.78

Missouri:
1926 .... -------------------------------------- 85 1,901 31.04
1930- ................................................ 270 3,841 6.56
1930 ................................................ 3,936 1,522 72.11
1939 ................................................ 11,735 1,625 87.83

Montana:
19126 ................................................ 3 514 .59
1930 ................................................ 110 212 34.16
1936 ................................ ---------------- 148 97 60.40
1939 ----------------------------------------------- 159 232 40.60

Nebraska:
1926 ................................................ 123 ............. 100
1930 ................................................ 30 19 61.22
1936 ............................................... 018 37 94.35
1939 ................................................ 1,360 87 93.98

Nevada:
1926 ................................................ .......... 1 ...........
1930 ................................................ 66 00
1936 ............................................... 218 ............. 100
1939 ................................................ 134 ............. 100

Now Itamnpshlre:
1920- .....------------- ------------------- 77 339 18.51
1930 ................................................ 150 480 23.81
1936 ---------------------------------------------- 2,214 490 81.87
1939 ................................................ 641 743 46.31

New Jersey:
192 ................................................ 2,236 7,104 23.94
1930 ................................................ ,292 15,766 28.52
1936 ....................................... 16,301 21,748 42.84
1939 ................................................ 16,488 0,916 70.44

New Mexico:
1926 ......................................................... 23 .........
1930 ............................................... 5 G5 7.14
1936 ............................................... 116 188 38.15
1939 ................................................ 47 61 47.95

New York:
192 ................................................ 10,035 22,295 31.03
1930 ................................................ 14,350 60,487 22.13
1936 .............................................. 105, 896 2, 420 80.03
1939 ............................................... 91,482 35,582 71.99

ige collections

State

5 4.85
9 87. 31

40.25
30.04

7 84.33
78.91

1 32.19
6 25.64

2 42.58
7 68.83

27.14
15.90

1 68.77
I 88.0

24.65
36.80

73.97
82.01
20.46
30.65

71.29
68.23
41.63
29.82

94.38
62. 13
11.22
17.22

68.90
93.44
27.89
12.17

99.41
65.84
39.60
59.34

38.78
6.6s
6.02

100

81.49
76.19
18.13
63.69

76.06
71.48
67. 16
29.66

100.00
92.86
61.85
52.05

68.97
77.87
19.97
28.01
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TAmE 5.-r'ernl In dcath.tax collections, 1926-89, by Sutcsa Contllued
[Many figures in thousands of dollars]

North Carolina:1926 ................................................
1930 ................................................
1939 ................................................
1939 -.. ......................................

North Dakota:
192 .. ..........................................
1930 ...............................................
1936) ...............................................
1939 ..................................9. ...... ....

Ohl ,:
1926 ................................................
1930 ...................................... .
1936 ...........................................
1939 ................. ..............................

Oklahoma:
192(1 ................................................
1930 ............................ ...................
1936 ........................ .. ..................
1939 ...............................................

Oregon:
1926 ..............................................
1930 ................................................
1936 ......................... ......................
1939 ................................................

Pennsylvania:
19 6 ................................................
1930 ................................................
1936 ................................................
1939 ................................................

RhodQ Island:
126 ................................................
1930 ------------------------------------ ............
1936 .............................................
1939 ................................................

South Carolina:
1926 ................................................
1930 ................................................
1936 ...............................................
1939 ...............................................

South Dakota:
1926 ...............................................
1930 ................................................
1936 ................................................
199 .............................................

Tenn %sve:
1926 .......... ...................................
1930 ................................................
193t ..............................................
1939 ........................................... ....

Texas:
1926 ................................................
1930 ................................................
1936 .........................................
1939 ...............................................

Utah:
19.26-- - - - - - - - - --...................................
1030 ..............................................
1936 ................................................
1939 ...............................................

Vermont:
1920 ..............................................
1930 ................................................
1936 ................................................
1939 ................................................

Virginia:
1920 ................................................
1930 ................................................
1936 ------------...................................
1939 ................................................

Washington:
1926 ................................................
1930 ...............................................
1936 ................................................
1939 ................................................

Cole

I

ctions

State

Percentage collections

Federal StateFederal

218
53

4,871
2, 194

6

(1
76

2, 246
7,M

12,77
14, 362

23
201
3S2

1, (0
.

26
84

1,200
792

5, 936
2, 551

26, M82
32,395

267
252

3,854
5, 681

54
22

410630

1
7

88
94

8o
161
806

2, 204

1,319
420

2,483
4, 66

21
4

229
195

83
75

723
636

102
188

1,406
2,829

37
113

1,448
3,696

828
1, 15

881

36
31
68
32

2,0O1)92,99,

:3,401
5,4461

293
187
451

528
1, 23(

323
498

14,070
26, 814
18,724
21,077

404
6,155

893
1,318

256
260
296
191

158
192
86
41

648
340
646

1,438

1,101
782

1, 143
604

294
381
139
336

220
507
326
317

610
1,090

930
830
5-16

543
1,783
2,018

20.84
4.24

90.18
71.31

14.28
3.12(11(.9

70. 37

51. 61
90. (9
78. 96
72. 50

7.27
5i. N)

-15.85
6. 08

4.69
6.39

78.79
61. 39

29.67
8.68

58.67
60.,8

39.79
3.93

81.18
81. 16

17.41
7. 80

-58. 07
76. 73

.62
3.51

50. 57
69.62

10.98
32. 13
55.50
60.51

54.50
34.94
G& 47
88. 53

6.66
1.03

62. 22
36.72

26.86
1288
68.92
66. 73

14.32
14.64
60. 18
77.31

6.34
17.22
44.81
64.68

79. 16
95.76
9.82
28. 66

85. 72

51.91
29,63

48.31
79.91
21.04
27.50

92.73
48.20
.M. 15
35.92

95.31
93. 6 1
21.21
38.61

70.33
91.32
41.33
39. 42

60. 21
96.07
18.82
18.84

82.59
92. 20
41.93
23.27

99.38
96.49
49.43
30.38

89.02
67.87
44.50
39.49

45.50
65.06
31.53
11.47

93.34
98.97
37. 78
63.28

73. 14
87.12
31.08
33.27

85.68
85.36
39.82
22.69

93.66
82.78
55.19
35.32
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TAnLE; 5.-f'rcnd in deathtax collections, 1928-39, by 4tuttes-Conthiied
[Many figures lit thousands of dollars)

West Virginia:
1026 ...................................
1930 ................................................
193 (1 ...................................
1939 ....................................

Wisconsin:
1926 ...................................
1930 ...... .............................
19.M ................
1939 .............................................

Wyoming:
1926 .............. ..........
1930 ........................................
1936 .........................................
1939 ....................................... 

......

Arizona:
1926 ........ .......................
1930 ...... .............................
1936..................................
1939 ...............................................

Total, by years:
1926 .........................................
1930-........................................
1936 .........................................
1939 ..........................................

Collections

Federal State

54 801
148 750
622 491
958 700

313 2,034
488 2,461

9. 2.3 3, 226
3,195 3, 015

15 48
29 67

143 CA
110 43

97 102
3 283

62 261
83 400

39, 584 90, 608
42,828 180,776

301,061 117,108
331,544 136,097

Percentage collections

Federal

6.31
16. 48
51.53
57. 78

13.33
16. 54
74. 14
46 77

23.80
30.20
68. 42
71.89

4S. 74
1.04

66.67
16.97

30.40
19.15
71.99
70.89

State

93.69
83.52
48.47
42. 22

811.67
83.46
25.86
53.23

76. 20
69.80
31.68
28.11

51.26
9S.90
33.33
83.03

69.60
80.85
28.01
29.11

TABLE 6

Name and office State and (late of letter

George P. Alderson, State tax West Virginia, Aug..15, 1941...
coinnssioner.

Charles V. Galloway, chairman, Oregon, Aug. 15, 1941 ..........
State tax commission.

Elmer Y. Barlow, commissioner Wisconsin, Aug. 14, 1941 ......
of taxation.

R. A. Dye, chairman, State Montana, Aug. 15, 1941 .......
board of equalization.

1. D. Carmichael, chairman, tax Oklahoma, Aug. 12, 1941 ......
conmision.

John C. Curry, commissioner of Alabama, Aug. 14, 1941 ........
revenue.

Dlxwell L. Pierce, secretary, Californila, Aug. 14, 1941 ......
State beard of equalization.

Excerpt quoted from letter

"I fully endorse the proposed confer-
once to determine the effect of the
Impact of pending Federal tax legis-
lation."

"The Oregon Tax Commission Is
deeply Interested in the results of the
survey you proose and whole heart.
edly favors a cooperative effort to
reconcile conflicts between Federal
defense taxation and the neoessar
revenue requirements of the States."i feel this will be a very helpful con.
ference and bring about some excel.
lent results."

"Tite competition between the States
and Federal Government in their
mad scramble for revenue Is become.
Ing a problern which must -vme day
be solved. The taxing plans of the
two governments should be harmon-
ized. Both are Invading tie sa e
fleld; a division of these fields hysome
equitable plan would enable the man
who toots the bill to exerclse his
citizenship rights more directly and
more forcefully."

"The pending legislation will ruateri-
ally reduce our Income-tax collec-
tions."

"We are, of course, concerned with tile
relationship of the Federal tax system
with that of the States as a whole and
we are willing to work in cooperation
with the otler tax commissioners in
handling sulch niatters."

"It seems clear that as the Federal
share of tire tax dollar Increases, the
State will have greater difficuilty in
seturing sufficient funds for its ex.
penses. Every effort should be made
by those responsible for the Federal
legIslation to mninirrize as much ns
possible its impact on State finance."
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T.IILF 6--Continued

Name and office State and date of letter Excerpt quoted. from letter

Frank J. Brady, State tax coul-
missioner.

Valter 3. Kress, acting secretary
of revenue.

William S. Evatt, tax commis-
sioner.

John 0. Marston, secretary,

State tax commission.

George E. 11111, State tax assessor.

Nebraska, July 31, 1911.

Pennsylvania, Aug. 1, 1911...

Ohio, July 29, 1941 ...........

New Hampshire, July 25, 1941.

Maine, July 28,1911 ...........

A. J. Maxwell, commissioner of North Carolina, Aug. 13, 141..
revenue. I

1%III M. Lynn, chairman, board
of equalilation.

George IT. Sheppardocompt roller
of public accounts.

W. 0. Query, chairman, tax
comintission.

John MeCuish, chairman, State
commission of revenue and
taxation.

Henry 0. Levin, chairman, State
tax commlstion.

Charles J. McLaughlin, tax com-
missioner.

Wyoming, Aug. 2, 1911 ........

Texas, July 29, 19|1 .......

South Carolina, July 29, 1911..

Kansas, July 2, 141 .........

Maryland, July 25, 1941 .......

Connecticut, July 24, 1911..

A. 1I. Stone, chairman, State Mississippi, July 29, 1911 ......
tax commission.

George B. McKibbin, director Illinois, July 29, 1941 ..........
of finance.I

Gilbert K. Thewit, director,
gross Income tax and store
license division.

Indiana, Aug. 6, 1911 ..........

"Certainly the Federal Government
should not )reempt every right of
taxation."

"The contemplated cut In gasoline
sales Is going to seriously affect State
revenues."

"There appears to be no question but
that the matter of the impact upon
State revenue of a number of pro-
posed Federal tax measures should be
given consideration from a State
viewpoint."

"We are ready to cooperate In any way
possible that offers any protection to
tile States."

"In order to maintain the Integrity of
the several States which comprise the
Union, It is, of course, fundamental
that the Integrity of their powers of
taxation be at all times preserved."

"(lasollne and general ales taxes will
be affected by Government priorities
that will reduce the sale of particular
Items of merchandise."

"We certainly want to cooperate with
you in every way possible on any
legislation that will affect State
revenues."

"With reference to mending revenue
legislation before Coneress. I am of
the opinion that conference held with
State officials would probably be
beneficial."

"Instead of the high rates contained in
the pending legislation before ('on.
gress on the sourrte of State revenues,
1 would much prefer Imposig higher
excises on certain nonessential com-
modities."

"The State of Kansas is very much con-
erned about this legislation. It Is
apparent that our revenue would be
affected adversely."

"This matter hai given us a great deal
of concern."

"Relating to pending revenue leglsla.
tion before the Congress which may
severely affect State revenues, I
heartily agree that something should
be done about this matter."

"I agree as to the wisdom of cooperative
action to protect tie States against
the disastrous Inroads of Federal
revenue legislation."

"I concur with suggestion that State
tax administrators take some action
in (ailing to the attention of Congress
any adverse effect whieh proposed
Federal tax legislation might have on
State revenues."

"Ve wott.d be very glad to cooperate
in any way In order to clarify the
situation as between the States and
Federal activities."

The CHIIAN. Professor Lutz.
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STATEMENT OF DR. HARLEY L. LUTZ, PROFESSOR OF PUBLIC
FINANCE, PRINCETON UNIVERSITY, PRINCETON, N. 3.

The CHAIRMAN. Dr. Lutz, do you desire to speak generally on this
tax question, or particularly with reference to the sug restions hereto-
fore made by you regarding tile withholding of the tax!

Dr. LuTz. Principally on that point, Senator.
The CHAIRMAN. Do you desire to make your main statement without

interruption and yieldng to questions thereafter?
iDr. Lur.. I think that would be desirable, if the committee is will-
nhe- CHAIRMAN. Very well. You may 1)roeeed. We will not in-

terrupt you until you finish.
Dr. LuTz. Mr. Chairman, I should like to hand you a document on-

title( "Taxation v. Inflation," prepared jointly by Willard D. Arant
and myself to be inserted in the record at the conclusion of my remarks
Is a part oi my testimony.

116 CHAIRMAN. Yes. You may hand it. to the i.e)orter.
Dr. LuTz. I have also handed you an outline of the remarks that I

propose to make.
Mfy purpose in this statement is to urge on the committee the adop-

tion of a new and productive method of defense taxation as a substi-
tute for the House bill. This method is a tax on all income payments
to individuals, to be withheld or collected at source wherever possible.
By income payments to individuals, I mean wages and salaries, in-
terest and dividends, net rents and royalties and entrepreneurial with-
drawals. The tax is not intended to apply to the gross income of
business as such.

I would label it a defense tax, and would suggest a time limit to its
operation despite the unfortunate history of a similar limit in the First.
Revenue Act of 1940.

I. Two major reasons may be given. for this proposal.W.-. The vastly
greater revenue productivity and ease of carrying the tax load under
such a plan than under the pending tax program.

2. Some seriously objectionable features of the House bill (one
highly objectionable feature has already been removed from the orig-
inal bill by the House). -

II. A bit of background.-1. In April, the Treasury proposed 3.5
billions of new revenues, to establish a ratio of one-third loans, two-
third taxes in financing the defense program. In his statement to this
committee in August, Mr. Morgenthau said of the House bill:

The ral)id developments of the last few months have made this bll Inadequate
even before It Is passed.

2. Before this committee the Secretary of the Treasury also said:
To solve that problem (I. e., the problem of adequate defense production) with-

out impairing our economy or weakening the structure of democracy, our fiscal
policy must be adapted to the needs of the tines.

3. A third passage from Mr. Morgenthau's statement to this com-
mittee is the following:

If, in an attempt to protect the Incomes of our people, we hold down taxes and
as a result, time cost of living rises, we shall have taxed them Just as surely as If
we had levied on them directly-and we shall still have the tiflated costs of

efense to pay later from taxes.
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III. Advantages of a ta.1' on income ,pa!/ment. to hdi 'dtl. .- l. A
tax oil iildividual income payments ilieets the specifications so recently
set out l)y Mr. Morgelitha inore coml)letely than any other proposal
of which I am aware.

(a) The present bill is inadequate for rclenUe purpose.-A tax on
individual gross income, at the rate which I proposed last January,
namely, 10 percent, with no deductions or exellil)tions, will raise twice
as much money as the present bill. According to testimony before thiis
committee, the 1941 income will amount to eighty-eight to ninety
billions of dollars. Allowing liberally for leakage, a 10-percent tax
should produce seven billions. It will 'begin to produce at that rate at
once. The House bill is not only inadequate as to the total yield but
also as to proml)t availability of such lrevenu1le as it may l)rolduce. The
first full fiscal year under it would be 1942-43. Its inadequacy by that
time I leave you to judge.

(b) Fiscal pobicy must be adapted to the needs of the times.-The
I-Louse bill follows' the conventional and obsolete pattern of the first
World War taxes. By comparison, the plan which I offer is stream-
lined. It is unconventional, but if we try now to observe convention
in finance, it would be like sending Pershing's army with its 1918 equip-
ment against Hitler's mechanized divisions. We ialready have a widely
accepted and generally al)l)roved instance of withholding today, nanely,
the social security tax on employees. Ill this case there is no ques-
tion of exemption, dependents, or total earnings, except its to the in-
come above $3,000, to which the tax does not apply.

(c) In financing defense, the obvious choice is between taxation aid
inflation.-The plan which I propose will be far more effective than
the present bill as an inflationary curb because-

i. It will siphon off much more purchasing power;
ii. It will curtail proportionately the purchasing power of all con-

sumiers, instead of al))lying rigid curtailment to only a portion of the
eighty-eight or ninety billions of national income;

iii. It will reach the great mass of purchasing power which cannot
be reached under the present conventional methods of taxation;

iv. It. will be a more effective inflation curb than price control;
v. It will l)reserve us from the regimentation inherent in price

control.
So far as inflation is concerned, it is later than we think. Evidence

accumulates to show that the pressure of purchasing power on the
available supply of consumer goods is creating that, ground swell of
rising l)rices which is the forermner of the disastrous tidal wave of
inflation.

(d) The proposed tax provides the only way by which the income-
tax base can be extended downward.

i. There is general agreement that the income base should be
broadened;

ii. But there is 110 appreciation of the difficulties involved in doing
this under the existing types of income tax, cnely, by simply lowering
the exemptions t

iii. The present tax is applicable, administratively, only to the well-
to-do, since it involves accumulation of a tax reserve out of the income
of I year for tax payment in the following year.

1284
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iv. Mr. Morgenthau's plan for a simlified return, as outlined to this
committee, is ingenious, )nt it misses the main l)oint, which is that the
people with small incomes canmot and will not set Up income-tax
reserves for perfectly obvious reasons:

a. TIey have no bank account or safety deposit box and imist hoard
cash. I ie tax stamp or tax note )la his the same (lraw-back for the
small taxpayer;

b. A cash hoard runs thedou)le risk of loss by fire, theft, or care-
lessness, and of being raided for other purposes. ,As the "piggy" bank
fills up the clmices that it will be broken grow in geometric ratio. Even
governmental bodies with large cash reserves have suffered from defal-
cation, and in other ins4ances they have used cash reserves for purposess
other tham the earmarked one.

v. It does not follow that small incomes cannot or should not be
taxe(d directlyy, providing this be (lone in a proper way. That way is
by collection at source. When the tax is withheld' the individual
adjusts his plans to whnt is left. This is a very different matter from
sl)eni.ng tie income first and then becoming lial)le for a tax on it.

2. 'The tax on income paid out to individuals is superior to a general
manufacturer's excise or a sales tax because-

(q) It will apply to a larger base and will produce far more revenue;
(b) It will avoid the price distortions caused by the pyramiding

and shifting of excise or sales taxes;
(c) There is far less leakage through avoidance. Excise and sales

taxes can always be avoided in some degree by not buying the articles
that atre heavily taxed.

3. TFhis tax will keep debt increase to the minimum; and thus it will-
(a) Lessen the post-defense taxes for debt service;
(b) Lessen the risk of direct or indirect debt repudiation.
4. I would not urge this )lan, however, except as a substitute for the

present bill, or for the parts of it applicable to individuals. If the
l)roposed tax rates are imposed, the burden of meeting the increase
to be levied on 1941 income will fall in large measure on next ye.r'
income, or on capital funds, as pointed out below. That burden, )lus
the budgeting out of 1942 incomes for the heavier taxes that would
be due on next year's income, will make it impossible for mvy to bear,
in addition, a heavy tax collected at the source.

IV. Some possible objections to the proposed taX.-
1. It will unduly burden small incomes. My answer is:
(a) Defense )roduction is now burdening them and will burden

them still more as the diversion of goods from civilian use proceeds;
(b) Price inflation will burden them even more heavily than this

tax',
The proposed tax tends to limit the burden on the small-income

group, wihi le the method of collection makes the load easier to carry.
Under inflation there can be no limit to the burden and no one can (be
shielded from it.

2. Difficult to collect from the self-employed.
(a) I grant this; but
(b) Many self-employed will provide their own informational check

in ordinary income-tax returns.
Senator'TAFT. Will not nearly every self-employed person have to

file an income-tax return?
61l!177--41----S2
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l)r. LUTZ. It depends on where you set the exemptions, Senator, but
I think it is true that this obstacle has been exaggerated. I think you
can get directly from the individual, or in other ways, a very substan-
tial amount of informational control over the base to which I am
referring here.
() Local revenue agents and county agricultural agents can be

utilized as well to give aid and instruction to farmers and small entre-
prneurs under this kind of tax as under the present income tax.

I was informed by my colleague in this document, Taxation Versus
Inflation, Mr. Arant, who livs in Oregon, of an item in his own paper
some months ago relative to the fact that the county agents were even
then being instructed to aid farmers in the preparation of their income-
tax returns under the anticipated income tax.

Now, if they can hell) them under that tax, certainly they can
help them just as well in preparing returns under this tax.

3. It will lead to demand for pay increases.
(a) Such demands have already been made, and others will no

doubt be made. I do not agree that any group would be so unpa-
triotic as to make a specific demand to shift a defense tax in this

wb) If the economic basis of defense and of fiscal policy were to

be correctly and adequately put before the )eople, as a matter of
good public relations, any attempt to avoid this tax by demanding
pay increases would appear to be as unpatriotic as "resistance to
selective service.

V. Some objections to the House bill.-he time limit compels me
to single out only certain features of the House bill for specific adverse
comment. These are:

1. Retroactive apl)lication of the taxes on incomes and profits.
(a) Business concerns are likely to be less severely affected here

than individuals although there may be cases in which the earnings
of the second half or of the last quarter will be insufficient toprovide
for the necessary enlargement of tax reserves.

(b) There may be a collateral effect upon individuals, arising from
the possibility of sharp reduction of dividend payments through the
remainder of this year as a result of the necessary increases of tax
reserves. Individuals whose principal source of income is dividends
may be acutely embarrassed to provide for their own heavier taxes
under H. R. 15417, because of the sudden and unanticipated drying up
of dividend income.

(e) In the case of most individuals, all income received during 1941
would be taxable at the new rates of the House bill. Retroactive tax-
ation is the most indefensible of all tax policies. This would be clear
if it were proposed to make excise taes retroactive, thereby compelling
all who had bought taxable articles since January 1, 1941, to pay more
taxes.

Senator CLARK. They go back to July 1 in the case of furs'and
jewelry, I believe.

Senator CONNALLY. That is in reference to installments.
Dr. LUTZ. I have not caught that in the bill, but I think they

will have a nice time collecting from all the people who bought furs
since July 1.

Senator CONNALLY. That is only insofar as installment sales are
concerned.
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Dr. LuTz. There you have a definite record. That is the kind of
situation over which you might have some control. You could not
exercise it over excise taxes generally, obviously.

For some curious reason, it is not perceived that the income which
the great mass of the people received and spent during the first
half of 1941 is gone as completely as are the beer and cigarettes con-
stimed in that period. It is no more logical to ask them, at this late
date to pay additional tax on income that has disappeared than it
wouid be to ask them to pay extra tax on the beer and cigarettes that
have also disappeared.

(d) In order to bring out the appalling significance of the indi-
vidial surtax increases I have l)repared the following table:
Increases in sutrtax on 19fJ indiridual iWOmme*, as piropos'd in H. R. 5417, abore

si'rtax at the rates of tho -1940' act, "compar(d iWih the taxpaJcr'8 average
monthly income 

1040 1011 Increale 1911 over Tax-1. 40 1041 payer's
Surtax Income -- 0 -er - -- - average10, per" monthly

Surtax 1 per ot"'" Surtaix 1 per Total Amount Peroent Income

$2,000 ........... . .........-.- - ..... $100 $10 $i10 $l0 . $333
$4,000 .......................... ..... 20 26 286 286 -.. 500
$6,000 ..... $80 $8 $so go 48 528 440 v500 667
$8,000 ............ 200 20 22 0 78 858 638 290 833

3,0 ....... 360 30 ft 1,160 18 1,270 8SO 222 , 000
12,000 ....... W 8 1 600 1 1,760 1,144 186 1,160

$14,000 ........... 800 80 880' 2,100 210 2,o810 1,430 182 1,333
$16,000 ....... .... 1,100 10 1,210 2,600 2,026 1,716 141 1,50018000 ............ 1,880 401,8,0 (M' 4,33 r$,01 00 6 13,608 2,002 124 1,5C7
$20:000 -1.880 188 2,908 3v 940 04 4,334 2,226 109 1,3 M
$2,000 2,360 236 ,506 4,660 46 54126 2,530 07 2,000
$20,000 3,440 344 784 6,220 0l . 6848 3,058 81 2,333
$32.000 ......... .. 5,240 524 5,764 8,740 4, 0,614 8,850 67 2,833
$38,000 ........ 7,220 722 7,942 '  

11,440 1,144 12,584 4,642 68 3,333
$44,000 ......... 9. ,380 935 10,318 14, 30, 1,432 15,752 1,434 64 3,833
$0,000 ......... "- 11,780 1,1TS 12,958 17,320 1,732 19,052 * 6,094 47 4,333

i The average miothly income is computed on the assumption tht thib'taxpayer had $4000 In addition
to his surtax Income, eing his personal eri Mt as a married person or head of a family, wilbout dependents.

This table sliows the increases iii sirtax only, at, thd rates of the
House bill, over 'the amounts that would be payabt4-under the rates
of the 1940 act. It takes no account of normal tax, which would bo
the same in any case. "'helhist colunin othM table shows the tax-
)ayer's average monthly inconi6'",iuniift that in each case there is to

be added to t e surtax income the $2 000 now permitted married per-
sons and heads of families, without dependents.

The person with surtax income of $2,000 is therefore deemed to have
total annual income of $4,000. His surtax increase will require one-
third of a month's income. The person with $6,000 has an increase of
more than half a month's pay. At every point between an annual
income of $14,000 and $52,000, the surtax increase will require more
than 1 whole month's salary to meet it.

In the case of a person with $52,000, you know it will take a month
and a half on the total income which lie would receive from now until
December 31, in order to pay simply the increase in his surtax, which
he would have to pay at the present'House rate.

When we consider the fact that we are now in mid-Aunimst, and
that a considerable time must yet elapse before the bill is finally
passed and the rates estabished,it becomes apparent that many per-
sons will be wholly unable to make provision for this increase out of
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the remaildier (of the current year's income. They dare not carry too,
much of the 1941 tax into 19-12 as a charge against 19,2 income, for
they 111ust begin to budget the whole of the new tax against that year's
income. It is to be collfidently anticipated, if rates such as these are
made retroactive, that many persons will finance their taxes by loans
on insurance policies, by loans from banks and personal finance com-
panies, and by selling securities or other property.

This k1ind( of taxation forces the individual into deficit financing, and
an individual's deficit is always a reduction of his net worth. In other
words, the tax is very likely to be, in fact a tax on capital rather than
on income.

2. I have three objections to enter, very )riefly. against the pro-
posed changes in tile so-called excess-profits tax. These are

(a) The cianige in the tax c(ctions, wherel)y excess profits are
determined prior to deduction of ordinary income tax.

(b) The graduation of excess-profits tax rates to the alsolute-
amount of suich profit, and particularly the proposed rate increase
while this rule is used.

(c) The, special 10-percent tax on profits which exceed base-period
income although not in excess of credit allowable on invested cal)ital.

All of these points have a common basis, namely, that tile matters
referred to have, no relation to any reasonable or logical conception of
excess profit.

(a) With respect to measuring excess profit, by earnings before
deduction of ordinary income tax, it is clear tlat there can be no
question of earnings or profits of any sort until all of the fixed charges
have been met. The or(linary corporation tax, having been in effect
since 1913, and being intended to remain in effect long after the excess-
l)rofits tx will have been repealed, is certainly one of these fixed
charges. Whether a corporation has earned normal, subnormal, or
excess profits in relation to average base-period earnings, or invested
capital is a matter of significance only as it indicates the relative re-
turn to shareholders. Whether that return is to l)e regarded as more
or less than it should be is a question that can be answered only by
reference to the earnings after taxes. The whole subject of an excess
)rofit is hopelessly obscured and befuddled by any other approach.

(b) A similar criticism applies to the basis of graduating the excess-
profits tax rates. Whether the ainount of excess l)rofit le (leter-
milled by reference to average base period earnings or to invested
capital, this absolute amount has significance, as an excess, only by
re ference to the al)l)rol)riate base. Because of this wholly in(lefensibl'o
departure froin the logic of an excess l)rofits concept, aiy further in-
crease of the rates of tax deservess to e rejected.

(c) The special 10-percent tax is described as follows in the Ways
and Means Committee report:
The existing law does not subject to the excess-profits tax earnings which are

not Ill excess of the greater of the average eirniiligs for the base period an1d
the Invested capital credit. Thus, many cor)oratlos which tire making added
profits directly or indirectly attributable to Government expenditures for the-
national defense are aimng no additional taxes upon such profits. It is felt that
such corporate Ilons, belnefitig so slubstantially from the defellse exlpendltures,
should make a larger eoitrlilutih front their increased income even though their
hicome for the taxable year Is still less titan the Invested caIpital credit.1

I ('ommittee on lvays and Means, report to niieo)npaniy It. t. 5417 (77th ('ong., lst sese.,
House of Representatives, Itept. No. 1040), p. 25.
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'Thero is also a sclittlinV of the exces-profits concept. The law
p1r01ides tlt only tile earnings above a cerlaii rate oii invested capital
shall be deemed to be excess profits. By tilt, above proposal, lly in-
ease oif earnlings is to be regarded is l excess profit even if the total

(111rilinIs, after the increase, are still helom the 1 n111 oil invested Capital
which tile law says shall not constitlite al1 excess lirfit.

As we collsider'lhese and other devices in the Ilose bill, its un-
desirability becomes more evident. In order to make np) a total of
3.5 billions l\' conventional tax methods, it was neces~lirv to serape
ihe lbottomi of the barrel by including nuisance taxes estililaited to yield,
in some cases, only a million dollars or so.

I submit to you that the tulie is at hand to iiiake a bold departure
in taxation for defeilse uy sustitling such a t ox as I have proposed.

The time for it is ripe-
Fiscally, because of le llrgent lied of revenue l[; politically, liecause

it lprovids universal support for the defelse jirogram ; ecollollically,
because the drend spectre of inflation halilits us, and it can be exer-
cised most effectively by drastic taxation iiow.

(The treatise re ferried to and submitted by Dr. Lutz, entitled "Tax-
titiol versuls Inflation" is as follows :)

'I'AXATION \ITSI S INFLATE ION, A STUDY IN Til ECONOMICS OF I):FEMNSF FINANCING

I B WvLLAIID 1). A lANT, I(se:l11h 1Ict01', tlie Nat10111 Eeouonly League., and
Hl.ARLIEY L. LUTZ. 1'rofesso' of lille Fi iaince, I'illceton Uliversity. Published
In (lie Natio's Interest by tile National Economy lLeague

]FO IEAV;'OID

During the \Var betweell tile States, Secretary Chase toll i group of New York
bankers: "zi'mtlenen, tle will- must go oil 1ul1tihls rebellion is put down, If we
have to wit oult iiper untll It takes $1,000 to buy a breakfast."

This slaltemenl Indlicats i fili nhiiii(lll fallacy i regard to war or defense
financing. Wars are nlot Wonl by molney biut by the labor of humn beings diverted
from lpeacetihe pirsuits. While the Issue of greenbacks under ('hase's admin-
Istratioll (l not rIlise tile price of ia breakfast to $1,0i0, inflatio was allowe(l to
proceed far enough to Increase the cost of the war by 25 percent, tilld tie economlle
results of itiailIonary ftinihig were felt for a generation. Our experience dur-
Ing tlhe Worl War was nmlch tie same.

Mse present defense effort has beei tlilnced thus far largely by iorrowilng, andll
a sharp price rise, which was forecast If this lileth(l were lIlslued. Is already il
evidence. Congress has uIllder eollsilderatloll Ii (ix lleasure it) raise I,5"00,0)0,J01
.alllually Il lew rev enue, but tile taxes hlilIled therein are both llladl((late 11s
to aggregate amloult and poorly distributed lit their effect oil different segilnts
of the ilatlonal Income. That a system of universal laxathol at a sulstlnltial rate
Is urgently needed, Is now recognized by the Chailrman of the lloise Ways and
Means Commlttee.

ThIls study sets forth (he reasons why prices cinot be controlled by deoneratic
Illegal s 119 iong 11 tilt" budgetary positloil is IISOillI. VlurlluS olssile taxes lare
reviewed, and a universal Income tax collected it tile so'urCe is recoumended as
a special (lefen1se Illeasrlle. 'IIis tax was Il'st proposed by Professor 1harley L.
Lutz in a ialupllet, Financing the )efense Program, plllishevd by tile lague
it February 1941. It is now reconsidered in tie light of criticisms tlit ha 111eell
made, and li tie light of the presellt hianclal outlook.

I. 0. W. SuNnaIo, Erceiutirc Dire'tor.
AUGUST 19-1.

TAXATION VERSITS INFLATION

Tile purpose of tle defense effort Is to obtalit the greatest oultpult of Supplies for
the soldier while nlitaliinng as far as possible lie necessary supplies for tlhe
elvillli. Under emergency conditions, direct economile controls replace to a large
extent tle normIal an10 sonlewlat cumlbersolmie f1netio1s of illOlley, credit, and
prices.
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The purpose of war finance Is only to make the stream of dollars flow along the
course which has already been marked out by the compulsions of defense. The
stream will not change Its course automatically. Financial engineers must con-
struct diversion dan s to direct the flow Into the channels previously agreed upon
by the defense engineers.

Defense needs will be met ili aiiy case, lpartly 1y hernmal marketing processes,
direct negotiations, and cooperative action but, when necessary, by governmental
law or decree. Those goods and services which are less Important will be, and
are being, curtailed when they conflict with defense. The prospect Is for automo-
bile production to give way to tank and aircraft production. Household fix-
tures may give way to naval equipment, and silk stockings to parachutes.

Consumers ili normal times vote with their dollars as to what will be produced,
and the more or less automatic price changes control tihe economic decisions of tihe
Nation's factories. In a wsrtinime economy, a conisuiner nisiy "vote" for an alunil-
nuin utensil, but lie will not have his wish fulfilled, since lie has already voted,
through governmental processes, to use the available aluminum for bombing
planes.

What, then, does lie buy with the money lie would otherwise have spent for the
restricted articles? In the absence of controls over Ills total spending he at tents
to purchase more of such articles as are available to him. Other consumers pur-
sue the same course, and at the present time nearly one dollar out of every ten
which cross the retailer's counter Is a dollar which has been added to the money
stream of the country through credit expansion--the GovernUent has horrowed
money from the banking system and Injected It into the marketplace through
defense spending, without at the same time taking adequate steps to reduce the
money supply at other points.

The output of goods to meet this new demand can be expanded somewhat, but
thus far the expansion has proved disappointing to those who predicted no dif-
ficulty in "finding expression" for consumers' desires to spend. Defense needs
cover a wiler field than had heen realized In sonic quarters. When no further
expansion is possible, consumers' money demand Is expressed, iiot in more sales,
but in higher prices. A sharp price rise disrupts the processes of exchange which
must le performed by money even In a defense economy, slows down tie defense
effort, and has serious repercussions on civilian morale.

Some ground has already been lost in the effort to stop inflation. ("Inflation"
will le used here to Indicate a serious price rise such as that which occurred in
the United States during the World War period, when time cost of living more
than doubled; not to indicate all explosive movement which completely destroys
the value of the currency.) The cost of living has risen 4 percent since February
1941. Wholesale prices have Increased 12 percent Ili the last 18 months, and the
Bureau of Labor Statistics Index Is currently rising about 1 point a week. The
Bureau of Labor Statistics Index of sensitive commodity prices, which foreshadows
further Increases iln wholesale and retail prices, now stands 48 percent above
the pre-war level.

Forces con vet ging on. prices

Of the various sources of new money operating to intensify the demand for
goods, relative to their supply, the Federal deficit is the most important. How-
ever, emphasis on fiscal theory iln recent years has tended to focus attention
unduly on the deficit, to the exclusion of other powerful factors which are now
beginning to operate. The omission of many of these forces from the calculations
of fiscal optimists is, at least inl part, responsible for our late start in attempting
to control Inflation.

The extent to which Federal credit is employed outside the Budget, through
governmental corporations and credit agencies, has been too little recognized
by the public, and this fact makes theii operations especially Insidious as all
inflatlotmary Influence. Willie the Treasury has taken some steps to finance
the budgetary deficit outside the banks, no such concern has beei evidenced
over time marketing of the obligations of Government corporations, practically
all of which are exchanged for new bank credit. The Reconstruction Finance
Corporation has made large commitments for plant construction, purchase of
strategic materials, farm security, farm fenant, and rural electrification loans.
r.,e Commodity Credit Corporation has been granted additional authority to lend
over $1,000,000,000 on farn crops, and the extent of these loans Is made directly
dependent on the price level by the "parity" formula. Government loan rates
will rise part pass with the level of nonfarm prices. Further use of credit
is stimulated by Federal ichieles in the housing field, which have been main-
talied in spite of the reversal of the economic conditions under which they were
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established. Substantial issues of local housing bonds, under tile United State.,;
Housing Authority program, are being purchased currently by hfincial hlstl-
tutions, and Congress has recently extended find eXpdlled tile Federal losing
Adinistrat ion program. None of these activities is rellected Ill tint, official
Federal deficit, yet all serve to expand the money denand for coumodities.

National-defense contracts have an effect on bIsiness splendinig long before
Government funds actually leave the Treasury. For example, tite Defense Con-
tract Service of the Office of Production Management recently reported that banks
in 101 cities had made defense loans aind conmnitments of $1,100,0t,t(M).

Apart front credit expansion, which Increases tile quantity of funds in c'ircula-
tlion, the emllloylent of flnids previously held idle is a strong factor Ili forcing
il )'ices. tusliness balances are now being used to finance plant expallnsll ill
both defense and nondefense fields, and tile balances of consulrs-supllemnted
by ilistalinent credit-are, circulating niore rapidly.

Liquidation of foreign assets to pay for war materials ordered ill this country
Is also ut source of lpward pressure o1 commodity prices, Insofar ats tile funds
are obtained from lIdle balances or new baik loans.

Tile effect of these various types of Government, business, and consumer spend-
Ing is Idicated iln tihe Federal Reserve Board's report that batik debits iii 274
reporting centers for the 3 months ending July 31, 1941, were 24 percent above
tile volume of the corresponding 1940 period. A part of the increase correspolnds
with increases ill employment and production. Tile remainder wais permitted,
through tile hesitancy of the Government to apply adequate controls, to be re.
elected it tile price rises already noted.

The requ ireen t8 of "all-out" defense

Although the Federal deficit was only one of the stimulative elements lit the
economy during the last year, the defense spending outlined for the coming
montils will place the Federal Budget in a dominant position. Tile manner ill
which Federal finances are managed will determine tile functioning of production
and trade, the distribution of Income, and the success of the defense program
itself.

During tile fiscal year ended June 30, 1941. Federal expenditures exceeded
revenues by $5,200,000,000. Of tIle total expenditures of $13,100,000,000, national
defense accounted for $0,000,000,000 and nondefense expenditures for $7,100,000,-
000. Regular sources of Income provided $7,300,000,000, and $600,000,000 was
obtained from surplus funds of Government corporations-a nonrecurring Item.

The first Revenue Act of 1940 contained special tax levies to be earmarked for
defense, but the unfortunate fact fias been that the proceeds of both the First
nn(! Second Revenue Acts of 1940 have not sufficed, thus fill,, to cover ti- ordinary

Federal expenditures apart from the emergency defenP program. Revenues in
tile fiscal year recently closed exceeded nondefense expenditures by tile slight
margin of $200,000,000, exclusive of capital funds returned to the Treasury.
Assuming that tile national-defense outlay of $1,500,000,000 ini tile fiscal year
1940 represents tile preenergency cost of defense, the revenues of 1941 failed to
cover tile "ordinary" expenditures by $1,800,000,000. Even If capital funds re-
turned are counted as revenues-whilch may perhaps be justified for tlle year
In which they are realized-the 1941 deficit i tile nonemergency budget stands at
$700,000,000. It Is therefore correct to say that only after a rear of Intensive
defense preparation have we come at last to a consideration of how and where
to get the money to meet tile extraordinary costs.

Tile rate of defense spending will Increase sharply during the fiscal year 1042.
Tile Bureau of the Budget ias revised its January estimate of $10,800,000,000
upward to $15,500,000,000, anud tile Office of Production Malllngenlent 1111 esti-
mated that approximately $24,000,000,000 would be spent o the basis of all
all-out effort. Even oi the basis of tile Budget Bureau's figure, total Federal ex-
penditures would ble $22.200,000,000. With revenues front existing taxes 11owestimated at $9,400.0('0,000, tile deficit to be covered by new taxes and by borrow.
Ing Is $12,800,000,000.
The rate of expenditures, and therefore tile financial problem, ay113 be increased

still further by the demands of new appropriatiols fnid niore speedy letting of
contracts. Defense l)rodllction will require all enormous diversion of niachiery
and lIbor from peacetime pursulls in ally case, hut tile lack of a eonmprehensive
plan of defense and of all integrated defense administration means there will be
an intense competition allong those in tile (-overnient who think that naval ships,
or merchant ships, or aircraft, or other thigs are most essential. Tile result of
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this 11111y be an ndue iierease In prices tild costs. Additional defense apllro-
prilatiom shouhl be viewed In tile light of Industrial experience in metllug the
requirements of earlier allrolritions, As recently expressed by the New York
Tines:

congresss s ]lits been Ini the Iiait of passing these defense appropriations rot
only without real debate but even without that sort of careful t-xamlhatioll which
makes cleari' to tile country tie pmrpose for which the money is being spent, and
which makes sure that the funds are going for ti right things and not for
wrong things. * * * It ny only cause needless concern aboit tle Budget,
while nol sliding up but rather rehn'ding ou' real def(lise effort, to keep filing
1l) iiew appropriations without constantly reviwii)g old ones. Tie defense
programtt (all get iII its oWll way unless it is snhbjret to a (olstlnt over-all super-
vision find to its own internal systejl of intelligent priorities as worked out by a
general \Watr Plalilhg loard."'

It is not generally IlI teeiil ted, as yet, that the "all otit" defense prograin, when
It eventilI ly lifts its full stride, will require a snbsti1t laill part of out' total Current
lrodlietion. Ti crllal situation already in evidence with respeCt to certain
hut trials will Sl)read over it Ineh hlier area. Soiime p'oduets will Ie wholly
withldrawn front fle elvilla inn rket. The sulpply of olhers will be dristeilly
reduced. The uiderlying theory of priority controll is lie curtaiment of private

The standard (If living must he correspondingly !i'icrod. We face a situation
which to so011e 11111y' apela'r l)araldoxical ; it rising "nitioial Incoae" atn( i lowered
standard of l1iing. But the standard oif living reipeiads upon the quantity of
goods available for tolsltlniltioi rather t i i Ut (ite hlow of lpltrchaasitlg power
which goes to make ipl the aggregate of nilo1110 Ilnoino' expr'eses. lit oitioey teirtis.
Leon Hendlerson, who until recently held an oltinistic 1,;'w of tit, Nation's ability
to expand lro(iuction without (urtailling consumer Iurchasing power, onl July 1 !
warned tlagainst "a splrious prosperity based o1 llro(ductionl of goods that we can't
wear, or eat, or live ill." Wageg and profits received for the production of arnna-
iiieits cannot lie sipeit Ily individuals for the product of their own labors. Only
the governmentt (,ali pay for arinaiunts, through the comnnandeering of pirelias-
Ing power equivalent to tie' value of the goods It inust commandeer for defense.

i'li automobile irogran for 1942 has already been cut by 20 percent, or 1,(l00,0M0
units. At an average value of $800 per unit, tills prillity step releases $SOO,(O0.-
000 it consumer purchasing iowe'. An equivalent amount of soney should be
transferred to tile Gzoveriniient by taxationli at the sa1e thne that automobile labor
111(1 iliant resources tire transferred to defense work. if this is not done, the
flood of purchasing power pressing against the prices of living necessities will
overwhelm those who have been unable to get their own incomes on higher
grounds.

It is clear therefore, that sacrifices must be made by the present body of con-
sumiers, to the extent necessary for (lef(nse. The choice lies Ietween bearing the
burden through orderly taxation, or hearing it through the disorders of a price
Inflation. A decision to 1ay its we go through tili evenly (listrilmited system of tax
levies is liliuch to be preferred to the erratic penalties of a drastic price rise.

In an inflationary period a few lers(ns are lit a ilosition to ri(le the crest of a
speculative wave, others are barely able to keep their heads above water, and
many are submerged under a rising tide of prices. Taxation reduces speculative
activity by siphoning off the purchasing power which seievt. to raise prices.
(Strictly speaking, the problem is to reduce the number of dollars in Oie market
place, not to reduce purchasingg power." Purchasing jower-the nblhty to buy
things-will be reduced by Inflation if It Is not reduce I by taxation.) T!'.'e is
little question i)nt what a substantial part of the rise !n the cost of living which
has already occurred would have ieen prevented by tin adequate ',ax program.

The dislocations St the post-arnaiient period will be held tr it nhtihlnui only if
financial manageiM('t during the armament period hal heer competent. Donald
M. Nelson, Directormf Purchases for the Office of Production Management, recently
said:

"I see till the elenients working up for a runaway price ituatlon til1(1 my on
hope is that we arc going to be sinart enough and energetic enough to head it off.
I douit very much whether even as great a country as oirs r"'.n stand two great
deflations in one lfifetine without bringing about fundammiutal changes in its
form of gover11eni. and Its cconoiale system."

' Now York Times,' July 15, 1041. Cf. The National Economy League, Defense Plan-
ning: A National Netd, Dec. 23, 1940.
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Price fixingI iot Sufcient

PrIle controls and taxation are not to le considered entirely as alternative
welaots In the fight on inflation. Both tire needed. Even though purchasing
lower were not increased by loan financing, some ri'es would lie affected by
extraordinary demands or short supplies, including rents Int some areas, and
control over these, )y governmental authority If necessary, is desirable. But the
control of strategic prices is a far simpler task than the control of all prices.
The World War experience proved that purchasing power prevented fromn being
used lit one po nt soon found its way to other points in the system, forcing up
prices there, Just as a toy balloon which is depre,'sed tit one point will be further
inflated at otIers. (oninentlg on the experience of the War Industrihs Board
in Ills book, Taking tile Profits Out of War, Mr. Bernard Baruch has said,
"Inlividual price fixing ean never stop Inflation." Consequently, Mr. Ba ruch
recnittelIis a pricee ceiling" plan to fix mtxinuin levels for all prices, sulject
to revision with Government approval.

The price-control bill Introduced in Congress on August 1 would provide legal
authority for carrying out ti price-ceiling plan. Wile first operations would be
restrli'ed to SpeCic conimodities, the possibility of extendig c(. ntrol over com-
mnotlitl In geteri.l was admitted by Mr. Henderson it testimony August 6.
Tile effectiveness of the measure is severely lmpered by the absurdly high levels
set for farm conmmodites (110 percent of "parity," or the price on July 21), 1941,
whichever is higher ). Another possible source of failure is the (,mission of legal
authority to control wages. While prices in most cases are pulled up by the in-
creased money dennad of consumers, rather than being pslicd lul) by wage in-
creases, the attemaut to control prices will be extremely difficult so long as both
of these conditions prevail: (1) The money demand for commodities is not re-
duced, andl (2) wages tire left free to rise. If purchasing power is reduced by
adequate taxation, it tnfy not le necessary to apply wage Controls generally.

Tie inevitable ra.tlnications of the price-ceiling plan have not been adequately
alpl)reciated. When there Is a shortage of real supplies and ma surplus of nominal
purchasing power tit p'evailing prices, tie temptation is strong to engage in
transactions at prices above the ceiling. In order to maintain the ceilings oit every
connodity and evury service, the Government would require a lollee force of
tremtendouis prl)portions, mil( would lave to be lrclared to enforce drastic pen-
alties to prevent bootlegging in scarce commodities. To extend this process over
the wlole economy would lie to adopt the totalitarian way of solving economic
problems.

No form of comlulsion that can li exercised in a democracy will be capable
(,f preventing Inflation as long as the Government continues to add to the public's
supply of liquid funds tlrougl defense spending, and fails to withdraw an ade-
quate antount fit taxes.

Defense bond8 a partial remedy

Insofar as borrowing is necessary, the sale of bonds to the public and to savings
institutions is a much safer procedure than the sale of bonds to commercial banks.
The defense-bond camlaign, by taking dollars that would otherwise be spent,
absorbs Income, while bank financing creates dollar income. The most optimistic
estimates of defense-bond sales, however, fall far short of the prospective deficit
for the fiscal year 1942. The failure to economize it nonessential spending is
one factor discouraging the stile of defense bonds. The amount that would lve
to be borrowed from the banking system, on tite basis of the present outlook,
is of a magnitude carrying immediate inflationary dangers.

Iecogizing the limits to voluntary purcmse of defense bonds, some students
of the problem have urged the Government to inaugurate a system of forced
savings. By this method, a portion of the people's income would be forcibly
taken by the Government to pay for the goods w'hieh lhave been taken for arna-
ment. The immediate result, as far as iinlation is concerned, would be the same
as If the Income 1(d been taken Ity taxation. Both tiuetiods involve compulsion,
and when compulsion has to be used, tlere Is little reason to prefer borrowing
over taxation.

Future burden of debt

Up to this point conMlderation has been given to the task of controlling Inflation
during the armament period. Tie financial program should also be viewed in
terms of debt Increase.
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The defensive arming of a nation should proceed oil a pay-as-we-go basis,
President Rosevelt said on December 5, 1938. Armament, he added, was not
a self-liquidating program. However, the current official attitude on defense
financing and tile long-range debt problen Is expressed by a statement In the
Budget message of January 3, 1041, that "tim main fiscal problem Is not the rise
of ti debt, but the rise of (lebt charges In relation to the development of our
resources."
The real irden of the (debt is not to be Judged In such boom years as the

defense spending may produce, but iII tile worst years that my lie ahead of
us. We (ie not measure the l ebt-carryiiig capacity of a private blisilless by tile
ratio of debt charges to earnings in its best years, but by that ratio in the leanest
years of the business. We have excellent prospects of being burdened with a
debt of $i10,AN),('00,00, as Secretary of commerce e Jesse H. Jones bas predicted,
or of $1(M),0{t,(JtX)0t), O lore. Interest on a debt of $100,O0t),tMttt,(() would cost
$2,500,04M0,40 to $3,W0,000,(600 annually, aId it should be borne in mind tlint
this cost will be added to an etiornious post-defense budget, which will include
not less than $5,000,0(00,000, and possibly is much its $tl,0(NLO00,M4), as the annml
cost of naimntaining the new Army and Navy. The Interest burden and the ulti-
male cost of repaying time debt will be within us whether present borrowing Is done
through banks or through li savings bonds campaign. We have pai $15,0110,-
M).,000 in interest on the World War debt, and more than half of that debt
remains uIlnpli(l.
There are some who say that a public debt, Internally held, Involves no burden

on le Nation. While this idea Is not new-in 1826 Sir Robert Peel, tlhe ,elder,
Sold, "Thie public debt Is (le from ourselves to ourselves"l-it has gained currency
in recent years with attempts to rationalize deficit spending. It Is technically
true that an internal debt merely Involves a transfer of payments from some
citizens to other citizens, but to say that this transfel,r Involves no burden Is to
assume that each taxpayer owns bonds in proportion to IIls tax liability. Since
only a relatively few persons call afford to own bonds of tiny sort, this condition
obviously is not met. The taxpaying and bondholding groups are by no means
Identical.

It is shortsighted In the extreme to believe that the burden of tie present
defense effort can be transferred to succeeding generations. The burden will
be borne now, either by taxpayers or by victims of Imflation. Interest and (debt
repayment iII tei future will constitute a second burden on those wr will have
to pay taxes to meet the service on bonds owned 1y others. InI general, the leol)le
whoi will ie In that position will be the children of lhe present victims of infla-
tion. That is why it would be a fiscal kindness to levy sufficient taxes to pay
the defem cost as we go along, even though tht would require seemingly high
taxes oil low-income groups.

The fallacy in the belief that borrowing postpones the defense burden may be
further explained as follows:

"A pay'inlnt Involves two parties. If the next generation is to pay this bill,
to whom shall it make payment? The answer is clear: the less fortunate of tile
next generation will pay to the more fortunate of the same generation. Looking
forward to a better society for coming generations-and this we claim is at least
in part our present purpose in defense-Is it good social policy to plan (lelib-
erately that because of our present defense efforts some of our children shall be
in a position to command the services of others of our children?" '

We start(-d our defense effort with a public debt of $43,000,000,000, now iII-
creased to $50,000,000,000. We have already used up the cream of our credit
resources. It is not now a question of a first nmortgage on our future resources,
but of second and third mortgages. Accumulation of a huge debt would be a
national dhiaster that could not be compensated by any number of military or
naval victories. Oi this basis, no financing plan can be adequate or acceptable
which does not aim at a cash-basis defense, or which, failing of that objective,
yet comes close enough to it to keep debt increase at a minlimnum.

The case for taxation summarized

Heavier taxation during the course of the defense effort means, In the long
run, economy in Federal expenditures. This assertion may be supported oii four
significant grounds:

'Ralnard B. Robbins, Defense Bills Payable, In the Watch Dog, the National Economy
League, March 1041.
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(1) By drawig off purchasing power, taxation will check price Increases 1(ad
prevent the cost of armanients from soaring. During tie World War Infla-
tionary fiscal methods added billions to the cost of war supplies.

(2) Avoidance of inflation now will make easier the task (if returning to a
peaeetline economy. The deflation will be less severe; consequently, there will
be less nued for public works and other depression-relief expenditures.

(3) To the extent that debt increase is avoided, interest costs will be saved.
Public revenues required to pay interest are not available for other social
services.

(4) Direct taxes will make people conscious of the cost of government and
Insistent tll ayoidanee of waste il the programs which their taxes sullport.

Without aidequate taxation, price control in tile present and debt control in
the future will require co lrehensive and universal controls involving great
loss of freedoil for indivihlals. Taxallon will make tlh(se types of bureaucratic
controls milecessary. Taxatlon Is the way to preserve democracy. 'lie rise
of a Ige debt, with autocratic controls over individual choices and actions, leads
to the nutliorltarlaii state mid tile loss of civil liberties.

TH1E PENDING TAX MEASURE

The tax bill iiow under colideration in ('ongress was based on Secretary of
the Treasury Morgenthlla's statelnent tlat Ie believed it would be good policy
to finance two-thirds of the total Budget by taxation and one-third by borrowing.

The ofllcial Budget for 1042, presented I January, called for total expenditures
of $17,500,000,000. WIhen the Ways and Means ('onlittee began hearings oil tile
tax bill in April, expenditures were estimated at $19.0t)0,000,000, and the ratio
suggested 1' Mr. Morgentlau required new revenues of $3,500,0J0,000. Oi Juie
1 the Bureau of the Budget announced n revised Budget totaling $22,200,000,000,
which would require u fiirther Increase of $2,0010,000,W00 in taxes according to the
Morgenthan formula, bat on the following day tile Secretary said there would
be no change tit the tax program. "If the Budget Bureau is right, and my guess
Is that their guess is pretty good, we shall have to borrow more." On July 17,
however, the Secretary said that in spite of the new Budget figures and subsequent
requests for additional defense appropriations, lie would stick to his original
$19,000,000,000 estimate, adding that lie hoped lie was wrong and that more
could be spent.

Out of this confusing array of predictions, it is Iianiifestly imlpossible to judge
whether the present $3,5110,C00,000 tax program will fulfill Mr. Morgenlthau's
hope of ineeting two-thirds of the expenditures from taxes. The probabilities
are that the revemlus will fall short of this goal, perhaps by several billions. In
any case, there Is no necessary virtue it the 2-3 formula. At the present rate
of spending, bearing in mind the extra-budgetary operations of governmental cor-
porations, a failure to cover more than two-thirds of the Budget by taxes is an
Invitation to Inflation.

Although the most vulnerable aspect of the present financial prograli Is that
it proposes to borrow too much, the Ways and(1 Means Committee found that it
had to bring in virtually all of the conventional types of taxes in order to raise
even the $3,500,000,000 set as a goal at tile beginning of its deliberations.

In broad outline the measure would increase tax revenues approximately as
follows:
Corporation income and excess-profits taxes ------------------- $1,322,900, 000
Individual-hCoiie taxes ------------------------------------- 1,152, 000, 000
Estate and gift taxes ----------------------------------------- 151,900, 000

Miscellaneous and excise taxes ---------------------------- 902, 400, 000

Total increases --------------------------------------- 3, 529, 200, 000
As this outline reveals, the proposal Is only the first World War tax system

with the (]list Iruslied off. Excessive reliance on conventional taxes prevented
the consideration of methods that would be more effective. But if we limit taxa-
lion today to the methods used in the first World War, we shall be making as
great a mistake as it would be to send General Pershing's 1918 army, equipped
as it was ihen, into tile field against Hitler's 1941 mechanized divisions.

* After the Ways and ,Means Committee had reported the bill, the House eliminated the
provision requiring Joint Income-tax returns froni husband and wife. thus reducing the
revenue total to $3,200.000.000. However, since the final total remains In doubt at this
writing the original goal of $3,1100,000,000 is used throughout this paper in references
to the bill. This figure refers to a full year's operation; the actual yield in the fiscal
year 1042 will be somewhat smaller.
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As an anti-Inlation tileastre th i-en1ding bill Is both i1Inadleqtlate as to total
anioulnt and( poorly distributed Ili its impact oi different segments of the national
income. With exelnl)tiolls ttnlchanged from present law, the Individualineolle
tax will require payments from only about 15 percemit of income recipients. Since
corlorltioti stocks are owned In greatest part by persons earning more hall $2,0CO
a year (th( icome-tax exemptoin for a married couple with no delpendents),
the corporatot-lllcone mid excess-lroflts taxes will fall largely ott the saine
group. Estate and gift taxes similarly will affect only ia very s1mll lvrctnit of
the population. Tie excise, or selective sales, taxes will affect the licketbooks
of tivarly e cry family inI some degree, but will draw from tie lnt- oie stream less
than $1,0011,()0,000 a Year.

Il the aggregate, approxhliately otie-slxtb of Income earners and not more
thant one-half of the national income, will Ie taxe4! directly uinnier the Ways and
Meatns Conmittee program. Ai Inordinately large proportion of the vast reser-
voir of l)rellasing power created by the defensee I)0a1 will not be reaielted at
all through direct taxes, and only to I relatively slight extent through Indirect
taxes.

Another serious fault of the petiditlg bill as a check on inflation Is ti lapse of
tinie between the receipt of incoate and the (1ate when taxes luIst be paid. This
has long been recognized its a shortcoming of the traditional Inconm tax (both
Individual and corporation) as fill Instrument of fiscal control. For example,
the Annual Report of the Secretary of the Treasury for 1939 says, "The lag be-
tween tile time income Is received by the taxpayers an(] the titne of receipt of
Income taxes based upon such ilcolmes Is larticnllarly Illortant In its effect upon
total tax receipts In atty given year." The new lrovisio for tax.anticilpaion
warrants, to allow advance payment of taxes as inco1111e is hearted, Is a stepl in
the rIght direction. 1u. ever, it is likely that only relatively large taxpayers will
Invest Ill these warrants. Sinall-ittonie taxlyers, granted the doubtful preinlse
that they might have the inclination and foresight to pay taxes Itl advance, selioti
have the facilities for safekeepitg of securities of this type. Matty taxpayers will
undoubtedly continue to exercise the privilege of paying taxes (Inarterly in the
year following the receipt of income. Thus, It will be possible for a taxlpyer,
using tax-antlcilltion warrattts li part, to spread Ills payments over a 2-year
period. Under these conditions there can be no assurance that Inconme taxes
will be effective It drawing off purchasing power at the time when such action is
imperative from the point of view of preventing Inflatiot.

Many of the excise taxes proposed by the House bill are of tile "nuisance."
'"chicn.feed" variety, which cause a large degree of popular Irritation ll pro-
portion to their revenue yields. Moreover, tile aItIIll 1st I'll t lve burden which
these taxes will place upon tile collections divisions of tile BiIreall of Ilnternal
Revenue will be excessive In many cases . A mere listing of the conmodlties find
services to be taxed Indicates the dlltcultics involved. Il addition to Increases
in rates on commodities already taxed, the bill provides levies otn the following:
Passenger transportation, telephone bills, Jewelry, ('locks, watches, radio broad-
castilg, lphotogralphic apparatus, sporting goods, luggage, phonographs ad rec-
ords, musical instruments, bowling alleys, billiard establlslments, slot machinen,
IJtl-l ll machines, optical instrutnetts, furs, soft drinks, and tile 1se of automo-
biles, yachts, an( private airplanes.
. Cost of collection of several of these taxes will probably equal the revenue

(btaltined. Ii 1938, Congress repealed excise taxes on furs, sporting goods, phono-
graph records, cameras, and certain toilet preparations after tile Ways an( Means
Committee had fouttd that some were difficult to administer and others produced
little or no revenue it excess of collection costs. Iti spite of this record, the
present Ways and Means Committee has Included most of these products in its
proposed bill.

Among the Increases inI existing rates is a Jump to $4 a proof-gallon on distilled
spirits., compared with $3 nilder tile present law id $2.25 prior to tile Revenue
Act of 1940. Compared with the rate 2 years ago, the proposed tax would add
$1.75 a gallon to the profit margin of bootleggers, whose operations were already
astotlidingly high. Competent authorities doubt whether t illncrelse in liquor
rates is advisable In view of the probable shift of trade from taxpaying, legiti-
mate dealers to bootleggers. It is certain that enforcement of the new rates
would Involve a large increase in the staff and the expenditure of the Alcoholic
Tax Unit.

One declared purpose of the excise taxes is to cut down consumption of goods,
tile production of which competes with defense. While It Is true that a tax,
added In large part to the price, will discourage consumption (and hence to
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sone extent defeat the revenue Iurpose), the argument that such a course aids
the defense program Is particularly weak. Production of goods which muke
demands oil the heavy industries will he redued by dere. Once that Is nte-
coni)lished, there is little to be gained by raising the prices of goods which remla
to consumers. Available goods would go to those consumers with the longest
purse, and less fortunate consliners would have to "do without" in effect d1featliig
one of the Iriary purposes of the Federal price-control program. Ili any event,
the manipulation of particular excise tax rates could never be effectal iln syn-
chronlizing tIh( red(ltioil of (ousnilner goods with the requireionts of defense.
Since imany of the excise taxes have been levied on goods fiid services which (10
not compete with defense, the result will be a distortion of relative prices and
it partial veto of consumers' desires, without any corresponding advinitage for
the defense program. Excise taxes will prove a poor weapon for directing produc-
tion into desired channels, us long as consumers' total purchasing Imwer is not
reducM by adequate, universal taxation.

Taxes ol specili lirodlicts tire ii source of ickering In ('ongress, since Menibers
reliresetintlg different State.; ii which certain taxed coniiodities lire hniportaiit
form blocks to liarga in andi trale iild sonietliies to inflict dlniinge oil oilier areas.

TTIl NEED FOil UNIVERSAL TAXATION

It hins already been Indicated that the ai of a defenise-tax program Shoulh be
<llSih flianing-pay is yoll go-or its near i llliroicli ti It ais possible. Before
exaniling iellitods of believing till" goal, it will he well (o review tile prospeclve
hiconie a1nd outgo totills, and the delfcieicy which inuy be expected under the
lirWtllt prograni.

Assumiig tlhit the Budget Bureau's estimate of expenititures for the year
eliditig ,ile 30, 1912, is an iiceptable inedium estimate, we have it total of $15,-
5f0l),0(0,000 for defense and $6,700,000,000) for noidefense expenditures, or i total
budget of $22,20,000,000. l,rom the stilidioint of inflationary fiscal operations,
the not outgo of borrowed funds uiider the auspices of governmental corporations
and c(relit agell,.s should also be taken Into account. Proihaly llot less thiin
$3,000,(W-0000 will lie lidded to the streak of purchasing iower through these
operations.' The total of Federal outgo, all of which should be financed by nonin-
Ihltionary miethods, niny therefore lie placed lit ipproximately $25,000.,00.

On the Icomie sile the present tax structure will yield $9,4MX),000,000, according
to the revised lidget of Jel 1e '. 'Te revenue lill now ulder vonsideration ik
estiiilated to yiel 3,.OOt300,000. iiaking ia total (If $12,000,t)0,100 il tax revenues.
'Tlie ludgetairy deficit woull ie approxilately $9,0r.O0(),0i, and lirrowing out-
side the Budget would raise this figure to $12,000,000,00.

Not all of ti, ileces;iiry borrowing will have an inflationary effect. Dtfen.se
bonds alind stalls, purchased out of invoie, will nirely transfer purchiasing
power to the Goveriment. However, not ilore thall $4.00.000.000 iiy be ex-
pected front this source oil the basis (if the present outlook. Ili adlitioi, Govern-
ierit trust fnids, sich is soeial-security reserves iind retirement funidm , will
nlisorb ipproxilately $1,500,000,000. After taking aecoulit of tliese off.ots, tle
liortion of Federal exlieliiries and loans having all hiflationary stiiihis nay
lie placed at $6,500,00,000. Thus, the goal of i new fax measure stouild lIe
$10,(W0,000.(0) instead of the $3,500,000,000 now ulider coilsileritlioli.

Expanision of business and consumer sielinilig will have i further stimtulative
effect, butt the reduction of activity iit nondefense industries Ihroiuglh the priorities
program iiny prove (lellressive iII oie areas. No estimate of the itet. ehaige
ill private spenlldilig is possible, but It should lie noted that a strong Uliturn Ili
iiongovernimeital splielillig may require all even greater Ilcriase lit taxation, if
inflation is to lie lireveit.ed.

Tile proper fiscal policy under these circuinhstauces was well stated in the
uilnilinols report of Federal Reserve officials on Janlary 1:

"Whatever the point nay be at which the Budget should be balanced, there
cannot be any question that whenever the country approaches a condition of full
utilization of its economle capacity, with appropriate consileration of both eit-
ploynient nnd production, the Budget should be balanced. This will be essential
If monetary responsibility Is to be discharged effectively."

'This Is not a precisA calculation but only a rough addition of prospective loans from
iteco:struct!Cn Finance Corporation funds (defense plants, Britisli loan, rural electrifiea-
tion, farm security, farm tenants, etc.) : Commodity Credit Corporation, farm-crop loans ;
Export-Import Bank and stabilization fund, international loans, largely for expenditures
in this country'* and housing loans under Federal auspices.
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That It Is pimssible as well as desirable to flitance the armanient expelditures
on a1 pay-as-yoll-go basis has been stated succinctly by harold G(;. Moulton : "The
answer to the question whether the defense program can be financed without a
great increase In the public tebt is 'ys.' "I

According to the above analysis, the gap In Federal finanices which must be
closed In order to prevent Inflation is $10,000,000,000. (Fromn the standpoint of
preventing an Increase In tht liblic debt, the requirement is even greater.) It
111y be confidently expected that before taxes of this iungnitude are' inlwsed,
the public will demand all possible economies iII nondefense expenditures.

The program in of the Ntional Economy League calls for savings of $1,600,000,000,
tile details of which follow: 6

[in millions of dollars

National
Federal Economy Savings
Budget Ilgue vi

proposals

General government ............................................... 997 897 100
General mblic works program ..................................... 503 240 263
W ork relief ........................................................ 1,034 555 470
National Youth Adminlstratlon and Civilian Conservation Corps,

nondefense ....................................................... 363 162 201
Ails to agriculture (except Department of Agriculture) ............. 1,062 500 562
Social security ...................................................... 462 4,30 32
Veterans'al ..................................................... 565 50 15
Other nondefene ................................................... 1, 69 1,689 None

Total ......................................................... 6,675 6,023 1,652

After deducting this alnount from tile expenditure side, tile need remains for
approximately $8,500,000,000 In additional revenues. Tie length of time retired
for tile Ways and Means Committee to formulate the present $3,500,00 ),000 neas-
tre Is adequate proof that traditional taxes are Inadequate for tile task. What
Is needed is sone forn of universal taxation, convenient to the taxpayer, which
will ylehl a large amount of revenue without an Inordinate cost of collection.

The three possible means of reaching a large share of tile national Income are
(1) "broadening the base" of tile present inconme tax, (2) a Federal sales tax,
and (3) a flat tax oil till Income payments, collected at tile source.

E.rtendhnq present income tax

The First Revenue Act of 1940 reduced personal income tax exemptions of mar-
ried couples from $2,500 to $2.000 ai1(1 of single persons fromn $1,000 to $800.
While exemptions couhl be lowered still furt'ier, with a consequent Increase in
revenue frola new as well as old taxpayers, the cost of collection ii'creases rapidly
In proportion to the yield. The recent recommnendations of the President and the
Treasury for exemptions of $1,500 for marrit'd couples and $750 for single persons
could l)robly be handled without great difficulty by the Bureau of Internal
Revenue, but the additional collections would be relatively sinall. This change,
If adopted, cannot be viewed as meeting the need for widespread and substantial
taxation.

The reduction of exemptions last year approximately doubled the number of
persons filing returns and necessitated a considerable Increase in tile staff of tile
collection agency. Further ")roadening of the base" of the present type of tax,
to a degree comnllnstrate with tile reverie nieed, would enormously Increase the
burden of collection. Persons Il low-income groups are seldomi able to report
accurately their Income for tile year, or to pay a lump sum tax, when returns are
required on an annual basis. The conventional form of income tax Is compli-
cated at best, and It would be difficult to educate the smaller taxpayers to the
task of filling out a return.

Exceedingly high rates In the higher brackets, In excess of those already iII
effect, are suggested by some as the best application of the theory, or slogan,
of "ability to pay." Since persons receiving large incomes are few in number,
the revenue possibilities of such taxation are distinctly limited. Disregarding

5 Fundamental Economic Issues in National Defense, The Brookings Institution, Jan. 13,
1041, p. 10.

sCt. W. D. Arant, Nondefense Economies, the National Economy League, May 27, 1041.
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tile filet that excessive taxation will soon convince people that a high come
Is not worth ile effort and risk to attin It, complete conftiscatio of fill Incolltes
in excess of $10,000, would yleld the Government only $2,300,00,000 additional
revenue, and complete conlisealhiti of all inconies it excess (if $3,000 would
Increase revenues by only $0,5(J0,000,000. 1

The sales tax

A Federal sales tax has possibilities for a substantial increase in revenues,
tile yl,,hl would be stable, and the payments would be made at approximately
the same time that Income is received. Moreover, a sales tax would effectively
reach those whmn it would be Illost difficult to reach by any other form of
taxation.

John L. Stullivan, Assistant Secretary of the Treasury, told the Ways and
Means Collttittee that tile sales tax had been considered ani rejected in favor
of the higher excise taxes. One objeetion to it, he said, was that it would fall
"more heavily on the lowest income groups." While tlre is some force in this
contention, It certain would not fall more heavily on the lowest income groups
than the burden of an Inflated cost of living. If we were inuilding a tax system
anew, there would be much we!ght to tie argument that a sales tax Is nuuuit-
able, but when the existing tax system as a whole is progressive, find steeply
so in the higher brackets, there Is less reason to fear this consequence. Many
of the objections to a sales tax apply equally to the excise taxes included in the
pending bill.

The principal objection to a Federal sales tax Is that the base would be much
smaller than the total Income received by individuals. The tax would apply only
to that portion of incomes spent ol retail sales (or manufacturers' sales, as the
case may be) and would not reach the lortions of Income not so spent. In1 1939
national Income was $68,000,000,000 but retail sales totaled only $42,000,000,000.
Of this amount, $10,000,000,000 represented food purchases, which presunta bly
would be exempt from tax. The Treasury has estimated that a manufacturers'
sales tax, along the lines propose( in Congress in 1932, at a rate of 214 percent,
woul yield approximately $50,000},000. Assuming that retail sails In 1042
reach a total of $50,000,000,000, and that no exemptions were allowed , the revenue
goal of $8,500,000,000 would require a sales tax rate of approximately 17 percent
at retail. If the pending tax bill lbe accepted, and tile sales tax relied upon for
the additional $5,000,000,000 required to control inflation, the necessary rate
would still be a magnitude of 10 percent at retail. Since exemptions would prob-
ably be granted on such Items as food, fuel, medicines, fill(] articles already subject
to excises, the necessary rate would be much higher.

Rates of tills sort would cause price distortions and economic dislocation, which
could be largely avoided by a universal tax upon Income.

Unirersal income tax

A substantial tax on all income paid out to Individuals, collected at the source
at the time payment is made, ileets most of the objectlons to a sales tax or to a
net Income tax collected annually. Tile concept of the tax is exceedingly simple.
Possibly tills Is an obstacle to Its adoption, when tax administrators an( legislators
have become used to tile complexities of the conventional tax system.

Following the first proposal of this tax,' it has sometimes been mlsinterpreted
as a tax solely on wages, and has been condemned, therefore, as discrininlatory.
Actually, the plan calls for tax deductions on all payments of income of whatever
sort: wages, salaries, other personal earnings, Interest, dividends, royalties, rents,
and entrepreneurial withdrawals. Thus, it would apply to the entire amount of
national Income pld out to individuals-a much broader base than that to which
a sales tax would apply.

Collections would be made currently as Income Is paid; weekly In the case of
wages, quarterly In the case of dlivilends and Interest, find so on. This method
of collection would have dlistir.et advanta4os both for the Treasury and for the
taxpayer. Revenue would flow into the Treasury at a steady rate tllroughout

I W. I,. Crum, The Maxinum Possible Yleld of Ability Taxation, in the Watch Dog, the
National Economy League, March 1941, p. 7. The estimates are based on Income-tax
returns for 1037.

8 Cf. it. L. Lutz, Financing the Defense Program, the National Economy League. Febru-
ary 1941.
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the year; there would be no lag as in the case of the regular Income tax. This Is
tilImiportant consideration Ii devising tax measures to control Inflation.

Front the standloilt of the taxpayer, the tax burden which the defense program
niakeas necessary cali be borne with 1111ch less discomfort whin payments call
be spread over tli year. 'cry few persons i the low-inconie groups have the
facilities for accunulatitg a tax reserve. None of theni can pay aillanial tax
under tile present system without great hardshilp. Under the collectiouat-slorce
plan, the tax would be paild iII snail installnents, Jtust like the rent and grocery
bills. Anyone (-til endure a heavier tax, If collected tit the source, than (-ll be
entered If payment must be made In a few large instalhnents long after the
Income oin which tile levy has been made has been spent. Tiae Trea sury plia
for the tax anticipation warrants Is an iidmisslon of this fact. The English are
mOW subject to a sltaldahrd Iiicome-tx rate of .5) liecenlt. They can endure such
a rate oily because of widespread collectio tit tile Source.
This method of collecting has hadi a successfull trial iII this country through

the sociil-msecurity system. and iII {'iilltillil slider it Slpecial h tioial-defeise tlax
colitcted iti the soiurce. The ('aiiodhin iidlinlstration takes much of the book-
keeiing urdoen off titl hnuids of lusliness enttrprist-s by califlaic lng tle tiax from
pay-roll records and rendering a bill. Tle blthisnss firm merely furnislivs tlit( pay-
roll data and is relleved of the duty of computing tit, tax.
No exeitilhus were provided in tile origihitl exjosition of this plan. It was

hel levcd that tile administrative dilllculitles of allowing exenptlhis, when tile
tix Is collected weekly, monthly, or quarterly woull be ltohlttive, and moreover,
it Is doubtful whether ai adequate 11ltiottilt of revenue to finimice tie defense

programs Call ,li obtaliiied without Illposin g a llliformI tax iliOll the whole iationall
inllile.

Ill this connect iol. It should It' noted that social-seurlity tixes art' levied
on the total eai rniiigs of tle Inlividual. No personal exemtiolhus or credits
for dependents aire allowed. It Is true that the so(il-seen(irity systeit Involves
I!oth clitrillt loans and Ibenefits, but tit, IndIvIh l's contiributit is ieve'the-
ess a tax li every sense of the word, and benefits art established withi reference
to ot hur factors than tine% anlolint collfiitted. In tie 'ealln of semhilullie
finance, the trade union cheek-off of dues is ii p)er1fect example of a tix coll'cttd
ti the source without reference to tlhe statil. of the individual or ils tlelitlditls.

It Imay ie necessar'y to rol(ive tih Incoll'o-tax txempthins entirely iltld to
collect taxes from everyone, representative T)otghton, eliiinirmali of the lltuse
Ways and Means ('omiinttee. declared on July 28, "If it shoul prove hmpossible
to obtai coigresslotnal approval for this still, son, cxelnlutlos might lie allowed,
in tin' manner provided ly the 0 ( 'anll ll nath lill I-defeinse tax. However, tile
t'ath Ilii11 wolld have to hi levied on tile remininder of lie national Incole, ln
order to lleet reverie reqhllreiieits. woilld be corre'spondlngly luerse(ld.''

A rate of 10 percent was originally suggested as it reasonalle approximation
of tie diversion of Income ne,cssal'ry to parallel the diversion of goods to military
uses. With eXlansion of lite defense Ir'o)gral In recent nionths, it higher rate
would Ie necessary to put tile program eomlletely onl a cash baisls. lIowever,
necordilng to the analysIs given ahove (allowing for Iiicone-ab.sorblng irrow-
lng) a rate of 10 percent would come lose to reaching the anllinlatiol goal of
$8.5)0.0m,000 I in additiolial taxes. This assumes economies iin non(dfnse ex-
pendituros. Tie new tax would reduce tile ylelts of existing taxes 1y allp'oxi-
illately 10 percent (somewhat more in tile hilgher brackets of tile Income tax).
Assuunitn that the national income pail to Indlvlduals reaches a total of $9.'0,.-
()O00, the it piosed tax may lt expected to ylehl approximately $8,000,00.000.

State tax revelles would also be reduced to Somie extent, but such anl effect
would follow from the ilpmsition of any new tax. A a matter' of lolic', there
can lie little oljectlon to thli result, when the Federal Government is burdened
with defense. till(] when thte defense liom woult otherwise tend to increase
State revellues.

Two principal objectlmi nust be consilered:
First, It is I(htl that the burden would ie too great on the low-Itcone groups.

'Tis objection is stated, for eximiple, in the following excerpt from an editorial
o(i the original publication of this proposal :

"Take the wage earner with wife anid children, earning $2,000 a year and now
exempt f'om Income taxes. Ills present budget his no room for a $200 tax NLl."

Although superflcially reasonable, thils statement shows a complete lack of
aippreclatloll of the funclltioning of a wartime economy. Whether a person's
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budget, judged by peacetlhue stainldardR, has rooin for the burden of defense or
not, that burden Is here and will be met. If the indlivid',al referred to does not
pay his share of the cost in tile form of a $200 tax bill (which should he spread
over 52 pay days), lie will pay It In small amounts when his wife goes shopping
to find that prices have rise. If he Is among those who cannot Increase his
income. he may pay much more than $200 a year. During tlhe World War period,
the cost of living more than doubled. In1 1920 It took $2.07 to purchase what
$1 would have purchased in 1914. A serious price Inflation would be a far
greater burden than ti proposed tax, and when prices rise rapidly, low-income
groups are most severely l)inched. The tax would not increase the burden, It
would merely distribute it more equitably. Since all existing taxes would be
retained, the tax system as a whole would remain progressive.

Tile second objection is that collection will be difficult iii the case of farmers,
tile lprofessional groups, amid other self-employed persons. In 1-10 iMnliviluals
In these groups received about 20 percent of tie national Income. Since many
of then are required to file returns under the existing Income-tax law, which
provide an Informational check on gross personal incomes, the percentage involv-
Ing an administrative l)roblem is actually mucli smaller. It is true that collection
at tile source cannot be used in these cases, and that a system of Individual
returns will be necessary.

So far as faillllers tire concerned, the agricultural program over the past
8 years hits brought about a great Iaproveniit in) tile keeping of farm accounts,
and county agricultural officials have, recently undertaken to advise farmers
with respect to their Inconme-tax returns under the lower exemptions of last
year. This aid could easily be extended, perhaps, with the cooperation of the
newly (stiblished county defense committees for agriculture. Certainly tile
Federal Government could deduct the tax at the source with respect to Federal
benefit payments. That farmers are willing to follow a pay-as-you-go tax olicy
Is Indicated by the following sentence Included In tie "Statement of policy of
the farimn conference on the national emergencyy" held lit Chicago, June 5, 1941,
representing the National Grange, ti National Council of Farmer Cooperatives,
and the American Farm Bureau Federation:

"InI order to prevent dangerous Inflation and an undue accumulation of debts
as, a result of the enormous expenditures for uiational defense, we urge that,
insofuir its piaclcalle, tile costs of tie defense program be pald from current
illcolle."'

Tile collection of the proposed tax from self-employed individuals is not an
iisuperable obstacle. On the whole, the simplicity, the thing, and the convenience
of the tax will make It more efficlent than any other tax, or set of taxes, that
'ould I-aise a comnlarable allount of revenue.

SUMMARY AND CONCLUSION

Time financial requirenents of the defense program impose upon the country
three alternatives, (1) inflation, (2) complete price control, or (3) drastic
taxation.

Inflation Is the worst conmsequenmce to be feared; worse even than Iilleliploy-
nient-it woldin finet inetease Ilieilployllielit In time log -uni.

Price control Is necessary in limited fields. But to extend it over the whole
economic structure as a substitute for sound financial policy is to adopt totali-
tarian methods. No authority that a democratic government can enforce will
succeed iii keeping prices down as long as the public has at Its disposal an in.
creasing quantity of purchasing power.

Taxation oii a scale commensurate, or nearly so, with the level of expenditures
Is necessary both to prevent inflation itow and a crushing debt load in future
years. When account Is taken of governmental outlays through extra-budgetary
corporations, the amount of taxation required to prevent inflation is of the miag-
nitude of $10,000,000,000. Reductions in nondefense expenditures could reduce
this figure to $8,500,000,000.

The most effective, if not tile only, form of taxation that will divert this sum
of money to the Government Is a universal, special defense tax on all income paid
out to Individuals, collected currently at the source. A substantial rate Is nec-
essary; 10 percent has been recommended. While this is drastic, it is not greater
than the economic burden which defense imposes upon us in any case.

61977-41- 83
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TIIE NATIONAl. ECONOMY LEAOU

A notirollit orgallziltoll founded amid Incorllrated Iin .May 1932, to revive the
AmitieritiII principle of representative government for Ibe colanoi good, til par-
ticularly to secure the elimintio of wasteful or unJusililihle Federal expendi-
t11 ros.

The league's preset objectives are:
1. 'l'o record the facts inid rgtni'uets for somud l'edral fittauce thal distribute

to the Widest ext(nt within its illalls "filt-studiths" ou Cover'llttlenlt ls il polices.
2. To reveal raids oil flit, Federal Treasury bly- self-seekthig Inhorltles aill]

:3. To imoh for a Ialaticed Federal mludgel--lhe only way flow i void file
colmpllete collapse (of ollr latloail 'redlit, olr system'ill of free gove'rnlment. wll o.- s
of our civil liberties.

All publivathmis of the league are (lst rilt ed witllol 41111rgo and are ,sent to
all Menmbers of till- (oI'gress. Addithoal cophes of fihli mllinilldet INu 1b li 4ill'I
I)IIoll reIuest. Slice such dlistrillut loul Is i11ade Iuossile by voluntitary gifts. Iltdl-
vhha Coll I riblit liol.s will a111laterlially 1II whIdr ch'culahi lola l d II broader. ure r
effective, educatiolnl program to. its well as tiulke ' I 'ibl tl reseih l'o.irt-vt
foll which fuids itre not flow aviallIe. A (oVlltllt form Is ('110l.4441 filr
your use.

Tthe National l.Economy League officers: Ernest Angell, chairman ; Iican M.
Spencer, treasurer: Graluin . Mattison, secretary; Harley L. Iutz, consulting
(economIst, 11. G. W. Suundelof, executive director; Willard D. Arnit, research
director.

Executive (irectors: Copley Amory, Jr., Eriest Augell, Robert 0. lonnell,
Ellsworth Bunker, Edwin F. Chlinhuld. Joseph I!. Cioate, Jr., Gretivllh' Clark,
Allen W. Dulles, A. Crawford Greene, Robert Hlalo', I. lRoland Harriman, Henry
It. Hayes, Carl T. Keller, Grahatn I). Muttison, W. W. Montgomery, Jr.. George
W. Naumburg, H. Irving Pratt, Jr., TLucius F. Robinson, Jr., Frederick Sheffield,
Roger 13. Shepard, Paul Shoup, )utucan M. Spencer, B. It. Starbuck, Ray Lyman
Wilbur, Wcstnmore Willcox. Jr.. Luclus Wllmerding, Mark Wiseman.

'Tlle CHAIIRMAN. Are there any (itestions from any member of the
('o11imittee?

(No response.)
The Cm.M. Thank you very much, Dr. Litz. for your appear-

antce.
1)n. LuTZ. Thank yoti, M r. (Chairman.

'I'he (iiUMAN. Senator lhinker.

STATEMENT OF HON. BERKELEY L. BUNKER, UNITED STATES
SENATOR FROM THE STATE OF NEVADA

Seiatoi' lfrKi.:i. i'. Chitiiuali. I wish to s.peak oil tlht-i'iht'('t (if
mandatory joint il'lholi(-tliX ret tl'lli-. I wollii like at th is ti11 to
urge that the fiction of tile House of representatives Ie siistailied
insofar as that hody voted to oiiiit it inutidatory joint ilcome-tax
retain' provision fromi the rev'eim bill of 1941.

One of the oldest and solildest (if the laws of Nevada. amid If other
States with a Spanish heritage. is that which reo'r'giz.s a married
won1 as a full partner of her husband, with an elual right to t li
fruits of their jont labor--this is opl)ose'd to the (old Eigish Col-
mo1 law wliich made here his Chattel ald the i)duct of her efforts.
and their joint efforts, his sole property.
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We ili Nevada r-(.- proud o(f our rights tinder thiis law, in whiel cl
feel equi1iility 1111d social justice ur tile keynotes. The State of N.-
v'i(li is happy midl willing t() itssiie its share of tile taxation nece-
Nilrv to I)II fl.or t let 1iollilI-dc,'ell.tI FOWaIqilih j* it .s le has lell

l illi hg to ;liSii te liei share ill every elll-ereleNV whlich has confronted

the Nation since her uiduhissiol t(o St ate i0ood. But she is strongly
opposed to a (I i (ri li Ililto-Iy lx by wlich residells of tle State
wAolld lose the rurlit t) lilt, sepillulite' returins ill keel)ilug with her laws.
Evel if ile reveIile i. vol ved. whili is esti ated at some $350,000,000

'ere tenfold greater. it c(,ul( litle c ilaIl)Ilstilte Ilie ( (ovelli'lt folr
le site'rifce o i n(1 ofso (.tiil iiled llli ll ( t l -S d wiceles l i itil ge
enta iledi.

ALIaN I rl'('5j'l fillv (all tle attention of the ('(l ittee to tite lealitv
of tlil tonmiltillit li Ol)trl'tv hlaw? The liovisioii for the taxaNt of
lie Combined in'ole of luslbllan(d and wife, as thollgh it wee the in-
cole of one person. violates the fifth allieildinelnt of the Constitutiolu
of the jl)ie(d States in thlat it woIl( deprive tile taxpayer of his
l)rop(lrt , without (ill' process of law. The tax c(olteml)late(i by it
illil(itry joint iinconie-tax return 1ipovision is a tax levied upothe
hmslad )(I i anid ColOml)ite(l upon tle income nud property of ailothe;'
person, his wife. This practice has beenl heretofore condeined by tlile
Supreme Court iin Knowlton v. Moore (179 U. S. 41) and in Ho0eier X.
'a'ir Commiion of 117.qeon.in. (248 U. S. 206). With further refer-

eit'e to this sulbject I mention JHeiner v. i)onnan (285 U. S. 315), ill
which it is Settled that there is no distinctionn between the "due pr(oce "
of the fourteenth aiiell(llieit and ie "uife process" of the fifth aeiid-
jeunt. I woul ilso like t) vite ,SeI,'.rilue v. v. ll';.;(-'n (271) U. S.

230)). 1'inde, Sh.n', v. Ie/t;njoi, ,id 0. 1?. (,-. 117 WlII 32 ). 32.38.
21 L. Ed. 597, 59)9). a',c, ,, v. Smi/, (61 F. (2d) 32-1. 32a).
Darcy v. COM miT8ioner (06 F. (2d) 581, 585), and Helvering v. 0ily
Bank Farme s T xnuet ao. (296 U. S. 85).

The provision for taxing separate times as joint income would
effect. an unconstitutional usurpation of tie Stati power to regulate
property. A requirement. for thle filing of joint income-tax returns
ini eflre il wohl Atiitv t hat (lt' of thit' iiilit s of t li. ov'iliersili) of prOp-
er*v bY it imurr'iei Iersoll is tl ht t li Silluse of s'lh person shall Ibe
iaed 0 liere(oll. This is i assillPt)ll of the i(owr (f ilie S-;tate ito

i'egllhlte tihe owner li !P of' property. Iind sth lissihill)ptill of power is
n.counstit lit ional, unler tile telth amendment. whilichl provides that

"the )ow\'e's not (elegate(I to tie U iited States by tile Constitutioll,
nor specifically )rohilite(d by it to ill' State:. ale I1esel('v(l to the States
respectively, oi' to the peol)le."

'Ilie leiili "inonies."i as se(I in tile sixteeil It aiiel(hniienut, n,\ver con-
lelnplated tile inclusion of a wife's income in lier ulllsballs taxable
ihcolile. Ill frlltherance of this point I refer to Eier, v. 11av')mh(r
(252 U. S. 189), Blair N'. Rosseter (33 Fed. (2d) 286), Noel v. Par.mt
(15 Fed. (2d) 669. 671), and Tow'ne v. Eism, (242 Fed. 7M2. affirmed
245 U. S. 418).
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Tlle theory underlying a provision making mandatory joint tax
returns is that the legal rights of the separate SpOUS to their separate
incomes are to be ignored and that the joint income is to be treated
as available to meet the family obligations imposed upon the husband.
This assumes a status which is contrary to the laws that exist in most
of the States as well as to the experience of the average couple where
both have means.

And further, by making mandatory the filing of separate incomes
jointly and thus placing many couples in surtax brackets, the proposal
amounts to a penalty tax on marriage. This is a definite reversal of
what has always been encouraged, and for this reason higher taxes
have been placed on single persons in the way of lower exemptions,
and so forth. Never before has anyone thought of reversing this pro-
cedure and taxing marriage. By the Government's offering a pre-
mium to individuals who remain or become unmarried, in effect, a
social problem of the first order would thus be presented.

We in Nevada are fully cognizant of the great )roblem confronting
the Senate Finance Committee in the necessary creation of a tax bill
which would bring in sufficient revenue for our defensee program so
vital to our national life. The committee deserves sincere commenda-
tion for its honest and diligent work in this respect.

But in facing all emergencies that come to our country we must
ever bear in mind that there can be no letting down of the ideals and
principles of the constitutional rights on which our Nation was
founded.

May I again urge consideration of these views, which Nevada pre-
sents unanimously.

Thank you, Mr. Chairman.
The CHArRMAN. Thank you, Senator.
There is a witness here, I understand, who wants to get away.

We will call the next witness somewhat out of order.
Mr. W. J. Salmon. Do you wish to file a statement?
Mr. SALMON. Thank you very much. Could I read it? It will take

me only 5 minutes.
The CHAIRMAN. Yes.

STATEMENT OF WALTER J. SALMON, NEW YORK, N. Y.

Mr. SALMON. Mr. Chairman and gentlemen of the committee, my
name is Walter J. Salmon. My address is 11 West Forty-second
Street, New York City.

I am fully aware of the tremendous task which faces this committee,
and also of the fact that the demands upon your time are almost
unlimited. I deeply appreciate the opportunity to appear. I shall
take only a few minutes to present to you one problem which seems
to be of particular importance just now, and to suggest a partial rem-
edy. I know you will give it most careful consideration.

I have been actively engaged in the real-estate business in New York
City for about 45 years. At the present time I am managing and
operating a number of office buildings in what is called the midtown
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section, in the neighborhood of Fifth Avenue and( Forty-second Street.
In most cases the properties are held under long-term leaseholds, which
in turn are held by various corporations. I am appearing on behalf
of those corporations and on my own behalf. However, I know that
many other businesses and many other businessmen have a similar
problem.

Many people. I think, are under the impression that the operation
of a large office building in New York City is a safe and certain way
to make money. You gentlemen probably know, at least by hearsay,
and I know from sad experience, that this is not the case. It is un-
fortunate, of course, but true, that what we call the American "profit"
system is in reality a "profit and loss" system. No one has yet devised
any method of guaranteeing profits. I regret to say that the business
in which I am engaged has proved an all too striking example of that
rule.

'fhe fact of the matter is that the properties of which I have per-
sonal knowledge have an almost unbroken record of losses for over 10
yeal. Up to about 1929, conditions in the business were fairly stable.
It was possible to rent a fair percentage of the available space, not all
of it, but enough in some cases at least, to produce a modest profit.
Since the early thirties, however, the situation has been entirely differ-
ent. General business, as we all know, fell off alarmingly, and that
was, of course, a very important factor. A more specific factor, af-
fecting particularly those of us who operate in the midtown section,
was overbuilding. I can cite as an example which will be familiar to
all of you-the Radio City development. Magnificent as that develop-
ment is, I do not think it can be successfully asserted that it was
economically justified, that the additional space which it provided was
required in that area. Those interested in that project had and still
have, unlimited resources. Losses would not matter so much to them
as they would to the rest of us, who had devoted what capital we had,
and all our efforts over a long period of years, to the development and
maintenance of less extensive projects.

The typical method, and usually the only available method, of
financing an office building in New York has been to borrow money
on the leasehold, and then repay the loan out of future profits. Where
there have been losses, the operators have usually had to finance those
losses themselves. That has been our situation. We have had to dig
(deeply to keep our enterprises going, and the only reason why we did it,
the only justification for doing it, was the hope that sometime in the
future there might be some profits available wit i which we could recoup
at least a portion of our losses.

We have now come to the point where it is possible to say that some
y'ery modest profits may perhaps be made in the next few years. The
improvement in general business conditions has brought that, about
ilow much of that is due to the impetus of the defense program, and
hlow much of it will disappear in thme post-war depression, are questions
on which I cannot comfortably permit, myself to dwell. I canl only go
onl the assumption that we cannot look forward to good business per-
inanently.

Thle principal point I want to make before you today is that it is
utterly unfair, in such a business as ours to measure the taxes for any
single year on the basis of the results o? that year alone. As I have
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said, we have had large losses for inminy years. Such )ioits. as we
may make in the next few years will not be true profits, obviously,
until we have recouped our losses. If we recoup one-tenth of our
losses we shall be very happ F.

For businesses which are fortunate enough to show profits year after
ear, measuring the income of each year separately is fair enough.

)Few businesses are that fortunate. I can think of "many, other thim
my own, in which it is altogether uinrealistic to measure income on a
year-by-year basis. For example, it usually takes a long time, and
much expense, to develop a patent. If it is sold in one year, the in-
come does not really all belong in that year. 'The buiiimig of a damn,or a bridge, or a subway, may require many years. If payment is
made only upon coml)letion it should not he tieated as ineomle only, of
dhe year of completion. Lawyers are often engagetf 1ponl cases" for
many years, receiving their fees only when they finish. 'They !1o not
earn that income only in the year in which it is paid. 'Tluese arc only
t few examl)les.

If the man who develops a new latent cannot charge his expeo.ses
and losses against the proceeds which he finally derives from it,. he
is paying income taxes without having any real'income. 1he sameis
true of the builder who is paid only in a year other than the one i!n
which he incurred his expense. The lawyer who is paid in one year
for work extending over many pays much higher taxes than his
neighbor who might make the same aggregate amount over a number
of years. In our situation, if we cannot first recoup our losses, we
will be paying taxes although we have no real income.

I am not a tax expert, but as a layman I can see the necessity for
requiring annual income returns anid animal tax payments. It is
much more convenient, from the administrative standpoint, to do it
that way. On the other hand, also as a layman, I know that our
Federal tax system is supposed to have as its foundation the prin-
ciple of "ability to pay'." '[his principle is a sound one, of course,
and it. is much mhore important than any rule of convenience which re-
quires measuring income by short, fixed periods.

Congress has already recognized this. Before 1932, the revenue
acts permitted us to carry over losses for 2 years. We did not have
this privilege from 1932 to 1939, but it was restored in 1939. I under-
stand also that a number of special situations have been taken care of.
A builder with a long-term contract can spread his income over the
term of the contract. A lawyer spending more than 5 years on a case
can spread his fees over those years.

Those provisionss are all beneficial. However, they afford no sub-
stantial relief in those situations in which relief is most necessary.
For example, in o1r business, which has gone through over 10 years
of losses, we can recoup only a very small fraction of those losses
under the present 2-year net-loss carry-over provision. Again, a
business which has suffered a very heavy loss in one year may be
unable to offset that loss fully in the next 2 years. On the other
hand, the more fortunate business, which has moderate losses in not
more than 2 years, can offset its entire losses.

I want to urge upon you, as a practical solution of the problem, a
5-year (arry-over of net operating losses and net long-term capital
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lhs. .s. This would not eliminate all the, inequities, but it would go a
long way. I cannot conceive of its reducing the revenues seriously.
In any event, in these days of extremely high tax rates, equit y and
fairness are even more important than when the rates are moderate.
Great Britain's need for revenue is certainly even greater, yet I under-
stand its law l)ermits a 6-year carry-over, which I am told works very
well.

Many well-known and competent authorities have urged for many
years that a 5-year net-loss carry-over be allowed. Among these ;L
might mention Mr. Leon Henderson. In his testimony before the
Committee oil Ways and Means, on this very bill, lie expressly ap-
l)rove'! a 5-year carry-over. I am sure no one would question its
fairness. I respectfully urge its adoption.

Thank you for your courtesy in hearing me.
The CHAIMAN. Thank you.
Now Mr. Jarvis Farley, you may state for whom you are appear-

ing and in what capacity.

STATEMENT OF JARVIS FARLEY, BOSTON, MASS., REPRESENTING
THE MASSACHUSETTS INDEMNITY INSURANCE CO.

Mr. IFARLEY. Mv mU is Jarvis Farley. I am ile actuary of the
M1assaclmusetts In(lemnity Insurance Co. of Boston. I want. to thank
the committee for tile opportunity to l)resent ilow for your col-
sileration a detail which, u1) until now, has not received attention.
You have hefor you, I think, a paper entitled "Mnlemorandum on
Excess Profits Tax Treatment of Reserve Flu(ls of Companies Taxed
mider Section 204." I will read it rapidly as I Wish to finish in the

time allotted to fiue.
'The ChTTRAIAN. You may l)roceed.
Mr. F.muEY. 'The House and Senate Comnmittee rel)orts accom-

)anying the 1941 excess-profits bax amendments pointed out that the
high tax rates are fail- if the income is of the type intended to he
reached. A recent Treasury decision (T. D. .5059, July 1941) has
the effect of iilPosing the high excess profits tax rates upon a part of
the truiv normal income of certain nonlife, iioinutual insurance cor-
l)anies whose net income is defined in section 204.

'hiF situation arises because '. 1). 5059 rtles that insurance reserves
,annot be classified as equity invested cal)ital. This ruling of the
'rmasury Department attempts to nulilfy long established legal l)rec-

edents holding that such reserves are invested capital. The definni-
1ion of invested capital in the excess-profits tax laws of 1917 and 1918
was, except for minor changes of phraseology, sy1oIy'mouis with the
definition of equity invested capital in the present law.

Over a period of 13 years, that is, from 1917 to 1931, and by a series
of a(hninistrative rulings and court. decisions, it was finally estab-
lished to the satisfaction of all parties that insurance reserves were
,(1,uitv-inlveste(l capital ul(ler the 1917 and 1918 law. (See table of

uhn.gs and regulations an(l court decisions marked "Exhibit A.")
Exhibit A is a table of the rulings involved. I would like to leave

for the files of tlhe committee a brief expanding upon that list; I
(lon't ask that it be in the record unless you gentlemen feel it should be.
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Note specifically that tile Commissioner of Internal Revenue in
1931 acquiesce(] in the Federal Life Insurance Co. ease, thus bringing
all tile parties into agreement on the question.

Because the Treasury Department by T. D. 5059 has now seen fit to
upset the above-mentioned arduously established agreement, it will be
necessary for the affected companies to relitigate the same question
in order to protect themselves from a confiscatory tax unless legisla-
tion removes the necessity.

The total exclusion of insurance reserves from equity-invested cap-
ital-as is required by T. D. 5059-would seriously prejudice and im-
pose undue hardships on the weaker companies taxed under section
204.

Furthermore, it patently seems unfair, in view of the above histori-
cal background tinder which an agreement was reached by both par-
ties, to make these companies incur the heavy expense and business
uncertainty of another 13-year period of litigation. I would like to
interpolate here a comment with regard to that litigation. You gen-
tlemen are all familiar with the rule of reenactment as applied by
the courts. As I understand it, if the Treasury issues a formal
ruling interpreting an existing law, and if thereafter Congress re-
enacts the same provision, the Courts are prone to assume tIat Con-
gress agreed to the published interpretation. The omission of the
correction from the present bill may cause serious injustice which
later retroactive legislation could not entirely erase. I understand
the first cases of litigation are in the making now. It would be un-
fortunate if such injustice were to be brought about merely because
of lack of time to consider the proposal now or because the change
could not be made for purely technical reasons only, quite aside from
the merits of the proposal. It seems especially senseless and useless
to force relitigation since by a simple amendment to the excess-profits-
tax law Congress can at one time establish the proper definition for
tile treatment of insurance reserves as equity-invested capital and
make the litigation unnecessary.

Senator DANAHER. When you say a "simple amendment," do you
want us to define what is equity-invested capital?

Mr. FARLEY. At page 5 of the melnorandumn there is a specific pro-
posal with respect to that.
Senator DANAITER. All right.
Air. FARLEY. Section 204 must not be confused with sections 201-

203, which define the net income of life-insurance companies. Sec-
tion 204 brings the companies' entire income into the range of taxa-
tion. We consider that section 204 provides, in the main, a tax basis
which ip, fair and satisfactory to both the taxpayer and the Treasury.
It does not give unusual credits or special privilege, but merely pro-
vides a special method of determining the net income of such nonlife,
nonmutual companies. The special method was made necessary by the
unique nature of insurance operations-especially by the special ac-
counting problems introduced by the actuarial reserves which are
inherent in insurance operations. It is these same reserves which were
agreed upon as being invested capital under the earlier laws and which
impose the present problem.
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Tie unearned premiums and the unpaid losses of a nonlife, non-
mutual company are true insurance reserves, representing the present
value of the company's future obligations to policyholders. These
reserves are recognized by the Internal Revenue Code. (Sec. 204 (b)
(5) and (6) ; see also the testimony of Professor Adams before the
Senate Finance Committee on October 5, 1921, p. 394 of the confi-
dential hearings.)

They are normal, prol)er and necessary in insurance operations,
and appear, like capital and surplus, on tile liability side of the bal-
ance sheet as showing the source of assets invested in the business.
These assets are literally paid in by policyholders under policy con-
tracts. The assets are normally invested and the income from such
investments is taxable income to the company.

If the reserves are excluded from invested capital every dollar of
this normal and proper income in most cases becomes "excess profits"
under the invested-capital method of coml)uting the excess-profits
credit, thus imposing an undeserved penalty upon the company forced
to use that method. A company which had abnormally heavy losses
or expenses during the base period would have an exceptionally small
excess-profits credit -based on income.

Under the present law, therefore, the company with normal base
period earnings is not affected and the company with a substantial
surplus is not so seriously affected. The weaker company alone, with
its small surplus and abnormally low base period income, is required
to pay the tax, solely because invested capital is not now properly
defi ned. To deny the reserves as invested capital-that is, to consider
the investment income from the assets in most cases as entirely excess
profits-is, in effect, to deny the right or propriety of making produc-
tiike use of the corresponding assets. This was recognized under the
1917 and 1918 acts and we believe that Congress would not intention-
all, impose such a penalty now.

senator GonEOB. Aren't those reserves usually and generally in-
vested in securities? How do you carry your reserves?

Mr. FAnRLEY. They appear on the books as a liability of the com-
pany-

The CHAIRMAN. Aren't they invested as assets earning some tax-
exempt dividend?

Mr. FARLEY. They may be, but there is a table here which shows
the situation on the assumption that the income from tax-exempt
bonds is included in excess-profits net income in order to include
the securities in admissible assets, except stock which cannot become
admissible assets.

The historical approach outlined above would establish tile insur-
ance reserves as eqmty-invested capital. It might be argued that the
reserves should be considered as borrowed invested capital, for the
assets are figuratively borrowed from policyholders. If they are con-
sidered to be borrowed invested capital, it would require an amend-
ment to the law to permit that treatment.

Tile simplest and most practical amendment would be to add the
following sentence to section 719 (a) (I) :

The insurance reserves of companies subject to taxation under section 204
shall be Included in borrowed invested capital.
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More ouII)l ic(ated legislation Would be required to (lefine more ex-
actly the normal come of such insurance companies, ail(l to do full
jtlsiice to the weaker cml)anies. Tie proposed amendment still hits
lile weaker companies hardest, but it least it does al)in'-ximte jut-,,ic
and has the advantage of being simple.

A table is attached as exhibit B-it is the last page of this memo-
ran(llm-slhowing tle effect of that prol)osal on tle aggregate figures
of nonlife. nonnuitual insm'ance companies, for the base period 19:19.
Tie last line of figures on the table shows the estimated normal income
of the company subject. to this provision. It shows it as $89,000,000.
The com putation of that is determined as indicated in the second piara-
gra1)1 of the table. This figure is after taxes so that the income be-
fore taxes would be, I estimate, in the neighborhood of $10000.0W. 0.

('ompared with this nmormal income aire the excess-l)l'ofits credits
with reserves included as eqi it v- i vested Cal)itill. mis l)orrowed invested
capital , and excluded from invested capital.

The table shows that with tile reserves as eqlity-invested cal)ital the
excess-profits credit would be approximately equal to the aggregate
normal income. With reserves its borrowed invested cal)itial :a large
portion even of normal income is classedi as excess profits. When ap-
plied to indivi(lual companies it would be found that the weaker coi-
panies would be the ones to pay the bulk of the excess-1)rotits tax and
the stronger companies would be relatively free front that tax. For
this reason it would 1)e equitable for the amendment to provide that
the reserves should be included in equity invested capital.

Such a provision would be fair in pr-actice, even though it may not
be entirely consistent with tile possible nature of the reserves, ais bo-
rowed capital, for it would give reasonable relief to tile weaker com-
panies without materially affecting the stronger coml)anies. If the
amendment were to provide that. tie reserves should he borrowedd
capital only, Congress would still have recognized and at least par-
tially corrected a very real (lefewt in the existing law.

Senator D,%NAIIWR. That prol)osed amendment then would not ac-
comnli h a complete reversal of T. D. 5059?

Mr. FARLEY. I think it would, if I understand your question.
Senator DANAIE1r. It doesn'tt, seem so from what you say. i dot

think that is what this shows.
Mr. FArLeY. Excluding the reserves would produce the right-hand

column. I propose two alternative amendments-one of them to call
the reserves borrowed capital; the other to call the reserves equity capi-
til calling the reserves borrowed capital would still leave one-third
of the normal income to be taxed.

Senator BnowN. Yor amendment on page 4 would bring about the
result you state in the second column?

Mr. FARIEY. That is right; and calling the reserves eq ity invested
capital would bring aboit the result stated in the left-haid column
of the table.

On page 5 I end up the memorandum by referring to one or the
ofher of the alternative amendments which I'will get toin a moment.
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'There arc relatively few companies who Ilre a(verSely affected under
tihe exist ing law and Who need this legislat ion. To t hIse few conil)an-
ies. however, the existing sit nation is an extreme hardship.

The ainounlit of taxes now involved woul be very small coml)arel
to the total, bunt to the Colpanies affected these "improper" 11Ixs ane
heavy and( are paid out of their very life's blood. The credit of an
insunmace colpaliy is its stock in tra(le. Pzymvnl of the taxes pri-
niarily by tie wea'ker (il)OMiM , acWeiitites their competitive disad-
vantage and failure to include reserves as invested1 capital would have
Ihe effe(,t of perpet rating 111a( strengthening the natural advantage
of the. st roger companies.

This subject is necessarily very technical. We have attempted to
kee l ) this mnemnorandumn as brief tind nontechnical as possible and still
present the outlines of our case. If further information or more
detailed ex p osition is wanted. we will be glad to be given the op)l)or-
tunity to furnish it.

Specifically, this memnorandunn is directed to either one or the other
)f alternative amendments. which are as follows:

First choiee.-To include the reserves in equity-ilvested capital by
adding the following paragral)h to section 718 (a):

(6) Insurance re.rr,,.-Tlle ilisurnlice reserves (if ((ollirihit's subject 0) tax il-
1(l 111il.der sectioni 11.

9e(onld choie.-To include the reserves ill borrowed Cal)ital by add-
ing the following sentence to sect ion 719 (a) (1) :

The isusnlaice reserves (if the (omlehs subject to taxation under section 204
siall iie Included in borrowed Inviwshtd capiitail.

Exninn A.-List of rulings, regulations, and deeislions fnrolrd i the historical
approach arriving at the ei!grccnirnt to treat insurance reserres as 1nve'sted
capital under Ih, 1917 and 1918 ,.Uccss profits tax lait.'

Rulings:
Bulletin H, Income Tax Rulings Peculiar to lii.urance Companies, 41-42

(1921).
A. R. R. 3202 (11-2 C. B. 275-1923)

Regulations:
'T. D. 3153 (4C. B. 398-1921).
'r. D. 4053 (VI-2 C. B. 292-1927).

Court Decisions:
Duffy, v. Mutual Benefit Life Ine. Co., 272 U. S. 613 (19"26)
Monvure v. Atlantic Life Insurane, Co., 35 F. (2d) 360 (B. D. Va. 1929).

aff'd 44 F. (2d) 1617 (CCA-4, 1930). cert. dii. 2N3 U. 8. 823 11931).
Federal Life Ins. Co. v. (ommissioner, 22 It. '1'. A. 132 (1931) Acquitecente

X-2 C. B. 23.

EXHIBIT B

The figures are obtained front Best's Fire and Casualty Aggregates and Aver-
ages, 1140 edition, pages 62, 68, and 82. '['hey are reported there on the statutory
basis re luitt-d for reports to insurance departments of the various States. The
statutory report Is the basis of the tax reports (cf. see. 204 1. I. C.), and a rough
attempt has betn nade to adjust the Insurance basis to the tax basis. The figures
below, wile they are approxititois, are sufficiently accurate to illustrate the
Ioint. Dividends received are excluded from investinlent income and Interest
ol tix-extvnnpt seclurltes is Included, so int Ih te only Inuinissibl assets are
slteks.

'A detailed brief setting forth the scope of these rulings, regulations, and decisions liiu
been prepared and will be finished if so desired.
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In the base period year 1939 stock casualty companies In the aggre-
gate earned from underwriting operations (after Federal Income
taxes) ---------------------------------------------------- $5,000, 000

And from investments they earned $40,000,000, of which about one-
third was tax-exempt dividends, so that the taxable Income for
excess-profits tax purposes was ----------------------------- 31,000, 000

Or a total of ------------------------------------------- 1 89,000,000

The total assets of the companies, at cost value, were ------------ 1,015, 000, 000
The Inadmissible assets (stocks) were ------------------------- 356, 00W, 000

So the ratio of Inadmissible to total assets was 22 percent.
Capital, surplus, and special accounts (which are unquestioned

equity invested capital) were -------------------------------- 610,000, 000
Adjust to cost value--add ------------------------------------ 57,000, 000

For equity Invested capital of --------------------------- 607, 000, 000
The true Insurance reserves (unearned premiums and unpaid

losses) were ---------------------------------------------- 840,000,000
3This estimate Is of income after Federal Income taxes were deducted. The amount

of such taxes is not readily available, but taxable income (before taxes) may be crudely
estimated as at least 10 percent higher. Thus even the credit including reserves as
equity invested capital Is less than the normal Income.

If the reserves are-

Equity Borrowed Excluded
Invested invested from invested
capital capital capital

The average invested capital is---------------.. $1,513,000,000 $1,090,000,000 $667,000,000
The invested capital (reduced on account of inadmissible

assets) is ................................................ 1,180,000,000 850, 000, 000 520,000,000
And the excess-proflts credit (at 8 percent) Is .............. 04,0,000 W 6,000,000 41,000,000
Compared with normal income of ......................... 89,000,000 89,000,000 8 89, t00, 000

The comparison of the credits with the normal income shows that Inthe normal year 1939 the credit count-
Ing reserves as equity Invested capital is reasonable-the credit counting reserves as borrowed Invested
capital develops excess profits even in a normal base period year, and the credit with reserves excluded
falls utterly to reflect the normal income.

I This estimate is of income after Federal income taxeswerededucted. The amount of such taxes Isl not
readily available, but taxable income (before taxes) may be crudely estimated as at least 10 percent higher.
Thus even the credit Including reserves as equity invested capital is less than the normal Income.

LEGAL HISTORY OF RESERVES AS INVESTED CAPITAL OF INSURANCE COMPANIES SUBJECT
To TAX UNDER SwTJON 204

The documents reproduced here are four in number:
(a) A letter dated February 21, 1941, and addressed to the Bureau of Internal

Revenue, requesting a ruling on the problem of the treatment of insurance reserves
in the computation of equity invested capital under the Second Revenue Act of
1940 and transmitting a brief on that subject.

(b) The brief itself, presenting the legal history of the treatment of reserves as
i-vested capital.

() A letter dated March 0, 1041, addressed to the Bureau of Internal Revenue
and pointing out that the excess-profits-tax amendments of 1941 apparently (lid
not, because of lack of time adequately to consider the problem, provide completely
adequate relief for abnormalities and that those working on the legislation had
expressed the opinion that adjustments could be effected by a liberal policy of
defining "equity invested capital."

(d) The Treasury's answer-T. D. 5059-excludIng reserves front equity In-
vested capital.
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[Copy]

IViNs, PILLPmp, GRAVES & BARKER,
li'ashington, D. C., February 21, 1941.

1Ion. J. P. VENCHEL,
hiel Counsel, Bureaut of Internal Revenue, 1l'a8hington, D. 0.
In re: Massachusetts Indemity Insurance Co.-Equity Invested capital-

Treatment of insurance reserves. Attention Mr. McLaughlin, Legislative
and Regulations Division.

SIR: Sex'erol wookQ wgs Mr. Phillips and Mr. Iarkcr, of our office, had a pre-
ihninary conference with your Mr. McLaughlin regarding the problem of the
treatment of Insurance reserves In the computation of equity-invested capital
under the Second Revenue Act of 1940. At that time Mr. McLaughlin advised that
he did not know whether or not the problem would be taken care of under the
regulations which would presently Issue from tile Treasury Department. The
mutually suggested procedure was that we should wait until the regulations
issued, and then if they did not touch the problem, we should request a ruling on
tile matter and support the request for a ruling with a memorandum brief.

It is apparent from a study of the regulations as issued that the problems of
Insurance companies were not considered in the drafting of tile regulations, and
accordingly we request a ruling to the effect that the reserves of casualty Insur-
ance companies should be treated as equity-invested capital in the computation of
excess-profits taxes. Memorandum brief In support of this position Is enclose4
herewith.

We also request that we be afforded an opportunity for an oral bearing on this
matter.

Respectfully,

TE TnEAT3MENT OF INSUILMNCHI RISEIVES OF A CASUALTY INSURANCE COMPANY

UNDER TIE ExcEss-PRoFTs TAX AcT OF 1940

STATEMENT

The regulations issued by tIle Treasury Department dealing with tile excess-
protits-tax provisions of the Second Revenue Act of 1940 are silent with respect
to tile treatment of Insurance reserves for either life or casualty insurance com-
panies or for either stock or mutual Insurance companies. Patently, because of
tile election privileges mentioned in section 712 of that act It becomes Important
tlit a correct ruling o1 tilts question be made prior to March 15, 1941.

jt is tile purpose of this memorandum to show that the reserves of casualty
Ilnsuranee companies should be treated as equity invested capital under the Second
Revenue Act of 1940, section 718. Probably the most effective method of arriving
at a correct Interpretation of section 718 is an historical approach. What was tile
treatment of Insurance reserves under the Invested capital provisions of the 1917,
1918, and 1021 excess-profits tax acts and do these acts differ, Insofar as our prob-
lem is concerned, from the present act?

The following pages present first the statutes and the history of the inter.
I)retntions, followed by the argument by which we support our contention.

STATUTES

Tile pertinent provisions of the 1917 Revenue Act are contained in section 207,
reading as follows:
"Sno. 207. That as used In this title the term 'invested capital' for any year

means the average Invested capital for the year, as defined and limited in this
title, averaged monthly.

"As used in this title 'Invested capital' does not include stocks, bonds (other
than obligations of the United States), or other assets, the income from which is
not subject to the tax Imposed by this title nor money or other property borrowed,
and means, subject to the above limitations:

"(a) In the case of a corporation or partnership: (1) Actual cash paid In,
(2) the actual cash value of tangible property paid In other than cash, for stock
or shares In such corporation or partnership, at the time of such payment (but
in case such tangible property was paid In prior to January first, nineteen hundred
and fourteen, the actual cash value of such property as of January first, nineteen
hundred and fourteen, but in no case to exceed the par value of the original stock
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or shares sliclfleillly Issued therefor). unitl (3) ul Ili or etaried sulrlus ald
indivIded profits usdl or etptloyed l the business, txcluslve of undhihid prolits

4arned during the taxable year; * * *"
Section 320 of the Revenue Act of 1918 reads ts follows:
",r;. 320. (a) That as used in tis title the term 'Invested (apital' for any year

ineans (except as provided in subdivisions (b) and (e) f this section)
"(1) Actual cash hoa fide paid in for stock or shares;
(2) Actual cash value of tangible property, other than cash, bona ide pald in

for stockk or shares, at the time of such iaynuent, hut in no ease to exceei the
liar value of tIte original stock tir shares specifically Issued therefor, unless the
actual cash value of such tangible property at tie tittie paid in is sliovil to the
satisfactioll of tile Commissioner to have heta clearly id substantially in excess
of such par value, in whih case such excess shall be treated as paid-In surplus:
.PriJridcd, That the Coinsnlsioner siall keep a record of all cases lit which
tangihe property Is included in invested capital at it value in excess of the stock
I'I shlares issutedl therefor, containing the iine atnd address of eatch taxpayer. tile
inusiln'ss iII whhch engaged, the tnlioult (if Itvested (iipital 11id liet ilconlie shown
by tie ret urli, tie value of the tangible property at tile thne paid lit, the par
A illllC of the stock or shares specifically Issued therefor. anlld the amount Included
idllr this paragraph is ilaid-l surplus. The Comntissloner shall furnish a copy

of sulh record lind other detailed hnfornation with respect to such cases when
required by resolttloll of either House of congresss , without regard to the re-
strictions (ttnllhed lii section 257;

"(3) Pald-u or elnPrIi surj-lus and ludivided profits; not ineluding surplus
iand undivided profits earned durhg the year:

I(M Intangible property Iotut fide paid iln for stock or shares prior to March
1917. in an itmout not excecling (it) the actual cash value of such property

-it the ite paid Ili, (b) the Itr value of the stock or shares issued therefor, or
(c) ini the iiggregate 25 pr" centuin of tte par va'ue of ti total stock or shares
of the corporation outstanding oil March 3, 1917, whichever is lowest;

"(5) Intangible property bonda fide paid it for stock or shares ont or after
March 3, 1917, than all amiount not exceeding tat tte lictual cash value of such
property at tte time paid In, (b) the par value of the stock or shires issued
therefor, or (e) in the aggregate 25 per centunt of the par value of Ithe total
.. ock or slures of the cot l-11tioll out'tlldilig lit the heglnning of (lit taxald
year, whichever is lowest: Provided, That Iln no case shall the total amount
included under paragraphs (4) and t5) exceed iii tite aggregate 25 per centunt
oif the par value of the total stock or shlires of the corporation outstandi g at
the beginning of tite taxable year; but

"(b) As used In this title tile term invested capital' does iit include bor-
rowed capital.

"(e) There shall be deducted from invested capital its above defiied a per-
(entage thereof equal to the percentage which the amount of Inadmissible assets
is of the amount of admissible and inadmissible assets held durilig the taxable
year.

"1d) The invested capital fort any period shall le the aerage Invested capi-
tal for such period, but In the case of a corporation making a return for a
fractional part of a year, it shall (except for the purpose of paragraph (2) of
subdivisioi (a1) of section 311) he tht sait- fractional part (if suclh average
invested capital.

"The average Invested capital for the prewar period shall be determined by
dividing the number of years within that period during the whole of which
the corporation was In existence Into the sum of the average Invested capital
for such years."

Section 3 6 of tlte Ievetue Act of 121 reii(ls ai follows:
"SXc. 326. (it) That as used in tills title the tetIll *ilnvslcd capital' for any

years means (except as l)rovided in subdivisioti (b) and l(c of this section)
"(1) Aciual cash bona Iide paid In for stock or shares;
"(2) Actual cash value of tangible Irnollerty. other than tash, holl de la1hl In

for stock or shares, at the thne of such payment, butt In no case to exceed the
par value of the original stock or shares specifically issued thlerefor unless ilie
actual cash value of such tangible property tit the thne palid lit is shown to the
satisfaction of the Commissioner to have belen clearly mid substantially in excess
of such par valie, lit which case such excesshall le treated as piilid-in surplts:
lrnrided. That the ('onnis.Moner still keep a record of all cases it which tangle
property is Includtetl In Ivested capital it it valito lit excess of the stock or
.shares Issued thierefor, containing the natp and address of each taxpayer, the
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lIjisile.ss iii which eiigaged, tile aInount of invested ('apital fiil iet Incote shown
by tle return, tlihe valueV of the tfangiblh property it the t lle paid In, tit( pal
value of the stock or slha res spielic'ally Issued therefore, iiid tie aiiiounit ileluided
uider this paragraph ias pIld-in surplus. The Coilissioiner shell fuIsil it copy
of such record and other detailed Ilformnatlon with respect to such cases when
required by .esollutioni of either House of Congress, without regard to Ilie restr c-
tions contained in section 257;

"(3) Pild-in or earned surplus and undivlded profits; not including surplus
fil(] tindivlded profits earned during the year;

"(4) Intangible property bona tide paid lii for stock or shares prior to March 3.
11.7, Il i anoutnt not excevding (a) tilt actual cash value of such property at
tle tille paihl in, (b) tle p ll- value of tilt stock or- shores issued therefor, or (c)

In the aggregafe 25 per celtin of the par value of the total stock or sales of the
corporation outstalidlig oii Mareh 3. 1917, whihhever Is lowest;

"(5) Intangible l(Ilw'rty boiam ide paid lit for stock or sliares oIL or after
March 3, 1917, it fil amount not exceeding (at tile tictlal cuish value of such
property at tile thne pald iii, (b) the par value of the stock or shares issued
therefor, or (c) ii tit( aggregate 25 iwr ceiituni of the par value of tie totil
stock or shares of tilt, corporatloli oulttindlig at the beginning of the taxable
year, whichever Is lowest: Proiidd, 'That in no case siall the total aimountt In-
ciluded under piitr.griliplis (4) tal(] (5) exceed iii tilt- aggregate 25 per centini
of the pill value of tile tottil stock or shares of the corporation outstanding at
the heginninlg of the taxable year; but

"(b) As used iii this title the term 'investeld capital' does not Inchde borrowed
capital.

"(c) Tlire shall be deducted from Invested capital its above defined a per-
centage thereof eqtll to tie percelge whih , tile amount of intndinissihle assets
is of the ialount of idtsslliie and inadlilIss'ile assets held (]living the taxable
year.

"(d Tiel Invested capital for any purhud shall be the average Invesled capital
for such period. bitt in the case of a corporation ininki g a return for a fractional
part of a year, It shall lie the sanil fractional part of stch average invested
capitall."

Ti'e stih,4ftuo of ill(,rtinent provIslonis of the.e statutes Is Identical, belng:
Im'tsted cipitii IealS :
1. Actual cash pald iit (for stock or shares).'
2. Actiul cash valte of tangible property laud ill otlier th i cash. for stock or

shares in su(1h cor:oratloi-at tile time of sltiel p)ayilleit.
3. Paid-ii or earned surplus t il(d undivided profits.
The Iertlient provisions of section 718 of the present nt lefling invested

capital tire as follows:
"S:. 718. EQUITY IN%'-8TFI-D CAPITAL.

(1) Moncyi paid in.-Moiey prevlously paid itn for stock, or its paid-lu surplus.
or as a contribution to capital;

(2) Property puld i/.--Property (other than money ) previottsly pald li (re-
gardless of the tihle paidt in) foi' stock, or its paid-in sur-hlus, or a. a eontribt-
ion to etpital. Such property shall lie Included Ill ill llollt eftnal to its Insi'
(unadjusted) for determinintg loss upon sale or exelnge. * * *

,,* * * * * *

(4) EIartings and v:rOfits (it blinid g of yctar.-Tie aeunitllted earnings aid
profits as of tile beghining of Such taxabhe year: * * *'

The only difference In s,;lt).;tli('ce between the quoted provisions c-f the oh laws
and tlhe parallel provision of tit( 1!10 act is the aunt of credit giveti for
property pid( in. Under tile old laws tle vale at tile thle it was paid Ill wa.:
taken : under the current net the "til'djusted basis' Is Sllist it uted in the sveol'd
paragraph. Iii this ltemnorandumii the words "i-st paragroph." ,sevood I'ara-
graph.' ill(] "third p'aragraph" reffr t tlie three parts (of tlie definition of in-
vesteli ealital (or equity Invested e.pitai) its outline(i In s:lsta1eb above, even
Itougli I lie thil'd palrogrolt 'ar'tlng. il(l Il ot;t" f or ' Surphlti and und:vhidf(

profits') bears the number (4) it the 1940 act.
Three are certnin (,mliges iii phrasiet,-gy htweo(Il fl' old ats a-d '.Iaf of

19-10 which were not intended to clinge the finlamlental purpose of ('og vss
which was to tax "exc s. profits."

Isut lie' Iron Woorkm v. VIItM3 States 12511 1'. S. 3177). fol" 1917 oct. SIwptfltilly II-it-
tiuoei In 1915 and 1921 :eils.
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The only difference between the first paragraph of the earlier acts and the
first paragraph of the 1940 act is that "paid-In surplus" is transferred from the
third paragraph of -the earlier acts to the first paragraph of the 1940 act (a
purely formal change) and the words "contribution to capital" are added to the
1940 act. As will be pointed out later, this additional phraseology in the 10140
act Is significant.

There is obviously no difference in effect between-
(a) "Actual cash bonn fide paid In for stock or shares" and
(b) "Money previously paid In for stock."
Thus there is no dlfforence between the second paragraphs of the earlier acts

and the 1940 act except the significant added phraseology of "contribution to
capital."

The verbal changes' in the third paragraph do not Indicate any change in tile
basic objectives of Congress. The earlier acts used the words "earned surplus
and undivided profits" while the present act uses the words "accumulated earn-
ings and profits." The stated reason for using the words "accumulated earnings
and profits" rather than the words used in the earlier acts was that the present
words have been used more frequently In other revenue acts and therefore may
more generally be understood.$ If there are any differences in phraseology it
Is submitted that the present wording Is broader in meaning than the words
used in the earlier acts. Certainly there is no difference between the phrases"undivided profits" and "accumulated profits." The only difference between
"earned surplus" and "accumulated earnings" is that the latter (from a book-
keeping angle) may not yet have been credited to the surplus account.

REGULATIONS AND RULINGS

The early regulations regarding the treatment of insurance reserves for
Invested capital purposes were amended soon after they were issued. T. D. 3153
was issued April 9, 1921 (4 C. B. 398), amending article 870 of Regulations
45 (1918 act), to read as follows:

"Am'. 870. Insurance companics.-The reserve funds of life insurance con-
panies, the net additions to which are dleductible from gross income under the
provisions of section 234 of tile statute, cannot be included in computing invested
capital. The like reserve funds of Insurance companies, other than life insur-
ance companies, many be included In computing invested capital. See sections
325 and 326 (a) (3) and (b) and articles 569 and 814."

By A. R. R. 32012 (11-2 C. B. 275) the same regulation was made applicable
to the 1917 Revenue Act. Article 869 of Itegulations 62 (19121 act, promulgated
February 15, 1922), read :

"ART. 869. Insiuram;c companic.-The reserve funds of insurance company ies
(other than life) the net additions to which are deductible from gross Income
under the provisions of section 234 of the statute, may be Included in computing
invested capital. See sections 325 and 326 and articles 569 and 814."'

These regulations for other than life Insurance companies have never since
been changed or modified. As to mutual life Insurance companies, the regula-
tions were changed in 1927 (T. D. 4053, VI-2 C. B. 292) to give effect to the
decision of the Supreme Court it Duffy v. Mutual Benefit Life Insurance Company,
referred to below. But the Bureau maintained its position to the effect that
the reserves of stock life insurance companies were not to be Included In
Invested capital (I. T. 2423, VII-2 C. B. 320). This Income Tax Unit was
overruled by the decision in Moncure v. Atlantic Life InsurancC Company, re-
ferred to below.

In 1021 the Bureau of Internal Revenue Issued Bulletin II, Income Tax Rulings
Peculiar to Insurance Companies. Paragraph 10 of this bulletin deals with the
invested capital of a life insurance company, and paragraphs 11-13 dealt with
invested capital of mutual life insurance companies. Paragraph 28 deals with
the invested capital of stock fire insurance companies. Paragraphs 41-42 deal
with the Invested capital of stock casualty Insurance companies. These read
as follows:

"41. Invested capital.-The Invested capital of a stock casualty insurance com-
pany comprises the following:

"(a) Gross assets at the close of the preceding year.
'See Joint hearings before the Committee on Ways and Means and Committee on Finance,

Excess Profits Taxation, 1940, p. 95.
a Ibid.



REVENUE ACT OF 1941 1317
(.) P'lus: Excess of cost price of real estate and securities over book value.

(The result will be the gross assets on the basis of actual cost.)"(c) Minus:
"(1) Excess of market value of real estate and securities over book value

as indicated by items 39 and 40 on page 4 of the annual statement, convention
edition;

"(2) Excess of book value of real estate and securities over cost. (The
result will be the gross assets on the basis of actual cost.)

"(d) Minus:
"(1) Estimated expenses of investigation and adjustment of unpaid claims;
"(2) Commissions, brokerage, and other charges due, or to become due, to

agents or brokers;
"(3) Salaries, rents, expense bills, etc., due or accrued
"(4) Estimated amount hereafter payable for taxes (exclusive of Federal

income and profits taxes) :
"(5 Amounts (tue, or to become due, for borrowed money
"() Interest hue or accrued;
"(7) Returned premiums and reinsurance.

"(c) Minus: Depreciation, computed on the cost of buildings from the date
(of acquisition to the beginning of the taxable year.

"1(f) Minus: Inadmissible assets computed in accordance with section 326 (c).
"(g) Plus or minus: Changes In Invested capital during the year, computed In

accordance with the regulations applicable to corporations in general, as follows:
Additions:

"(1) By sale of capital stock for cash or other assets;
"(2) By payinent of assessments or surplus by stockholders.

"Deductions:
"(3) By payment of cash dividends out of the earnings of previous years,

or the first 60 days of the taxable year;
"(4) By payment of Federal Income and profits taxes.

"42. Computation of inrestcd capital.-In view of the fact that the various
State laws differ ij regard to the computation of the unpaid claims reserve of
stock casualty Insurance companies, the conputation of invested capital as out-
lined above must be based upon the same annual statement upon which the net
addition to reserve funds is computed."

DECISIONS

The only case in the Supreme Court is Duffil v. Mutual Benefit Life Ills. Co.
(272 U. S. 013 (1926) ), which held that the reserve of a mutual life Insurance
company should be Included as invested capital under the Revenue Act of 1917.

This decision was followed and applied to stock life insurance companies under
the 19)17 act li Moncure v. Atlantio Insuirance Co. (35 F. (2d) 300 (E. D. Va.
19){), atlirnued 44 F. (2d) 107 (C. C. A. 4th, 1930), certiorari denied 2% U. S.
823 (1931)). The Government's petition for certiorari states that by agreement
iwith the Association of Life Insurance Presidents, this was a test case. The
brief in opposition to certiorari contains the following paragraph (p. 4) :

"if the learned Solicitor General in his reference to an understanding between
the General Counsel of tihe Bureau of Internal Revenue and the Association of
Life Insurance Presidents, on pages 7 and 8 of the petition, intended to inform
the court that this case was selected as a test case to determine a like question
affecting other stock life Insurance companies, respondent acquiesces. But if lie
intended to suggest it had been agreed that the allowance of the prayer of tie
petition for certiorari Is essential to a final and authoritative conclusion, respond-
ent must emphatically disagree. Aln equally final and authoritative conclusion
will be reached by a denial of the prayer of the petition."

After this statement the Supreme Court denied certiorari. It would seem to
be pretty close in effect to an actual Supreme Court decision.

In Federal Life fits. Co. v. Commtssioncr' (22 B. T. A. 132, (1931), the Board
decided that the reserves of a stock life Insurance company should be Included as
Invested capital under the 1918 act. In reaching this result, they overruled the
earlier decision in Home Beneficial Asooiatiowi v. Uonmtlssioner of Internal Rev-
enuie (15 B. T. A. 1311) (199)).

It should be specifically noted that the Commissioner of Internal Revenue
acquiesced it the decision of the Board in the Federal Life Itsurance Co. case,
supra (X-2 C. B. 2:1).

01977-41--84
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ARGUMENT

It will INe seel Iht l h1.lm st frotIi ill fo l tl ve l ltol of lilt' 'eglillit lolls idl1
ruliiigs (l'Jlillg with ilhe t ,real l ief ot ioii l'ii i'iiie l 's('4't'. S aihldir InI klriqi'i'
ilevelit e t4('s ih(, rl' serves i of (ll.t Ulllty (e'llilitll'.s l l. (' it ('la t id e I 0 Ito "n
part of lieir lInvestt'd ellitll. Fii1'1i'

, 
ith, illu' lres (ill slatiiI o.y words for

Coiputing taxalde illcomlie of Ilnsuraince c(liiialilietl other thi lifv aIuId iutllltaI
first (.|lii(e ille txiste ie ilt lilt 1921 act. 'Tlus Ile iroai fii i er i- (' , lvs jll'
Iiicome-tax purpo.-s wat-,and iltits iieen the snline lil( the 1921 lOteVelit' Act.4

an1( lie lires'ilt ait an(1 n1o logical (istilion hi as to tihe t realllliell of reserves
for Inlvested (ellpill~ilill .oes Ibetweenl the earlier Exi.tes.-Protits At and(I lhi

jirtet'iit Eess-l'rollts Ac.t t.i ie adlleth oli the grouil (Iof aiiy (lflifterene Iel\tw'eel
lit'I I ipllh' riveniuile lcts Il lier tl'elelnit of ti' I'e(rv's for norllill

tax lulr)o.se's.
Uiilei't lll'se il'lillistll(ict's it should he noted that r. D. 3153, supra, governing

the trealtment of reserves for .astuity companies and iicliilig sch reserves
ill I ne stvied (,lpitll of those ('oipflali . was Ill existeince wheIi the ReVellue
Act (of 1!121 Wis ((h1)l ed. Ulidher the doctrine of JfeI'ril/ v. lhInmill (306 U. S.
10), dealing with the I'(iieli('lilellt (If sluhur sillltutes ill the, light of (xistlhlg
rllii gs. l l'v t i llt' t vIt il t 4 1ty (ollllmI 3 I ,'S('l'VI'S Is liveste' d cal tlli has li'en
given legishlitie approval.

Even llaore important than1 lhe doctrine of reenactment Is the ]ong-colutihued
practice of tle Treasury Dlepartient il t reang the reserves (if casualty Insur-
line(? compalliit's as.4 vested capital. E'ven though the Bliretau of It ernal 1{evellll
('oltesteI the right of life Insuranle ((olipanit's to treat reserves as invested1
4.apitl uItil 19i31, ' 

it consisteilfly ruled otherwise with reslpe('t to other till
lift' Isrilaii'e (ollpli i('5. Il fact fir Ilureau hart hhrly t'nilibtlZ. z(l its ruling
ilnI Itit1ein II, supra, wherein it sels forth Ill detail lhe illetbods to Ibe use! 'by

(isuiallty Insurant' (ollitlmlles I computing thei' invested capital.
It is submitted, lherefore, that because of the Sihlahlrity of the invested capital

p~rovishins of tite preset't at wIth flu' pirovisions of the earlier at.ts the reserves
of a Casualty Insurne colllpally should Ie hithided Ill Its equity Inivested

Other periehnt reasolniis exist why tile rese'vt's of a llsallilty insurance (Oi-
plany should Ie Inlh'hl he i its invested 'apitatl. It will be note(] 'lhai t I the
Duffy case. supra, the Supreme (ourt paltl partutl('lhlr attention to the Iiiequities
that woulhl r-stlt i tite idiiistratlon of lhe law if at differit result were
reached. Based oil this principle, fie Court sail:

"We cannot suppose that Congress intended suih a result Th* * e*" The samie
argument would be evei more patently al)l)lical)le to our particular problem. As-
suime two stock casualty Insui'ance coml)llnies A and B. A loses all its records
In a fire or hurricane and cannot compute Its equity invested clapitil. ('olise-
quently, It would be relegated to the application of section 723 and would
Include in Its equity Invested capital-

(a) Money.
(b) Adjusted basis of assets.

animd would reduce this Iy its outsttlning indhut'dhies. 'lTh' I110,'(,s. 1i" ibeiing
debts (see Duffyl roe', s5pil, iiil! sec'. 711)1, would hot lie (h'd(ict'd fi'oni the su1
(if (u) anid (b), so the assets which offet tie ret'rvese.o fl lt' Ialaice sheet
would reinl i (lilty vested (aital. The effect Is tl clo'ipt(' equity
Inlviested capital it a manner similar to ft(ie eopulitltion of Invested ealilta
as set forth Iit Bulletin 11, supra. congressss Certaiiiy neer ielnteded Sull
disproportionate results as would result front denying the right of It to icludfle
Its reserves in Ivested capital simply becal se It failed to ellj,)y the hllppenl-
stanee of a fire or hurricane. It is submitted that In the light of s(e'tiei 7*;
Congress Intended section 718 to lie interpreted l the same nmaner thlit
Bulletin 1I Interpreted the earlier revenue acts.

It should le noted that the ('ommlssioner for over 10 years hls acquiesced i
(lie del'slon of the Supreme ('oiirt i the Duffyu case, supra, T. D. 4053 supri)a

'The principle of allowing additions to reserves as a deduction In computing taxable
income existed under the 1918 act.

5 Sfe A Summary of the Regulation Problem, by Prof. Erwin N. G(risw o(t, L1 Harvard
Law Ieview, January 1941.

6 Federal 11fe in4rire 'o.. supra.
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III the A t~llth Life litsilraiaee C'o. cose. supra'v. (At'qulescen:! it I he lecdr'ral
Life Inlsurancte' Vo. easi", supra. ) BolthI Mstl ti(t'1illI ieiiitii i'lty 11(11toIll 11i0I .

valpitliI under' para'igriilis I lilt(] 2 of he, Inivested1 capi)tal sect Ii iii of tile statiute
filieiit'3 il( prioper(ty 1)31d it i, ete. ) ill tier thaniiti~lti nud ' Il'!tfg3~ilii 3 (of I liestatute ,
slrllli amid proilts) . It would to' reasomiah' to frt'suiie, ther'efore', t hat the

BlIt lll rI-iiiigs, deail lg wOi i oiier t1l1:1ii lifI' Iiisii'aiit't (tiupuiil.S. pict'd their
reser'1ves5 lit Ili'vtste't capital3 under para'~graphils I andi 2 (if tlit ear!Iei, ,ets. if t his
lSisiiIllitiii Is v't' rcet, 111141 t'eitiliiiy It 10 loiclt , I hen It Is sibimite I t'l hat the

111131iiie ofg itrt .1'1' lifeiuitlc'i' Illit oi i ip ls el onne ut.nvse a ia

m'illter1 stiiy 8'offitI'/.set't nt( hinvepsd mfidtlt 2 f t)(' present ItOso

fill-' VItstt 41. lliill Isi coai.-lt, 11plus 114 Ilegulllte (1111 5 111( Ow2 lori. 813 ad lit(7I

AI. t. (lbllte Il. n B. i 273.) il lotier soiiiliu 1h1e b lderdis citlit''tliiti boder

oogry "emi'3lgiiei'sil t Xt'ifol.'( 11tuhr til' earilt'I aitscs or popaEetyle Co.
12 B. to' AitE poaiofln by' Stok) It)l it.s t a 137. ln buttasit tit(' ibt te
capi'i1tal asilll'8y31 recognize t't part of 5tit'(ui capttglitl. If stock wuf as. tssed

fo 'ttr the 31y waerelIo InldIt' i'tsti'vt'I cap1ital: (If n t'oks 11 31 fortly he0113
ithe wit' ('Ilue fttiko pa ottR' suOi'itsi.1 RlouIa'ttii' 45l mitd 62,ok 3rs 13 anittS37t;

3131(1; of hi Iliot till Stor'llliti'5s ullntilt teI Duffy~hi' case,1 11pra retogtl('ltt lthai''t lii-
tlI' 'e'1'('0?P ti't leat, w''tler Il (' si-cil tegory.S Il th Dufffy e. ea se'. Ilf.

Cort 10301m1-ltt'tty tokgie tt'glifel~t 11sr'(tliitiI resrve ast( conf tition tofl ( ('pital.

t wilii.

of iw tht e amo's('4uti poiot tsv 1"'caried oti'l the boos was sit lt)3' the btly

it the iic)ithtitte f It (to 'ec'po'a fis 1lIs ari ie of i'ilbooks tO% it~ lillbilty

sInt btht') It0111o ~'I it (f ielt ssoketpin to~t balreil Iatlts."hc ltte i

eas(i i follItriitb i'eitdtembr Iod'lit(liti te lteriie b . elit btotkholprs."nl t
wIl Is par.lite tht:1.Spel. olIwssekngo olply

11'T(h ll- tl lthit l P 1' oic3oIlhl-is wht'rl'f lit till lealrefered of k holerst
ant ha 1'Cr (i ill ill(3 s)0111lioi 133' ar i t('l o lin i' le hoi - 114 ttii illt fuitd- t f int eresfi t ied

feor l' 9.I i It 0111 3l1'etherefore (heirllillil', to estate fl tilt' Congrites of ilwte

Seet~ iilso til'Illi ino t itocalffl('curt ofiltl10 fcr tie watoiti 'rlt to corect
York narff fite ('. V. loner(.'It fro 2 it, 55(1311-5! lnilt(]Htonl iii. 25 .S 22) iler

o t s lllOid toiv legltve r1coiti~'onvi tf a the uff tl(]ai3 3iS alsocass-
cisin tich l'trmlrlsf. that( rserves~ fin tof tieist're cop'lewer.''~ lltfol
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We have previously pointed out that there Is no distinction between "earned
surplus an( undivided profits" in the earlier acts and "accumulated earnings and
profits" iII tile present act. In 6'minmngs v. Conitis.ioner (73 F. (2d) 477
(C. C. A., 1st), 1934), the Court said :

"If these funds, however derived, belonged to the company when received, they
would go to increase Its surplus, r;nd It cannot be seriously argued that the sur-
plus funds in tile hands of Ghz company over and above its stock liability are
not the earnings or profits contemplated by the section."
The fact that these reserves have not been subjected to income tax does not

negative this conclusion. From the point of view of contributions to capital It
support It, for contributions to capital are not taxed as Income. Nor does the
fMet that the items In question have not borne income tax destroy tie analogy to
accumulated earnings and profits as a part of invested capital. There are many
situations in which nontaxed amounts have been held to be nevertheless invested
capital. An example of this is found in Appeal of National (Grocer Co. (1 B. T. A.
688). The property of the taxpayer was taken by a railroad company. The price
pai by the railroad company showed the taxpayer a net gain of $98,768. By
reason of the "involuntary conversion" provisions of section 234 (a) (14) of the
Revenue Act of 1921, $51,252.58 was allowed as a deduction and only $47,515.42
was taxed as income. The Board held that the entire $98,768 was properly part
of earned surplus, saying:

"This sum of $98,768 was a gain or profit accruing to the taxpayer from deal-
ings In property and, under time provisions of section 213 of the same revenue
act, the taxpayer was required to report this gain as a part of its gross income
for tihe calendar year 1917; and, except for the retroactive exemption contained
in the Revenue Act of 1921, section 234 (a) (14), the full amount of this gain
and profit would then have been taxable Income. Congress, however, saw fit to
provide, in the Revenue Act of 1921, that all ascertainable proportion of this
gain, realized by the taxpayer under the conditions prescribed, should be deducted
from gross income. In like manner Congress has provided for the exemption
from taxation of gains and profits from other sources, among which are dividends
received by one corporation from other domestic corporations; and it has also
provided that certain gai ,s and profits should be excluded from gross income,
among which are aiomnts of interest received upon the obligations of States
and municipal subdivisions thereof and certain obligations of the United States.
All of these gains and profits, however, received by a corporation and exempt
from Income taxes, must necessarily find their way into and become a part of
the surplus and undivided profits of such corporation, and we have yet to hear
of anyone claiming that amount of interest upon municipal obligations, and
dividends upon the stock of other corporations, either should be or could be
eliminated from the sum of surplus and undivided profits which the law provides
shall he included in invested capital.

"Tile surplus and undivided profits of a corporation at any given time Is made
up of all the realized gains, profits, and income of preceding years or periods
and which remains after expenses and dividends are paid. (Mark8 v. American
Brewivng Ulo., 52 South. 985). It thus conclusively appears that this sum of
$51,252.58, having been a part of the realized gains and profits of this taxpayer
for the calendar year 1917, although not Included in its taxable net income, found
its way into the company's general account of surplus and undivided profits, and
section 320 of the Revenue Act of 1918 specifically provides that so much of this
surplus and undivided profits account as remains in the possession of the cor-
poration at the beginning of any taxable period shall be included In invested
capital. Ut appoars that there is no authority In any revenue act nor is there
any acc ounting reason, to support the action of the Commissioner in eliminating
this sum from the taxpayer's invested capital for the years 1918 and 1919."

The Commissioner acquiesced. (IV-1 Cumulative Bulletin 3).
Another analogy may be found in the receipt of a dividend by a corporation:

Only 15 percent of the corporation dividend is taxed (formerly none of It was
taxed), but the entire dividend Is earnings and profits within the meaning of that
term. Similarly, reserves of a casualty Insurance company become taxable income
only to the amount by which the reserve Is decreased during the year, but would
anyone doubt that if It violated the State law and declared a dividend which
Invaded its reserves the Commissioner would hesitate to tax it to the stockholders
as a dividend declared out of "earnings and profits"?
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CONCLUSION

We are dealing here with a rather unusual situation, as far as the excess-profits
tax is concerned. The statute makes no specific reference to Insurance companies;
Congress was primarily occupied in drafting it with the problems of ordinary busi-
ness companies. As to such companies, it may be that the words of the statute
can be applied with a rather narrow literalness. It is plain, though, that any such
purely literal construction would not carry out the real underlying Intent of Con-
gress If It is applied to insurance companies. There is no reason why it should be
so applied. What Congress was trying to reach was extraordinary profits, profits
above those which represent the fair return on tile assets normally used in the
business. The words used by Congress must be construed in the light of the nature
of the business to which they are applied. In the ease of insurance companies
other than life or mutual, the reserves represent assets normally used in the busi-
ness, paid in by active participants in the business whose position is very closely
analogous to that of preferred stockholders. The fact that the reserves appear on
the liability side of the balance sheet does not oppose this conclusion; it supports
It. That is where capital and surplus (1o appear on the banlnce sheet. The reserves
represent a segregation of those items wlh respect to the participation Ill tie
comptmy by the policyholders.

The courts In the Duffy and Atlantic Life Jn.itrance cases did not proceed upon
a sterile literal interpretation of the narrow sense of the words used in the statute.
They recognized that such an interpretation would not carry into effect the full-
damental Intention of Congress when it passed the act so far as these insurance
companies were coiocerned. They recognized that the "Capital stock" Item and the
"Insurance reserve" item i the balance shoot were both expressions showing the
source of funds "paid Iin" to the company and held is part of the assets which
make possible the company's business operations. Tite assets derived from both
sources are as essential to those operations as fixed assets are to a manufacturing
plant. Both items in 'tie balance sheet thuis share essential characteristics of
"equity invested capital" as developed in the statute. The attention of Congress
wits not directed to the peculiar problems of insurance companies when the statute
was drafted. But there is certainly nothing in the statute to Indicate in any way
that Congress had any Intention to be lmrsh or unfair il dealing with such com-
panies. To apply the statute il a narrow literal way would lead to such a harsh
and unfair result. Therefore we must seek the substance of the statute, its real
purpose, as tile courts did In the Duffy and tile Atlantic Life l nsurane caes8, and
as the Coinlissioner did when lie promulgated Treasury I)ecision 3153 in 1921
(applied by the Bureau In Bull. 11), and when lie acquiesced Ii the Fcdcral Life
In ura ,ce case in 1931.

The possibility has been suggested that section 722 was provided by Congress
to take care of hard cases and might be applied to the returns of casualty
insurance companies. But it seems unlikely that Congress intended that every
casualty insurance company should be taxed under section 722. If it had that
intention, it would probably have said so. Moreover, from the administrative
point of view, it would seem unfortunate to throw all of those complicated
cases into a section 722 proceeding, especially when it is clear that those com-
panies do not have what Is fundamentally "excess profits." It would be wiser
to view the problem in the large; seek what Congress was really driving at;
and reach an administrative ruling that will fully carry out the fundamental
Intention of Congress when the law is applied to casualty insurance companies.

Looked at from the point of view of substance, and the real purpose of Con-
gress ill enacting the excess-profits tax, there can be no doubt that the reserves
in question should be treated as equity invested capital.

Respectfully submitted.

[Copyl

IVINS, PHILLIPS, GRAvEs & BARKER,
Washington, D. C., March 6, 19..

COMMISSIONER OF INTERNAL REvENUF,

Bureau of Internal Revenue, Washlingtoji, D. C.
(Attention P. J. Mitchell.)
In re Massachusetts Indemnity Insurance o).

SjR: In connection with the question of including insurance reserves in equity
invested capital, we desire to call your attention to the effect that H. R. 3531
has upon the question from the standpoint of general Bureau policy.
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WIII'I section 72'2 was first 11111 ilto tit( Second ReoventUe .\(-t of 10,140 it pro-
vided for adjustments for abnormalities arising out of either income or invested
calital. In 11. I. 3531, III tie' Semtute committee report (lept. No. 146, 77th
Cong., 1st scs,.), the committee says:

"III view of these comlpielling Iliotives, tile provisions of thatI aet lay it tax
upon that portion of tile earnings of corloratins (leterlined to be excess profits.
The tax rates provided, or even higher rates, are thoroughly Justified If the
income suject thereto is (harly of ti type intended to Ie reachid. At the
s.ame time, equitable considerations demand that every reasonable precaution
be taken to prevent unfair application of the tax InI abnormal cases. The weight
of thp burden Imposed carries with it a commensurate need for restricting its
application to the cases for which it was designed."

Thi Congress then set out, in II. It. 3531, to attempt to formulate some definite
policies with respect to the application of section 722 of the Secol Revenue Act
of 19-10. However, inI working out these problems, It becomes aplarent that the
Congress has only provided for alborlalities which affect the bast, period earn.
Iligs method of determining the excess-profits tax credit, and has not provided
fornute adjusting for albornilalities In the equity Invested capital method of
determining tile credit for excess profits tax purposes.

Investigation aIliong the Menlers of Congress and their assistants who worked
on tile drafting of II. R. 3531 discloses that they realized that they would not
have time to tackle ill illhises of abnormalities, huit tley hiave variously expressed
tile opinion that the Bureau, insofar as alornmlities of Invested capital were
concerned, (ol(l probably take care of sueh a(ljustmenits through am liberal polley
of determnining a correct definition of equity Invested capital.

We therefore submit that Ill tile light of tills situation. our client who, solely
because of the lack of time to properly evaluate tile problem, has 1(st tilte right
to use section 722 as a relief provision in determining its equally Inivested capital.
should be entitled to a liberal ruling from tile( Bureau o tihe problem presented
ill the prior memorandum.

Respectfully,

TrESI uRy )EislON 50(59, A NtFNDINS; SE-VION 19.11;-1 O." RFGUIATION 103, RELATING
TO EARNINGS OF PROFITS, AND SECrIONS 40.718--1 AND 30.718-2 OF REGIUTATION 109,
IhWLATINO To DETERMINATION OF DAILY EQUITY INVESTED CAPITAL

Paragraph 1. Regulations 103 (pt. 19, title 26, Code of Federal Regulations,
1940 Sup.) are amended by striking out tile first sentence following the heading
of section 19.115-3 as amended by Treasury Decision 5024, approved December
19, 1940 (C. B. 1940-2, 110), and inserting ill lieu thereof a new paragraph as
follows:

"Iii determining the fmfount of earnings or profits (whether of the taxable
year, or accumulated since February 28, 1913, or accumulated prior to March 1,
1913) (ue consideration must be given to tie facts, and, while mere bookkeeping
entries increasing or decreasing surplus will not be conclusive, the amount of tile
earnings or profits inI amy ease will le dependent upon the method of aecoulnting
properly employed in computing net Income. For Instance, a corporation keeping
its books and filing its Ilcome tax returns under sections 41, 42, and 43 on tile
u'ash-receilpts ad dislMirseolents ill:is hily Ilot use lthe accrual basi. Ill determnin-
Ing earnings and profits; a corporation computing Income iII the installment basis
as provided in section 44 shall, with respect to the illstallment transmfetions, coin-
pule earnings an(l profits on such basis; and an insurance company subject to
taxation under section 204 shall exclude from earnings andi profits that portion
of anfy premiumn which Is unearned under tile provisions of section 204 (b) (5)
nd which 1is segregated accordingly inI the unearned premium reserve."
Paragraph 2. legulltiols 109 (lt. 30, title 26, Cod(e of Federal Regulations, 1Wt1

Sup.) are a s follows-
"(A) Section 30.718-1 Is amended by Inserting after the secondly sentele ill the

first paragraph a new sentev as follows:
"The terms 'inioney laid in' aid 'property patd In' do not include amounts re-

ceived as preniullins by f ilIslrlaIre compahly 5111.,,ct to tiaxantion under section 204.
"(B) Section 30.718-2 Is amended by inserting after the third sentence In

paragraph (a) a new sentence as follows:
"See, for Instance, section 19.115-3 of Regulations 103, as amended, relating to

the eomlpltation of earnings and profits in the case of af corporation evuiplitilig pet
income on tile cash, necruil, or Installment basis, or ill tie ease of all iunrance
company taxable under section 204."
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(This Treasury d(eision Is issiied uider tile authority coltahlld ill section 02
of the Interll IReveiue ('ode (53 Stitt. 32, 26 J. S. C., Supp. V, 62) as made
applicable by section 72!) of stiih code, added by section 201 of the Second Revenue
Act (f 19-10 (Publi(,, No. 801, 7th Cong., 3d sess.) ; section 115 of such code (206
U. . C., Slpp. V, 115) : 11d section 718 of such code as added by the Second
lvveiime Act of M0O.) (T. D. 5059 1941-28-10778.)

The CImIcumII . Mr. Patch.
Wll you give your name and state for whom you are appearinr?
Mr. P.'UL. I am Vincent Path, treasurer of 'the Bath Iron Works

Corporation. and while illy liame is list d oil the ciliidalr to pres(,lt
ithis niemoraIdum, I should like the privilege of having our aveountant,
Mr. Stoler, present it for me. Ile is here.

STATEMENT OF G. VINCENT PACH, BATH, MAINE, REPRESENTING
BATH IRON WORKS CORPORATION, READ BY MICHAEL N.
STOLER

Mr. STolrit. Mr. ("hai'nIIIIII, this hIis to do wit !i) apparent 1iequity
ill the excess-profits tax provision ill collmlitilig the tax of] loig-tciIi
contractors. I should like to read from this memorandumi.

This memorandum deals with what appears to be all inequity ill the
Second Revenue Act of 1940, as amended. which inequity it is hoped
will be amended in the Revenue Act of 1941. The poi't in question
deals with the eariied-iiicoine base use(l by long-terin contractors, as
different, from the base used by contractors who have rel)orted their
income on the percentage of com ipletion basis.

1. A long-terni contractor (contracts covering a construction period
of 12 months or more) has the option for Federal income-fax purposes,
of either reporting his income at the time when the contract is closed
out and the profit is definitely determined or else reportinig the (,'-
mated l)rofit annually, as earned (see. 19-42--4. Regulations 103).
Also under the regulaiions of the Commissioner of Iuternal Revenue.
a method once adopted cai lle changed only after permission is sev'lred
from the Commissioner, as provided in sec. 1941-2. Re'relations 103.)

2. The foregoing has 1been in the regulations for imany years and has
proven equital)le over the years. However. the inequity alpears in the
basis used in arrivilng at the base period net income for the years
1936-39 for excess l)rofits tax pur'lOses. (See. 30-721-1. Regulations
109.),

3. ''lie second ievee act, as amended, affords some relief to a coil-
tractor rehiortinma his earnings for ilicoile tax purposes oil the corn-
)letedl contract basis, in that earnings arising )rior to 1940 or sub-

Se(lucnt to 1940 applicable to other years, are treated as albormal
income aid are taxable at the excess-lprofits tax rates in effect during
the years when time income was earned; thus, any al)norinal income
app.llical)le to years prior to 1940 but received in 1940 would not be
subject to excess profits tax.

But. in connection withIi base 1)criod net income which is the i-
portant factor to consider, section 721-3 of excess profits tax regrulations
109, amended, rlrds as follows:

"Section 721 Mha4 110 effect upon the computation of base period net Income or of
(arnlings an profit-, and( therefore does not affect the computation of the excess
profits credit.

Similarly, it has no application in the determination of taxes other tian
the excess profits tax imlposedl by subl)lapter E of chapter 2. Amounts attributed
to future years are to be Included it gross Income for suc.h years for excess profits
tax purposes only.
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4. Thus a contractor reporting on the percentage of completion basis
has an advantage over a contractor who reported the earnings on the
completed contract basis.

As an example, we can take two companies, both in the very same
line of business and operating under the very same conditions. Com-
pany A had reported its earnings on the completed contract basis while
Company B hal reported its earnings on the percentage of completion
basis. Further assuming that both companies have had contracts
which took them approximately 3 years to complete, the average earn-
ings basis for the two companies'would be somewhat as follows:

CompanyI Company Company rgn

A A
Net earnings- Net earnings-Continued

1935 ............................. $200,600 1039 ......................... $400,000
1936 ............... .......... .. 2 ", 0 194) .................. 1$1200000 400,000
1937 ............... .S)00.000 ",'0 000

19z ............ .. 410.. R , 000 Total . ....... 1,9"0000 1,80,000

Thus, while both companies have approximately earned the same
profit during the years 1935 to 1940, applying the earnings to the
)as years 1936 to 1939, we find that Company A has only an excess-
)rofits credit of $150,000 ($600,000-4) while Comapany B has an

excess-l)rofits credit of $100,000 (the average earnings for 1938 and
1939).

5. The Senate Finance Committee in its report. on the Second Rev-
enie Act of 1940, al)l)arently realized the disadvantage to contractors
who, in the past, had adopted the conservative basis of reporting on
the completed contract basis, and stated in its rel)ort as follows:

If It Is determined that the Income received In the taxable year is attributable
to years in the base period, the amount of such income so attributable to Such
years will have the effect of Increasing the base period net Income and thus
the credit under the average earnings method.

6. The regulations of the Commissioner of Internal Revenue, how-
ever, do not permit the inclusion of income in the base period earn-
ings unless they were so reported in the tax returns for the base
years. (See sec. 721 above.)

7. It is, therefore, suggested that contractors who have reported
their earnings on the completed contract basis during the base years
1936 to 1939, inclusive, be permitted to arrive at an earnings base
determined on the percentage of completion basis, as recommended
by the Senate Finance Committee.

The reason we started with 1935 is that the contract may have been
started at that point; both companies through 1940 have earned the
same amount of money.

The CHAIRMAN. Any questions?
No rsponse.)

Re CHAIRMAN. Thank you. Mr. Hook?
Mr. HOOK. I should like to have the privilege of reading this state-

1nents first, Senator, and then answering any questions which the coin-
mittee may have.

The CHAIRAMWA. Yes; you may proceedd with it.

1324
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STATEMENT OF CHARLES R. HOOK, MIDDLETOWN, OHIO, REPRE-
SENTING THE AMERICAN ROLLING MILL CO.

Mr. Hoox. My name is Charles R. Hook. My address is Middle-
town, Ohio, and I appear on behalf of the American Rolling Mill Co.

We submit to this committee that section 204 (2) of I1ouse bill 5417
should be eliminated entirely or at least amended to substitute tile year
1941 for the year 1940.

Section 204 (3) of the /louse bill proposes to amenl section 710 (c) 1
of the Internal Revenue Code, which defines the niused excess-profits
credit, by adding at tile end thereof a new sentence.

This new sentence provides that the excess-profits credit, and the
excess-l)rolits net income for any taxable year beginning in 1940 shall be
computed under the law applicable to 1941. This means, briefly stated,
that the excess-profits credit. carry-over for 1940 is to be recomputed
under the new 1941 law, and is not to be the amount originally com-
puted under the 1940 law.

The original excess-profits tax law was al)lroved October 8, 1940.
At that time it was generally recognized that, there were certain extreme
hardship cases; as a result the experts of the Treasury and of the
Joint Committee on Internai Reveme Taxation were requested to make
a further study of such hardship cases.
The excess-profits-tax amendm(ents of March 7, 1941, were the result

of such study, and were in the nature of relief provisions. Among
such relief provisions was that portion of the new amendlmenit which
allowed a 2-year carry-over of any unused excess-profits credit. The
committee reports and the discussion of the amendments on the floor of
the House and the Senate contained many statements to the effect
that, after the most careful consideration by the tax experts, this carry-
over provision was conceived and recommended for passage.

You will find collected in appendix A of this statement a nmnlber
of the statements made by the chairman of the Ways and Means
Committee and the Finance Committee, and by members of such com-
mittees in explaining the amendments to the House and the Senate.
It is sufficient here to quote only one of such statements, that is, that
found in the report. of the Senate Committee on Finance, reading as
follows:

The bill affords relief in the following situations:
(1) It relieves the hardships which may be caused by the sharply fluctuating

earnings of many types of companies, the activities of which are dependent upon
business cycles, by allowing unused excess-profits credits to be carried over into
the 2 succeeding taxable years, tlierelby tending to level off the unusual effects
due to rise and fall of income. In addition, the allowance of such an excess-
proflts credit carry-over will be of substantial benefit to new corporations, and
to old corporations undergoing a period of expansion.

And I particularly call your attention, gentlemen, to the last part
of that sentence, "And to old corporations undergoing a period of
expansion." Because that hits us right in the eye.

After the passage of the excess-profits tax amendments on March 7,
1941, the directors, officers, and advisers of the American Rolling Mill
Co. surveyed the excess-profits tax provisions and came to the con-
clusion that if any principle had been established after the most care-
fill consideration, it was that portion of the bill which provided for an
excess-profits tax carry-over computed in the manner provided by the

1325,
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1940 law a1s thus amended. Accordingly, tihe American Rolling Mill
Co. determined that it had a sul)st ant il I excess-p)rofit s tax credit carry-
over from 1910 into 1941; anti on the basis of such (letermination pro-
ceeded with the development aw13(1 execution of certain parts of q large
national-defense construction program. 

tn

Section 204 (e) if emited into law, would completely eliminate such
excess-profits credit carry-over. It wipes it out completely. The
American Rolling Mill Co. would find itself in the position of having
illade substantial comlmnitllents on the basis of an excess-profits credit
carry-over which the House bill now proposes completely to eliminate.
That this proposal is inequitiable and unfair, seems too clear for argu-
ment. Iii the determination of many corl)oraite policies during 1941,
the excess-l)rofits credit carry-over coinputed under the 1940 law was a
material determining factor.

Senator BnowN. You mean by that, as to a great many companies, as
well 1ts your oiwn?

r. HOOK. Yes, indeed.
Senator BRowx. That they adopted policies because of the law that

was passed?
Mr. Hooic. Unquestionably, Senator.
Th'le proposed amen(lment results in further unf air discriminat ion.

Corporations which were prosperous in 1940 computed their excess-
profits credit under the 1940 law and obtained the full benefit thereof
in determining 1940 excess-)rofits liability. ('orl)oratios which were
not sufficiently Prosperous to use ip) their entire edit, its comllputed
under the 1940 law, now find that it is lol)osed entirely to take away
a portion of that credit; that is, corporationsns not using 1l) their
entire credit in 1940, now find the liiitse(l port ion thereof is to be
reduced or, as in our case, entirely eliminated. This, it seems to us,
unfairly favors the prosperous corl)oraio3s and penalizes the less
fort inate ones.

That tile proposal contained in section 402 (e) is really discrimni-
natory is shown by the fact that a c(,rporation which (lid not need all
its excess-profits tax credit in 1940 will pay a higher excess-profits tax
for the 2 years of 1940 and 1941 in relation to its earnings than a cor-
poration which could take advantage of and use u) its entire excess-
profits tax credit in 1940.

And that, gentlemen, I think is a l)retty serious matter. I think
that is evidently very discrimiiatory and'I don't [believe the House
intended it should lie. I can't believe it was given the consideration
and thwcgh thai i' deserved when this section was put in.

Approxiiaitely tl/ months have expired since the passage of tho
excess-profits: tax ai.end(inents o March 7, 1941. Within such l)eriod,
corporate as),l ic as iffectedl iby tax considerations have become
crystallized.

We su!,mit it is unfair and discriminatory at this time to redluce
the excess profits credit carry-over from 1940. which was a material
factor in such l)rlic, determinations. We urge, on the contrary, that
section 204 (e) should either be entirely eliminated, or that it should
he amended so as to make its provisions applicable in a prospective
manlntter only-not in a retroactive manner.
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Senator "'V,,r. Mr. hook, I have had several letters from other con-
cerns. Have you had any communications from Cincinnati concerns?

Mr. HoOK. 'Yes; it happ)ens they have been sent here to Washing-
ton. I did not know whether I woul have time to introduce those.
One is tho Rapid Electrotype Co., of Cincinnati, whose invested capi-
tal is $880.R375.35 which shows that. it is not a big company. To them
filis is a very serious matter.

Let, me read a portion of this and if you like, I will leave it for the
record.

The CHARMAN. Yes; you may do that.
Mr. Hoox. It says:
In our particular case, our excess-porofits credit computed iII(r the tivested

capItal metlod was $70,430.03, and our excess-l)rollis net income for 19-0 was
$16,072.06. leavliig an excess-prollts credit carry-over of $5-,357.97. For the
year to (ak. Oi t,11 xces.-profils net htcoiiie is aplproxhiiately equal to ottr excess-
protits credit. so (flat we may he compelled to pay a1 excess-l)rotlts tax for 1941
eien though for tie years 1940 al 1941 (omliied we will not have earned net
hiiconie e(11ll to le percentage of invested capitall fixed by Congress it deter-
mining excess lrolts. Tils will work a irdshpll upon u.1, for it will retard our
re.overy fromll :1 long SericS of upllroflfl)le years.

Senator T.\vr. File that.
Mr. looK. Yes.
Senator 'I', Ar. Have you another one?
Mt. HOOK. This is short, and I will read it. It. was written to me

under dhie of August 11, 1941, by the Sorg Paper Co., of Middletown,
Ohio. It says:
Mr. C. It. h(1K,

AmerC'icanf Rolling Mill Co..
.Middlctown, Ohio.

Dm,\ MAi. HOOK: Pursuant to our conversation, we hereby authorize you to
act for and in our behalf with respect to securing it revision of section 204 (e)
of the revenue bill of 1941.

This section of the act seems to us very unjust 11d(1 places our company. as
well ts others, at a decided disadvantage because it reduces the benefits (if the
carry-over of unused credits from 1940, a year in which the earnings of maniy
companles did not require: the payment of ex(ces--proilts taxes.

Our company will be obliged to pay a)proximately $20,000 more ilneome and
excess-prolits taxes should the above section of the revenue act become oper-
ative. While this anioulit from it percentage stadpolint Is only approximately
6(,i/ percent, it is from a dollar-and-cent basis the equivalent of a quarter of a
year's dividend oi the preferred stock of our company. At the present thne we
are li arrears over $290.000 on preferred dividends.

The attached exhibits show ]low section 204 (P) adversely affects our coaln)any.
Yours very truly,

TI E SON; PAPEll COMPANY,

(Signed) J. A. Aujr.T, Jr.,
Vice Prl'esident and Treasurer.

Senator RADCLIFFE. Do you care to make on estimate by percent-
ages or any other way what will be the effect of this on your own
company?

Mr. HooK. Yes; I can give you that exactly.
If you would like, while I am giving you these figures, here are

some extra copies. I will be glad to pass them around.
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Now, what you want is exactly the dollar-and-cent effect on our
particular company if this provision, 204, remains in the bill?

Senator RADCLIFFE. Yes; I would like to see how it would work out,
either by actual figures or percentages.

Mr. H11ooK. I will give you exhibits A and B, and here is another
exhibit which will show another phase of this situation.

On exhibit B, which you have there, Senator, you will notice that
on the first set-up on the left we show the tax which would be paid
for the 6 months and for the year, the year being based on the actual
earnings for the 6 months, after giving effect to section 204 of the bill.

Now, on the right, we set it up showing what it would be if sec-
tion 204 (e) were eliminated. In other words, in the first 6 months
of 1941 we will pay, if this amendment stays in, $6,545,118.72, as
against $5,979,736.52 if it were eliminated.

In other words, on an annual basis, multiplying the difference by 2
for the 6 months, it amounts to $1,130,764.42, which, in view of the
large amounts of money we have borrowed ourselves-not from tle
Government but from hnancial institutions for these larger defense
construction purposes-makes it, as you can see, a very considerable
item.

Senator TArr. How much money have you spent in expanding
your plant?

Mr. HooK. Well, I thought somebody would ask me that ques-
tion so I had better have it with me.

Since August 1, 1940, u l) to and including August 1, 1941, we have
borrowed in all $34,000,000. Now 31/ million (lollars'of that was to
pay off a $2,000,000 first mortgage serial note which we guaranteed
of a company we took over.

And a million and a half of bank loans paid off so it left a net of
$30.500,000, all of which has gone into national-defense construction,
or for working capital to supl)ort defense projects.

That statement is supported by the fact that we have had issued
to us up to the present time necessity certificates which are only issued
where the project is a niational-defense one and considered nece.ssary
in tie interest of national defense.

The total amount of these certificates approved, excluding land, is
$22,922,402.80, so you can see, fi'om what I say with respect to these
larger amounts of money borrowed to go into essential and necessary
defense projects what our problem is.

Senator TArr. Those are all company projects; they are not loans
from the R. F. C.?

Mr. HooK. There is a $12,000,000 loan which is a straight R. F. C.
loan for the Houston, Tex., plant. The twenty-two-miillion-odd dollars
are loans made from two insurance companies, and the longest term on
any one of these loans is 15 years; that is one, the balance are all 10
years.

Senator TAFT. Now you had a carry-over of something like $2,-
000,000 under the ol law, and that $2,000.000 carry-mver is now en-
tirely eliminated?

J 328
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M'. HOOK. Yes; we had a carry-over of $2,692,296.24, and by apply-
ing the 1941 law to 1940 it, coifl)letelv (liminates it, and I will show
you how, if you want these exhibits. *

Senator CONNALLY. Have you a lot of national-defense contracts?
Mr. HooK. You mean direct orders from the Government?
Senator CONNALLY. Direct or indirect.
Mr. HOOK. Yes; take, for instance, one of our plants is operating

801/2 percent on defense orders.
Senator CONNALLY. You are making money on that, aren't you?
Mr. HooK. I think we are making some money on that.
I am glad you asked that question because on" another we have, for

instance, one' f our plants at Butler, Pa., and it is no secret-and I
(on't mind telling you so-where, because of this unusual situation,
shortage of scrap and ceiling set on our prices, we are not even coming
out. on a works profit on a large part of our' operations.

Senator CONNALX. You figured that when you submitted the bids,
didn'tt you ?

Mr. HooK. No; we didn'tt.
Senator CONNAIY. One reason youI are going to Make more money

in 1941 than in 1940 is because of these war contracts, isn't it ?
Mi. HOOK. Well, it is tile total-
Senator CONNALLY. Well, is it or isn't it?
Mr. HooK. Of course, defense has stimulated business.
Senator CONNALLY. But you want to carry over your 1940 credit as

against this stimulated business?
Mr. HOOK. No; I am not arguing against the increased revenue to

the Government.
Senator CONNAL.Y. But you want somebody else to pay it.
Mr. HOOK. No; I want an equitable arrangement whereby the in-

equities of tle law will be changed.
Senator [AFT. You don't want the Government to go back oil its

word.
Mr. HOOK. Yes.
Senator CONNALLY. Well, the Government doesn't go back on its

word because everybody who deals with the Government knows that
laws will be passed-

Senator TAFT. The Government has no word, is that it?
Seinator CONNALLY. That isn't it; when tie Government passes a

law that is not going back on its word.
The CHAIRMAN. What was your normal income tax?
Mr. HOOK. $2,128,996.96.
The CHAIMAN. That was the normal tax paid for 1940?
Mr. HooK. Yes.
The CHAIRMAN. You had a credit under the excess-profits tax which

you would carry over but for the reversal of credit under this bill?
Mr. Hoo. Tiat is right; we would have had a carry-over of $2,692,-

296.24.
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Tie CHAIRMAN. And yo1 (1ol't have this credit 1ow Iecaulse of the
reversal of the credit?

Mr. Hcoi. That is right.
Tile CunMANr. That is substantially what your situat ion is?
Mr. HooK. Yes; tle reduction ill invested cal)ital. of course-
The CHAIRM ,,AN. Yes; yes.
M'r. hIoK. But here we have an exhibit. Seultor. which shows ex-

act ly how that. works out. tile actual figures.
S(ia|for GUFFEY. A few days ago I psilse(l through But iler 1110 by

"o(r plait al1d I (lidil't se, iiy shortage of scrape ill the lile there
along the rail'oa( for about a miie. How much scrap do you use?

Mr. 1HooK. Well, t hi plait-we have to bluv, norialli . if we get our
normal su)ply of pig iron, approximately'28,000 toils per month.
Now, you saw a lot of scrap there, if you zixssed through there, that
liorially we would ]lot use: we call it "hay." That is Ni'hy it has ill-
ceaSed 0)Il1' cost of operations.
Senator 01 urv:,Y. What l)hat ar, you 1)Iildillg ill Texas?
Mr. Hoi. 'The Slieflield Steel Corporatioi of l'exas. a wholly owned

Subsidiary of Aiiericai Rolling Mill.
Snatior ('vFF:Y. An oplen-heV'rth Plant ?
Mr. HooK. Ys, oi)eii-hieill . We make rods. billets. bars. plates,and wir~e.

Seinator GUI'F:Y. Where is it ?
Mr. HooK. At Houstoii, on tiet shi) canal. illt 10 miles out of th(e

center of the city.
The CH,\RMAN. Any additioiial questions?
(No response.)
Tito CJIAlM,%AN. Put in the record any exhibits or letters that you

have so that we may have them.
(Tile letter dated August 11, 1941, from the Rapid Electrotype Co.,

id telegram of August 16, 1941, from Rapid Electrotype Co., inter-
office communication of August 19, 1941, from Mr. Kingsbury, exhibits
attached to letter of August 11, 1941, from Sorg Paper Co., and exhibits
A wid B of Aierican Rolling Mill Co., aid apl)eji(lix A. excerpts from
the Coigressional cord aml Ilie Con gressi (: Con1lnmittee Reports,
referred to by Mr. Hook. are as follows:)

'I'IE iEItpii E.I-(rnto tE, Co.,
('irinnati, Ohio. iAPiust 11, 19.I.

Air. ('HAIUEs It. HooK,
Ia!/flowr llotel,

Wash inglon, D. .,
DRAR 1A. 1100K: We uiudersland that you are proposing to make it protest to a

congressional comluittee against tie proposed cliinhation of the excess-profits
credit carry-over lrovlsion of the present exces-profilts-tax law. As we are
not in a position to make a visit to Washington or to employ counsel to represent
us, we would ask you, and hereby authorize you, to make a similar protest in our
behalf.

The excess-profits credit earry.over was enacted it the original law as a relief
provision and was liberalize(] by the anmendlentq passed Iin 1141. The excess-
profits tax law wa Intended to tax profits in excess of 8 percent of invested capi-
tal or 95 percent of the average earnings over the 4 preceding years. Since
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It wiI9 f ile iiiteiitliii of tile' law to tax 01113' the exCQs-4 pi1'Mtts, It 8(9'11l onily filr
to Ilrililit cVflljlllIl whose niet licomil wit.;le Iss lt thanIicir e(s'(s-Ipllfht cred'lit
to calrry su'ich t'X('l'5 over to thec following 0o' tll' secondly suiC('P(lig year1, and1( lit
t his jiiiiiei' ivolid 1111r,41-411) toP (9lllijxllI' whose lIncomie fluctuates sharply be-

('llyears'i, orI tIP i.vw', Ei'- old ('EliijllliIs- whose luilmii' Is rai'Pdly eXpahidhilg.
'I'iu' (l11'-1'I'Pve prml'Elli olf thle jliesonIt law aff'or'd Intmii'i-uivedell i'ehlet Ill

clim's of tilili tilire, l lid we protest very stroly013 aigalnst lly lit tt Illpt to e-illllate
ill(- llrI'lt i-'l iolls Wiillilt sulbs;ti I iting pl'ovlsilll.; which will Itford similar
i'('Ii(f.

lit our1 ilal iiir ease1, 0111' ex('(s54-Priofits C'redit, ('EliijlitI'd lullel' the Inivestedl

$16h,072.00ti, leaving lil excess-prllfts cred'(it carr'y-overl of $ ,5.).For tile

pri'ts vred'Iit sm( thait we m1ay3 li' 'omlled ( tol palilt iie'x('(ss-lll'(ifit.\a for 19-I 1

lil Inlicome~ ('qual tol ftl' poi'tpli lgeI Elf illv'(ste'd ai'll i ill I1X('Il 113 ( ollgi'cs Ill
dleterm'iinig e'xcess' prolilts. Tils will wEork it halrdlsip 11101 11s, for It will r'etard'l

All small11 b1i-1('$5. wich hais found It Ill(rellsillgl3' harid to operate wvit hi ftll
pa2st few yearlis, will be' simlilarly3 alffec(ted. To tis g1Eltlp 11ts it whle I lle EIi lii llt'

tM'ist thalt y'ourl pirote'st will rec'eive fav'orabile colsiIderati oil.

TimE RIID EILECTRlOTlYPE CO.,
C. E- (2ATTON,

( Telegrami]

CHlARMi.S It. BOKl,

Supplemeintling our1 letter' Atigust 11. In~vested capil ouir 19-40 excess-profits tllx
i'etirii WO8,375.35.

TH'P IIAI'DI 1ii-(TTnOTU'1 CO.,
.E. ('vrroN.

A it o,

Mr. '11MYSIt.HOOK PICmit-1il iddh'toa'n,1 Ohito, August18 19, 1J4 .

Belowt Isi(I Al%(.l Elf 1(5'tlIht'i il ryo liilVls fort i tll('ssl 'e''lt 11111 Elf t ic w111 e

hav lislild Elll fIN..",l hav $ iSP.(15 approve wil~ t l) ti3.(284 euii'(ll ofS( ',''E('(111111 hal
siiii'l l-Ifll i $25tY2t Jobbn mil 'flitAsce.-ld

1. I la1llilto01 Ilillit, for !.l1s fuE nav' EV'ltlil(] lS( re its 'eflkt'l propct vid acit

Dat 'l'rtlfl('llte :II N i)--- 14-15-11

Amounlllt Elf 11111)1 eat ion11: $5t),tNHi,5 hne o$19.0AObeiew ol o

C'erificaite So. NiDI N-819.

3I. Itlhdvi iIisill fo l'h re-ver-ing (11(11111 111acso~s
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Date of application, January 20, 1941.
Amount of application, $3,626,000 (excluding land).
Approved and certificate issued February 20, 1941.
Certificate No. ND-N-83.
5. Ashland division for new blast furnace.
Date of application, March 18, 1941.
Amount of application, $5,530,000 (excluding land).
Approved and certificate Issued May 2, 1941.
Certificate No. ND-N-321.
6. Sheffield Steel Corporation of Texas, for a complete stee! plant:
Date of application: January 14, 1941.
Amount in total : $12,000,000 (excluding land $11,650,000).
Approved and certificate Issued: April 11, 1941.
Certificate number: ND-N-4T.
7. Ashland division for construction of Jobbing mill:
Date of application: Jamary 20, 1941,
Amount of appl)lication : $1,000,000.
Not approved as yet.
The total amount ap)l)roved, excluding land, Is $22,922,402.80.
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Referring to our funded debt, the various issues an(d dates ol which these issues
were made are listed in the following table:

Cash received Dated Description Amount

Aug. 1, 1940 July 1,1040 10-year, 3-percent debentures, series A ....................... $5,000,000
Apr. 1,1941 Jan. , 1 1941 ....- do ................................. ...................... 2,6500,000
Dec. 4,1940 Dec. 1,1940 Series 11 to K, debentures ....................... $5,000,000

Paid Dec. 26, 1940, series B ....................... ,000
.. 4, W0,000

Apr. 1,1941 .............. 14-year 3)-pereent debentures, series I ........................ 5,000,000

Total ................................................... 17,000,000
Aug. 1,1941 Apr. 1,1941 Series L debentures ........................................... 5,000,000

Total --------------- _-.-------------.-------------- 22, 000, 000

The funds received from sale of the first block of series A, 10-ytear 3-1rent
debentlures wer used to pay off the first mortgage guaranteed serial notes, 4 per-
cent, of IHanilton Coke & Iron on July 31, 19t10, li the amount of $2,000,000, ald(]
bank loans in the nnlount of $1,500,000 paid on August 1, 1140.

C. L. K' OSIiUnY, Controller.

TIlE SoRG PAPER Co.

Comp)tation of 'Stinite'tC 'axes for 1911, based on revenue bill of 1941, shooting
the effect of the proris,,ns of section. 20.4 (e) relating to recomputation of the
e'edit carr, l-orr from i940O

Giving effect to tile Before giving effect to the
provisions of see. 201 (e) provisions of sec. 201 (c)

Estimated Invested capital for 1941 ...............
Estimated excess-profits net Income .............
Credit on Invested capital:

8 percent on $5,000,000_ ------------------ $400, 00. 00
7 percent on 5500W,000- ------------------- 35, OWX. 00
Specific. e.empti . .----- ------ -- ----- 5,000.00
Carry-over from 1910: Computed under 1911

act- .. ................................. 1560,067.25

Adjusted excess-profits net Income .....

Excess profits tax:
On$iO,000.00 $100, O. 00 .0 .......
On $128, 932. 75 $72, 422.47 ...............

229,932.75 172, 422. 47 ...........
Estimated excess profits net Income ..............
Less excess-profits tax ..........................

Subject to Income tax and surtax:
30 percent of $719,033.62, less I percent on

$25,000 ......................................
30 percent of $747,288.77, less 1 percent on

$25,000 ......................................

Total estimated taxes .....................
Difference In ere(it carry-over from 1940:

Income-tax deductln ......................
Reduction in credit on Invested capital at I

percent on the excess over $5,000,000 ........

$5,,500,000.00
825,000.00

$5, 00, 000. 00
825,000.00

$1OO, 00. 00
35. 0. 00
5, 000.00

212, 577.1M5
596, 067. 25 A52, 577, 53

228,932.75 172, 422.47

41,5 0.006|, W. -'N

105, 966. 38

825,000.00
105, 966. 38

719,033.62

215,460.09

321,420.47

6, 453.99

50.29

60,510.28

41,500.00
36,211.23

77,711.23
825, 000. 00
77,711.23

747. 288. 77

223. 936. 63

301,1647.86

61977--41--85
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THE AMERICAN ROLLING MILL CO.

Estimated credit on consolidated ivcsted capital for 1941, computed under the
provision8 of H. R. 5417; also the estimated credit before giving effect to the
provisions of 8Cection 204 (e) of the bill

Estimated invested capital for 1941 (equity and borrowed) -- $127, 067, 780. 32
Credit on invested capital for 1941:

8 percent on $5,000,000 equals ---------------------------- 400, 000. 00
7 percent on $122,007,780.32 equals ----------------------- 8, 544, 744. 02
Specific exemption ------------------------------------- 5, 000. 00

Total credit under the 1941 bill after giving effect to the
provisions of see. 204 (e) ------------------------- 8,949,744.02

If it were not for the provisions of see. 204 (e) of the bill, we
!would have the benefit of a carry-over credit from 1940 as
follows:

Credit on invested capital for 1940 at 8 per-
cent on estimated Invested capital of
$115,285,802.67 -------------------------- $9, 222, 864. 22

Less: Tentative excess profits net income for
1940 ---------------------------------.. 0, 530, 567. 98

Credit carry-over to 1941 from 1940 ---------------------- 2, 692,296. 24

Total credit under the 1941 bill befoic giving effect to the
provisions of sec. 204 (e) ---------------------------- 11,642,040.86

See. 204 (e) of the bill amends sec. 710 ( ) (1) of the act as
amended by the excess-profits tax amendments of 1941 by adding
the following sentence: "For such purpose the excess-profits
credit and the excess-profits net income fo' any taxable year
beginning In 1040 shall be computed under the law applicable to
taxable years beginning in 1941."

Tie above provision appears to nullify entirely the credit
carry-over from 1940 of $2,692,2906.24, as follows:

Credit on invested capital of $115,285,802.67
for 1940 computed under the reduced rates
under the 1941 bill ----------------- $8, 120, 000. 19

Tentative excess-profits net
income for 1940 (as above) - $6, 530, 567. 98

Add: Income tax for 1940 not
deductible under the bill--- 2, 128, 996. 98

Tentative excess-profits net income for 1940
for purpose of computation as provided by
sec. 204 (e) of the bill ------------------ 8, 659,564. 90

Estimated unused credit for 1940 ------- None
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TilE AMEIIICAN ROLLING MILL CO.

Computation of consolidated income and excees-proflts taxes for the first
6 months 1911 (estimated), based on, revenue bill of 1911, H. 1?. 5417

After giving effect to provi. Before giving effect to provi.
sons of section 204 (e) of the sons of section 201 (c) of the
bill bill

Income Tax Income Tax

Consolidated net income for first 6 months
1941 ------------------------------------

Less: Dividends not subject to excess-pro-
fits tax .................................

Placed on an annual basis, $11,416,338.23X
12/6 ----.--------------------__......

Add: 50 percent of estimated interest on
borrowed capital for 1941 ................

Excess-profits net Income...
Deduct: Credit on invested capital....

Adjusted excess-profits net income
(annual basis) ....................

Excess-profits tax:
On $500,000. $500 00 .....
On 13, 751,681.84 11,059,385.60.__

14,251 681.84 11,559,385.60
Estimated tax at 10 percent under the

special rule, see. 201 of the bill, in
certain cases where invested capital
c re d it is u se d .... ...... . . . . . . . . . . . . .

Income placed on an annual basis (as
above) ..................................

Add: 15 percent of dividends subject to In-
come and defense taxes and to the new
surtax ...................................

Deduct: Excess-profilts taxes ...............

Normal tax net income ..............

Income and defense taxes and surtax: Com-
uted at 30% of $13,950,761.17 and
15,566,138.91 ...........................

Total taxes (annual basis) .......
Total taxes for first 6 months 1941

(estimated) .......................

NOTE.-Tho difference in tax on an annual
basis as above Is .........................

Proof:
60 percent of the loss on the carry-over

of $2,692,200.24 (see invested capital
sheet) is ............................

Less: 30 percent of $1,615,377.74 repre-
senting the benefit of the deduction
of excess-profits tax for normal taxes
and surtaxes .......................

$11,570,2906.03 ............... ..............................

153,058.70 ............... ................ ..............

11,416,338.2 3 ----------- _ -. ..... -----------... .. ..... ....

22,832, 676.46 ------------- , ...............................

368,750.00 ............................................

23,201,426.46 ----- _------ $23,201,426.46 ............
8,049,744.62----------- 11,642,040.86

14,251,681.84 ............... 11,559,385.60 ..............

................ $254,000.00 ................ $254,000.00
------.--------- 8,251,009.10 ................ 6,635,631.30

................ 8, 505, 009. 10 ---------------- 6,889,631.36

................ 400,000.00 --------------- 400,000.00

-------.--.--- 8,905,009.10 --------------- 7,289,631.36

22,832,676.46 ..............................

23, 093. 81 ---------------.---------------..----..........

22,855.770. 27 ------------ 22, 855,770.27 ..............
8,905.009.10 -------------- 7,289,631.36 --------------

13, 950, 761.17 ------------ 15, 566,138.91 ............

................ 4, 185,228.35 ................ 4, 669, 841.67

................ 13,090, 237.45 ................ 11,959,473.03

................ 6,545.118.72- -.............. 5 979,736.52

................ 1,130,764.42 ----------------...............

1.015,377.74

484,613.32 1,130,764.42 ...............



THE AMERIcm.- ROLLING MILL CO.

Illustrations of the aisadvantage to the American Rolling Mill Co. in i-rcome and excess profits taxes for the 2-year period of 1940 and 1941
compared with hypothetical cases in which higher earnings are shown to have been made. Due to the provisions of sec. 204 (e) of the revenue
bill the American Rolling M11ill Co. loses entirely the benefit of a credit carry-over from 1940 of $2,692,296.24

Case where earnings ire equal Case where earnings are in ex-The American Rollin Mill to credit on invested capital cesq of invested capital credit
Co. nlitMd in 1910. and same earnmt,% in 1940 by $2,M2,296.24 and

consolidated as American Rolling Mill les than American Rolling
Co's in 1941 Mill Co.'s by same amount

in 1(11
(1) (2) (3)

Taxes for 1940

Invested capital under 1940 act .------------------------------------------------. $115,285. 802.67

Credit on invested capital at 9 percent -------------------------------------------
Income before deduction of income tax --------------------------------------------
L ess incom e tax ------------------------------------------------------------------

8,659,564..96
2,128,996.98

E xcess p rofits n et in co m e ------------------- -- ------ ------ ---------------- -- ----- ---- -- --- -
Credit carry-over ----------------------------------------------------.------------................
E xc ss profits net incom e -------------------------------------------------------- ,---------------

Excess profits tax:
On$500,006 .. . . .. . . . .. ..--------------------------------------- M,000.00
On $2,192.296.24----------------------------------------------- $1,096,148.12 ---------------

Income tax (as above) -------------------------------------------------------------................

T otal taxes, 1940 ------------------------------------------------------------------ ---------------

Taxes for 1941
Invested capital -------------------------------------------------------------------- 127, 067,780.32

C redit com puted under 1941 bill ...................................................................
E xcess profits net incom e ---------------------------------------------------------

E xcess-profits tax -----------------------------------------------------------------
Tax at 10 percent under the special rule -------------------------------------------

$9,222,864.22

6, 50. 567. 98
2, 692.296.24

Z l2%99%.99 ---------

2,12.996.98 ---------------

8,949, 744.62 ---------------

23,201,426.46

14,251,681.84

8,505,009.10
400,000.00 --------------

8,905,009.10

$12- 202 060. 01
2, 979,195.79

$9,222,864.22

9,222,864.22

2.979,195.79
2,979,195.79

8,949, 744.62

23,201.426.46

14,251,681.84

8,505,009.10
400,000.00

8,905,009.10

$15.744,555.06
3,829,394.60

0~

$9,222,844.22

0

11,915,160. 46

2.692.296.24

I. 300.14. 12 -
3,829,394.60

---------------- 5,129.542.72

---------------- 8,949,744.62

20,509,130.22

11,559,385.60

---------------- 6,889,631.36
400,000.00

7,289,631.36

----- ---- ------.



Income before deducting excess-profit tax-----------------2 55 7 ~2,sm 0 6, 0Ddcexeprofts tax ................................................... 22, 55, r,70. 272,85r .27D,134.0
------- 8, 905,009.10 85,0 7,289,631.36

13,, 95, -O61. 1713, 950, 761.17 13, 950, 761.17 1,83 4.6Income and defense and surtaxes (30 recent) --------------------------- --------------- 4,185,22.35 4,185,228.352.67To ta txes , o 4 -nd-9-- ..- . --.. . .. . .. . .. .. ... . .. . .. . .. .. ... . .. . .. . --............... 3,862,152.80Total t 1941--------------- --------------------------- ----------- 13, 090, 237. 45Total income for 1940 and 1941 -------------------------------------------- ----------------- 15,219,23443 1 913, 4, - 3815- -------------------------------------------------------------- 31,515,335.23 ------------- 3, o.. 11, 151,784.16Percent of taxes to income for 1940 and 1941 1 --.... 31,5-5,-- -2,908,029.09N et incom e alter taxe 48.. . .. . . . .. 9. . . .. .. . 35,908, 029. 09Net income after t~~ixe--- -- ------------------- ------ -------- 482 -------- 454--------

Net income retained after taxes in excessof Amerca Roing Mill Co.,s 1---------- --------------- 16,296,100.80 ------- 48"4. 45.4
.S --------------------- ------------ 8,988,397.04-------------------- 45,66,0.34

--- --- --- --- 2,692,296.24 -- ---------- 19 3,6 , 02.2112.45 Percent (by which (1) exceeds (2)) of American Rolling Mill Co.' earnings for the 2-year period of 31.515,335.23 results in a higher tax to American Rolling Mill Co. of
Co7o729,1702.9.ecn b hc xees() fAeia oln Mill CO.'s earnings for the 2-year period of $31,515,335.23 results in a higher tax to American Rolling Mill

M

0
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APPENDIX A.-Excerpts from. the Congressional Record and the Congressional
Con n ittec Reports

SENATE RECOm) EXOERPTS

In the Senate on March 3, 1941 (Record, p. 1674) Senator George stated with
respect to H. R. 3531:

"I may say that the Senator from Nevada has taken, in my Judgment, a very
wise and liberal view of this amendatory tax measure. The amendment adopted
by the Ways and Means Committee and recommended favorably by the Finance
Committee simply remedies certain extreme hardship cases under the excess-
profits tax act. It has been agreed to by the Treasury, It has full Treasury
approval, It has the approval of the staff of the Joint Committee on Taxa-
tion * * *."

Senator Harrison stated (Record p. 1676)
"I may say that that matter was very important. In addition to allowing

mining Interests the right to spread the income over the development period,
the bill allows a 2-year carry-over for unused credits, special relief for growing
corporations and other relief for changes in the character of the business."

'At page 1676 Senator George stated:
"Let me point out the fact that It Is very helpful to mining companles-not

that the Senator from Colorado is interested only in mining companies-in that
it provides for a 2-year carry-over of any unused credit that a taxpayer may
have, whether he is on the prior-earning basis or the invested-capital basis. That
Is very helpful. Suppose that during those 2 years a corporation has had a
loss or did not earn anything, it had a basis, however, which would have given
It a certain exemption from the excess-profits tax. Suppose then that in the
3 or 4 years of its operation it had a large profit. In the taxable year the amend-
meit would give it the right to carry over 2 years of Its unearned (unused)
credit as against the profits of the year in which it had an abnormally large
profit."

Senator Harrison (Record, p. 1677) stated:
"I will now discuss briefly the main aspects of the bill:
"Section 2. The bill provides for a 2-year carry-over of the unused excess-

profits credit. The unused excess-profits credit for any taxable year is the
amount by which the excess-profits credit for such taxable year exceeds the
excess-profits income for such year. This provision will be extremely helpful
to new corporations and to old corporations undergoing a period of expansion.
It will be recalled that the Senate last year adopted a provision for a 2-year
carry-over of the unused excess-profits credit for any taxable year beginning
after December 31, 1939, In the case of a corporation 80 percent or more of
whose gross income is derived from mining or processing minerals or from
processing or otherwise preparing for market any seasonable fruit or vegetable
or any fish or other marine animal life. In the conference this provision was
eliminated and a substitute provided which allowed a 1 year ca'ry-over In the
case of a corporation, the normal tax net Income for the year did not exceed
$25,000. It was requested In the conference report that the Treasury and the
staff of the Joint Committee on Internal Revenue Taxation were to study this
limited carry-over with a view to Its possible extension. As a result of this
study the bill now provides for a 2-year carry-over for all corporations, regard-
less of the size of their net income."

The bill was passed (Record, p. 1680) and became law March 7, 1941 (Public
Law 10, 77th Cong.).

SENATE COMMITTEE REPORT EXOERPT

Report No. 75 of the Senate Committee on Finance, Seventy-seventh Congress,
first session, In outlining the relief to be afforded by H. R. 8531 stated among
other things the following:

The bill affords relief in the following situations:
"(1) It relieves the hardships which may be caused by the sharply fluctuating

earnings of many types of companies, the activities of which are dependent upon
business cycles, by allowing unused excess-profits credits to be carried over into
the 2 succeeding taxable years, thereby tending to level off the unusual effects due
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to rise and fall of income. In addition, the allowance of such an excess-profits
credit carry-over will be of substantial benefit to new corporations, and to old
corporations undergoing a period of expansion."

Report No. 146 of Ways and Means Committee, Seventy-seventh Congress, first
session, contains a similar statement.

HOUSE RECORD EXCERPTS

On February 25, 1941, speaking of the 1940 act, Chairman Doughton stated:
"The conferees had great difficulty in reaching an agreement upon that bill.

We could foresee that unpredictable Issues would arise, but we did not know
what their nature would be or how they would arise. So we provided for further
study of the subject and the pending bill is the result of the study that has taken
place between October and the present time." (Congressional Record, February
25, 1941, p. 1411.)

Speaking of H. R. 3531 (act of March 7, 1941), Chairman Doughton said:
"The present bill proposes no new tax, Imposes no new burden on anyone;

In other words, it does not raise additional revenue; if anything, it may actually
reduce the revenue slightly, but even if it does, we feel it is thoroughly justified
in order to give justice to the taxpayers,,beause tihe taxpayers, of course, are the
ones who support this Gpvernmnent." (Same'reforence.)

Still speaking of 1,. 1t. 3531, Chairman Doughtoil'4lso said:
"The bill therefoft Is not confined to a mere attempt to make section 722 fur-

nish a complet nfiswer to the problem. Many cases wereiound where the hard-
ship caused J the present excess-profits tax could be remedied by tile specific
provisions, ch as section 2, whbc4lglves a erry-over of 2 years of the amount
of excess-ptbfits credit not needed in the taxable year * *

Chairman Doughton is0 stated on the same occasion:
"The studies leading 'to thqi legislation were conducted by the Treasury staff

under tte supervision of. Mr. ;ulljvan,, Assistant Secretary of the,,ireasury and
by the'Ataff of theJoi~t. ppmMIttee o6i Internal Revenue Taxatij, under the
direction of Mr. Colin Stam, Chief f Staf. The joint recognitioij of these ex-
perts .were reduced to legiltlve fangung4 bt the legislative counsel of the
House, 1i0 !) 1,

"In till my experience wilegislatiloonpertalnd ftax matters .have never
know' anycomtee,.Qr any §teg, t Wvor more assiduously, cont tuously and
steadily on a problem than was gIvqt torthis bill in an effort to recommend
Amendments to carry out the original member of the bill. I am giaato say that
the staffs worked toeth r hot only assiduously but harmoniously, wnd they are
In perfect agreement as to', the policy outlined ilthis bill. Their recommendations
have beop fully and thoroughly considered by o hr committee, and ao a result this
bill has been approvedby the committee."

Still spadkng of the bill 3531 Cstein Dougiton continued (Record, p. 1413)
"I may say further that there is not a smell of qartlsanship~to this bill any-

where. It hines here wit a uninimo u report and every member of the com-
mittee has beenprosent, I belleVe at, at least, several of the sessions when the bill
was under conservation and when It was fully explained. They have acquired
full knowledge of tbe Import of this measure and It fhs toe unanimous support of
the committee."

Mr. Treadway (Recoi41,Ip4i 15) stated: ,

"The bill has the unanimous support t Republican minority on the com-
mittee. It Is not a tax bill but a relief bill; Its object Is to prevent hardships andInequalities under the so-called excess-profits tax. I want to say still further
that the House must remember this Is a bill prepared to carry out an Assurance
made In the reports on the original bill which became law In October 1IW0. We
Inserted In the conference report at that time the following language, relating
to the question of relief :

" 'It Is understood that the Treasury and members of the staff of tile Joint
Committee on Internal Revenue Taxation would give further study to the entire
problem covered by this section and will report to the appropriate committees on
the subject as soon as possible."'

Mr. Cooper (Record, p. 1418) stated:
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"This bill Is for the purpose of affording additional relief in hardship cases
where further study and consideration have revealed that more relief should be
afforded. After about 3 months' additional study and work It is possible to
bring this bill before the House today providing certain additional relief for
so-ealle(i hardship cases under the excess-profits tax bill of last year.

"With the Indulgence of the committee I would now like to enter into a brief
explanation of the principal provisions of the pending bill.

"Under present law corporations with $25,000 or less normal tax net income
are allowed a 1-year carry-over of unused excess-profits credit. Under the pend-
ing bill all corporations, regardless of size, are given a 2-year carry-over of
unused excess-profits credit."

The CHAIRfMAN. Mlr. Jaretzki. Will you give your name to the
reporter and state for whom you appear?

STATEMENT OF ALFRED JARETZKI, JR., REPRESENTING SULLIVAN
& CROMWELL, NEW YORK, N. Y.

Mr. .JAUETz IK. My name is Alfred Jaretzki, I ami a member of
the law firm of Sullivan & Cromwell, New York, N. Y., and am
appearing on behalf of a group of investment companies of the so-
called closed-end type.

In brief, what we are asking for is, in view of this increased tax-
ation. that we be relieved from the effect of double taxation on our
stockholders.

At the l)resent time, as a result of the application of the tax law to
these investment companies, the shareholder is required to pay, di-
rectly or indirectly, taxes at rates far greater than would be appli-
cable to him if he invested directly in the underlying securities.

The CHAIRMAN. IS this the old problem of the open-end com-
panies?

Mlr. JARETZKI. This is the problem of the closed-end companies.
The CHAIRMAN. It is the same problem?
Mr. JAIETZKI. Yes; the same problem. The increased tax rates

proposed only serve to accentuate this unfairness. My purpose is to
ask that the proposed increase in rates be applied in such a m-nier as
to rectify this unfair and burdensome situation; and I am certain that
this can be done by a few very simple amendments of the bill.

This is no new problem, but it is only with the passage of the
Investment Company Act of 1940, that there came a readiness to
remedy the situation. Specifically, the Securities and Exchange
Commission had been unwilling that relief be granted until the in-
vestment companies were subjected to Federal regulation.

The Senate Committee on Banking and Currency in reporting the
Investment Company Act wrote:

* * * it appears that the nature of these companies in many respects, con-
stituting a conduit for distribution of income to the smaller investor, is such
that they should not be subjected to the same type of taxation as the ordinary
business corporation. This has already been recognized in respect of certain
classes of open-end companies which receive special tax treatment under exist-
ing Federal tax laws. The record before the committee Indicates that the tax
problem Is acute with respect to closed-end companies of tihe type classified In
this 1)1i as "diversified." If this [)III is passed, the committee believes that the
tax problemm of these companies should receive prompt consideration.

In line with the foregoing, diversified investment companies-those
are the companies I am representing-were exempte( from the
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excess pi'ofits tax of 1940. But the problem of affording relief under
general corporate taxes was postponed until 1941.

At that time we, were told it was inappropriate to go into the gen-
eral subject and it could be taken up in the next year's bill, which is
the present bill.

The diversified investment company is designed to afford the small
investor an opportunity to pool his resources with those of others for
the purpose of obtaining a proper diversification of risk and the bene-
fit of expert investment management. The studies of the Securities
and Exchange Commission show that there are ai estimated 1,500,000
security holders in investment companies of all types; that the average
value of the common stock held per stockholder in 1935 amounted to
only $1,774; and they show that approximately one-half of the coin-
mon stockholders of investment companies hold stock with a value
of $500 or less.

I point this out because it indicates it is the small investor that
holds the stock of investment companies.

These studies indicate that the typical shareholder in investment
companies is one whose personal income tax under the law as it now
exists would range from 4.4 to 8.8 percent and whose tax under the
present bill as passed by the House would range from 4.4 to 16.5
percent.

Now, under the existing method of taxation this individual is re-
quired to pay a high price in Federal taxes for the privilege of in-
vesting through an investment company, in comparison with the indi-
vidual investing directly in the stocks of the underlying companies.
The individual invesor is taxed only once on the earnings on his in-
vestments, and is entitled to a reduced rate of tax in the case of long-
term capital gains. 'The investment, company stockholder, onl thle other
land, will first have to bear a corporate tax of 30 percent onl the
earnings on inv(stmnents, apart from dividends which are only taxed
in part, and again pay a tax when those earnings are distributed to
him as a dividend; in addition neither the investment company nor the
stockholder is entitled to any reduced rate of tax on long-term capital
gains.

For example, if an individual whose effective personal income tax
rate is 15 percent sold stock of an industrial company which lie had
held for more than 2 years at a profit of $1.000 he would pay a tax
of $75 and would retain $925. If lie had invested in the stock of an
investment company and the company held similar stock and sold it
for a similar gain of $1,000, the investment company would pay
initially a Federal income tax of $300, leaving only $700 of the proftt
to be distributed to stockholders. When the company distributed the
$700 as a dividend to the stockholder, lie would pay a tax of 15 percent,
or $105. Thus the stockholder in an investment company would bear
a tax of $405 and retain only $595 out of the $1,000 profit as against a
$75 tax and a $925 retention on the part of the direct investor.

The proposals which we advocate are designed to eliminate as far
as possible the discrimination now existing against investment com-
pany stockholders by imposing upon the company and the stockholder
a tax burden comparable to that now borne by a direct investor.

Senator DANAHER. What would be fime same tax to an investor in
tn open-end company?
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Mr. JAREZKI. He generally pays substantially the same tax as the
individual who invests directly.

Because we have endeavored to propose changes which would have
the merit of simplicity the amendments would still leave the invest-
ment company stockholder at some tax disadvantage compared with
the direct investor, but these, we believe, would be reduced to a
minimum.

It is not possible to treat these companies exactly as open-end com-
panies because there are other problems, but we attempt to make them
approximately the same.

Briefly stated the aindments are as follows:
First, apply to investment companies the provision now in effect as

to capital gains on securities held by individuals, namely that only 50
percent of a capital gain or loss on the sale of securities held for more
than 24 months, or 662 percent in the case of securities held between
18 and 24 months, be taken into account in computing net income of
these companies.

Second, extend to diversified companies the principle as to credit for
dividends applying to so-called mutual or open-end companies since
the Revenue Act of 1936. Specifically, provide that if a diversified in-
vestment company distributes 90 percent or more of its ordinary net
income, the corporate income tax shall be imposed upon the net in-
come remaining after deducting dividends paid to stockholders.

In other words, the corporation would oly pay a tax on so much of
its income as it didn't distribute to its stockholders.

Senator CONNALLY. You mean, it would be exempt from the normal
tax on the theory the stockholders would pay a tax on their dividends?

Mr. JAR'rZKI. Yes. These mutual companies-
Senator CONNALLY. Well you are not a mutual company.
Mr. JARTZKi. These so-called mutual companies-that designation

does not mean they are nonprofit.
Senator CONNALLY. I realize that; I think there is a lot of fake in

some of them.
Mr. JARiETzKi. The point is that the open-end companies got this

treatment in 1936; we haven't. It is perfectly true that the ordinary
business corporation or industry corporation has this double taxation.

Senator CONNALLY. And the bank has it 9
Mr. JARrZKI. Yes.
Senator CONNALLY. And you are competing with banks?
Mr. JARETZKI. No, sir. We are competing with the individual in.

vestor.
Senator CONNALLY. You are competing with banks and trust com-

panies?
Mr. JARETZKi. No.
Senator CONNALLY. Well, you buy and sell securities?
Mr. JArETZKI. We are an investment company, investing in securi-

ties. The stockholder buys stock and in so doing he pools his indi-
vidual funds with those of others, and by so doing, is able to get a
wider diversification than otherwise he could.

Now, the whole question is whether this typb O f company can sur-
vive if it has to pay this tax. it is perfectly true that other companies
do, but we believe the Securities and Exchange Commission have come
to the conclusion that investment companies cannot survive if they
must pay this tax.
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The CHAIRMAN. Have they made any such announcement?
Mr. JARMrzKI. No, sir.
The CHAIRMAN. The Security people appeared before this commit-

tee, I think last year, or was it the last year or the year before.
Mr. JAM rzi. Several years ago before the passage of the invest-

ment company act, the S. E. C. took the position they were opposed
to any amelioration of our situation so long as we were unregulated.

The CRAIRMAN. They stated they were making a study to see if you
were not entitled to comparable tax treatment.

Senator BiowN. That was last year.
The CIHAIMAN. And they did recommend an exemption of your

type of company?
Mr. JARL-rzKI. They did; they naturally don't want to voluntarily

appear and urge this thing but I feel, if they were asked, they would
make such a recommendation.

The CHAIRMAN. The chief distinction with your type of company
and the chief reason you cannot come tinder the law, is your stock-
holders have not the right to redeem their stock?

Mr. JARETZKI. That is right; that has disadvantages and advan-
tages. These open-end companies where the stockholder has the right
to redeem at any time at the liquidating value, that is an advantage,
but the disadvantage which the Securities and Exchange Commission
recognizes is that there is, tinder such a practice, a constant flow of
liquidations and in order for the organization to survive, it must con-
stantly continue to sell its stock and open-end companies are, there-
fore, in the business of distributing their own stock, whereas tile
closed-end companies are not.

And that has its disadvantagess, and the records show, on investi-
gation of the S. E. C., that there is no better performance record for
instance, on the part of the open-end than on the part of the closed-
end companies. They have stated that there is no reason why one
type should be preferred at the expense of the other.

They have always taken that position, but were unwilling, until we
were regulated by the Federal Government, to stand behind any tax
advantages to investment companies as a group. Now we are subject
to Federal regulation, and I know, because Ihave discussed with
members of the Commission and members of their staff, they are pre-
pared to support a proposal for tax relief, and I think, if asked to
appear, they would support the changes I urge.

Senator CONNALLY. You mean exemption from the normal tax?
Mr. JAimrzKI. Yes.
Senator CONNALLY. You think the S. E. C. would favor that?
Mr. JARLVZKI. Yes.
Senator CONNALLY. Let me ask you this question: Your business is

based on the theory that a number of individuals, by pooling their
buying power and purchasing stock in these investment companies,
thereby acquire a more diversified list of securities, or an interest in
them than would be possible if purchasing directly?

Mr'. JAi? mZKI. Yes; that is true.
Senator CONNALLY. Do you buy on the stock exchange or over the

counter?
Mr. JAR rZKI. Mostly on the stock exchange.
Senator CONNALLY. You operate on the exchange?
Mr. JARErZKi. Yes.
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Senator CONNALLY. And what you make goes into your company
and then is distributed out to your stockholders?

Mr. JAIE'rZKI. Yes.
Senator CONNALLY. What difference is there between you and any

other people who operate on the stock exchange?
Mr. JARErZKT. Well, if a person ol)erates directly on the exchange,

they would pay this tax amounting to $75, whereas'operating through
investment companies, they pay a tax of $405.

When I say "operate," I am using your language, but I do not
mean "operate" in the normal sense; these are investment not trading
companies.

Senator CONNALLY. You trade; you buy and sell?
Mi'. JARErZKI. We buy and sell the same as any individual. He

may buy some shares (;f United States Steel today and 1 year or
2 years or 3 years or 6 months later may decide lie wishes to have
something else. He doesn't trade in the sense of the person who buys
and sells securities every day.

Senator CONNALLY. How does the trust or officers get compensated;
you just pay the officers out of the net profit; you don't get any com-
missions?

M'. JRErzic. That is correct, sir.
In order that the provisions of the statute regarding cal)ital gains

may extend to the investor through an investment company as well as
the direct investor, provision should also be made that after all other
net income of the taxable year of an investment company has been
distributed, any distribution out of net long-term capital gain realized
by the company in the taxable year shall be taxed to the shareholders
as long as long-term capital gain.

Third, exempt diversified investment companies from capital-
stock tax and declared-value excess-profits tax. This combination
of taxes has no sound or logical application to these companies.
For, as applied to a company of this type, the tax depends largely
upon the capital gains which the company may happen to realize, ana
in substance imposes upon the company the impossible task of predict-
ing 3 years in advance what may happen to security prices and what
occasion the company may have to change its investments during that
period. Such a problem does not exist in the case of ordinary busi-
ness corporations where the realization of capital gains rarely occurs
in substantial amounts. This principle was recognized by Congress in
1940, when diversified investment companies were exempted from the
operation of the excess-profits tax then enacted. The reasons for that
exemption apply especially to this proposal.

Fourth, amend section 102, which imposes a surtax on companies
improperly accumulating surplus, so as to exclude long-term capital
gains from net income of a diversified investment company for pir-
poses of that section. Sound policy frequently requires that these in-
vestment companies retain long-term capital gains realized during
an advancing market in order to offset inevitftble losses incurred in a
falling market.

There is no danger that these public companies would be used for
purposes of tax evasion, because no one would attempt to avoid suir-
taxes by organizing or participating in a public investment company
in order to save a maximum individual tax of 22 percent on long-
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term capital gains, while incurring a 30-percent corporate tax oil
such gains.

To summarize in a few words-the stockholders in these companies
are fully prepared to bear their share of the added tax burden called
for in the existing emergency, but strongly urge that the existing
discrimination between them and the direct investor, and between
then and the investor in the open-end companies, be removed so far
as practicable.

I may add that I have discussed this matter over many months with
representatives of the Securities and Exchange Commission and I am
confident that the Commission, if its opinion were sought by this coin-
mittee, would support the substance of the proposals I have made.

Senator CONNALLY. May I ask one question? Are you contending
that the investment company should not pay any more than the
individual investor?

Mr. JAIEZKI. Not quite, sir. I am saying in effect that if the in-
come passes through to the individual stockholder, the company
should not pay a tax at all; the stockholder should pay the entire tax
the same as if he was making a direct investment.

Senator CONNALLY. You say the ordinary man would pay $75
in that, case?

Mr. JE'TZKI. Yes.
Senator CONNALLY. And you want each of your stockholders to

pay $75?
Mr. JARrzKi Yes.
The CHAIRMAN. In other words, you want to be treated as an

ordinary trust?
Mr. JAJETZKi. That woul be so.
Senator BAILEY. Shouldn't you make a distinction between your

closed-end investment company and other coinpan ies which have cap-
ital gains? If you make thait distinction, you will probably make
your case good.

Will you make that distinction in the record? Here is an ordinary
corporation that owns some stock and bonds that go up in value and
they sell them and carry the proceeds, if any profits were realized,
and sooner or later the stockholders get dividends the same as any
other taxpayer; otherwise there are two tax payments, one by the
corporation and the other by the individual. You are contending in
your case that there are two taxes on one profit and it is incumbent on
you to show the distinction between the closed-end investment trust,
making a capital gain which you know is to the profit of the stock-
holder or certificate holder and the corporation which makes a cap-
ital gain in the customary way.

Now, you make your distinction and show wherein this is a trust,
distinctively a trust, and my stock in the corporation is just all invest-
meit; thenI think you have made a good point.

Mr. JnrrZKI. Because of the limited tiiie,. I have neglected that
point. You call my attention to an omission in my statement which
I would 'like to clear up.

The CHAIRMAN. You may supplement your statement by putting
in the record anything in writing you desire.

Mr. JAiRnrzKL Thamik you.
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The distinction is this, that, in the ordinary industrial company, a
capital gain of the kind of which you speak is a rare event and there-
fore of not much importance; it doesn't happen every (lay. If the
stockholder pays a second tax on that, it is not so serious, but, with all
investment company, it is a continuous process, happening all the
while. During years of declining prices he suffers these losses con-
stantly.

Senator BAILEY. The investment trust holds in its portfolio shares
in trust for those who participate in the trust by way of owning
certificates or stock?

Mr. JAnLr'zKI. Yes; that is right.
Senator BAIEY. A corporation doesn't do that; a corporation holds

its stocks, bonds, and properties for the purposes of carrying on the
general business, and stock and bonds are held only secondarily for
the stockholders.

Now, you don't have any bonds?
Mr. JAMrzKI. No, sir. Some companies do have an outstanding

bond indebtedness, but that is not usual.
Senator BAILEY. Let us take another illustration: Suppose I am

the guardian of five children and I have to invest their funds' I have
a hundred thousand dollars. The tax is on the income of the chil-
dren; the guardian would not pay it.

Mr. JARm'ZKi. That is right.
Senator BAIEY. Well, then, tell us your distinction.
Mr. J.\nLrzKI. You have pointed to the substance of the distinc-

tion; technically, it is not exactly that. I was a little slow in picking
upyour thought, but you have the substance of the distinction in
what you have just said.

Senator BAILEY. You pay, as matters now stand, two profits, two
taxes on the assets of the trust company's stockholders.

Mr. JARm'zKr. Put it another way: Individuals have the oppor-
tunity of becoming stockholders in United States Steel or some other
industry enterprise in which they can only afford a few shares or
diversifying by purchasing shares in an investment company; yet,
if they purchase in the latter, although it is deemed to have benefits
which are sound, if they have to bear this tax, they just cannot do it.

Senator BAILEY. But go back to me as guardian or trustee holding
realty: I pay one tax; you don't expect my ward to pay a tax, too?

Mr. JARmzKr. That is true.
Senator BAiLEY. That is why you should draw your distinction.
Mr. JAnETZK1. Yes. May I adopt the Senator's suggestion and in-

corporate it in the record as though it were my own?
Senator CONNALLY. Mr. Chairman, in connection with this matter

of investment companies, I want to ask a question or two.
You are a lawyer, are you not?
Mr. JARaMzKI. Yes.
Senator CONNALLY. I have some letters here I want to put in the

record about this kind of situation. Are you familiar with Higglns
v. The United States, by Justice Reed, volume 61, Supreme Court
Reports?

Mr. JARM'zKI. Yes; I am familiar with that.
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Senator CONNALLY. With United States v. Pine, by Mr. Justice
Black, and also with United Statea v. Helveri'g, also in volume 61 of
Federal Supreme Court Reports?

Mr. JARETZKI. Yes.
The CHAIRMAN. May I say to you, Senator Connally, that the Treas-

ury is proposing in the bill dealing with administrative and technical
matters to deal with that exact situation ?

Do you want to put that in the record?
Senator CONNALLY. I can withhold it, but I want counsel, Mr. Stearn,

to see it and give it some consideration. Under this statement, an
executor is not allowed to deduct an expense of the estate from the
income; whatever expenses he incurs in handling property for an es-
tate are not deductible. It seems to me that is a very unjust thing-
not allowed to deduct the expenses. A man on a farm, for instance,
must report in full his income without deducting expenses.

It seems to me terrible injustice.
The CHAIRMAN. As I understand that decision, it is on the language

of the statute, that the executor was not engaged in business; there-
fore, he could not deduct it at all.

Senator BAILEY. I was rather impressed by the statement of one of
the witnesses that if we passed an act on a germane subject, imposing
a new tax, for instance, on some food or drug sale, on which there had
been a tax and former rulings and court decisions interpreting the
same had been made by the Department or court, we would have been
held to ratify or reaffirm that interpretation. I don't think it is the
intent of Congress to make that assumption; but if it is, I think we
should put some reservations in our bill.

The CHAIRMAN. Well, they apply that rule only in cases where the
rule or regulation has been relatively of long standing.

Senator BAILEY. I think that would be all right; )ut where it is to
be considered that we acquiesce in every one of these rulings I don't
think we have the information, in many instances, of what tile regu-
lation is.

The CHAIRMAN. It is on the theory of intent, the intent being not
to disturb the existing interpretation.

Senator CONNALLY. Where a statute is reenacted, you assume, when
you pass it the second time, you assume that you adopt the decisions
of the court and administrators in their interpretation.

Senator BAILEY. That is on the theory we are familiar with all the
regulations?

Senator CONNALLY. I am not quarreling with that statement of
yours that there should be some reservation to that.

The CHArRMAN. We will recess until 2 O'clock-
Senator CONNALLY. Under excess-profits taxes, I would like to have

this letter from the Houston Post in the record.
THE HOUSTON Posr,

Houston, Tex., Augu8t 21, 1941.
Hon. ToM CONNALLY,

Member, Senate Finance Committee,
Washington, D. C.

DEAR SENATOR: I had planned to be in Washington during the hearings on
the Revenue Act of 1941, as passed by the House of Representatives and now
being considered by the Senate Finance Committee. Having been unavoidably
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detained at Houston, I wish to present to the committee my opinion on that part
of the act lertainlng to the tax on excess profits and Its effect on corporations
who at this time find themselves heavily encumbered with debts with large
annual amortization of this indebtedness contracted in prior years.

My suggestions as to revision In the law governing tie tax oii excess profits
are us follows:

Under the present law only upon one-half of capital, as evidenied by borrowed
( money, are you allowed to earli8 pereent without being sublect to the excess-

profits tax. It s(els to me, mid in my exprlenee with illy owi company, I am
being diserliated against by being allowed to earin 8 percent on only one-half
of the borrowed money before computing excess-proifs taxes.

My company owes substantial debts contracted several years ago with large
annual amortization payments over a period of 10 years. The provision above

imentloned materially affects earnings available for the payment of these debts,
anld with the provision as now Il tie law I will have a very (lillicult problem il
meeting the ailtlmal alnortizatillon l)aymllltS an(1 keep the company ii sound finan-
ii111lonitio. I see no reason why debts honestly 1made, and where there was a

real need for liking samic Ill the operation of it business, that you shoul not
be allowed to earn 8 percent oil all suh debts before computing excess-profits
taxes.

I have anotlir serious financial problem with my company which Is brought
about by tlhe aggregate of lnorlnlil taxes, excess-proflits taxes, and amortization
o1 debts being III excess of illy net Income, an(1 it seems to le(, tlat some pro-
vision should be ulade in the law for i taxpayer who does not have suillelent
earnings to pay his debt amortization, his normal incolie tax, and excess-lrolits
tax, lld I suggest that lit such ii emse, where the normal Icome tax and tlke
excess-profits lax, 1lhs tlhe contracted amorltization oil debts created prior to
Jiuary 1, 19-11, is greater than the taxable income, then a taxpayer shall be
entitled to a credit upon excess-profits taxes to such extent that the aggre'gate of
lorlmnal Ilcole taxes, excess-proflits taxes, and fixed llnortizatilol will not be
greater than the taxable Income of tie taxpayer.

I believe that many corporatios will find themselves Ill this position, for In
colltracting debts several years ago no reasonable ili1esSiliatl anticipated that
his income tax ald(1 excess-profits tax would constitute suich a large part of his
illcollie, and I believe that 1ma1ny corporations today, under the high normal
taxes a1(1 the excess-prolits tax, will lIe paying out in tlhe way of taxes such a
large amount that they will not have enough income left out of earnings to meet
fixed payments o their debts contracted I0 prior years.

If Permissible, will you be good enough to place this letter ill the record of coin-
Illittee meetings?

Yours very truly,
(Signed) W. P. 4lonl1y, President.

(Thle following statement was ordered incorporated in the record :)

STATEMENT OF FlRo BlNcKMAN, WASHI INOTON I EPIIESFNTATIVF OF TIlM NATONAL.
GRANGE

Tie National Grange recognizes tlie fact that our lltioal-defense program calls
for ieavy increases iii taxation. Su(h lew taxes s llly be Ilmlposed In this ('on-
nletlill shoul be levied i1s filliy and equitably is lossill. 'I'hlese levies should be
of such it character as not to destroy our system of lI infvale eiaerprise upon which
tie security a11 well-being of tlhe Nation so greatly depends Ill tile emergency with
wilih we are now confronted. Oim the other hiand, no person should lIbe allowed to
make any inordllat profits, nor sliould taxes lie levied for rely litive

We believe that the House acted fairly and wisely Ill deeihing not to Iicrease the
existing Federal tax of 1I/! (enlts per gallon on gasoline, and we trust tile Senate
may aigree with tile House i this Inatter.

The highway user of the country are already paying their full and proporthoate
share of till gelleral taxes. In addition to that, they are conltribluting in round
figures abmut $2,)0.000,003 a year Ill special highway taxes of various kinds,
Federal. S'ate, and lo(al. This sunm is alpproximnatly equal to 14 Iereent of tile
total revenues accruing to all the units of government II the Unlited States.
toi'hly spe'nking, State 011d local taxes oil higliway transportatlon alll)lllit to

$1,5()0OIN0,(00, while tle Federal Government is collecting iibout $500,0tX),000 a
year from this source.
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State taxes imposed on gasoline now average 44/1o cents per gallon. The exist-
Ing Federal levy of I%. cents per gallon brings the total to 5t,"1e cents. Adding
another cent per gallon for Federal purposes would bring the average total to
0'0Ito cents per gallon. At the present retail price of gasoline, this would represent
it sales tax of more than 50 percent.

AGRICULTURAL AND MOTOR TAN8PORTATION

So far ias agriculture Is concerned, motor transportation uitder miodern condl-
tions is not a luxury but n absolute necessity. More Iha 1,OU),0(XH) notor
rucks, or about one-fourth of the coitry's total, art owned mnid operated by

farmers. A recent survey discloses the fact that with ite ibaidonmeiit of niany
Irancli lhtes of raillroads that fire no longer lrofitable, there tre ilbout 48,0(10
('(ltmunities throughout the United States that are entirely (hliedenlt upon high-
way transportathIon,

Tle farmer must have his jotor-velilele facilities, and 1w does not feel tihat
his use of the highways Is a proper 11nd adequate measure by which to detertivi
his contribution toward the cost of national defejise.

Some ilea of the ilnportance of the motor vehicle to the Anmericat farmer
may be gained from the records of the United States Departncnt of Agriculture,
which show that approxinately 27 percent of the butter, 31) percent of lhe eggs,
05 percent of the poultry, 40 percent of the fruit til( vegetables, 62 percent of
ti1w cattle, 61 percent of the calves, 68 percent of the hogs, 29 pere('et of the sheep
fi1(d hitinlbs, and 50 percent of the mules and horses are now moved from farm to
market by truck.

When the revemes derived front gasoline taxes are expended lit improving fill(]
nailntailg the highways, there can be no legitlliate criticism. however, It iliist
be kept lit mind tlthat 1uIn1 of tile gasoline ilirchtsed by farmers Is used for plow-
ing, harrowing, thtreshing, fillhig silos, pumping wtter, olrtting spraying nia-
chinery, sawing wood, gridhbig feed, aid for other purposes iltit do not Involveany use of time highways. Mamy States properly refund ihe tax to farmers oit

gasoliiie used it such ways as have been enumerated. Other States do not iake
these refunds. So fmtr as the Federal tax oil gasoline is cowice-ied, no refunds
whatsoever are male. To Increase the Federal gasoline tax woul, therefore,
result iII increasiig the faritier's cost of production.

The cost of transportation constittites the biggest single service charge hat
agriculture hIts to pity. The Imposition of tnit adltionIal Federal tax of 1 cent
per gallon on gasoline woull make present excessive transportation (osts on
farm comodlties Just that much higher. This would Ile true of the mor(
than 1,010,000 trucks operated by fitiers themselves. It would likewise be
true of common aind contract carrier trucks thmt transport the products of the
farm, ftnd which haul supplies costined on the farm.

The owners of commtnoti and contract-carrier trucks will naturally speak for
thmeselves. But it is only fair to say with respect to them tlt they are
etigaged lit a highly competitive business. Tite exhaustive study made by
former Federal Coordimnator of Transportation Joseph 11. Eastman shows tihat
hilghivay users are paying their fair share of hIghway costs i(] more. 'ie
Eastman report, made public about 2 yeats ago, indicates that trucks its distit-
gtished from passenger cars tire paying more thni their share of tile cost of
improving and maintaining our highways. Asstinig the correctness of these
1hiuug , it would be Just as logical to place a special tax for defense purposes
oI the coal consumed by the railroads is It would be to place a special tax
for defense purposes ott gasoline.

The Intrusion of the Federal Government Into the gasoline-tax field cinntot
be regarded as legitimate. Such appropriathos its the Federal Goverumelit
has made for highways can till be Justified from the stands ilnt of national
defetise, to facilitate the transportation of tim malls, and for other purposes
benefiting till the people alike.

SOUJWES OF HItHWAY FUNDS

By ftir the major portion of the funds that have been expended for the
Improvement of our highways lius come from State, county, illd local sources.
Frofmi 1917, when the Federal Aid IIhgilway Act took effect, unitil 1939. the States
expended $16,695,397,000 for roads. Durhg the same period county itnd local
expenditures for roads amounted to $12,980,000,000, making a total of $29,-
675,397,000.

01977-41-80
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During the years in question, Federal expenditures on highways, which were
supervised by the Bureau of Public Roads, now the Public Roads Administra-
tion, amounted to $3,225,020,160. It should be noted that this Includes the
money spent for the elimination of grade crossings, forest roads and trails,
and national-park highways.

In addition to this, from July 1935 to June 1940 the Works Progress Admin-
Istration spent $2,931,738,000 on highways, roads, and streets.

Public Works Administration grants for streets and highways from July 1933
to June 1940 amounted to $641,133,429.

The total of all these Federal expenditures aggregated $6,797,8D7,595, of which
$4,757,046,318 was for relief.

The primary purpose of the relief expenditures was to supply work for the
unemployed. In fact, in appropriating emergency relief funds for roads, Con-
gress expressly stipulated in awarding contract in this connection that as
much hand labor as possible should be employed.

In support of the proposition that the gasolin,) tax properly belongs to the
States, It should le kept in mind that under the federal Aid Highway Act, the
funds appropriated by Congress all go for construction. The cost of main-
taining these roads devolves upon the States.

Further than that, the States and their minor subdivisions have Issued high-
way bonds in large amounts, and they are depending principally upon the
revenues derived from the gasoline tax to pay off these bonds as they mature.
As of January 1, 1938, the latest reliable figure; available show that the total
outstanding highway bonds of the States amounted to $1,931,370,000. Of this
total, bonds valued at $466,387,000 were Issued lo reimburse counties for roads
that were originally built from the proceeds of county bonds. County and local
highway bonds outstanding as of January 1, 1940, have been roughly estimated
at $1,0000000,000.

These figures prove conclusively that the gasoline tax belongs to the States.
While everybody recognizes that the revenues of the Federal Government must
be greatly increased to meet the costs of national defense, we cannot lose sight
of the fact that our State and local governments must likewise be supported and
maintained. That the tax policies pursued by the Federal Government during
recent years constitute nothing less than a throat to the sovereignty and inde-
pendence of the States, drying up the sources of revenue upon which they must
depend to finance their activities, cannot be denied. The best hope of preserv-
Ing our democracy lies in preserving the independence and sovereignty to the
States, and this cannot be done by pursuing policies of taxation that will grad-
tally to reduce the States to Impotency and ban ruptey.

STATES MEMORIALIZE CONGRESS

The legislatures of half the States, fearing that the intrusion of tie Federal
Government into a sphere of taxation developed by the States to provide funds
for road improvement may have serious consequences on State financing, have
memorialized Congress to withdraw from the field of motor-fuel taxation. Con-
gress should certainly heed the voice of the elected representatives of the
States in this matter, because they speak for the majority of the people of the
Nation.

In considering ways and means of raising by current taxation as large a pro-
portion as possible of the funds needed to def'ay the cost of national defense,
it appears to be necessary to broaden the tax bise and to fairly and Judiciously
lower the exemption on Incomes. As we have already indicated, no one shw''
be allowed to make any undue profits, whether from defense contracts or in
regular line of business. We do not want another crop of millionaires such
was spawned by the First World War. Congress can take care of this situa-
tion by properly graduating the tax on personal incomes, the corporation income
tax, and the excess-profits tax.

In view of the situation with which we are faced, the nondefense expendi-
tures of the Government should be held to the lowest possible minimum, with-
out sacrificing any really essential public service. It would be grossly improper
and unfair to impose back-breaking taxes upon the people, with the Government
squandering public funds to maintain supernumerary employees on the pay
roll, or in promoting projects that are nonessental, and which do not contribute
In any way whatsoever to the cause of national defense.
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The CHAIRMAN. We will now recess until 2 o'clock.
(Whereupon, at 12: 35 p. in., this hearing was recessed until 2 p. in.)

AFTERNOON SESSION

(Pursuant to adjournment, the hearing was reconvened at 2 p. in.)
The CHAIRMAN. The first witness this afternoon is Mr. Ralph Mul-

ligan.

STATEMENT OF RALPH C. MULLIGAN, WASHINGTON, D. C., REPRE-

SENTING THE NATIONAL COAL ASSOCIATION

Mr. MULLIGAN. Mr. Chairman and gentlemen, my name is Ralph C.
Mulligan. I reside in Washington. I am appearing as counsel for
the National Coal Association which com rises, either through direct
membership or through the affiliation of district associations, most of
the companies engaged in the mining of bituminous coal throughout
the Nation; and may I say in that connection that bituminous coal
mining is carried on in at least 26 States, that it is one of the Nation's
great basic industries with operations that involve an annual turn-
over, including transport and distribution, of upward of $2,000,000,000.

The National Coal Association has been in existence about 25 years
and is truly representative of the industry. Its principal office is in
Vashington-804 Southern Building.
I am here to present for the consideration of this committee, pur

views with respect to a provision of the House bill, the effect of which
is to impose upon the corporate taxpayer under certain circumstances
an additional 10-percent tax on part or possibly on all of its net profits
in 1941 and thereafter.

I refer to title II, section 201 of H. R. 5417 which amends section
710 of the. Internal Revenue Code. The paragraph to which we take
exception is numbered (2) and is entitled "Special rule in certain
cases where invested capital credit is used."

I shall be brief, having in mind that persuasive testimony on this
point has been presented previously to this committee and that several
witnesses from our industry are scheduled to follow.

Let me preface my discussion of this 10-percent penalty provision
of the House bill applicable to corporations, which either from choice
or from necessity, measure their net income by the yardstick of return
on invested capital, with the declaration that the producers of bitu-
minous coal recognize the impelling necessity for increased Federal
tax levies as an aid in financing the gigantic national-defense pro-
gram.

I have not been asked to come here to oppose or protest a stepping
up of the taxes on the profits of business corporations or upon indi-
vidual incomes so Iong as whatever upward revision Congress ap-
proves is equitable and not discriminatory in its application, and is
not punitive in character, and does not defeat its ends by prostrating
production.

This committee and the Congress may rest assured that those en-
gaged in the production of bituminous coal are ready and willing to
make necessitous sacrifices for the Nation's safety in the present emer-
gency. 'hey foresee very great sacrifices on the part of all business
and every citizen.
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If ti producers of bituminous coal, after long years of unl)rofitablo
operations, of annual deficits running into hundreds of millions of dol-
lars, are now enabled by (lint of their own efforts or through the stabi.
lization of prices which was the goal of the Coal Conseirvtion Act of
1937, to operate on the black side of the ledger instead of the red-ink
side, they will not grumble about the taxes on their profits provided
the percentage of their profits which they are called U)on to yield to
the Goverinent is no greater than is required of other and more favor-
ably situated business enterprises.Everyone who is conversant with the Government's fiscal picture rec-

ognizes the pressure that is upon this committee to explore every pos-
sible source of revenue and to leave no stone unturned.

But our argument in opposition to the 10-percent-penalty tax em-
bedded in this so-called "Special rule in certain cases where invested-
capital credit is used" rests upon the premise that fiscal exigencies of
the Government, the legislative responsibilities of the Congress, and
lie task of this committee in an ul)ward revision of the taxes upon cor-

porate ilicome al l)rofits, fhords no just ificatioi for resort to discrim-
inatory or punitive taxation.

I am sure this committee desires to deal justly, and I am confident
that if you reach the conclusion that this 10-percent-penalty provision
is unjust and discriminatory, you will strike it out of the bill.

I am confident that an ope'i-minded examination of this provision
can lead to no other conclusion.

The discrimination would apply to all companies Nhich during the

l)er)io( 1935 to 1939, inclusive, slowed earnings of less than 8 percent
of invested capital. This was certainly tie case with most of the com-
panies engaged in the production of coal. They are among the con-
spicuous victims of this proposed "special rule.

In practical application, this proposed special tax reaches only cor-
porations with no earnings or small earnings during the base period.
It is to be imposed upon them solely because during the base period
they were unable to show substantial earnings. It is to be imposed,
even though the company this year fails to earn as much as 8 percent
oil its invested capital.

This penalty provision in reality has nothing to do with the taxation
of excess profits-profits above 8 percent, or 7 percent on invested capi-
tal, which the pending bill purports to allow.

If any of tile l)roducers of bituminous coal succeed in making excess
profits, let. these profits be taxed oil the same basis with every other
business. But let's not tuck into the excess-profits-tax section of the bill
a hidden joker at the expense of companies that are just now mov-
ing out of the red and into the black. Let me illustrate the working of
tills special rule.

Coal company A earns, say, 7 percent on its invested capital this year.
Its earnings in previous years have been equally good when measured
against its invested capital. It makes its tax return next March and
pays whatever income tax the law imposes.

Coal company B earns, say, 7 percent oil its invested capital this year.
Its earnings in the base period 1938-39 were zero or a deficit. It makes
its tax return next March and pays whatever income taxes the law
imposes-and then, if this 10 percent penalty tax provision is enacted,
company B will pay an additional 10 percenton its net profits this year.
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We submit that this is discriminatory aid discriminates against tile
weak and in favor of the strong. It puts an extra tax load omi the com-
pally that is struggling for a come-back. A provision of this character
will be particularly prejudicial to the producers of bituminous coal
because so many of their are in this very category of companies that,
after years of losses, are now struggling to make a come-back and now
see a prospect of breaking even or making a moderate profit.

I shall not take the time of the committee nor encumber the record
with any voluminous statistical data touching oil the question of profit
and loss in the bituminous coal industry during the l)ast (lecale.

It will suffice to say that the published reports of the Internal Rev-
enue Bureau show that in every year since 1930, for every cor-
poration engaged in the mining of bituminous coal reporting a. V
net income, at least two, and in sone years tree or more corl)oration's
in that industry reported deficits; that adding together tile net income
of those corporations engaged in the mining of bituminous coal as were
fortunate enough to have any net income, the total in the years subse-
quent to 1980 ranged between a low of $5,000,000 plus in 1932 to a high
of $23,000,000 l)lus in 1934; that adding together the deficits of those
corporations engaged in the miniing of coal as reported a deficit, the
aggregate total in the 10-year period ranged from a high of $57,000,000
in 1931 to a low of $26,000,000 in 1937. Bear in mind these are loss
figures.

But the most arresting figure is in the final result-the figure reached
by offsetting the profits of the companies which showed a profit,
against tile deficits of tlme companies which showed a deficit, and mak-
mg allowance for the Federal taxes paid by the p)rofit-making coin-
panies. The figures show that for the bituminous coal industry taken
its an entity, there was a loss rather than a profit, beginning with 1925
and in every year since.

The aggregate loss after taxes was $26,000,000 in 1925; it reached
$51,000,000 in 1932; it was $32,000,000 in 1938; it was $8,000,000 in
1939.

Another approach to the question of profit or loss in the bituminous
coal industry is the relationship between production cost per ton and
mine realization per ton.

This is time al)proach of the Bituminous Coal Division and of the
departmentt of the Interior.
According to the figures compiled by this agency, the reductionn cost

per ton exceeded mine realization right straight through from April
1937 to September 1940. The average loss per ton in the last 9 months
of 1937 was 12 cents per ton; in 1938, 14 cents per ton; in 1939, 9 cents
per ton; and in the first 9 months of 1940 was 5 cents per ton. I have
omitted the third and fourth decimals.

I would like to have the committee understand that my l)urpose
in introducing this record of losses of the bituminous coal industry in
connection with this discussion of the discriminatory character of time
10 percentpenalty provision is not intended as all appeal for sympathy,
or a plea for special favor.

We are arguing against a provision which we believe to be funda-
mentally and obviously unjust and discriminatory. It just happens
that because of the particularly unhappy experience of time producers
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of bituminous coal in the matter of profit and loss, they will be the
conspicuous victims if this provision remains in the bill and is enacted
into law.

The loss record of the industry makes it clear why, in the case of
three companies out of five, and f venture to guess five companies out
of six, will have no choice as between the average-earnings yardstick
and the inve sted-capital yardstick when it comes to measuring their
1941 net income. Most of them will have no average earnings in the
base period worth talking about.

They must, of necessity in a majority of cases, measure their profits
this year or next year on the basis of invested capital. When they do
this, they are snared in this special rule and the 10 percent penalty tax.

That means that if the rates and the regulations contained in the
House bill are enacted into law, the coal company that had no profits
before but has a profit this year, pays a regular income tax of 22.1
percent; pays a surtax of 5 percent of the first $25,000 and 6 percent
on the balance; and then pays an additional 10 percent penalty as-
sessed against all that part of net taxable income as is not more than
8 percent of his invested capital.

That means that if the company makes a profit this year but had
none during the base period, its Federal income tax wvill approximate
40 percent of its net income, even though the company has not one
dime of excess profits as defined in the bill.

It is to be borne in mind also, that this special rule applicable to
companies electing the invested capital yardstick and the resulting 10-
percent penalty tax, does not apply to new corporations that may be
expressly set up as part of the defense production. This is another
aspect of the discriminatory character of this provision.

rhe attempted justification for this provision offered in the House
committee report was the allegation that--

Many corporations which are making added profits directly or indirectly
attributable to Government expenditures for the national defense are paying
no additional taxes upon such profits. It is felt that such corporations, benefiting
so substantially from the defense expenditures, should make a larger contribution
from their increased income even though their income for the taxable year is
still less than the invested capital credit.

That is the quotation from the House committee report.
Addressinf myself just to that for a moment, that contention has a

superficial plausibility which the purpose of my argument here today
is to unmask. I am seeking to demonstrate the essential vice of this
penalty tax, and its discriminatory character. But whatever the con-
clusion of this committee on that score, let me underscore the fact
that the war-Rrofits angle--the "Benefiting substantially from defense
expenditures argument has scant application to the coal industry.

The 1941 mine output of bituminous coal may run 10 percent ahead
of last year. The increased output is no dotdbt attributable to na-
tional-defense activity. But profit or loss in the coal industry does
not depend primarily upon volume of output. This is shown by the
loss figures previously cited. The industry operated at a loss even
when mine output was increasing. Profit depends on mine-realization
price in relation to production cost.

The Bituminous Coal Conservation Act of 1937 was debated and
defended as necessary to put a floor under mine prices in our industry
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and to insure the producers not a profit, but a minimum price struc-
ture that would equal the cost of production. The industry is now
operating on that basis. It was the medicine which Congress pro-
scribed for a sick industry. It happens that the application of this
remedy coincides with the national-defense emergency.

It is true that the coal production is expanding. But the industry's
profits, if any, are not a war profit and most assuredly are not an
excess profit. To penalize the industry's recovery through a tax de-
vice that will take an extra 10 percent of any profits below an 8 percent
return of any profits, is without a particle of justification.

I have read, may I say, a number of presentations on this subject,
and a number of analyses on the application of this tax, including one
that was prepared by the Tax Committee of the Congress that appears
in the House report, but it seems to me that there is no better way
to illustrate the essential injustice of this special rule than to picture
the scene were this theory to be applied to the individual citizen.

Citizen Jones, with a little home and it little family, has had steady
employment and steady income right along for the past half-dozen
years. He makes his Federal tax return next March, takes whatever
deduction the law gives him and pays tax on the remainder of his 1941
income at whatever rates the law imposes.

Citizen Smith has a home and family too, but in recent years has
been without steady work and with little or no income. He has gone
in debt, been supported by his relatives, perhaps lie has been on relief.
This year lie has a good job. His net income this year is exactly the
same as Citizen Jones (who has been working every year). He makes
his tax return next March, takes his deduction and starts to pay his
tax at the same rate and in the same amount as Jones.

But, at that point, the Federal tax collector tell him, "We want an
extra 10 percent tax from you; if it wasn't for the war and national-
defense activities, you would still be out of work or on relief." So he
is to be required to pay not only the same income tax as his neighbor
Jones (who has been luckier and had had a steady job all through
the depression), but lie must also kick in an extra 10 percent because
lie did not work before but is working now.

It is difficult to imagine any Government official proposing a tax so
flagrantly unjust and discriminatory. Certainly no Senator or lem-
ber of the House would support any such proposition. Yet that is
exactly the way this special rule works in the case of the corporate
taxpayer.

Now, that concludes what I have in mind to say on the 10-percent
penalty tax.

Now, to mention briefly two other matters of important concern
to all corporate taxpayers. We renew the plea that corporations under
common ownership have restored to them the right to make their
Federal tax return for the purpose of the normal corporation income
tax, on a consolidated basis. Congress has rightly recognized that
for computing excess-profits tax it is fair that consolidated income of
an affiliated group should be treated as a unit. There is no rational
reason for taking a different position with respect to a consolidated
return for normaI and surtax purposes. We submit that a requirement
for separate returns for companies under common ownership makes
artificial and unjust distinctions and is merely another revenue raising
device that ought not to be resorted to.
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Now with the respectivee higher rate of tax on corporate incomes
throih the combination of normal and surtax rates, the injustice
of a (lenial of the consolidated return privilege for corporations that
together comprise a business unit, is greater than ever.
The other matter is with respect to the declared value in connection

with the capital-stock tax. We strongly urge an amendment of the
capital-stock provision so as to permit an annual declaration of value.
The bill as it. now stands, contrary to past legislative practice, does
not even provide for a new or amended declaration of value although
it plroposes a 25-perc(nt increase in the capital-stock tax.

The )rol)em of calculating the future trend of corporate income is
always difficult, and under existing conditions is virtually impossible.

Ve )elieve that under the uncertain conditions that n~ow confront
all business, an anmmal declaration of value is doubly (esirable and
under any conditions is no more than fair.

With the permission of the committee, I would like to supplement
this statement for the record with two short memoranda, which I
will file with the clerk within a day or two, covering two other sub-
jects ill tie existing Revenue Act i)f prime concern to our inmlustrv
but wholly unrelated to the topics I have discusse(d.

Imhu (u. muMlN. All right, Mr. Mulligan.
(The matter referred to is as follows:)

1Eua.M{IIArM SUIIMITTD TO TIlM SENATE ('OMMIrrmE ON FINANCE BY Tih
NATIONAl. ('OAL ASSiO('IATION IN BEIIIF 01F TIE I'l1OI)U.t('EilS 0F BlITUMINOUS
('O.,, WITH Iti:si'TcT TO TilE QUESTION OF r)FI'LIETION ALLOWAN0-

This imenmrandum is prompted by a pailligralh Included iII tle statellipilt 10

the connittee on August 8 by Secretary of the 'i easury Morgenlhiu, ln which
lie asserteil tllt -('on('ernls engaged il extracting certain of oulr national e-
sources, ilotably oil, have lwell granted far greater allowances for (eplet ion than
pan lie Justified oln any rensonable 1 basis of tax equity,' luld intinated that if
the iindividliual lIcolnie-tliX base wNs to lit, Ibroadeneld "tllis I)rivilege of tax esci)p
(I. c., depletion allowainice) shoui he sl ultalneoulsly reioved,"

We subllit thatt these. two )rolosltions are entirely unrelat1d. We illllnhiin
thatr, its res ,cts the coal ill(listry (for whom alone we lire hInt position to
sraak), (lie assertion ts to "fa r greater aillowane's for lepletion than can he
Justiled on any reasolale basis of tax equity'" Is Iilapplicalble anti untrue. We
oplise mily change li (lie ljresent statutory lprovlsion,; respecting de)letion except
that wil resipet to tihie leicelitlage deletion lllowanie which was first written
into thle Revenue Act of 1928 an(1 extended to cover (oal iinlitg in the Revenue
Act of 1932, we submit that in fai'mess to the tiixpi:yer an opportunity should be
aceordel to him to make a new election as between cost delletion and percentage
depletion.

Iln the case of the mining industries, one of the elements of cost that has to
be taken into liceouilt iII the (i teiuinaion of net Income or profit Is the value
to be assigiied to the lineril1 or metal extracted. The cost of extra(tio, In the
case of coal the cost of mling the (onl, the cost of its shipment, th expenses
Inlent to Its saIle, are of relatively easy aseertaiment. But the cost or value
of tie' coal Itself, as ii eleltlnt of tih total s1im to be subtracted from the sales
price in airrivig lit the net profit (if 1lly) Is a variable item, always difficult
of exa(t ascertihment,

Congress, itn Its original emctment of the Inicome tax, freely conceelel that in
the (case of tI nllling Industries the cost or value of the metal or mineral Itself
was one of the items to lie reckoned with in Irriving at the nlll figure of liet
taxiale ltle . This Ite(m1 wns teined depictlol. Every ton of coal taken out
of the mline depleted the total in the mine (whatever that total might be).

There Is nothing mysterious about this matter of depletion; nothing fanilf'il
or Imaginary about It. It is very obvious and very real. The comlexities arise
when It comes to figuring it, or to writing Into the law a statutory yardstick of
ieasirement that shall lie equal iid falir.
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Cost depletion ulloWiaice.-C('gress in dealing with tills question of depletion
in the earlier versions of the Income-tax law, left it to the Treasury and the
taxpayer to figure it out. The taxpayer wits to be allowed to (leduct annually
a fair aid reasonable amniOttt oil account of depletion to the extent sustained.
The Treasury was the Judge of what wits fair and reasonable.

Tie formula devised for arriving at the precise atiouint to be allowed for
depletioni was first, for the taxpayer and the Treasury to come to an agree-
nient on the figure to be set as tle cost to tle taxpayer of his entire coal prop.
erty (or Its market value its of March 1, 1013. i cise of its prior acquisitions) ;
second, for tie taxpayer and the Treasury ti -ome to fill agretmeit onl n esti.
mate of tie total number of tons ili the ground prospectively recoverable, id
tMen to divide tie first figure by the second to get it per-ton figure to be allowed
its the lper-ton deliet ion allowance. Tills method, as provided for it earlier
revenue acts, and which is retained in the present reveme act, Is commonly
referred to its the "Cost depletlon allowall'e."

Depletion on fixed percentalle basls.-Because Congress, the Treasury I)e-
pltrtinelit, ti(] the ml ahig industries alike perceived tlie ilfllicultis it the cost
depletioni metlod when applied to mineral dep(osits ai attempt wits made to
devise some otlhr fornulit for figuring depletion. Tills was the origin of the
so-called "percentage ('lelletion allowance." It Is it fixed yardstick Instead of a
variable yardstick.

The percentage depletion allowance is contained in the Revenue Act of 1936,
section 114, paragraph (i)), subsection (4). Tile earlier provisions respecting
tliances for depreclation, deliethbai, and exiaustion were retained In the

liW, id lmaly Col 1-ltilahig companies have elected to continue to adhere
to tie cot depletion allowance plait its applied to their particular situation.
congresss and tie Treesury recognized that It might he a hardship, and perhaps
a gros' injustice to utiity mining taxpayers to cancel the (epletion basis
already iti vogue fill(] under which they had been operating for many years.
A switchoier to the percentage depletion allowance basis wits, therefore, left
optional with the taxpayer.

Percentage depletion for coal.-Depletion allowance it the case of coal mines
is 5 percent of the gross Incomte front the property during the taxable year,
but with ti liniltatioi that Int no event shall the authorized allowitnce exceed
50 ixrcent of tie net Incone (computed without allowatice for depletion) from
fle property.

What does tils mtea and how does it work? It means, for example, that if
a c0l operator mines mnd nmrkets a million toils of coal during the taxable
year, but his operations have failed to yield finy profit (without giving filly
coiisiderat ion to the value of the coal itself tlt left his property), lit other
words, tlit )iis operations showed no net taxable income, without figuring
any (lepletlon allowance whatever, then tMe latter does not come Into play
at all. Both the taxpayer autd tie Treastiry are out of lick. There was no
ntet Income, htence, no income tax. The percentage depletion allowance ini lto
way resulted lit depriving tite Government of any tax revenue, In no way
afforded the taxpayer tit "escape" from a tax.

('ol operations wherein the price received for tie coal fell short of (or
were no more than) the expenses incurred In digging it out of the groutind,
and delivering to the purchaser, have been quite common during the past decade.

It Is pertinent to note that a comprehensive study of costs in the bituninous
coal Industry, prepare iid and publishld by the Research and Statistical Dl-
vision of tile Notional Recovery Admainistration, embracing 180,0(0,000 tolls
produced lit 1934, showed tin average net income, after depletion, of less than
3 cents per ton. This might indicate tin average net income of between 5 and 6
cents per ton before depletion.

Thus it will be seen that the percentage delpletion allowance for coal-5 percent
of the gross Income, but not to exceed one-hitilf of the net. income-is ait exact
mathematlcal fortma, susceptible of easy and accurate application alid coin-
putatioii.

It will be seen that lit no event is It exorbitant, for obviously an allowance of
nothing, if the coal operations yield no profit, and alt allowance of a few pennies
per ton, If there be it profit, as the fair cost value of the coal In the ground is
it very moderate proposition.

It will be seen thait in to event does the percentage depletion allowance operate
to wholly extinguish a tax liability that would otherwise occur. The allowance
may not in filly case exceed 50 percent of the net Income. li other words, if the
coal operator obtains only 2 cents per ton as his net before depletion, lie cat only
deduct I cent for depletion. The other 1 cent is taxable.
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It will be noted further that the 5-percent maxinum which the Revenue Act
establishes as percentage depletion allowance for coal is far less than is accorded
to other natural-resource Industries. The existing law allows a 15-percent deduc-
tlou-lii-fle case of netal mines, 23 percent li tile case of sulfur minies, and 27/j
percent in the case of oil and gas wells.

We concede that the question of the rate of percentage with respect to any
particular Industry may be open to argument, but we submit that such an argu-
ment constitutes no' objection to this method of determination of delletion.

We cannot speak as to whether the present rates of percentage depletion for
other Industries are in fact too large or too small. We do assert, it behalf of a
large number of bituminous-coal producers, that the 5-percent rate of allowance
in the case of coal has worked out reasonably well for all concerned.

Respectfully submitted.
NATIONAL COAL ASSOCIATION,
JOHN D. BATTLE, Exceutire Secretary.

STATEMENT SUBMI'rED BY TIE NATIONAL COA,, ASSOCIATION, IN BEIIAI,F OF TIlE
BITUMINOUS COAL INDUSTRY, PROPOSINo INCLUSION IN II. It. 5417 OF A PABAmBAPM
AMENDING THE IEVENUE ACT OF 1930 (Sk.e. 501 (F) (2), TITLE III) DEINING
TiE WORD "(.OST" AS APPLYING TO THE COAL INDUSTRY TO liE COST OF TIlE COAL
ON THE CAnS AT THE TIPPLE

To accomplish this, I suggest, for your consideration, the following proposed
amendment to be added its a new paragraph at the aplpoprate place i the
new act:

"Tile tern 'cost' as declined i title I1, section 501 (f) (2), Revenue Act of
1930, is herewith extended in the ease of coal operators subject to tax under
said title i1 to nean cost of the coal on the ears at the tipple, exclusive of deduc-
tions for depreciation, depletion, Federal income and excise taxes, and adminis-
t rate overhead expenses."

The use of cost arises through the necessity of setting ip "average margin"
and "nlrgin" computations under title III, Revenue Act of 1936, for the purpose
of determining whether or not the taxpayer was presumed to have shifted to
others the refunds received of the excise tax Illegally collected under the
Bituminous Coal Conservation Act of 1935, in order to fix liability for unjust
enrichment taxes.

By section 501 (f) (2), Revenue Act of 1930, the term "cost" Is stated to mean
"in the case of articles manufactured or produced by the taxpayer, the cost to
tihe taxpayer of materials entering Into the articles * * *. Under this section
the Bureau of Internal Revenue has construed cost in the case of tixe coal operator
to be the cost of the coal li the ground. Thls in the case of the owner-operator,
cost is taken to be the unit of cost depletion and In the case of the lessee-operator
to be the unit of royalty per toi. All labor, supplies, and other actual produc-
tion costs necessary to place the coal on the cars at the tipple, the customary
place of sale,* are excluded.

The aforesaid unit of depletion and royalty costs are, in most cases, constant
throughout the prior 6 years base, or average margin period, and the 6 -month
tax or margin period. Therefore the resulting "average margin" and "margin"
conputations result i mere comparisons between the selling prices in tile two
periods. Such comparisons in no wise Indicate whether or not the producer
shifted the excise tax to tlme consumer. This can only be deternled when the
complarison Is made between true profit margins. To do this, the direct produc-
tion costs, as well as the laterlal costs, ilust be taken ito the computation of
the margins.

When the Revenue Act of 1936 was drafted, the report of the Subcommittee
on Ways and Means recommended that the presumption that the excise tax
was shifted to others be established by comparison of the gross profits marking
of the pretax and the tax periods. Tile final act as paned by the House (lid not
adopt the rule. However, time report of the Senate Finance Committee on1 the
act recommended "tile Ilelusion of direct manufacturing costs, as well as material
costs, in tile application of this presumption."

Unfortunately the direct statement that direct manufacturing or production
costs were to be included in "cost" was left out of time law as finally enacted.
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With respect to the determination of the tinJust enrichment tax liability of
the coal operators this has resulted in continuous controversies. As a result,
the Bureau of Internal Revenue has been able to settle and close but a small
number of the pending unjust enrichment tax returns of the coal operators.
Most of such cases so far closed have been settled by arbitrary compromises.
Such settlements have been accepted by the taxpayers merely to bring their
accounts current and be rid of a troublesome problem. A considerable number
of cases have been appealed to the United States Board of Tax Appeals. To
date only one of these cases, Hart Coal Co., B. T. A. Docket No. 96267, has
la'en disposed of. In that case the General Counsel of the Bureau of In-
ternal Revenue, both in the trial before the Board and III his subsequent brief
filed with the Board, approved and vigorously defended the principle of in-
cluding the actual operating costs as "cost" In arriving at the margins required
by the law. However, before a deelsomn was rendered by tile Board, tile case
was closed by stipulation showing "no deficiency." Imediately thereafter
the General Counsel changed Ills position and has since refused to sanction
the use of any "cost" other than the unit of depletion or royalty costs.

Consequently, tile unjust enrichment taxes against the coal operators, due iII
1036o, renmin unsettled in the great majority of cases. Those concerned with
the administration of the act admit that the Bureau Interpretation or con-
struction of "cost" as used in the act when applied to the coal Industry Is
Inequitable. They admit the construction of the word "cost" here contended
for when applied to time coal Industry will give a more reasonable answer
and allow the tax to be assessed against those operators rightly liable there-
for. However, they feel they are without authority to apply such construction
unless Congress amends the act.

It will not be necessary to apply the amendment to other Industries, because
they generally purchased, in the open market, the materials processed. Con-
sequently, such Indlustries are, under the Bureau construction of the act, per-
mitted to include the full cost of materials as "cost" In determining the
margins, and such margins are in effect profit margins.

Respectfully submitted.
NATIONAL COAL ASSOCIATION,
JOHN D. BATTLE, Executive Reeretary.

STATEMENT OF LOUIS F. TANNER, REPRESENTING DAVIS-WILSON
COAL CO., AND OTHERS, MORGANTOWN, W. VA.

Mr. TANNER. Mr. Chairman, members of the committee; my name
is Louis F. Tanner. I reside at Morgantown, W. Va. I am a certified
public accountant, and have been engaged in public practice for more
than 20. years. I appear here today representing the following coal
companies:

Davis-Wilson Coal Co., Morgantown, W. Va.
Christopher Mining Corporation, Morgantown, W. Va.
Cochran Coal & Coke Co., Morgantown, W. Va.
Preston County Coke Co., Morgantown, W. Va.

and many others.
During all this time we have aided our clients in connection with

the preparation of their income-tax returns, and in order to properly
serve them it was necessary to follow all of the various tax laws
that have been enacted or amended since 1918.

I reviewed all of the tax bills before they were submitted by the
committee to the Members of Congress, and at times have felt that
certain inequities were written into them.It has not been my policy to make any appearance or objection
opposing legislation. However, at this time I feel it my duty to raise
my voice in objection to one phase of the proposed legislation, namely:
tle special rule as set out in title II, Excess Profits Tax Act, section
201, amending section 710 (o) (2).
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Our clients are small producers of bituminous coal, operating in
northern West Virginia. It is needless for me to mention to this
committee the importance of the bituminous-coal industry to the
Nation, since it is, and should be, considered one of the major
industries.

This industry has been a sick industry for more than 10 years, and
the survivors have existed during the critical period only through
their determination to survive.

In spite of these obvious facts, the industry has paid its propor-
tionate share of income taxes as well as made its contributions to the
welfare of tile Nation:
1. It supplied coal to the Nation at a loss and at a price less than

the cost of production.
2. It assisted in establishing and maintaining a higher standard of

living.
3. It assisted and aided in increasing the national income by the

payment of wages at a higher average than many other industries.
4. It has contributed heavily to the employee cause by large pay-

ments required under the Social Security Act., since approximately
65 percent of the cost of production of coal are paid out for wages.

Your committee is fully aware of the hardships that this industry
has undergone. The present Bituminous Coal Act was passed by the
Congress during 1937 for the prime purpose of establishing and reg-
ulating the price of coal so that the industry will get at least its costof production.

lie industry's capital has been badly impaired. It was not con-
sidered a good financial risk in banking circles for obtaining credit.
Naturally, this condition affected the progress of the small pro-
ducers. I might mention here that the smaller producers mine about
percentt of all the coal produced in the Nation.
The industry has striven, particularly in the East, to adjust its oper-

ations on a more economic and profitable basis. Within the past 3
years a large part of the industry revolutionized its operation by the
transition from a hand-loading operation to a mechanized operation
and, as a result, it is just beginning to realize the fruits from this
change which has materially reduced its operating costs, resulting in
a reduction in its losses.

The industry within the past few years has changed its method of
selling its product. It has expended considerable sums for the in-
stallation of facilities and equipment for preparation plants so that
its product can be sold.

A contributing factor toward stabilization was the establishment
of minimum prices under the Bituminous Coal Act of 1937. The prices
thereunder did not become effective until October 1, 1940.

Therefore, any increased earnings in the coal industry are not at-
tributable to governmental expenditures for national defense, but are
primarily attributable to (a) the mechanization of mining which
tended to reduce the operating costs, (b) the preparation anid cleaning
of the product which tended to increase the realization and (o) the
establishment of minimum prices under the Bituminous Coal Act.

Under the 1941 Revenue Act, you now propose .,, further increase
the tax rates. It is not my aim to oppose any equitable taxation under
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this proposed act, but I do feel that the reason given by the Ways
and Means Committee in trying to impose a "special rule" as set outin title II, Excess Profits Tax Act, section 201, amending section 710
(a) (2), should not apply to the bituminous-coal industry.

A large percentage of the coal companies showed little or no earn-
ings during the base period, whereas as a result of the economies (lue
to mechanization, increased realization clue to preparation, and the
stabilization of prices, and not governmental expenditures for na-
tional defense, these companies may show some profit. The theory of
taxation based upon the ability to pay would not be applicable by
the imposition of a penalty tax such as proposed by the "special rule?'

This is my thought in the matter, and- I feel that this section should
be eliminated from the bill in order to avoid an unjust discriminatory
tax against the small coal producers.

The CHAIRMAN. Are there any questions?
(No response.)
Tie (1,AIRnMAN. Thank you for your appearance.
Mr. Caulfield.

STATEMENT OF 3. F. CAULFIELD, REPRESENTING ELK HORN COAL
CORPORATION, CINCINNATI, OHIO

Mr. CAULFIELD. The proposed tax bill will be discriminatory as it
applies to the Elk Horn Coal Corporation because the Elk Horn Coal
Corporation had no net earnings during the base period 1936 to 1939,
inclusive; hence, it would be subject to the special tax of 10 percent
without any offsetting credits.

The Elk Horn CoaiCorporation needs relief from such discrimina-
tory taxation. The corporation is in receivership and it should be
permitted to make use of such earnings as may accrue under )resent
conditions to bolster up its working capital and to make settlement
from time to time of a percentage of the sums due its creditors. Should
the corporation be subject to discriminatory taxation, this process may
be greatly slowed down or completely frustrated.

Such earnings as may accrue to the Elk Horn Coal Corporation
under present conditions we feel will not be due primarily to activities
brought about by defense preparations but will be due to two causes:
(1) The setting of Government prices, which became effective Octo-
ber 1, 1940; (2) economies resulting from improvement of the prop-
erties brought about by the expenditure of large sums of money.

Theoretically, when reserve is set aside based upon a percentage of
the cost of equipment and such reserve is built up over the estimated
life of such equipment, the reserve equals the estimated cost of the
equipment at a time when the equipment is worn out.
In practice it has been found that factors which interfere with the

building up of adequate reserve are (1) obsolescence prior to the
expiration of the estimated life of the equipment; (2) greatly in-
creased costs of replacement of the equipment.

The Elk Horn Coal Corporation properties have been in operation
since 1914. From time to time replacements of equipment have been
made at higher and higher prices, and equipment which became obso-
lete had to be replaced by more modern equipment.
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At the present time the receivers of the Elk Horn Coal Corporation
plan an expenditure of approximately $300,000 to modernize and
improve some of its plants.

The only way this money can be repaid to the lenders is through earn-
ings. If these earnings are heavily taxed, and taxed in a discrimina-
tory manner, the repayment of the loans to the borrowers will present
a serious problem. The failure to make repayment of such loans will
result in the loss of property which has been pledged as collateral on
the loan.

The operating properties of the Elk Horn Coal Corporation com-
prise approximately 25,000 acres of its total holdings of over 200,000
acres. From time to time sales and leases have been made of parts of
the undeveloped coal lands.

In 1939 the corporation was in a serious position because of the
failure to pay certain unemployment and social-security taxes which
became overdue to the extent of approximately $65,000. At that time
the corporation found a buyer for coal properties, the sale of which
produced approximately $300,000.

This enabled it to pay the social-security and unemployment taxes
which were overdue, and it was also enabled to bring its payments on
current purchases of materials, supplies and equipment into more
current position. It is not a healthy condition, however, where a cor-
poration has to sell its assets to pay taxes and other obligations.

In the early years of the corporation's existence, approximately 85
percent of its high-grade byproduct and coking coal was shipped to
steel companies. As the years went by, the various steel companies
acquired their own mines. This gave the corporation the problem of
finding other markets for its output. It was successful in doing so,
but naturally its selling costs were greater as the number of its cus-
tomers increased. Its coal now has wide distribution, as indicated by
the statement attached hereto.

During the period when N. R. A. regulations prevailed, the com-
pany prospered. Wage rates became stable, the prices which were
obtainable were adequate. Simultaneous with the effective date of
N. R. A., a 2-year contract was signed with labor by the district in
which the Elk Horn mines were located. The wages paid uider this
contract could be met at selling prices which were then set.

When the N. R. A. was declared constitutional, the selling prices
of coal gradually fell, but the wages paid under the 2-year contract
were not lowered, hence, the margin of profit gradually disappeared
and eventually losses occurred.

During the short period when coal price under the Guffey Coal
Act were in effect from December 16, 1.7, to February 25, 1938, the
corporation prospered. When these prices were suspended, prices
slumped but wages remained the same as before. In consequence,
the company lost money.

The corporation management considered it advisable to make ex-
penditures to modernize its equipment, improve the property, and
consequently reduce its costs. It was hoped that costs might be re-
duced to a point where a profit might result even at the lowered
market prices. However, it was found to be Aifflcult to raise funds

1362



under the conditions which then affected the coal industry and, as
month after month went by and losses mounted, the working capital
of the corporation became depleted and the receivership of August 22,
1940 resulted.

It may be thought that a demand for coal for defense purposes
will result in increased tonnage, thereby resulting in a lowered unit
cost for overhead expense anda consequent increase in net earnings.

This is not likely to be the case, because the heavy demands upon
the railroads for the movement of commodities other than coal have
already resulted in car shortages.

The Elk Horn Coal Corporation production and net results of
operations for the base period are given below.

The proposed law imposes a special tax of 10 percent upon the
difference between the amount of current earnings less the average
annual earnings during the base period and the earnings calculated
after deduction of invested capital exemption. This basis of cal-
culation penalizes the Elk Horn Coal Corportion because it had no
earnings during thqbaM&poriod.

We respectful °yi'equest that the special tiyQf 10 percent be elim-
inated from tbf bill.

Tons pro. x Tows Pro-
duo' I _oI ,uoed,

.................. 1,014,534.85 324.115.46 4J . ........ ... ... 62-. .65 $710,872. 10
1 l3 .... - 93..... a4"33 5, 988.28 1939. an ...... .674 70 2735. 32

Tonnag.. et tago" VeaA, 1987

Stat Sta Tone
SOlio=4.: ---------- 860,476. 55note.--- .-- -- 838, 0 I Pennsylvania ------ 514.80

diana----- -- ;k,467. Vria 216.95

StuekI 5338 W, WestVirginia... 353. 80
Mtachusetts .% 1,'O57* Isonslu---- -" 855,299.45
MI , Igan ------------ 371, 9 70 Canada..; 0---------- 4, 555. 45
Min sota ------------ 18. , . ! eorgd . .-_ 67.80
MIsso I ---------. 382. or | oUICarolina- ' 585. 10Nebrasop_ ---------- 2;... 4 6.4 torNew Y04, ----------- '5011'1 Total ----- 1, 749, 334. 60

The C nAnkx. Are there any questions f
Senator Gupii4.What is your outpit64 ay, Mr. Caulfield, at

Elkhorn.
Mr. CAuLFIELD. The output My is approximately between 5,000

and 6,000 tons at our own mines.
Senator GurpEY. Is that practically the capacity of your mine?
Mr. CAuLmLD. It is not quite the capacity. We expect to expend

$300,000 to increase the capacity.
Senator Guw Y. That is the capacity, the present output, with the

equipment you have?
. Mr. OAC. That is the capacity with the equipment we have;

ye&
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Senator GuFFEy. Are you making some money now?
Mr. CAULFIELD. We are making some money on a cash basis, and I

think we will make some even after taking into consideration depre-
ciation, depletion, and amortization, with steady production, and with
the prices set under the Guffey Coal Act.

Senator GUFFEY. Have you made a settlement with your bond-
holders and banks for an extension?

Mr. CAULFIELD. We have paid about $160,000 of liens and preferred
claims. We have about $50,000 of special claims which come prior
to general creditors, and there are probably about $700,000 of general
cre(litors' claims.

Senator GUFFEY. In what form is that? Bonds or notes?
Mr. CAULFIELD. Just open accounts. We have not made a special

arrangement with them as yet.
Senator GUFFEY. Thank you very much.
The CHAUIMAN. Mr. Eichenawer.

STATEMENT OF 0. K. PRICE, REPRESENTING PITTSBURGH COAL
& UNION COLLIERIES CO. AND WESTERN PENNSYLVANIA COAL
OPERATORS ASSOCIATION, PITTSBURGH, PA.

The CIAInMBIN. Will you give your name, please sir, and for whom
you appear?

Mr. PRIcE. My name is 0. K. Price. I am appearing for Mr.
Eichenawer. I am also appearing for the Western Pennsylvania
Coal Operators Association, an association representing about 27,000,-
000 tons annual production; an association composed of about 105
operators representing that production, commercial production as dis-
tinguisied from the captive l)roduction of the Pittsburgh district,
which is about the same or a little more.

This presentation is made on behalf of the western Pennsylvania
area; have for many years operated at a loss. This has depleted
their working capital and consumed their capital assets. Their sur-
vival as industrial enterprises has been due to the sole fact that their
operation has consisted in turning a capital asset in the form of a
mineral deposit into cash even though at a loss. Probably a similarly
distressing financial situation exists in other industries and individual
enterprises but it has been a recognized fact that no single productive
industry of comparable importance has endured a comparable ad-
versity.

Under such advantages as are afforded by regulation imposed by the
Bituminous Coal Act of 1937, which has recently been extended by the
Congress, and the increased demand due to the present industrial
activity the Bituminous Coal Industry to a small extent during the
year 1940 and to a greater extent during the current year is emerging
from the depression of former years and probably will enjoy more
profitable operations than it has for approximately the past two
decades, such profitable period, however, in the degree that it pres-
ently exists can only be regarded as temporary.

Recognizing the necessity of the Congress to raise ever-increasing
revenues the industrial group herein represented wishes to respectfully
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direct the attention of your committee to the effect of the application
of certain features of the provisions of title II of the pending H. R.
5417, and particularly subsection (2) (B) of section 201 imposing a
10 percent additional tax upon increased earnings for the taxable
year'which are not subject to excess profit taxes otherwise under exist-
ing law. The reference to this provision in the House committee re-
port on pages 25 and 26 is upon reading very )lausible, but u)011 ex-
amination in application of the l)rovision to the members of an in-
dustry such as is here represented shows that it is highly burdensome,
discriminatory and destructive.

Due to their unprofitable operations over a long l)eriod of years
and the depletion of their working capital and capital assets and well
known coml)etitive conditions existing "n the industry tile Bitumi-
nous Coal Producers of Western Pennsylvania have almost. without
exception had no, or no substantial earnings for many years-even
preceding the years of the base period l)rovided in the pending
revenue act so that if they are under the l)rovisions of the proposed
act subjected to excess-profit taxes on an earnings basis substantially
their entire current year's earnings will be taxed. This, as aiit icipated
by the framers of the proposed act, will result in adoption by mem-
bers of the industry of the invested capital basis for excess profit
tax with the result that subsection (2) (B) of section 201 will auto-
niatically apply and subject such members of the industry to the
10 percent tax inposed by the section 201.

The application of the 10-percent excess-profits tax to this indus-
trial group results in a burdensome, discriminatory, and destructive
exaction, as we will now attempt to show.

(1) The burdensome feature of the tax can best be realized by
contemplation of the staggering losses to which the industry has been
subjected over a period of more than a decade. Time has not per-
mitted a survey of the entire industrial group here rel)resented, but
figures as individually reported for income tax purposes obtained
friomn members of such group, all of whom have been active producers
for nore than 20 years, representing more than 50 percent of tile
production of the entire membership, shows that during the decen-
nial 1930-39 inclusive such members have in the aggregate realized
total profits of but $228,271 and have sustained total losses of $34,-
801,934 or an aggregate net loss of $34,573,663. Tile industry is now
confronted with a demand for capital for rehabilitation of plant
and for extension thereof to meet the present defense demand for a
prime necessity, and yet will be subject to an excess-profits tax under
this provision on its current earnings which it can only regard as
temporary, and the same exaction will be repeated until the law is
changed. It is to be remembered also that the invested capital base
has been very much reduced by the operating losses referred to.

(2) The members of this industry which almost without exception
have had constant losses over the past decade or longer and which
will realize profits during the current year and perhaps some sub-
sequent years will, under the pending bill, be currently paying a greater
proportion of their earnings in Federal taxes than those of more

01077-41--87
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prosperous industries. Corporations that have been more prosperous
during past years and which will pay upon a basis of earnings will
escape the 10-percent tax while less prosperous corporations such as
here represented and will thus constitute a tax on poverty rather
than prosperity may be shown by a simple example of two corpora-
tions with like incomes and invested capital for the taxable year, the
one with earnings over the base period, and probably previously, and
the other without earnings over such period.

For this purpose corporation B cited as an example under the pro-
posed law on page 25 of the House committee's report is used with
and without base-period earnings.

With Without
base-period base-period

earnings earnirgs

1. Invested capital ............................................................ $1,250,000 $1, 2:f 000
2. Average base-period earnings ................................................ 00 0 None
3. Net Income, taxable year ................................................... 130,000 1301 000
4. less credit-95 percent of line 2 plus specific exemption of $5,000 ............. 100, PI 5,000

5. Adjusted excess-profits net income under see. 713 ....................... 30,000 125,000

6. Net income, taxable year .................................................. 130,000 130,000
7. Less credit of 8 percent plus specific exemption of $5,000 .................... .105, 00 105,000

8. Adjusted excess-profits net income under see. 714 ....................... 25,000 25,0 0

9. Excess of line 8 over line 8 ............................................. 5,000 100, 000

Excess profits.tax under see. 710 (a) (2) as proposed to be amended by see.
201 of pending Revenue Act of 1941.

10. Excess-profits tax on line 8 ................................................... ,000 9,000
11. Tax at 10 percent on line 9 ................................................... 50 10,000

12. Total excess-profits tax ................................................. 9,500 19,000

13. Net income, taxable year ................................................... 130,000 130,000
14. Excess-profits tax, line 12 ........................................... 9,500 19,000

15. Adjusted net Income ................................................... 120,500 111,000

16. Normal and surtax ..................................................... 35, 90 33,050

17. Total tax, line 12 plus line 18 ........................................... 45,400 52, 050

It thus appears that the operation of the tax bill be highly discrim-
inatory against corporations having small or no base period earnings.

(3) Without the opportunity to retain in their businesses a large
part of current earnings the industrial group here represented will
not be able to make the necessarily large capital expenditures for plant
rehabilitation and extension without which the industry cannot con-
tinue. Any special tax exaction applicable particularly to corpora-
tions with small or no base period earnings will therefore be destruc-
tive and contrary to the "ability to pay" philosophy of taxation, and
from a revenue producing standpoint can only result in diminishing
returns.

It is therefore submitted that the proposed amendment to section 710
(a) of the existing revenue law relating to the Special Rule in Certain
Cases Where Invested Capital Credit'us Used, as set forth in section
201 of H. R. 5417, should be eliminated from the pending bill.
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The CHAIRMAN. Do you wish to make a statement in addition to that?
Mr. Pi icE. I have made no point of objection to the proposed reve-

nue act, other than that which those who have preceded me have made,
that is, the special 10-percent tax. I would like to emphasize that
the western Pennsylvania operators have, perhaps, suffered more than
any other group over the period of years which have preceded the
present time.

I have tabulated a list of representative results from operations, or,
rather the net earnings of operators, representing more than 50 per-
cent of the production of the association members and it is impressive.

I make no special point, other than that this industry could not have
survived the last 10 years if it had not been that it was turning a
natural resource into cash, even though at a loss. It has only sur-
vived on that account. We have hopes for the future, and there is
some justification for those hopes, under the stabilizing influence of
the Guffey Act and some increased demand.

The CHAIRMAN. Are there any questions I
Senator GuFFEY. John Eichenawer did not come ?
Mr. PRICn. He could not come.
Senator GuFFEY. I would like to ask him about the Pittsburgh Coal

Co. I will not ask you about that.
Mr. PricE. I would be glad to answer, because I represent it too.
The CHAIRMAN. Thank you for your appearance.
Mr. Beauvais and Mr. Freiberg.
I notice they are both listed here together.

STATEMENT OF L. A. FREIBERG, NEW YORK, N. Y., REPRESENTING
NATIONAL HAIRDRESSERS AND COSMETOLOGISTS ASSOCIATION,
INC.

Mr. F REIBE . My name is L. A. Freiberg, rep resenting the National
Hairdressers and Cosmetologists Association, Inc. I am also speaking
for Mr. Beauvais, so we can facilitate the hearings and not take too
much time.

The CHAIRMAN. Yes.
Mr. FEmEno. There seems to be an unfortunate listing on the cal-

endar. We are not here on the proposed tax on electrical appliances,
we are here in protest, to section 2402 (b) of the proposed measure,
which provides for a tax oii cosmetics used in connection with the
giving of beauty services, that tax to be based on a retail price for
those cosmetics, and that price to be determined by tihe Commissioner.

We have learned from previous hearings of the committee that the
attitude of the toilet goods and cosmetic industry with regard to
special taxation on cosmetics has been gone into. While we generallywant to state that it is our opinion that cosmetics have been a neces-

sity in the life of tie women of this country and should not be con-
side'ed on any other basis from the standpoint of taxation, we want, to
confine our remarks here especially to section 2402 (b).
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Cosmetology services and cosmetics are no longer luxuries since they
have become a necessary part of every woman's dress,

The welfare of a nation is dependent to a great degree upon the
morale of the women in the home. England's recent acknowledg-
mnent, of the importance the use of cosmetics has played in this war
is evidence of the position of the profession.

The National Hairdressers and Cosmetologists Association, and its
affiliated membership of beauty-shop owners and operators through-
out the United States believes that cosmetics should carry no greater
taxation than any other necessities.

Further, this Association and its membership) protests the imiposi-
tion of a tax on cosmetic articles consumed in rendering cosmetology
services.
The following objections are hereby made tojthe adoption of section40'2 (b) of l. R. 5417:
A. The provision is unfair in that it places a discriminatory tax

upon the cosmetologist's tools since the use of cosmetic items is merely
an incident to his work, revenue being derived almost, entirely from
the services rendered.

The services of the cosmetologist can be likened to those of the
medical, dental, and nursing professions. These professions, in per-
forming their services, also use certain cosmetic articles.

B. Beauty shops are not equipped to gather statistical information
required to determine and record the exact amount of a pound or a
pint of material used during a given period of time, since they do not
employ clerical help.

Acc wording to the Bureau of Census figures for 1939, the average gross
income for beauty shops of the United States is $2,789, which includes
merchandise sold at retail. If forced to employ clerical help, many of
them would have to discontinue business, thus increasing unemploy-
ment.

C. The provision is impractical in that it would lead to great con-
fusion:

1. Many of the products used by the cosmetologist are prepared by
him and used by him alone. Hence, there is no established retail sales
valuation or price.

2. Other prepartions used by him are purchased for such use in
bulk at wholesale prices and are not distributed at retail. How can
any retail price be established upon which to base a retail sales tax?

3. The preparations so prepared and purchased come in bulk. It is
impossible to determine, with any accuracy, the monthly consumption
of these items as required under the proposal.

D. We object to one individual being given the authority to arbi-
trarily determine retail prices on products which are not normally
retailed and for which no retail market exists.

At present a 10-percent excise tax is in effect on cosmetics, such
being collected through the manufacturer. We believe that on bulk
materials used in professional services, the only equitable way to col-
lect a tax, if one is fair, is through the supplier to the beauty shop.

Our organization is willing to support a just tax program but, be-
lieves, as pointed out above, that the imposition of the proposed cos-
metic tax in tli, Federal emergency revenue bill is inequitable.

1368



REVENUE ACT OF 1941 1369

Senator BnowN. You think you can be reached by a manufacturers'
sales tax?

Mr. FREIER. Yes; we do. It is estimated that the average beauty
shop will spend about $200 per year at wholesale prices for the items
which would become taxable under this provision. With 83,000 beauty
siol)s in the United States, according to the census figures, these pur-
chases will approximate only $16,600,000. Now, a 10-percent tax
based on those figures would only be $1,666,000. If it is attempted to
be collected from 83,000 beauty shops throughout the United States the
Government, the Internal Revenue Department, the Treasury Depart-
ment, and everyone concerned, we think are soon going to find they
will lose their hair, as I have, worrying about the hairdressers.

I am of the opinion, we are all of the opinion that the attempt to
collect the tax from 83,000 beauty shops-this would also affect one
hundred thousand-odd barber shops in the country, who would come
under the measure, except their p'clhase of supplies would be even.
less than the beauty shops-we feel the amount of money that. can pos-
sibly be realized i would be greatly exceeded by the cost of collection,
let alone the amount of trouble, both with the proprietors of the
beauty shops and the barber shops.

'The CHAIRMAN. The purchases are usually made from the mnanu-
facturers?

Mr. FnrEI1o. Usually made through the wholesaler.
Senator BnowN. You think the tax should be on the supply houses

other than the manufacturer and retailer?
Mr. FRETBERG. That is right. In other words, the present manu-

facturers' 10 percent excise tax on cosmetics, which now applies to all
cosmetics used in beauty shops in giving their services, should remain
as is now, and there should be no attempt to collect a tax based on the
retail sales price for which there is no retail market. On the cos-
taetics which are sold through the beauty shop at retail, we are, of
course, agreed to go along paying the same 10 percent retail tax on
those cosmetics as any other agency of sale.

The CHAIRMAN. Are there any questions?
(No response.)
The CHAIRMAN. Thank you very much for your appearance.
Mr. Shaw.

STATEMENT OF T. T. SHAW, NEW YORK, N. Y., ON BEHALF OF THE
BROOKLYN NATIONAL CORPORATION

Mr. SHAW. MY name is T. T. Shaw. I am a member of the ac-
counting firm of Arthur Young & Co., New York, N. Y. I am appear-
ng on behalf of the Brooklyn National Corporation.
I wish to ask for the repeal retroactively to January 1, 1938, of sec-

tion 505 (d) of the Internal Revenue Code. This section restricts the
deduction of net capital losses to $2,000 in calculating )ersonal hold-
AIncompany surtax.

This restriction was put into the law in 1937. The Ways and Means
Committee at that time explained in its report that the reason for such
restriction being placed on personal holding companies was to place
them on the same basis as individuals who at that time were also re-
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stricted to a deduction of $2,000 for net capital losses in their personal
returns.

For years commencing on and after January 1, 1938, the $2,000 re-
striction was removed in the case of individuals but the restriction
on personal holding companies was left ill the law.

This seems clearly to have been al oversight. Tile restriction to
'$2,000 in the case of personal holding companies lost its purpose as
,'oon as the same restriction was removed in the case of individuals. It
is not, however, the fact that the provision has lost its purpose that is
objectionable. It is the hardship and injustice which such a provision
creates.

'Where a personal holding company has taxable income of the cur-
rent year but has net capital losses in excess of $2,000 (which it may
deduct in calculating its normal income tax but not for the purpose of
calculating its personal holding company surtax) and where such
corporation has no accumulated earnings, it finds itself in such a posi-
tion that it is impossible for it to avoid the prohibitive personal hold-
ing company surtax no matter what action it takes.

If it makes distributions to its stockholders, such distributions are
considered to be at least in part a return of capital and the dividends
p aid credit is restricted to that portion of the distribution which is

seemed to have been made out of earnings.
Even if the company distributed all ol its assets, it still could not

avoid the personal ho ding company surtax. Removal 'of the $2,000
limitation on the deduction for net capital losses would remove this
hardship.

Since some personal holding companies have suffered during 1938,..
1939, and 1940 through the existence of this $2,000 limitation in the
law, I suggest that it be repealed retroactively to January 1, 1938.

There seems little doubt that Congress never intended the provision
to operate tle way it does. It is nothing less than a trap which per-
sonal holding companies, who have the combined misfortune to have
no accumulated earnings and to suffer capital losses in excess of $2,000,
find themselves in.

I understand tile Treasury officials recognize that and admit the in-
justice of the provision and would be agreeable to having it removed.
Its retention in the law will undoubtely cause much litigation and ex-
pense for taxpayers.

Only a week or two ago, the second-circuit court handed down a de-
cision dealing generally with this question. The case referred to is that
of Pembroke Realty & Securitie8 Corporation v. CoMndiner of
Internal Revenue.

The case was decided in favor of the taxpayer, which was found not
to be liable for the personal holding company surtax.

Judge Swan, in his opinion, made the following significant remarks:
To us it appears beyond question that the Congress did not intend to impose a

penalty tax upon a corporation which in fact distributed all its current earnings
to shareholders. Tie purpose was to induce such distribution, and the tax was
laid on "undistributed Income." Had Pembroke's capital not been impaired, its
distribution of current income would Indisputably have been a "dividend," and
the corporation would not have been subject to a surtax. It is incredible, in the
light of the purpose of the legislation, that a different, result was intended In the
case of a corporation whose capital happened to be impaired * * 0.
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It Is within the power of the courts to declare that a thing which is within the
letter of the statute Is not governed by the statue because niot within its spirit or
the Intention of Its makers.

In the interests of fairness to taxpayers and to avoid needless litiga-
tion and expense, I believe that section 505 (d) should be repealed and
its repeal made retroactive to the date when the $2,000 restriction was
removed in the case of individuals, namely, taxable years commencing
on and after January 1, 1938.

Now, to repeat, the restriction on personal holding companies
really has no purpose. However, it is not just the existence of the
provision that is objectionable, but it, is the way it works.

Perhaps you are familiar with it and have had illustrations given
you already.

Let us take a simple case of a personal holding company that had
an income of $100,000 in 1940, from dividends and interest, say, but
it also had capital losses of $100,000 in 1940, long-term capital losses.
For normal tax purposes, it would have no tax at all, because its
true income would be zero.

However, for personal holding companies' surtax purposes the
law says you can deduct only $2,000 of those capital losses, and you
have to pay the prohibitive tax of 75 percent on $98,000 of your non-
existent income.

Now, with a company that has been placed in that situation, if the
company has no accumulated earnings on profits, as that term is
understood in the income tax law, there is nothing it can do than
pay the prohibitive tax, because if it makes distributions to its stock-
holders, such distributions are considered to be a return of capital.
It seems to me that, on the face of it, is ridiculous, and it should
certainly be taken out of the law.

The CHAIRMAN. Have you talked to the Treasury people about it?
Mr. SHAW. Yes; I have, Senator, and they feel, too, that it is un-

fair. They say, "Well, what can we do about it? It is there in the
law. We just have to collect the tax if you are liable for it."
I have not spoken to any of the higher-ups; I have never been

able to get in touch with them.
I cannot see how any fair-minded person would want to uphold a

provision like that.
Now, in the case I referred to, where Judge Swan rendered the

opinion, the corporation was ruled not to be liable in that case. So
if we went to the trouble and expense of taking the case to the
circuit court we could probably avoid the tax, like this company
did, but if we could do that by a simple change in the law, it seems
to me the situation would be cured.

The CHAIRMAN. Your matter will be given consideration, and I
understand is being given some consideration in the bill dealing
with the technical miscellaneous provisions of the tax act.

Mr. SIIAW. Unfortunately, the company I have in mind has been
hurt for the past 2 years because of the existence of this provision.
While it made a distribution to the stockholders, they are consid-
ered to be a distribution of capital and it does not do the corporation
any good. I think if the provision is repealed it in fairness should
be repealed retroactively to 1938 when the $2,000 limitation was
removed in the case of individuals. Commencing January 1, 1938,
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that restriction of $2 000, which this personal holding company pro-
vision was put in to be comparable with, has been removed from the
law, and so I think in fairness it should be removed retroactively
to 1938.

The CHAIRMAN. I think you are entitled to some relief, but we have
to be pretty careful to safeguard it, else the holding companies would
accumulate a loss on stocks that you have referred to.

Mr. SHAW. We should, of course, prevent abuses, if possible.
The CHAIRMAN. It seems to me there is some merit in your con-

tention.
Mr. SHAW. This company I have in mind acquired most of its se-

curities at tie height of the market in 1929, which depreciated to
such an extent since that time that practically everything it sells it
incurs a loss on. Of course, it has to dispose of its securities from
time to time. It would incur capital losses at those times. When it
finds itself with capital losses, and it has no accumulated earnings, it
is faced with the 75-percent tax unless it, goes to the circuit court.
I feel confident that if we go to tihe trouble and expense of doing that
we can avoid paying tie tax.

Senator BRowN. It is a matter of interpretation of the law. I
thought what Senator George meant was whether or not you would
take up the matter of some change in the legislation now orlater?

Mr. SHAW. We wrote to the Commissioner several weeks ago, point-
ing out tile inequity of the thing, and. asking that the provision of
the law be repealed retroactively, but we have not had any reply yet.

I have been to the Internal Revenue Building, I have seen whoever
it was possible to see there, and put the thing to them. They admitted
to me that it is inequitable, and should not be the law, they felt,but they say, "What can we do about it ?"

Senator BROWN. It seems to me where you should take it up is with
the Treasury Department, with Mr. Sullivan. They advise us from
time to time in regard to legislation. You cannot get an interl)reta-
tion out of them other than you have gotten, but you might put the
problem to them and see if they can suggest something to cover it bylegislation. ,

Senator LA FoumrrE. It is my understanding that the matter is
under consideration in connection with the second bill.

Senator BROWN. I think you have got a good case.
Mr. SHAw. If anyone can justify, on any theory, that provision

being in the law, then I would be very glad to hear them. If there
is any justification for it, let us leave it In the law.

'he CHAIRMAN. We have your point.
Mr. SHAW. Thank you very much.
The CHAIRMAN. Mr. Ahrens.

STATEMENT OF BERT C. AHRENS, NEW YORK, N. Y., EXECUTIVE
SECRETARY, EDUCATIONAL BUYERS ASSOCIATION

Mr. AHiiENS. Mr. Chairman and members of the committee. My
name is Bert C. Ahrens. Representing the Educational Buyers' As-
sociation, I speak in behalf of 880 members who are the purchasing
officials of 380 colleges, universities, and hospitals, located in all parts
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of the Nation, large ones and small ones, renowned and little known,
tax-sul~ported and endowed, w.lo object. ill belonging to tile associa-
tion primarily is to promote efficient. procurement of supplies for their
institutions.

Much as I would like to tell you of the success of the association
in helping tile member procurement officer better his professional
ability and in creating opl)ortunities for him to stretch his institu-
tional dollar, I accede to your chairman's plea for brevity, and offer
a copy of the Proceedins of the Twentv-first Annual Convention of
the Educational Buyers Association for your examination, that you
may, if you desire, get an idea of the type of activity we carry on
and jn(lge for yourselves as to our success in promoting efficient pro-
curement for our member institutions.

I wish to point out that the price of goods consumed by educational
and similar institutions is vital to them and that they" have helped
themselves to find out how to pay tie least for tie best'in tie various
quality ranges. They have examined every cost factor and have suc-
ceeded in bringing ijiany of then to a point fair to themselves and
the producer.

The tax factor is not susceptible to any other approacl tham this
and I find myself beginning with the others in this room.

Axes ground d in these hearings usually are, it is )opularly believed,
applied to the grindstone by the profitt motive.

That motive these days unquestionably is coupled with a genuine
desire to hel l ) you gentlemen in your efforts to do the best you caan for
the welfare of our country.

But the educational institutions do not have and never have had the
l)rofit motive. They serve the people in a very vital way and are in
effect l)ublic institutions.

Past legislation has recognized that fact. Municipalities and States
in tile main exempt educational and eleemosynary institutions from
sales taxes, as well as from taxes on their plants.

The Congress exempted them in H. R. 8148 from the application of
the Robinson-Patman Act, as follows:

Be it ctactcd by the Senate and the House of Representatircs of the United
States of America in Congress asscmbled, That nothitig In the Act approved June
19, 193 (Public, Numbered 692, Seventy-fourth Congress, second session), known
as the Robinson-Patman Antidiscrinimtion Act, shall apply to purclses of their
sulplies for their own use by schools, colleges, universities, public libraries,
churches, hospitals, and charitable Institutions not operated for profit.

Business very properly should have a profit motive. Labor is
worthy of its hire andagricultural production must be encouraged.

But taxing the educational and l)ublic-health systems of the Nation
in times when cost factors are growing larger (lesi)ite doged efforts to
control them, adds a burden to a public enterprise heretofore in normal
times not carried. Tle l)urchasing power of the institutional dollar
shrinks with other dollars in a rising cost period but there is no way
for the institution to get more of thiem as does business, labor, and
agriculture.

Endowments are not increasing and few students would pay in-
creased tuition, in fact, there are fewer students by reason of the Selec-
tive Service Act op ortunities for high earnings, and so forth.

Now, as I said before I am begging, but while the prospect that our
educational institutions will be poorer should have your consideration,
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I more humbly beg of you that you do not destroy the precedent of
exemption from taxation for the eleemosynary institutions of this coun-
try the work of which is unselfish and for the public good and keeps
pace with, yes, leads the way in social, scientific, and even commercial
progress, and makes important contributions to military development.

I am, in effect, talking for the endowed institutions, for the bill you
are considering exempts the State institutions through the State
exemption.

Does it not seem, considering this, that the act is discriminatory in
this regard? Since the function of both State and endowed institu-
tion are the same the theory and system of State exemption might well
be applied to all eleemosynary institutions.

In his report on the bill Chairman Doughton of the Committee on
Ways and Means of the House of Representatives stated:

Your committee's principal aim in this bill, however, as in all tax legislation,
is the procurement of revenue.

Take the State institution consumption out of the consumption of
all nonprofit institutions and you have reduced the anticipated revenue
from this source considerably, since the ratio for tax-supported col-
leges to endowed is 32 to 68 percent.

Let us look at the prospective revenue from one class of item a great
proportion of the sales of which is made to'educational laboratories.

The distribution of the 1940 sales of one representative mnanufac-
turer of optical goods is as follows:

Percent
To the Federal Government --------------- 7 ---------------------------- 12
To State and municipal governments ----------------------------------- 12-
To hospitals --------------------------------------------------------- 2
To educational laboratories -------------------------------------------- 37
To medical students --------------------------------------------------- 23
To doctors ------------------------------------------------------------ 2
To industrial laboratories and individuals ---------------------------- 12

There will be no revenue from the purchases of the Federal, State,
and municipal governments which take 24 percent of the sales.

Of the 37 percent which goes to educational laboratories some is tax
free since some purchasers are tax-supported institutions.

Estimated as being 60 percent of this 37 percent, tax supported, and
so tax free, educational institutions add 22 percent to the aforemen-
tioned 24 percent and we have 46 percent of the total sales not available
for tax revenue, leaving 54 percent available under the bill, still the
bulk of which in the interest of the public welfare the Congress should
not want to tax.

In order then to reach the doctors and the industrial laboratory and
individual purchases used in profit-making enterprise, the bill will
miss entirely taxing 46 percent of the sales, will tax 40 percent of the
sales to consumers which in the general interest should not be taxed, and
so leaves the desired object of the tax, that is, the sales to doctors, indus-
trial and individual laboratories, a mere 14 percent of the total sales
of this class of merchandise.

It is estimated that the potential yield from optical goods used in
education, scientific research, and public-health control is in the neigh-
borhood of $250,000.
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It is strongly urged, therefore, that paragraph (9) section 3406 of
part V of the bill be stricken out in the interests of the Nation's
medical students, hospitals, and educational laboratories the encour-
agement and assistance to which should be part of the government
policy always and particularly at this time.

Tlhe general exemption from the application of the bill should cer-
tainly be accorded educational and the eleemosynary institutions so
that this well-founded policy be not disturbed and particularly in
these days when civilian morale and behind-the-line national strength
dare not be weakened.(Tie data used in the discussion of optical goods was provided by

Mr. John Roberts, president of the Scientific Apparatus Makers of
America..)

The CIIAMMAN. Thank you for your appearance.
(Letters by Mr. Roberts are as follows:)

MNIISSOUni VALLEY ASSOCIATES,
Chicago, Ill., August 20, 1941.

ion. WALTEIt F. GEORGE,
Chairman of the Senatc Finance Conmmittee, Washington, D. 0.

My DRAR SENATOR GEORlG: I wish to present, on behalf of the medium-sized
privately endowed college, a protest against the sales tax on optical instruments
as specified in section 3406, paragraph 9, revenue bill, 1941.

From my experience, I believe that of the items in paragraph 9 (omitting the
military Instruments, such as fire-control optical instruments, searchlight mirrors
and reflectors), approximately 70 percent will be used by the Government depart-
ments, educational institutions, hospitals, medical and dental students. Also,
knowing the small profits in the industry, it will be necessary to pass the tax on
to educational institutions, hospitals, and students, as the Government, State,
and municipal purchases are exempt. I am inclined to think that the original
framers of this bill were of the opinion that a larger proportion of such instru-
ments were used in Industry or as luxury items. However, the latter, such as
opera glasses, prism binoculars, etc., are provided for under section 2400.

It is needless to state to this committee the desperate financial situation of
many time-honored educational Institutions that have contributed some of the best
brains of the present and past in all walks of life in this country. Several mem-
bers of your own committee are graduates of privately endowed colleges, and
many of your colleagues come from the same type of Institution. These insti-
tutions are faced with dinlnishing returns from their endowments and an increas-
ing expense account, and In the near future at least they will not receive from
their friends as large contributions for the support of their institutions. At
present the majority are operating with an annual deficit that has been met by
contributions from alumni, who now will not be as able to continue.

As a graduate and trustee of an institution in my native State of Missouri,
namely, Missouri Valley College, at Marshall, I wish to ask the careful consid-
eration of the committee in eliminating this additional tax on education, for the
small amount of revenue that will be forfeited will be negligible when compared
with the advantages received. If these institutions, through economical condi-
tions or taxation, are forced to close their doors, additional burdens will be
placed upon State or tax-supported institutions, which, in turn, will increase the
burden and taxation upon everyone. I also am sure that the committee will agree
that It is not to the best interests of the country to have only tax-supported
institutions.

Very truly yours,
JOHN M. RoeRTs, President.



1376 REVENUE ACT OF 1941

CmIIAo0, ILL., August 22, 19.1.Heon. WALTEr F. G~onos.,
haImian, Senatc Finance Committee, Washington, D. G.

MY DmAR SEN.TOR GrowOE: I wish to supplement the brief of Mr. Ahrens of
the Educational Buyers Association, on section 552, paragraph 9, entitled "Opti-
cal Instruments," by the following additional information:

1. Amount of tax int-olved.-For the year 1940 the sales of the optical instru-
nients its specified in the above section and paragraph were $4,500,000. Of this
total 48 percent was to the Federal Government, State, and municipal, and
State-supported institutions, chiefly educational ,who under section 2406 nre
exempt from this taxation. Therefore, only $2,340,000 remain to e taxable.
This would give a revenue of $234,000 at the 10-percent rate. These sales
should be further Investigated and broken down as follows:

Fifteen percent, or $075,00 sold to endowed educational institutions that
are not tax supported.

Twenty-three percent or $1.415,000 was spent by students in professional
schools such as medical, dental, and so forth. It is manifestly unfair to tax
the privately endowed nonlroflt Institution and allow tile State-supported (doing
the same work) exemption. In the case of the young professional student,
lie Is hard put to in order to secure his education without having to pay an
educational tax on Ills equipment.

If we combine the above classifications we have:
Sales to privately endowed institutions---------------------------- $675, 000
Sales to professional students ------------------------------------- 1, 035, 000

Total sales to nton-profit and non-tax-supported consumers 1,710,000

With these deductions there would remain sales amounting to $630,000 to profit
earning and(1 individual consumers carrying a tax of $63,000. This would be tile
total tax, if we exclude all nonprofit consumers. The above figures are reliable to
my best knowledge and information.

2. This tax is discriminatory in that it applies only to the optical Instruments
used for scientific work and omits all other forms of such instruntents-tlie luxury
or individually used optical instruments (such as, opera glasses, marine glasses,
field glasses, and binoculars) are taxed under section 2400, entitled "Jewelry," etc.

3. The tax would 1)e hard to administer, for the following reasons:
(a) Some Institutions are partially supported by taxation; the major part of

their income is from endowment or student fees.
(b) In other instances certain departments only are tax supported.
(c) Some include in tuition the total cost of the student's equipment. In this

case it would be hard to separate the taxable items.
(d) The cost of administration would be a very high percentage of the return.
Our association respectfully requests that due consideration be given to the

above claims.
Submitted by

JonN M. Ronmnre,
President, ,Sc¢ientifle Apparatus .llaker,1 Axsociation.

The CHAIMAN, A1r. Satterthwaite.

STATEMENT OF WILLIAM F. SATTERTHWAITE, SALES ENGINEER,
GENERAL DRY BATTERIES, INC., CLEVELAND, OHIO

Mr. SATrERTHWA1TE. Mr. Chairman and inemnbers of the committee,
my iame is William F. Satterthwaite, representing the General Dry
Batteries, Inc., of Cleveland, Ohio. We have plants in Clevelan
Ohio; Dubuque, Iowa; Baltimore, Md.; and also in Nogales, Ariz.

It is the purpose of my statement to bring to your attention the
hardships which are worked upon our company by tie capital-stock tax
and its associated excess-profits tax under the flew circumstances aris-
ing from the shortage of critical metals. This shortage has arisen
from our national-defense efforts. We have requested the opportunity
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of presenting this problem because we believe it works an undue hard-
ship which 1s contrary to your intentions. We also ask relief as sug-
gestedi at the enI of this brief in the sincere belief that it conforms to
your objectives.

The present revenue act and the proposed Revenue Act of 1941 re-
quire that each corporation declare a capital value for the purposes
of the capital-stock tax and the declared value excess-profits tax.

This declared value is effective for 3 years, with the adjustments as
required by the revenue act, and is the basis of the capital-stock tax
and the declared value excess-profits tax.

Under normal conditions it is possible to make a reasonable estimate
of expected earnings for the 3-year period but we are not working
under normal conditions.

We manufacture dry batteries which consist of zine manganese diox-
ide, carbon, ammonium chloride-or sal-ammoniac-trass, and copper.
There are also other ingredients used in small quantities but these are
the ones which present the major part of our problem.

In the case of zinc, we do not know from monti to month how much
we will be allowed to receive due to the fact that zinc is under priority
which varies from month to month. We also do not know to what ex-
tent. we can obtain the other necessary ingredients to maintain produlc-
tion. If we cannot obtain any one of these necessary materials we
are forced to shut down.

Therefore, it is impossible for us to estimate our earnings. Such
an estimate is the basis of declared value an(l, therefore, we are at a
loss as to what value to declare. This uncertainty is entirely beyond
our control and will force us to either pay an unduly high cap'ital-stock
tax or declared value excess- profits tax.

The capital-stock tax requires a declaration of value once every 3
years. This year is a new declaration year and. therefore, it is the
basis for the tax for the next 3 years as contemplated at. the present
time. The bill provides for adjustment to the initial declared value
to compensate for structural changes which will affect the earnings.

Our problem is not with that particular please of the problem. The
declared value forms the basis on which the capital-stock tax is (le-
termined at the rate of $1.25 per $1,000 as proposed in the current
bill.

The declared value excess-profits tax uses the declared value as the
basis and imposes a tax on earnings in excess of 10 percent of the
declared value.

In order to minimize these two taxes, the tax payer endeavors to esti-
mate the earnings as accurately as is practicable for the 3-year period
and then to multiply this by 10 so that the expected earnings will not
be subject to heavy excess-profits taxes.

At the same time the earnings should be estimated low enough so
that the capital-stock tax itself is not excessive. Consequently the cor-
poration in the past has endeavored to estimate its earnings accurately
enough to pay equitable taxes.

The country is putting forth major efforts to defend itself against
any possible aggressors an(l this effort constitutes a large task. The
task is so great that unexpectedly large quantities of certain materials
are required with the result that shortages in civilian needs are becom-
ing very acute.
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The shortage in zinc is forcing a reduction in our production which
we cannot reasonably estimate for even 3 months.

While we have endeavored to protect ourselves with our zinc sul).
plier on a contract made in 1938, this supplier has been required by
the present emergency to contribute a proportion of all zinc to a pool
necessary for defense. This contribution has forced a reduction in
the amount of zinc which we can obtain under this contract and, there-
fore, we find ourselves encountering a major zinc deficiency.

Copper and brass have just come under the full allocation program
and, therefore, we find ourselves facing further difficulties along the
lines of metallic shortages.

Every dry cell requires a brass cap on the carbon l)encil to make
suitable electrical contact. Each assembled battery of two or more
cells used in radio and similar work requires copper wires connecting
the cells in series or in parallel.

We anticipate that before the year is ended that this shortage in
copper and brass will affect us drastically.

We are further warned that shortages in other ingredients used in
dry batteries probably will materialize before the end of the year.
Therefore, we are placed in a position wherein we are entirely unable
to estimate our earnings for as much as 3 months not to mention 3
years.

We believe it to be our patriotic duty to cooperate with the Gov-
ernment in every defense measure and we do so willingly. However,
we do believe that under the circumstances, the capital-stock tax and
its associated excess-profits tax has an element of unfairness and works
an undue hardship upon us and other companies in the same position.

In conclusion we ask you to consider carefully the problem as dis-
cussed above and to modify the current revenue bill of 1941 to
eliminate the inequities brought into existence by the metal shortages
and the priorities. We ask that this bill be modified in two ways:

First, for the duration of this emergency and so long as priorities
are in existence on the metals necessary to the construction of our
product, that each year be allowed as a new declaration year.

Secondly, we urge that the declaration be made and based upon the
earnings of the preceding year. In this way the inequity of the excess-
profits tax or ani unduly high capital-stock tax is eliminated and yet
the capital-stock tax is retained as if the taxpayer had made a good
estimate of his earnings.

We thank you for your careful consideration and favorable action.
I thank you for your attention.
The CHAIRMAN. We thank you, sir, for your appearance.
Mr. Graffis.

STATEMENT OF HERBERT GRAFFIS, EDITOR OF GOLFDOM,
CHICAGO, ILL.

Mr. GnAFFIS. My name is Herb Graffis. I am editor of Golfdom,
a business magazine of golf and represent the National Golf Founda-
tion, a nonprofit organization.

Like everybody else here, we want a pass. The misconceptions
about golf puts us behind the 8-ball. It is reputed to be the rich
man's game.
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Right now about five-sixths of the 3,126,000 golfers are either
children of high-school age and the youth of college age or adults
who play on the public golf courses. The Treasury Department has
been through this excise tax experience with golf and with the other
sporting goods before,.and has found, so I understand, that the net
has been virtually nothing.

This time it will be less, if possible, for the simple reason, they
will just quit playing. The national problem now is to get people
active, the kids and the adults. In the sporting goods business, we
have long since learned that the most used piece of sporting equip-
ment is the seat of the pants. The draft statistics unfortunately
bear that out. We find, as you gentlemen have found, that most of
the physical disabilities of the draftees are bad feet; I think they
are just a few points back of bad teeth. The only people who walk
any more are the mailmen, pickets, and golfers.

The golfer walks about 4 miles exercising his lungs pr-ofusely, and
comes in and drinks four times what he spends in golfing equipment.
Those are actual figures, gentlemen.

Due to the statements that have been made in the last Presidential
election about the country golf set, we realize that we are somewhat
handicapped until you gentlemen recall that the country golf set
were able to throw around more conversation than voting weight, and
the five-sixths of the golfers, who use this game as recreation, re-
spectfully suggest that they be joined with tho very large group that
also prays for exemption.

I have filed a digest with the clerk. The figures are all there. We
have, in this matter, the same serious purpose and high hope that
some of you gentlemen have about your scores.

Thank you.
The CHAIRMAN. Thank you.
(Mr. Graffis submitted the following memorandum for the record:)

MEMORANDUM FILED BY HERB G(kBFFIS, EDITOR OF GOLFDOM, TIE BUSINESS JOURNAL
or GOLF

GOLFDM,
Chicago, Ill., August 22, 19.}1.

RE SPORTIN-GOODS TAX

There are 2,102,000 active golfers in the United States of whom only 533,000
(approximately 24 lprcent) are members of private golf clubs having annual
dues of $10 or more. The 70 percent play on public courses. In addition,
there are almost 1,000,000 high-school and college boys and girls receiving golf
Instruction and playing In individual and scheduled team matches.

The old belief that golf is a rich man's game is blasted by the fact that
golf now is the outdoor game the man, woman, and youngster in modest In-
come brackets finds most attractive for actual participation. It Is not a luxury
sport. It is popular physical conditioning for people of both sexes from the
ages of 13 to almost 80.

Latest available Department of Commerce Census of Manufacturer figures
show for 1939 the value of golf goods to be $15,644,612. These figures probably
are quite generous. For instance: The number of clubs was given as 2,855,837.
The number of shafts was given as 3,218,002. The factor of breakage In steel
shafts Is negligible. With 362,165 more shafts than clubs reported as 1939's
manufacture and the 1940 spring clearance sale of 1939 unsold clubs being ex-
tensive, there Is circumstantial evidence to indicate that the $15,644,612 figure
gives an overly bright picture of the extent of the golf business.

1379



1380 REVENUE ACT OF 1941

Although even a 10-percent tax on this annual volume of golf business, ac-
cording to Treasury officials' past experience, would not be a revenue-raising
procedure warranted by the net income, the tax effect on golf play and golf
business would be serious enough to be especially undesirable in these times.

Golf already has ben self-danmged by delusions of grandeur Inspired by
gulps of locker-room Scotch and a failure to do its figuring until the scorecard
calls for pay-off. That is why the "country club set" of which you heard
during the latest national campaign did not sling much weight around. That
conception of the "country club set" is a picture of the vanishing American.
That is why so many of the once proud private clubs have been foreclosed,
and now, In not unusual cases are being played by any of the public who
can lay front 25 cents to $1 on the line for a day's playing privileges.

That excess of optimism Il golf has given the low-income adult and the
youngsters a break. Golf-goods manufacturers, for the greater part, are the
offspring of companies that wanted an outlet for certain byproducts or an
off-season use of equipment and factory personnel. These manufacturers, sonic
of whom were overly optimistic about the promise of growth In golf, and sonie
of whom over-guessed the existing market, have been In strenuous competition
for such business as is available.

Therefore, prices for golf goods have been kept lower than actual cost of
manufacture and distribution warrant. It is one of those lovely Instances in
which the man and womann whose income barely covers living expenses get
a great break.

Now, with the certain prospect of continued sharp Increases iii costs of such
materials and hbor as iniay be available, there loomis a virtual certainty that
the ganie will lose many whose physical and tenperiaiental status Is Important
to mitionil defense. Golf already has ninny of its newer crop iii the Army,
Navy, an(I air forces. They were iii good physical shape. They are not out of
the golf market, 1111(! (aite a few of tlmii are, won(lering why golf driving ranges
aren't among the Army rc"reatlonnl facilities.

The American recreation lietire hits changed tremendously since the emergency
in 1917. This time the increased wages il defense Industries are not goig for
wide striped silk shirts or patent-leather shoes. The representative American
now is recreation minded. Ills and her attention to his own physical condition
and tlt of ti( children ihs heen sharpened by draft examination physical
findings.

But it Is not easy to get the average American physically active. Even the
kids are getting sedentary. The most used liece of athletic equipment In the
United Sthtes is tile seat of tile pants, as one very quickly learns whea wiing
such figures as i10,000 attendance it bIsketball games; 7,500,000 at the football
games of 64 representative universities; 1,500,000 at national pro-league football
games, around 26,000,000 at major- and minor-league baseball gaines. Grand
entertainment, of course, and great physical culture for those who play them.

But try to get the good citizens of any age to condition themselves physically
in a game that requires about a 4-iiile walk ii an afternoon, and you have a
national pliysieal-fitness problem pop tuP at you. Only mailmen, pickets, and
golfers do much walking any more.

The, Arny learned that more than a year ago during maneuvers of National
Guard troops. Many of the lads couldn't stand the road work.

There were approximately 61,220,000 rounds of golf played in the United States
)lst year oii the Nation's 5,209 golf courses. Not over 1,3() of the.,. courses are
strictly private-playable only by members and their guests. There tire 711
courses lblicly owned where anyone who pays the fees ranging from nothing
ci-sli to $1.50 a round can play, 1,210 privately owned courses open to time public,
and of time 2,080i nhie-liole so-called private courses, it is may conviction, based on
extensive experience, any reasonably personable mlan or wonan could play on
paynient of fees for a round.

Work Projects Adninistratlon projects have Included 204 puilli golf courses
newly constructed and 298 reconstructed or improved. The golf course, public
nnd private, increases taxable values in Its vicinity, and Ini the case of the public
recreation facilities that usually take in enough Income to more than pay for its
maintenance and operation.

A significant indication of the part golf is playing Ii bettering the American's
py.glcal condition is the club rental llan started at Cincinati's public courses
and now tit Ney Orleans, Houston, Dallas, Fort Worth, St. Louls, and otlier cities.
For 15 cents a youngster or, a nlan or woman can rent ia set of four of five clubs
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nnd get three used balls. A charge of a (litle a bull is made for each one not
returned. This plan has been so successful that in Cincinnati alone last year
more than 20,000 rental set fees were taken in.

The average annual expenditure of the golfer for clubs, balls, and bags is only
about $15, thus flatly contradicting the "rich men's game" charge. But the
game now is enlisting those to whom the $15 charge for a recreation of many
years' playing span is too great. This rental plan is hut one activity. Golfers
have contributed thousands of used clubs to be used In teaching the nearly
1,000,000 high-school and college youngsters. Increase in golf equipment prices
will nip this crop in the bud. ,urther indication of golf's extensive and grow-
ing appeal to the class of youngsters and adults greatly in need of low-cost
pleasant outdoor physical condition is in the golf practice range business. Prac-
tice range owners in immerous cities from New *England to the Gulf coast have
told me that as many as 30 percent of their patrons never have been on golf
courses, hut are getting ready for the day when they call afford clubs, balls, and
grevn fees.

Industrial and commercial league golf teams are becoming one of the most
popular sports activities of spontaneous or company organized recreation pro-
grams, (fie to the adequate but not strenuous nature of the exercise and the
haIndical)ping feature of golf, which allows the duffer and the proficient player
to compete oit a fair and interesting basis.

I recall reading anit Associated Press story quoting Dr. George W. ('alver, con-
gressional physiciaii, as advising Senators and Representatives to "walk at least
an hour every (ay and get inI nine toles of golf if possible." He was quoted as
saying that the almost continuous session of 3 years bas overworked and over-
strained national legislators. lie was reported as having said that the public
should be interested in Congressmen getting some relaxition to balance their
legislative worries.

The authoritative advice, also iniy be applied to the general public of a con-
si(lerle age reach whose physical condition and general temperament plainly
('(ld stand imlrovenmnt. The extensive potential employment of golf for more
of the average people of both sexes and a wide age range definitely Is it factor
iII this country's national defense. The representative ordinary adult golfer
Is of a class tat pays taxes Without yowling or complaining of his pain. lie
asks mainly a break for the kids. He therefore respectfully subMits that the
meager (if any) net income of an excise tax on golf equipment would tend to
beat the Government out of what it wants and itust have, first, a healthy
working, earning, and fighting condition of its youngsters an( of its taxpayers.

The CHAIRMAN. Mr. Spargo and Mr. Blakelock. Are you gentle-
men going to get together?

STATEMENT OF GEORGE E. SPARGO, DEPARTMENT OF PARKS, CITY
OF NEW YORK, N. Y.

Mr. SP,%Ruo. I am George E. Spargo, executive officer of the depart-
ment of parks, city of New York, and while we, too, would lke a
free pass on sonetling, it is only on those things that alre actually
recreational facilities of the city o'f New York which we would like to
have you consider.

The facilities that wotld be most affected by the proposal you ha vc
before you are our swimming pools. There are 17 pools, all operated
free in the morning for children uider 14. We charge 10 cents for
children in the afternoon and evening and 20 cents for adults. That
is barely enough to cover the maintenance cost of these pools through-
out the city. I think perhapss the most concise vay for mnc to give
this to youis to read tile Itter Mr. Moses sent to Senator George, but
not the mellorandulm, which we would appreciate having incorl)orated
in the record. We can file copies of the memorandun with you, and
that will give you the rest of tile story.

61077-41----S8
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It says:
Tim. CITY OF NFw YORK, DEPARTMENT OF PARKS,

New York City, August 19, 1941.
Hon. WALTER F. GEORCE,

Chairman, Senate f'inancc Committee,
United Statq Senate, Washington, D. C.

DEAR SFNATOR: I wish to call your attention to the defective wording of sec-
tion 541 of Ii. R. 5417 known as the Revenue Act of 1941 which is now under
consideration by your committee.

This section provides for a new basis for computing admission taxes by estab-
lishing a "tax of 1 cent for each 10 cents or fraction thereof of the amount paid
for admission to any place. * * *"

The words "admission to any place" are also used in section 1700 of the old
revenue act. Under a recent ruling these words have been construed to Include
charges made for the use of publicly operated swimming pools and other recrea-
tion facilities. With similar reasoning this wording could also be construed to
apply to charges made for the use of hotel rooms, pay toilets, bridge and other
traffic facilities, parking fields and a host of other facilities never Intended by
Congress when this provision was adopted.

We have been table to get anywhere iII our efforts to adjust this matter with
the Internal Revenue Bureau which is Insisting on the collection of taxes from
the users of publicly constructed and operated swimming pools and threatening
to send public officials to jail If they do not comply.

This is a problem of general al)llcation throughout the United States affecting
every recreation facility operated by a State or municipality for the health and
welfare of the people where a small charge Is made to help defray the costs of
maintenance and operation.

Speciflcally the city of New York has constructed with public funds and has
in operation 17 outdoor swimming pools. The charge made to the users of these
pools is 10 cents for children and 20 cents for adults. To add a tax to these
charges because of the ruling of the Bureau of Internal Revenue will bring In
very little tax revenue and will do an Immense amount of larm.

An amendment has been proposed which has the approval of tho United
States Conference of Mayors and a number of States. A copy of this amend-
ment is enclosed herewith. It clarifies the law In regard to publicly operated
recreation facilities but makes a distinction between spectators, who pay ad-
missions to witness a contest, performance, or exhibition, and the users of
public recreation facilities who Iay a charge to help maintain such facilities.

I am also enclosing a memorandum which more fully discusses the proposed
amendment.

I respectfully urge your committee to support this amendment.
Very truly yours,

Ronr MosES, Commissioner.

(The memorandum discussing proposed amendment referred to in
Mr. Moses' letter to Senator George of August 19, 1941, is as follows:)

MEMORANDUM ON THE QUESTION OF FEDL:AL TAXATION OF ADMISSION TO BATHE IN
POOLS, J4EAOIIms, BATHS, AND RECR ATIONAL FACILITIES OF TIlE STATE OF NEW
YORK AND ITS MUNICIPALITIES

The people of the State of New York, by many acts of the legislature, approved
by the Governor, have adopted a program of recreation to promote the health
and welfare of the people of the State. On several occasions the people have
directly approved this program by voting affirmatively on bond Issues to pro-
vile funds to finance the program. The various municipalities of the State
have followed 'the lead of the State administrations in providing like recrea-
tional facilities for their own citizens. The Federal Government has made large
sums available in the form of loans, outright grants, Work Projects Administra-
tion, Civilian Conservation Corps, National Youth Administration, and other
funds for like purposes. In New York City alone 17 outdoor swimming pools
have been constructed.

The policy of Federal, State and municipal governments has been to provide
funds from various sources for the acquisition of necessary lands and to con-
struct buildings and equip them for recreational use. In the Initial stages
moneys are also supplied for maintenance and operation, but more and more the
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policy has developed to make modest charges for the use of recreational facilities
wherever possible so that the cost of maintenance and operation may be paid
by the people using the facilities and not out of general funds. Tile policy is not
to collect for the use of facilities more money than is actually needed for main-
tenance and operation. As a matter of fact, in almost no cases do the charges
pay the entire costs of carrying on these projects. Resort is still made to the
appropriation of funds to make to make up the difference between the actual
costs of maintenance and operation and the amounts that can be collected.

In all cases the charges are adjusted to meet the ability to pay of the users
of the facilities. Administrators in charge of recreational areas have always
to keep in mind that the real purpose is to improve the health and general wel-
fare of the people. The charges are adjusted whenever it Is found that they are
proving too much of a handicap and attendance is falling off. On the other
hand, the administrator must always keep In mind that the public policy is to
meet the recurring charges for maintenance and operation out of receipts in-
stead of resorting to the tax roll.

Recently, the delicately adjusted control of this State and city policy has
been thrown out of balance by demands of the Federal Internal Revenue Bureau
that State and municipal agencies collect from users of recreational facilities
an admission tax to be turned over to the Government. This demand is contrary
to the theory which has been sustained by the highest court in this country, tlt
the Federal Government has no power to tax a State. The answer of the taxing
authorities to this broad argument is that the tax Is not levied on the State but
on the users of the facilities and therefore the question of one sovereign taxing
another is not involved. This is specious reasoning. The fact Is that the State
and city Aiarge as much as can be collected without discouraging the use of
recreational facilities. Any tax that Is added to what the State and city charge
will simply cut down the use, which as a matter of policy, the State is encourag-
ing, If the tax is not added to the present charges then it must be paid out of
the charges collected and will be that much less money to pay the cost of mainte-
nance and operation.

It would seem that Congress is enacting the admissions-tax section of the
revenue act had In mind this fundamental theory and considered it so well ac-
cepted that it was not necessary to make an exception to the law.

There is no need to argue over the wording of the act or to go into a long
dissertation on the right of one government to tax another. The fact is that
this policy of recreation has been adopted by a number of States for the general
welfare of the people and It should not be burdened by placing a tax on it. The
best way to clarify the question is to amend the new tax bill which is now before
the United States Senate and specifically state that users of recreational facili.
ties conducted by the State or any of its municipalities will be exempt from
this tax.

A distinction should be made in the case of facilities that are essentially enter-
tainnents, exhibitions, or performances rather than for the recreation of the
people, such as shows and athletic events where people go to enjoy the enter-
tainments or diversions rather than to participate In them. For this reason an
ramendment to specifically exempt users of public recreation facilities from pay-
ing a tax should also clarify the wording of the present tax act by specifically
excepting from this exemption taxes levied on admissions of spectators to shows,
exhibitions, performances, or athletic contests conducted by a State or municipal-
ity. In other words, there should be a distinction made between spectators who
pay admissions and users of public facilities who pay a charge to help maintain
such facilities.

REVENxjE ACT OF 1041, H. R. 5417, PAGE 53-54

PART IV---HANGE8 IN BASIS OF COMPUTING TAX

SF. 541.-ADMIssIoNs TAX.
(C) No tax shall be levied or collected under this section in respect of any

fees, charges, or admissions collected as a prerequisite to the use of healthful
recreational facilities supplied pursuant to public policy, all the proceeds of which
inure exclusively to a State or any political subdivision thereof, or to ally public
corporation created by special Act of the legislature of a State for a public purpose,
no part of tile net earnings of which Inure to the benefit of any private stock-
holders or individual, provided that this exemption shall not apply to fees, charges,
or admissions collected from spectators at exhibitions, performances, or contests.

(Change designation of present paragraph C to D.)
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Mr. SPARco. To give you an idea of what some of these facilities
look like, I would like also to leave with you pictures of the pools
in operation and also some of the other recreational facilities in
operation.

I would like to say that last year there were approximately 11/,
million paid adniissions to these pools and the same number of free
children in the morning. Mr. Blakelock is from the Long Island
State park commission, which in turn is part of the State park
system in New York State, and they have a similar problem there.

We do not ask, as you notice from Mr. Moses' letter, that you give
any consideration to spectator events that we )ut on. For example,
we have an amphitheater where we put on a water carnival and show
once a week. The tax on admissions to those special events, of course,
we expect to pay; it is the recreational or health-building facilities
on which we would like to be relieved of paying a tax and we assume
you will want to continue to tax those other events where admissions
are charged. You will be doing an immense amount of good if the
tax on these active recreation facilities is :eft out of the bill.

The CHAIRMAN. Mr. Blakelock, do you wish to make a statement ?
Mr. BLAKLOCK. No; Mr. Spargo has covered the subject. The

situation in the State parks is the same as in the city parks and, for
that. matter, throughout the country where imunicipalities are oper-
ating such facilities.

The CHAIRMAN. We have here a letter with reference to section
3465 and section 3466 of the 1941 revenue bill which I would like to
invite the Treasury's attention to, and would like to incorporate it
in the record.

It is from Mr. Kenneth Hogate, who calls attention specifically
to the "ticker service" that is covered by this amendment to sections
3465 and 3466. I would like to have that entered in the record and
like to have the Treasury see it, and make a special note of that in
view of the statements made.

The letter follows:
Dow, JONES & COMPANY, INC.,

New York City, Augulst 21, 19.!I.
Hon. WALTER F. GEoRoE,

Chairman, Finance Commiltcc, Uniited Sotatcs Senate.
Re sections 3465 and 3466 of 1941 revenue bill.

DEAR SENATOR GFORGE: An attempt would probably have to be made to con-
strue the tax imposed on news ticker services, section 3465, subsection 2 (p. 55,
lines 2 and 3), as now worded, as applying to the Dow, JoneS; news service,
although that service clearly and undeniably constitutes the public press func-
tion of disseminating news. Any such attempt would unquestionably be ex-
penslo and embarrassing, because the present language of the bill Jeopardizes
Dow, Jones' recognized press standing of 40 years.

Section 3466 especially excludes the press front the provisions of the previous
section. We are not asking for any special exemption and accept any tax
levied on the press. Rather than appear at time hearings on what is really a
noncontroversial matter, I take the liberty of writing to you, with the respectful
request that this letter be entered as part of the committee's records so that
it will be before the members of the committee when you reach discussion
of these sections of the bill.

I am sending copy of this letter to the Honorable John L. Sullivan, Assistant
Secretary of the Treasury, in the belief that changes which will clearly bring the
Dow, Jones news service out from under this cloud of doubt will not be
resisted by the Treasury.
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May I suggest that the necessary changes could easily be made? They involve
only deletion of the words "news ticker services" In section 3405 and defining
"the public press" In section 3400 In such a way as expressly to Include every
method by which press news may be disseminated to the public through the
medium of the written word.

If further information Is desired, I shall be most happy to hear from you.
I refrain from going into detail simply to conserve your committee's time and
because the facts are not in question anywhere.

With kind regards and highest respect,
Very sincerely yours,

(Signed) KENNEIH C. tleGATE.

The C.\mm.lm. Are there any other witnesses here, who desire to be
heard this afternoon, who are o the calendar for tomorrow?

Mi'. SELLEW. I would l)e pleased to.
The CHAIRMAN. We would be glad to hear you. Are you oil the

calendar for tomorrow?
Mr. SELLWV. Yes.
Thlie CHAIRMAN. If you will come around and give your name, we

will be glad to hear you now; it. will shorten the wo:k tomorrow.

STATEMENT OF DAVID M4. SELLEW, GENERAL MANAGER, AUBURN
RUBBER CORPORATION, AUBURN, IND.

Mr. S:liyw. Nr. Chairman and members of the conalittee: My
name is David Al. Sellew, and I am the general manager of the Auburn
Rubber Corporation of Auburn, Ind. We manufacti'e a line of rub-
ber toys and rubber soles and heels for shoes. Approximately two-
thirds'of our production consists of rubber toys which sell on the
market at a retail price of 10 cents or less. These are samples of our
products.

As such a manufacturer, my company comes within the category
of a small manufacturer and is affected by section 3406 of the revenue
bill of 1941, passed by the House of Representatives and under which
a new excise tax is imposed on rubber articles as follows:

Articles of which rubber is the component material of chief weight, 10 percent.
The tax Imposed under the paragraph shall not be applicable to footwear,
articles designed especially for hospital or surgical use, or articles taxable under
any other provision of the chapter.

In making these comments, I am assuming that the l)urpose of this
bill is, first, for the purpose of raising revenue and, second, for the
purpose of inducing a reduction in the use of crude rubber in order
that a greater supply of crude rubber may be available for national-
defense purposes.

Objections to this bill have been expressed by the Rubber Manufac-
turers Association, the Toy Manufacturers Ass)ciation, and other wit-
nesses who stressed the seriousness of discriminating in this manner
against the rubber industry and the difficulties and hardships that will
be caused by the ambiguous wording of the bill. These objections are,
in my opinion, true statements of fact.

However, I desire to place my objections upon two special grounds,
neither of which have been covered, so far as I know, by the evidence
of any other witness.

First, as heretofore stated to you, the bulk of our manufactured
articles consists of rubber toys, heels, stick-on soles, etc., which sell at
retail for 10 cents or less. in an article selling for more than this
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amount it is possible that this additional tax could be absorbed by the
manufacturer, the wholesaler, or the retailer; but in an article selling
for 10 cents or less the margin of profit to the manufacturer, whole-
saler, or retailer is so small tlat the absorbing of such a ta would be
impossible. These article have sold, by custom of the trade, in 5- and
10-cent stores for 10 cents, and an attempt to raise this price above the
10-cent level would encounter so much sales resistance from the public
that the result would be a definite reduction in the sale of such toys
and other articles; and such reduction, in my opinion, would so seriously
affect the trade as would tend to drive out of business small manu-
facturers such as my concern. The result of this would be that it would
throw out of employment our 500 employees and would prevent the
Government from collecting, by way of income tax and ot ir Federal
taxes, such amounts as we are n'iow paying and do pay when in opera-
tion. Therefore it would appear that the effect of this additional excise
tax upon the manufacturer of articles that sell at 10 cents or less would
be to defeat the purpose of the act and destroy more revenue from the
standpoint of Federal income tax than would be received from the
excise tax.

Therefore, it would seem to me, from the standpoint of revenue,
this section should be amended to exeml)t therefrom any articles de-
signed to sell at retail for 10 cents or less.

Second, I desire to call your attention to the fact that the act as
passed by the House of Representatives placed a 10-percent excise
tax on articles of which rubber is the component material of chief
weight, without any reference as to whether the article is manu-
factured, either w8'hlly or in part, from crude rubber.

In order to conserve the crude-rubber supply and reduce the amount
of crude rubber which would be used by the manufacturers of do-
mestic articles, it would seem to me advisable to make some incentive
for the manufacturer to reduce the amount of crude rubber which he
does use or will use in the manufacture of the article which he fabri-
cates, and it would, therefore, seem to me that. it would be a wise
provision to exempt from the provision of such excise tax all rubber
articles which do not contain more than 10 percent of crude rubber,
or such other percentage as Congress might deem advisable.

Such provision would then indice the manufacturer to producee his
product from reclaimed and scrap rubber as far as it would be possible
to do so and refrain from the use of any more crude rubber than
would be absolutely essential to the manufacturing of his product.

In addition, may I call your attention to the fact that such an
amendment of this act would permit the manufacturer who does not
at this time use more than 10 percent of crude rubber in the manu-
facture of his product to continue to manufacture on the same basis
that he is now ol)erating, and in this way continue to furnish employ-
ment and earnings which would be available for the purpose of Federal
group income tax and such other revenue as might be available to
the Federal Government for their use in paying the expenses of
government and the defense program.

In conclusion, may I repeat that this tax, when imposed on 5-
and 10-cent merchandise, wi I remove much of it from selling counters
which will naturally mean no revenue from this tax on this type of
product and a reduction in other revenue to the Government from
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manufacturers producing this type of product. Again, if no relief
is provided for the manufacturer who uses small percentages of crude
rubber in his products, many of them, including my company, will be
forced to curtail their operations drastically, anil this curtailnent
will add very little to the Government stock piile because of the small
amounts of crude rubber used by them even in normal times.

The CHAIRMAN. Well, sir; thank you very much.
I think that exhausts the witnesses for today. We will recess until

10 o'clock tomorrow.
(The following letters, memoranda, and statements filed with the

committee were ordered inserted in the record :)
ARKANSAS PIIARMACEUTICAL ASSOCrATION,

Litlc Rock, Ark, August 7, 19o41.
Hon. WALTMa F. GiFonuR,

Chairman, Lcnate Finance Cominittee,
l'ashington, D. C.

DMtr~ SENATOR GEORGE: My name Is Irl Brite, secretary-inanager of the Arkansas
Pharmaceutical Association, and I reside In Little Rock, Ark.

I thank you gentlemnen of this committee for the privilege of submitting to you
a brief statement In opposition to an increase in tile excise tax on gasoline.

I would like to point out that It Is not the desire of representatives of my organi-
zation or any other loyal Arkansan to shirk his Just share of the national-defense
burden. All of us realize that the emergency must be met and the cost shall fall
upon all of u-s. However, we feel that the expenditures for national defense
should be borne eqitally by all citizens, and we also feel that it Is the wish of your
committee to see that an equitable distribution of taxes are levied. II view of
the fact that the operators of motor vehicles are now paying a large share of the
expenditures for national defense, we believe that any Increase In the Federal
gasoline tax at till', time would further bring about a disproportionate share of
the burden upon ,oghway users. While the Federal Government is in 11o wise
responsible for Arkansas' high gasoline tax of 6 cents per gallon, It is, neverthe-
less, a burden and especially so with the present Federal gasoline tax of 1%
cents per gallon, making a total tax of 8 cents per gallon on all gasoline consumed
i tilis State.

We will thank the members of your committee to give this matter deliberate,
considerate consideration before Increasing tile excise tax on gasoline.

Sincerely yours,
IRL Barr, ScoV-ctary.

AItn A.MA INDEPENDENT SEmlcVlt STATION ASSOCIATION, INC..
Montgomery, Ala., August 12, 1941.

110il. WALT F. GEnOG,
Cha-irman, Scnafe Finance Committee,

United States Senate,
Washington, D. 0.

DPAJI SENATOR GmRiut: I am enclosing herewith a statement in opposition to
the proposal to Include all additloial gasoline tax i the tax bill now being
considered by your committee.

It will be appreciated If you will refer It to the committee and lace t it il the
records of tile committee hearing.

Very truly yours,
ALUIAMA INDEPENDENT SERVIVE STATION ASSOCIATION, INC.,

By L. L. LANF, President.
Ene.

To the Chairman and Members, Senate Finance Committee:
GENTLEMEN: I would like to appear personally before you gentlemen to oppose

the suggested Increase of 1 cent Ier gallon in the Federal gasoline tax, but I
cannot leave my service station long enough to come to Washington, and
haven't the loney necessary to make the trip. For those vasons the following
Information is given li this form for your consideration and for the committee
record.



1388 REVENUE ACT OF 1941

It has always been our belief that since the States had created the gasoline
tax, as a type of tax for road purposes, and since the use of gasoline tax revenues
for general governmental purposes definitely constitutes "double" taxation on a
group of citizens, most of whom are less able to pay special and double taxes,
the Federal Government should never have gone into this tax field. We have
constantly fought to retain this particular tax solely to the use of the States for
road purposes. The logic In this policy Is borne out by the fact that the motorist
has already made an outstanding contribution to national defense by way of the
finest highway system in the world.

The Federal Government Is now on the verge of destroying that which has
made it possible for the motorist to do the road-building Job that has been done.
If the Federal Government continues to infringe upon this tax field and over-
load the motorist, the gasoline tax, as a type of tax, will ultimately break down,
and with it our highway system will go to pot. The present total gasoline tax In
Alabama is a 68-percent retail sales tax.

Last year when the Federal gasoline tax was increased 50 percent for national
defense along with lesser increases on other commodities it was not opposed
because "quick" money was recognized as essential and we were in accord with
the need for preparedness. However, we see in this newest proposal extreme
danger to ourselves as businessmen, and to our national defense efforts as well.
We find ourselves asking the question, "Why Is It even considered?" There are
adequate Immediate and future supplies of petroleum products for every need.
Gasoline Is not the only commodity that could be taxed heavily enough to bring
iln large amounts of money.

The service station operators of Alabama and others too, I am sure, are ready
and willing to accept their fair share of the tax load. However, our ability to
do so rests i the success of our business, the sole means of our Income. If the
Federal gasoline tax and the State general sales tax were the only taxes on our
principal product, we would have no complaint nor cause for concern.

Unfortunately, this is not the case. Every item of merchandise sold by us
bears from two to four separate and distinct sales taxes ranging from 41/
percent on parts and accessories to 67 percent on gasoline. We now work 1 1

days out of every 3 for Federal, State, county, and city governments collecting
taxes, without pay of course, on our merchandise. In addition to that we pay
State, county, and city privilege taxes from 2 to 20 times greater than those on
any other business. We have always paid our own way arid expect to continue
If permitted to do so.

Aboit halt of our customers have just so much money to spend with us for
petr( lean products. We know this because we are personally acquainted with
then. We know that any additional tax will cause them to cut down on the
tise of our products. There are nany customers who never buy mitore than) 1, 2,
or 3 gallons of gasoline tit a time, and most of them use their cars for pick-up
trucks in their work.

These are the same good American citizens who have already during peace
time, contributed millions of dollars to national defense by way of highways
and bridges already built, and who are also already contributing millions of
dollars to the Federal antd local governments in special motor taxes being used
for general purposes.

Very truly yours,
ALABAMA INDEPENDENT SERVIirE STATION ASSOCIATION, INC.,
L. L. LANE. President.

UNITED STATES SENATE,
COMMITTEE ON MILITARY AFFAIRS,

A iugust 12, 19.f1.
Hon. WALTEr F. GEORoE,

Ohairnan, Senate Coninifttee on Finance,
United States Senate, Washington, D. C.

MY DEAR SEXA 'OR GvoRGE: At the direction of Senator Lodge, I am submitting
the enclosed telegram from Lt. Gov. Horace T. Cahill, at present Acting Governor
of the Commonwealth of Massachusetts, for such action as you may deeln proper.

Very sincerely yours,
T. W. WHITE, Secretary.
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[Telegram]

BOSTON, MASS., Aunust 11, 19.41.

Hon. HE* aY C. LoDGE,
United State8 Senate, Wa.8hington, D. C.:

Strongly protest contemplated 1-cent increase Federal gasoline tax. Will im-
pose additional burden on 71/ millions of Massachusetts motorists and invade field
of taxation which Senate Finance Committee, in Its report of May 10, 1933, said
should be reserved to the States.

Respectfully,
HORACE T. CAHILL, Lieuttenant Gorernor,

Acting Governor of Ma.s8ach usetts.

[Telegram]

HI:LENA, MONT.
Hon. WALTEIR F. GEO OF,

Chairman, Finwnce Committee, Senate of the United States,
llla8hington, 1). C.:

Reference is made to Federal revenue bill passed by House and now before
your committee. My attention has been directed to recommendation by Treasury
Department that bill be amended include 1-cent increase Federal excise tax
gasoline. Proposed tax gasoline counting 1940 Increase will bring total Increase
to 150 percent over 1939. Large percentage gasoline tax this State paid by
farmers and essential transportation and believe this applies Nation-wide. Gaso-
line tax long ago removed front luxury and nonessential classification. Addi-
tional gasoline tax would further Increase heavy burden now borne by lower
Income groups on a real necessity. Gasoline tax levy is major source of State
highway income and I am fearful that further Increase Federal tax bill will
jeopardize State income for highway construction and maintenance purposes
not to mention heavy taxation now borne by highway transportation, the dis-
parity of taxation of consumers of gasoline, and other factors. My opinion is
that proposed increase gasoline tax for national defense may have undesired
effect not to mention effect on farming and agricultural production which we all
consider vital to national defense. Speaking for Montana and endeavoring to
look to the best interests of Its citizens and with due consideration to necessary
national-defense efforts I desire to enter my protest against amendment of the
bill to include further Increase of Federal excise tax on gasoline. I shall appre-
elate it If you will bring this protest to attention of your committee and file
same as part of the record of hearings before It.

SAM C. FORD, Governor of Montana.

[Telegram)
HELENA, MONT., August 14, 1941.

Hon. WALTER F. GEOROE,
Ohairnan, Finance Committee of Senate, Washington, D. C.:

I wish to go on record heartily endorsing in full night letter sent your honor-
able body by Go. Sam C. Ford on 13th instant opposing any further increase
in Federal gasoline excise tax.

SAM W. MITCHELL, Secreta ry of State.

[Telegranm

HELENA, MONT., Aulgust 1., 1941.
Hon. WALTER F. Goo;,

Chairman, Senate Finance Committee, W1ashington, D. C.:
Relative revenue measure passed by House now before your honorable body

for consideration. This commission has given due consideration to proposal
Treasury Department to Increase Federal gasoline tax and wishes to go on record
as unalterably opposed thereto and endorsing in full telegram to you 13th instant
by Gov. Sam C. Ford of this State.

HIGHWAY COMMISSION OF MONTANA,
By H. W. HOLMFS, State Highway Engincer.
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[Telegram]

ItELNA, MONT., Aug8t 14, 1941.
Hon. WALTER F. GEroH,

Ohairnan, Finance Qoninitteo, Senate of the United States, Washington, D. 0.:
Refer to Federal revenue bill passed by House and now before your com-

mittee. Understand Treasury Department has recommended that bill be amended
to include I cent Increase Federal excise tax gasoline. As one familiar with
conditions in Montana, I urge that your committee refuse to approve amendment
referred to since a further Increase in gasoline prices will not only injure all
the people of this State, but will hinder our hilgbway construction as well. I
sincerely believe that it the public Interest no further tax be placed on gasoline
because this will reflect in the price here and will present a burden too heavy
for most of our people to bear.

JOHN W. BONNER, Attorney General.

ARKANSAS WHOLESALIJ Gsoom ASSOCIATION, INC.,
Little Rock, Ark., Arugust 8, 1941.

Hon. WALT= P. Goion
Chairman, Senate Finance Committee, Washlngton, D. 0.

Dnu SEATOR GFOsuE: My name is William L. Humphries, secretary-treasurer
of the Arkansas Wholesale Grocers Association, Inc., Little Rock, Ark. I re-
spectfully ask permission to present the views of our organization with reference
to the proposal tokincrease the Federal gasoline tax 1 cent per gallon.

Our organization Is fully cognizant of the fact that taxes must be raised to
defray expenses of the national-defense program, and there is no intention of
questioning the sincerity of these endeavors to finance the defense program
through Increases In existing taxes or the addition of new levies, but at the
same time it is appreciated likewise that the Congress intends fully that there
should be an equitable distribution of the cost of defense among the different
taxpaying groups.

United States Government figures show that more than one-half of the owners..
and operators of motor vehicles, the chief consumers of gasoline, earn less than
$30 per week. Despite their limited ability to pay, these consumers are now
contributing more than 14 percent of all the taxes collected by Federal, State,
and local units of government.

The existing disparity in taxation of consumers of gasoline was intensified
when the Federal gasoline tax was increased in 1940 one-half cent per gallon,
or 5l0 percent, while taxes on other commodities in this same revenue measure
were lncreas,-d only 10 to 16 percent, except distilled spirits, toilet preparations,
and cabaret admissions.

In view of the fact that the operators of motor vehicles are already paying
more than their share of taxes for national-defense purposes, we feel that the
taxes should be evened up on other commodities before any additional taxes are
added to gasoline.

The operators of motor vehicles in Arkansas are deeply appreciative of the
action taken by the House Ways and Means Committee by rejecting the proposal
to increase the Federal excise tax on gasoline. We sincerely trust that if this
matter is brought to the attention of your committee that It likewise will take
similar action.Respectfully yours,

ARKANSAS WHOLESALE GROVs ASSOCIATION, INC.,
WM. L. HUMPHRIES, ,ecretary-Treasunrer.

MOTon VEHICLE ASSOCIATION OF ArABAMA, INC..
Birmingham, Ala., August 11, 19411.

To the Chairman and Members, Senate Finance Committee, Washington, D. C!.
GENTLEMEN: Being unable to appear before your committee personally, I am

taking this means of presenting the opposition of the Motor Vehicle Association of
Alabama to any additional gasoline taxes, to be included In the record.

The trucking industry is already contributing heavily in taxes to the Federal,
State, and local Governments and Is the only form of transportation that has not
requested and secured governmental subsidies in one form or another. Any addi-
tional gasoline tax would constitilte a special tax on motor transportation, while
some of the other forms of transportation would go untaxed.
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Trucks constitute one of the most vital factors of national defense but, at the
same time, they have been the objects of vicious and destructive regulatory legis-
lation and restrictive taxation, practically all of which has been sponsored by
competing forms of transportation. Most of this legislation, in spite of all efforts
of motor transportation and its shippers, is still In effect, and we are trying to
operate against overwhelming odds already. The laws and taxes adversely affect-
ing this industry have been publicly recognized as serious bottlenecks to national
defense. Any additional tax on our operations will tend to make It more difficult
to handle our part in the national-defense program.

Our organization Is composed not only of for-hire carriers but of private carriers
as well, including farmers, lumbermen, various wholesale businesses, fruit and
berry growers, and others. These truck owners unquestionably will be required to
contribute heavily to Federal-tax revenues by way of other general taxes. They
expect to do so, and we are glad to contribute their share to national defense but
are in no position to contribute twice while others contribute once.

While the importance of the trucking Industry In national defense has been em-
phasized almost constantly by governmental authorities, It is pointed out by the
United States Department of Agriculture that farmers are most affected by the
gasoline taxes. The trucks in Alabama last year, together with other motor-
vehicle owners, paid 40 percent of all State-collected taxes. They also paid about
20 percent of all taxes collected by municipalities. It would appear that the
motor-vehicle owners are already carrying much more than their share of the tax
loads of all branches of government. It is to be remembered that the motor-
vehicle owner and industry operating trucks first pay all general taxes and then,
in addition, pay special levies merely because they operate motor vehicles. The
Federal gasoline tax definitely constitutes double taxation on a select group of
businesses and citizens.

When thinking of national defense, preparedness, and even war, it is agreed by
everyone that roads and bridges are probably the most vital necessity of all, espe-
cially in this modernized day and age. In considering new taxes for these pur-
poses, should we not remember that the motor-vehicle owner of the United States
has already contributed billions upon billions of dollars to our national defense by
way of the finest highway system in the world? He will continue to contribute
unless he Is prevented from doing so by unfair and discriminating taxation.

Very truly yours,
MOTOR VEHICLE ASSOCIATION OF ALABAMA,
J. R. ODEN, Executive Vice President.

UNITED STATES SENATE,
COMMITrEE ON EDUCATION AND LABOR,

August 18, 1941.
Mr. FELTON M. JOHNSTON,

Clerk to the Finance Committee,
Senate Offlco Building, W1aslhington, D. 0.

DEAR SIR: Upon appeal of some people from my State, I request that the
attached argument against gasoline taxes be included in the committee hearings
on that proposal.

Respectfully submitted.
JOSEPH ROSIER.

WHY FURTHER INCREASE IN THE FEDERAL GASOLINE TAX SHOULD NOT ALso BE
ADDED TO THE REVENUE BILL OF 1941

The provisions of the revenue bill of 1941 as approved by the House of Repre-
sentatives do not embody any Increase in the prevailing Federal gasoline tax
rate of 1% cents a gallon. Instead, car owners were asked to assume their new
share of additional defense costs in the form of Increased excise tax rates on
other automotive commodities and a hew annual use tax of $5 for each vehicle.

The Federal gasoline tax rate increase was not omitted from the House reve-
nue bill because the revenue possibilities of such a tax Increase were overlooked.
A concrete proposal to raise the Federal gasoline tax rate from 1 to 2% cents
a gallon was considered by the House Ways and Means Committee during-time
extensive hearings on the revenue bill conducted by the committee.
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A STATE TAX FIELD

On the basis of the testimony presented at these hearings the House Ways
and Means Committee concluded that any further Increase In the Federal gaso-
line tax would be unsound and unjust. InI its reluctance to Increase further the
Federal gasoline tax the committee was conscious of the fact that the gasoline
tax traditionally has been a road tax imposed by the States to finance what is
still primarily a State function, road construction and maintenance.

Using revenue from the gasoline-tax and other highway-user levies, income
from bond issues, and funds provided by the Federal Government's programs of
highway aid, the States have invested billions of dollars in extensive systems of
highways. The House Ways and Means Committee realized that this investment
would be Jeopardized if the Income of the State highway apartmentss, which are so
dependent on the yield from the State gasoline tax, should be undermined by
excessive duplicating Federal gasoline taxes. Roads must be properly maintained
or they deteriorate rapidly.

The States are dependent on their gasoline revenue not only to protect tile in-
vestment in roads but also to honor their highway debt. Nearly $120,00,M0 is
required annually from the State gasoline tax revenues alone to pay the trinclpal
and interest on State highway obligations. The credit of the States Is dependent
cn the faithful payment of these charges each year. The House Ways and Means
Committee was informed by State officials that the continued discharge of these
obligations, however, would be seriously threatened by Federal usurpation of the
gasoline-tax field.

Convincing testimony was presented to the committee to show that the gasoline
tax now Is the greatest single source of State tax revenue. I1 1940 State gasoline
taxes yielded $864,O0 ;000, a sumn representhig 26 percent of total State tax col.
elections, exclusive of pay-roll social-security assessments. No other one tax
produced a greater percentage. Two Sates, Nebraska and Georgia, derived at
least 50 percent of their tax revenue from the levy on gasoline.

FE.EAr TAX IS DUPLICATIVE AND EXCESSIVE

The Ways and Means Committee also recalled that in1 1932, when tho States
already had come to rely heavily on the gasoline tax as a source of revenue, tile"
Federal Government also enacted a duplicating gasoline tax at a 1-cent-per-gallon
rate. This tax, unlike the State gasoline taxes which were designed as a special
charge against the motorists for the use of the highways, was enacted as a
general revenue measure. The committee was aware of the fact that the Revenue
Act of 1940 had increased the Federal gasoline tax rate from 1 to 111 cents per
gallon, an Increase of 50 percent. This 50-percent increase was the most sub-
stantial of the Increases then Imposed on everyday necessities

Up to the time of the increase InI the Federal gasoline-tax rate for defense pm--
poses, the consumers of gasoline had paid Into the Federal Treasury nearly
$1,500,000,000 in taxes on that commodity to aid the Government in a period of
distress. With the new A-cent-per-gallon Increase in rate, these consumers of
gasoline have been asked to pay annually $112,000,000 in addition to $224,000,000
in general emergency gasoline taxes they had been pay.mg. This fact the House
Ways and Means Committee appreciated.

NOT A FAIR TAX

The committee knew, too, that a tax on gasoline is a tax ott tle consumer of
gasolne-whether It be called a manufacturers' excise tax or a retail sales tax-
for the tax is included as a cost In the price the consumer must pay. Any pro-
posal to increase the Federal gasoline tax, therefore, would need to be considered
primarily in terms of the consumer from whose pocket the tax eventually Is paid.

To bear a fair share of the cost of general government Is the responsibility of
every citizen. This is particularly true of the cost of the national-defense program.

But It was pointed out to the Ways and Means Committee that the annual pay-
ment made toward tite cost of general government by an Individual it the form
of Federal gasoline taxes is measured by the amount of gasoline he consumes.
Some Individuals consume more than others because they live farther from their
place of employment or because as farmers or salesmen they must consume gaso-
line to make a living. Accordingly their Federal gasoline-tax payments for tile
support of general government are greater.
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These considerations have become particularly significant because the shortage

of housing and labor in centers working on defense projects is requiring the
assembly of skilled Industrial workers from wide areas. The transportation of
these workers to their Jobs has been facilitated by the private automobile to a
degree possible by no other means. Consequently, through no choice of their own,
workers are known to be driving back and forth to work each day on a round
trip taking 4 hours.
The House Ways and Means Committee concluded that It would be unjust to

increase the gasoline tax and penalize those who thus must sacrifice a substantial
portion of their own thie in getting back and forth to their defense work by auto-
mobile. In addition to making such sacrifices in personal time, they would be
called upon to pay a greater share of the defense costs simply because they had
to travel farther to get to their Jobs.

This fact was considered important because, as average citizens, motorists pay
all the general taxes levied by the Federal Government. In addition, ias highway
users they alone pay the special automotive taxes. As a result, motorists 11ow are
contributing In excess of $500,000,000 more each year to the Federal Government
than other citizens of the country who do not operate motor vehicles. Further-
more, reliable studies by Federal governmental agencies disclosed that the average
motorist earns between $20 and $30 weekly. Special automotive taxes now cost
the average motorist more tlian $50 annually. The country's motorists, therefore,
were shown to spend about 2 weeks' wages Just to meet their annual automotive
tax bill.

DILL ALREADY ADJUSTED TO MAKE MOTORISTS PAY FAIR SHARE

Inl view of these very fundamental and Important considerations, tile House
Ways and Means Committee, therefore, decided that it would be unfair and
unsound to increase further the Federal gasoline tax. In line with the objective
to compel each individual and group to assume its fair share of the new additional
defense-tax burden, however, the new revenue bill as approved by the com-
imittee contained provisions for Increases in the Federal excise-tax rates on auto-
motive chassis, parts, and accessories, Inner tubes, and tires. III addition, an
annual "use" tax of $5 per vehicle was imposed o1 all car owners.
The increased Federal automotive taxes will exact from motorists about

$135,600,000 each year, and the annual use tax will cost them more than $150,.
000,000. Combined, these new taxes oi car ownership and use will cost the
Nation's motorists about $286,000,000. This represents a most substantial share
of the new tax bill, and the revenue will come from one separate and distinct
group-the car owners. Of course, car owners-as general cltizens-also are
subjected to all the other lew general emergency taxes. Their new $286,000,000
extra tax payment is collected from them Ill addition to all other taxes simply
because they own cars.

To Impose also an Increase in the Federal gasoline-tax rate wouhl hnpose on
car owners a disproportionate share of the new defense costs and would disrupt
the carefully balanced revenue bill as offered by the House Ways and Means
Committee and finally approved by the Hiouse of Representatives.

MoBILE, ALA., August 15, 19.}1.
Hon. WA LTE F. Gs:onoE

W1'ashington, D. 0.
Honorable Chairman and Menibers Senate Finanec Conminitce:

HONORABILE SIR: I attach brief covering some of the objections voiced by mem-
bers of board of directorss, Mobile division, Alabama Motorists Association, con-
cerning proposed increased Federal gasoline tax.

We are very much concerned about this matter and we ask your consideration
ald support, as Ill our opinion further taxes o gasoline, even though it Is the
patriotic duty of everyone to cooperate during ties of distress, is not Justified
after taking In consideration the heavy taxes that already exist on this commodity.

Very truly yours,
G. FRANK JONW,

Chairman, Board of Directors,
Mobile Division of Alabama Motorists Association.
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Honorable Chairman and Members Senate Finance Cominttec:
GiN'rrz M : In view of our Inability to have a representative appear personally,

we wish to take this means of calling to your attention a few facts that should
have a bearing on the proposed addltional gasoline tax,

The gasoline tax, as a type of tax, was created and Is justified for road purposes
only, The motor-vehicle owner pays all other taxes for general purposes the
same as does the non-motor-vehicle owner and then, in addition, pays the special
sales tax on gasoline to operate his motor vehicle. To tax gasoline for purposes
of a general nature constitutes double taxation on the motor-vehicle owner.

This cannot be justified on the grounds that the motor-vehicle owners are rich.
The large majority of our motor-vehicle owners have Incomes of less than $30
per week, and only a very small percentage are considered wealthy. The farmer
and the workingman are the principal ones who pay this tax. One example is
the fact that about 1,000 workers living in Birmingham are daily driving 50 miles
to an(d 50 miles from the powder plant now being constructed at Childcrsburg,
Ala.

Even before the Federal Government first stepped into the gasoline-tax field,
the States had already monopolized this tax source for the construction and
maintenance of roads and bridges. The State and local gasoline-tax rates in
Alabama now reach a total of almost 7 cents per gallon and the existing Federal
tax brings this to 8/j cents.

This constitutes a retail sales tax of around 08 percent already.
The motor-vehicle owner Is already paying far more than his share of taxes.

Last year In Alabama motor-vehicle owners paid to the Federal, State, and local
governments a total of $27,576,000 in special gasoline, oil, and automotive
taxes. Of this amount, $8,290,000, or 31 percent, went to general governmental
functions.

Last year 40.1 percent of every tax dollar collected by the State of Alabama
came from the pockets of time notor-vehicle owners, about 11 percent of our
population.

STATE-HIGHWAY REVENUES

A most Important factor to be considered Is the effect of continued Increases In
the Federal tax on the State-highway revenues.

The State of Alabama and our 67 counties have an Immense amount of high-
way bonds outstanding for the next 10 years. Present revenues are sufficient
only to retire these debts, maintain present roads, add to match Federal-aid
funds with difficulty. National-defense-road needs are placing additional ex-
penses on our highway department.

Additional Federal gasoline taxes will tend to further handicap our local
efforts to construct and maintain an adequate highway system. After the
present defense work stops, the effect of Increased Federal garvoline taxes will
become highly destructive, because It is a matter of record that the higher the
tax goes the fewer are the gallons of gasoline consumned. The result will be that
our State-highway revenues will fall.

The motor-vehicle owner as a group has already done more for national defense
than any other group of citizens. He has already delivered tn peacetimes the
finest highway system in the world, and no one can deny time value of such
system to national-defense efforts or to war purposes.

We sincerely believe that, since there are adequate supplies of petroleum
Immediately available for all present and future requirements, an additional
gasoline tax would be detrimental to national defense rather than helpful.

Very truly yours,
ALABAMA MOTORISTS ASSOCIATION, MoniLE DIVISION,
G. FRANK JONES, Chairman, Board of Directors.

LITTLE RocK, ARK., August 11, 1941.
CHAIRMtAN AND MEMRERSt

SENATE FINANCE COMMITTEE,
Washington, D. C.

GENTLEMEN: I understand that the Treasury Department has recently recom-
mended an Increase in Federal gasoline taxes of 1 cent per gallon. We are
already paying 1/ cents per gallon Federal tax, and shoul this Increase become
effective It would make is pay a total tax of 21/., cents per gallon.
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I feel, as do many others, that imposing at this time all additional tax on
gasoline would be detrimental rather than helpful not only to my State but to
the Nation. In my State the burden would fall more heavily upon the farmers
thaitn anyone else, because Arkansas is an agricultural State. I feel now, as I
have always felt, that the farmers have to carry too much of a burden, as things
now stand, without making the load heavier at this particular time.

I am not unmindful of the fact that we must raise a great amount of money
in order to meet the huge expenditures that are necessary In connection with
our defense program, but I feel that there are other fields of taxation which can
stand this burden more easily than the farmers of our country.

I sincerely hope that your honorable committee will vigorously oppose the
recommendation of the Treasury Department that an increase of 1 cent per
gallon be placed on gasoline.

Very truly yours,
JACK HIOLT, Attorney General.

Gentlemen, as chairman of the Minnesota Highway Users Conference, I should
like to present certain vital statistics and Information relative to the proposed
increase in the Federal gasoline tax now under consideration by your committee.
At the outset, I wish to state that our organization is in no way attempting to
avold Its fair and Just share of taxation for national defense, but at the same
the we would like to bring to your attention certain facts in connection with
the further increased taxes on highway transportation. We fully realize that
the defense movement must be financed by new and increased taxes, but at the
same time it is fully appreciated that this body Intends that there should be
equitable distribution of the costs of defense among the different taxpaying
groups throughout the country.

Despite their modest economic circumstances, owners and operators of motor
vehicles as the chief consumers of gasoline are the most heavily taxed group
in the country. More than half of them have an Income of less than $20 per
week and only 12 percent an income of more than $60 per week, according to
reports Issued by the Department of Commerce and the National Resources
Committee. Despite their limited ability to pay, these consumers are contribut-
ing currently more than 14 percent of all the taxes collected by Federal, State,
and local governments. In total, they are required to contribute each year nearly
$2 000,000,000 in special levies upon automotive equipment and its operation. Of
th.s sum, a billion and one-half is paid to the States and their localities; the
remaining one-half billion goes to the Federal Government. In addition to these
specialized levies, they also must pay the same taxes as other citizens for the
gereral maintenance and upkeep of all the Government.

Gasoline Is no longer a luxury; hence It Is unwise to place It in that cate-
gory. The vast majority of motorcar users, as pointed out, are in the lower-
Income classes; hence the inequity of levying a 75-percent additional Federal
tax on this group.

It Minnesota our State collects upward of $20,000,000 a year in gasoline
taxes. In addition to that, the Federal levy approximates $,000,000. These
tw( taxes constitute a 40-percent sales tax on the gasoline sold in our State.
Out three largest counties, containing our three biggest cities, contribute one-
third of the gasoline-tax revenues. In other woids, two-thirds of our State's
gasoline taxes are paid by smaller communities and the rural areas. As you
already know, the farmers are not exempt from the gasoline tax; therefore this
additional levy would Increase the cost of gasoline to 66 percent of our con-
sumers who reside in rural areas. In addition to that, a large portion of the
tax paid by our three cities is also paid by low-income groups, 1. e., those
earning less than $30 per week.

Current proposals, therefore, for anl Increase In the Federal gasoline tax in
all fairness must take into account the existence of present State gasoline
taxei which were levied, of course, prior to the imposition of the Federal tax.
Minnesota now taxes gasoline at 4 cents per gallon, in addition to the 1%-cent
Federal levy, which brings the total to 5% cents. An Increase of the Federal
tax to 2% cents, as provided, would Increase the over-all tax to 61 cents, or
the equivalent of a sales tax of 52 percent based on the current retail price.
From July 1932 to July 1940, the date on which the Federal gasoline tax was
increased for defense purposes, consumers of gasoline have paid into the Fed-
eral treasury nearly a billion and one-half dollars to aid the Government In a
period of distress. As a result of the %-cent-per-gallon increase enacted In
1940, these consumers were required to pay some $112,000,000 more per year.
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There has been much discussion of the indispensability to the defense pro-
gram of certain basic and vital materials but little attention has been paid to
gasoline, which seems to be equally Indispensable. Without It, most of the
defense workers would be unable to reach the factories and many of the fin-
Ished defense materials could not be transported away from the factory by
truck. In many instances the private automobile offers the only possible means
of transportation to and from defense work, and this is equally true in the
transportation of farm products to the various agricultural markets. Local
highway programs would also suffer since the forced curtailment of the opera-
tion of motor vehicles through taxation would have the effect of reducing this
revenue by a comparable amount. Obviously, any marked reduction in available
revenue would cause a serious disruption of the financial resources available
for highways. Furthermore, State highway programs alone would not suffer.
Of the revenue collected from the motorists, some $246,000,000 annually is being
distributed now to counties for expenditures upon roads under time jurisdiction
of those units. Restriction upon operation of automobiles through taxation
would effect a reduction In the amount of money which the counties now obtain
front such funds and a similar reduction in sums accruing to other local govern-
mental units. Such action certainly could not be reconciled with current efforts
by Federal authorities to encourage State and local officials to undertake the
elimination of bottlenecks in the highway system which are considered detri-
mental tc national defense.

These are but a few of the arguments we submit in brief for your considerations
before adding a further tax to gasoline. It is an essential conunodity used by
over 30,000,000 motor-vehicle operators in this Nation today. It is vitally
important that serious consideration be given to this.

STATE OF ARKANSAS,
DEPARTMENT OF STATE,

Little Rock, August 9, 19.!I.
CHAIRMAN AND MEMBaS SMATE FINANCE CoMMimrTE,

Washington, D. C.
GENTFXEMr: My nnme is C. G. Hall, secretary of state, Little Rock, Ark. At

time outset I want to express to the connittee my appreciation for the courtesy of
allowing me to make a brief statement In opposition to an increase in the Federal
gasoline tax at this time.

Being a native of this State and having a personal acquaintance with men and
Women in all walks of life, I can truthfully say that no Arkansan would e %de
paying his just share of the cost of national-defense expenditures. Our citizen-
ship has always done its part in any emergency, and during the war days of 1918,
as well as in the present crisis, our young men volunteered their services In great
numbers. I feel, along with my fellow Arkansans, that the motor-vehlcle oper-
ators are now paying their fair share, if not more, of the money being raised for
national-defense puloses. In this State, alone, with the second lowest per-eaplita
income in the United States, at the present rate of I%, cents, time Federal gasoline
tax Is producing an annual revenue of approximately $3,000,000. Any further
Increase In this excise tax at this time would place an unreasonable and excessive
burden upon our highway users.

Respectfully yours,
C. G. HALL, Secretary of State.
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ARKANSAS HIIIHWAY USERS CONFERENCE,
Little Rock, Ark., Aitgist 11, 1941.

CHAIRMAN AND M.IEA[BEt&, SENATE FINANCE Co.MMITrrE,
Washigton, D. V.

GENTLEMEN: My name is WV'illiam F. Scarborough, secretary-treasurer of the
Arkansas Highway Users Conference. This organization's membership Is com-
prised of the following groups:

Arkansas Automobile Club
Arkansas Automobile Dealers Association
Arkansas Bakers Association
Arkansas Bottlers Association
Arkansas Dairymen's Association
Arkansas Farm Bureau Federation
Arkansas Farmers Union
Arkansas Ice Cream Manufacturers Association
Arkansas Pharmaceutical Asoeiation
Arkansas Roadside Council
Arkansas Wholesale Grocers Assoclatlon
Associated Motor Carriers of Arkansas
Oil Dealers' Association of Arkansas
State Grange
United Commercial Travelers

We, as an organization representing many groups interested in highway trans-
portation, do not want to appear unpatriotic in carrying our part of the burden
for the payment of national-defense expenditures. We do feel, however, that the
highway users are already paying a disproportionate share of special levies for
defense purposes in addition to an extremely heavy burden of automotive taxes
which were levied prior to the emergency.

We accepted an increase in the Federal gasoline tax in July 1940 willingly and
without expressing any opposition thereto. We felt then, and still feel, that motor
vehicle operators should pay their fair share of taxes unecemsary for the proper and
adequate defense of our Nation. When the 50-percent increase in the Federal
gasoline tax was enacted last year increases in other commodities approximated
10 to 15 percent. We feel and believe that your committee, upon proper investiga-
tion, will be convinced that the highway users of today are paying at least their
fair share, if not more, of national-defense taxes.

We respectfully urge that the Federal gasoline tax not be increased at this time.
Respectfully submitted. W. F. SCAmnoRouo U, Sceretary.Trca. iarcr.

INDEPENDENT BUS AND TRUCKERS' ASSOoIATION,
Little Rock, Ark., Augu8t 7, 1941.

ion. WALTER F. Gnome.
Chairman, Senate Pina nce Committee,

lVashington, D. C.
DEAR SENATOR GEoRO : My name Is Willis V. Lewis, secretary-treasurer of

time Independent Bus and Truckers' Association, Little Rock. I respectfully ask
permission to present time views of our organization with reference to the proposal
to increase the Federal gasoline tax 1 cent per gallon.

We are all aware of the fact that our national-defense program calls for heavy
increases in taxation. As the Independent Bus and Truckers' Association sees
it, such new taxes as may be imposed should be levied as fairly and equitably
as possible. These levies should be of such a character as not to destroy our
system of private enterprise, upon which the security and well-being of the
Nation so greatly depends In the emergency with which we are confronted. On
the other hand, no person should be allowed to make any Inordinate profits,
nor should taxes be levied purely for punitive purposes.

The highway users of the country are already paying their full and propor-
tionate share of all taxes. In addition to that, they are contributing, in round
figures, about $2,000,000,000 per year in special highway taxes of various kinds-
Federal, State, and local. This sun is equal to approximately 14 percent of the
total revenues accruing to all the units of government in the United States.
State and local taxes on highway transportation amount to about $1,500,000,000
a year, while the Federal Government is collecting approximately $500,000,000 a
year from this source.

0107-11-89
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With a State gasoline tax of 1/1 cents per gallon added to the present 1'-
cents, or a total tax of 8 cents, Arkansas motor-vehicle olwrators today are pay-
Ing more than a 50-percent sales tax upon an essential coinmoldity.

We respectfully urge your committee to disalpprove the proposal to increase
the Federal gasoline tax.

Respectfully submitted.
INDEPENDENT 11-8 AND TRUKERs' ASSOCIATION,
W ILL! S V. LEwis, ,N('T(Iarjt'ca. Ir1r.

TiE TR-VEIEIR8 PROTEtCTIVE A,'SSOCI ATION OF AMERICA,
Atlanta, 011., Vrilly 23, 194}1.

Senator WAL'rm F. GEoroE.
Chairman, Scilate Flionec Conin it Ic.

Senate Offhec Biildiny. lVashington, D. '.

lie: Federal gasoline tax.
D AR SENATOR : Because of the well-recognized principle that everyone should

do his part in meeting our country's problems, we are addressing thIs letter to
you regarding proposals to increase the Federal gasoline tax. We are fully aware
that the excessive expenditures of our Federal Government will probably call
for more taxes unless substantial curtailment is umaide In these expenditures.
At the same time it should be remembered that any tax increase levied now
will undoubtedly remain In effect for many years hence, and It would seem
advisable to broaden the application of any additional taxes.

Taxes on motor-vehicle operation are already far beyond the hounds of reason,
The fact that people continue the use of motor cars and trucks, notwithstanding
the outrageous and unreasonable cost of special motor-vehicle taxes, shows
how necessary is the motor vehicle in our present-day life. It would be well
for us to realize the value of motor-vehicle transportation now; England and
France permitted special interests to hamper the progress of motor-vehicle
development with disastrous results. To quote Frederick C. Horner, member,
United States Civil Defense Commission to England:

"It is no secret that transportation is a major problem in England. Over
there, as over here, the railroads have been telling the public that they had plenty
of equipment to take care of any emergency. Today the Pnglish railroads are
still saying, 'We can take it.' They can, of course, but with no promise of
delivery."

Our own transportation experiences during the World War should be a warning.
Mamny of our people must use motor cars 1nd trucks in earning a living. The

levying of additional special taxes in motor-vehicle operation would be an iun-
reasonable extra burden on these people who are already forced to pity outrageous
special taxes on the use of their motor cars and trucks.

The traveling man, of whom about 70,000 are included in our organization,
is already paying too much in special taxes on the operation of his motorcar.
This applies also to others who must use the motor vehicle in making a living.
To increase this tax, now outrageously high, would seen preposterous, but we
understand such proposals are being made.

We have no desire to question the sincerity of efforts to finance our national
activities, but we would be unfaithful to our trust if we did not rise in protest
against proposals to single out the motorcar owner for additional special taxation.

The Federal gasoline tax was put on as a "temporary emergency" tax, admit-
tedly wrong and unfair at the time, has been reenacted from time to time, in-
creased 50 percent last year, and now proposals are made to Increase it, because
it is easy to collect. Surely you can find a fairer method of raising revenue.

Gasoline is overtaxed now.
Sincerely yours,

WILBNR E. BROWN.

P. S.-Please have this letter included in the record of the hearings of the
Senate Finance Committee on the tax bill.
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. HU. Kss & Co.,

NVew York, Aupultlt 15;, 104.}I
Senator IVALTEn F. Gono'tE,

('batrian, Fiance Conin il e, Sittte Oefl' lh lhlifln.
Vahilnylon, D. C.

DEAR SENATOi GORGE: We went to Washington to consider presenting to your
committee the situation as to how the new revenue bill affects our business and
thousands of others similarly situated.

After being at the hearing yesterday, I realized the tremendous burden placed
on your committee and appreciate the sincerity with which you all are considering
this linnetise problem. Instead of asking for a personal hearing, decided that it
%iuld be to the best Interests of all to submit, .in writing, our observations on
provisions which we think are both inadvisable and discithmuintory.

We hope that your committee will give the same considerattion to these sugges.
tons as if we used your time in making a personal presentation, and request that
you place tle attached on record with your committee.'

This Is the result of a conference with a member of your committee, Senator
Clyde L. Herring, of Iowa, who Is a personal friend of many years and knows
the effect of these provisions upon our Industry.

Yours sincerely,
S. II. Ki ss & Co.,

By R. 11. KHEss, President.

1941 FEDY.L TAx L.w (II11. R. 5417, REvENUE lilt L

Title 2-Excess-profits tax: Section 201 (a) applies the fixed percentage rate
on the, fixed dollar amount, which is an unfair application with respect to differ-
ent corporations and/or industries.

By classifying the taxable brackets on the percentage of income, Its applica-
tion would be the same for all corporations regardless of whether or not their
business is affected directly by the defense program; we suggest the following
schedule as an example:

Percent tax
First 10 percent of excess-profits taxable Income ------------------------- 35
Next 15 percent of excess-profilts taxable income ------------------------- 40
Next 15 percent of excess-profits taxable Income ------------------------- 45
Next 15 percent of excess-profits taxable Income -------------------------- 50
Next 20 percent of excess-profits taxable Income ---------------------- ,55
Balance 25 percent of excess-profits taxable Income ----------------------- 60

Section 713 (b) base period-excess.profits credit based on income: Consider
adding to make this averagee of any 3 years of the 4 years." Several of the
Senators stated as having previously been brought to the committee's attention
as to this discrinlnatory feature applying to a large number of corporations who
may have had one bad year (lue to conditions beyond their control.

Section 714--exceKs-protits credit based on Invested capital : Why apply a
7-1lercent rate on the balance of capitani a ove $5,000,000. as it only allows
$10,0(0 additional taxable Income on each million dollars of excess, and causes
further confusion? '

The normal Federal income tax should be first applied against corporation
profits before the application of the excess profits, and the Government should
collect an equal amount of tax. As the 60 percent fixed excess-profits-tax rate
under section 201 on the higher-bracket percentage of the excesls-profits taxable
income will take care of the larger part of the profit accruing to all corporations.

Chapter 19: Retailers' excise taxes are an abomination, whether levied by
Feleral, State, or municipal governments because of the tremendous costs of
collecting and reporting; as proposed there will be excise taxes applying on
special Items In our Industry on dry goods, jewelry, hardware, notions, soda and
lunch, and toilet goods.

For our stores 85 percent of the items sell for 25 cents or less; 56 percent are
10 cents or less. How would this tax be applied and collected without a waste-
ful cost to retail stores, and the Internal Revenue Department in checking same
up? The bill calls for 10 percent on the majority of the items, so how could thep
retail store add 11j to a 5 cents sale to the customer, and 21/ to a 25-cent sale, etc.,
without causing definitely dissatisfied customers? It must be remembered that
most States and several cities already levy sales taxes and other taxes which
must be collected as a separate item.
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Then again, how will the honest retailer keep the record of such collections?
One hundred percent of our sales are recorded through cash registers.
Instead of a retail excise tax this should be a manufacturers' excise tax and

tie rates adjusted to yield the necessary income.
Inventory declines: Provision should be made for the time when the crash

causes a drastic drop in market prices.
As Senator Connally suggested, a revision last year to be Incorporated In

section 604 (a) (2), similar to section 214 (a) of the Revenue Act of 1918, this
data has been submitted to him directly to be brought to the attention of the
committee.

Copy to Senator Walter F. George. AUGousT 15, 1041.
Senator ToM CONNA.LY,

Senate Offlce Buildinig, Washilgton, D. 6.
DE.AR SFNATOR CONNALLY: I enclose a copy of communication today sent to

your chairman, Senator Walter F. George.
This Is ln accordance with our conversation and, on account of the time which

you could give being limited, I feel sure that this brief statement will be more
comprehensive than what we could have covered verbally.

Complying with your request, attached are two double-spaced copies of the
following:

Section 004 (a) (2) of the Connally alnen(ment proposed but not enacted as
a part of the Revenue Act of 1940.

Section 214 (a) of the Revenue Act of 1918.
Excerpt from Dominion of ('anada Excess Profits Tax, section 6 (1) (b).

In 1920 (ur corporation suffered an inventory loss of over $1,250,000, which
was likewise reflected in our 1921 earnings, as that merchandise inventory panic
lasted for ! years.

The Government should prepare for such contingencies, which will occur at
almost any time during the Inmediate future years; the present uncertainty of
business operation was demonstrated last week when several hundred thousand
hosiery-mill operators were thrown out of work as 10,000 hosiery mills closed
August 2, caused by silk being placed on the defense-priority list.

As prices rise, inventories rise, particularly because of the uncertainty of
deliveries. Inventory losses always accompany deflation of Inflated prices and
inventories.

Yours sincerely,
R. It. Kii:ss.

S-cI'rioN 001 (a) (2) OF THE CONNALLY AMENDMENT PROPOSED BUT Nor E,,ACTr
AS A PART OF TIE IIEvENUE Acr OF 1940

CONNALLY AMENDMENT

This act was subsequently amended and the following paragraph was deleted
In the amendment:

(2) Loss in inrcntory.-(A) At' the time of filing return for the last taxable
year under this title a taxpayer may, notwithstanding any other provision of
law, file a claim in abatement based on the fact that he has sustained a substan-
tial loss (whether or not actually realized by sale or other disposition) resulting
front any material reduction (not due to temporary fluctuation) of the value of
the Inventory for such taxable year, or from the actual payment after the close
of such taxable year of rebates in pursuance of contracts entered into during
such year upon sales made during such year. In such case payment of the
amount of the tax covered by such claim shall not be required until the claim is
decided, but the taxpayer shall accompany his claim with a bond in double the
amount of the tax covered by the claim, with sureties satisfactory to the Com-
missioner, conditioned for the payment of any part of such tax found to be due,
with Interest. If any part of such claim is disallowed then the remainder of
the tax due shall on notice and demand by the collector be paid by tihe taxpayer
with interest at the rate of 6 per centum per annum from the time the tax would
have been due had no such claim been filed. If It is shown to tile satisfaction of
the Commissioner that such substantial loss has been sustained, then in comput-
Ing the tax imposed by this title the amount of such loss shall be deducted from
the net Income.
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(B) If no such claim is filed, but is shownn to the satisfaction of the Commis-
siouer that during the period of 1 year after the date upon which the last return
under this title Is due the taxpayer has sustained a substantial loss of tile char-
acter above described then the amount of such loss shall be deducted from the
net Income for the last taxable year under this title and the tax Imposed by this
title for such year shall be redetermined accordingly. Any amount found to be
due to the taxpayer upon tiet basis of such redetermination shall be credited or
refunded to the taxpayer in accordance with the provisions of section 322.

tECTjON 214 (A) OF THE REVENvE ACT OF 1018

That In computing net Income there shall be allowed as deductions:
(12) (a) At the time of filing return for tho taxable year 1918 a taxpayer

may tile a claim in abatement based on the fact that he has sustained a sub-
stantlal loss (whether or not actually realize(] by sale or other dislosltion) result.
lag from ally material reduction (not due to temporary Iluctuation) of the value
of the inventory for such taxable year, or fromi the actual payment after tile close
of such taxable year of rebates In pursuance of contracts entered into during
such year upon'sales made during such year. In such case payment of the
amount of the tax covered by such claim shall not be required until the claim Is

decided, but the taxpayer shall accompany his claim with a bond in double the
amount of the tax covered by the claim, with sureties satisfactory to the Cmu-
missioner, conditioned for the payment of any part of such tax found to be due,
with Interest. If any part of such claim Is disallowed then the remainder of the
tax due slhall on notice and demand by the collector be paid by the taxpayer
with Interest at the rate of I percent per month from the time the tax would have
been due had no such claim been filed. If It is shown to the satisfaction of the
Commissioner that such substantial loss has beef] sustailled, then In computing tile
tax Imposed by this title the amount of such loss shall be deducted from the net
Income.

(b) If no such claim Is tiled, but it Is shown to the satisfaction of the Com-
missoer that during the taxable year 1919 the taxpayer has sustainled a sub-
stantial loss of the character above described then the amount of such loss shall
be deducted from the net income for the taxable year 1918, and the tax imposed
by this title for such year shall be redetermined accordingly. Any amount found
to be due to the taxpayer upon the basis of such redetermination shall be credited
or refunded to the taxpayer In accordance with the provisions of section 252.

EXCERPT' FROM DOMINION OF CANADA ExcV4s-l'oITs TAx LAW, SvCT10oN 6 (1) (it)

(10-167) Restrie against future hirciitori lossc.-Suh reasonable provision
as a reserve against future depreciation in inventory values as tile Minister, in
his discretion, may allow having regard to a basic quantity of stec.k inI trade
necesary for the business as indicated by the quantity on hand at tie end of
the fiscal lo.'riod of the taxpayer ending in one thousand nine hundred and thirty-
nine: Provided, That no such deduction shall be allowed which provides against
a decline III Inventory values below the Inventory prices of goods on banad at the
end of the fiscal period, of the taxpayer endhilg in one thousand liue hundred aid
thirty-nine: Aid provided further, That any reduction inI such reserve slll he
added to the profits of the year of reduction for purposes of taxation under this
Act. (8. 6 (1i1), c. (97.3).)

.05 Application .- The provision allowing a deduction for reserve against future
inventory losses Is applicable only when the taxpayer is liable to tile tax on Ills
excess profits mid not oil his ammal profits; see 10-1604), CCII.

OUTDOOR ADVERTISING ASSOCIATION OF ARKANSAS,
Little Rock, Ark., Augnst 8, 1941.

Mr. CHAIRMAN AND MEMBERS OF TIlE FINANCE COMMITTEE,
United Statee Senate, Washington, D. 0.

GENTLiFMEN: My name is Willard D. Billlingsley and this letter Is being di-
rected to you over my signature as assistant secretary of the organization set
forth on this letterhead.
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In the general tax bill, wllich recently passed the House, and which is now up
before you gentlemen for consideration, you will find included iln one of its see-
tions an occupational tax on individuals, partnerships, or corporations "which
are In the business of rendering an outdoor advertising service to others" and
this communication has reference to that section of the proposed bill.

First, may I say that I know full well that additional taxes are necessary to
meet the demands of the rather extensive defense program. Furthermore, I fully
appreciate the problem with which you gentleman are faced and I know that
the Job Is neither easy nor pleasant.

Please understand, further, that we of the outdoor advertising industry have
no intention or desire to shirk our responsibilities. Myself and the others in
this business are willing to pay our proportionate part of taxes, along with and
on a par with other business, but do not feel that we should be singled out for
this special tax, in addition to all others we are and will be required to pay.

A tax such as is proposed on our industry is not only confiscatory, because It
would absorb the entire profits of the average outdoor advertising plant, but it is
entirely unfair, inasmuch as no tax Is proposed to be levied on any other na-
tional medium of advertising except radio.

I say that this tax would be confiscatory, because it would °anount to from
over 50 percent to more than 100 percent of the profits realized annual"' by the
individuals, partnerships, and corporations engaged in the outdoor advertising
business, after fair compensation for personal service is rendered.

A tax on any medium of advertising is an economic fallacy, in that It would
add to the problems of marketing and distribution, thereby handicapping manu-
facturing, production, and sales service. We are not in the business of render-
Ing or selling billboard space to others; our business is that of rendering ad-
vertising service.

Our billboards or advertising structures are the facilities through which we
render that service and a tax on them would be similar to a tax on the tools of
a workman or the services of a salesman.

The proposed levy, while it is ostensibly an occupational tax upon the busl-
ne-s of "renting billboard space to others," is actually a tax upon outdoor adver:
tsing and while there is a provision In the measure for taxing the net time
sales of radio stations on a graduated scale fromn 5 to 15 percent, there Is no
proposed tax on other major advertising media, such as newspapers, magazines,
direct mail, window displays, and car cards. Furthermore, the proposed levy is
not equitable because it discriminates between advertising and all other selling
efforts.

Based on my knowledge of the physical facilities available In outdoor adver-
tising and to qualify this statement, I will say that I have been engaged in this
industry for more than a quarter of a century, the proposed tax will not produce
the gl, ss revenue anticipated according to the announcements in the public press.
Furthermore, the administration and mechanics of applying the tax, determining
the measurements of the structures, etc., would be more costly than tile gross
revenue produced by the tax.

Outdoor advertising (billboards) is an efficient and economical method for the
dissemination to the public by Government and Industry respecting subjects
Important to the welfare of the Nation and its citizens and certainly should not
be handicapped by a tax not levied on other forms of such communication. In
the present emergency, it would be detrimental to the success of the national-
defense program and the maintenance of the national morale, if any of the
fundamental neans of disseminlting Information to the general public was to
be crippled or made Ineffective by the process of taxation, especially in view of
the fact that it would not, In the final analysis, produce important revenue to
the Government or serve any sound economic or sociological objective or purpose.

The record of service to the country by the organized outdoor advertising in-
dustry during the period of national emergency represented by the World War
and its aftermath is one which should cause those elected representatives of the
people responsible for the Nation's welfare to give serious thought to the future
needs of the country, as well as the present, before lending their support to such
un-American and unsound confiscatory and discriminatory proposals as con.
templated In the measure which is the result of the deliberations of the House
Ways and Means Committee.

Recent contributions In space, labor, and materials in the national interest,
made by the men and women owning and operating outdoor advertising facilities
in behalf of the United States Army and the United Service Organizations are
evidence of the readiness and capacity of the organized outdoor advertising in.
dustry to serve the public interest.
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In the World War of over 20 years ago, a similar tax on outdoor advertising,
but expressly excluding newspaper advertising, was proposed and the Ways and
Means Committee, realizing that It wias unfair and patently discriminatory, after
Investigating the matter, deleted It. Moreover, the committee found that the
possible returns would be so small in proportion to the levy contemplated and the
disastrous effects upon business generally, especially the businesses served by out-
door advertising, would be so great that it would be uneconomical to impose any
tax on outdoor advertising.

The same arguments as were proposed at that time are still cogent. Outdoor
advertising is a national sales facility and offers the manufacturer and the mer-
chant the lowest-cost advertising facility available to them for tie movement of
goods from the manufacturer through the retailer to the consumer. Certainly a
trade facility of this nature should not be penalilzd by a special tax which is not
applied to other national advertising media, such as the newspapers, etc., as we
have previously stated.

A tax on any form of advertising is uneconomical, because it would serve to
slow up business activity and therefore decrease the national Income. Conse-
quently, It Is my contention that the proposed levy on outdoor advertising struc-
tures is absolutely unsound. As a matter of fact the levy, as proposed, loses
sight of the fact that outdoor advertising Is a national advertising medium. By
Its very terms, it proposes a tax on those concerns "who rent billboards to others"
and makes it an oceulational tax for such service. It, purposely or otherwise,
disregards the fact that outdoor advertising Is not a business of "renting space"
liut Is a national and recognized trade facility which the leading manufacturers of
this country use for the exploitation of their products because it is the most
economical medium per thousand of circulation for that exploitation.

In closing, may I say that additional national income we must have and this
means added taxation and if advertising must be taxed, the outdoor advertising
Industry will bear Its proportionate part. But in taxing advertising, let's tax
all advertising, that of the magazines, the newspapers, the radio, outdoor, car
cards, direct mail, and keep ill divisions of the advertising industry on a fair
and equitable parity with the various competing media.

I sincerely trust that you gentlemen upon whose shoulders rests the responsi-
bility of tile future of our great Anmeriean Nation and Its people, will not permit
the Federal tax bill, with its discriminatory sections relative to outdoor adver-
tising, to go before the United States Senate without giving due consideration to
the data which I have set forth above and either delete this section from time bill
or amend it so as to place all advertising on a parity.

Yours truly truly,
W. D. BILUNosLEY. Assistant Sc'retarl.

Tnz HAYWARD-LABKIN Co..
61pokane, 11'amh., August 13, 1941.

The Honorable WALTER F. GEonoF.
Chairman, Finance Comninittce, United States Senate,

IW'a8hington, D. 0.
DEAR mI. SENATOR: Your committee now has before It for consideration the

1941 revenue or tax bill. Included in this bill is an Item proposing to tax bill-
boards on an annual basis.

We employees of this company In Spokane wish to go on record as opposing this
proposed tex. While we cannot appear at the public hearing, which we under-
stand will take place In tile next few days, we wish to point out the following
reasons for opposing this tax:

(1) It Is discriminatory In that only one other form of advertising is taxed,
leaving such forms as newspapers, magazines, direct mail, etc., untaxed:

(2) It is confiscatory in that it attempts to tax a substantial portion, if not all,
of tile net income left to the billboard owner after lie has paid for his costs of
operation.

(3) ,A tax on advertising is unPound In that it Interferes with the sale or
distribution of goods, which Interference can decrease other sources of revenue
to the Federal Government.

(4) Billboards perform a valuable public service which cannot be kept up If
exorbitant taxes are Imposed on the Industry.
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(5) The net revenue to be derived from this source would be negligible and out
of line with the hardships it would create on the thousands of operators and
employees.

(0) It proposes to tax property instead of income, a new field for the Federal
Government and one which sets a bad precedent.

As-your time, no doubt, Is very limited, we are not attempting to go into detail,
as we feel confident that persons appearing at your hearing will stress tile points
we have mentioned above, We do, however, hope that you will give every con-
sideration toward the elimination of this item from the bill, both because It is dis-
criminatory and because It would prove a false source of revenue.

Very truly yours,
(Signed by 33) EMPLOYEES OF THE HAYWARD-LARKIN Co.

TANNERS' COUNCIL OF AMERICA,
New York, August 14, 19 41.

CHAIRMAN, FINANCE COMMITTEE,
United Rtatcs Senate, 11'ashington, D. C.

DEAR SIR: We refer to section 2401, chapter 19, of H. R. 5417, relating to
retailers' excise taxes on furs. If your committee votes to retain this tax on
furs, we desire to express on behalf of tanners of shearlings (wooled sheepskins)
our approval of the action of the House of Representatives in making this a
retailers' excise tax rather than a manufacturers' excise tax.

We are Informed that a certain section of the fur industry Is endeavoring to
have the tax imposed at the point of dressing and dyeing. This would be mani-
festly unfair in the case of dyed shearlings (wooled sheepskins) because of the
question of tax on skins being dressed and dyed for Government uses and those
going into slippers and as trimmings on coats.

The largest part of the Industry's production of dyed and electrified shearlings
Is, at present, going to the Army and Navy for military use, principally for avia-
tors' clothing. The balance of the production Is going Into trimmings for slippers,
collars on leather, wool, and sheep-lined coats, and some for the manufacture of
women's fur coats. If the tax on furs Is allowed to stay as It Is written in
the House draft of the bill, namely, to be added by the retailer, only dyed shear-
lings that are sold as furs will be affected. This seems to be the intention of
Congress, as the section Is apparently designed to cover articles made of wooled
sheepskin which have been processed and dyed to resemble fur (such as imitation
beaver, Imitation wombat, etc.), and articles of which sheepskin so dyed and
processed Is the component material of chief value. Under rulings of the Treas-
ury Department in connection with tile Revenue Act of 1032 certain articles
made of shearlings but not commonly or commercially known as articles made of
fur were held to be not taxable. This classification Included articles made of
the so-called "domestic type" wooled sheepskins (ordinarily used as a protection
against cold rather than for decorative or style purposes) which had not been
dyed and processed to resemble or Imitate fur. Examples of such exempt articles
are boys' and workmen's sheep-lined coats and shearling-lined slippers and gloves.
The term "domestic type" as used by the Treasury Department Included sheep and
lamb skins of either domestic or foreign origin, such as sheep or lamb skins
from merino or crossbred sheep or lambs.

To Insure the Imposition of a tax for fur purposes only and to prevent taxation
of articles in which shearlings are used for other than fur purposes, we believe
that the following wording, as It now appears in the House revenue bill, should
be retained:

"The is hereby Imposed upon the following articles sold at retail a tax equiva.
lent to 10 per centum of the price for which so sold: Articles made of fur on bide
or pelt, and articles of which such fur Is the chief component material of chief
value."

On behalf of tanners of shearlings.
Respectfully submitted.

MERRILL A. WATSON,
Executive Vice President.
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OMA;IA, NER., Atgust 6, 19.1.
Hon. BEN F. JE.NSEN,

Hotse of Rcpresentatives, Washington, D. 0.
DEAR BEN: In the Revenue Act of 1941, as I understand it now stands, there Is

Included a 10-percent excise tax to be applied against ill electrical appliances.
This includes a number of appliances, particulary those for cooking and water
heating, which are hlighy competitive with applhinces using other means of heating,
such as gas, bottled or liquid gas, kerosene, gasoline, etc.

I do not believe there is any objection to tile excise tax Itself, but It does seem
rather unfair to Impose it upon the electrical appliances and not upon time other
types of heating, especially gas. If tills law is enacted as drawn, It would Impose
a considerable hardship on the electrlcal-appllance.dealers and would discrilminte
against the taxpayer who wants to select electrical cooking and water heating
equipment.

Would It not be possible and practical to Include tll the tax other types of cook-
Ing and water heating? I believe that It would be fair and would also add a
considerable source of revenue to the bill without working any Injustice on anyone.

If there is anything that you can do to have this bill amended to Include these
other competitive sources of heat, I would consider It a personal favor. But the
time this letter reaches you It may be too late to do anything oil this matter ill
the House, but if you can conveniently, would you call It to the attention of our
Senators from Iowa?

With best personal regards and best wishes for you in these trying hours, I til],
SAincerely yours,

W. C. RATIIKE.

STATEMENT OF HERnERT C. RoHEn, OF PHIiLADELPIIIA. PA., REPRESENTING TIHE AMEni-
CAN PA.\MAUTICAL MANLFAcTURERB' ASSOCIATION

Mr. Chairman and gentlemen of the Senate Committee o1 Finance, my name
i Herbert C. Rorer; my address, Philadelphia: and I represent the American
PMarnaceutical Manufacturers' Association. Tills association substantially and
importantly represents manufacturing pharmacy in the United States.

I am Instructed to place the association oil record before your committee as
strongly urging a differential InI tile tax oil ethyl alcohol for nonbeverage use as
compared with that for beverage use. Tile establishment of such a differential
would be effective to correct an inequitable tax situation wherein pure alcohol
for use In tile production of essential medicines Is taxed at the same rate as
alcohol for beverage use, tlhus increasing tile cost of such medicine and of medical
care for the sick.

It Is in tile public Interest to reduce tile cost of such medical care, and we be-
lieve it has been reliably shown that tile Government would not suffer loss of
revenue frc,m tile establishment of tills differential. Thus, we have a situation
ill which the public can benefit without loss of Government revenue in times
when It Is of such great Importance.

Tile members of the American Pharmaccutical Manufacturers' Association
appreciate tie opportunity to place this testimony o record before your com-
lmittee.

STATEMENT SUBMIrrED By ThtEODORE NErEnr, OF PIIILADELPHIA, PA.

TAX COLLECTED ON A NONEXISTENT COMMODITY

Hundreds of thousands of dollars in tax have been collected by tile United
States Government on whisky that did not exist when tile collection was made.

Treasury Decision 4053-Schedule of allowances for loss by leakage and evap-
oration--copy of which is attached marked "Exhibit A," provides for loss of
whisky and other distilled beverage spirits caused by evaporation and leakage,
graduated over a period of time beginmnig with 2 and ending with 80 months.
Frequently it is found InI taxpaying distilled spirits, when removed from internal-
revenue bonded warehouses, that the loss by evaporation is greater than the scled-
ile of allowances. Therefore, the cost of tile actual gallons received by tile tax-
payer is many times greatly increased over tile amount It should normally be.
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Whisky must be aged in wooden barrels to meet the requirement, of the pur-
chasing public. Evaporation Is natural and needful. The best possible white-oak
wood obtainable is used in the manufacture of whisky barrels. It Is impossible
to obtain oak wood that is uniform in texture. Therefore, the loss caused by evap-
oration from some barrels is greater than others. The result is a heavy burden
upon the taxpayer.

Attached are two regage forms prepared by United States Government gagers,
showing the original contents, the actual proof-gallon contents, at the time of the
regage, the tax-gallon contents as compiled under Treasury Decision 4653, and
the actual loss In each Instance on tax alone to the taxpayer under the present tax
rate is $3 per gallon.

It is your petitioner's belief that Congress does not wish to levy a tax on some-
thing that does not exist. Therefore, the Treasury decision referred to governing
the loss allowed should be annulled in Its entirety and the tax collected only on the
actual number of gallons of distilled spirits received by the taxpayer.

ExHIBIT A.-Copy of schedule of statutory allowances for loss by leakage and
e rapora t ion

Maximum alowance
casks of 40 wine-gtl.
Ions capalty or
more-proof gallons

1.0 -----------------------
1. ........................
2.0 ........................
3.0 ------------------3.0 ---------------------
3.0 -----------------------
4.0 ........................
4.5 ........................

6.0 .......................
58------------------
8.0-------------------
7.8 ........................7.0 ........................

Period of storage In
warehouse

More than
monthq

4
8
10
12
15181
21
24
27
30

Not more
than

months

2
4
8

10
12
i5
18
21
24
27
30
33

Maximum allowance
casks of 40 wine-gal.
Ions capacity or more-
proof gallons

7.5...............-----
8.0 ........................
8.5 .......................
9.0 ........................
9.5...............-----
10.0 .......................
10.5 ......................
11.0 .......................
11.5 .......................
12.0 .......................
12.5 ......................
13.0 .......................

Period of storage in
warehouse

Afore than Not moreMonth than
months months

33 38
36 40
40
44 48
48 52
52 58
so 6O
60 84
84 8
G8 12
72 78
78 80

EXHIBIT B.-Storekeper-pagers report of splits aged

Return of each package raged for tax payment from I. R. B. W. No. 11 of Foust Distilling Co in the
State of Pennsylvania, this 10th day of March 1941, produced at distillery No. 11, In the State of Penn-
sylvania, by Foust Distilling Co.

Serl Kind of Net Wine Proof Taxable oss d and Numbernumersa of n °f weight, Proofseilnm r
packages spirits pounds gallons gallons gallons allowed serial InUmber re.

houses

12727 to 12736,. Whisky. 2,702 351.27 110 av. 387.39 405.4 105.0 TP 313395 59 plus.
inclusive- erage. to 3133701,
10 packages. Inclusive;

TP 455070;
31F3702 to
313703, in-
clusive.

Original proof gallons, 510.86.
Date of original entry, Afar. 28, 1936.

(Signed) W. D. MYRRS,Rorekeeper-gager.

M EMORANDVX

Number of gallons on which tax was paid .................................................. 405.40
Actual number of gallons In packages as above ............................................. 387.39

01N um ber  fgalloons not received on which tax was paid .............................. 18. 01

Allowance made by distiller (Foust Distilling Co.) to Theodore Netter, taxpayer, of above
packages ........................................................................................ No

Loss to Theodore Netter ...... ............................................................. 4.
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EXHIBIT C.-Ntorekeeper-gager's report of spirits gaged

Form 1520--Long.
Treasury Department.
Internal Revenue Service.
Return of each package gaged for taxpayment from I. R. B. W. No. 3, of the Bedford Distilling Co. in t1

State of Ohio, this 9th day of May 1941, produced at distillery No. 3, In the State of Ohio, by the Iedford
Distilling Co.

Serial NtKind and Number
Kind of Wine Proof Taxable Loss of monthsnjumbers of spid of ight Wn Proof sra ubri ~o

packages spirits wuidt gallons gallons gallons allowed samp npacage pund I of stamp houses

24620to24650, Whisky. 5716 74540 ll2 aver- 834.96 925.80 275.0 TP 1247277 61 plus.
Inclusive- age. to 1247301,
25 packages. Inclusive.

Original proof galleys, 1,201.74.
Date of original entry, Mar. 20,1938. (Signed) PAUL E. Ossrsa,

Rlortkeeper.Oager.
MEMORANDUMNumber of gallons on which tax was paid .................................................. 92& 80Actual number of gallons In packages as above ............................................ 834.96

Number of gallons not received on which tax was paid ............................... 90.84

90.84X$3 tax equals ........................................................................ .$272.82
Allowance made by distll!er (Bedford Distilling Co.) to Theodore Netter, taxpayer, of above

packages ........................................................................................ 12& 90

Loss to Theodore Netter .................................................................... 148 2

STATE OF ARKANSAS,
OFFICE OF LIEUTENANT GOVEBNOP,

Little Rock, August 12, 1941
C HA1RMAN AND MEMBERS, SENATE FINANCE COMMIT!

IVaehingtonl, D. 0.
GENTLEmEN: While I am writing you in protest of a proposed increase in the,

Federal gasoline tax, I wish to state that no Arkansan, whether he be an official
or a private citizen, wishes to shirk his responsibility in the defense program. It
has been suggested by various news commentators that an additional tax on gaso-
line might be levied to help the Government finance its present program, but I
should like to ask the Senate Finance Committee to consider a few points:

As you know, Arkansas Is largely an agricultural state, having only 9 cities of
more than 10,000 population. The rate of growth during the past decade is the
lowest in the history of the State. The present population represents a density of
37 inhabitants per square mile. Evidence as to tile low-scale per capita income of
our population and, in many instances, the dire need for the so-called necessities
of life has been furnished various branches of the Federal Government. In this
respect Arkansas varies from many States that are rich In revenue-producing
industries.

We have recently succeeded in refunding our tremendous highway indebtedness
of $130,000,000. With an irrevocable pledge to use 3,50,000 of our revenue for
highway maintenance annually, we fear that an additional increase in tax on
gasoline at this time would necessitate a decrease in the use of gasoline and
seriously hazard our program.

At the time automobiles were introduced they were rightly considered a novelty.
But the day has long passed when an automobile can be classed as a luxury. I
cannot think of a single modern business in which the automobile and the use of
gasoline Is not indispensable to Its continuance. For that reason, If for no other,
It would seem that gasoline should be removed from any category which places It
on the same basis with cosmetics, liquor, and commercial amusement.

Sincerely yours,
BoB BAILwY, Lieutenant Govcrnor.
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Tiic J. B. WtLLIAms Co.,
Oastonbury, Conn., August 12, 1941.Hon. WAL1~m GE0n0G.,

Senate Finance Oonmmittce, the United Sftates Senate,
Washington, D. 0.

DEAR MI. GEORGE: This company wishes to go on record with the Senate Finance
Committee as being opposed to the elimination of the aveiage-earnings method as
one of the methods for computing the excess-profits credit. While this company
tiled its 1940 excess-profits-tax return and expects to file its 1911 excess-profits-tax
return on the basis of an excess-profits credit worked out by using invested
capital, It feels, nevertheless, that in all fairness to Industry the alternative aver-
age-earnings method should be continued as one of the methods for arriving at
the credit.

The dollar sign is not the measure In all Instances of what is excess profits and
what Is not excess profits. Furthermore elimination of the earnings method for
the reasons advocated by the Treasury Department attacks the profits of corpora-
tions having small invested capital for reasons of revenue and profit control only
rather than for the more fundamental reason of taxing profits due to the
emergency.

Congress, In the Revenue Act of 1010, as amended, did a. splendid job in recog-
nizing the need for two methods, and It is earnestly hoped that Congress, in the
Revenue Act of 1941, will continue to evince the same realism.

Another point we wish to urge upon you Is that the 10-percenf munitions-tax
levy on the profits of companies using the Invested-capital method, while equitable
in principle, in our opinion, attacks the profit of companies not benefiting from
defense business It Is felt that if the 10-percent tax on the difference between the
preemergency earnings and the excess-profits credit Is to stand, then such percent-
age should be reduced by an amount representing the percentage of nondefense
business billed out by the taxpayer to the total billings, as, for example, a com-
pany's billings is made up of 75 percent defense work and 25 percent nondefense
work. The special munitions tax, then, of 10 percent would Ite reduced by 25 per-
cent to 7 ?j percent.

Respectfully submitted.
Tite J. I. NW'LIAMO Co.,
Q'. S. CAMPIUF.LL, Vice Presidet.

DuNmiRn LA.TNDRY Co., INC.,
n Dunkirk, N. 1'., August 5, 19.f1.Hon. WALThRa F. GEORGE,

Acting Chair'man, United States Committee on Finance,
Senate Office Building, Washington, D. C.

My D&%n Mn. GEORn:: Considering time fact that the Honorable James M. Mend
Is not a member of the United States Senate Committee on Finance, I felt that
I would not write any of the other members of the committee but would ask
that you bring to the attention of the committee what comments I make rela-
tive to the proposed 10 percent tax on commercial washers used by the laundry
industry.

First, I would like to state that neither I nor our company is interested in
this proposed tax on commercial washers for the very good reason that we
are not in the market and will not be In the market for a washer for a number
of years because of the fact tfat our washroom equipment Is now 95 percent
modern monel equipment with a capacity at least 100 percent in excess of pres.
ent requirements. For this reason the 10 percent proposed tax, if enacted, would
have no effect on us, and I believe that If the proposed tax should be enacted
It will be much less effective than might be thought by reason of the fact that
our condition as respects washroom equipment is probably that of the majority
of the operators of plants throughout the country.

I would only say on this subject that it seems to me that this proposed tax is
highly discriminatory In that such commercial washers as might be purchased
now or for several years In the future being subject to this tax would entail a
hardship on the laundry industry, whereas our chief competitor being the house-
wife, the home washing machine is proposed to be exempt from such tax,

The laundry Industry Is distinctly a local service business; the investors in
the equipment are largely local, and, as compared with other national businesses,
we surely Nwould come under' the heading of small business. Small business, par-
ticularly where that business cannot modify its selling price, Is already at a
distinct disadvantage as compared to industries which can revamp their selling
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prices depending on costs, a condition which does not exist in the laundry industry
by reason (of the fact that the chief competitor of every local laundry is the house-
wife herself and by no means Is the competition between the several plants in a
given community.

I think that those interested in the laundry business take a great deal of pride
in the fact that we approve of the national-defense program, and we, of course,
expect that program to be financed by taxes; we simply think that such financing
should be general and include the home washer, if any washers are to be taxed,
and not simply tax the commercial washer alone.

The commercial laundries of the United States serve millions of local customers
every week; in addition, they Irvide employment, which. according to tile last
figure I have, Is between 250,000 tond 300,000 persons, the greater majority of
which are women; it happens, of our employees, 60 percent are women.

My contention is further that the commercial ltundry Is one of the chief factors
reducing home labor, and they accomplish this purpose more effectively than the
home washer by reason of the fact that the commercial laundry is in position to
relieve the homemaker of all of her laundry labor, whereas the home washer
relieves her of only a portion. In fact, in our case that portion of our family sales
which the homemaker could do with a home washer is but 30 percent of the total
amount of family sales, and this means that the washer in the Industrial laundry
In our case is reducing the homemakers' labors two and one-third times as much
as the home washer is reducing her burdens. If this same percentage holds true
throughout the United States, then the Industrial washer Is two and one-third
times as effective in its reduction of lahor to the homemaker as is the home washer,
and a tax on time industrial washer Is to the disadvantage of 700 homemakers out
of each 1,000.

The laundry industry is already burdened by its Increased labor costs due to
unemployment tax and old-age benefits which the industry is In harmony with and
paying the bill for, though the housewife has not these similar costs and already
has a distinct advantage over time commercial laundry by reason of these taxes
on industry which the homemaker does not have at all.

We are hopeful that your committee will feel favorable toward an adverse
report on this subject to time Senate.

Respectfully yours,
J)UNKIRK LAUNDRY CO., INO.,
A. W. CumMI ,os, Preeidclt.

SIMPLEX MANUFACTURING CO.,
New Orlcaia, La., Autgust 1, 19.41.

Hon. ALLEN J. ] ENntn,

United States Scnate, lIasnhigton, D 0.
DEAR SIR: We are a Louisiana firm, located in the city of New Orleans. We

are engaged in the manufacture of a light-weight motorcycle, known as the
Servi-Clycle, which is the only light-weight motorcycle manufactured in the
United States. These machines are sold over the entire United States and are
exported to several foreign countries.

Since the beginning of their manufacture In 1935 they have steadily gained In
popularity and are being used extensively for messenger and delivery purposes.
Our business is steadily growing and undoubtedly holds great possibilities of
benefits, not only to ourselves but to the city of New Orleans and the State of
Louisiana as a whole. We understand that there has been proposed a 7-percent
excise tax on the manufacture and sale of automobiles. Motorcycles, either
large or light weight, all fall under the same classification as automobiles for
excise-tax purposes so this excise tax vitally concerns us.

We believe that motorcycles, especially lightweight machines, should be put
Into a separate classification by themselves and either bear no excise tax at all
or a lighter burden than that imposed upon automobiles.

Lightweight motorcycles are largely used by messenger and delivery boys
whose ,income ranges from $0 to $14 per week. Any added excise tax would be
an additional burden upon these boys in the lower-income bracket. Their con-
tinued employment Is based upon their ownership of a lightweight machine.

It Is oum, understanding that this additional excise tax on automobiles Is pro-
posed to serve a double purpose. First, it will bring additional revenue to help
pay the cost of the defense program; and, second, it should tend to decrease the
sale of automobiles, thereby conserving vital metals and materials for defense
purposes.
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Our machine can be used in the place of trucks and automobiles In a great
many Instances, and takes the place of larger units In messenger service and
many delivery services, and also provides a more economical mode of trans-
portatlon.

The material required to produce one of these machines by actual weight Is
less than 5 percent of that used in the ordinary automobile.. The rubber used
thereon Is less than 5 percent of that required for an automobile or truck, and
less than one-sixth of the gasoline consumed by an automobile or truck Is re-
quired for the operation of a Servi-Cycle or less than one-tenth of those required
in automobile production. Therefore, the conservation of materials and man-
hours of skilled labor vital to the defense program Is readily seen when a Servi-
Cycle replaces a heavier motorized unit.

There has been Introduced Into this country, in direct competition to us, a
lightweight motorcycle imported from England which has an export price f. o. b.
England, of approximately $80. The Import duty imposed upon these machines
Is at the rate of 10 percent of the export price, which amounts to approximately
$8. The excise tax on our machine at the seven-percent rate would amount to
$9.02 on our lowest priced machine which would make the excise tax paAd on
a United States product higher than the Import duty on an English product.

We do not believe that it is the purpose or Intent of Congress to impose on a
manufacturer located in the United States an excise tax higher than an import
duty or an imported vehicle of the same class.

For the above reasons we feel that one of the following steps should be taken :
1. Classify a lightweight motorcycle as "motorcycle weighing less than 150

pounds," and let it bear no excise tax or a tax which Is appropriate.
2. Make the separate classification and leave the rate of excise tax the

same as it now Is, that is 3l1/ percent.
3. Provide that imported machines also pay the excise tax in order that a

United States manufacturer will not be forced to pay a greater amount of excise
tax than their importers pay In duty.

We call your attention again to the fact that this is entirely a Louisiana in-
dustry. Ours Is the only motorized vehicle manufactured in the South, and our
industry bids fair to become a very prominent one in this field. We earnestly
believe that we have by far the greatest opportunity for expansion of ally indus-
try in time United States today and, therefore, ask your aid in the revision of
that part of the excise-tax measure which applies to lightweight motorcycles by
one of the above means, our preference being in the order named.

We will appreciate your kind cooperation in this matter.
Very truly yours,

SIMPLEX 3MANUFACTUIRINO CO.,

J.RRY L. PHENTISS,
Purchasing Agent.

COLLETrE MANtTFAQTURINO C'o.,

Anlntcrdam. N. Y., August 5, 1941.
SENATE FINANCE CoMMirrEE,

Washington, D. C.
HONORABLE SiNs: We desire to file the following brief of our grievance against

that portion of the Revenue Act of 1941 as it applies to sporting goods.
From reading this portion of the act, we interpret your Intention to permit

tax-free children's toys, such as baseball bats under 26 Inches in length, badmin-
ton rackets under 22 Inches over all, pool tables under 45 inches in length,
hockey sticks under 30 inches in length, and so forth. There is no question that
your clear demarkation of these items was not to tax children's toys. How can
you reconcile a bat under 26 inches in length as a toy and not a dime rocket
ball that goes with this small bat.

Where Is your demarkation of other toys, such as footballs and basketballs,
that sell to children from 3 years to 12 years, made, not from leather, but imita-
tion leather; the baseballs aforementioned, stuffed with cottonseeds, excelsior,
or waste felt, and for the little shaver from 3 to 12 years old?

Why should the manufacturer of badminton sets, tennis rackets, golf bags, base-
ball bats, and golf clubs be shown partiality in the Juvenile items he makes?

The football and baseball manufacturers make footballs front imitation leather
for kiddies, which are sold for 25 cents to $1. He also makes leather footballs
up to $15 each. The same applies to the baseball manufacturers. He makes
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baseballs stuffed with excelsior, cottonseeds, or felt scrap which sell to the kiddies
for from 10 to 50 cents. He also makes balls, with rubber or cork center wound
wYith yarn, which sell up to $2.

Any layman reading this law as it now stands caln see a clear discrimination
between manufacturers of various sporting goods items.

Isn't it pretty small to tax the babies' toys and shut your eyes to such items
as roulette wheels and other adult gambling devices sold In the toy departments
vf every big department store in the country?

If we need money for defense, go ahead and tax toys but why discriminate
between us toy manufacturers?

We urge you to reconsider this portion of the act that there will be no discrim-
ination between us manufacturers of toys.

Very truly yours,
('OLLEMrE MANUFACTURING0 Co.,

By A. F. h1F~cK, Sales Mianager.

Oents
I only No. 25 no-lace football, retail price ------------------------------- 25
1 only No. 3W318 football, retail price ---------------------------- 25
1 only No. 5W813 football, retail price ---------------------------------- 50
1 only No. 3W63 white football, retail price ------------------------------ 39
1 only No. 10 baseball, retail price -------------------------------------- 10
1 only No. 75 baseball, retail price -------------------------------------- 10
1 only No. 31 baseball, retail price --------------------------------- 25
1 only No. 57 baseball, retail price -------------------------------------- 25

(No charge.)
NoTE:.-These balls are sold to children froni 3 to 12 years of age.
Do you gentlemen actually Intend to tax these kiddies' toys?
Samples of the above balls are being sent you under separate cover.

AMERICAN M1ERCHMANT ARl.aRINE INSTITUTE, INC,,
New York, August 4, 1941.

Hon W.LTER F. CORmE,
Chairman, Committee on Piaanee, Un (ted State8 Senate,

Washington, D. C.
Re: Federal gasoline tax.

MY DAR SENATOR G woFO: Section 554 (b) of the revenue bill of 1941 (H. It.
5417) as passed today by the House of Representatives would add a new section
3469 to the Internal Revenue Code providing In part as follows:

"(a) Transportatlon.-There shall be Imposed upon the amount paid within
the United States, on or after the effective date of part V of title V of the Rev-
enue Act of 1041, for the transportation, on or after such effective date, of
persons by rail, motor vehicle, water, or air, within or without the United States,
a tax equal to 5 per centuni of the amount so paid * * *"

If enacted, this section would require the payment of a 5 percent tax upon
all steamship tickets sold In the United States for transportation from the
United States to or from foreign countries. At the present time the only steam-
ship passenger traffic of any consequence Is to points in Central and South
America. The establishment and maintenance of passenger services to countries
in South and Central America has been a keystone of this country's foreign
policy. The good-neighbor relations which the Government has sought to de-
velop with other American countries depend to a large extent upon the promo-
tion of passenger and tourist traffic. The deterrent effect of the proposed tax
upon the building up of theme relations will be exceedingly great. On the other
hand, the revenue to be derived from such a tax would be quite small. It is
accordingly urged that the application of the proposed tax be restricted to
transportation within the United States. This purpose could be accomplished
by striking out the words "or without" appearing in the phrase "within or
without the United States" Italics above.

In addition to urging the abandonment of this proposed tax for the reason
stated, I desire to point out to you the difficulties of administration and the
possibilities of unfair discrimination. The tax would be applicable only to
amounts "paid within the United States." Prospective steamship passengers will
attempt to avoid tax by purchasing their tickets at some steamship office outside
of the United States where the tax Is not and cannot be made applicable. It Is
submitted that Is unfair to those persons purchasing steamship tickets in the
United States and paying the tax thereon to permit other persons to avoid the
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tax by transmitting funds to a point without the United States for the purchase
there of identical tickets. Furthermore, steamship companies will be subjected
to the annoyance and additional communication cost of having to make sales
In foreign ports of steamship space to be used by persons residing in the United
States.

In view of its detrimental effect upon inter-American relations, the petty annoy-
ances in connection with its collection and the small amount of revenue to be
derived therefrom, it is respectfully requested that your committee delete from
the bill the tax upon steamship tickets for transportation in foreign commerce.

Respectfully yours,
JoHNy J. ]RURNS, Gencral Counscl.

AMarxicN MACIINE- & FOUNDRY CO.,
Brooklyn, N. Y., Atgia8t 7, 19,J1.

Senator WALTE GzoE,
Senate Fitlance Committee, Washington, D. C.

DFAR SENATOR: This company wishes to go on record with the Senate Finance
Committee as being opposed to the elimination of the average-earnings method as
one of tile methods for computing the excess-profits credit. While this company
filed its 19)40 excess-profits-tax return and expects to file Its 1941 excess-profits-tax
return on the basis of an excess-profits credit worked out by using invested
capital, It feels, nevertheless, that In all fairness to industry the alternative
average-earnings method should be continued as one of the methods for arriving
at the credit.

The dollar sign Is not tile measure in all Instances of what is excess profits and
what is not excess profits. Furthermore, elimination of tile earnings method
for the reasons advocated by the Treasury Department attacks the profits of cor-
porations having small invested capital for reasons of revenue and profit control
only, rather than for the more fundamental reason of taxing profits due to the
emergency.

Congress, in the Revenue Act of 1940 as amended, did a splendid job in recog-
nizing the need for two methods and It is earnestly hoped that Congress, In the
Revenue Act of 1911, will continue to evince the same realism.

Another point we wish to urge upon you Is that the 10-percent munitions tax
levy on the profits of companies using the Invested capital method, while equitable
in principle, in our opinion attacks the profits of companies not benefiting from
defense business. It is felt that if the 10-percent tax on the difference between
the pre-emergency earnings and the excess-profits credit Is to stand, then such
percentage should be reduced by an amount representing tile percentage of non-
defense business billed out by tile taxpayer to the total billings, as for example, a
company's billings Is made up of 75 percent defense work and 25 percent non-
defense work. The special munitions tax, then, of 10 percent, would be reduced
by 25 to 71/ percent.

Respectfully submitted.
AMFRICAN MACHINE & FOUNDRY CO.,
R. C. MoRs.

HARNISCHFEOER CORPORATION,
Milcarkee, Wis., August 14, 1941.

Hon. WALTER F. GEOROR,
Chairman, Scnate Finance Committee.

United States Senate, llashington, D. C.

DEA, SENATOR EOR0oE: Referring to tile proposed, tax bill, which Is under con-
sideration at the present time, I wish to go o record with reference to existing
policies of this country.

I am of the opinion that the first consideration should be to make a drastic cut
in unnecessary expenses.

I also believe that the bill, which was ordered out .by the House, does not
have sufficient increase In the base of the present taxes. At the present time, I
am Informed that about 10 percent of the population must carry the tax load
of the country and, in view of the enormous expenditures which are being Incurred,
this Is certainly very inadequate.

I am also of the opinion that the only solution for securing a sufficient amount
of revenue Is to pass a Federal sales tax.

Very truly yours, i
W. HARNISCHFEGEB.
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NEW JERBEY LEAGUE. OF WOMEN SHlOppMRS,

Ncwark, N. J., August 15, 194|1.
Senator WALTER GEORG.,

United ltate8 Senate, 11'aahington. D. C.
DEAR SIR: We should like to present our views with regard to the all-important

tax measure now being discussed by the Senate Finance Committee.
First, we wish to state that such proposals as the reduction of income-tax

exemptions to $750 for single lersons and $1,500 for married couples will prove
a dangerous an(1 unnecessary burden on people whose living standards are
already perilously low. Mr. Leon Henderson in recent testimony has said, that
the wage earner's dollar has already dropped 6 percent since June 1039. That
means that the $750 exemption for a single man will no longer buy $14.42 worth
of food, clothing, and shelter weekly. Conservative figures show that the cost
of food, wilich figures largely in the budget of low-income groups, has risen 13
percent. On the basis of such facts, it can objectively be considered dangerous
to the health of the Nation to raise the needed revenue by lowering Income-tax
exemptions. A geaeral sales lax on articles which are not clearly luxuries,
it seems to u, falls also into the category of pernicious tax legislation.

We urge that needed revenue be raised from the following sources. Secretary
Morgenthau, too, has testified that much more revenue could be secured from
excess.profits trxes than is netted at present.

1. Corporation profits above 6 percent of invested capital should be con-
sidered excess profits, and should be taxed on a graduated scale. To tax profits
may hurt some people, but not in an elementary way; to tax food Is dangerous
to the well-being of the vast majority of our people.

2. Undivided-profits taxes should be written to prevent corporations from In.
creasing their large surpluses.

3. The proposed 0-percent surtax on corporate earnings above $25,000 should
be put into force.

4. Income from all Government securities, issued in the past or present, State,
municipal, an(l Federal, should be taxed.

5. Transfers of wealth by gift, inherltece, Insurance should be covered by a
single tax; transfers of any kind totaling more than $25,000 should be taxed.

6. Upper-bracket Incomes should be laxed more sharply and loopholes closed.
7. Families should be required to file single joint returns where combined

earnings are more than $4,000.
It has been demonstrated that the collection of taxes from low-income groups

is very costly, often absorbing a considerable share of the revenues themselves.
Our proposals will net more than sufficient returns to cover the needed revenue.
We urge your careful study of these proposals and their incorporation In any tax
legislation which is written.

Sincerely yours,
NEW JE sEY LEAGUE OF VOMEN SiroPPERs,
HANNAH SMITH, President.

STATEMENT OF JOHN L. CONNOLLY, SECRETARY AND GENERAL COUNSEL, MINNESOTA
MINING & MANUFACT'URINO Co., ST. PAUL, MINN.

Mr. CONN-OLLY. Mr. Chairman and members of the committee, my name Is John
L. Connolly; I am secretary and general counsel of the Minnesota Mining & Manu.
fachring Co., St. Paul, Minn., which is and has been for the past 30 years engaged
exclusively In the manufacture of coated abrasives, which is sandpaper, scotch
adhesive tape, rubber cement, roofing granules, and other related products.

DIFFICULTIES OF SITUATION REALIZED

The management, of the Minnesota Millng & Manufacturing Co. realizes the
tremendous task of this committee in raising $3,500,000,000 in revenue in tile next
fiscal year. It is In complete harmony with the defense program, and stands
ready to do its part in financing this program.

The House has demonstrated that tile $3,500,000,000 can be raised without dis-
turbing tile present methods of computing tile credit for excess-proflits taxes.

01077-41- 00
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HEARINGS BY HOUSE AND SENATE COMMIT' rI ON PRESENT MErItODS OP COMPUTINO
CREDIT

The present two methods of computing excess-profits tax credits were embodied
In the Second Revenue Act of 1040 after your committee and the House Ways
and Means Committee had held hearings and given this matter a great deal of
consideration.

The Invested capital credit is inapplicable to our company for the reason that
the company's average earnings for the base period are InI excess of 10 percent
of our invested capital for the same period.

TREASURY'S PROPOSAL

Under date of May 19, 1941, the Assistant Secretary of the Treasury, John L.
Sullivan, appeared before the House Ways and Means Committee and proposed
that the excess-profits tax law be amended so as to eliminate the credit based on
average earnings and allow only a credit based on the percentage of the net
income to Invested capital for the baie period, not to exceed 10 percent. As I
read his testimony before your committee and that of Secretary Morgenthau, the
Treasury Department still advocates this change.

EIXFX/r ON OUR COMPANY IF TIIEASBURY'S PROPOSAL lAD BFEN IN ZFFE4Jr IN 1940

For the year 1040 our gross income before taxes was 25 percent greater than
for the year 1939. but our net after taxes increased only 6 percent for the same
period. For the year 1940 our income and excess-profits taxes were equal to 32
percent of our gross taxable income, and if the Treasury Department's proposal
had been in effect for the year 1940, our taxes would have amounted to 56 percent
of our gross taxable income (I. e., net income before Federal income taxes). If
In effect in1 1937, it would have taken 58 percent of our gross taxable income.

WE AIlE A OROWTtI COMPANY

While we do not presume to speak for any other company, we feel confident
that throughout the Nation there are countless industries in the same situation
hi which we find ourselves with regard to the Treasury Department's proposal
to elimlnat e the average earnings provision of the excess-profits tax and to base
thls tax solely on invested capital. One of the inequities of tile existing law is
the failure to allow an additional credit for growing companies using the average
earnings credit. These businesses and industries, like our company, are sincerely
and honestly and conscientiously trying to do their bit regardless of whether or
not they benefit from the defense program either directly or indirectly. In our
case, the Invested capital of the company, as shown on our books, does not begin
to tell the story of such Investment.

REASONS WIXY TIIF INVITED CAPITAL MEtrIioD is INEQUITAnIE TO OUR COMPANY

Our financial statement does not show as capital investment the millions of
dollars we have invested in our business by employing a large staff of laboratory
and research workers to develop new products. This phase of our investment is
in men not In machinery and buildings and, we submit, is living proof that we
recognize the human value in the conduct of business as well as l)roperty values.
It Is an Investment of the highest type, which, as we have pointed out, does not
appear on our financial statement and would not constitute invested capital
within the meaning of the excess-profits-tax law, and could not be used as col-
lateral on which to borrow money. It Is an Investment when extreme courage
was required to invest and reinvest In the development of products which might
or might not become useful or salable. Today we employ 139 chemists.
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TABL SHOWING GROWTH OF COMPANY SINCE 1935

I would like to call your attention to a table which appeared In our company's
annual report to its stockholders for the year 1940, which is follows:

Income before Percent Number
Year Income and re- Increaw Net worth of em-

lated taxes ployecs

Percent
1935 ........................................... $Z. 617.418 A.......... $ 925, 272.33 1,2871936 ............................................ 3,343,88. M 28 K &155,811.16 1.63 2
1937 ............................................ 4,444,678.67 3 9, 482, 58.89 1,724
8 ............................................ 4,250,417.21 4 11,223,087. 10 1,740

1939 ............................................ 5,454,071.25 28 13,281,037.35 2,163
1940 ............................................ 6,823,78 75 25 15,162, 800. 10 2.675

It will be noted this table shows that, with the exception of 1938, during
which year business activities of the country as a whole were considerably below
the business activity for tile year 1937; our growth and increase in business was
steady. I call your attention also to the table which shows the number of emii-
ployees and tile Increase in the number of employees which has been steady
throughout tile period under consideration.

The Minnesota MAtilg & Manufacturing Co. has operated profitably for a
number of years, and we feel that one of the principall reasons for its success
has been the constant development of new products and the investment of capital
In plant and equipment to produce and market such products. To illustrate,
the company has developed at line of new products which are in constant use
in many lines of business, and did not replace products already on the market.
A great part of our profits result from tle expansion in the use of these new
products which have found ready acceptance fi the homes and Industry.

NORMAL INCOME TAXES SHOUI) 1F DEDUCi.;D n.IFORE OOMPUTINO EXCESS PROFITS
TAXES

The purpose of an excess-profilts tax, 1a, exposed by the President and the
Congress, was to prevent unjust enrichment and the creation of new "war
millionaires" as a result of the defense program. 'Tile present act, as mssed by
the House, results In taxing normal profits at excess-profits rates. If additional
revenue, rather than tile prevention of unjust enrilchillent froni tihe defense
program, is the objective, it should be sought through other available means.

AMORTIZATION OF WAR FACILITIES

Subsection (I) of section 124 of the Internal Revenue Code as interpreted,
requires a taxpayer who is selling supply Items to the Federal Government under
contract, to obtain a certificate of noiireimbur,,ement in addition to his certifi-
cate of necessity, before lie Is entitled to a deduction for amortivzation. This
was not the intent of the Congress when this law was passed, and, If there Is
aty doubt, it silioul be corrected lit this act.

THE EXCESS PROFITS TAX SHOULD nE COMPUTrrED UPON A PF.CENTAE IN RELATION TO
Tilt CREDIT AS WELL .S UPON DOI.L.. AMOUNTS

This provision was adopted in 1040 by tile Senate, but eliminated lit con-
ference with the House. The Senate provision contained in the Revenue Act of
1140 should be adopted.

REPEAL OF THE DECLARED EXCESS PROFITS TAX, IF NOT RIPFAIZ.D AN ANNUAL DE)CIARA-
TION OF CAPITAL STOCK VALUE

The declared-value capital-stock tax and its companion excess-profits tax
,should be eliminated, and if this Is impossible, the act should be. amended so as
to permit an annual declaration of capital stock value. It is impossible to
predict what the earnings of a corporation for a 3-year period will be, but if
your guess is low, you are going to be subject to a penalty, and if your guess is
high, you have paid your penalty In advance. This has been true in the past
and It Is much more so during the present emergency.
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INCLUSION

In conclusion permit me to make the following suggestions:
1. That the present two methods of computing excess-profits credits be retained.
2. That the normal income tax should be deducted iln computing excess-profits

net Income.
3. That subsection (1) of section 124 of the Internal Revenue Code be repealed

or clarified so that a taxpayer who has applied for and received a certificate of
necessity will not be required to apply for nonreinbursement certificate for each
supply contract he has with the Federal Govermnent.

4. That the provision contained In the Revenue Act of 1940 as passed by the
Senate, providing that the excess-profits rates be applied to a percentage of the
excess-profits credit, or the dollar amounts.

5. The declared excess-profits tax and declared-value capital-stock tax be
repealed, or, If not possible, amended so that the capital stock value may be
declared annually.

0. That the present act be amended so as to permit the full 100 percent of the
average earnings as a credit; that this credit be increased from year to year as is
permitted to taxpayers using the invested-capital method.

COPPERWiLD STEEL Co.,

Glas8port, Pa.
This is a copy of a brief submitted to Assistant Secretary of the Treasury John

L. Sullivan and to Mir. Colin F. Stain, Chief of Staff of the Joint Committee on
Internal Revenue Taixation, on the proposition that the amortization provision
(see. 124 (Code), Revenue Act of 1940) should be amended to provide an effective
date of January 1, 1940 (as originally recommended by the Senate committee)
rather than the presently effective date of June 10, 1940.

We urge that this statement of our case and brief be Incorporated in the record
of the Senate Finance Committee hearings for consideration in the present bill
and for relief in a highly equitable class of 'cases. Subhlitted by Maurice J.
Mahoney, assistant treasurer and attorney for Copperweld Steel Co., Glassport, Pa.

STATEMENT OF CASE OF C'OPPERWE11D SnEr, Co. FOR AMORTIZATION AL.OWANCEs
ON DEFENSE FACILITIES BEGUN AND PARTIALLY COMPLETED PRIOR TO JUNE 10, 1940

The following factual summary might well be entitled "the Case History of
a Company" that has been harshly penalized for being patriotic--or, in other
words, penalized for doing those things which the President of the United States,
the Congress, and all informed citizens recognized were vitally necessary for
the Nation's defense. The Copperweld Steel Co. in the latter months of 1939
and the first 6 months of 1940 expended approximately $4,000,000 (raised from
the sale of new securities) for new plant equipment for the manufacture of
high-alloy steels. As soon as production could be attained, these steels were
taken directly by the British Government, the United States Government, and
domestic corporations manufacturing military aircraft, naval equipment and
machine tools, and its output has continued to go approximately 100 percent to
these customers.

The company, before putting itself in position to supply these vital require-
ments, did not await the guarantee of protective legislation for accelerated de-
preciation or amortization of new equipment for this special purpose, but relied
upon the general sense of fair play of the Congress and the executive depart-
ments that, at the least, it would not be penalized for having put its affairs in
order to supply this country's most vital defense requirements. The resulting
penalization and discrimination arises from the fact that the excess-profits-tax
laws for 1940 alid the provisions allowing amortization for new plant equipment
were not made coextensive; that all arbitrary date of June 10, 1940, has been
selected as the time for the beginning of our national-defense effort and only
those projects literally begun or acquired after tlt date shall have the benefit
of the special amortization provisions as finally enacted by the Congress. Such
a result, we submit, penalizes this and other companies similarly situated out of
all proportion to the revenue received therefrom and places this class of taxpayers
at a distinct financial and economic disadvantage with those companies which
awaited a guarantee of protective legislative benefits before expending capital for
national defense facilities., All the present applicant seeks Is that it, too, may
be placed ill an equal position with respect to the year 1940 and subsequent years
with those corporations which waited without regard to whether it was later
than some of us thought.
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The relief sought may be granted in either of two simple ways: (1) By legisla-
tion amending the amortization provisions to make January 1, 1910, the effective
date rather than June 10, 1040, and so make both the accelerated depreciation
and excess-proits-tax rates coextensive throughout the year 1940; or (2) by
giving the Comm!ssloner of Internal Revenue discretion, In that class of cases
where a taxpayer (an show that new plant equipment acquired after January 1,
1940, has been used 100 percent for national-defense purposes (or whatever per-
centage has been used therefor), to give such taxpayers, to the extent warranted,
equal treatment with those whose plant equipment was begun or acquired after
June 10, 1940.'

We emphasize that, in bringing our case to your attention, we are not asking
for or thinking in terms of receiving any advantage over companies which did
not prepare themselves as we did, hut we are asking not to be penalized and dis-
crimninated against for having done so.

HISTORY OF STEEL DIVISION I)EVELOPMIENT

Copperweld Stel Co. was organized August 10, 1915, under the laws of the
Commonwealth of Pennsylvania. Since that time it Ias been engaged principally
in tile manufacture of copperweld (copper-covered steel) wire, widely used for
electrical transmission purposes, with its plant and principal offices at Glassport,
Pa. For some time prior to the latter months of 1939, the company's manage-
ment ld(t under consideration the construction of a snmll electric-furnace alloy
steel mill from wlich the company's own steel requirements would be supplied.
Tile plan contemplated an expenditure of approximately $1,200,000 to build a mill
with a1 annual ingot capacity of 50,000 tons.

As the weeks moved on it became Increasingly apparent that tile outbreak of
a European war was not only a possibility but rapidly becoming a probability.
Progressively this probability became an Inevitability. The deluge broke in
September 1939. The position of the United States then became clearer. We
would have to launch upon a greatly Increase(] arinamnent program for our own
defense and, in all probability, serve as a source of supplies for the Allied
cause against the Axis Powers.

It was Just as widely recognized and remarked upon at this time that the
United States was woefully unprepared to adequately defend itself. Our policy
became one of reninining uninvolved but supplying the Allies until such time as we
could prepare to defend ourselves in any emergency. The Neutrality and Ent-
bargo Acts were repealed, British and Frencl purchasing commissions arrived
In this country to survey American Industrial potentialities and to place orders
for all types of war equipment, particularly those Involving the use of high-
quality alloy steels. And, finally, there was a known shortage of electric-
furnace capmclty for the manufacture of these steels In the United States.

During the fall of 1939, numerous conferences were 110d by and between tile
officers of the company, and the consensus was that there would be an un-
precedented demand for the higher quality steels; that all Indications pointed
to our own Government embarking upon a manmoth defense program. It
further was the opinion that prompt action would be necessary for otherwise it
would be either impossible or Improbable, or both, to obtain the facilities for a
steel plant or the services of the experts who could build a01d operate it.

As indicative in a small way of the trend of thought at around this time the
following Is offered:

Il its report dated August 30, 1939, the Tax Research Institute of America
referred to "tile recent appointient of the War Resources Board" and discusses
the Industrial mobilization plan.

In its Issue of September 16, 1939, the same publication referred to the Presi-
dent's recent declaration of a limited emergency. In this snau report reference
Is niade to the accomplishment of certain national defense objectives. The follow-
ing statement appears in this report:

"Bear in mind that in the declaration of a limitedd' emergency tinder tie Execu-
tive power of the President, lie exceeded existing appropriations of Congress by
stepping up the size of the Army, Navy, and Marlie Corps. It Is probable, there-
lore, that when It becomes desirable to step up procurement of materials, supplies,
and munitions for the increase(] military Machine. tils, too. will be accomplished
under the Executive powers existing In a 'limited' emergency."

I Under either method It willprobably be necessary to make some provision for extend-
time to apply for neesilty certificates.
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The issue of October 14, 1939, predicts as a certainty the removal of the embargo.
on munitions and the imposition of a cash-and-carry provision on all goods t)
belligerents.

On September 8, 1939, the president of the company appeared before the board
of directors at a special meeting called for the purpose and recommended that the
steel plant be located at Warren, Ohio, instead of Glassport, Pa., notwithstanding
the fact that there would have to be a dual management and additional overhead
costs. This plan was approved and arrangements made for the purchase of the
necessary land at Warren since the available sites at Glassport were too small
for the then contemplated expansion.

Under date of September 28, 1939, notices were mailed calling a special meeting
of shareholders for November 29, 1939. This meeting was for the purpose of
voting upon an increase in the authorized Indebtedness of the company from
$500,000 to $3,000,000. At this time tihe planned ingot capacity of the plant had
been increased from the original 50,000 tons to 100,000 tons and tIme planned cost
of the facilities was $1,500,000. However, when the proxy statement for this
meeting was mailed out, under date of October 31, 1939, the estimated cost had
been increased to $1,800,000, which amount appeared in the proxy statement.

At this time it still was the intention to manufacture the company's own steel
requirements. Thus, from July to October, Inclusive, the contemplated plan was
changed from a 50,000-ton mill, with estimated cost of $1,200,000 to a 100,000-ton
mill, with estimated cost of $1,80,000. Changes In outlook came almost from
day to day, particularly during September and October, with resulting modifica-
tion of plans. In the following months, however, developments occurred even
more rapidly.

Construction of the plant at Warren was begun about November 1, 1939, and
proceeded throughout the severest winter experienced by that district in 80 years.
As the international situation unfolded from day to day, plans for the steel mill
were changed "on the spot." Thus, the company was moving with the times and
without awaiting protective legislation as, according to reports appearing in the
press, was done by many manufacturers.

In May 1940 the company's president appeared before the executive committee
of the board of directors and advised the members that the plant as then contem-
plated would cost $3,100,000. In the course of his report to the committee, the..
following statement was made:

"Before any material steps had been taken along the lines indicated (construe-
tion of a plant with capacity of 50,000 tons) the European war broke, and with
this situation our entire problem changed. In order to insure our own supply of
steel, as well as to insure our remaining in business In the event of our entrance
into the war, or the mobilization of the productive facilities of the United States
for aid to the Allied cause, two things became necessary: First, that construction
of the plant be started Immediately, and, second, that its melting capacity he
increased. In order to attain these objectives, particularly the first, it was neces-
sary for us to adopt an unprecedented course; that is, to begin the construction
of a complete steel mill before the plans therefor had been drawn."

Shortly thereafter a letter was addressed to the holder of the company's $2,000,-
000 mortgage which had been placed against the company's properties in De-
cember 1939 in order to raise part of the funds to be used in the construction
of the steel plant. In this letter the following statement was made:

"You are advised that, due largely to the outbreak of the European war as
well as the prospects for a greatly increased national-defense program, our com-
pany altered its original program with rdspect to the construction of our steel
plant at Warren, Ohio. As a result of these changes, the finished plant will cost
$3,100,000 instead of $1,800,000 as originally estimated."

Subsequently, this amount was further increased to $3,300,000. In a report
prepared by independent engineering experts in connection with a registration
statement filed with the Securities and Exchange Commission, after mentioning
the original estimated cost of $1,800,000, the following statement apliears:

"Subsequently international and domestic developments indicated a substantial
increase in the immediate demand for electric-furnace alloy steels ana a further
study of the market for these steels revealed the desirability of undertaking the
production of higher grades and somewhat different types of alloys from those
originally contemplated."
And, further:

"Also subsequent to time formation of the original plans, the developments in
this country and the war situation abroad emphasized the desirability of enter-



REVENUE ACT OF 1941 1419

Ing production as soon as possible. A special effort was made to accelerate the
erection of buildings and equipment and to complete construction as rapidly as
possible."

"In our opinion, the additional and improved facilities are essential for the
operations now contemplated by the company and under the conditions that have
developed there has been justification for the speed-up program. We believe
that the charges to the plant in the several principal categories of cost such as
engineering and supervision, buildings, and equipment have been reasonable.
In our opinion, the plant as a whole has been constructed at a reasonable cost
and at a favorable one on a comparative basis. This is explained in great part by
the company's clever and successful adaptation of used material for a large por-
tion of the building frames and equipment."

Other statements of interest appearing in the engineers' report follows:
"There is an insistent demand for alloy steels for many types of military

supplies, including shells, automotive and aircraft parts, and general ordnance
requirements. The company's production should be sustained at a very high
level as long as the demand for these supplies continues."

"It is impossible to predict the character and amount of the business after the
cessation of the demand imposed or incidentally occasioned by the war situation
and the defense requirements of this country."

After operations were begun it was found that the British Government was
unable to procure its urgent requirements for annealed, spherodized, heat-treated
and turned steels, the shortage in facilities necessary for the production of these
items being the bottleneck in this country's steel producing facilities. Because
of this condition, the board authorized increases in capital expenditures to bring
the total plant cost to approximately $4,000,000.

Still later the board was advised of the inability to properly take care of
domestic requirements with the then existing melting capacity. In view of this
fact, an additional $1,000,000 was authorized to be expended for melting equip-
ment and related facilities including additional floor space. Thus the cost of
the plant as now authorized is estimated at $5,000,000.

From the foregoing it will be apparent that the plan as originally contemplated
in effect has been entirely abandoned. As the international and domestic war
and defense requirements clarified our company kept pace, placing its facilities
in readiness. What started out to be a mere adjunct to the then-existing plant
has been constituted a separate and distinct division, larger in size and in probable
future operations than the original plant at Glassport. The reasons which
prompted the management to make its recommendation for time construction of
the steel plant originally contemplated have disappeared entirely. Plans for di-
versification of the company's bimetallic products have been tabled, and the com-
pany Is not manufacturing any substantial part of its own steel requirements and
has no present intention of doing so until the emergency period has ended or
unless present conditions change materially.

Furthermore, a plant of the size and cost of the one now operating and nearing
completion cannot be operated as a mere adjunct to the company's copperweld
operations. The company definitely is in the steel business as an independent
operator in an independent operation, being one of the five largest producers of
electric-furnace steels in the United States.

It is in this position because of foresight with respect to the position which
the United States has assumed toward Great Britain and with respect to our own
national-defense program. The management was willing to back its judgment
by proceeding with the building program heretofore described, confident that the
facilities would be required and confident of the company's ability to compete
on even terms with others in the field. It failed, however, to take into consider-
ation the possibility that Congress would enact legislation which actually would
result in penalizing the aggressive companies and favoring the timid-money ones.

Added emphasis to our unsatisfactory position under the law comes about as
follows:

In computing the excess-profits-tax exemption under the average-earnings
method , the base figure may be increased by new capital added to the business.
New capital, however, is limited to capital raised after January 1, 1940. Hence,
none of the capital raised In 1039 and used in the construction of our steel plant
is eligible even though this capital was entirely non-income-producing during 199
and during most of 1940. The effect of this new capital will be reflected when and
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If we change to the invested-capital method of computing the excess-profits-tax
exemption, which mey be in 1941, but the net benefit will be negligable inasmuch
as, in so changing methods, we will lose the benefit accruing from the relatively
high earnings which we enjoyed during the base period years, i. e., 1930 to 1039,
inclusive.

InI other words, we are injured in one way or the other. During the base-period
years, we established an earning power averaging perhaps 17% or 18 percent on
investment, an aciievement attained not by Inflation of our selling prices but by
highly favorable purchases of many of our fixed assets and conservative policies
of the management in matters affecting finances and accounting. Tills is an
excellent record, iut if we use the average-earnings method of computing the
excess-profits-tax exemption, we lose the right to receive free from excess-profits
tax any return on our capital raised in 1939-a total of 4% million dollars, di-
vided between 2 million stock and 2 million in bonds. Hence, the effective rate
to which we are eiititled, taking our present capital into consideration, is very
little higher than the 8 percent which the law allows under the Invested-capital
method.

Thus, while nominally offering alternative methods of computing this exemp-
tion, presumably to give at least some relief to businesses situated as ours, tile
alternatives are practically nonoperative so far as we are concerned. If we
elect the one method, we lose the benefit of our 1939 capital additions; if we
use the other, we lose the benefit of our favorable earning record. These two
Items being substantially offsetting, the net benefit Is practically nil.

The effect of tills Is that in computing the exemption for excess-profits-tax
purposes we receive only a relatively small amount by virtue of our Warren plant.
Glassport business alone, despite the fact that its earning power was estab-
lished without dependence on any war or defense program, will bring us close
to the maximum brackets of tax rates, so that Warren income will be super-
imposed on the Glassport income anll(, hence, substantially, will all be taxable at
top bracket tax rates. Had tle steel division been organized as a separate cor-
poratlon, the Glassport exemption would not have been greatly reduced, whereas
Warren would be entitled to an exemption of four or five hundred thousand dol-
lars, a condition which, alone, would result in a substantial savings In tax.

Unless some relief measure is available, this company will be forced to comu-
pete at an unfair disadvantage with companies which either through lack of
foresight or sheer unwillingness to make any expenditures until protective legis-
lation was enacted have been the major cause of retardment of tile defense
program.

If this company Is denied tile right to amortize at least the major lrt of the
cost of Its steel plant, it is respectfully submitted that a grave injustice will be
suffered, an injustice so serious that it may jeopardize the continuation of the
operations presently carried on and tile larger ones which will follow upon the
completion of the latest program of expansion, as well as the entire future of
tile business.

OUTPUT OF NEW STEEL PLANT

The new steel plant went into commercial production oi October 1, 1940, man-
ufacturing aircraft quality steels, S. A. E. alloy steels, oxidation-resistant steels,
stainless steels, and other alloy steels. From tile beginning It has operated on a
three-shift, 24-hour day, at 100-percent capacity. Its entire output has been taken
on orders direct front the British Government, direct front tie United States Gov-
ernment, and by domestic manufacturers who have used these steels practically
100 percent In filling orders for the defense program. These steels have been
turned directly into aircraft parts for the United States Army anl Navy, aircraft
engines, rifle barrels, boiler tubes for battleships and destroyers, munitions, ar-
mor-piercing shells, armor plate, many kinds of ordnance equipment, foreign
Diesel engines, and machine tools.

Shipments for these accounts were in excess of $3,500,000 through December 31,
1940; for tile first 3 months of 1941, $3,265,277; total shipments for the 0 months
ending March 31, 1941, aggregate more than, $6,765,000.

It will tills be seel) that this company was among the first to alleviate the bottle-
neck in the production. of high-alloy steels and has been a real factor in supplying
the very essentials so vital for this Nation's defense. Nevertheless, for putting
itself into position to do just this, without awaiting a guarantee of protective legis-
lation, tile company as been definitely and substantially penalized by the date
set jn the Second Revenue Act of 1940 as the beginning of this country's defense
(ffort-June 10, 1940.
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SUMMARY

Briefly, the entire history may be sumnmrized by tie simple statement (which
we believe you will find entirely confirmed in the material set forth in the at-
tacied paper) that we expanded and diversified our plant from the one originally
planned because we anticipated as long ago as September 1939 the exact conditions
which now exist. Having so anticipated, the company backed the judgment of its
management by authorizing the greatly Increased expenditures which were neces-
sary in order for our business to be placed in order and ready to take its place in
the fleld.

All this was done without awaiting tny protective legislation because we were
confident of the need for the facilities and that If and when an excess-profits-tax
law would be enacted Congress woull protect the investment of private capital by
the Inclusion of equitable amortization provisions. This came to lass, but we are
one of the unfortunate companies who were left out. The inequity of this Is
emphasized because we were doing exactly what the administration desired;
1. e., speeding up tie construction of the defense Industries.

In bringing our case to your attention we are not asking for or thinking In
terms of receiving any advantage over companies which did not anticipate
requirements as we did, but we are asking not to be penalized for having so done.

Even more serious than the competitive disadvantage, which might be dismissed
as a relative matter no better or worse than othk r inequitles which necessarily are
Inherent in any tax legislation, Is tie absolute disadvantage which Is not based oil
competitive position and which Is so serious that it constitutes a very real threat
to our ability to survive.

From conditions at present being encountered It may be stated definitely that
failure to obtain substantial relief through amortization of facilities constructed
prior to June 10, 1940, not only will Jeopardize the future of our business but also
will Jeopardize our ability to continue operations at the level necessary to meet
the great demand which has been placed upon us and for the fulfillment of which
our plant already is equipped. And this is to say nothing of the larger operation
which Is scheduled for 1941 and 1942.

Being an entirely new development, the steel division required (and still re-
quires) not only large amounts for capital construction but also for the building
up and carrying of very large inventories. In financing this development the
cash resources of the business have been Idrained to the limit. In addition, we
already have sold (in 1939) senior securities aggregating $4,500,000 ($2,500,000
in preferred stock and $2,000,000 in first-mortgage bonds) and are borrowing
$1,000,000 from banks in order to supply part of the funds required in the steel-
division construction and operation. All of this Is in addition to 75,000 shares of
common stock which were sold In July 1940 for $1,350,000.

The mortgage above referred to Is against our Glassport plant as well as the
steel plant, which was hardly started when the loan was negotiated. Thus, in
order to raise funds necessary for the steel development, we have mortgaged tile
future of our original business which was firmly established and virtually de-
pression-proof.

Obviously, either the sale of additional securities or the continuation and
increase of bank loans will be made much more difficult, if not Impossible, If we
do not have the protection which Is granted by the amortization provisions of
the law. If, because of the competitive disadvantage which we must suffer with
respect to our steel operation, together with the hazards necessarily attendant
upon ai expansion in the field of war and defense Industry, our future financing
must be based entirely on the prospective earnings and assets of our Copperweld
division, I can say definitely that we already are considerably overextended and
that our position Is not a desirable one front the viewpoint of investors or
bankers. This Is precisely the unfortunate position In which we now find
ourselves.

It Is Impossible to see how provision for the repayment of our existing and
possible additional loans can be made and the very large working-capital re-
quirements of tile steel division supplied if we have to pay out in taxes time tre-
mendous amounts which will be due If we are not allowed amortization. Tie
ill effect of all of these conditions will be greatly Increased, of course, under the
proposed higher rates which now are almost certain to be adopted for 1941
and subsequent years and if the amortization period Is shortened, as It may be
under the provisions of the present act.
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RELIEF SOUOIT

This applicant is not asking the benefit of the amortizatloni provision for the
amounts originally contemplated to be spent-some $1,200,00(-but it definitely
believes that the remainder of the expenditures made prior to June 10, 1940,
entered into for the foregoing reasons should be treated no differently than the
expenditures by those companies who began construction after June 10, 1940.
We are asking therefore that the amortization date be set at January 1, 1940, to
be effective coextensively with the other revenue provisions for the year 1940.

Respectfully submitted.
COPPERWELD STEEL CO.,
T. G. COUCILoan,

Assistant to the President.
MAURICE J. IAhONEY,

A8818tant Comptroller.

JOHN W. CAFFRY,
Green8boro, N. C., August 21, 1.-f1.

Hon. WALTER F. GEORGE,
Chairman, Senate Finance Conimnittee,

Senate Offloe Building, Wahington, D. C.
My DEAR SENATOR GEoRoE: As director of the North Carolina Association for

Wine Control and as representative for the producers and growers of grape and
fruit products in the Southern States (Virginia, North and South Carolina,
Georgia, Florida, and Alabama), I am in constant contact with the conditions
relating to the wine industry in this area. You, too, of course, know that
Georgia, North Carolina, and Virginia have considerable grape and fruit pro-
duction. Our soils are particularly adaptable to this phase of agricultural
development. I, therefore, feel that the farmers who are interesting themselves
thusly ought to be encouraged and this can only be done by holding tile wine
tax on a reasonable level.

Although the House proposal contained in the 1941 revenue bill provides for a
33% percent increase in wine taxes, I am advised that the wine industry gen-
erally is willing to accept this increase, which is corresponding with tiht pro-
vided for on liquor. If there should be a decrease in the liquor rate, of course,
we feel that wine should likewise be benefited, and most certainly we feel that
no further Increase at this time could be made without seriously impairing the
normal agricultural expansion in grape and fruit production in the Southern
States.

Accordingly, I hope that you will recognize these potentialities, and especially
in view of the fact that the industry will not impose upon the coinnittee by
requesting a formal hearing.

With high esteem, I have the honor to be,
Sincerely yours, JOHN W. CAFFEY.

AERONAUTICAL CHAMnER OF COMMERCE OF AMERICA, INC.,
Washinglon, D. C., August 22, 1.1.

Hon. WALTER F. GEonoR,
United States Senate, Washington, D. C.

DEAR SENATOR GFonor.: On behalf of its members, including practically all
manufacturers of airplanes, airplane engines, and accessories for airplanes lit the
United States, the Aeronautical Chamber of Coadmerce of America, Inc., be-
speaks consideration by the Senate Finance Committee of the following sugges-
tions in regard to the pending legislation amending the Internal Revenue Code.

CAPITAL STOCK TAX

Under the code every third year, 1938, 1941, 1944, etc., are declaration years
for capital-stock tax. Such declarations, with specified adjustments, hold for
the 3 years for the purpose of computation of the calital-stock tax and the de-
clared-value excess-profits tax. The Revenue Act of 1939 gave permission for
an upward adustment of the declared value at June 1930, and June 30, 1940.

At the present time, due to a blanket extension of time, the corporations are
giving consideration to the value to be declared this year. Und6r the existing
law they must do tills without knowing whether they will again have the
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privilege of Increasing such declaration in 11'42 and 1943. The result Is that
they must try to anticipate their earnings for 1941, 1942,.an( 1943 In the hope
that they may make a declaration now that will save them from excessive d-
clared-value excess-profits tax for those years.

Never was there a time when prognostication of earnings was more difficult.
Legal restriction of profits, wages increases, price control, and perhaps even infla-
tion are among the clouds on the horizon which nake such lredlction wnore
uncertain tian ever before.

We recommend that this uncertainty be relieved by having tile code amended
so that upward declarations for 1942 and 1943 will be permitted and that this
le made definite before the extended time for filing capital-stock-tax returns has
elapsed (September 29, 1941). For the benefit of those who file their returns
prior to the enactment of such legislation we recommend a period of 30 (lays in
which to amend.

AMORTIZATION DATE

Under existing law and regulations the cost of emergency facilities, tile con-
struction, reconstruction, erection, or installation of which was completed after
June 10, 1940, or which were acquired after that date, may be amortized over
a period of 5 years.

This provision of tile law merely gives recognition to the fact that corporations
engaged In furnishing defense products shoul be permitted to recover out of
earnings free of tax the cost of the extra facilities during tile period when such
products are being produced. Otherwise after tile end of the emnergeney they
would still have a large lndepreclated balance ill their plant account representing
property tiat is not In use or that Is economically unable to earn tile depreciation.
It does not and cannot produce remuneration for such facilities beyond their cost.

Tile propriety of tile amortization principle ilavilng been recognized by law It
should be made to apply to aill facilities acquired, constructed, etc., for the
purpose of enabling the contractor to fulfill the greatly increased denland on his
onpacity caused by tile defense program. Tile President declared a limited
emergency oil September 8, 1939, and any plant facilities contracted for after
that (late for the lose of enabling contractors to nWet the needs of tile British
Government and its allies and of our own defense program should be included
in the amortization privilege. This date was used in the draft of tile provision
but It was changed by the House of Representatives to Tuly 10 (the date tile
President announced that efforts would be made to allow almortization). Tile
Senate changed the (late to January 1, 1940, but tile (late wns comprollise(d to
June 10, 1940, in conference.

The effect of using this later date Is to reward those contractors who waited
for some assurance of amortization while penalizing those wilo went ahead at
once in preparations for the big job ahead.

lWe therefore recommend that the (late be eliminated entirly, relying upo
the required certificate of necessity, or that it be made September 8, 1939, instead
of June 10, 1940, and that a reasonable time be allowed for application for
certificates of necessity in those cases wicil would be opened lpl by this change.

CERTIFICATES OF NONREIMBURSEMENT

The situation in regard to certificates of nonreimbursemnent was very ably
presented iii a Joint letter from the Secretaries of War and Navy to the Speaker
of the House under date of July 30, 1941. The amendments suggested ilI the
form of a proposed joint resolution would go a long way toward correcting what
now gives promise of becoming a hopeless tangle. Many companies have several
hundred, and some perhaps thousands, of contracts wllich would require clearance,
and progress so far indicates little hope that the situation will be under control
by the time tile bulk of the 1940 Income-tax returns will 1)e flied.

It has been suggested that the certificates of nonreilmbursenlent be eliminated
and we are in accord with this view. Under existing law and regulations (aside
from amortization), tile cost of plant, other than land, is recoverable out of gross
earnings over the life of the property in determining net income subject to
taxation. In normal times this takes tile form of straigllt depreciation. When
the life of tile property is shortened by longer hours or extra shifts, the rate of
depreciation is accelerated. Whether by straight depreciation or accelerated
depreciation no certificate of necessity, no certificate of noureimbursement, and
no certificate of Government protection is necessary. Amortization is merely
another form of depreciation applied over a shortened period estimated to repre-
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sent the term of the defense effort. In no case is the result of this provision a
duplication of the return of the cost of the facility. It is simply a permission
to charge off the cost during the income-earning period instead of deferring part
of the write-off to a later time when there may be no Income to charge it against.
Regulation, audit, and examination by the Revenue Bureau are sufficient safe.
guards against double deductions. The certificate of necessity is sufficient require-
ment for eligibility. Certificates of nonreinibursenent should be eliminated.

NEW COIRPOnATIONS

Under the excess-profits-tax provisions of the laws, corporations which were
In existence through the base period 1937 to 1939 have a choice of two methods
of computing their excess-profits credit. Corporations formed near the end of
the base period have no net earnings basis and are limited to the invested capital
basis. Our experience indicates that the net-earnings basis is of material benefit
to the older corporations while the struggling new companies are denied this
benefit.

It Is realized that the adjustment of this inequity is an extremely difficult
problem and we know that your committee has given it consideration. Sugges-
tions have been made for (a) an extension of the base period to years after 1939
until 3 years' earnings are available; (b) for a constructive earnings credit of
10 percent of sales; and perhaps several others.

We do not presume to say what Is the best solution but do feel that these new
corporations need the encouragement that would flow from some assistance along
this line.

We know that these recommendations have been presented by others and have
probably been discussed in your hearings. We ask that this letter be placed in
time record and be considered in your deliberations on the new revenue bill.

Respectfully yours,
AERONAUTICAL CIIAMBER OF COMMERCE OF AMERICA, INC,.-
JOHN H. Jourr, Prcdid'ct.

(Whereupon, at 3 :30 p. ni., a recess was taken until 10 a. in., Satur-
day, Augmst. 23, 1941.)
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AUGUST 23, 1941

UNITED STATES SENATE,
CoirikrrriT oN FINANCE,

Waskington, D. C.
I'Jie committee met at. 10 a. ill., p~ur'suant to adjournment, in room

312, Senate Office Building, Senator 'Walter F. George (chairman)
presiding.

The CHAIRMAN. The committee will come to order.
Senator, are you ready to go?
Senator HAYDEN. Yes.

STATEMENT OF HON. CARL HAYDEN, UNITED STATES SENATOR
FROM THE STATE OF ARIZONA

Senator HAYDEN. Mr. Chairman, like all other Senators, I have
received many communications relative to the revenue bill. A con-
siderable number of them apparently are based upon the idea that
nobody wants to pay any more taxes than he is now paying, but
there are some special matters which I should like to bring to the
attention of the committee.

I am attaching hereto and ask that it be printed in the record of
the hearings a statement prepared by Congressman Jack Nichols, of
Oklahoma, outlining the effect upon the aviation industry of any
increase in 'the Federal gasoline tax.

Congressman Nichols has been called out of the city, and he there-
fore asked me to present his views to the committee. I am sure
the committee will be interested in observing that in two-thirds of
the States either no gasoline tax is collected on aviation fuel or the
tax, when collected, is refunded. Since the proceeds of gasoline taxes
are used primarily for the construction of highways, it would seem
perfectly logical that the proceeds of a tax on aviation gasoline, if
collected, should be used to assist, in the construction of commercial
airports.

He points out that in a great majority of States there is no tax
on aviation gasoline, because the theory of the tax is that it is allied
to roads; that the present payment of the gasoline tax by the com-
mnercial air lines, amounts to more than $1,000,000 a year, that the
increase would tax them about $750,000 a year more, and that the
effect would be a tax of about 11/ cents per mile flown on the air
lines. Congressman Nichols also states that private flyers last year
paid about $350,000 in gasoline tax, and that this would make their
gasoline tax amount to more than a half million dollars.

1425
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I ask that Mr. Nichols' statement be included in the record.
're Chairman. We will be pleased to have it included.
(The statement referred to is as follows:)

STATEMENT OF lON. JAcK NicHoLS, A RKEPRIENTATIVE IN CONGRESS FaM THE!
STATE OF KL.HOA

Ariation an1d the g/a(oline ta.-Despite a 27-percent Increase in traffic, the
cominereil air lines suffered a deficit of more than $2,000,000 for the first
quarter of 1941, according to Brooks Earnings Indicator, Inc., which analyzed the
revenue statements of 15 maJor air-line companies. The loss wits attributed to
a rise in operating expenses, together with an Increase in scheduled flights.
Now It Is proposed to Increase further tie Federal tax on gasoline, which would
raise the operating costs of aircraft still higher and thereby plunge the coin-
merclal air lines Into greater financial diflleulties.

During 1940 the scheduled air carriers consumed 74,5"15,00 gallons of gasoline,
and 1,288,000 gallons of luhricating oil, according to the reports of the Civl
Aeronautics Administration. All of this gasoline and lubricating oil was stubject
to the Federal levies and the cost of both items was Increased by the amount of
the tax. For the first half of the year, the air lines were paying operating
taxes oui gasolhie and lubricating oil to the Federal Government at the rate of
about $S00,000 annually. With the enactment of the Revenue Act of 1940, which
raise(l the levy on gasoline from 1 cent to 1112 cents a gallon and that on lubri-
cating oil from 4 cents to 41/. cents a gallon, the air lines were forced to pay an
additional $370,000 annually. As a result, they now are paying Federal taxes oil
these two operating Items at the rate of $1,176,000 each year.

If the propose(] Increase from 1 1i/ cents to 21/1 cents a gallon Is enacted, the
scheduled air carriers will have to pay another $745,000 annually. On the basis
of the 1940 consiuimption, this would bring their Federal payments on gasoline
and lubricating oil up to $1,921,000. Actually, the tax burden upon commercial
air lines would run well over $2,000,000 per year because of the Increase in
scheduled flights during the current year.

It has been estimated that the average commercial airship consumes approxi-
nately 90 gallons of gasoline per hour and travels about 155 miles in that period.
The mileage rate, therefore, is about 1.7 miles to the gallon. At the present
time. the Federal Government Is collecting a tax on gasoline at the rate of
1%/_ cents per gallon so that the tax rate now being imposed on air operation is
close to a cent a mile.

If the Federal tax on gasoline is Increased to 2 cents per gallon, it will
correspond to a mileage tax on air transportation of 11/ cents per mile.

Even at the present rates, air travel Is plmying much higher mileage taxes than
any other medium of transportation.
The tremendous efforts of time Civil Aeronautics Administration in Its civilian

pilot-training program has brought about an expansion of private flying which
even in an accelerating field such as aviation is nothing short of remarkable.
Two years ago there were about 25,000 civilian pilots in the United States.
Today there are more than 100,000. The Importance of the civillan-pilot-training
program in the defense effort and the urgent need for trained pilots not only
for the military and naval air forces but also for ferrying airships, ec.;ting planes,
and other defense activities was acknowledged by Congress only a few nionths
ago ii Its appropriation of $25,000,000 for civilian pilot training.

In order for this program to be effective, those pilots who have completed the-
training courses together with the flying students In the 900 training centers
throughout he country must fly a prescribed number of hours to retain or to.
obtain their licenses. An Indication of the effect which this program has had
upon private flying operations may be obtained from the mileage reports of the
Civil Aeronautics Administration. Last year private operators flew a total of
264,000.000 miles as compared with 178,000,000 miles during 1939, an increase
of almost 50 percent.

During the present year, It reasonably may be expected that private flying
operations will increase by a corresponding percentage, provided of course that
no deterrents are raised, such as increased costs of operation, which would tend
to discourage private airplane usage.

Last year, private flyers used 22,400,000 gallons of gasoline and 660,000 gallons.
of lubricating oil. At the present rates of Federal taxation on these two oper-
ating commodities, they now are paying $360,000 annually Into the Federal'
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Treasury. This figure is low, really, for It dots not take Into account the in-
crease in private flying operations during the current year; more than likely,
their tax payments will run over a half million dollars.

If the Federal gasoline tax is raised, the tax burden upon private pilots will
lie increased by approximately $250,000 lir year. In view of the expensive
program which the Federal Government already has undertaken to train civilian
pilots and to encourage private flying, It hardly seems wise or consistent to exact
such a penalty upon their operations. For certainly an increased tax upon
plane operation will tend to discourage flying. Not only would an increase in
the gasoline tax be contrary to the established Intentions of Congress to develop
an adequate reservoir of pilots for national defense, but it also would render
useless some of the training that already has been given for this purpose by
making it more difficult for civilian pilots to obtain their necessary hours In
the air.

The present Federal tax of 1/ cents a gallon on aviation fuel Is equivalent
to a sales tax of 10 percent. When viewed in the light of the resistance which
generally Is expressed toward a 2 or 3 percent sales tax on other necessary
(ommodities, this levy is outrageous. Yet it is proposed to Increase the tax on
this necessity to 2%, cents per gallon, which would correspond to a sales tax of
a)proxiniately 17 percent.

Every State in the Union, and the District of Columbia as well, is now col-
lecting a tax oil motor fuel at rates ranging from 2 cents to 7 cents per gallon.
Ifecognizing. however, that the aircraft operator does not derive any special
benefits from such taxes as does the highway user in the way of Improved
roads, some two-thirds of the States either refund the tax on gasoline which
is used in aircraft or exempt aviation fuel entirely. Of the 18 States that levy
a tax ulpoi gasoline used in aviation, 8 have tax rates which are lower than
those onl motor fuel.

This is tangible recognition of the Impropriety of levying a tax upon gasoline
used in the propulsion of aircraft.

The gasoline tax was originated as a highway use tax to pay for the hn-
provement and repair of roads, aid, with some minor exceptions, it always has
been used for that purpose in the States. Since the need for highway Improve-
meats is the only Justification for levying a tax on gasoline, it should be re-
served for the States and devoted to that purpose. Furthermore, the air
carriers should not le made subject to It inasmuch as they do not reap
any of tie heneflts that result from highway Improvements.

If, in the development of aviation, it had turned out coal or wood was a
more efficient fuel than gasoline to propel airplanes, there would have been no
necessity for any distinction in aviation usage and no need for tie exemption
and refund provisions in the States' gasoline tax laws. Nor would the Federal
government now be levying a tax of almost 1 cent per mile on plane operation,

because Congress has never placed any such levies on coal, wood, or any other
fuel used In transportation.

It seems most unfair, therefore, that the scheduled air carriers should h
forced to pay, as they now are paying, $1,176,000 per year and threatened with
another $745,000 tax charge in the current proposal to increase the gasoline
levy, sImply because the fuel which they use is a petroleum liquid similar to
that used in highway transportation.

TAX ON BOTTLED SOFT DRINKS

Senator HAYDEN. The next matter I want to bring to your at-
tention is that of the one-sixth of a cent per bottle tax on soft drinks.
We have a peculiar situation in Arizona, because of the large grape-
fruit crop), for which there has not been an adequate market. In
the past few years between 4,500 anl 5,000 tons, or between 40 and 50
percent of tle tree crop, has been handled each year by the Desert
Citrus Products Association of Arizona, which uses the grapefruit
surplus to make a soft drink. The association claims their profits;
have been very, very small, and that this tax would seriously affect
them.
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I have also received a number of general protests against the one-
sixth cent bottle tax on soft drinks made to retail at not more than 10
cents. From the statements which have been made to me, it would
appear that bottling companies will find it difficult, if not impossible,
to pass this tax on to the consumer, and that many of the smaller comi-
panies will be forced to go out. of business, if one-sixth of a cent per
bottle is added to the cost of their product.

I attach hereto and ask that they be made a l)art of the record infor-
mnative statements submitted to me by individuals who are in a positionn
to know the actual effect of this tax proposal.

Senate LA FoLuwrr,. Is the grapefruit drink carbonated?
Senator HAYDEN. Yes; it is a carbonated drink.
The CHAIRMAN. That is a tax on carbonic acid gas and the carbon-

ated water. This drink that you are referring to, that is not a still
drink, that is a live drink?

Senator HAYDEN. Yes; to make it 1)alatable the grapefruit juice is
mixed with carbonated water. That is the way they dispose of the
grapefruit surplus.

(The letters referred to are as follows:)
DFSERT CITRUS PRot)urs ASSOCIATION,

Tempe, Ariz., Mayl 28, 19.j1.
14on. CARL HAYDEN,

United Slatc8 Senator, Washington. D. C.
DE.An Sin: As we understand it there will come before the Iouse of Representa-

tives and the Senate, in connection with the new tax structure, a bill providing
for, according to the information we have, a 1-cent tax on so-called soft beverages.

Our association is owned by approximately 600 grapefruit growers in the State
of Arizona and our function Is to process and sell such surplus tonnage of grape-
fruit as our members are unable to sell through fresh-fruit sales channels. I
might add that due to general economic conditions that have prevailed for some
years past that our association has been called upon to handle between 40 and
50 percent of the tree crop of our members.

In connection with our efforts we have helped to develop the Introduction of
grapefruit carbonated beverages which you can. reallbze Is an independent outlet
for the fruit used and can hardly be considered as offering any competition to
the sale of fresh grapefruit. Ruch being the case, this from the growers' point
of view, is highly desirable business.

The surplus of grapefruit in our State has.been so large that additional help
has been asked for and received through the Federal Surplus Commodities
Corporation, and I know we have had your support in this regard, but I must
mention It to bring out the point that in order to move the growers' total crop
all possible outlets must be utilized.

It is our opinion that the soft beverage industry expects, and is willing to be
taxed, but as to the amount of the tax the industry is unanimous in their
thoughts that 1 cent per bottle will very likely fail to produce as much revenue
as some lesser tax that could be absorbed by all Interested handlers, thereby
keeping the price to the consumer at its present general level of 5 cents.

We have been in close contact with the manufacturer that we are selling
grapefruit juice that finds its way into the beverage industry, and we have been
told that there Is a strong likelihood that if the 1-cent tax is assessed, the
volume of grapefruit juice we can expect to sell to them in the future will be very
greatly reduced, and we can quite clearly agree on that point.

This matter concerns our growers in a rather vital manner, because the volume
of grapefruit that we are selling through these channels has now reached the
point of from 3,500 to 5,000 tons per year. I can safely state that If this above
tonnage, or any considerable portion of it, would have to le diverted to either
the fresh fruit sales channels or our canned juice outlets that additional burdens
would be put on us that could only result in increased difficulty in handling
the growers' crops.

We respectfully submit all the above to you for your careful consideration.
Kindly understand that we, your fellow citizens of the State of Arizona. expect
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and will gladly bear our share of all taxes that it is found necessary to levy
In the defense of our country, but we do feel that careful consideration of this
beverage tax will probably reveal that the Treasury will be benefited to the
same extent by some lesser tax that would not disturb the volume of con-
sumption.Jlespectfully yours, DESERT CITRUS PRODUCTS ASSOCIATION,

E. J. KiTTEuMAN, Manager.

HOUSE OF REPRESENTATIVES, STATE OF ARIZONA,
Phoenxv, Ariz., May 31, 1941.

HON. CARL HAYDEN,
United States Senate, Washizgton, D. 0.

MY DEAR SENATOR: The excise tax proposal submitted by the Assistant Secre-
tary of the Treasury calls for the imposition of 1 cent per bottle on soft drinks.

Please let me call your attention to a few facts of which I would appreciate
your consideration.

The bottled soft drink industry recognizes Its patriotic duty of participating
in the national revenue-raising problems, and submits that it is ready and will-
ing to bear its share of such burden, distributed equitably, and in recognition
of the vital and equal Interest of all industries and all consumers in the pres-
ervation of the American way of life.

Soft drinks are recognized as wholesome foods, consumed largely by young
people and wage earners of low income. As the proposed tax is imiany times
the margin of earnings of both the bottler and the retailer, the sales tax would
have to be passed on to the consumer by an Increase in the retail price. Experi-
ence has proven that, when in competition & with other 5-cent items, an added cent
or two to a bottle of soft drinks will greatly curtail the sales, thus reducing the
volume produced and all activities connected with the industry, which is pri-
marily a local business, employing local labor, paying local taxes, and otherwise
partlcipating In the general economic life of the community.

It Is my opinion that with other nickel items available (as the case would be
with only a 5-percent tax added to them), soft drinks at a higher retail price
would suffer 40-percent loss in volume. This would close 35 percent of the bot-
tling plants in the Nation, throw out of employment 60 percent of the workers,
stop the sale of thousands of trucks, millions of gallons of gasoline, and basic
ingredients normally used in the production of this valuable food product.

Candy bars, Ice-cream cones, and soda fountains are tile greatest competitors
to the bottled soft drink; they can regulate the size of their package to meet
the 5-percent Increase in cost and still sell for 5 cents while the bottlers have
millions of dollars invested in bottles which cannot be replaced with smaller ones
to meet the added taxes. The bottler must absorb the entire tax and try to pass
it on with an increase in the sale price, taking the bottled beverage out of the
.5-cent class. The upheaval to the industry would be disastrous, not only to the
bottlers but to the allied Industries.

Many bottlers, including myself, have built their businesses upon confidence
of protection, not destruction, from the United States Government. We have
Invested our life earnings it the business; if it Is to be wiped out with this
tax there Is no alternative but the relief rolls.

Previous special levies on soft drinks have been characterized by the Secretary
of the Treasury as "difficult to admlnislter and widely evaded," Justifying their
repeal as "relatively unproductlve and unnecessarily vexatious."

Thanking you in advance for anything you can do to equalize this excise tax
bill before final passage, and with best wisles for your personal success,

Yours very truly,
IV. W. MITCHELL.

CRYSTAL ICE & FUEL CO.,
Prescott, Ariz., August 11, 1941.

lhon. CAL hIAYDE.

United States Senator from Arizona,
Senate Offlee Building. lWashinmgton, D. C.

DEA SENATOR HAYDEN: As one of the large number of soda-water bottlers
doing a relatively small business, I wish to urge that you protest vigorously the
Special tax of one-sixth cent per bottle now before the Senate.

61077-41- 91
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It Is Impossible to pass this tax oi the consumer. One-sixth cent per bottle
1.9 4 cents per case of 24 bottles and is by far the major part of our net profit.
If we have to pay this, It Is doubtful that we can continue in tie bottling business.

A tax of this amount would not leave sufficient gross profit to take care of
bottle replacement to say nothing of equipment. We already have had sub.
stantial raises Ill material costs on top of several special levies.

Soda water Is classed as a food product. This, therefore, seems discrinina-
tory mis I uiderstaid no( 10tier food product Is incorporated ill the bill.

Please do your utmost to belp us. We definitely want to pay our part of
[lily defeilse program but feel that the one-sixth-cent-per-bottle tax would be
all unequal burden on as.

Sincerely,
KENYON TRENO(OVE, Manager.

TAX ON AUTOMOBILES AND TIHUCKS

St jator HAYi)EN. Aniotlher complaint comes from the Mexican
border. The automobile dealers there think their business will be
utterly ruined unless the excise tax on automobiles manufactured for
export equals the excise tax on cars made to sell in the United States.Section 544 of the reverie bill increases the rates of taxes on auto-
mobile and truck bodies. The automobile dealer of Arizona does
not l)rotest against. increased taxes on automobiles and parts, be-
cause he fully realizes that that industry must, along with all others,
bear the burden of higher taxes in the emergency. Dealers have,
however, presented to mei a serious l)roblem whicl results from in-
creasig the excise taxes u )on automobiles manufactured for sale in
this country, without at the same time making a proportionate in-
crease in the excise taxes on automobiles manu ctured for export.

A substantial part of the retail business of automobile sales along
the Mexican border comes from sales to individuals living in the
northern part of the Republic of Mexico. If the taxes on cars manu-
factured for domestic sale make the domestic price materially higher
than the price for the same automobile sold at retail by the Mexcan
(listributor, Arizona automobile dealers face a serious curtailment in
volume of their business.

The situation is particularly well illustrated in the two cities of
Nogales, Ariz., and Nogales, Sonora. The population of Nogales,
Sonora, is 31/2 to 4 times as large as the population of Nogales, Ariz.,
but the business houses on the A mnerican side of the line furnish staple
goods of all sorts to the residents of both cities, and American busi-
ness firms have, through the years, beecen expanded to cater to a
volume of trade 31/2 to 4 times as large as the normal volume of trade
that would be exl)ected in a city of the size of Nogales, Ariz.

It is obvious that, unless the tax rate upon automobiles manufac-
tured for domestic sale is equalized with the rate upon automobiles
manufactured for export, American automobile firms in Nogales and
other similar points along the Mexican border will be seriously and
adversely affected. I am attaching hereto and ask that they be
printed in the record certain letters I have received outlining this
situation: I am sure the committee will give very sympathetic at-
tention to these facts.

The CHAIRMAN. Yes, sir; that may be done.
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(Tie letters referred to are is follows:)

AUTOMOnILE DEAmtIIs ASSOCIATION,
Phoenix, AriZ., May 22, 19411.

ln. CARL HAYDEN,
United States Senator,

Senate Office Building, Washington, D. 0.
DEAR CARL: The oilicers and directors (if this association wish to call to your

attention the very serious situation ]it which all automobile dealers on the
Mexican border will be placed If there is aiy increase in the existig excise tax
on automobiles and parts without a similar tax being levied on the same iner-
cliandise exported to Mexico or without some provision whereby any exclse tax
collected on automobiles or parts shall be refunded whei and if such mer-
chandise Is exported.

Inaslnuel as the existing excise tax and any Increases that may be made In
same are, or should be, primarily to provide revenue for defensee, it would seen
fair and logical to impose till equal tax ol all merchandise of the saine character
that is exported. If this is not done, residents of foreign countries are being
accorded the privilege of reduced prices which, in the final analysis, are made
possible oly by sacrifices of the American people.

At present, we are reliably informed, a very substantial percent of the business
of automobile dealerss in Nogales and Douglas consists of sales to residents of
Mexico, amounting in some instances to more than 40 or even 50 percent of
total volume. If any increase is made ili the existing excise tax imposed upon
the manufacture of automobiles for sale or use in the United States without a
similar levy being imposed on the same class of iercliandise for export, it will
be virtually Impossible for dealers located on the Mexican border to coiitille Ill
business. We hope you will give this situation your earnest consideration.

It is our observation that all the automobile dealers as well as mill the otler
citizens of Arizona -are willing and anxious to pay their share of the defeiise
program, but are vigorously oppose(1 to grossly discriminatory and unfair taxes
which will restrict and impede essential highway transportation at the very tie
when it is most vital to the welfare of the Nation.

Sincerely yours,
ARIZONA AUTOMOBILE DEALERS ASSOCIATION,
IrENSI BEIIOTOUy, ihii(gi(/r.

['relegra m]

NoO.\LEs, ARIZ., Juac 5, 19.41.
United States Senator CART. HAYDEN,

117ash ingion, D. C.:

May we urgently request that you personally (1o everything possible to Impose
the new excise defense tax on automobiles built for export as well as domestic
use; unless this applies to Mexican export business all border dealers will be
penalized to ml point where they will be unable to contliue operations and, there-
fore, create an unemployment problem which, lit Nogales alone would mleani it
least 200 people. Kindly keel) uts posted through the Arizona Denhis Association
of Phoenix as to any develolments concernig this matter and please be advised
that we are vitally interested and concerned regarding the ultimate outcome of
tills matter.

Very truly yours,
BUCKHORN AUTO SALS. J. F. JOHNSON.
JOHN ELTAS MOTORS, JOHN ELIAS.
BoicE MOTOR Co., J. I-. BARIiEE.
SANTA CRUZ COUNTY CHAMBER OF COMMERCE, DON SMITH, Secretary.
JACKSON MOTOR CO., J. A. JACKSON.
SAXON MOTOR Co., A. B. SAXON.
CHESHIRE MOTOR CO., ROY V. CHESHIRE.
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CIIARLES G. Boic.,
Nogales, Ariz., July 81, 19.41.Hon. Senator CARL HAYDEN,

Washington, D. 0.
DAR MR. HAYDEN: We have been informed by the Arizona Automobile Dealers

Association that the new excise tax is soon to be placed before the Finance Com-
inittee for debate.

Since we are located along the Mexican border, you can readily see how we will
be affected should this tax not apply for export Ilsin"e. As you already know,
all cars built for export carry a 10-percent export discount, which alone puts us
to an extreme disadvantage. Should the Mexican dealers get exemption on the
new excise tax It would be impossible for us to do business competitively, as they
would have an additional 7-perce.nt advantage.

Our export business in the last 12 months runs a little over $60,000, and If we
are deprived of this volume due to the present tax question, it will be Inpossible
for us to continue operating in this district. Every ear dealer along the Mexican
border is confirmed with the same problem and we are all vitally interested
In the ultimate outcome.

We know you will represent us to the very best of your ability, and feel sure
that by properly explaining the border situation, that we will receive the neces-
sary protection front the standpoint of an American merchant doing business in
the good old United States of America.

Yours very truly,
CHAS. G. BoicE,
J. H. BARBFE, Manager.

CHESHIRE MoTOR Co.,
Nogales, Ariz., August 1, 19. I.

Hon. CARL HAYDEN,
United States Senate, Washington, D. C.

MY DEAR SENATOR: Due to the writer's absence from the city, I was unable to
get the information to you about our sales south of the border that Mr. Henri
Behoteguy, of the Arizona Automobile Association, requested that I send you.

I have gone back over our records for the calendar years of 1937, 1938, 1939,
and 1940, and find that we delivered In old Mexico from Nogales, Ariz., 184 new
cars and trucks during those 4 calendar years. The total volume for our estab-
lishment was $185,000.

We, of course, feel that this business would be lost to us if the excise tax is
not included on cars manufactured and shipped to Mexico.

Trusting that this is the information you desire and assuring you of our deep
appreciation for what you are attempting to do for car dealers along the border,
and witlh sincere personal regards, we are,

Yours very truly,
CHESHIRE MOTOR CO.,
C. C. CHESHIR;E President.

Senator BROWN. Does not the Mexican Government collect a tax?
Senator HAYDEN. Yes. That is paid anyhow. Mexico has a regu-

iar import. duty which a man buying the automobile in the United
States must pay if he takes it into Mexico, but if our domestic excise
tax is higher than the export excise tax plus the Mexican tariff rate, the
Mexican living along the border will simply not buy his car in the
United States.

TAX ON TOILET PREPARATIONS

Another item that I want to bring to your attention is that section
653 of the revenue bill, as passed by the House of Representatives, im-
poses a 10 l)ercent tax on the retail sales of toilet preparations and re-
(uires that beauty parlors and barber shops shall make monthly re-
turns of toilet preparations used in the treatment of patrons and con-
sider the total quantity used during any such month as though it had
been sold at retail. It would appear to me that this latter provision
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would be difficult, if not impossible, to administer and I believe that
the attached protest of Miss Marjory Ricks, of the Tucson Hair
Dressers Association, Local 106 of the National Hair Dressers Associa-
tion, is entirely justified.

I am sure the committee will be glad to give sympathetic considera-
tion to the statement of Miss Ricks.

(The telegram referred to is as follows:)
TUCSON, Aniz., Augut 10, 1941.

Senator HAYDEN,
United State8 Senate,

Wa8hington, D. C.:
Calling your attention to House bill 5417. The adoption of section 2-104 (b)

would Inflict a serious hardship on our industry since the use of cosmetic items
is merely all incident to our work, revenue being derived alnost entirely from the
services rendered. A 10-percent tax on the retail price of goods consumed, there-
fore, would be entirely disproportionate. We wish to call your attention to a
previous bill passed in 1929, still in effect, taxing the manufacturer 10 percent.

TucsoN HAM DRESSERs ASSOCIATION,
LOCAL 106 OF NATIONAL HAIR DRESSERS.

Senator HAYDEN. Paragraph (b) of this section, to which attention
is drawn in the telegram as being wholly unworkable, provides:

(b) Beauty parlors, and 8o forth.-For time purposes of subsection (a), If any
person operating a barber shop, beauty parlor, or similar establishment, uses any
article described in subsection (a) in the treatment of any customer or patron,
the total amount so used (luring any month shall be conMshered as sold at retail
by such person during such month, and the fail- retail price of such amount, as
determined by the Commissioner, shall be considered to le the price at which so
wio.l,

There is now a 10-percent tax on the preparation itself when manu-
factured, and you could, without difficulty, add a 10-percent tax oii the
retail sale of the preparation if sold by the bottle, but how can you
enforce a provision requiring the barber or the lady who keeps the
beauty pailor to look at the bottle at the end of the month and to tell
the revenue agent how inuch was used during the month and how much
tax should be paid? I think you ought to. turn this matter over to the
experts and see if you are not causing some confusion.

Senator TAFT. If the barber' charged 35 cents for the haircut and 10
?ents for putting something on, that is 10 cents, no matter how mnuch
the bottle cost.

Senator HAYDEN. It says, "The total amount so used during tim
month." If a barber uses some of Ed Pinaud's hair tonic on my hair-
you notice my absence of hair-and I happen to be the only customer
upon whose hair that product is used during the month, the barber
must calculate the exact amount I used. Maybe lie can allow a little
for evaporation in the bottle; I don't know.

Senator BRowN. I am afraid he would consume the whole bottle.

TAX ON OUTDOOR ADVERTISING

Senator HAYDEN. With reference to section 557 of the proposed
Revenue Act of 1941, I am in receipt of various protests against the
imposition of tax upon outdoor advertising, and I am attaching hereto
for the information and attention of the committee certain telegrams
from organizations in Phoenix, Ariz., which I ask be incorporated into
the record. I am sure the Senate Committee on Finance has no desire

1433
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to discriminate against, any legitimate industry, and I therefore direct
your particular attention to the telegrams I attach hereto.

(TIhe telegrams referred to are as follows:)
PIIOENIX, ARIz., August 5, 1911.

Senator CARL HAYDEN,
Care United States Senate, Washington, D. C.:

The House general tax bill Includes special tax on outdoor advertising signs
which is an unfair attack on our livelihood and would no doubt curtail work
for us. We will appreciate your Influence toward eliminating this special tax
from the bill before final passage.

SION & PICTOIAL PAINTERS LOCAL UNION,
F. L. .lAME.s, President.

PHIOENIX, ARIZ., August 5, 1941.
Senator CAnit HAYDEN,

Care United States Senate, Washington, D. C.:
The House general tax bill now before the Senate proposes a special tax on

outdoor signs which we feel will place a serious curtailment on outdoor adver-
tising causing serious reduction in labor. It seems unfair to single out one
advertising medium for special tax and we earnestly solicit your support to elimi-
mate this unjust tax from the general tax bill.

LOCAL 120, INTERNATIONAL BIm, POSTERS AND BILLERs,
T. J. MERRIGAN,

PHOENIX, ARIZ., August 6, 1941.
Senator CARL HAYDEN,

Care United States Senate, Washington, D. C.:
Special tax on billboards in general tax 1ill will curtail labor in that industry

and we will appreciate sincerely your efforts to remove this unfair tax fromthle bill. _A. E. WILLIAMS.

President, Phoenim Building Trades Council,
M. C. LBZTrrzu.

President, Central Labor Council,
0. H. JOIINSON,

Editor and Business Manager, Phoenix Labor Press,
JACK PRICE,

Secretary-Treasurer, District Council of Carpenters,
IIERBERT R. JOHNSON,

Business Agent, Painters and Decorators Local 86,
.JOHN C. PHILLIPS,

Business Agent, Roofers Local Union 135.

PHOENIx, ARIz., August 5, 1941.
Senator CARL HAYDEN,

Care United States Senate, Washington, D. C.:
We are definitely behind our national-defense program and appreciate that

the cost must be met by taxation, yet we feel that the proposed billboard tax as
now set up by the House Ways and Means Committee In the general tax bill is
unfair to our Industry and is further unfair in that it proposes to tax only one
or two advertising media Instead of Including all advertising media. Our na-
tional association advise they feel the ultimate revenue to be derived from this
tax would not be over $2,000,000 Instead of the $7,000,000 originally estimated,
and the cost of collection, field checking, and so forth, would consume the major
portion of the gross Income. We also feel that outdoor advertising as a recog-
nized national sales facility should not be penalized by a special tax over and
above the regular income-tax corporation taxes, etc., which we will be called upon
to pay. If this confiscatory and discriminatory proposal Is enacted into law, It
will not only affect the owners and operators of outdoor advertising plants but
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through curtailment will materially reduce property owners' income for sign
rental and will also seriously handicap highly skilled labor, which makes It very
doubtful that this proposed special tax will be of any assistance whatever to
our national program. Kind regards.

OUTDooR ADVbTIsINo ASSOCIATION oF ARIZONA,
AL N. ZiLMFit, Scretary.

TAX ON JEWELRY

Senator HAYDEN. Section 553 of the Revenue Act of 1941, as passed
by the House of Representatives, iol)oses a tax of 10 percent of the
retail sales' price of jewelry, including clocks, watches, flatware, and
hollowware, made of gold or silver, or plated.

The jewelers of Arizona do not ask that this tax be eliminated,
because they realize that all )ersons and all industries must bear
an increasedburden of taxation, but the attached telegrams, which I
ask be made a part of the record, point out that jewelry already bears
a 2-percent tax in the State of Arizona, and urge that a Federal rate
of 5 percent be adopted.

Inasmuch as a 5-percent rate was imposed by the Federal Govern-
ment during the World War it would al))ear that this protest. is
justified and reasonable, and i shall appreciate your giving it your
very careful consideration.

(The telegrams referred to are as follows:)
PnoENIx, Aniz., August 12, 19,1.

Senator CARL HAYDEN,
Senate Office Building, Washington, D. V.:

Could you use influence to modify proposed jewelry tax? Ten percent
exorbitant; already have 2-percent State sales tax. Many jewelry commodities
are essential, therefore why discriminate against jewelry industry? Five-
percent tax appears ample and fair. Thank you for your attention.

FuNK .JEWELRY CO.

BISBEE, ARIz., August 11, J9It,
Hon. CARL HAYDEN,

United State8 Senate, Washington, D. C.:
We are opposed to a 10-percent tax on jewelry if Jewelry is to be taxed.

We recommend a levy on 5 percent or less; 10 is too mucl and will hurt our
business. Will appreciate your effort i behalf of a levy of 5 or less.

L. L. GILMAN JEWELRY.

BIsHfEE, ARIz., Augu8t 11, 1951.
United States Senator CARL HAYDEN,

Washington, D. C.:
If It Is decided to retain a tax on Jewelry sales, we are earnestly soliciting

your support i securing a rate not to exceed 5 percent. We feel that 10 percent
would greatly reduce sales and injure our business. Anything you can do
will be greatly appreciated.

L. R. BREHM.

P1tOENIX, ARIz., August 12, 19.JI.Senator OAmHAYDEN¢,
Senate Office Building, Washington, D. 0.:

Appreciate your influence to modify proposed jewelry tax. Heavy 10 percent
bad for us because already have 2 percent State sales tax; 80 percent our busi-
ness watches, clocks, definite necessities. Diamonds practical necessity in mar-
riages; silverware necessity, so why penalize Jewelry stores and let dime



1436 REVENUE ACT OF 1041

stores sell inferior substitutes? Fountain pens and many other items Just as
much necessity as many clothes and household Items. Prohibitive tax will cause
evasions; income taxes will reduce purchases of our best customers if our
business suffers because double taxing then possible tax revenue falls; higher
priced clothing, electrical products, furniture can be classified as luxuries, so
why single out Jewelry? We think general sales tax on all business is fair,
otherwise certainly Jewelry tax should not be more than 5 percent to avoid
wrecking a business that is vital in national welfare. Can you help bring about
this fair arrangement?

FRANK SEIGLEY.

TAX ON RADIO BROADCASTING

Senator IhAYDEN. The committee has, I know, heard considerable
testimony respecting the proposed tax on net time sales of radio
broadcasting stations and networks as contained in section 601 of
the Revenue Act.

As expressed in the attached telegram from the Gila Broadcast-
ing Co., of Safford, Ariz., this tax would appear to be discrimina-
tory, since it is not applied equally to other advertising media. I
hope the committee will give very careful attention to the statement
of the Gila Broadcasting Co., which I ask to be made a part of the
record.

(The telegram referred to is as follows:)
SAFFORD, Aniz., July 27, 1941.

Hon. CARL iIAYDEN,
United States Seiator from. Arizona,

Wa.8hington, D. C.:
With other members of the National Association of Broadcasters this com-

pany feels that the defense-tax bill in its present form taxing radio and bill-
board and excluding other advertising media is discriminatory. While taxable
amount of net sales in bill excludes this company we feel that singling out
radio and billboard advertising for defense tax is wrong in principle and
solicit your valuable aid in formulating tax bill placing burden equally on all
forms of advertising. With sincere regards.

GILA BROADCASTING CO.,
L. F. LONG, President.

TAX ON REFIOERATORS

Senator HAYDEN. Section 546 of the revenue bill, as passed by the
House of Representatives, amends section 3405 of the Internal Revenue
Code, to increase to 10 percent the tax now imposed upon the manufac-
ture. of household type mechanical refrigerators and makes a new tax
applicable to commercial types of refrigerators, including ice-cream
cabinets, food and beverage display cases, water coolers, and milk-
cooler cabinets.

I attach a letter from Mr. F. E. Samuels, of Phoenix, Ariz., protest-
ing against this tax imposition, and I hope that the committee will
give most careful consideration to his statements.

(The letter referred to is as follows:)
FRANK SAMUELs DISTRIBUTING CO.,

Phoen o, Ariz., August 8, 1941.
Hon. CAR. HAYDIN,

United States Senate, Washington, D. 0.
DFAR; SENATOR: My attention has Just been called to the proposal for Instituting

a 10-percent excise tax on commercial refrigerators, refrigeration, milk coolers,
etc., and I wish to add my protest to the including of such items in the new tax
bill which is pending in Congress.
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I am sure you will agree with me that refrigerators and refrigeration are not
luxuries in the State of Arizona but are absolute necessities in the handling of
perishable foods. I am sure it would work a hardship on a great many of your
constituents should these items be included on the tax bill, and I think this item
is worthy of your very careful consideration, and I hope you will materially assist
In the rejection of this unjust tax, which action will certainly be appreciated by
everyone handling perishable foods.

With kindest regards, I am,
Yours very truly,

F. E. SAMUELS.

Senator HAYDEN. There may be another item I shall want to bring
to the attention of the committee on Monday that relates to copper.
I hope by that time the Treasury will have completed its study of the
proposal.

That is all I care to say this morning, Mr. Chairman.
The CHAIRMAN. Thank you very much.
Mr. Shipley.
(No response.)
The CHAIRMAN. Mr. Bean.

STATEMENT OF D. D. BEAN, D. D. BEAN & SONS C0., EAST
JAFFREY, N. H.

The CHAIRMAN. Mr. Bean, will you give your name and for whom
you appear?

Mr. BEAN. My name is D. D. Bean. I represent our own company,
the D. D. Bean & Sons Co.

The CHAIRMAN. You are down on the match tax?
Mr. BEAN. I am down on the match tax.
The CHAMMAN. We have not had anyone on that yet.
Mr. BEAN. I understood that there was someone down here.
The CHAIRMAN. I do not recall. There might have been something

said about matches.
Mr. BEAN. You are not going to have a tremendous one this time,

but I am sure I am here because I feel it is mighty important to our
little company.

The CHAIRMAN. The Retail Association witness made some mention
of matches.

Mr. BEAN. Mr. Chairman, may I thank you for this opportunity to
appear before you for the purpose of submitting this information
which, I trust, outlines the very unhappy situation in which book-
match manufacturers find themselves as a result of the proposed legis-
lation levying a tax of $1 per case, which is 33 percent ofthe manu-
facturers' price.

As an individual book-match manufacturer, I believe, of course,
that the subject under discussion vitally affects my own business. In
submitting this information to you, I am speaking for the independ-
ent book-match manufacturers as a whole, as well as for my own com-
pany. Although we have no organization to convey this informa-
tion to you as a group, I have been urged by the other independent
manufacturers, to a man, to make this appeal to you.

It is with this thought in mind that I have been prompted to come
down here today from New Hampshire, and at the risk of telling you
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things about the match business which are already familiar to you,
nevertheless, in the telling they Will perhaps become clearer, and at
any rate will be in the record and the burden and the responsibility
of carrying them in my own mind will be relieved.

I want to tell you at the outset that I am in sympathy with your tre-
mendous problem in seeking ways and means to raise revenue, and I
know that our industry is willing to bear its part of the burden. I
know, on the other han(l, that it is not the intention of this committee
to )lace a burden on tile book-match manufacturers which threaten the
Very survival of this I)articular industry.

Let us differentiate right at the start between book matches and
wooden stick matches. We are dealing on the one hand, in the case of
wooden matches, with a product that is sold to the consumer, j list as a
pound of butter is sold; as contrasted with book matches which are
given away gratis to the purchaser of tobacco products in the same way
that straws are given at soda fountains.

Senator TArt. That is a little hard on manufacturers of stick
matches, if their competitors should be giving matches away free of
charge.

Mr. BEAN. They started it. There is a fair comparison. In other
words, they give you a straw with a glass of soda, and they give you a
light with the cigar that they dispense.

Our company and the independent book-match manufacturers for
whom I speak make only book matches.

That is the point I wish to bring out to you.
Senator TArr. What do you mean by "independent"? Whom do

you refer to as not independent?
Mr. BEAN. I do not like to get into that matter, but we refer to the

"independent" as those outside the one great concern that practically
makes all the matches in this country. That is common knowledge, I
think.

Senator T, rr. What is the relative production?
Mr. BEAN. Why, of the book match, the independents probably make

25 and possibly 30 percent of book matches, and they do not, make wood
matches. The so-called trades, the Diamond, or whatever name you
may call, make 75 percent of the book matches and probably 95 percent
or more of the wood matches. To my knowledge, they make practi-
cally all the wood matches.
'ie CHAIRMAN. Well, there were a lot of these matches imported.

On all the fancy stein wooden matches the tax has been 51/2 cents per
thousand. There is no change in that.

Mr. BEAN. In the fancy match?
The CHAIRMAN. Yes.
Mr. BEAN. Well, the fancy match, I really am not taking that under

consideration at all.
The CirAIZMAN. You are not concerned with that?
Mr. BEAN. No; we are not concerned with that.
The CHAIRMAN. There is a new tax imposed of 2 cents per thousand

on the wooden stem and the paper matches.
Mr. BEAN. That is right. That is where I propose to show you

these inequities are.
The CHAIRMAN. You are talking about the paper match?
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Mr. B:N. I am talking about the paper match wholly. I think you
will find that we are not asking for anything that is not obviously mis-
intended to be in this law.

These matches are purchased from us by wholesalers throughout the
country who, in turn, distribute them to the various retail outlets
wherever tobacco products are sold.

That is our book match.
Now there is a common expression among people engaged in the

match business that book matches-I am referring wholly now to book
matches-are handled like sugar, that is, due to tiieir being a common
every-day necessity of literally millions of people, the quantity is
large.and the manufacturer and wholesaler work on a very narrow
margin.

For instance, a very large investment in specialized machinery is
required to go into the match business-machinery which makes pos-
sible the purchase of all materials in their unprocessed form to be
worked through the factory to the finished product with which you
are familiar. There is no such thing, for example, as buying in semi-
finished form any part of the match.

It must be developed from the crudest raw materials right in your
own factory, thus eliminating all in-between costs. And, gentlemen,
I think you will agree with us when we say we are proud of the fact
that we sell a case of 2,500 book matches-a total of 50,000 individual
lights-all manufactured, sold, and delivered from Boston to San
Francisco for $3. In other words, a little better than 8 books or over
160 matches are delivered in the wholesaler's place of business at a
cost of 1 penny. We believe it is obvious on the face of it that the
manufacturer cannot in any way assume any part of this tax.

We then pass the tax along to the wholesaler, who, in turn, passes
it along to the retailer, and here we are faced with our problem2 which
has its seat in the very nature of the book-match business as differen-
tiated from the wooden match.

As contrasted with a tax of approximately 25 percent on the wooden
match, which is sold to the public at a fair margin of profits at present,
the retailer is asked to pay a tax of 33 percent for an article which he
has to give away. He is naturally going to be left torn between two
evils. He must on the one hand give up his practice of giving out
gratis matches and thereby antagonize his cigarette and tobacco cus-
tomers, or he must suffer this loss himself.

Then I think right there you will find those people that are handling
this at the tobacco end cannot afford to take this loss.

Leaving out this proposed tax for the moment, mounting materials
and labor costs are already increasing the l)rice of book matches to
the retailer to a point which has become very burdensome; I might
say to a point which has already brought the retailer face to face with
a very serious; problem-and an increase of 33 percent over his
present rising costs is obviously prohibitive.

I spoke o7a threat to the very survival of the book-match busi-
ness. I meant just this. Isn't it fair to assume that book matches
are going to have to be sold-and under a great handicap, because
here is a product which a whole generation of the public has become
accustomed to receiving free. Again, isn't it fair to assume that the
sales of wooden matches, none of which are manufactured by the
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independent book-match manufacturers, will increase to the detri-
ment of book matches. Furthermore, wooden matches are handled
by an entirely different type of retailer than is the case with book
matches. The largest distributors of wooden matches are the chain
groceries which, as their records indicate, earn substantial profits.
TfIhey, inasmuch as wooden matches are sold, not given away, could if
they wished to do so, either absorb the tax or pass it on in whole or
in part to the consumer.

I therefore maintain that the one or two companies which are
equipped to manufacture both wooden matches and book matches
will be materially benefited by this disproportionate tax and that
this tax which fails to differentiate between book matches and wooden
matches will work to the detriment of the independent book-match
manufacturers and the general public. This is a condition which we
feel confident you gentlemen do not want to encourage.

On the basis of the amount of the tax itself, which would amount
to 33 percent of the wholesale price, it is percentagewise one of the
highest, if not the highest tax which has been proposed. By way of
comparison, the l)r)oosed tax on such nonessential luxuries as jew-
elry and furs is only 10 percent. And, in spite of this high per-
centage, it can only yield a gross of approximately 21/2 million dollars
at the present rate of book-match manufacture, which as we have
pointed out above, is certain to decline.

To conclude, I respectfully submit that the tax fails to differen-
tiate between book matches and wooden matches. Therefore, I
earnestly petition your committee to give further consideration to this
inequity in the proposed legislation.

The CHAIRM3AN. Thank you, sir.
Senator TAFT. What does the retailer pay today for book matches;

the retail tobacco dealer?
Mr. BEAN. He pays about $3.
Senator TAFT. $3 !or how much?
Mr. BEAN. For 2,500 books. That is about 50,000 matches.
Senator TAFT. $3 for 2,500 books?
Mr. BEAN. Yes; a book like this [indicating].
Senator TAFT. How much will the tax add to his cost?
Mr. BEAN. $1.
Senator TAFT. He has to pay $4 for 2,500 books of matches?
Mr. BEAN. He has to pay$4 for 2,500 books of matches if he pays

this tax. yes, sir.
The dHATIMAN. Very well, we thank you, Mr. Bean.
Mr. William Shipley ? Has he come into the room?
(No response.)
The CHAIRMAN. Mr. Calamia.

STATEMENT OF ERIC CALAMIA, NEW YORK, N. Y., PRESIDENT,
RETAIL TOBACCO DEALERS OF AMERICA

Mr. CALAMIA. Mr. Chairman and gentlemen, my name is Eric
Calamia. I am president of the Retail Tobacco Dealers of America.

The Retail Tobacco Dealers of America is a national association
representing thousands of small, independent retail tobacconists in
many parts of the country. I myself am a retail tobaconnist, and
have been for a great many years.
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I asked permission to appear before this committee so that I might
point out for your attention a peculiar circumstance as regards tile
distribution of book matches.

The practice oil the part of retail tobacco dealers of supplying gratis
matches with practically every purchase of tobacco in any of its forms
has been in vogue for so many, many years that today we feel it has
become a universal custom in'all parts of this country. It is a form
of service that the consumer has learned not only to look for and
expect but today takes for granted.Senator CONNALLY. Do you handle chewing tobacco as well as
smoking tobacco?

Mr. CAILA IA. That is on a declining scale, sir.
Senator CONNALLY. You handle it?
Mr. CALAMIA. Yes.
Senator CONNALLY. And snuff?
M1r. CALAMIA. And snuff. Those may be exceptions.
here is a wrong impression on the part of many that the retail

dealer is supplied with these matches without cost, possibly because
they invariably carry advertising matter of some sort on their covers.
However, this is a wrong impression. Tile retail dealer is compelled
to purchase his matches, and usually does so from the same wholesaler
of tobacco products that supplies him with his other tobacco
requirements.

The cost today of a case of book matches is $3 to $3.25.
The CIIAIIIMAN. What do you call a case?
Mr. CALAMiA. A case of 2,500 books of matches.
Under this proposed tax that case, costing $3 to $3.25, would

be liable to a tax of $1 a case. This the retail dealer definitely
feels is a disproportionate tax, particularly in view of the fact
that the matches are not sold, that he gives them away. that he
has no opportunity to pass a part or the entire tax on to the" consumer,
but must absorb it in its entirety himself.

He feels that under this proposed tax what. is supl)posed to be
a tax on matches in reality becomes a tax upon the retail dealer.

Gentlemen, you have probably heard this from many sources,
but we feel that tobacco is indeed a very competitive item, that
the opportunity even under a large volume of business of earning
a suflicient return to pay normal overhead is indeed difficult.

What has been my experience, after 35 years in the retail-tobacco
business, I know is equally true of thousands and thousands of
small tobacco dealers through all parts of tile country. It is hard
to tell you exactly what the normal requirements of any one retailer
would -be, but a very fair and conservative average would be that
his consumption is from 2 to 4 cases of matches a month.

Under this proposed tax of $1 a ca'e, that would be subjecting
the retail deale, to an additional tax of from $24 to $48 a year.

Senator CONNALLY. Do you have the individual books of matches
advertising your company or your store? Do you do that?

Mr. CALAMIA. The average retail dealer has a match that carries
an advertisement of some nationally known product.

Senator CONNALLY. I know, but don't you have your name on
there, or the tobacco merchant's name on there?

Mr. CALAMIA. The larger hotels do; the large chain stores do.
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Senator CONNALLY. I am talking about you.
Mr. CALAMIA. No, sir. We buy from the distributor any match

he might have. Today it might carry a gumn advertisement, to-
morrow it might be a razor blade. We have no control over that.

Senator CONNALLY. Does not the advertising pay part of the cost
of manufacturing?

Mr. CALMI,\. If we consider those that have our own name on
them we would have to change the price from $3 to $8.

Senator CONN,%LLY. That is not answering my question. The fact
that it has advertising on it reduces the price of the match, does
it not'?

Ir. CALAMIA. It reduces it from $8 to $3. I am talking about
the type of match that is available to the retail dealers, the book
matches.

Stnator TAmr. That is, if you buy a case of matches, with a gum
aIdvertisenment on it, you still pay $31

Mr. CATAMIA. That is right. If you have your own name on it,
then, instead of costing $3, it costs considerably more and you cannot
buy one case at a time. I am talking about the cheapest rate that the
little independent dealer would have to resort to.

Senator TAt. If you have an ad on it-does that reduce the price
below $3?

Mr. CALAMIA. No; $3 is the cheapest form of book matches, $3 and
$3.25. It has recently gone up to $3.25.

The CHAi% AN. What is the price of the wooden-stem match, do
you know?

Mr. CALAMA. It would be about 75 cents a gross.
The CHAIRMAN,. A gross?
Mr. CALA IA. Yes, sir-no; it is not packed in gross any more. It

is a dozen packages with 10 ioxes in a package, or 120 boxes. For-
merly they were packed a dozen boxes in a container.

Senator TAFrT. 75 cents for what?
Mr. CALAAIA. 75 cents per dozen packages of 10 boxes to a package.
Senator TAFf. 120 boxes?
Mr. CALAMI3A. That is right.
The CHAIRMAN. Are those the ordinary penny box matches?
Mr. CALAMIA. That is right, sir, the safety match.
The CHAIRMAN. All right.
Mr. CALAMIA. Gentlemen, I want you to know that my retail tobacco

dealers would not want me to appear here if they thought this matter
was trivial, particularly in view of the problem they realize you are
faced with, and the purpose for which this money is being raised, but
they do not believe it is petty or trivial to them; it is a very serious
item. They wanted me to call to your attention particularly the fact
that they cannot pass this proposed tax on; that 30 to 331/3 percent, in
their opinion, was a very high and disproportionate tax and that it is
impossible for them, as small merchants, to pass this on in any fair
and reasonable manner.

I would like permission to leave this brief, with some of these facts,
for the record.

The CHAIRMAN. Yes, sir; you may give them to the clerk.
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(The brief submitted is as follows:)

BRIEF PRESENTED BY ERIO CALAMIA, PRESn)ENT OF RETAIL ToBAcco DEALERS OF
AMERICA, INC.

Mr. CHAIRMAN AND GENTLEMEN: I am president of Ietail Tobacco Dealers of
America, Inc., the tobacco retailers' National Association, representing thousands
of Independent retailers throughout the country. I, myself am an independent
retailer of tobacco products.

I would like to call to your attention the serious hardship which the 2-cent
per thousand tax on paper book niatches proposed in the Revenue Act of 1941
would Impose upon the retail tobacco dealer. Tie custom for many years has
been for all retailers in our trade to provide matches gratis to consumers of
tobacco products. As the average tobacco retailer uses from two to four eases
of book matches a month, the proposed tax of 2 cents per thousand or $1 per
case would be a direct levy on the individual storekeeper of from $24 to $48
a year.

Many people fall to realize that the retail dealer has to pay for these matches
even though they carry advertisements on their covers. Since 95 percent of
the book matches are given away, it is obvious that the retailer is saddled with
any increase in the cost of matches and it becomes an added item to his over-
head and cost of doing business. The returns to the average Independent retail
tobacconist are hardly sufficient now for him to eke out a living wage. The
increase of $1 per case, which would be a 33., percent increase on the present
cost of matches, is a tax of innense proportions to him.

What I know from my own personal experience, after 35 years In the retail-
tobacco business, is true of the thousands and thousands of other tobacco
retailers throughout the country.

I hope tha' this committee will come to realize that the proposed tax on book
matches would single out the small Independent retailer for a disproportionate
burden for he would have to absorb the tax himself as he has no way of
passing it on. Because of this unusual condition I trust that you will determine
to eliminate this tax on paper book matches from the Revenue Act of 1941.

RE-rAIr, TonAc( O DFALERS OF AMERICA, INC.,
ERIC CALAM IA, Pre8idcnt.

Dated: Washington, D. C., August 22, 1941.

The CHAIMAN. Mr. Stokely.

STATEMENT OF W. B. STOKELY, JR., STOKELY BROS. & CO.,
INDIANAPOLIS, IND.

The CHAIRMAN. Mr. Stokely. will you give your name and for
whom you are appearing I

Mr. STOICELY. My name i ; W. B. Stokely Jr Indianapolis, Ind.
I am appearing for Stokely Bros. & Co., iminuiacturers of canned
foods, and the Ntional Canners Association. The National Cannerh
Association is an association of about 3,000 canning plants, all over
the United States.

I am appearing here with regard to the excess-profits tax. I am
not appearing in the guise of a tax expert. I am appearing simply
a- a businessman who has a great problem, and this problem is gen-
eral to our industry.

The prol)lem is this: The canning industry is one where we have
wide swings of pirice levels Hl) and down itd consequent wide swings
in profits. We might have'a big year one year and a terrific loss the
next year.

This industry is closely related to agriculture. Most canneries
grew out of farming arrangements. Either a farmer went into the
canning business, or a group of farmers got together and organized
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a cannery. These canneries are general all over the United States,
and, in general, they are located in small towns and small com-
Inunities, and they furnish a source of employment to farmers.

They not only furnish income to the farmers, from the standpoint
of taking his crop, but the crop matures at a time when the farmer,
in his ordinary activities, is not so busy on the farm, and as a con-
sequence, the farmer and his family come in and work at the can-
hery. We give. l)reference to farmers in that employment.

it acts as a nice supplement to his income.
Our problem is this: the base period that has been selected, that

is, 1936 to 1939, inclusive, was a period of depression for this industry.
There was a very severe depression, as far as the caiming industry is
concerne, in all those years, except one. 1936 was normal, but 1937
was a depression year, and 1938 was very much worse, and 1939 pre-
sented a slight recovery, but was still very bad.

This condition was so general to the industry that very few mem-
bers of the industry can use the average earnings method and most
of them, including ourselves, built up debt positions in those years
that are a burden to us now, to the extent that unless we can retain
apart, of the earnings which are coming to us now to pay out those
debts, I do not know how we are going to finance ourselves through
this next slump period which always comes in this industry.

All the recorded history of this industry shows that every so often
you get 2 or 3 bad years. it so happens that this particular base period
on the average presented the 4 worst years-and this is the average of
the 4 years because there is 1 good year in the 4-the 4 worst years
that the industry has ever had, nud that is true generally.

We are then forced to the invested-capital method of considering
this situation, and canners are notoriously undercapitalized. In other
words, being right next to the farmer, they have gone into business
there and they are al)le to borrow money fr-om the can company and
from the local bank, and the farmer gives them credit on his crops
until such time as the canner has disposed of his pack.

So if everything works all right, the canner can make a nice return
on his capital but, if the breaks go in the other direction, two things
can happen that hurt him. If there is a large crop, it hurts him be-
cause a surplus is built up and this surplus goes on the market at a
sacrifice price.

Senator CONNALLY. How long can you keel) the canned goods before
they finally deteriorate?

Mr. SToKELY. Most products you can keep fairly indefinitely, if you
are financially strong enough to do it.

Senator CONNALLY. I am not talking about financing. How long
will a can of tomato juice. stay good?

Mr. STOKELY. Well, it will'not spoil in 3 years, we will say. How-
ever, it deteriorates slightly in quality.

Senator CONNALLY. When you have a big surplus of those products,
do notyou buy them can them, and keel) them over for the next year?

Mr. STomrY. We buy them and can them, but we cannot keep them
over.

For instance, I will give you an illustration. Our company does
$22,000,000 of business. We have an invested capital of approximately
$6,000,000 and that includes the amount that we have invested in
our plants, which runs around $3,500,000.
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So, we have $2,500,000 to finance a $22,000,000 business.
Senator CONNALLY. I contribute to the prosperity of your com-

pany. I drank a can of tomato juice last night.
Mr. STOKELY. Thank you, Senator. That is a very great help.
Senator CONNALLY. It was your make, Stokely Bros.
Mr. STOKpLY. I appreciate that.
Senator CONNALLY. It tasted pretty prosperous to me.
Mr. STOKmmY. Well, we try to put something in the can that the pub-

lie will like.
I want to say, for that reason, our swings up and down, as severe

as they are, they are not as severe with us as they are with the smaller
canner.

Senator CONNALLY. You are making money now, are you not?
Mr. STOKELY. Yes, today; but in 1938 we lost money, we lost

$700,000 odd.
Senator CONNALLY. This bill is not on former years, it is on this

year.
Mr. STOKELY. Yes. That is what is bothering me, because we have

built up an indebtedness currently at our low point. We owe tile
banks, currently, or did at the lowest. point of the year $1,250,000,
and in addition to that, we owed them $3,000,000 payable over a period
of 5 years at. the rate of $600,000 a year.

Now tile indebtedness goes from this low point, and we will borrow
at our peak around $8,000,000.

Senator CONNALLY. If you choose the invested-capital theory-that
is what. you would have t do?

Mr. STOKELY. Yes.
Senator CONN,%LLY. It does not make any difference whether you

owe any money or not. You pay on the invested capital.
Mr. STOKELY. It makes this difference. That, in some way we have

to convince the banks that sometime we are going to pay them
back. We cannot just go along on the theory that we are going to owe
them indefinitely. So much matures every year.

In addition to that, the banks realize the nature of this industry;
that it goes up and down in profits. I think this is a very important
point as connected with the. excess-profits tax:

When we make those larger profits for certain years they are sup-
posed to offset the loss years to give us a fair average; if profits are
chopped off to the extent this bill chops them off, then when the loss
years come along and we already have a burden of debt, then we get
into such a position that we cannot hope to survive.

Senator CONNALLY. You can defer your dividends for a while.
Mr. STOKELY. I am glad you brought that up, Senator. We have

not paid any dividends on our common stock in the last 4 years; and
we have not paid any dividends on our preferred stock in the last
3 years.

We are not asking for this relief on the basis of paying dividends.
We are asking for relief on the basis of getting our comnpany in a
sound position to weather the next period of declining inventory
prices, which is sure to come.

It always has come and it always will. At this time, we are being
asked by the Department of Agriculture to increase our production to
the limit, to increase tomatoes, increase peas, increase corn and other
items. Food is an important element in these times and I agree with

61977--41-92
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them 100 percent, but we have to go out and contract with the former
for these products. We contract in the spring and we take the crop
which he delivers to us in the summer and fall at a specified, fixed
price.

Senator CONNALLY. You fix it, though, do you not?
Mr. STOKFEy. We fix it by contract with the farmer.
Senator CONALIY. You say you have a fixed price.
Mr. STOKELY. Yes.
Senator CONNALLY. You do the fixing.
Mr. STOKELY. If he does not like it, he does not sign the contract.
Senator CONNALLY. And he loses the tomatoes that lie has p)lanted.
Mr. STOKELY. 'We fix it before lie plants the tomatoes. The con-

tract is made in advance of his planting. We furnish the seed and
fertilizer, and so forth.

Senator CONNALLY. That is right.
Mr. STOKELY. It so happens on a year like this, it was fixed a

little lower than we realized' in this respect. Next year it will be
higher.

Senator CONNALLY. That is why you are making more money this
year than last year?

Mr. STOKELY. That is one reason; yes, sir.
Going back to the request of the Department of Agriculture, we

are cooperating with those requests 100 percent, and I think most
canners are, but we are getting on very dangerous ground, considering
the capitalization of the industry, is if we make good profits this
year and they are mostly taken in the form of taxes. Next year, or
the year following, or some year in the future, we will have commit-
ments out for $15,000,000 or $20,000,000 or five or six times our work-
ing capital, in goods that are coming in to be canned and on which
we do not know what loss we may have to take.

The CHAIRMAN. Mr. Stokely, what is your suggestion? We tried
to help you.

Mr. STOKELY. Yes- I appreciate that. I would pike to pass these
around, if I may. This sliovs a chtirt of canned vegetable prices over
a period of time.

I am attaching a copy of this to a statement that I am filing.
My suggestion is that, in this particular type of industry, we be

given some additional relief on borrowed capi; n 1.
The CHMIAN. Are you on the invested-capital base?
Mr. SToR LY. We have to be.
The CHAnIAN. You had loss years in the whole base period?
Mr. STOKELY. Yes. They were bad.
The CHAMMAN. Pretty nearly all of them were loss years?
Mr. STOKmLY. Three out of the four were very bad.
The CHAIRMAN. It is really the canners that led you to give this com-

mittee the carry-over of the unused credit.
Mr. STOKELY. We appreciate that carry-over very much.
The CHAIRMAN. Everybody has got it now, but it was originally

inserted to take care of your situation.
Mr. SToKEY. I appreciate that, and it is very fine, except for this

situation, that it does not reach back into those loss years. It takes
our fairly good years, 'unless during the current period we should
have some loss years.

The CHAIRMAN. Yes.

1446
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Mr. STOKELY. I further understand that this House bill has been
modified to such an extent that it complicates the carry-over to where
we do not really understand it, as to whether we have any carry-over
or not under the l)roposed way of figuring this credit.

The CHAMAN. You still have the carry-over.
Mr. SrOKELY. It does not reach back to that 1937-38-39 loss period.
The CHAIRMAN. I know. You have just got the present situation.

Your suggestion is that we give you a more liberal allowance on bor-
rowed capital?

Mr. SToKELY. Yes; and I have a proposed amondment, which I will
not try to go into because I am not any tax man, but it has been
drafted by e National Canners Association.

I wouldlike to file it.
Senator BRowN. You get 50 percent on the borrowed money.
Mr. SToKimy., 'Yes.
Senator BRowN. What do you want to do?
Mr. SToELY. I am suggesting under certain circumstances that com-

panies which qualify under the circumstances that we are outlining
here would be allowed 100 percent on their borrowed capital, instead
of 50 percent.

The CHAIMAN. You would have to have a lot more qualify than
canners.
Mi. STOKELY. I think W tie 't down here to where it wi not apply

to anybody except wher6 it would be equitable for it to apply.
I would rather not go into, the technical side of it.
The CIIAIRMAN. You need notW We just want to get what you are

suggsting.
Now, have you another suggestion?
Mr.' STOKELY. Yes, sir. I have filed two more suggrotions. One

suggestion is: Inasmuch as the canning industry is a cynical industry,
if we are going to have an average-earnings basis, then we should not
take the bottom of a depression for this particular industry for the
proper time for testing the earnings that we should take as normal.

Insead of this particular 4 years, wo should tako any 4 consecutive
years, say, out of the past 7 or 8.

I have only one further suggestion. The~third suggestion is that,
in line with the testimony o(f Mr. Miller here, that the Internal Reve-
nue Bureau be given some broad discretionary powers fo take care of
obvious inequities.

The CHAIRMAN. That is the only thing that will help you to take
care of the obvious inequities?

Mr. SToKEIY. I am afraid it is.
Thank you very much, gentlemen. I would like to file a statement

and I would like to file one for the National Canners Association,
also.

The CHAIRMAN. You may do so.
(The statements filed by Mr. Stokely are as follows:)

STATEMENT OF.W. B. STOKELY, JR., PRESIDENT OF STOKELY BROS. & Co., INC.

When I had the privilege of appearing before this committee In September of
last year, I outlined somewhat the effect of the excess-profits-tax bill then being
considered on our company and the canning industry generally. I pointed out
at that time that the canning industry, as a whole, is an industry which Is
undercapitalized and an industry in which the fluctuations between profits and
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losses front year to year are very great, due largely to conditions which are
not within the control of the Individual canner, and due to a large extent to tile
close relationship of this Industry to agriculture, and the influence on operating
profits caused by either short crops causing excessive costs of operation, or large
crops causing overproduction and consequent declining prices resulting In low
profits or operating losses.

The average-earnings basis for determining excess-profits tax Is not open to
the average canner or to our company, because InI the years selected for the base
period conditions were such that in 3 out of 4 of those years we suffered drastic
reductions In income due to the fact that abnormally large crops in 1937, 1938,
and 1939 l)roduced a tremendous surplus which hung over the market and
depressed prices to the lowest level in the recorded statistics of the industry going
back to 1890. This Is visualized by the two charts prepared by tile Glannilnli
foundation of the University of California, which I am filing for the record and
attaching to this statement as exhilbits A and B. These charts extend about
halfway through 1939 and are tile latest available.

I call attention to the filet that on canned vegetables, which represent the major
end of our business, the prices in 1938 reached the low point of 60 percent of
tih(, average of the prices of 1924-29, Inclusive, whereas these prices at the lowest
point in the low depression year of 1932 went down to only 72 percent of this
average. As an Illustration of the severity in this drop in prices I would like to
file and attach to this statement as exhibit C a Copy of a plan which I submitted
to the Government at that time as a measure of relief for the industry and which
plan has been substantially adopted recently as a defense measure.

It will be seen, therefore, that we are forced to adopt the invested-capital
method, rather than the average earnings method. The excess-profits credit
under tile investedl-capital method as proposed In tile House bill and as now
determined under the Internal Revenue Code Is Inequitable to our industry and
to our company, as we are InI the type of industry where large profits on invested
capital in favorable years must be made in order to wipe out tie deficits of the
bad years and give us a fair return upon our capital over a period of years.

Debts Incurred in 1938 and 1939 are still overhanging our company, and unless
we are allowed to retain sufficient of our present earnings to put our company
in sound position during the present period, the next slump in prices of canned
foods, whether caused by excessive crops or general business conditions, will cer-
talifly prove disastrous for our company and for the Industry.

In this connection tile question naturally arises what solution call be suggested
that is fair and equitable, and at the same time will not defeat the general pur-
poses of tile bill. We believe that one relief which could and should be granted
corporations hi tis industry which are dependent upon large sums of temporary
borrowedl capital is to permit them to include 100 percent of their borrowed
capital iti the determination of invested capital and the resulting excess-profits-
tax credit. This would give our industry some measure of relief and allow us to
cooperate more fully with the expressed desire of the Secretary of Agriculture In
expanding our production to nake available larger quantities of foodstuffs. We
would not otherwise dare to expand our production because we would have to
consider the probability of all eventual drastic shrinkage in inventory values
which might involve us inI bankruptcy.

I file herewith and attach to this statement as exhibit D a proposed amendment
to section 719 of the Internal Revenue Code, which inl. some measure affords relief
to our Industry. You will note that the amendment will only permit the Inclusion
of 100 percent of borrowed capital in cases of taxpayers In this particular industry
and then only subject to the further qualification that their average short-term
borrowed capital exceeds 50 percent of their average equity invested capital for
the taxable year, and that their short-term borrowed capital fluctuates to the
extent that the highest amount in the taxable year exceeds by a least 100 percent
the lowest amount of such short-term borrowed capital during the same taxable
year. With these safeguards the amendment will constitute no serious drain on
the revenues to be produced by the bill. On the other hand, It will afford some
measure of relief to this generally undercapitalized and debt-ridden industry and
avoil the Inequitable result under the present revenue act and the amendments
proposed by the House bill.

The bill, as passed in tle House, also carries a provision which is doubly
burdensome to our Industry, in that it is proposed that we be taxed an addi-
tional 10 percent on the difference between our average earnings during the
base period, which as far as the canning Industry is concerned represents an
extreme delres.ion period, and the amount which would be required to be
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paid on the invested-capital basis. This subject has been covered by others
who appeared before you, an(1 we merely mention it for the purpose of adding
our voice in till eairnestness to the plea that this extra tax not be laid on
companies which are already faced with an Inequitable tax burden in this
bill as passed by the House.

We believe that if an average earnings base period is to be used by thi
Industry, it should not be determined on an average of 4 specific years which
embrace 3 of the worst years in the industry's history. Our Industry could
be given some further mineasure of relief by giving the taxpayer the option to
select any 4 consecutive years out of the last 7 as a base period for average
earnings, in lieu of the 4 years provided by the bill.

ExHInIT A

0
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We desire to record also our full agreement with those whvo have appeared
before you fit support of a provision giving to tll! Commissioner of Internal
Iteveimte I'ow: discretion in 1(Jiisting excessive har(iships In either income
or Itvesteai caital. WVe particularly approve the draft of tIhe proposed new
section shmitted by Mr. Robert N. Miller at tie conclusion of his testimony
on Angust 14, at page 481) of the record.

EXIIIIOJT B
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EXIIIT C

INDIANAP'OlS, IND., August 20, 1939.
Mir. LAUCHILIN CURATE,

Administrative As8sistant to the President.
Washington, D. (.

DEAR MR. CURIE: In compliance with out conversation, I have conferred with
the directors find various committee members of the Four Way Plan.

I might say in this conection that these men are all actively engage(] in
business, occupying positions of high responsibility, and have given a great
deal of time mid s iidy to this plan. They have been actuated by a conibilia-
lion of two InaJor motives:

1. Many of them haid personal experience during the World War and recall
the conditions of confusion, lost motion, and extremely high prices, which oc-
curred at that time.

2. For the general good of the Industry with which they are connecte(l.
They feel that time best interests of both time country at large and their own

industry will be served by a plan such as is set forth in the attached pages.
They feel that the setting up of the proposed reserve will bridge over a time
in case of any emergency, so that ti entire food situation, and we all realize
how In)ortant food is, can and will be handled in an orderly manner, without
(lisloeatioll of domestic food conditions; with a minimum of confusion and
time, in the feeding of men in public service, and likewise at a great deal
less cost per unit of food to the United States Government than if such a
reserve were not in existence.

These find other reasons could be dwelt on in great length and detail,
but I feel that till those interested realize the facts. Also, If any questions
occur to you, my associates and I are available ail( anxious to answer them.

The basic thought in preparing the attached recommendation Is to have
available whenever needed for governmental uses a supply of foods in durable
and quickly transportable shape at the minimum of expense to the United
States Government.

Speaking strictly from a commercial, or even a mercenary standpoint, the
Intelligent and thinking canners of the United States, which we feel constitute
the very great majority of them, believe it is much better for the industry
that a cooperative move of this kind be made. Sales by canners under this
plan would, without doubt, be made at much lower prices than those w~ich
would accompany a sudden emergency demand. However, as an offsetting
advantage to the canners, the reserve plan would prevent Interruption and
dislocation of their services to their regular customers.

Thankig you for the opportunity to make this attached set of recommenda-
tions, and with every hope that they will be favorably received, I am

Very truly yours,
Tn FOUR WAY PLAN, INC.,

By PAUL MORTON.

RECOMMENDATIONS FOR ESTABIJIIIHING A NATIONAL CANNED-FOOD RFmSEVE IN
ACCORDANCE: WITH THE FOUR-WAY PLAN

The development into definite form of the ideas embodied in the four-way
plan was a gradual process.

It was the outcome of discussions among a group of men, some of them
connected with the canned-foods industry and some with other industries.
At the outset these discussions were of a general nature, dealing with world
conditions, with time relation of the United States to other countries in the
present unsettled state of affairs, and finally with the possibility of cooperative
action that would in advance, at a minimum of expense, accomplish those
things which otherwise would be done under stress in time of emergency.

The later thinking of the group was influenced by somewhat similar activities
In the locating and establishing of reserves in other items, such as metals,
rubber, etc.

Copy of the four-way plan together with certain statistics is attached hereto.
This plan has been submitted confidentially and without publicity to in.

terested parties in seven major divisions of the Government, namely, State,
Treasury, War, Navy, Agriculture, Commerce, and Labor, and practically
without exception it was felt that the ideas contained In the plan had such
merit that further careful investigation of the proper method of putting it
into effect should be made.
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After careful study and much conscientious discussion of all angles, the
following recommendations are respectfully offered as to tile practical and eco-
nomical operation of same:

That a reserve of 10,000,000 cases, made ip of the three major canned vege-
table, namely, corn, peas, and tomatoes, be accumulated as tile major basis of
the total canned foods reserve.

The reason for making the suggestion in this way Is that records are avail-
able showing that In 1918 a total of more than this amount of the three above-
mentioned canned vegetables was requisitioned by the United States Food
Administration. I0 other words, the general Idea of this reserve, and of sug-
gesting these figures, Is to llh)proxtinmte, Insofar as is possible at this time,
what the first draft on canned food supplies might be.

In addirloi to the above 10,000,000 cases, a reserve be accumulated of pro-
portionate quantItiz of the other canned vegetables, which are not normally used
in such quantities as tile three major items, such as green beans, linia beans,
beets, etc.

Further components of fle total reserve would include tomato products, such
at catsup, Juice, chill sauc,!?, soup, etc., also canned fruit, and fruit Juice.

These recommendations do not set specific figures as to number of cases of
the items other than the three major canned vegetables, having In mind that
the Governmental records of comparative usage, together with the experience
of the departments making a study of nutrition, would permit these figures to
be arrived at, using a base of 10,000,000 cases on the three major Items, more
accurately than could be (]one by others.

The above Items are those which are of a seasonal nature, and are only
produced through a short period during each year. It Is felt, therefore, that
a reserve on these Items is of great Importance. An Immediate need of the
great number of foods covered by the above list following after a short crop
year, might constitute a considerable food crisis. In addition to the above, in
order to make a properly rounded and balanced reserve, It Is suggested that
canned fish be Included since this is also, to a great extent, a strictly seasonal
production.

Likewise, a fully balanced reserve should inclue canned milk, canned meat
products, and quite likely a certain amount of nonseasonal products, particularly
pork and beans. While this latter Item call be packed the year round so long
as dry beans are available, it is thought advisable that enough for a start or
backlog, in case of emergency, might well be included In this reserve set-up.

The packing of seasonal foods Is in progress at present, and will be pretty
much completed--other than citrus products---by the end of October. Sugges-
tion Is made that Immediately after the completion of the seasonal packs the
largest selection of goods is available from which to purchase. Also, it happens
that acreage on canning crops has been materially reduced on practically all
items this season. Yields are not large, and It Is very probable that as low
prices on most canned foods as will be seen for considerable time to come now
exist.

It is assumed that tihe accumulation of these reserves would le made In tile
usual manner of issuing specifications for the goods together with terms of sale
and purchase, and public bids received oin same.

Due to the special nature of this reserve, it Is suggested that certain features
be included in the call for bids, most important perhaps, being the matter of
storage. As one of the cooperative activities of any canner selling goods to be
included In this reserve, It Is contemplated that said canner furnish storage for
the goods sold at his plant, or at any other point approved by purchaser, thus
relieving the Government of the storage problem, which, again, in ease of ener-
gency, might be acute.

It is suggested that specifications call for 00 days' free storage by seller, after
which storage would be provided by seller at the rate of one-half cent per com-
mercial case per month or part thereof. If Insurance is carried, cost of same to
be borne by buyer.

It is suggested that bids be taken on foods in standard commercial corru-
gated or fiber cases, with separate additional costs quoted by seller If special
boxes, for export or otherwise, are called for.

It Is further suggested that all Government agencies draw their current
canned-food requirements from this reserve and that replacement purchases to
bring tile reserve back to its original total amount be made at the end of each
quarter of the calendar year.

Goods in storage In packers' warehouses to be put under Government seal.



REVENUE ACT OF 1941 1453

There are numerous details which we have not attempted to cover here, as
we believe they will present no practical difficulties, if the basic thoughts em-
bodied in the reserve plan are approved by the Government. As stated In letter
of transmittal to Mi. Currie, the originators of the plan and various other can-
iers are available to provide all Information lmssible. The plan has not been

circulated through the entire Industry. If that had been done the press would
douitless have featured It, and likely without full knowledge of facts. Summing
up, the proposed national canned food reserve would accomplish various pur-
poses, namely:

1. Provide food at prices approximately half what they were under stress
purchasing which occurred in 1917-18.

2. Assure a supply well balanced as to nutrition.
3. Assure needed "seasonal pack" foods, which under this reserve plan would

be ready at a moment's notice.
4. Provide foods of practically unlimited keeping qualities.
5. Provide food that can be transported anywhere with a minimun of trans-

portation space.
6. Provide storage without taking space 1i Government warehouses which

might be badly needed for other supplies.
7. The cauls, being tin plated, would conserve a large amount of that highly

Inlportant metal.
8. Avoid upsetting of movement of canned foods for domestic consumption dur-

ing time of emergency, thus contributing, during such period, to the mental
stability of the civil population. This is considered highly Important. Shortage
of food is a matter over which people in general easily get excited and even
panicky.

9. Clear the way, if needed, so that canning plants could turn quickly to pro-
duction of special emergency rations.

10. Prevent skyrocketing of food prices both for governmental and private
ise.

Those recommendations are submitted as a result of a most sincere desire to
promote cooperation of Government and industry, in the belief that real coopera-
tion is, in the long run, mutually beneficial to all concerned.

It Is hoped that the fundamental thoughts we have attempted to present here-
with will le approved by those to whom they are hereby submitted.

Respeefully,
Tus Fonvn WAY PLAN, INC.,

By W. A. MIISKIM-N, Scretary.

CANNED Foons VITAL STATISTICS

A $1,000,000,000 BUSINESS USING 1,003,(t00 F.MPLOYEES

A. Agriculture:
1. Location: 45 States and Alaska, Hawaili, and Puerto Rico.
2. Acreage: 3,500,000.
3. Employees: 500,000 (fruits and vegetables only).
4. People affected: 2,250.000.
5. Farmers' Income 11937: $125,000,000.
6. Seed: $7,000,000.
7. Taxes paid on land: $1,500,000.

B. Industry:
1. Companies: 3,047.
2. Plants: 3,400.
3. Capital: $500,000,000.
4. Employees at peak: 455,000.
5. Pay roll: $164,800,000.
6. Taxes: $25,000,000.
7. Production:

Cases, not Value, not Value, with

Iear including meat including meat meat

1033 ..................................................... 190,489,232 $405,970. 190 Not available
1035 .................................................... 268, 913,069 660,859, 897 $700.373, 0
1937 ..................................................... 327, 784, 351 861,485,782 915,383, a26
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8. Surplus: (Over amount that would guarantee fair return to Canner.)
Carried 1037 to 1938, 40,000,000 cases. Value: $70,000,000.

9. Allied industries: (Figures used are for canned foods only.)
(a) ('an manufacture:

Cans used: 11,205,000,000.
Value: $220,100,000.
Emiul'{,yves: 20,M00.

(b) Label nmanufacture:
('iiued food: 350,000,000 cases.
Value: $17,500,000.
Employees: 2,000.

(c) Materlals-fuel, electric energy, aud contract work: $320,000,000.
(d) 8u1gar, 1935: 585,000,000 pounds.

Value: $29,000,00).
EHiplo'yevs: 2,000.(c) Machinery :
Value: $11,839,735.
Employees: 3,000.

(f) Shipping boxes:
Value: $24,500,000.
Einployees: 4,000.

(g) Tin plate:
1,000,000 tols.
Value: $150,000,000.
Employees: 20,000.

C. Production:

Cases Value

1933
Fruits .................................- ------------------............... 33,501,996 $84,997,839
Vegetables and soups ....................................................... 103,137, 518 190, 262,387
Sea foods ... -............................................................... 13,080,718 59, 632,664
Milk products ............................................................ 40, 703, 000 131, 08,300

Total. ................................................................ 190,489, 232 465, 979, 190

Meat and meat products .................................................... (1) (I)

1935
Fruits ...................................................................... 43,597,567 112,088,899
Vegetables and soups .-------_------_----------........................... 164,390,781 301,389,938
Sea foods ------------------------------------------------------------ ----- 17, 433, 721 74, 993, 719
M ilk products ............................................................... 43, 491,000 171, 489, 341

Total .................................................................. 268,913,069 660,859,897

Pounds
Meat and meat products .................................................... 201,777, 716 39, 513,603

Grand total ........................................................... .............. 700, 373,500

1937
Fruits .....----------------------......................................... 63,764,485 160,465,930
Vegetables and soups ........................................................ 199,731,817 - 379,364,640
Sea foods- .................................................................. 19,468,049 , 937,631
Milk products ............................................................... 44,820,000 210,717,581

Total .................................................................. 327,784,351 881,485, 782

Pounds
Meat and meat products .................................................... 267,371,350 53,897, 544

Grand total ........................................................................ 915,383,320

I No figures available.

Nonx.-Figures have been compiled from statistical reports where accurate data are available; otherwise
they are estimates based on the best Information obtainable.

"Trn FOUsR-WAY PLAN," A CONTRIBUTION DESIGNED TO ASSIST IN PIIEPAREDNESS FOB
NATIONAL DEFENSE AND TO IMPROVE NATIONAL FcoMNOMIO CONDITIONS

The plan devised, known as "the four-way plan," Is so-called because It Is
designed to achieve four highly desirable ends through one simple and economical
move on the part of the Federal Government. The aims are as follows:
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1. To round out the program of preparedness for national defense.
2. To Improve and protect agricultural income.
3. To stabilize and increase employment.
4. To save and stabilize a basic industry.
Defense.-At the moment, we are living in a world littered with civil wars,

power-inad dictators, armament races, and 1a grave question as to the ultiate.
safety of ainy self-respecting country, even our own, from the lawless aggression
of niffitary niatioms dominated by military fanatles. All of these add il to the
(istitsteful but vitally necessary task of ample preparations for defense aind( for
possible a(d to other nations who by force of chcumstances may soon, in defense
of themselves, constitute the first line of defense for this country 11d democracy.
The situation in the canning industry at the nioient has an Immediate rele-

vaney to these world conditions.
('aned foods occupy a very Imi)ortant position iii any plan for national

defense. As Napoleon said, "Ai Army marches oil Its stonmiach." All the battle-
ships and tite weapons of defense that we might provide could not defend us
against attack for 1 week If the men who operate them ,ire not provided with food.
It has been well demonstrated in previous wars that canned foods in large quanti-
ties are an essential part of the necessary provisioning for the Army and Navy,
providing the men with a well-diversified diet in a form which can be easily trans-
ported and( Is not perishable.
Tie specific suggestion Is that the various ag-incles of tme Federal Govern-

ment, Army, Navy, Marine Corps, veterans hospitals, C. C. C. camps, etc. pur-
chase and use a sufficient portion of the present canned food surplus as a source
of-

1. Current supply for said units.
2. Permanent reserve for immediate use In times of need.
As these goods are currently consumed It Is suggested that replacements be

made, thus the entire supply would be held intact when required for emergencies,
but at the same time would be completely renewed periodically.

This reserve of foods would be immediately available:
1. In case of any expansion of the Army and Navy whether in actual war or

as a preparedness measure.
2. As a quick food supply for other nations.
The time element Is recognized as a most Important factor in possible, appar-

ently probable, war developments. It seems the opinion of niany Informed per-
sons that the best chance for gain or victory by dictator nations In case of
war would be the success of rapid crushing strokes at the very outset. If the
democracies can withstand that period, their chances of final victory are vastly
improved. Food-more particularly ready to use, transportable food-is a serl-
ous problem for European armies. Canned foods in varliy and volume have
never been developed over there as they have In the United States. Therefore,
such a supply ready for immediate movement to the points of need could well
be of tremendous importance in the world picture.

These suggestions apply, of course, to such canned foods as can be carried
in proper storage for long periods without any deterioration whatever. Fully
98 percent of the canned goods available are of that character.

In addition to the potential value of such a supply for reasons above noted,
this would be an economical time for the Government to set up such a supply
as It is assumed the foods would be purchased on public bids and present prices
are, as stated, very low, often less than cost.

Tin as an mportant metal was mentioned by Assistant Secretary of War
Johnson in hIs broadcast address on April 5. Establishing a reserve supply
of canned foods, from present surplus would likewise conserve a very considerable
supply of tin.

This reserve supply of canned food is highly Important from the standpoint
of national defense. It is believed operation of the plan constitutes a real
service to the country, not only as a defense measure, but for other reasons
covered in the following paragraphs.

Agriculture.-Canned foods are of basic Importance to agriculture, utilizing
the produce from several million acres, and providing a very Important element
in agricultural Income in every State In the Union but three. In addition to
the income actually (erived from the canning crops, agricultural income Is also
affected in other ways. For Instance, if the canning factories, 3,400 In all, are
unable to take their usual amount of produce, a considerable proportion of it
will undoubtedly be thrown on the already overstocked fresh market, thereby
further demoralizing same, not only for these particular farmers, but all other
farmers growing fresh produce.
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There exists a trying, even hazardous condition in the canned foods business.
today. The preserving of perishable and seasonal food crops from farm and
orchards in air-tight containers for use throughout the year Is naturally an
activity closely connected with agriculture. A large proportion of tile factories
today are in relatively small towns and In villages. They are an integral part
of their respective communities, in fact, the canning factory is the major cash
distributing agency for many towns an( their adjacent areas. The degree of
their prosperity or adversity very directly affects the Income of the surrounding
agricultural sections and of local business in the towns where located.

EmploymcnLt.-The canning factories are also a very large factor In the labor
market of the country. Hundreds of thousands of farmers and their employees
are engaged In growing and delivering their crops to the factories. Additional
hundreds of thousands are engaged In the factories themselves inI preparing and
canning the various products. There are also a great many thousands of addi-
tional employees In the affiliated industries, such as machinery manufacturers,
box nkers, label makers, can makers, and employees inI the steel mills who
make the tin plate that goes Into the tin cans.

Industry.-Most canning plants, by the very nature of their origin and back-
ground, are better versed In preserving farm produce than they are in imer-
chandising the finished goods. On the other hand, distributors of canned foods
to whom the factories go to sell their finished goods have buyers whose sole job
Is to buy commodities at the lowest possible figure, having at hand market
information from the entire United States on each Item, and constantly insisting
to would-be sellers that sald sellers' prices are too high.

Again, due to the short season of packing time-often only a few weeks during
harvest season for the perishable crops-most factories operate mainly on
borrowed money, using their finished goods for collateral as fast as packed. The
canning activity as a whole is very much underfinanced. As a result, finished
goods very often cannot be carried and merchandised on a year round basis, and
when, due to large crop yield or any slowing (]own of general business conditions,
a surplus develops, "distress lots" of canned foods are plentiful, forcing the
prices below cost. These stress conditions are very much in evidence at present.

Yields on produce and fruit were high in 1937 and 1938. Inventories of canned
foods carried from 1937 to 1938 were heavy. The combination has kept the
price of many canned foods below cost for nearly a year an( a half. The small
working capital er package of food preserved has been further depleted.
Buyers naturally have used this condition to buy at lowest possible prices, and
almost on a day-to-day basis.

%,tmmary.--The situation, therefore, is as follows:
On the one hand we find a large surplus of canned foods of undoubtedly tile

best quality ever produced. This oversupply Is a handicap to agriculture, labor,
and industry alike. It forces discourage(] canners to reduce operations drasti-
(ally. Should a sudden, unforseen demand be made on the industry, under these
conditions, a decided shortage would most certainly develop. This shortage could,
and might, occur at a time when It would constitute a national calamity. An-
other nmaJor point is that this surplus of excellent canned foods Is priced exceed-
ingly low. The many items of canned foods included in this surplus supply make
possible a wide and balanced diet. These goods keep perfectly over long periods,
and are in compact form suitable for rapid, economical transportation and
storage.

The suggestion is, therefore, repeated: That a government reserve supply of
these canned foods be flow established in the sincere belief that such reserve will
b of material benefit in achieving the four following aims:

1. To round out the program of preparedness for national defense.
2. To improve and protect agricultural income.
3. To stabilize nnd increase employment.
4. To save and stabilize a basic industry.
NoTE.-Attached hereto is a brief compilation of some of the statistical facts

regarding canned foods which may serve to emphasize their value and their
importance as affecting agriculture and other related fields of activity.

EXHIBIT D

Amendment to Section 719 of the Internal Rvenuce Code

In lieu of subsection (b) of section 719 insert the following subsections:
"(b) Borrowed invested capital.-The borrowed invested capital for any day

of any taxable year shall be determined as of the beginning of such (lay and shall
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be (except as provided in subsection (c)) an amount equal to 50 per centum of
the borrowed capital for such day.

"(c) Borrowed invested capital of corporations engaged in processing certain
comnmodities.-In the case of a taxpayer 65 per centum or more of the gross in-
come of which for the taxable year is derived from processing, canning, or other-
wise preparing for market any fruit or vegetable, or any fish or other marine life,
the borrowed Invested capital for any day of any taxable year shall be deter-
mined as of the beginning of such day and shall be an amount equal to 100 per
centum of tile borrowed capital for such day provided-

"(1) Such taxpayer's average short-term borrowed capital for the taxable year
exceeds 50 per centuti of its average equity Invested capital for such taxable
year; and

"(2) Such taxpayer's short-term borrowed capital fluctuates during the taxable
year to the extent that tile highest amount exceeds by at least 100 per centum
tle lowest amount of it. short-term boi rowed capital during the taxable year.

"(d) Short-term borrowd capital.-The term "short-term borrowed capital"
as used in subsection (c) means that portion of tile borrowed capital referred to
it subsection (it) which by the terms of the insltrument evidenciug the indebted-
ness matures iln less than one year front tile day for which tile determination
Is made.

"(e) Acerage equity invested capital and short-termn borrowed capital.-The
average equity invested capital for tiny taxable year shall be the aggregate of tie
daily equit:' investedi capital for each day cf such taxable year divided by the
number of lays in such taxable year. The average .,t;ort-terni borrowed capital
for any tat able year shall be the aggregate of the short-term borrowed capital
for each dy of such taxable year divided by tite number of days lit such taxable
yearr"

AuGusT 25, 1941.

STATEMENT ON tETIALF OF NATIONAL CANNERS ASSO(IATION

RE COMPUTATION OF BORROWED INVESTED CAPInA. uNDM EXCESS-PROFITS-TAX LAW

The Natital Canners Association, a trade association whose tetbers produce
approximately 70 percent of tite total animal pack of canned fruits, vegetable, and
seafood, respectfully suggests that section 719 of the Internal Roventte Code should
be amended to permit such cantners of fruits, vegetables, and seafood, under cer-
tain restricted circumstances, to Include 100 percent rather than 50 percent of
their borrowed capital itt computing invested capital for purposes of excess-
profits taxation.

Such amendment Is essential in order to permit these canners it years .f vood
earnings to pay off debts Incurred in prior loss years and to build up a reserve for
the loss years which, because of tile nature of the industry, are inevitable.

As has already been demonstrated to the conttnittee,' the canning industry,
perhaps more than any other industry, is subject to extreme fluctuations in oarit-
ingz from year to year. Profits and losses on the seasonal operations are deter-
mined entirely by natural factors-weatier, crop condition, insect infestations,
runs of fish, etc.-over which the canner can exercise ablsolutely 11o control.
These natural factors may result it a serious underproduction or a tremendous
overproduction, cithfer of which is equally bad and nay cause large losses for
the year's operations. It Is only when all natural factors cotnbine to bring abott
a production icely batanccd with demand that the canner has a year of good
earnings, and this may happen only once In 3 or 4 years. If the canner is to stay
in bisliess lie must, during this single year of good earnings, make tip the
httpatrinents which iis capital has suffered during tie bad years.

Unler the ternis of tie present excess-profits-tax law, it is difficult If not
iml)ssible for a canner to thus make til his losses of earlier years. The annual
fluctuations In earnings which tave caused this difficulty take it impossible for
hitn, it nost instances, to compute his excess-profits credit tinder the income-
credit method. Three of tile years Cit the base periot-1937, 1938. and 1939--
were for most of the Industry loss years, and most canners must, therefore,
utilize the invested-capital method of computing their excess-profits credit.

Because of another peculiarity of tile canning industry. however, tile method
ef computing Invested capital under tie present law is extremely inequitable for

I See the statement on bhhalt of the National Canners Associatiou filed with the com-
mittee by Paul E. Shorb on September 5 1940 Cit connection with the hearings on the
Second Revenue Act of 1910 (pp. 340-34? of hearings on H. R. 10413, September 3-5, 1940).
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most canners, Most canning enterprises are greatly undercapitalized and
operate to a very large degree on borrowed capital. Yet tile present law permits
slulch icannlers to consider only 50 percent of their borrowed capital in computing
Invested capital. Because of their underealitalization, mil this lImitition oin
the amount of borrowed capital which may be considered, the excess-protits credit
Of these citller8 Is thus limited and they are denied tile opportunity iln a year
of good earnings to make up their losses of earlier years.

The excess-profits credit carry-over authorized by section 710 (b) (3) of tho
Internal Revente Code, is, of course, extremely helpful, but it Is not sutllclent.
For It Is limited to taxable years beginning tifter December 31, 1939, and thus
does not Iermilt canners to make up losses for the 3 extremely bad years 1937,
11 38, and 10:9. Moreover, as we have seen, the excess-proffts credit, which may
be carried over under section 710, Is in Itself restricted by tile undercapitalization
of canners and tile linitation upon borrowed capital which may Ie consihleted
iII computing Invested capital.

Accordhigly, It Is suggested that section 711) of the Internal Revenue ('ode should
Ie aniendled In the fashion suggested at the enid of this statement, It will be
observed that this anndment permitting 100 pe-reet of borrowed capital to be
Inhcludd III completing inivosted capital Is subject to three lihuitat ions. First, It
Is Limited to thuse processing inidustries, whero Its need is greatest. Second, It
Is limited to coniallies whose short-term Invested capital exceeds 51) percent of
Its average equity Invested rapltal. Filially, tile ameidhiehllt Is milipcable (01ly
Whten tile coinpa ily's short-term borrowed capital fluctuates dtlring the tyaable
year to a specified degree. With these safeguards the amendment will constititto
no serious drain on the revenues to lie produced by the bill.

.\MENIIMliNT TO EtCTION T11l OF TIlE INTIYI1NAL liIAENUK CODE

II lieu of suibiseetioli (b) of section 711) insert the following subsections:
"(b) ?orrottcd ill'stcd capital.--The borrowed invested 'apital forf afy

ifty of fifty taxlule year shall he deternilneid as of the beglinilig of such day
fill(] shall ie ( except as pIrovided III slisectionu (e) ) ail alollollnt equal to
1) li'r eontain of the Iorrowed capital for suchil lay.
"c) Ilorrowcd irCstcd capital of corporations ctflfJIpCd in j1oc-cssiI certain

conmtodiic.-Iln the cise of a taxpayer 05 per ('eliill or ioire of the grois s
income of which for the taxable year Is derived from processing, eannii,
or otherwise preparing for market inty fruit or vegetable, or fifty fish or olher
marine lift,, the borrowed Invested capital for any day of fifty taxable year
shall lie determined as of the beginning of such day aid shall be all alioutilt
'qiil to 100 ls'r centum of thl borrowed capital for such day plrovided--

"(1) Such taxpayer's average short-term borrowed capital for tile taxable
year exceeds 50 percentuni of Its average equity Ilnvestel capital for such
taxable year; aiil

"(2) Such taxpayr's short-termi borrowed capital flictuates during the tax-
able year to lt, extent that the highest amount exceeds by at least 100 p er
centillii tile lowest almolllt of Its short-term borrowed capital during the taxable
year.

"(d) A,'hort-term borrowed capittl.-IThe term Ishort-term borrowed capital'
as 11sed III subsectim (e) means that portion of the borrowed capital referred
to Inisllbseetiol (a) which by tile terms of the instrument evidncinig the
Indebtedness matures in less than 1 iear from the diy for which tile deter.
minatioi is made.

"(e) Ar'rage ('quily inrc-stcd ca(fitol and short-term borroWt'd C(pital.-The
average eqluilty Invested capital for fifiy taxable year shall be the aggregate
of tile daily equity Invested capital for each day of such taxable year divided
by tile number of days Ili such taxable year. The average short-terin borrowed
capital for ally taxable year shuill le the aggregate of the short-term Inorrowed
capital for each (lily of such taxable year divided by the number of days lit
such taxable year."

The CIIAIIMAN. Mr. Parker.

STATEMENT OF LOVELL H. PARKER, TAX ASSOCIATE,
WASHINGTON, D. C.

Mr. PAIRKER. Mr. Chairman and gentlemen of the committee. I
am listed to appear today as a "tax associate." I have preparted a
rather lengthy, though condensed, memorandum covering certain
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phases of tile bill in general. That inenioradtllm) is too long to dis-
(Ci5., a1d. with your l)e 1wriliss0n, I will file it for the record.

That is tile first memorandum you have before you. I think )ou
may find some figures of value ill it, especially those in connection with
the surtax rates, which is a subject which has not been completely
develol)ed, I think, before the committee.

Since I asked for time, one of our clients, the Republic Steel
Corl)oration, has asked me to present briefly two points ill their
behalf concerned with the excess.l)rofits tax, and with your' per-
missiiol, I will read a statement thereon. I think it, 'will take
i)erhal)s oinly 8 or 9 miiutes. The two points which will be dis-
cuissedti are, first, the special 10-)ercent tax inlJposed under certain
cMn(litios upon cornl)auies making use of the invested-cal)ital method,
1111d, second, the reversal of the method of credits which results in the
excess-l)rofits tax being (colrl)uteri without prior dedluctiol of the nor-
mal tax. I now read from the memnloran(unm presented in behalf of
Rel11blic Steel Corl-oration:

Under (lbte of Sel)ember 5, 19,10, in comectioi with hearings
on the Secom Reveme Act of 19.10, Republic Steel Corloration,
tho third largest steel company in the world, filed a miemorandui
with this committee advocate g a crmin eiredit allowance of 6
percent oi1 invested cal)ital before the imposition of an excess-l)rolts
tax. (See hearings, p. 255.)

Copy of this memorandum is attached hereto for consideration
by the comninittee in connection with the memorandum which I am
now reading. For l)resent ppi'oses I desire, however, to quote tile
conclusion of the memoranilum of September 5, 1940, as follows:

We sulmit that If Itepublic Steel Coriporation IS not ljsrilItted to earn fit
least 1 percent of Its Invested capital before the Imlmsition of any exess-
profits tax the explinsion of its Imsiness will be retarded, the number unl welfare
of its 50,o00 oeIIlioy'es itdver'sly affeted, ind, Il the long run, the mount
of taxes pal tile (lovernunent dlllnihed rather than Increased.

Tile some cmshiderittlons are present lhi the ease of most of time other units
In the steel Industry as Ims been shown by Industry figures heretofore appearing
ili this nmemaorandiulm. Undoubtedly they iiso obtain li other Imlmrtant
Itndust ries.

I pause at this point to say that at the conclusion of this me1o.
rahl(htm I shall read to the committee a letter from the treasurer
of o1e of the largest comllanies in an entirely disrelated industry
which will bear out what has just beeu stated about industries other
thani the ste1 industry. Resuming our quotation from the original
meror (luill :

Therefore, we reslleetfully urge that thle Cogress of tile Unitedi State make
lpproprinte lprovisoin hi le proposed tax witl for the 11llowamcle of it Credit

of 0 lvreent at least IlMnot Imvestcd ci)tal before the lmltisition of inl excPSS
l)rofits tax.

In enacting tile Second Revenle Act of 1940, Congress saw fit to
permit all 8-percent credit, which provision this company regarded as
not only fair but wise from the Government's own standpoint.

The memorandum, above mentioned, sought only to show that in its
own case, and il tile case of manty corporations with similar listoriqs,
6 percent was tile very minimum which should be allowed if tile abso.-
lute necessities of successful operation over a period of years were
regarded. Republic Steel Corporation has no desire to make exorbi-
tant profits out of the natimnal-defense program. It has no desire-
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even if it were able-to build uI ) unnecessary surpluses, pay unreason-
able dividends, or to create any millionaires. It does desire to main-
tain its credit, to pay its debts, to promote tie welfare of its em-
ployees to maintain its )lants, and to pay some dividends at least to
its stockholders who have invested their money in its business. It
feels that the best interests of the country as well as its own will be
served by such a program.

AEarlnigs history of last deade.-For the 11-year period 1930 to
1940, inclusive, the total net income of Repiublic Steel Corporation
after deducting deficits has amounted to approximately $15,500,000.

The year ofhighest earnings was 1940, vien earnings amounted to
al)lroximately $21,100,000. Tile year of greatest loss was 19:12, when
the company showed a red figure of approximately $11,260,000. If
the earnings for 1940 were eliminated, there would have been a defleit
of over $5,000,000 as a result of operations for the 10 preceding years.
In fact, Republic Steel Corporation was unable to pay any divilen(ls
on its common stock from 1931 to December 1940. 'hIe total average
annual return on its invested capital of approximately $300,000,000 in
the 11 years in question, has been about 1.8 percent.

Senator CONNALLY. flhat includes 1940, does it?
Mr. PARKER. That includes 1940; yes, sir.
Even in the banner year, 1940, its earnings were less than 8 percent

on its invested capital.
A corporation cannot continue to exist over an indefinite period oin

such a small margin of profit. Where its history shows that a proces-
sion of peaks and valleys is inherent in its business life, it must be
permitted a reasonable profit, before excess-profits taxes are applied,
in the good years in order to recoup the losses of the deficit ears.
This is especially true in the case of the steel industry whose history
shows great fluctuations in earnings.

Objeotimt to proposals -h pending revonu bill.-The pending reve-
nue bill (H. R. 5417), as passed by tile House of Representatives, makes
substantial changes in the excess-l)roflts tax as it now exists. We shall
not protest against the proposal to reduce the rate of credit from 8 to 7
percent on invested capital in excess of $5,000,000, although we think
that a continuation of the present 8-percent allowance would be better
for the Government itself in tile long run if large future revenues are
to be obtained from corporation income taxes. However, we (1o wish
to register a strong protest, first, against the special 10-percent tax
proposed, and, second, against computing the excess-profits tax before
deducting the normal tax-that is, against reversing the credit allowed
by existing law.

Senator BRowN. Tell me, as a tax expert, does the 10-percent reduce
tile credit below the 4.9, or is 4.9 the minimum ?

Mr. PMnKER. The 10 percent would reduce it below that. Just tile
reversal of the credit would result in the 4.9 percent.

Senator BROWN. Is that so?
Mr. PARKF.I Yes, Senator. It is almost impossible to say what

tile 10 percent woull (o. It would depend onl the earnings during the
bso period. It. might not a)p)ly at all.

Senator BROwN. I get it. Iii some instances it could reduce it to
a point below 4.94

Mr. PAHKUIa. That would be the effect; yes, sir.
Senator BRowN. So instead of 8 as we originally had it, we reduce

it to a point, in some instances below 4.9?
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Mr. PArKmI. That would bo tile result; yes, sir.
Senator Bnowr;. I see.
Mr. PAAmi. These two subjects will now be briefly discussed.
Special 10-percent tax: The pending revenue bill proposes a special

10-percent tax oil corporations using the invested capital method.
We believe and will attempt to show that this represeints an unfair
and unwise discrimination against companies which are, of necessity,
forced to use the invested capital method.

First, we should like to point out that the Treasury Department
itself has consistently advocated the sole use of the invested capital
method. Without taking sides in such a controversial issue, we feel
that the bill should at least insure that those companies whose earn-
ings history compels them to use the invested capital l method will not
he penalized in so doing, as against companies w iich are able to make
use of the average earning bas. Yet, this is exactly wlat happens
under the provisions of the House bill.

Congress has recognized the necessity of the two separate methods.
It Ias said in effect t iat corporations shall at least be entitled to soie
fair and reasonable earning on invested capital before the imposition
of an excess-profits t.,X.
It, has further saitt that in the case of corporations which are

fortunate enough to have a history of stable earnings, their aver-
age earnings over a period shall constitute the criterion, even though
the credit so established may represent many times the rate of return
on invested capital allowed to companies using the invested capital
method.

We submit that the two methods are designed to take care of two
entirely different situations and therefore are in no way related.
And ) et, in the House bill, for reasons which certainly have no sup-
port in logic or fairness, the two methods are commingled in the case
of companies compelled to Ise tile invested-capital method-but not
in tie case of those using the average-earnings method. After pro-
viding for crediting a reasonable return oil vested capital, 8 and
7 percent the House bill then says in effect: "But we will also relate
your credit to your earnings history and if you have had only a
small percentage of earning or none at all during the base period,
then we will tax you 10 percent on tile difference between those earn.
ings and current earnings."

In other words, it penalizes such companies for lacking the very
characteristic, that is, stable earnings, which, if possesed, would have
enabled them to make use of the average-earnings m11ethod in the first
instance and thus possibly receive a credit much greater than would
bepernitted under the invested-capital method.

Equality of treatment in this situation, if the House proposal is to
be accepted, would require that corporations which use the average-
earnings method be limited to a definite percentage return on their
invested capital no matter what their average earnings may have
been. The two prIihciples are exactly the same. Of course, we do
not advocate this because two wrongs do not make a right.

This special 10-percent tax may apply, in fact, to corporations hav-
ing earnings of less than 1 percent on their invested capital, where
such corporations had no base period earnings.

We think we have said enough to demonstrate not only that. the
proposal is unfair and discriminatory, but that it will make irrepara-

0177-41-08
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ble inroads on the income of companie.,, which must be permitted to
retain t stibstantial proportion of their earnings ill good years if they
are to survive the inevitable bad years.

Reversal of eredits.-F(Iially as unfair as the provision just dis-
cussed, but at least not discriminatory since it, app les to all corpora-
tions alike, is the proposed reversal of credits, whereuder excess-
profits taxes are assesed against income prior to deduction of the
normal tax. It shoul be noted, however, that the House bill benelits
corporations using the average earnings method with respect to the
method provided under existing law by providing that the earnings
of base period years bo computed without, deduction of income taxes.

In effect, this reversal of credits amounts to tile imposition of an
excess-profits tax not on real earnings but. on money already absolutely
earmarked to pay the normal tax, which is universally recognized in
accounting practice us a regular fixed business expense, to be deducted
before real net earnillgs are arrived at. It is no different in substance
than if an excess-profits tax were'levied on money about to be used to-
meet an interest payment, a real-estate tax, a l)ay roll, or any oht lr
fixed business expIense.

It is impos,)sible to say by what process of reasoning a tax oil such at
fund can he called or considered a tax on excess profits . It is not a
tax on profits at all, much less on excess profits. It is, in practical
effect, a tax on a liability.

The House report on ile bill (II. It. 5.417) ill fact, admits that this
reversal of the credits is equivalent to a reluctio ill tile rate to be
allowed oil invested capital before the imposition of the excess-profits
tax. The rel)ort states as follows:

The effect of the reversal of the deduction Is that the 8-lreent ertilit on Invested
capIttil provided In (tie bill Is equivalent to it credit oil Invested capital of 5.0
percent after deduction of the normal tax and surtax, anld the 7.1wreent credit on
Invested capital Is equivalent to a eedit on Invested capital of 4.9 percent after
deduction of the normal tax and surtax.

When the rate on invested capital allowed to the larger companies
is practically only 4.9 percent, such rate is far too low to permit of
stiiccessful operation in tile future years, as was pointed out. in our
original memorandum filed with the Committee on Finance on Septem-
ber 5, 1940.

Conectlsion.-We respectfully urge, therefore, that the special 10-
percent tax be abandoned and that the credit of normal tax against
net income before computing the excess-profits tax be allowed as in
existing law. I

Such action we believe to be for tile good of the Government its well
its the taxpayer, because by removing inequities and penalties, it will
encourage reasonable explansion and cooperation in tlie defense pro-
gran, and will tend to keel) our national income on the upgrade, thus
increasing the revenue yield, since there will be more income to tax,
More important than tile revenue for the one fiscal year, 1942, is the
sustained revenue yield for subsequent fiscal years.

Submitted in behalf of Republic Steel Corporation by Lovell H.
Parker, tax associate, Guy & Brookes, Washingtot D. C.

Now, I would like to submit this letter by Mr. Weaver.
The CIAIRMAN. Mr. Parker, before you leave the Rel)ublic Steel

Corporation case, if th special 10 percent. were eliminated you would
have a credit of approximately 5 percent against your excess profits?
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Mr. PAI% riui. You Itteanl becalIse, oil tile first $5,000,000 you would
get it certain amount of credit at 5.6 l)erCenlt'

'11h CA1IRMAN. I mean ti elimination of the 10-1)ercent special
lux would have that effect if) your case, which would b* higher than
any earnings of this l)articular company during tho lI-year period,
or during tiny fixed period as shown by your table, except in 1923
and 1929. In both tho.e years it did make somewhat above it, and
also in 1926.

31r. PARKEiR. Of coose, in 1940$ as we pointed out, nearly 8 percent.
The CH\AMAN. YQs; that is trie.
Mr. P InKiut. And still when you consider the amount that must

he use (l it a corporation (W. 4XpalSiofl and puther )or)oses, and the
number of stock hiold ei-involved-because, afton all, these corpora-
tions tire more or less cooperative enterprises, and,.there are a lot
of small stockh~e~rs whose income del)etls oil these corporate earn-
ings and if the Atockholders get incoile, thei they pay taxes-I do
1toi think, considering the last 10 years, when you have average earn-
ings of onllhv1.8 percent, that -is sulilicieut, it having already beenolted olitythat when this eplergenY period over ai e01nomic

disturitbancewill arise which Wij require somebaucklog it thstrelas-
Ilry of a 41inpa,,y.kt atoi4LA 'T, OLI, Iro,. Iloe ?ote first q(trter of 1941 co paro
with the irst quarter of 1940 1Mr. PA#1031a. 1, , , ', .. .. [

~eitto~\ LA 1Ie.'PrE. 'YVA-.
Mr. PA jK]K l. It itila)OVC It," Senatoo ,8eltor1"i[A FOmu-6,'t: D0'you kn~o , htow Mclifht '

Mr. lmIA$il. No; t(10fnot, Senator.. I ca. find thI t out sup-
ply it for tilt record, If you desire,, haven't the 1941 figus here.Tlhe CIAJ*AN. With the eljnitttp of t]e JO~lercent .tx, that
special 10-percit tax, as i ,have stake! hlel rOSeveral I i s in the
hearing, in vie ,of the graduated -tax,you have got a f,' deduction
in your case of alipoximately 5 percent, and then witllte graduated
rates, you have net eau 'nings, from your showing,,.f approximately
7 percent, after the paymq-t of all taxes, normal tiid excess.

Mrt. PAiKrB. The gradiited -rat.,wou1&Be' of substantial benefit,
Senator, if it were based onl percentage brackets intsteadI of onl dollar
brackets, but when you get a large company, your relief from that
graduation becomes insiglniflcant.
The CHAIMAN. That is trite and it reflects directly back on the

stockholder, of course,
Mr. PARM.R. And, therefore, the company. The big companies

making big earnings, regardless of the fact that they may have 600,-
000 stockholders, will practically pay 60 percent on nearly their
entire income.

The CHAIRMAN. That is true. I think even under the graduated
rate an( with the culmination of the 10 percent, it should be up
considerably.

Mr. PAliEm. This letter, which I had started to present, reads as
follows:

INTUIMMAIIONAL PAPF.R CO.,
New Yor', N. Y., .4 figust t0, 191..

Mr. Lv WLT. 11. PARIMa,
miv & lllooi(E8, Washintlon, D. 0.

DARA MR. PARKER: I have read ith great Interest the inemoratdum of the
Republic Steel Corporation with respect to proposed changes In Invested-capital

1463



1464 REVENUE ACT OF 1041

method of computing excess-profits tax aid am In complete agreement with
the reasoning behind this memorandum.

While you deal only with the steel Industry, many other industries, Including
our own, are similarly affected. For the 10 years ending December 31, 1910,
International Paper & Power Co. was able to pay only $9,731,000 In dlvilends
on approximately $93,000,000 of preferred stock outstanding during tills period,
an average of only slightly more than 1 percent per annum. Of this amount
$5,787,000 was paid In 1940. During the sane period, the common stock re-
celved no dividends at all.

I feel that the reduction in the Invested-capital credit from 8 to 7 percent on
amounts over $5,000,000, the special 10 percent tax proposed, alnd the elimina-
tion of the normal Income tax as a credit against exeess-prolits tax income,
discrilminate against the very class of corporation which It should be InI the
interest of the Government to build Ip. This discrimination consists of (1)
a reduction In the invested-capital credit plis the Imposition of the 10-percent
tax proposed whereas the hise-period-earnilgs exemption Is Increased by elinl.
hating the deduction of income taxes iII the laise period, and (2) an additional
penalty by the elimination of the normal Inicomne tax crldit against excess-
profits-tax Income whereas this is minlinized to the corporation using the aver-
age-earnlngs-hase credit by adding back normal Income taxes inl determinig
the average-earnings-base credit. While It is true that this latter provision
aplles to all corporations generally, the fact is that the "average earnings"
corporations have a material amount to add back while the "invested capital"
corporations add back nothing or an insignificant amount and it only helps them
Ini reducing the additional 10-percent tax proposed.

Wly should any Investor invest his money In an mIndustry which I subject
Inherently to heavy losses in some periods and large profits In others If the
large profits when earned are alproliated by the (overnment in the form of
discriminatory excess-profits taxes?

I am not arguing against excess-profits taxes as such but merely for reason-
able credits before computation, taking Into consideration comlmanies Inherently
having wilely iluctuating earnings and low earnings in the base period. To my
mind the credits provided In tie 19-10 act are reasonable and should not be
changed.

Undoubtedly the changes InI these credits made by the House bill will produce
more needed taxes. My thought is that this needed sun should be raised lit
some manner that will affect all corporations alike (unless it can be raised
through broadening the personal income tax base, a wage tax, or a sales tax)
and not by a method that discriminates against the very class of corporations
which should be helped, If private Investment for profit Is to be preserved.

Yours very truly,
11. It. WrEvt-s,

Vice Preident and Trcasrcr.
Now just briefly recapitulating what we have said, in the case of the

Reputblic Steel Corporation, one of the largest steel companies and
fairly typical of the steel industry in this country, it appears that
over an 11-year period total earnings on its average invested capital
during that period were only at the average annual rate of 1.8
percent.

Furthermore, but for the large earnings in 1940, it would actually
have earned $5,000,000 less than nothing on its invested capital over
a period of 10 consecutive years.

.ina lly, for the 10 years preceding I)ecember 1940, the corpora-
tion was tumble to pay a single dollar as dividends to its conimnon
stockholders.

Now, in the case of the International Paper Co., the biggest coni-
tuny of its kind in the world and therefore typical of the paper
i 1u'hstIy over the entire decade from 1930 to 1940, it was able to

i o1y it total of al)proximately 10 percentt to its l)referred stock-
iolders oii the nhoney invested by them in the company, that is, an
average of only 1 percent per year. Of this amount over 50 percent
was paid in 1940, the only really good year of operations during
the period.
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During the same decade, the company was unable to pay a dollar
to its common stockholders.

In other words, here are two large industries, one admittedly hav-
ing to do with the national-defense program, and one having no
direct connection with the defense program, both of which-

Senator CONNALLY (interposing). IA me ask you, this company
that, paid 10 percent on preferred stock, what relationship did thatbeart

Nit'. PARIKER. That was 10 percent in 10 years, or 1 percent in
1 year.

Senator CONNALLY. Ten percent in 10 years?
Mr. PRuci: . That is right. We think therefore, that thes, two

cases show the necessity for permitting companies so situated to earn
a fair return upon their invested capital during years of active busi.
ness if they are eventually to survive the years of deficits from
operations which must inevitably follow if history repeats itself.

That is all, thank you.
Senator VANDENBER l. Mr. Parker, I would like to ask you one

general question. If there is anybody in the country who knows
the problem with which we are confronted from this side of the
table, you do, because of your long experie, nce with it. I have run

through superficially your general brief, in addition to the particular
subject which you have been discussing and, in every instance, you
seem to be suggesting the elimination of tax revenue from this bill.
Would you care to offer any suggestion to us as to where we might
make up the amount that we wou1(1 lose if we follow your suggestion
with respect to deductions?

Senator CONNALLY. May I suggest that Mr. Parker has quit the
prosecution and gone over to the defense

Mr. PARKER. Yes; I do not mind answering that question Senator.
Of course, in the first place, under a revision of surtax schedules, I

did not mean to reduce the total revenue, I meant ironing out the sur-
tax schedules so as to make then more consistent.

If you lower the base, you will ge t just as much from the income tax
on ind~ividluals as before, I believe.

Now, as to corporations, I would make the base fair, even if you
had to increase the normal corporate rate. Going further than that,
of course you face a real problem, and I know that some Members
of Congress have publicly stated, even those who have objected in the
past to any form of sales tax, that we might have to come to such a
tax. What form that should be is hard to say.

I studied those taxes for years. For instance, the gross income tax
is the most productive. It permits of pyramiding and is unsatisfac-
tory at too ligh a rate.

Then there is the manufacturers' sales tax, the retail sales tax, and
tle purchase tax, which is now used in England.

te only thought I had was if you have got to have such a tax, why
wait? If it is admitted that you have got to have one anyway. -

Senator VANDENBERG. If you had to choose between the various
general tax principles that you have related, which one would youchoose I

Mr. PARKER. I believe in going rather slowly in trying out now
taxes. I think we should try out tle purchase tax first which. while

1465



1466 REVENUE ACT OF 1041

a good deal like the sales tax, eliminates the tax on tile necessities of
life, and is more flexible thian tile ordinary sales tax, beettuse the item
are specified which are to be exempted or taxed.

Senator VANIENIIEI. hlatnk yoU.
The CII,\tlIM,\N. Thank you very much, Mr. Parker.
Mr. PmlnKFt.. Thank you, Mr. (hairiman ad Senators of the coin-

inittee.
(The matter subhnitted l)y Mr. Parker is as follows:)

Olpes letter to the Senate (ommiltteo on Fintmee from Lovell It. Parker, Tax ('onoiltant,
Wahlulbigton, 1). C.i

'Jo mhe Comatiltc on Fbtitce,
fllited iates Nelcate,

Wa'ai(luon, I). C.
Yl TIAH (tIAIRMAN ANWh Miileita 01 'rile ('oMMITTEIt: \Vhih' it will undoulbtedly

hi' Imiiptaelhal oil lccoClunt of tiltb thile (e'illeWt to attelmpt ii completee revision of
our- Internal revenue lIwS hi ('oilot(tin with ti )il IW 1iniing Iefot'o yOIIl
coinittee, I to Iellev'e tiat, InI view of tlio very high rates whhh are irol)OSe(,
tile incoine tax base should I' 11111(h as equitable as Iossible at this tie to pIe-
vent grave injustlees. fin otlier words, the lIcoie tax Iose Is Just its Iporthnt,
or more so, tMan tile rlts of tax,

I am taking the liberty of drawing to your attention ee'rtoln matters which I
consider worthy of consideration in conviction with thuls hill, whether they are
general or mpeelal In el hracter.

1. How iluch additional reevenuet-When disellsslons with resl)ect to tile
revenue hill of 19.41 began before the louse Ways and Means Counlittee, oil
April 24, 1941, the Secretary of tile Treasury asked for $2,500,000,000 of addl-
tional revenue, which lie adniltted would he "il Increase without precedent."
At tlit time It was estimated that about two-thirds of the cash expenditures
necessary to runi tle (loverintnlt dllring tile fiscal year 1942 would come from

taxes (existing and lropxsed) and tlat one-third would he provided for by
borrowing. There was no nIgle to that formula nor Is there now.

On May 22, 1II, 1 made a statement Iefore tle Ways and Mentis Committee
(see p. 1405, vol. 2, of louse Ilearings oti Ilevenue Revision of 141), front
which I quote:

howeverr my theme Is to suggest to tile committee that It should so design
tlls tax bill as to raise 21/ billion dollars fi the first year Instead of 3 1/j, and
If you do you will l)robably get 3 ,§j billon dollar. In tile second year; whereas
If you put a 8 1/j billlon-dollar tax on the country i tile first year you will probe.
ably only get 2 1/j billion dollars Ill tit second year; tlat Is, inder the Illpac
of tie tax program as proposed by tile Treasllry Department, the burden will
be so great is to decrease the national ihwolie and to decrease the tax revenue."

It Is true that since tile above stateltents were nade tie appropriations have
been Increased several billions of dollars, and I realize that your committee
will, In all probability, try to reach a goal of 41/j billion dollars. I still feel.
however, that more important tMian Inmediate revenue is continuous revenue
for future years. If, therefore, your committee can design a bill which will
provide for 3% billion dollars of additional revenue in the first year, that Is
much to be desired, provided that it toes not ini subsequent years depress our
national income and our tax revenue because of the effect of the new tax system
on our economy. It swsin necessary, If we are to place our principal hope for
revenue on income taxes, that we have a large volume of lIneome to tax and that,
therefore, the tax bill must he designed to give reasonable Incentive to our
citizens to work, invest and produce Income which van be taxed.

To answer the question of how much additional revenue should be raised, I
would reply that the limit and the nlethods should be so fixed as not to prove
t deterrent to tile maintenance of our niatlonal Income over the years Immediately
ahead.

2. Surtax tehedido.-It Is remarkable how little testinlony has been given
to tile committee on the subjec-t of surtax rates. Yet thls schedule, muder the
new proposal of starting surtaxes on the first dollar of ttxabl-3 Incoile, vitally
affects milllions of our eltisens.

Of course, tile schedule I4 supposed to be based on tile principle of ability to
pay. This phrase "ability to pay," however, Iss been wrongly used. It has
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,tvrred as an1 excse for all kinds of punitive Nixes und till kinds of tax reduction
steines. That Is, on11 school of thought would take away In taxes 100 percent
of it Inain's earnings over tie national Ineone llveriige of about $1,400 per capital ;
lie other school would either abandon the Inconie tax or levy on Incone the
siune tax percentage, regardless of the aniiount of the Ilcone.

l'ortunately, up to tills thie, the congress s has adopted neither of these ex-
tr,,ine (Niurse4, but has attempted to Ildopt a Sehteduile which, while it tllie
shtt'ly gradiited, lilts, with possibly some exceptions, left the taxpayer a reason-
llble hSU 1fiC the I)liynelit of his Incone tax its ia reward for his labor, knowl-
edgo, anl ability. 'lits his efforts tand his Incentive to employ his talents
usefully have been fostered. In my ophilon, the' surtax schedule )rOlpsed in
the pending bill In many instances psimes the (hl-ger p)ilnt and will not leave
the taxpayer sufficient reward to give hin the proper hicentive.

The Revenue Act of 1118, enacted In it shnila Ilerlod, Imposed ulnpreeeielitely
hlgh lilt'till Inlxes ind yet tills lroposed revenue bill of I41 far exceeds the
rles of ltax inlposed by the 19)18 Act. In fite, every person with a net inwonu
of over $2,30) pays more tax under this ill. nd many its much as 80 perce ut
Imore. The totel hilolne tax on ia married IatI with no dlpenlents tlnder the
1118 net find tnder the pending hlll Is shown by way of compurlsue In the
following teible :

('fnmpliftire hllronleea.x table, R'eeeetic Act of 1918 atl propo-qtd rtvr(t' tiC bill
of 19')l

iMarried tmtan with no delkndents

Perc,ut fit.lPervent tax 1941 (pro. Percent tax Increws In create it
Nrt izcone 1918 to [et to net

Itcoto e Iosd) tIome ax tax over

$ )........... 30 1.2 $38.50 1.5 S 50 2s, 3
t&,AX)o ...... .60 2.0 85. 80 2.9 23.80 43.0
14.000...... ... 120 3.0 180.40 4.6 60.40 60.3
10,0) .--. ISO 3.6 . 308.00 6.2 128.00 71.A
$,100 ......... 2.50 4.2 435, (A 7.3 tM. 60 74.0
$7,0. ............ 390 5.6 596.20 8.5 200.20 62.0
P.w14 ......... .810 0.6 766 80 9.5 2i8. 80 42.18
119,0) .. . ... 680 7.6 90t,40 10.7 281.40 41.4
$10,Wo .... 0... 8 8.3 1,166.00 11.7 33. 00 40.5
$12M0 -. . 1,150 9.6 1,6 3.20 13.9 513,20 44.6
$15,W 0 ......... 1.670 11.1 2,515.40 17.0 875.40 62.4
$20q0 . ......... 2,630 13.2 4.3,34 40 21.7 1,708.40 61.9
$25,00 .... ,720 14.9 ,05. 40 21.0 2,785.40 74.9$K;S!OrO... . 4,9 00 16.4 8,93& 040 29.8 4,.000. 40 1l.2

, ....... 7, 730 19.3 14. 1M. 40 35.8 , 84 . 840 3.6
,w l -. ....... 111030 Z.0 20, I . 40 40,0 8. .972,40 81.3

.14,830 2.7 2t 200. 40 43.7 11,370.40 76.7
19,130 27.3 32, 62.40 46.6 13, S2 40 71.2

$,0,AI 23,930 29.9 39,318.40 49.1 15, . 40 64.3
$1,003 .. 35,030 15.0 53,310.40 83.3 18,280.40 52.2
$,,o0 47.8.M0 39.9 67,479.60 5. 2 19,6t9.60 41.1
$140,0) 60, 0) 43.3 81,359.60 M. 20 79.60 31.2
$1 000 ......... 67,030 44.7 8, 299.60 8.9 21,269. 60 31.0
$2,,00 .... 137.030 84.8 169,013. 60 63.6 21,983. 60 1.0
$,x).o. 323,030 6.6 348,80. 60 69. 4 23778.60 7.4
$7.51.0 .. . 13, 030 68.4 40, 537. 60 72.1 27, 7.60 8.3
$i,( ....... .703,030 70.3 7, 519. 60 73.7 33, 489. 0 4.7
$2,000,00......... 1,473,030 73.7 1,529, 501. 0 76.5 6 .471 60 3.8

The figures given cant be mo /e readily visualized by the following chart which
shows graphiceally the percentage of increase In taxes proposed iII till bill ont
hcontes tip to $140,000 over the taxes Iposed by the War revenue Act of 1918.

It Is apparent from tie tteble and chart subultltted that either the measure of
ability to paty wets till wrong lit 1918 or It Is all wrong now, for tie Increases
are entirely Inconsistent. P'rom tle figures given, it is clear, for example, that
it married man with a $0,000 net Income under the bill is deeted to be able
to stand a tttx Increase of 74 Iereent over his 1018 tax, one with a $10,000 niet
noinme till Inerease of only 40% -Xrcentt, and one with a $40,000 net Itcone an

Increase of over MYj percent.
Ilt Is urged, therefore, that the surtax schedule be more earefuilly studied and

the increase made inore consistent throughout the whole schethle.
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3. Baritcd fnomni reUef.-Tiie present law merely retains the principle of a
ilifferentilatlon between the tax on earned income and on Investment Income with-
out giving [IDy adequate relief. For example, at married matt with a net Income
of $10,000 from salary tinder the p)roposed bill pays n Income tax of$,1,
while a inarried matt with it net income of $10,000 from invekitnients pays an.
Income tax of $1,100.80, a difference of only $30.80. In fact, the waximnumi dif-
ference in tax on earned Income and unearned Income Is only $48.40, on account
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of the provision In the law which stipulates that not more than $14,000 of income
shall Il) considered its earned Income. It Is believed that this difference iln tax
Is entirely Inadequate.

In examining the relative tinancinl status of the man with $10,000, received
from salary, and of the man with $10,000 from investment Income who does not
work, I helleve that It Is fair to assume that the man with the $10,000 of Invest.
ment Ircone woulu have approximately $200,000 of capital. This means that he
does not have certain of tile out-of-pocket requirements which serve to drain
the Income of the salaried man. Roughly comparing the two situations, I have
calculated that the man with investments has left about $3,000 per year after
necessary living expenses, while the salaried man has only $400.

It socnts clear front the above that the atn on a imilary is at a distinct dis.
advantage compared to tile iman with investment Income, and has substantially
less ability to pay. The man with investmentt Income has amle funds to meet
etliergencles. The man on a salary lat lio such security. Moreover, and most
Important, it becomes under the proposed tax rates very difficult for a man
starting with no capital and his only Income front salary to build ill) any sui-
staitlitl capital. It Is believed, therefore, that consideration should )0 given to
an earned Income relief which, at least tip to it net Income of reasonable size,
should reduce surtaxes as well as normal taxes.

4. l'Rxemptiotmu for dlpcndents.-The existing law and the proposed bill allow
ant exemption (that Is, a deduction) of $400 for each dependent child under
the age of 18 years.

When such a dependent becomes over 18, the exemption Is automatically
removed. However, it is at tills very tine lit the case of a child attenditig
college that tie exl.,ts of tile rent it maintaining stuch elchild are the
greatest. It is belleved, therefore, that in the Interest of equity, consider-
ation should le given to providing that tite exemption of $400 for a child
should le allowed tip to the age of 21, provided such child Is attending
college.

5. Atimonl.-Under existing law and the proposed hill, a spouse who pays
altnony Is not allowed a deduction for such pitymentt in lis or tier return.
On the other hand, the spouse receivltng the alimony pays no tax. Ttils situ-
ation leads, under the utew rates now proposed, to exceptionally hardship. It
may be possible, it fact, for a man having a substantial Income andpaying
substantial alimony to have nothing left after payment of the tax, tiels Is,
of course, because he has to my tax out all of the lItcotme which lie enjoys
and also has superimposed upon is Icomne tile alnlony paid to tile wife.
It Is suggested, therefore, that the committee should provide for the inclu-
siot it l gross Income of the lxtyee such ullneny payments and exclude such
payments from the gross Income of the payor. As tni optional suggestion,
If legal questions atre ralged, It Is suggested that a miant lyi a tax on his
own income, reduced hy th niinoit of allmotny payments, and thl pay a
tax ott itis wife's Incolme hisofar as It consists of such alimony ipaytents lit
tin anoulit coiiptited oit the basis that the alimony playmeits were the entire
liet icone of a single person.
0. (ustodfan's fe,-For tiany years tie Bureau of Internal Revenue allowed

euistodlatis' fees, investment counsel fees, aind reasonable management expenses
in connectiott with handling personal as well is real property, to Ie deducted
from Income it arriving at taxable Income. These deductions, In the case
oif personal property, are now heing disallowed its the result of a court deci-
sion. It Is believed thmat thuse expenses should be allowed by the law, since
they ire its necessary in tt(- production of the Iionte which is taxed as In
the case of any other expelti In connection with the production of Income.

I. hVict'sa.profits tax on eo or recently formed oorporation.-Tho Congress
has willy provided, In the law now in force, for two optional methods of
computing the excess-profits tax-namely, the Invested-capital method and the
average-earnings method. Both of those methods are retained lit the pending
bill. These two methods give reasonable treatment to a great number of
corporations which would otherwise suffer exceptional hardship If only one
method were provided for,

Neither existing law nor the pending bill, however, provides for any con-
sistent treatment of new or recently formed corporations which have rela-
tively low capital and tire either completely or partially denied the use of the
average-carnings method because they were not lit existence during any or a
part of the base period.
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Our whole American philosohy Y deminds the vacouragenent of nsew bushi ,ise
and equal rights to them in eoiaparlson with rights enjoyed by the old. It fact,
Itililiy solid reaisonis b l' e h Iv all'ei why new ('oiiiplime sholil hive sime
sleeial measure of advantage tiurig the first few years of their existence over
the rights enjoyed by their ie ,ied conpetitors.

hince under existing law and the pirovisimoi of tie llwnig hill iew or retal tly
formed ('onil stilies lre denied tilt, use of the average eariings methods or st-iure
very Inadequate treatielint thereunder, It Is suggested that such comjniit be
eltitlelh te ooniiplte their overage earilnlgs base by using the first 4 years of their
existence its a criterioi or such lesser nuimer of years (includhig thn taxable
year) If they have not been ili existti e for 4 yeai . If it Is thought this miilght
open the(, door to profiteering, then It eoild be provided thit only i certali
ervientage of the average earnlligs lie allowed In Complitlhig the average eiilliiig-,

credit.
Mnch Is sidh about king thle lirollt out of wiar and lit of tilt, dfelit. pro-

gram. This is lnieritorlious to I vertilln exlltit, iiilt still We IiIIust keep iilive ilit'
lirofit uiiotlive. lFor exipile, everyone knows that Itoting Is more lmportilait
thlan suprenicy in the air, aid yet whii t Is ile ise of aiskiig i ii1 to liill money
into i new airplane plant If lie t iikes all the risk bil cli onlly reeilve iegli glehh

profits after taxes?
I inly Judgment the developh iivhtion mnanifacturing Iid stry Is so iiiipor-

ta nt to this eoutitry in iany waiiy tlit It 41iilhl lit PstiX'I'1iI].%' cliaSiJiled nnjill
op)llorliinity deliberaltely aiftird d the strulggling Smaller tunills to retlin ii sib-
mtantial portion of their present abnormal eirniigs for purposes of flire
levelopient.

, Ree'ral of czress-proflts ecdtt.-I have prepared ul anbmitteld i sillhil
niemorandum on this inid the following point li behalf of llepublle Steel t'orlls-
ration. I reslectfully refer the voninittee' to this nielnlirilnduni for my strong
viewtS oil these points.

I strongly urge that the proposal to reverse credits he elininaled.
9. SpceIrlal 10-perent tax.--ti, pending bill Imposes i sieelal 1t0-lerent pei-

illy tax ol corporations ling the Invested-ellpIill method of compitlung exces.-
prolits tax. (See mnemorandnu In behalf of Republic Slitel ('orlration.)

I strongly urge that this tax lie eliminated.
10. Qualiftied component corpn t1o1.-On account of it eehnleallty hi tltl- law

which Is believed to lnve been left In by mistake when the , Senate revised tlhe
House bill (second revenue hill of 1940). a corporation which forms it wholly
owned subsidiary during the Ilise-lerlod years and then dissolves It (liiriing the
base period eannot include the mubsidi ry's earning with Its owl In Computing
Its average earnings luirling the base wriod. Inatiialeh as this treatment seonlts
inconsislent nd Is believed to have related fromn milistake, It is hoped that the
commnnittee will see fit at this time to remedy the mutter by changinli the telil-
tion of a quallfild component corporation so that the date slelfied In the law
would he January 1, 1040. (See see. 740 (c).)

11. Personal holdhi comnanife.-Tlie purpose of the high rates Imposed lill
personal holding companies Is ohviou4l3Y to get it those cases where profits ar'
deliberately not ditributed In order to lpernit tin individual to ecape, high
murtaxes. Examination, however, proves that tile provision, its now contalied
in tile law, works Inequity In a number of situations which do not hlave this
ehmiracterlstle. It seems clear thit It should lie rewritten. F'or example, sliua-
tions arise where ii corporation's net Income Is taxed at tie 75-percent rate n?-
pllahhle to net Incomes of permonnl holding conlpaniles. III spite of the fact that
the total amount of this net ieone s dlstributed to the stockholders. It would
iilso seem equitable that ia rent company holding practically all tile stock of
a subsidiary conpalny ind receiving prictilcllly till Its hoinme'therefron sliulh
hot lie cons dered to be a personal holdIng coniiptiny. regardless of tile fact thilt
it possesses the legal characterstihs, sinie It Is really ani operating comalliliy.
There are n,'tual eases where for legIal reason thiel holding company (clliinot
ie dissolved or where practical reasons prevent dissolution, such is fnilcial
inability to retire otstalln(litig han1(1 issil. It will lie noted that there .4i
no special tax on closely held operatiig eoliallle.q.

12. Capital stook ta.-It Is extremely dfllcult for corlorntions durinit Iis:
eiergeniy period to make any curate predictions as to tlleir future earaihir
nod stlll such pre(iletlonis tire fneossry In setting their lluitil stock tax value.
It Is believed, therefore, fint for the next 3 year coriations should either
be given the right to revilue every year or it least, following the precedent
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estlibl h14ie III thle paNtt, shloultd be udlowedl at their opiot o 1(1 1 ncreatte ir
tieclareo vitii annually.

13. h~rel~i tire%-It would set'it thurt Some11 of the suiiili excIse tllxe4 wh'lich
ret urn lit tle' revetiue anid which nIily to it It I(les not1 hInte'rfring With) f enil lit i l
tlt'f4'lH4' proiililtt iltiglit %%wlII 011 il11i14te Whlu 14uc0 tiiXV8 dePCrIisv84 the t1NxiiIt
Ilii Illou of4110 till) iiidlist rIps tectedl mtid ti hus hardly pay for t he cost or
niitlit rtFttioli. For ('xililiJle, it inumbter'i of tiax014, suchi m; those oil sporthlig
gioods. momprtiut wit si1hig mliitldtne, outtdoor' itilvert king, aditItI( flit' ereasedti lx
oi l ifuty (lep~omlt boxes, could ht lie i 4. n111ted, ititiolig others'1, With vter'y lit tlet
41o144 (if roveiiiw.

('vnehon.- TiIH iiit'iitrmltiul IN ontly Iitttt1tl to pitllit out sonl114 of tile
giteru iu 8i4ill adsictei etures4 which It 1-4 b'liev('( tlii' (xllilitite let light well con-
Sidlelr III hw peiidinig bill1. We atre str'only of the oplinitn tlhat our whole, tiux
systuml needs 411reful rt'vI41411, I 11gh lujtes make It Impilerative hant the tnx tIisi'
bie fli Ii and lit so tii i tsl to pilrevent tiIscrlittl lllhu be1wt-iti hitistrlie4 o r
hit wi't' ilflervti I COrpi orlloniis IIn thle setmev InustrNy.

I ti'$4ct frilly suiittt'ii.

Taxr .lstovilet, Uii 4 )lio/~kcv, 11in'lit m~~i, 1). C.

STATEMENT OF DR. FRANCIS E. TOWNSEND, WASHINGTON, D. C.,
FOUNDER OF THE TOWNSEND NATIONAL RECOVERY PLAN

TheV (1ltAlRtM 4 AN. D)i'. '1'Wtisenld, v'ou iare app~ear'ing for thle Townit
sndl~ Ntti .offai IRecoverty Hli, 01' jlst, gelietti ly t)I t ile 'queLstionl of
the gl'oss'itteoiite taix ?

Dr1. Tow~xumi. ()i thte Ut'Oss-ilieole tiix. Of 'olnwt, I mprtiest'iit
lilt oraizto thatt is vais tly intt ereste'd ill ta xatijolt for 11 s'peciftic pill.'-
pose5 biit, I bweve, geileiell, thlit, it IM'iotis 'onisitderatijoln of tile
gi'tss-iltvoite ta i t, t his timue, When it is so obviousq that the 61oi-
v('lulilelt muist raise elito'ittii v'olumest' of Jioltey, will hO Itiost p)toffit-
1)11, fu11( 1 Wvillit to v'ite' y'ou to the result of at gross-iliconie tax its
p)lacticeed ill the I lawtiiiatt Islaiids aind ill tile Stalte of In1diatta.

Perhaps ats good at pre tseliti olt of the working of the tax ats I
L'totld give is ill the report of Hawaii's gross-int'olte tax, tas presetedttI
bky their. tax cotlinitk.ioiei of thle TIerritory of Ilawvauii So, with Voul'
perI-ilussion1  I will tead it couple of pages fromt thiat report. Itt is
eittitled 11h toHawaii (h'oss Iiwvolii Tax Law From the Standpoint
of thle '1axilg Oflicial."

Wet, whot( tire. the' aidmiisittrators of the vaiirous tax laws luitdet (downt by thn'
lt'glshli iie from litl to ittle.4' fully reiil!?.e tble lImixirtaitee of it tiax Jim suchl
1114 our1 gi'osst-iicoiie itx liiui. 'r'ite nlumerous1 comptl)exities amill limtiill ty to
mlilpt tiel't rilIrenisiu of eutt'l iiii to filie Illiilt ery or tme tit N omile, ofteni
preseilt ik comlct edlt~ llr(ite4iitte, nott tinly from tilt antlitilslrtilvi' stanont .11I
but also from the tniixpvtrs' angle. Often the retulrenwinits (if the lim tire
mitih tliiut thie procetitire detieilded of I the taxpayer Is confusiuig to lili11. Frt-
tiler It l'i'tlii lri' ctiisideriiili' time for tie aetrage booleewr to utnderst and
whiat iN desirot of him, Iterebiy lin't'sitltt lg iid1ditilial work fil( t InnlitI

gently hib' th Itt lt'essi ry reports for hlis emptlloyer,'

liNrttlt to int IN the w~orrly of mitking his huslite~s liy anm ie t' a sind
tiititiielii I pt44ltittn tit Inee. lil4 bills. (' nmwquently, when ottdit itoil require-
lil'iitg tire tlIiiiel' of htimi to compily3 with tIIX lowsvi. tile ee IN(if o il aiiigoitlsitt
IN plantedi and the spirit of coioperationt ill gooti will so v'itally tesit'tiiit I
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the administration of our tax laws becomes a loss factor. In the admninistra-
tion of tax laws handed (town to us, our ultimate goal is not only the assess.
ment and collection of taxes but also a desire to retain the good will and
uMOperatdon of the taxpayer-and to (tis end we exert our efforts In our daily
contact with the taxpayer,

In our experlen(e we have found that the machinery of the gross-income tax
law perinits what we have often looked forward to-the Ileal tax law, pro-
viding, as it %%ere, the connecting link between the tax office and the tax-
payers. It permits a program of direct contact with the taximyers, which
results in a "tax conscious" attitude on the part of the taxpayers. Unlike our
net income and real property tax laws (which bring t In contact with the
taxpayers In the case of real property approximately 8 times a year, and
in the ease of net Income approximately 5 times a year) the gross-income tax
affords contact with the taxpayers some 12 to 15 tinves during tie year.

Let 11e just suggest here that one of the imost valuable things in my
estimation that could possibly i)o ex ected from any system of tax-
atioll Would be ti1e iml)ortan.e of Iowingy, the country knowing
definitely every 30 days what tile voltulle or blusiWss is, iind who is
carrying oil tlhit busiiiess.

We have no information available to us now, except about every
10 .ears when we have our census. It would be extremely valuable
to the Country to o(110w every 30 days what the volume of business is.

Senator BAILEY. doctor , does not the Federal Reserve Bank report
monthly I)o not you get that in tile Federal Reserve rel)ort?
D, r. ows 8FrND. ]leg pardon?
Senator B AlyEY. Do ve not get a stlatelient of the volume of busi-

WIsS eachll month from the Federal Reserve report.?
Dr. 'rowNsFi)m. A great, deal of that is merely an estimate. For

instance, there is a tremendous volume of business done that is not
recorded, and could not be any other way except as a report on the
gross-income tax.

I will proceed for another page:
Again It Is obvious front this standpoint that the frequent visits of the tax.

payers to the tax office further provide an opportunity to acqualint them with
features of other tax laws and the administration of this branch of our (ov-
ernment. It opens the door to the taxmpayer to problems which we are Con-
fronted with il our (tally routine, and leaves all impression in his mind that
the taxing official, after all, Is humnan-Just as he Is-and that the taxing
official Is not only carrying out the mnan(ates, s) to speak, of the law, but Is
endeavoring to perform the duties of his desk to the best of his ability as a
Iublie servant and for the compensation that the taxpayer himself indirectly

contrillltes to.
Under the gross-inome-tax law there Is no Intricate plan of assessing that

calls for it sl"citlcatlon beyond the mental scope of the average taxpayer.
Instead, simplicity fit forms and method of reporting gross receipts and com-
puting taxes at tile various rates require only a primary education. In pre-
scribing our forms we have endeavored to remain within the bounds of sim-
pliclty. It Is not necessary that on1 must have attended any our our higher
Institutions of learning to understand the method of filing.
Tie matter of licensing and registering Is a simple process. Th11 taxpayer

applies at the local office, pays his $1, for which he receives a license granting
him the privilege authorized tinder tlie law and a book of returns covering eacti
month of the calendar year.

The returns follow the same trend. Here we have grouped the activities of
the taxpayers under 14 classifications with applicable rates for hIs ennvenience.
From here on, It becomes it matter for the average businessman, keeping even
the simplest of records, to arrive at the total receipts or sales, during the month
of operation, and to transfer tile said sum to his return. Final computation of
the tax completes the Job of reporting and the assessment, Indirectly made by the
taxlmyer. Payment of the tax at the collector's office (In the same building
and on the same floor as the office of tie assessor) is a matter of minutes.
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From this loint the routine affecting the sah! return is t matter of Internal
procedure for the tax office, which we have endeavored to keep on it basis of
simple bookkeeping in order that the average employees on our pIJrsonnel roster
shall not be puzzled with complicated forms al( entries. A decided advantage
is gained by tlle Government through this monthly reporting and payment of
taxes-It reduces that everdreaded delinquency roll. The taxpayers, soon
enough realize that promlt monthly paynteis of their tax liability elinate
future worries and burdens,

Our law further permits a steady flow Into the coffers of our Government of
an average siuii of approximately $375,000 monthly and Is a barometer of tht,
business trend of our territory in Its various activities. The flow of moneys
Into the Treasury from this source has [well so satisfactory that the gross-
Inone-tax law is now counonly referred to its tile "balancing tax law" of the
Te-rrItory.

Its worth is known to our legislators, Government officials and businessmen
who have the true Interest of the community tat heart. We quote herewith
statement by our Territorial treasurer, Williant C. McGonagle, to one of our
local llap'rs--

"I only wish to comment on one phase of the gross-hwome tax which is of
great benefit to til Territory. It is collectedd every inonth. This haelil-
Inuted the need of borrowilg from the banks. Thie last time we borrowed against
tax collectilons wits Ill lteiiiber 19)., ild we have iot had to pay any Interest
since that tlhue."

I would like to insert it ill tle record, if poMssible.
On tile Indiana gross-icome-tax htw, tle report on which is found

in A Study of Recent X. T rends in Indiana, October 1940, by the
]ndlina )lliepartnl of Ti'ellllry Board, gives a short suiiarillry to tills
('fleet:

Mr. Ilooitr citizenn can look to the gross--Icoie-hitx 'olletiosl, the property-
tax rates, all( tile gl solill.tlllx rt've('liell eioult for liproxiallltely DO) per.
t'iit of lls tax iNdIMn, (ontrast tills with til nilyrlad of tax laws In other
States where cotliltless factors dttermnei fite volllel of receipts. ('onlpare the
collections year by yeir (If yol can sllpare tile tini' to visit i doien different tax.
collecting bureauss, and try to explinil why yoir taxes at,( higher or lower.
This situation Is trite il namny other States whi.h ire ralmlilig down Ilodge.
lodge lighway. To late', illlialla haS eh 'tet( to travel Simplicity Btoulevard,
iild the great bulk of her citizens call 81, tite Olmi-iiiook tax costs by following
tlie trend of the three taxes-gIross IlcOlle, property, and gasoline.

If we do not siplllify the taxing principle of government, gentlle-
Mn111, We tire going ito arrive at a state of colftisioli, in fact, we have
already arrived tfii re, where the average citizen knows nothing abolit
taxation and is disgusted with the whole procedure.

Now, you ciialiot have a Government supported loyally by its
Jeople Who fancy themselves terribly abused continually. xlodiiy the
(overnimeit is seeking every avenue of additional things to tax,

when it could all he obviated, I believe, and reduced to it very simple
procedure.

If we would look uipon taxation and the necessity of taxation from
the point of view of our market, of our public market, I think we
would hlve a fairel conception of how best to intliiin the reve-
lles Of government without any embarasslient or confusion on tho

part, of tie taxpayer.
Since till of us, in our purchasinllg create the public market, why

nut say that is a public function, or i public possession, the market
itself? Why not simp~)ly levy a rate of tax necessary to cnrry ol
Government functions, applied to everybody who uses the public
market, and that is all of us, if we are making a living?
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Say at the present emergency, we wanted to put a 5-percent tax
.,I tile gross revenues of ti individuals and institutions, private in-
stititions throughout the country, there could be little objection to
the millionaires having to pay *a thousand times as much as the
$1,000-a-year-incone man, if tile rate were the same everywhere.

The gross income tax collected every month would have the tre-
mendlous advantage of telling us almost immediately where the tax
wits too heavily imposed if such a condition prevailed.

I believe, gentlemen, that the taxing system will have as much to
do(-if we can simplify it, if we canbring it to an understandable
attitude on the part of the general public-it will have as much to
do as anything else in bui1ing up a loyalty to our (overnment
which the hodgepodge system of taxation is destroyingg.

Now, let us See if we cannot siInplify this one important function.
These two Illembers of ollr United States have indicated the tre-

DInIldous importance of this to themselves in the matter of raising
revenue. The hlawaiian people demonstrated that they raised very
considerably more revenue from the rate that they first. adopted.
They werts going into debt fit a trelminldous rate, and they had re-
dluced the pmy to State employees, they had doe everything theyV
Could, and yet the rI(veues wre constantly diminishing, untIli they,'
adopted this siinple. lroeedure of imposing it tax upon ev1 eryone who
usedl tile publc market.

In fact, they c.all it over there a "market privilege tax," and it is
applied to everybody who engages in any kind of blisiiess, even the
women who make the wreathes, th y call"leis" to present to the vis-
itors, all make their returns.

It is simplicity, indeed. All you have to (1o is take your casil
register reports, or your books, state the amount of money that youl
mave received in your business, and attach your check representing

the rate that is applied to that business. M

It has met witl universal approval wherever tried. Even the big
businesSes of the Islands are ardently in favor of it, tile pineapple
industry and sugar industry. They say it simplifies matters and
it broadens the tax base so that everybody is bearing proportionately
his just share of the taxation.

I fear, greatly fear, the total collapse of the taxing system in this
country if we cannot make it more intelligible to tile people. This
thing of constantly seeking new things to tax and imposing a higher
rate upon the necessities of life, as well as the small luxuries, is going
to end in utter chaos for our country.

I think one of the most beneficient things that this tax body could
possibly (1o would be to simplify taxation so that the average man
could understand it.

Now, I am not a tax expert.; I do not know just what effect. a
gros-income tax would have upon the business of this country. I
have my idea of how it might vastly build the business of the country,
build the wealth that we produce, but of course, it, is not your function
to go into that here, and I am simply advocating the gross-income
tax from the point of view of the average taxpayer who would hail
it with acclaim, 1 know if it could be presented to him, and a lot
of the tax forms abolished that we are cursed with today.

I do not want to attempt. to go into the possibilities of revenue
raising that a tax of this kind would produce, but, I do want to say
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that in this time of emergency, when tremendous taxes are going to
he) imposed upol tile j)Co1 le, that if you Wanted to have the popu.
lation freely and willingly supporting their government, you have
got to demonstrate to them that everybody is paying his propor-
tionnato share.

This plan of taxation was proposed by Adam Smith 200 years ago.
I wonder why other nations have never undertaken it. Ile said at thut
time, the duty of every citizen of a country is to support his country
in lproportimo to his ability to do so. That is in proportion to the
reveTNie Ile enjoys under tie protection of the State.

As you know, it is tie general belief that the wealthy people of
tihe country have opportunities of eSCaping their just taxation, that
the imposition of the burden of taxation falls upon those least able
to carry it. That is the general belief that is going to prevail. It
is going to be intenlsiied uniitil we call lake taxation till understand-
aile thing by the common people. I believe that is the most import-
ant thing we can consider.

Now, its to how it, might be made to produce an ever-increasing
ibuidance of wealth, well if you will )ermit ile to digress a little
bit, I would like to say that if we could attempt this on a small
scale, say, illpoSe a low rate of tax on a gross income, an1d apply
that to onie inlportant thing, the lhuihling il every community of an
ilicrealse in the business dlone there-business is only domle through
tle tralisfei of money from h1and to hand-and if we could devise
,1linL wyle of taking out of the gross prohlt of the country time gross
business, we will say, it certain specified rate and distributing that in
all of the conmuniiies of the land-and we are proposing it as pen-
.sioins. of course-that would immediately build a tremendous increase
ill tle volume of business done throughout the entire country. That
is what we aill want.

I submit these reports, genltlemnell, in the hope that this committee
iay go into an intensive stu(1y of the benefits that would accrue from

a gross-icomne tax universally applied.
] ow, ill tile bill tlat. we hauve before the Congress, we eXempt the

low-income groups from this tax, but that would be only temporary.
As time vohme of business grew inl the United States, the )aynent of
wnges would inevitably grow. When the average citizen is getting a
det'ent standard of living, as suggested by the Broolkings Institution,
amul other great fact-finding i gelis, Nvlhei we get tile reventle of
tile individual u) to a reasonable state, I would say that this form of
tax should lie applied to everyboly, no matter ho small an income.

If we had a decent standard of living, say of $100 a month, for
each family, everybody would le quite willing to pay his pro rata
slire of the cost of government. Inevitably, tile cost of government
is going to continue to rise. The functions "of government lire )road-
enlig all the time. We may expect a constantly accelerating I ate of
tax imposed upon the public.

I'Xtt us get it down to a point. where everybody can understand it
and everybody will be willing to pay.

I think that is all I have to say.
'he ('HARMAN. Thank you very much.

Are there any question from the Doctor?
(No response.)
'1he CliM M,,. Thank you very iuch, Doctor.
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Mr. Hushingi Mr. Hushing, you are chairman of the legislative
committee of the American Federation of Labor I

Mr. IUsINo. Yes. Mr. Chairman, I have been smoking quite a
bit and I notice the messenger passing around refreshments; I would
appreciate a glass of water.

The CHAIRMAN. Yes.

STATEMENT OP W. C. HUSHING, WASHINGTON, D. C., CHAIRMAN,
LEGISLATIVE COMMITTEE, AMERICAN FEDERATION OP LABOR

Air. IHusiliNo. Mr. Chairman and mniembers of the committee: Cer-
tainly some of the high officials of the American Federation of Labor
appreciate the situation this committee is in and the situation the
country is in generally. We are in favor of all tho enormous ex-
penditures that are being made for national-defense purposes, for aid
to the democracies. We realize, too, that tile normal functions of
government, must continue. We have a further realization that. these
enormous expenditures must be met, and I, for one, as a represenita-
tive of labor, am doing everything possible to make our people realize
the burden that, will te placed uipon themn and which they will be
obliged to bear. I win t them to understand the necessity o}f it, and
I believe if they do understand it, they will he willing to bear their
full share without quest ion.

It is my understanding that this Congress has made available for
expenditi'res over $51,000,000,000; that the iitioial debt is in excess
of that amount, and that there is in the ofling an additional appro-
1 nation of many billions of dollars for national-defense purposes and
for further aid to the democracies.

Senator BAuLY. They have figures indicating that in '2, years
the national debt, will be $110,000,000,000. You will find that inl Mr.
Kent's statement in tile Washington Star, yesterday aflternooll.

Mr. lttSI[INO. I was Ltreatly interested in a statement which was
inserted in the Congre.,ssional 1corti, I think it was tile 14llth of this
month, )y Congressman raber, the ranking member of the House
Committee oni Appropriations. I have considerable confidence in his
integrity and I believe he knows what is going on, and I quote from
his figures. I shall insert in the record, if there is rio objections, tile
Cong ressional page number, because, I think his statement is worth
checking. He gives the detail of all the obligations incurred by this
Congress so far-l and they are in excess of $5,000,000,000.

Now then, as I said before, it is my intent, at least, to endeavor
to educate our membership up to the facts that they must aid in

meeting these tremendous expenditures. We (to, how ever, want to
see them levied in the proper way. We wait to pay our piropor-
tionate share. As an individual I have always been glad to pay my
taxes because I al)preciate the things that the Federal Government,
tile State, and municipal government, have done for me; the pro-
tection I have enjoyed Under them ; the grand roads I drive over, the
sewerage facilities, and other facilities, but it does gripe me some-
times to see people who are deriving benefits from tits neihinal
program 1anld who are otherwise well a )le to pmy their taxes, evading
them by a fake transfer of stock, which is, of course, legal.
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Now, the executive council of the American Federation of Labor,
when the Ways and Means Committee of the House had this bill
under consideration, issued, under date of May 22, 1941, the following
statement:

Taxes that would lhit tIhe pay envelopes of workers and cripple the buying
power of the great mass of American people tire the wrong way to finance
the natlonai-defense program.

We ask tile lHouse Ways and Means C'ommittee, which Is now considering a
new tax bill to raise $3,500,MO0M in additional revenue, to reject any and
all forms of sales-tax and lmy-roll tax.

And I would ask in( im now asking this committee to reject any fori
of sales-tax or pay-roll tax.

It Is obvious that greater revenues must lie raised to cover the cost of the,
vast defense program, but this money should not be taken away from those
who do not earn enough now to maintain a decent standard of living for them-
selves find their faIullies.

The mimmimun Incolie which the average American family needs for decent
food, shelter, clolhig, and health care! has been fixed by Government analysts
at $2,tM) a year. Yet offichil statistics show that two-thirds of Amaericanm
fallillies receive less tall $2,000 it year iln Income. Il fact, more than ilon,,-
fourth of the famillies litis iolittry have totai earnings of less than $1,2.50 a
year, which is far below the income iteeded for bare subsimence.

Anmericai wige earners tre airieady hiardi lilt by taxes which direclly ind
imalreetly driii off ia considered portlit of their Incomie. Thiseexistelit
taxes, logelhler with ithet rapidly rising cost of living, tire making It Increaisillgly
difliclt to ma itallii evei present sitalidirds.

On[ the, other side of the plctuare, we see that American industry Is expanding
0ilt ia vast andi timid is reaping huge profits from lile dlefetiso irogriam. We
believe ilia Ii dustry iIs elltitled to i fitir profit, but there Is i absol llely li,
Juistilcat ion for lilt creition ofit single new defense millionaire. ('ongres
slioilh revise' tl e st riiCtare, of corporate taxes accordingly.

Firlhermore, there is niCed for even wider expansion of industry, not only
folr defell"te prodllt iloln, but for chillhn ieeds. Unless this is done, serious
shortitges will li created In vital liroduct.t iecded ili our everyaiy' life.

We believe that tile expiision of our nulern production system, with the coi-
strlletion of thousalids of new factories and the creation of many new Industries,
will provide a tertlile source of additional revenue.

'Tiese fields aund others should be thoroughly explored before 'ongress attempts
to resort to heavler coi sUiiir taxes. The iiain burden of taxilioi is on the wige
earlier ilready. It would le econoile folly to Increase this load.

Mr. Chairmain we lre opposed to a pay-roll tax silcl Ias has been
Siigge.stled to this coilnittee.

Selliltor CONNAIIY, Yoll doi't nieui a1 pay-roll tax for social in.
Su11 ll punC )lrposes?

M'. HIUSiJINO. Oh, no; I mean for general purposes. We are op-
posed to a sales tax; we are likewise opposed to tile lowering of in.
coie-tax exeillptions. It has been suggested that, the exelptlon for
sigle peol)le, for exali)' , 'e lowvered to $700 per anlllim, so that
those poor devils that make les n than $13.50 a week will have to pay
ai1 ileOuile tax. We do not feel that that, can he justified. I realize-
I have been relpremiltiig labor here it the Capital of the United
States for almost 24 years, and I have a very high regard for the
nehbeIrsllil of the Congres. I don't agree with some of the things

that are said in the newspapers about them. I believe the Collgress
at the present time, generally speaking, is considering this and other
questions before it without any lartislnshil), and that. is the way it
olght to be low, aind if there are any in Congress who are indulging
ill 'Politics, they llighlt to change their ways, so I absolve anyone,
especially in, this colmhittee, for any politicialnotive, in any proposal
they iay make.

1liT7-4--94
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Now, I know that my very good friend, Senator La Follette, has
year in and year out proposed amendments to lower the incone.tax
exemption. I am certain that friends may hold it difference of opinion
without their taking offense and I believe that is the case insofar us
Senator La Follette and I are concerned.

I know he has nio political motive in mind, because he aIs offered
these amendments, regardlle, of which political party was itl wer,
but nevertheless there is a political im)lication there and if any mere-
ber of tie minority caredI to use that as a political Iotivo, if he could
stlccessftlly, ill prevailing upon tie majority to adopt such a1 proposal ,
or a sales tax, which I understand Senator Vandenberg kind of likes,
with certain exemptions, I believe it wouhl change possibly the loiti-
cal cOml)lexion of tile Holise and tile Senate.

Senator .Nn AENiaO. 'That might be a good thiing.
Senator CoNNALLY. Semiator Vanlenberg did1t advocate a general

sitales tax; it was (only ill certain products, as I recall it ; I am hot com-
iiiitted to it, but I just say that ill fairness to him.

Mr. Hu1smil8tNo. I haven't seen the plan ; I only know of it from what
I have read in the newspapers. Now, we are ia nonpartisan orgailiza-
tionr, and have Ito interests ill the partisiti phase of tie situation, but
we (1o believe that these poor devils earl'ling eager salaries should not
be taxed with i al ilicollie tax. f colurse they are taxed indirectly:
they lmust beal' a great burden indirect ly.

Seinit or .ITALEY. Il that conInIect ion, excise taxes ill this bill will
probably be $2,000,000,000. What would you say would be tile pro-
portoll plid by people of small income of that alllount ?

Mr. Il usnlro. I don't. know. hut I (1o know (his: It is the custom
for the owner of real estate and for the proprietors of stores to l)ass

(l down ill an indirect way tile taxes levied on thelm. Now, from
the political viewpoint that has been and is all very well. The fellow
pays the tax; lie doesn't liw about it, but the lmolmellt he is directly
assessed and told he muillst pay an income tax he is going to have his
mind disabused of the idea tiat tile ( overnient simply reaches intothe air and11 gets the money t1m1d gives it to him. Too iany l)ema lFe

ill this country have that opinion now, and that is one reasoti 1 11111
trying to (1o ill lily small way what I call to educate our members.
So, we object to that. sort. of taxation, and we will oppose it if we can
secure friends on the floor to make our proposal. in case this coi-
jlittee does incorporate such type of taxation in the bill.

Senator VANDNERo. May I call your attention to the fact, as
Senator Bailey has indicated, that there are many, malny sales taxes
ill that bill?

Mr. HusmNo. Yes; I understand that.
Senator VANmmNm lo. And may I call your attention further to the

fact that a general manufacturer' sales tax, to which I have given
some favorable consideration, exemlpts fod, clothing, atd(] medicine,
and only touches, according to your own statistics, '20 percent of the
average wage earner s expeilditllres, and it is my oilllioil that the ex-
cises i the bill still will probably reach 20 percent of the earner's
income, so we are only talking :iboult all alternative method of raising
this revenue.

Mr IUsumNo. I read the entire bill over ill a more or less casual
wvy and I noticed there are plenty of articles with a sales tax on them.
AV(e ire ol)ose(, however, to a general sales tax.
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ellator VANDENB1Jimo. Then I supplos you vould be oppom(d to the
tixes in this hill

Mr. Hlusmxo. Many of tile items in the bill some would consider
nece.ssities, others are what would be considered luxuries which cer-
tainly none of the wage-earners wmld be able to purchase. For in-
stltnce, refrigerators and raidios-

Senator VNANi)ENDRO. Woll1dll't you think a general manufacturers'
sales tax which had appropritte exemptions would be fairer to the
wage earners than a red luced income tax evelf

Mr. itusmNo. Yes; because a reduce(l ineomne tax level would reach
the masses more so than your )rolosal.

Now then, I come to a1 subject in the bill which I want to speak on
sl)e('ifally
The Clm.mmm4. Your time is ahout tip.
Mr. I-[usmlo. I notice there wAs no hitch in the people who pre-

edl(l 1ile.
'Thie CnAIrMAN. We have not enforced the limit, but there are quite

a few iiiore to be heardl.
Mr. II'suHINo. I slall be as expeditios as possible. Now we come

to title (1 in the bill-the radio tax.
The American Federat ion of Labor's executive council, in its meet-

ing held this iont Ih ill Chicago, adopted the following nit ion:
Whlle labor believes that the ('tilted Slates o,v,,eiri iit should levy extra i

laxes oil the Ieolie to ply for defense Woik we do not tIaleve lit puiivle or
di,1hlh41 lilt tory taxalloii tiN it 8l ielal levy oil radio idverlising liro tleas t.

Now, this proposed tax, Mr. Chairman, is exactly the type of tax
the American Federation of Labor executive council object,; to in that
statement. I had no intention of mentioning or referring to in any
way those arguments made for or the organizations who advocate this
lax, but their names are all in the record. F1our of them tire affiliates of
the American Federation of Labor, an1d have joined with one orgatiiza-
lion not atn affiliate of the American Federation of Labor in advocating
this tax. None of the organizations adv'ocating it have a single niem-
ber employed by the radio stations. It is Simply an attempt to deprive
ti radio industry, a new industry, of some of the work or sonie of
Iheir income ani transfer it to an older industry where those who advo-
cate the tax do have members employed.
On the other hand, we have four" organizations directly employed

iy the radio stations. The radio stations employ approximately
40,000 people. The total membership of the organizations adlvoeating
this tax is but 85,000, and it, is til interesting ihing to note the main
point of their content ion, which, as I get it, is that it will deprive them
of work.

Of course, they do mention the exorbitant profits made by radio
stations, but it is not my intent to go into that, phase of tile quest ion,
because I believe that should be and will be taken care of by tile
excvss-profits tax.

Their main idea, apparently, is to transfer work that is secured now
by the radio stations, to thonewspl)per business, and, they contend

hfiat their members will lose work as a result.
Now then, according to the official figures submitted by those who

advocate the tax, to the American Federation of Labor, since radio
stations have conic into existence, in the last 10 years, one of those
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organizations has increased its memlership 11.7 l)ercent, another 9.25
percent, still another 37.5 percent, still another 45.8 percent, and still
another 23.5 percent.

This is not. a new question to us by any means. In the middle
1890's there was another new industry coming into existence, and in
one of the central labor unions on the west coast, which was located in
the largest west-coast city, there was an organization which came in
with a proposal that no member of the organization, of organized
labor, ride in an automobile, even to a ftueral and the motion was
aiopte(l. This proposal here is on all-fours with and is made for the
sauie reason that (fiat motion was passed through that central body
over 45 years ago; and in the future you will probably look back on
this proposal in the same manner that you do on the one which I have
just mentioned.

Senator VANDEN11n:I. Isn't it true that these unions who are siug-
gesting these punitive taxes at tie present time may be opening the
wvay for a tax on all advertising i)y suggesting such a dangerous
lr'ece(lcit l

Mr. ftuiuu NO. That is true there is some advertising, outboard ad-
vertising, also being taxed, hut I have left those organizations to
speak about that.

Now, a new industry does make what may be called excess profits,
ecause the pioneers in the field have things pretty much to them-

seVlves, lut as others see that it is a good thing, they center into that
field and competition becomes great with profits correspondingly de-
crelased. That happened, I think, in the automobile industry. This
w)oposal in this bill could well have been made against electric lights

because they put the manufacturers of oil lamps out of business, or
could have been made by the candleinkers with the saine force whenl
the oil lamp caine into use.

Now, that is our view in regard to this section, find we hope you will
wipe it out of existence when you report the bill.

I appreciate the extra time, and your courtesy in listening to ine.
The CHAIRMAN. Any questions?
Senator DNAIIF. I would like to have inserted in the record hero

a communication received from the Associated Broadcast Technicians,
which is a unit of the International Brotherhood of ElLtric Workers
of the American Federation of Labor.

They asked specifleally that our attention be invited to it, to sustain
the position of theprevious witness.

Th1e CHAIRMN. It will be entered in the record.
(The letter referred to is as follows:)

AMERICAN IIRoAIC.%ST TEtcIINI(IA NH, Lo ('. No. 1"30,
H.ridgleport, Conn., Augu/t 16, 1941.lion. JoIIn A. I)AN.\rI,,

United Stales senator from the State of (ot nelleut1,
N'ctate Pit nnce comnamitte, Wash ington, D. C.

IoNoRAB.E SIR: III tie nnle of the Associated lroadeast Technician's Unit of
the International Brotherhood of Electrical Workers of the American Federn-
tloni of Labor, Bridgeport, Conn., Local No. 1230, I write you this communication

We, the members of Local 12M0, wish to be recorded as very strongly opposed
to the proposed tax on time sales of radio stalois (II. It. 5417), scheduled for
hearing on August 18, 1941.

Our stand on the matter Is as follows:
The nature of this bill Is discrihnnatory. If one form of advertising is taxed,

then all should be taxed. Protecting the printing and publishing business from
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the everyday risk of competition at the expense of the radlo.hroadcastlng indus-
try would not serve the public purpose and would also be contrary to the denmo-
cralle princilplo of equality under law.

Ily virtue of existing Federal restrain on radio broadcasting and the absence
of restraint on Irresponsible publishers, the ethics of radio advertising are higher
than those of any other forn of advertising. Radio broadcasting fll, followed
very closely to the narrow pith of fair play und ina(ie freedom of speech an
actuality during the critical and controversial times of our present history. The
Senate should reward these virtues rather than penalize them.

The men engaged in the radio broadcasting field should have equal Job oppor-
tunities with the men working In other advertising fields.

It is re l ctfully requested that our views hi this matter he comi icated to
the other members of the committee.

Respect fully yours,
TnoM.As Domz, Rccod fg Secretary.

The CHATRMAN. Mr. B1eesley.

STATEMENT OF THOMAS QUINN BEESLEY, WASHINGTON, D. C.,
REPRESENTING THE NATIONAL COUNCIL ON BUSINESS MAIL

Mr. IBEsixY. I represent in Washington the National Council on
Business Mail, the organization which represents the larger ctistomers
patrons, and users of the post office and the 14 trade and l)rofe.ssional
amsociations interested in the use oi the mails for business and educa-
tional purpose.

Our purpose, this morning, is to draw to your attention the pro-
visions of HI. R. 5417, pages 79 to 82, which have to do with the
use of motor vehicles and boats, the tax on them; a provision that
places oni the Post Office Department, at the request of the Coin-
missioner of Internal Revenue, the duty of collecting this tax, the
language of which provision in the House bill runs counter to pre-
vious practice of the Senate, and this committee, in all other bills
which have been before the Congress, where the Post Office Depart-
ment was called on for nonpostal services. Tihe late Senator Ilarri-
soi, our good friend, sponsored the language that I wish to bring to
the committee's attention in the Social Security Act; the act pro-
viding for the sale of baby bonds- and other legislation wherein tie
Post Office Department was calleA on for nonl)ostal services by an-
other department of the Government; in all of which cases the Post
Office Department was compensated in cash by the particular de-
partment calling for the rendition of such services.

That has resulted in the recovery by the Post Office Department
of quite a few millions of dollars in the past 6 years.

'ihe first amendment was adopted in 1935. You will find the
record of it, and the action on, the Senate floor with respect, thereto
in the Coiressional Record for 1935. The amendment was intro-
duced by Se nator O'Mahoney, seconded by Senator Harrison and
aidol)ted.

Senator'CONNALLY. What page is that?
Mr. BijrmsLuy. Sir?
Senator CONNALLY. What age is that?
Mr. BFESLEY. Pages 82 and83. The matter referred to in section

(, here, requires even more serious attention than similar proposals
in other bills for the reason that the language of the bill requires the
Post Office bopartrtent to keel) on hand for sale by postmasters
throughout the United States, stamps, stickers, or tags, which are
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evidence of tile payment. of the $5 use tax on vehicles. That means
a minimum of 29,000,000 transactions to be handled by the, Post
Office Department. It is not just one transittion ii the handling of
29,000,000 stamps, stickers, or tags, but there is a long inlvVed
process in the transfer of the funds involved, at least 5 additional
transactions for the keeping of accounts, making of reports to tie
Post. Office Department, reports back by the Post Office 'Department
to tie local postmasters, an Freports to t fie Treasury Depta rt iment.

Illnany cUses the postlnaster will be at considerable expense out
of his own pocket, for the reason that. the act provides that the Post-
mmaster General n1iy require the postmaster to give either additional
or increased bond for the privileges of doing this aldditiollal work.

Now, who is going to pay the premini on that bon(d isnit set
forth in the act. I won't go into that further, but I Ierely invite, the
committee's attention to it and' feel the committee will (Inestioll tie
fairnvs of the provision.

Senator CONNALLY. HOw are you interested ill this matter?
Mr. B1:sLEY. We are trying to reIdIuce the (lsh cost (of tile 1'wri-

tion of the Postal Service ill order to bring postal revenues ld
expemlitures into balanee. We have ippealre(I on ill these hills
in the last 5 or 6 years to) nlvoclte that pirincipile, anId it has rv-
sulted hii the re(hitoin of poStnl expenses materially, year after veal',
and in brilgig the expel idilires of tle i eaiirtlnlent niore nelirly jilto
ballince. It nay interest tile coUilnittee to know tilt the apparent
reveliles for the fiscal year 194t Iwill be $812,000,000 in income and it.
cashl deficit the lowest in history. I shioul judge that tile ellsh deleit
will be brought, down to $25,000,000 this year.

.Senator CONNALLY. YOU tire wrOng ill that The ieairest the Po'st
Office caine to balancing its cish revenue aund expenses was unlider
Postmaster General Albert Burleson.

Mr. BmsLr., I should have qiialifled that by saying, "with rela-
t ion to volume."

Senltor CONNALLY. The reason I ilterJecled that is hieemise Mr.
lurleson was a very dear friend of inie anl a greit Postillaster
General. That, statement I iade is I rtie, isl't it ?

Mr. BEFimE m, It. is practically true.
Senator CONNALLY. Well, it is tlrie or it isn't true?
Mr. 11Ermsi. y. I can answer the Senator by saying there has been a

change in accounting methods since that timne, and tlere is some ques-
tion as to whether the actual cash profits of the Post Office at that
time were real or merely apparent. I don't want to get into that,
because that is a question of bookkeeping.

Senator BnoWN. There is a good deal of objection to this tax, and
if we don't put the ;ob on tie Post. Office, we have to putt it some
l)ace else and I dont know of any agency of tile 0overinment, tile

set. -p of which is such that it Van lo it as Well. As I recall, we pay
our (tuck-stamip tax tlirouglh tile Post Office. They are using it f(r
the purpose of selling bab; bonds and a good nnny other things that
the Government requires, so if you are going to oppose it, unless yoU
can suggest sonic other method more economiical, I don't see why the
Post Office shouldn't handle it.

Mr. BEESLEY. I don't object to having the Post Office handling it.
Senator Bvow. What do you want; do you want an appropria-

tion I
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Mr. BEESLEY. I think there should be inserted in this section of the
act, or somewhere else, a provision requiring the 'reasury Depart.
ment to pay the Post Office for thQ service performed. That has
been in all the other acts for the last . years. The language is almost
standard; it has appeared inI all the bills, and I should be glad to
submit. for the committee the language which is appropriate, and
where it ma, be inserted.

Senator VANDENBEIto. Do you feel the same way about it as the
President, that the postmaster be called upon to help small tax-payers with their)relparation of income-tax returns?Mr. Bmhtley. If the system in making them out is to be, simple

enough so that it doesn'tt require more than the merest routine,
there would seem to be no objection; but, if they have to become
tax experts, as they had to become fingerprint exl)erts in connection
with alien registration, that would be something different.

&,nator V.xNDEnI. I an referring to the siml)lified form.
Mr. : u IFy. Yes: I would see no objection to that.
('Thereupon Mr. Beesley submitted t ie, following (Ilraft of a pro-

posed anlieiolieiit, in connection with the above testimolly.)
We offer to the committee, eiher is ili 1lendillelnt to thig sect iol, or as a

Sj~elii section stmlirately of Its owi, the following text as it ims nilwarei In
]iI'I oIIS lliclts of ('olgress

The exlwndiliures iictirred hiy the Post Otice I )epartment in the lst rit
of 'ohimnliia an( elsewhere in lm'rfornihig the dotules hwreh imposedl uioit
sal )eptrtmeint shall he reilnllrsed to smh Depart melnt by the T'reasury
lepartllllmit, mid il(he Seettlry (if the Treasury Is herelly autihorlzed 11lid
directed ito ivIIIice from tln ill to t1ilnk to the ervolt of the Post Ollht, 1)lmcrt-
juvnt from alli)rowinthbs mamde for the collection and payment of taxis pro-
vided in this act 811(1 s11111s as may Ie reIlired for stich a(litiolal exomdli-
tures incurred I)v the 'ost Oflhce I)epartnent In the performance of the duties
aml functions requilred of the P" tal Service by this act.

The C(JAitM4 %N. Thank you, Mr. Beesley, for your appearance and
1 r0111. testilnony.

M'r. Walton C. Anicint.
Mr. Ament, you represent the newsreel compllanies?
Mr. Am I:NT. The five newsreVel coni panics--Fox Movieton News.

News of the Day, Paramount News, Pathl! News, and Universil
Newsreel.

STATEMENT OF WALTON C. AMENT, NEW YORK, N. Y, REPRESENT-
ING THE NEWS REEL COMPANIES

Mr. AmEmI'. There is included ill 1. R. 5417 an excise tax of
10 percent on raw film, raw motion-picture film. As the bill is
Presently written this would impose a tax oii news-reel film.

I don t think that was intended, nor do I think you will regard
it, as desirable, because such it tax would be a tax oil disselinlation
of news.

There are five news reels operating in tile United States. Their
business is to present the news from hero andl abroad ill motion
pictures. They produce two issues per week for showing in all
the motion-picture theaters in the country. Each issue consists
of 1 reel running between 9 and 10 subjects-subjects of t!je same
nature as those carried in the Nation's press.
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The newspaper prints its news on paper, the news reel prints its
news on film.

The news reel is a member of the press-a disseminator of news, and
has been for 80 years.

A tax on the raw stock used by news reels would be similar to a
tax on the newsprint paper used by newspapers, or a tax on leased
wires used by press associations aid radio-broadcasting companies.

Because a news reel's content is news it must be presented to the
public through the country's theaters while its content is still news,
otherwise tile news-reel is of no value to the public.

To accomplish this thousands of prints or copies of a news reel
issue nuist b made for immediate distribution throughout the coun-
try. The cost of these thousands of prints represents roughly 50
percent of the cost of a news-reel company's doing business.

Senator CONNALLY. You are talking about the film?
Mr. AMENT. Yes; I am. Within 3 weeks of such distribution

that issue of the news reel has reached its maximum audience, and
thexrefore its value as a source of income is lost.

This is not true of feature pictures where a print of such pictures
continues in use as entertainment and as a source of income for a
period well over a year.

On tie average 'feature production, for instance, the cost of the
raw film used in making prints does not run more than 3 percent
of the total cost of production.

Yet the news reels are but a small portion of the large motion-picture industry. 'The raw film used hy the news reels amounts
to approximately 200,000,000 feet annually. The raw film used
by the whole industry amounts to approximately 2,100,000,000 feet
annually. Exemption of the news reels from the l)ro)osed 10-percent.
tax would reduce the revenue to be derived from the l)rol)osed tax
)y only $250,000 at the most.The manufacturers of raw film have stated that they will pass4 the

cost of the tax on to tile newsreel companies. But a newsreel con-
pany cannot recover the cost of the tax from its customers because a
newsreel is sold on a long-term flat rental contract.

War coverage has increased the cost of our business. Because of
the war, we have lost the majority of our foreign income. This in-
come cannot be recovered elsewhere because additional markets
simply do not exist.

Because the cost of film is about 50 percent of the cost of a news-
reel's doing business, because a newsreel cannot pass the proposed
10-percent tax on to its consumer, because exception of the raw film
used by newsreels from the proposed tax on fllm would reduce the tax
revenue by only $250,000; and finally because a tax on newsreel film
would I)e a tax on the disskmination of news, we respectfully request
that newsreel film be exempt from the proposed tax on raw film as
outlined in paragraph 4, page 65, House bill, H. R. 5417. Newsreel
film is film used by newsreels issued twice a week.
The CHAIRMAN. The newsreel business is done on a basis of future

contracts?
Mr. AstENT. It iS.
The CHAIRMAN. So that you couldn't pass it on; you have to make

your contracts for a number of months In advance I



REVENUE ACT OF 1041

Mr. AMENT. A minimum of a year, and some contract' run longer.
The CHAIRMAN. Any questions?
Senator CONNALLY. As I understand you, this tax that you are

talking about is not a tax on income but on the film itself?
Mr. AmENT. It is a tax on the filn itself ?
Senator CONNALLY. On the newsreel filn; not a feature, just the

news of the day that we see in the theaters?
Mr. AMENT. Exactly; I am talking only about the filn used in

newsreels.
Senator CONNALLY. Do you suggest an amendment as to how that

can be effected?
The CHAIRMAN. It could be done very simply. The language reds

this way:
Cameras and lenses; unexposed photographic films (Including motion-pleture

films, but not including X-ruy filn or newsreel films shown biweekly).

Mr. AMENT. Semiweekly; biweekly, I think, means every 2 weeks,
semiweekly, twice a week.

Senator CONNALLY. You (lon't tax newsl)apers; that is your argu-
ment?

Mr. A ENT. We regard ourselves, and we believe we are so re-
6a rded, as disseminators of news. We are members of the Pre,;

allery of the House and Senate. We regard ourselves, and I think
are so regarded, as members of the l)res.

Senator ('ONNALY. If we don't, adopt. this tax, will you be rather
geenrous in pllaying up some of the members in the newsreels?

The CHAIRMAN. Thliank you very much.
Madeline Ross, Mis Madeline Ross? Are you appearing for the

Consumers Union of the United States?
Miss Ross. Yes; I am.
The CHJAJMAN. You may proceed.

STATEMENT OF MISS MADELINE ROSS, NEW YORK, N. Y., REPRE-
SENTING CONSUMERS UNION OF UNITED STATES

Miss Ross. I represent Consumers Union of United States a non-
profit organization of consumers, with about. 80,000 members through.
out the United States. One purpose of Consumers Union, as stated
in its charter, is-
to give information and assistance on all matter relating to the expenditure
of earnings and the fnmll3 income * * * to Initiate and to cooperate
with * * * efforts to * * maintain decent living standards for con-
Aunilels

We feel that many of the tax proposals being made to this com-
mittee are a serious and unnecemstry threat to the living standards
of low-income consumers. Even families in the very lowest income
category-who even now, are not getting enough of the bare neces-
sities oflift -ood, clothing, and sielter-arc being seriously threat-
ened by unfair tax proposals.

We know, of course, that defense efforts must be paid for; that
there must be additional taxes to provide needed revenue. The peo-
plo will not oppose any necessary sacrifices. But they must first
be convinced that ti oso better able to do so are bearing their share
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of the hurden. They must be sure that they are not being called
IlIJ)o, to make enor'moIs siacr'ifices, while wealthy individiials antd
corporations are allowed to keep grossly exCesive *profits.

Proposals now being considered, particularly those suggested by
business group ps, disregard entirely the enormous share of the tax-
load alrEad .y leing carried by the poorest section of the lo)ollation.
Back of thee. su gestions would seem to be the notion that tile big-
gest corporot iolns and the wealthiest people should profit from the
defense effort, while the little man pays the costs.

A study made for the Temporary National Economie Committee-
Monograph No. 3: Who Pays the 'laxes?--shows that in the 1938-39
period, because of the numerous regressive taxes, persons and fain-
ilies with incomes of less than $500 a year had 21.9 percent of th ir
total income taken away from then as taxes.

S.entor BvowN. I presume that is all taxes; Federal, State, and
all other taxes?

Miss Ross. Yes; that is all taxes.
Remember that this 21.9 percent slice out of their resources meant

that they had actually less tian $400 left, with which to maintain life
for a year. Now compare this 21.9 percent with a total of 17.0
percent of income paid as taxes by people in the $3,000.to-$5,000-income group, and 17.9 percent for t he $5,00.to-$10,00 groul. ft
is not until we reach the level of $10,000 to $15.000 that we find fai-
ilies paying as high a percentage of their income for taxes as those in
the very lowest income category.

How much of a burden were these taxes to the $10,000.to-$15,000
group Data in the same monograph show that, in spite of the
taxes, they were able to put aside as savings an average of 32.3 per-
cent of their incomes. The poor families, on the other hand, were
not so fortunate. Far from saving, they had to go into debt to the
extent of 2-1.3 perceiit of their incomes in order to maintain them-
.,elves. It should be noted that tile amount they had to borrow was
just about equal to the taxes levied oii them. Those who uruered a
broadening of the tax base, should look careflilly at thee figures.
The trouble is that the base is already too broad.

We strm gly urge the committee to reject such typical big-luilnes,
proposals its those made lhre by a representative 'of the Iii'e tment
lhankers' Association, who would put a 5- to 10-percent sales tax on all
Jpuiehases except "absolute necessities."

This, we submit, is a discriminatory tax, directed against the poor.
for the poor family must spend all it Call earn or borrow while the
rich are putting big parts of their income into savings. This is not
taxation based on ability to pay; it is taxation designed to wring the
last ,possible penny out of the needy so that. the rich can have more
profits and more savings. Sales taxes and other taxes on consmler
g oods seem to be a favorite means of raising money, because they
become part of the price of goods and are easily concealed from tiWe
taxpayer. But this kind of taxation, which is supposed to provide
money for defense, actually strikes at the very foundations of our
defense effort by injuring health and morai. Our lublic-health
officials have been talking about the dangerous "hidden hunger" which
is undermining the health of millions. -Congress must not add to that
hidden hunger by imposing more hidden taxes.
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Proposals for new sales taxes beconie a brazen affront to the small
1an when they are offered as a substitute for tile joint tax return for
wealthy couples. Separate returns by families in the i)per-iiiconle
lbrackeis are nothing more thaln it loophole for the evasion of taxes.
Shmld this $300,0O0,000 loophole be again legalized by congresss , we
shall be forced to conclude that Congress is willing to soak the pm'r in
order to hlp the rich evade their just share of the tax burdeii.

And this is by no means the only evasion for which low-income
families are asked to compensate. Ingenious deductions and book-
keeping devices known to corporate lawyers and accountants have
played their part in reducing tax revenue received from corporations.
An individual can sell securities at prices below the often iniflated vates
at which lie inherited them, and claim a capital loss even though he
may haive received dividends oi themr for years and fiis lo.,s is purely
It Pil)(r (lie.

.ts another evasion, weilithy individuals ofteii ri'11 their ('oiitrv
estates its farmsms" anid thlls cal deduct so-called "operating ex-
pellses' flomll their taxilble iIncomies. Blt is there anly similar dodge
fori' the poor'? Has there been it single voice from t he ranks of big
hiisiness to suggest that the expeilses of the workers' ancient alinil
dilapidated car hbe deductible, evell thOugh it m11ay3 he the only illealls
he has of getting to and from the job that provides his siill and
o'erlaxed 'llcolii(' Has there ever beel i suggestioll by hmilSlie~s
thit the worker l iii lowed to deduct his medical expenses-paid so
Ihutt he clilt go oil workig-as "Operating costs" ? We vrt know of
i1lle.

We are opposed, then, to any sales tilxes, on the ground that they tax
the poor disproportionately, that they are directedl against the peo)lo
who ilre already paying lllr(e than their just sham of taxes.

W1e live Olposed, too, to any loweriig of the miinilluml inconie ex-
villptioli, until every other inlins of raising the ieessilry taxes has
I'evii exhiiustel, until tIhse who are profiteeritig front ihe (lefen.iM'
tffrut hamve pa idh their slnire. iinid until lie loolilOles which llie rich

11:se to dodge taxes have beeii plugged.
We eildorse thle pinciple of it simplified tx rettir suggested by

Secretary of the Treasury Morgentlhion, ill which tax is based solely
(i iicOlnie, hut we vould lrool)Ose exteniding the system to thw ricl.
. that what the rich pay will he determined by their incomes and

(11 liv the cleverleSs of theim' lawyers.
After mn v statement, I will filhefor Yollr consideration, a series of

iciiiiiielidiatiolis for i tax hill, which Consumers Uiiion hats (hiutili
111).

I should like to emphasize two of the recoinendations:
We urge that families with incomes over $5,000 a year be retliredl

to file a single joint. income-tax return; that the legalized forn of
tlox evasion through separate return ie stol)l)ed.

Ill place of thle present ex ess-profls tax, whiell lpermnits corplorit-lions to make exorbitanit profits without paying anly excess-pr'oftls

tix, simply because they have been able to gOuge the public i p'e-
vious years, qwe propose a steeply graduated execss-lrotits tax Oit
all corporation profis about 0 perceiitr of invested cal)ital. At a
time when sacri fces are being (Femanded of every one, should lnot
big business be willing to sacrifice to the extent ot accepthiig 6 pier-
Ce, l, plus a share of tie excess, as at fair return on its investments?

These are among the proposals we tire filing. For tlhe benefit. of
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millions of American consumers, we urge their adoption.
I should like to file this with the clerk at this time.
The CuAIuMAN. Yes; you may file it with the clerk.
(The document referred to is as follows:)

(Vol. No. 23, July 31, 10411

BaRAD & BuTTER-"FA5cs You Nxtm BF.ov. r You Buy"

Published weekly and copyright l141 by Consumers Union of United States. Inc., a
noniprolit orgunizatlon. Subscription rates: $1 a year; in combination with Consumers
Union reports and Buying Guide, $4; single copies, 5 cents. Address all correspondence to
Consumers Union, 17 Union Square, New York City ((tne does not permit answers to
inolulries for special Information).

Bread & Butter Is Issued to help consumers protect living standards by providing tilent
with up-to-date, reliable information on what Is happening to prices and quality of products.
The Information Is compiled from all available sources; the trade press, commodity und
wholesale markets, Government and Industrial rel)rts, interviews with trade s1liciallsts.

All Information has been carefully checked, but It can make no claim to be Infallible.
lirand recommendations are based on tests and examinations made by Consumers Union and
taken front Consumers Union Ieports.

TIM111 TAX HilL: BWD & HUTTFIt'S PROPOlALS

The tax bill now being wrangled over in Congress can, with a single scratch
of the President's pen, plough deeply Into the health and general welfare of
America's millions of low-income families.

The cost of defense, growing terrifically toward an estimated fifty to one
hundred billion dollars, has to be paid for out of taxes. Everybody agrees
to that. But living standards will he crippled unnecessarily in tile process
unless tie burden Is distributed according to ability to pay.

And last week Bread & Butter demonstrated that the tax program taking
shape In Congress doesn't cone within miles of tiuot principle.

That's bad enough for consumers. But that's not all.
For whatever tax proposals are put Into force aiow will serve as a model for.

future additional tax Increases-and Preshident Roosevelt has expressed the
view that new taxes will be needed every year as defense costs mount tip.

So an unfair tax program now may nan more and more of the same In tin,
future. A fair program now might go far to help make tomorrow's steeper taxis
bearable.

What can consumers do about the sittationI They can do this. '[hey can
put all their weight, all their presstire, till their individual and organized efforts
Into a drive to make Congress adopt tax proposals which distribute the burden
fairly.

Here and now, to get that drive started, Dr ad and Btitter lists seven specific
proposals designed to put the tax burden where it belongs, while bringing in the
needed revenue. Reasons for each recommendation follow on the next page.

1. Corporation profits above 0 percent of invested capital should be considered
excess profits, and excess profits should be taxed on a graduated scale beginning
at 50 percent and going tip to at least 80 percent.

2. Undivided-profits taxes should be written to prevent corporations from in.
creasing their already enormous surpluses, which ultimately means smaller tax
payments.

3. The proposed 6-percent riirtax on corporation earnings above $25,000 should
be put Into force.

4. The Income from all Government securities, Issued In the past or present,
should be taxed.

5. Any transfer of wealth-whether by gift, Inheritance, or insurance-should
be covered by a single tax (with a rising rate) ; transfers of any kind totaling
above $25,000 should be taxed.

6. Upper-bracket incomes should be taxed more sharply (and loopholes avail.
able to these Incomes should be closed) before Increasing either the rates on
Incomes of $2,000 to $5,000 or taxes on consumer goods.

7. Families should be required to file a single Joint tax return.
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Why thesc proposulst

iert are tile reasons for read & llutter's recommendators'
1. Why so much attention to excess corporation profits?
ll(alse the handful of etrporate giants who get the bulk of defense orders

are cashing In heavily today; a strong excess-protits tax should therefore be the
heart of filly good tax bill.

As Federal Itteserve Board Chairman Marriner Beeles has said: "Tile first
source of (lefenso revetule should be tile coriorltllol tax and excess-prolits
tax because, generally speaking, crorirations ie the greatest beneficIarles,
directly and Indireetly, from defense 'x eniiitures."

To(lay corlporations can figure their norlnal profits either as 8 per eent of their
Invested capital (which Is too light) or Its 05 percent of the average profit they
imiade front 19:i to 1)3). A olllmny which cashed in during those years Could
iake exorbitant profits indefinitely antd never piy inty excess-proflts tax.

'I'le present law help entrenched ini(lllpiies, ihl(ee IleW flirlms have to pay
(,xies-lroffits taxes Oil the 1 n11l110oe01110 which aill estali shed 111141 iroflihllle COIl
ietitor call consider iorlmal.

Ali exces.-prolitm lax of tit tyJe titivotltted by Bread & hltter raised $2,60),
()00,000 in 1)18; today It coul ctrtallly Irinlg it flr iore thanl the $t(X),000
ex l(ete( fromt tle plan of tie House Ways fiId ,Meatis O)lnlllttee.

2. Wily an iln(lvhiiled-proflts tax?
because cori)oratlons ire building ill entorolll Murph.ises to Iy (lilt in dIvI

(delndiH after tile war, wheun Ilt'nle-laX rates will probably be reduced. Thus
pxersolls with large Inicomnes frolii dividends evade payillg their Jiuit shiare of
defellse.

3. Why it -Ipereht surtax oi1 corporations' earnllilgs above $25,000l
ll(ause. 1I8 with In(ivi(Ials, (Vriorantons with large Incomes should pay it

heavier tax than corporatihls with snall intolmes. And from the point of view
(if the nltiolllal welfare, additional surtaxes Inlght well be rallied it entrenched
Jnolopolles Ill filly field.

4. Why tax the Incomlne froth (overnment securities?
IlLfctae billions of (ollaris worth of these securities are tax exempt today,

and their Interest Imakikes tll a large pirt of the hileole of many wealthy liersoll4.
'rho (loverlment issues Ii1 uiiore tllx-exellllt bndIIs ; but If those Issuied ill tile

past were taxed, the Treasiry-whieh has lroposedi such a tax--estinates that
Iis miueh JIM $3t00,0X)0,M) of additional revenue could be seclired annually.

5i. Why a tiniforin tax for filly transfer of wealth?
As Indlicate(d in last week's lead & Buter, a wealthy n1 to(lay cll give

$10,00 to his heirs, leave another $-10,i)00 worth of insurance, mid still another
$40.M) Iln his will--before Incurring any taxes whatever.

Not only Is the gift-tax rate lower than the Inheritance taix, but by giving away
half Ilis estate and leillvlig the otiler half In his will, a millionaire con pay both
gift and Inhertilce taxes at a far lower rate.

Any transfer of more than $25,M) 141oul he taIXed, With the tax bCeconling
progress sively steeper im tlie amount Inereases-regardless of the inethod of trans-
fer used.

Bread & luffer agrees wholelieartedly with President Iloomlvelt's statement
"The(, ransmmssion front generation to generation of vast fortimmes by will, ilhieri.
tance, or gift is not consistent with tie Ideals of tlie American poIle."

0. 'Why Increase taxes on upper incomes?
Biecat Use5 not only are the raetts too low, Ilut there are so ml1any loopholes that

weallhy men allost never pay the full rate. Last week's Bread 01nd Butter
eXplaumled In (ietall some of the loopholes which should be plllgged, In addition
to the increase In rates.

7. Why a single joint Income tax return for families?
lBeause wealthy husbands nnd wives with separate Ilneomes, lly fillig separate

retllrns as allowed today, have turned the privilege Into a devicee to avold
laylng full tax rates.

If there are to be ally exemptions, they should be for families naking less
than i000 leealsv of the added household expenses when tile wife is working.

Brcak up the horse trading

If all the loopholes In present fax laws were sealed, there would e little
necessity for the proposed tripling of hleoie taxes iln the lower brackets, and
for new or Increased colloll~ity taxes on autolmiobilles, tires, liquor, household
appliances, theater admissions, etc.
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These proposed commodinty taxes would take an t Vr billion dollars per year
fromt emisimners. Ald i they will snriely he followed by even higher ioes 1llle'.4
consumers work fast,

IBread ti1id Iutter's proposals are a realistic effort to raise revenue for
lit Government's Imountlng expendl t tres.
Bat they plaP tit- hurdel where it properly ielomgs-oi the corporations tmid

the large Ineonoes which can Ibest MMord to pay higher taxes, and which at.
henefltig most from defense Slid siKw'tlative prolits.

Dhtread and letter's ItrojtosalI, fnirthermore, aire based on tit Idea that tax-
ittioll should he used to get I'mvIIt-itiot is a tlevi'e to prevent Inflatho by
cut t ilig (lown consumer purchasing pms'e-r.

There are other, miore effctive a lin1 more legll1i te ways f delalhtig Witli
lilhi tiolt besides solakilng the coslitier aid Ilnreasllig tite tx load otn snall
ittitites. Bread mnti Butftter will dilsuss some of those ways in tlip inext isstl,.

Buti right now ('olstters imtist go hito actin to break up I lh Itdlhit ltl imuse.
trading that Is passing for tax dilstlssion In congresss , and to lling the tax
progrtmil bak to a realistic foamidatlot.

ltreld alndt Buttter's proliostlls, vittfilly worked titi lid fill froti extreli,
Ilre Ia starting t)ollt.

Write your ('oilgrewsitliln itmid cltih os call these pIrtiulsals to thi'r itt tent it;
ulrge themn to eliminate lhe glaring loolholes it ltP present tax structure.

h'lhe at teritittive will be it sa1rllth --heavy 11nd ulfllr lld 11ii mwesa ry Io
hioot-ll low] otulle glojllis. t lrillghotl lie Nitlion. AIntd stih lllmmiecessillry sitl'l
lice, Ievitably reflected In tili hetalh of the illiople, Is it ninjor blow lit tie
alllty of thl NatiIon to defend itself.

BUY TlIM FiiIItWINO Now, ANTI'IP.TI NO RIUT'RE NEDt',

Keep li iimd lthat your lImyim sIhoul he sensilbly guided by your iieds iuid
Income. Avoid reckless or Uinned buying. "tock up, il don't stock lup lot
heavily. changess li n the war sitatlo or (lov'rittlitlt action Iiiht Change the
Whole price Irend.

lcrtiliZera

Not long lago the Ulite(l States )epitrtmen t of Agrietllture warned lat a
fertilizer shortage might dvelop imtxt year. Shipping and iwer shortages,
the need for cliemlalils In muniltions nakhg, mid tie added detnalld for food
were llellllolie(h its lissible caluses for lit shorting's.

It Isn't liktily lhat fertilizer lriditetnt will Ie lilt its hird as It was Ili lthe
lIst witr. hllt whole, ih prlces are rising already and will prolaly ctitinui
oin uip.

If you have a garden, It is aivisIahe to hy fertilizter now and store it for
hliter u-se. There's till extra reason for this: with Irices of citmlel vegetables
goilg up drasthtilly, it itty pay to raise and con more of your own iroduce
iln thp iext few years.

AIntilrc'e

Last March lBread & Buller iudvised lhe pureltase of antifreeze supply for
nlext winter. If you didn't buy then, better do It now or as early slfl possible I
the fall.

('onsuners Inilon has found tlhat the best type of antifreeze for general use Is
thi ethylene glycol type, which Is likely to lie in great demand for use willh air.
craft engines. Evereatly Prestoie, erex, Firestone, Frigitone, Cities Service
Permanent, and P'ernia-Ouard are al of this type find all irlced about the sante.

You call still get ethylene glycol ireprations it last year's prim ($2.65 a
gallon) If you cll find a garage or servIe station which has them.

Sports eqtIpament

Stl)rt8 equipment of all sorts is goitg up in price. Some manufacturers have
already sold out all their summer goods; and when another season cones around,
prices will certainly be higher.

Skis, ice skates, and roller skates have gone up at wholesale. So have sleeping
bags. Inllahtble rubber mattresses, life l)reservers, camp cots, golf bags, and
ba'iketbali and football lines.
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liuy Yo1r1 e'lli)ilellt for IXt winter oat of last year's stock If you1 calt, idt(4
buy now for Iext utimntr. This yealr, mpt'itilluiy, its Blead utld Butt er has
jIivis'd before, it would be a gt)ol thing to tiny its ianiiy 'hristmasN 1) |rst51ts Of
tis type s pot-slile before tile sltilluer Is over.

(oI buys If skl (i uIstd oil oliltiltis of' expert skl hr-nIot oI labOratory tcts)
ate: Anderson & T|homipson (five grades front $l.50 till) ; lean (.86 and up) ;
I ro5wold ($10 uind tip) ; Norlhland ($ and up--h'ape'r grades only fair) ; Stars'
ifoutr grades from $4.6f to $17.85, plu ost guToe) l ($ .54), $12, idl $15) ;
VWard's (four grttdes from $5.Kl to $16.S9. hl, is postage). vee ('oisutiers Union

1hepiorts, Jaillry 111, for dellls.
Acceptalhle ice skates (iII Order of qlalilly) are (C''M Wilter.i ( 2,t

('('M 'atstimle ($15.50) Sears' catalog No. 114 I$9.61, plu iiostiage); Nestor
Jolnisoil ($7.60); Sears' entalog No. 11)27 ($7.0s, jiltis jiostage); Aristocrat
,$8.51)) : Ward'm catalog No. (IW01O ($9).I15, is8 postgi') : Sears' catalog No.
14MJ2 ($49,8, plis 1 p8ostalge) : Alfred Johitisun No. SO ($7.5(); Wa' red's catalog
So. 0017 ($6.98, plh ItSlage). Froimi 'oti stumers Uion Jlports, November 1910.

('aColed fo-fi

VhIoltsah lerI's till ('llii'(ld I lwallim piallet' fromu thiis yain"s crop .ir'
higher tlhi they wet'e fll' last year's. Ally Incl'rease Ili the slilpllig ilt's
flat 1 loloilht will add still or ' to lit' pike.

The first lirces Oit the 111w pock of California c'hig l'laclhe,' wrt s, high
that they su-rirsed even the, trade. whlle.lhld exlpected Sl. Inlcreasl.e. Th'11ey

weri' over II pe'r'cent higher tlhan last year's first tentative prices.
lecenit prices oil iew'pack lprih'tt were tis o higher It 811lt f tilt fact

l1l1I lif re crop thui year is ouver twk'e iis la'ge I. last yea'lr's.
New lric's Ii Bartlhtt ll 'ar are lhe hlglist in a tideade or nmore.
And lhe packers art already withdrawing these new price l t, apparently

with tlip Inteniol of pIshlilg prices uip sill further.
Rtetall prices have gone till a i lttle. lut It will he sli week'4 before ill'

hill ,ffe't Of Oil' liW whol.a I advances 4i fltl. lluy now If you cill.

Tef

1\'hiolt-Klet lri's Oil s(iiiiie varielis of I tiii t' f risl IIse llo'e th1t -10 lle'rc'llt
slit'h' l'glinlliig of tit war, }}i tilit lssidllity thatl tlhrt won't It' 11ilpping
sl('4 for tea is luegllllli to worry th' Iratile. Prices liave gone til ii I li.
eXllltig ('olittrit's Iiti1 shipping raft's Ive gone up it l..

lb it supply now before retalll prices reflect thle flil ilfl 1 of iti wllh
Jli(lrells, (,

lV'II 'olsumners Ulltoll tust'etd tells, illlotig lhe gool quilily black teas were:
'i''tly Orange l'ekoe' ainld 'ekt,, (.1 outlets' fil, r ,3 cents) : Mayfatir (Atlhn t' and
'aclfh') Orange 1't'koi' Indi a l ('oli (8 talll'es for 31) c't) ; till(]t (1risihle

Flowery Orange Pekoe (40 tllicts for 25 cents).
Prices ire its tuf 11)940; lit, ratings iire based onn the opinions if till expert t'll

fastti. 'Ihrty.ote brandt were tested ; ('onisumners Uliloti reports. Ml rch 11139 ,

ltIiY TIlM FoiL.AIIAI N.H N:EDII IIt'1' t'IhlTV81 11101;111 11i'I0:8

'lhis doi's llot lilt'ill that you should t1lllt' oest till higher i)rces. Ylut huttldl.
wlt'the'r y'tl have bt'eii aIde Ito mtock ill or 1ot.

New standards for oleoiuarglrilne were set ip recently by (lt' Foodi tnd irig
Administration. The Islt of permiitted Ingrellenti4 was exliltle(I and there Is
talk of repealihg Federal taxes which dlscotirage tle sale of oleomaintrgairinie.

No dolbt dairy States will still light tie use of iimnrgarine within their own
bIllers its they have been doilg for some time. ]ilt coulmtiers lit (tller paits
of tie cotintr' I11,y have to swing more atid niore to the tise of margarine fi.
the price of butter, supprtetl by the (Joverlment, goes on tip.

Butter production this spring was high; stocks (if bitter Ii storage are high.
That doesn't nean, thiuigh, that consiIers are goitg to be Ible to eat iore
Hitter ii the Oining nionths.

The wholesale price Ili .ltle was lhe highest for tiny Jtine since 1029. Aln()
there's every proRpect that plces will be still higher Inter lit the yeir.



1492 RtEVENU ACT OF 1941

But mairgarine priles will need watching, too. Coconut oil can't be Imported
now In large quantities and the price of cottonseed, soybean, and other oils
from whtch margarine is made have been shooting tip so fast that, unless some-
thing Is done pretty quickly, even the veget ,ble-oll products will be out of sight.

When vitamin A is added to margarine, It Is a reasonably satisfactory sub.
atitute for butter. Read the label carefully, though, before buying. If there's
no statement about vitamin A, there won't be any In the margarine.

DON'T BUY UNTIL FUItTHIER NOTICE

"Lole.end" coltoiss

Prices of cotton textiles of all sorts have Increaised greatly--as much as 80
plereent In snome cases. Ceiling prices set recently have already been revised
upward.

Furthermore, it seems to be generally true that cheaper qualities of goods
have gone up more thani better ones. rising lrices are going to take a
bigger bite omt of the sttmidnrd of living at the low end thai at tile high.

Unless you tire an expert Judge of textile quality, don't buy wash dresses,
men'R shirts, towels, sheets, and pillowcases at thm lowest prices.

In January of this year Consumers Union found that bath towels selling
for les than 35 cents, for example, were too low In quality to be economical
buys.

Senator BA ItY. I think we should say that if we could get this
101/2 or 11 billions front tile people able to py-tlhe wealtily IWO-
ple-we would (10 it. I'There is no question but what Congress would
do it. Our difficulty is to get the money. If you will show us how
we could get it we will be lat to consider it.

Miss Ross. I have filed with you a number of proposals our orgali-
zation has inade to that end, but what I tried to say was we feel that
the poor people are willing to make sacrifices, if necessary, but we
ask you to explore every method of having those better able to pay
do so before asking the less able-poor people-to make these
sacrifices.

The CUIAJRMAN. Mr. William Shipley.
Mr. Sutti, Mr. Chairman, I want to apologize to you and the

other members of the committee for not being hire. I was advised
erroneously yesterday I was to le the last witness on tie calendar
and that is why I was not here.

STATEMENT OF WILLIAM S. SHIPLEY, CHAIRMAN OF THE BOARD,
YORK ICE MACHINERY CORPORATION, YORK, PA.

I appear before this committee to point out what appears to be
misleading language used in section 540 of the proposed reventie bill
of 1941.

As I understand this proposed section, it was the intent to tax that
part of our business that catle under the heading of "L1uxury or semi.
htxury" apparatus, and not the intent to tax all refrigerating and ice.
making apparatus that is manuimfctured by our industry. However
as thebii us now worded, it could be interpreted to mean taxing ali
refrigerating and ice-making machinery, regardless of size or use.
We cannot believe that it was the intention of this body to single
out, of all time durable-goods manufacturers, the refrigerating and
ice-making industry to put a special tax upon, especially when it is
realized that refrigerating and ice-making apparatus is such a neces-
sity to the welfare anq health of the people and also such a vital
plait of the national-defense program.
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Realizing that this committee desires the facts as to how any given
thx proposal will unjustly atffect the taxpayer, I wish to direct tile
colnmnittee's attentim, spec:ilically to section 5,16 of this revenue bill.

Tihe purpose of section 5-16, we believe, is to increase the class of
products taxel under section 608 of the Revenue Act. of 1932, which
act levied a tax on mechanical refrigerators of the household type,
and the component parts thereof. 1 his 1932 excise tax, directed to-
warl this so-called luxir, or senli-luxury article, was held not to
include refrigerators or their component' parts designed primarily
and solely used for comIercial purposes.

For the iost part, the language used in the House bill is clear and
accomlplished time pUrpose. However, I feel that the use of the terms
"refrigerators" and "ice-making mnvehines" as used in subsection (a)
is too broad and would be misleading, if our interpretation of the
intent is correct.

The word "refrigerator," standing alone, is without limitation as
to size or use. If it is a fact that refrigerators only used in Coll-
nection with the small mechanical household refrigerating units are
proposed to be taxed, the language now used would include the
refrigerators of the large size that, might be used by the packing
industry and othel' largo cold-storage plants in which food products
and other essentials w'ere stored.

It is nmy Olnion th'it th' House Ways and Mfeans Cofimiiittee did not
intend that !,,lcli a result would follow' front tile use of this term, but
rather intended to limit the tax to those refrigerators which might
he 11,-d in tonnect ion with small refrigerating appalrat its.

The term "ice-making machines" is without meaning unless it shall
be constru,,d to include only those articles which are of the self-
contained or movable type, ihat is to sty, which contain within the
unit itself the apparatus necessary to pro(luce ice.

Il the interest of clarification, I would recommend that subsection
(a) he so worded as to limit. the articles sought to be taxed to those
of the self-contained or movable type. This would have the ad-
vantage of identifying the class of articles taxed and would limit
their size to those normally used in commercial operations.

I assume that subsection (b) was intended to tax the component
l)arts wlhieh are suitable for use with or its a part of those articles
taxed n subsection (a). The language used in sub.section (b)
wherein, for examl)le, a conlpresor is taxed, which is suitable for
use as a part of, or with a refrigerating plant, or refrigerating sys.
temn, taxes apparatus used in a large cold -storage plant or large conm-
mercial ice pant of any conceivable size. The language used does
not limit the type of the component. parts which woul(I be suitable
for use in connection with those articles taxed in subsection (a).

It is my opinion that the House intended to tax certain specifically
named articles and the refrigerating apparatus which are, or could
be, used in connection with the operation of those articles. Surely it
was not the intent of the House to tax specific articles and Ol)en the
door wide to the taxation of similar parts, no matter of what size
or the use to which they might be placed.

Subsection (b) couldbe clarified silmly by restricting the tax to
the refi igerating apparatus which would be suitable for use with, or
as a part of, the articles specifically taxed in subsection (a).

01077--4---95
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I call your attention to tile fact that this is exactly what was (10110
in connection with the taxation of our air conditioners and their
component parts. In subsection (c) the House taxes our self-con.
tainted air conditioning units and in sub.,'tion (d0, it taxes those
component parts which are suitable for use as it plirt of or with such
self-contained air conditioning units.

In my opinion, the administration of section M1t6 could be sin-
Jplified, and considerable confusion and111 uncertainty as to the type and
size of the articles sought to be taxed could be eliiniiated if tile slig-
gestion I have offered to you gentlemen could be followed.

It is obvious that tile duttv of defilning the terms "refrigerators" and
"ice-making machines" will fall upon the Commissioner of Internal
Revenue who will be bound by tile language used in the section. It
follows then that refrigerators of all sizes and no matter how used
w0oild be subject to tax and great diflhulty vould be encountered a,
to properly defining the term "ice-making machines." Also consid-
eration msit he given to the fact that the Commissioner of Internal
Revenue might have a hard time restricting tile tax to refrigerating
apparat us which is used in connection with, or ts J)art of, the articles
Specifically enmnierated in subsection (a), but might be required to
tax all apparatus mentioned in subsection (h), regardless of its size
or the application iin which used.

I earnestly request your favorable consideration to tile suggestions
offered so that section 546 might be clarified and a workable tax
structure erected.

The CrAIhMA.N. Mr, Sliply, under existing law there is a tax on
mechanical refrigerators w tliich applies wholly to refrigerators of a
household type.

Mr. Smn 4Ly't. Yes.
The CH AmtN. Now, the purpose of this provision was not only

to increase that tax but to make it apl)licable to all refrigerators of
this type?

Mr. SHIP'LEVy. Of that type?
Tho CHAIRMAN. Yes;

vatci such i'ticle having, or kwh tg iml warily di-siglud for uuse with i Ittcchatuichl
retrigerathig milt operrated by electricity, gas, kerosene, or gasoline.

It a)plies only to that type?
11h.. Smlnm;r. That would take in all sizes.
Senator CONN.%LlY. What percentage of your business is Govern-

ment business?
IMt. Sim-uIIP Y. I should jitdge itt this moment 48 to 50 percent; that

is, direct-I don't know how much indirect.
SeMtor ('oNNALLY, Do you manufacture the small refrigerators?
Mr. SliMILY. We (lon't. imnufacture the household, but do manu-

facture some small units.
Senator ('oN Ua1 Y. But you don't manufacture this type that is

being taxed?
Mr. SmmixIy. We (o; some of it.
Senator C(o NAuX. Under the present law, (toes it touch any that

you manufacturer ?
Mr. SmiPhrY. No: you tax hoiisehohl refrigerators ill) to 20 cubic

feet aid we (Io not get'down that small.

1494.
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Svt';ior ('o.v.'.ri'. You ilae nfot paying ally taxes ti1d you are being
prettyy ciarefiiI to see tllt yoll shill not ?

Mi'. SxlnI'eJE. No; that .is not it.
Senitto' ('oN.\ihy. Yell tre. ill favor of extedling it to the house-

hold refrigerators hut not to the items you ntufacture?
Mir. ,iii i'i.i:v. No, sir; that is not it; an1 perfectly willing to piay

0iiir shlre of t ixes, bitt I ('1ainot see why out of all the (luiirable-good
nuilititifactiiers we shlol Ie singled out.

Seniator (0',-i. As it matter of fact, youtr company doesn't itt-
facture thee, household units now ?

Mr. Slllt i-y. No, ; not now; we don't i1ttn itfacltire anlly.
Senltor (I LARK. Yoi wituit to Unt a tax on the hoisehohi articlh.

rather thlin oil t le (11s.1 you n1a n turefacti'e?
Mr. Siiwi.:V. No, sir; I only itsic, Is it the intent to tax all refrig-

('hE illg tiit11litcri' ? Is that tle intent ? Or is it the intent to tax
illy th ose lich lr If lxtmiri's or semiluxuries.

et, t'r ( D.c. I)o you think it is it Iltxiry to hive aircotdition-
ilig tinlits ill dhi:ce ('ove'iintinit bIildings ?

Mr. SiltlliLET. Yevs.
Seiator' ('LAII1. A lld thai they oight to be taxed ?
Mr. MiiII'LEI. Yes. Yoti I'e going to ta mx these u'oo1i cooled's that

11o1 speak (of. We ,it that is Ill] right, but we do not believe we
shul be1 l ingled oul over tlie whole dlrable-goods: manufaclturing
ftl'hl ill this coiiitiy, atnd have it said, "We are going to tax you."

Sett ' (J.Aiint. i At y excise tax is singling out somie paIrtic lar ill-

Mi'. Smi-i,t:y. No, sit,.
Seltt|Ol' CIAIi. Any e'cise tttx, gaisolitie 01' what alot, is a tax otl

that part icular ,iduct. isn't it ?
Mr. Slill, L.:] But when there are thiousands of itembers of the

dtt1'le-g1) ods industry all manufacturing durable machinery of some
Soil. why' jiick oie olit'l1nd tax him ?

Seiatol' (ONNA,LLY. )id yoU manu f1Itt tire the aI)Pal1'tis, for ill.
stance. for cooling lie Maylower HIotel ?

Mr'. Siirl''u:. Ys, sir.
Senate' ('osNudx. I live across the street ill ati apat'tinliit-it is

not air .o'l0itioied: If I want a unit for Ily apartment, you think
I should e taxed foi that and the Mayflowet' should not p)ay a tNx ?

M1r. Si iir:v. I said I thought the, should.
Seniti, (I.tIX. Well, that is not at household unit ; how ('at) we

tax then) ?
Mr. Siiii'i:,,'. If you Said "comfort cooling" that would Cover it,

because comfortt coofhitg, that -ets you away from the idea of industry.
For instance, Ford lihs a tif plant in" his airplane factory, tlud

that. is "industry" not. "comfort.'
Senator ('o0 Ary.ux,. Thank you.Senior I)sANAHl. 'While the next witness is on her way forward

let me submit for the record a letter which has come to me to be
submit ted to you from the National Catholic Welfare Conference with
respect to the exemption of admission tickets. I would like to have
it in the record.

The ('nCHAMAN. Yes. It will be included.
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(The letter referred to is as follows:)

NATONl.I ''itlt~ti ~iNAIONA ('[ItWND0VA1t,
N1asinteen, 1. C. iAlcqtristT 2IE, M

110i1. WALURl 1". (WFcORGY
C~ha irmani, St~e (Cumi 1Cfllc on imts mce,

DIir SENATORe GEORGEc;: I Ini1 betn directed bcy flit%' idinidstrtctiie iboard af
itdillsliop.4 find iceliops (it Ilhi NilI iitimil ('ittheilit, Welzi ri' 0cifercnce toi Infoirm
.%oil, andu through you,. flit, Couciittee oil F~inanie 411 it(%lii I 'ilit'( Nilte enit
of flit,' tilt itile of flht, NtiIlioa ('th iolk' Weltite 'Cnference Witli reqsjnxt to
settl rill (b) oft the itte'riiit re'venuie hill (11. It. 5417T) noew leftore thie
contmnitIiT ctit PI nce (if which you tire the elirntcci.

It Is lproes'd iby secticci 541 ( h) it repiiii setlent 1701 of lithe t il I live.
tite ( Code which lift liei'i aw siep ebrtctuiry 20, 1t926.

8iet bi 1701 jiriile lin e'ffect M ii Ill o x shajill he le'viedi iier the tnmissieins
ta x sticitit lter lIn resimect lee tidy it huisis wiiev prooud ie'I'ee nure exci it ily
toe liife itie't o f religions-,e cliint ittle, ir 4edIim i loiii ita tgenies.

Tie' NitIint, III ('it tltei Wvelftire' ( eiitc'ienci' Ix ch'epjly sympicint Iii'i with iit-- tsk
presently lt'fuire the C ongross lit piroideinig reveitics Witlli whbich to ttte'et thle
liet111y di'iie lit elic 1111 thle (Civern ieict icy thi t.'icil t clfi'se progratmin

lIn reveiiue liewi, Slai te and ci teetl, I lceet ite ie entictec. bh Itbefore i I
firingg f liv' lrescit le'fu'isi' e'tte'ge'tic, itr cemb ichele p Irovisionis wMtilcl i('cett
mucil sicfi gtiirl Iilth wx e'xempilt sht iic of riztiiics. cinaritiable, ande edlcitetini
ccgetcies it, lthberenl undcer flit- system oft Iliu'c'y prlcitlig in thep relit Ifti ip
cit these tcgecie'n iclei 8,lide.

I'hce'se icgences rentlc'v it eitmcity crvice. The C oitgromcc tcidlcrstitalis thep
lncportliie e' itise vcititiltly sc'i'vic. 'Tcdiy flint I itilttttiie Isr lie c'nlccced
hc'c'oiti.c cit thle lilt iiicc'nno ide' ('coltribti onse Ilhese tcgec'iis ictike to thce piromotioin
atndc ptreserva~ tin of nit imil mncctle.

To'i'et('et stt ecin 511 (i)) its It niow stottcs, wottll impose cc lctit'cieii tll
it'ltc'ie rcnele'tig I he'se iinlcertccl 'citrnihbuos tic defense nierille which wtv

titrce conv'iinced lice I Congre'ss nihe'iIir wisecs ctor Intendsli tec Impoiei.
It nmaiy bie tirgec'ltite l lntnicissici ttixc, arte litilil Icy filie icIvicltcc ~idu tlte

fotre plItte im burdnc uipon Ilivt e rgit it ciou.
WVe respce' ctlly scubmuit flint, wh'Iile toicintitliy intel tcclitcic'olly tis Is trute, It

unteless ru'nt hue lie ttIhat flip ioritleL itniceud ('iti7.en wh'io ('cintributces toi
iigi'itics rectecritg these' s'ciicc' Icy lptluihsltit admcissiocns to pc'ilgric~w cccx i c
benefits given Is fotred to paty moure tim ite c wotllci nv I htcdlt icoy liucel Itile tttx
nt cl ii.lt tinjioscel. Thecc cimstcitcet fli l li pcjing ecf titte worck dlo nc by the
ccge'icc'y ix eobvioius.

Th'Ie ttrt lien ftct Is t hit tle p~rcess cesits l ic n elijlietiteuc of effort ticat Is
cotstly. fit It 114 i he n le: the( 1cvciwee ptirice cith b1c'iill Im to evctc' fil iec'4Itcle
e'ff'ort to decfenise. The fa~x would ice, vo'cecd lit cirder to reotli',e rt'vectcc toc Le
exhceicleI for public pl-i~csC'. It follows thait theto flux shulIloet hvflie'icpccse'
upoct agencies, itlreadcy rendincclg suchi services t orel fltint (ioverniitccc citigict
realize moneys toc lie exp~endced thcroutgh p1xilieil agenccies lit reindering service
alr1 eadly provided icy volutatry acgetnciesc.

In addition, while lfie tax Is ott the nclicis,4iotc, the respocnsiility and iccrden
of collecting lice tax and paying It to tle Government Is placed ucpon lice refigiotta,
chiabule, and edtucational orgaccnltioct charging the admission. This Is the
flrst Instlance lin F~ederal legishliont wherein thecse orgatcivatt ons would he Itlaceci
li stuch a role.

Tile etiactinent of section 641 (hi) lin Its preent formn wotulcd constiitute n de-'
parltre by the Coicgrcss froin a long- and weiI-eiclablisiiel policy of tle Umciteci
Slates Governmntt.

We, thecrefore, respectfully suitiit finat se'ct M11 (ib) shcouldl he stricken front
lice rev'enuec bill ccow lig coiisidecrecl by y'our comittcclee.

Mciltitftchy yours,
MICTATPI. J. flP-AY, (eiicral o.SiC'ml 0 Il.

Senator CONNALLY. At this point I 'W'OtlId like to insert two briefs
in the recor'd. 0tH', ('onct'i'is tite subIjc~t of joint returns aind the other
.tlit glisolinle tax.
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I don't want to read these briefs; I just want to iiwsert themi il the
reCordI for (he collsiderat ion of t he comma ittee.

The Cr[AMMA.,N. YOUD 1111y 1JA it ill, St,1tor'. IlId theiui to thecle rk, please.(lehkrekP lonC two briefs, as above indi(ited, were handed to the

clerk for filing in the record, ald are Its follows:)

AIE.MI)ANIDUtM JIiIkF OF (1twROM. )ONWOITHi, OF HII.n, WAIIM, IN OPI'sirio " T)
ANY PRoJ'O,.%L 1014 1Q,1U1I1iN(i JCOMFK4 OF IiUSIiANDis AND WIV-s, 0ft ANY 'ARTr
'I'mImlrF, 'l'O lit: JoINTiY lriaUIn Ny ml '1Axmt

PRELM! I NARY 5TATEM ENT

At lit Iline fll,. Irtef Is pjpared It Is iot kiiowii to the writer what will ie the
Ili111 *0lrt of Ilie proposis lhat wIll lit jiiia(l el t lilt' eiHllite (olltillltee for It olil-
pillsE.ory Jliiig tOf lIlie Ili('o-iies if liet( |Imslun l | mi id f lit, wifte, or all.y part tllereof.

NmOT.-AII Italics In this brief are those of the writer.

IT IS IS'NONIIIPTIONAL TO REQUIRE ANY 'WE) IN('OI)IM ,OR Ainfl8 TIIERII , To IlE
A0F3) 1iE17111.t3l AND TAXEi AND SURTAXED ACCORDINOLY

Thee cast of )Itcpcr v. Ta. Commission of IlWlionsin (28.l U. S. 20I, 70 L. ed.
248) Is collusive against tlit cons! ltittionality of measuring (lie tax of a him-

zihi(d or wife by reference to the Incomue Eof the other spouse.
lhere 18 i part of the language of the Supreme Court In the Hocper (',lsE.

The Court said:
"Since, then, in law and In fact, the wife's Income Is InI the fullest degree

her separate property till() lit no sense that of her husband, the question pre-
setted Is whether the State has power by an incoie-tax law to ncasure his
tax, not by 10s own Itincome, but, (n part, by that of another. To the problem
thus stated, what wits said li Kniowlton v. Moore (178 U. S. 41, 77, .t-1 L. ed.
[MM, 984, 20 S. ('1. 747), Is apposite:

,'It may be (loutbled by some, aside from express constlutionhal restrictions,
whether the taxation by congress s of the prolprty of one irson, accompinled
with till arbitrary irovisi.n that the rate of tax shall be fixed with reference
tt flit' S11111 li it- jIrIljsrly (if another, thus bringing about the )rofound
hieqtlilty which we have notIed, would not transcend the Ihlit tl1s a rising
fromt thioise futidintital coleepliolls of fret goverileint which underlie till
COlil I ll 111111l systelli.s.,

"We' liit' h i! (huIbt lhat, blTacliuse uf (lie fundamental colncepltions which
iiiderlie our sytem, iny attemit by a State to measure (ile tix ol one Ipwr-

son's Iroperty or Income bIty refereince to telilt property or Iiicome of another is
clitrary to due Irocess of law as guaranteed by the fourteenth atmendimelnt.
I'liat which Is not it flct the to(,rpEjlle's Iiicoime calinot be Illade stle'h by
callng It iicollet.'."

WVhlil ile lper. ('1ts, Inv(lvelh a State statute vhiclh was struck down us;
being iti violet ion of tile fourteenhi amniiidiment to tie Federal Constitutlin,
It i oblbv'Iots flint tie sllie, ground relied u)o0 In Ilia! vase would render ia
F'ielerail stat ute of similar import void under the fifth amendment, Tie
Supreme ('ourl li the case of Ilciner, Vollector, v. Dolnan (285 U. S. 312, 76
L. ed. 772) (Involving a Federal tax under act of Congress) expressly held that
ie restraint Iposed upon Congress by the fiftlh anen(lent to the Federal

Coiist Ittttfoii Is ilie same Hs (lint Imposed upon the States by the fourteenth
amuenidimient so fit- as this question Is concerned. The Court said:

"The restraint Imposed upon legislation by lhe (fie process clauses of (lie
two iaillendlieils Is tle salle."

1i1 th IhInter rasc (lie Suprele Court relied upon (lie I[o'ptvr case, aind used
the following language:

"in Iloepcr v. Taz ,ommission (284 U. S. 201), ante, 248, 52 S. Ct. 120, Supra,
this court had before It for consileration a statute of Wisconsin which pro-
vilded lhat in computing the ininount of income taxes payable by prsons
reslling together as members of a family, (le Income of the wife should be
added (o that of the husband and assessed to and payable by bni. We held
lhat, since In law and In fact the wife's income was her separate property, (he
State wits without flower to mcasurc his tax i part by the lIcome of his
wife. At page 21.5 we said:
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"'We have no doubt, that, Iecaltise of tile flndltllental cvIIceptils; which
nttlt'rile Our systeia iny attempt by it State to ineamsre the tax on one eiersol's

property or Ineomo by reference to the property or Income of anotiter is con-
trary to due process of law as guarinteed by tle 14th Amendelnnt. That which
is not in fact the taxpayer's invoine cannot be made such by calling it Income.
(,ompare Nichols v. Coolidge (274 U. S. 531, 540, 71 L. ed. 1184, 1102, Z02
A. L. It. 1081, 47 S. Ct. 710.) -"

The Suprenlo Court further said Ill Heiner v. ))onlnan:
"Plainly, this is to measure tile tax on A's property by Imputing to it in part

the ialue of the property of II, a result whleh bath the Schlesinger and
Iloeixr eases coidein as arbitrary tind a deltal of (tile iru.css of law. Such
atll exactiol is not taxation bit spo iatlon. 'It is not tttxatloit that government
SholI tllae front one the profits and gains of another. That Is tlaxallol which
conlpls one to pay for tile suplort of the government from his Owl gains
anid of fls owni property.' Ulited M,'les v. lullintorif 0. R. ('i., 17 WVail.,

:12, '..tl 21L.ed. 50)7, il9)

The dissentinig opildil III tiht llotlu'cr ,ase really 'ilflllll.,izs a illli llilki's in''rt'liertint, lt to t~w it, Iiiintllg quetionl~l lilt rtills htla dlm(vi by ft, iInJir'iy of tlt-' (cmll'

it that east,. Tle titsent is lisd ll4 tit t'e grotlli flinit till, sf11111 it| AtV'vllisill
'oulld hurl'e reenoctct('d the vOition ist vl re lationship) Ibewtea hus llilni ill, ndwive's,

and1(| tle dissenting Justices thought Shilla 1 Staff, Illl'itt tax h hti Iawflilly b'
mealsllred by (file (cOlillied invlliet of IlhaIi~ iwll , ll X i l t. ,Il'il l' 11 ,li lil1l1e4

('OtlhtI , lshChmde'r(lAd rceiat'll IIig the cOiinOt lair w\'hlereby il, lItllihsba nd ill lnie
the oWlnetn of the wife's IprolK'rl,'. Ohvhatsly the dis teltillg oljlio did t H141Ig-
gest that a PCtfm'c0 s1tt1e Colht go\vernl the plllrty rights it till- Silt Us1.4 1111 It
State statute could. It fact, the Sttprt'me Couirt hls Iiways rt'ogillI hat itarl-
fitl rights 11l1(1 dotnestIle rehltihnt iare exchlslvely within tilt tower Oif til' 1islts
(Ohio v. Alger, 280 1. M., page 37); hiniith V. Alhbilwus. 121 U. H. *tl.'1).
That flit, legishitttres of tile varies S'ttmttes 1' 'xIthlh'tiy Vit'st'd Willi tilt

lower to determine tile effect of tit, Illritlll relitltlloi114 the resltittg irloerly
rights of married IKrsons, Is so fttnitntleltal II prolsisit ll IiI Allltt'nitn llaw that
It would lie a wattle of thnm to ile ftirther atillhorily,

COMMFNTS ON TMll ('ONTNTON 0OF Tilt: JOINT ,NTAFV TIIAT TIIK iiOt.lI'Kti (,.%s. is NOT

t)NT1OLIl. NO

At page 7 of Its report tite Joint Stlff On1 Ilternial Iteveilm' ]iXitaloll 111tllljtSt
to distinguish ttt lhoepcr ease fiR follows:"tut eveii If the Ilocper co tm lie take at Its face viillt'v. tite p'oit Id Iteilti-
Ileats (i not ('inle within Its scope, I'lt, Iioltlvlilg faitir fill, tlh' ltk'l'll Illflintl (,118e was tlhe iprovl~qlonll lt ac ipetsol whIveIll 10114vlcl \\lvlif leId witin~
tle toix colnplitat lolln War liable for tilt', entire ftxl. It 11h hitIl llltlhd Oitl tl1l
lie legislation here itider consiteratllii d ies tot mkllke tlhl Sliolit's Jointly iltitl

severally Ihlie for the entire tax uliless they So elcl. it'i0 lsrsll Is reitred
to) II it ha olily Iloilt his 'wIt Illeolli' a Il Iot 13)oll the Ittlt'e lit ly oherilie
il'rsolt. 'The Ite(, effect it tilnrely litt the n itotint of tle tax whi.h Ie Is riii '.rdto1)1, 14i (I M01 1).lVine fylip f1(,f thatf hP lI( ie fit a evomlllhe 1111l which has Other
|iteloine av(ertlnlg to it."

The above stlltelnllt fails to give recogntiitt t( tilt' fals 111 Is4ill-tm iII tlho
lloper rase.

The supreme Court tIti tint give 1'lly weight Iti Its oplillol to Ilht filet tlll thn
lusbatd was assessed for the entire tax. Indeed, till' WVicollt stlitute It (]toleps,
section 71.00 (4) (e), expressly Irov'ied that married persotis could file se)araito
returns titl() that "the altonlt of lax due shall be piald byi crh Ill tite ]troplortlol
that le average Income of each bears to the (olnbned average Inplome."

Trite, us footnote 1 to tie Supreme ('ort opinion| shows, fite taxpayer tppar.
etfly dit not eltet to itslst tint the tax lie allnated and ihl il part by hiq
wife. bit since lhe Wisconsin statt te clearly so provided, the groulll for tlsline-
tioni set out by the Rtaff does not exist. This footnole reads 115 follows:

It''ils resulted froni the filet that the net provides for slrtaxe.t graduated
nlecordlhig to the amount of the taxpayer's net Itcome. While fli t'xcess would
havebeen less If returns and assessments had been made tntder section 71.09 (4)
tite total would still have been greater than the ttlin of the husband's atil wife's
faxes If separately assesseti on their indlvidtlal incomes."

Ordinarily one fits to ascertain the "motivating factor" for the decision In the
lnnguage used. We have m4iready quoted In this brief sufficient of the Court's
Language to show what the motivating factor was, especially the following
language:



REVENUE ACT OF 1941 1499

"'We' linve Ito (Itilt tim 1t, beelllise of file tfiiidimli'tn l conceptt ions which mider-
lHe 41111' sysitti filly it tempt 1by it Hti Ic to lonstire tlit$'a fill AMn pe' rcsoli's Jpitip-
t'rty or Inicomeii by refe'rence to tile p~ropeKrty or hi c''ii of ii ot her IsiNnt riry ft
duei prowessx f law its gunnrintt'cd by3 t ile fouivth''i Iimen~'idiot't. ThaIt whic 1.
iiot ii fuct the toxlotytr's locojot' cannot INe mo1de Siclth by calling It hotuo."

oil the lili) mid' iitoiiit by liig titt' itt thalit wtild apply to Ili tosum of ft'e
ctiiiliitd Incomet of hlixelf nid wife inixt'aof i the roIt' 1l111t wotild ordimoirily
nll3') Ii ti lit1liulit of Ils owhi Iniitiiit, anod tIll IIt filly suich n1111emopit-td tiiixxi 4-

'I'iie gi'ol Just lintuiti tned was s.qni rely red i ftl 1 f' lit, )twomiil li)4sigiiiitt of
error prt'semited Ity% thle tixmier fit c'irryiiig t he eitst' to tilt Mulirine Couirt.
TIim assignmeitnt axs it lippeirs lit tit(, record ol ilt' withi flit' Nuiadihi' (oirt

"ll holding flint setion 71.0) (4) (c)I of flit% 8tatuts (iiti) f Wsi)ttii, ptirsiint
to wlilt't it tutx was1) leied'I oil lilplMilil it lt Ills own hi i I m lit ii'0t it higher riote
because Ill wife als kind1)( sinkFit It Inlcomei froiii litr ownl st-lininite esti t' t lio Is
Itledt o it oter liersi's of lilkte Iincome' fromii likte solirtIs nm) oppliilit, tIm- '(' ot0

I-xiii1ly flipi sint'iv arguivt'iit %-lifth ieslii't tt) ciissltit'oI i tilt(] it) t ie(, right
to) Iiici'1t' flip ta x (t 111 n' hisbliid 111141 wife liecilt'm of till' In'oieit' eorned by

miit we're niot rt'cogoirA'd its liersllsivis or snoid by3 flit' Ntipi'eiit (out.

ilitFxi: IS NO DECISIOtN OF IMn 91*1i'i:.%: ('0111 is; .%4?'* WAY WF.NNhiN 'mrP 1iOJIiNO
IN Tilt, "il1t'lrxu CASE*" MTh ' Tily TAx or lIMSHA~Nii OR WIFE: tAN.Nr lW: INCItEAHED1
HV4 UMINO AS A4 ?'FlA 'UHIN*O DA.NIS .ANY' PART oV TIME INCOME OF TII OTHER
SPOUSE

lii I lit bief lin lilmort of liittory jolit retuinks suliiilt lted to thle (*01in1
111iitfee til Ways4 111id MAe'ii it iniuiber ft dlecislons tif flit, Sujvenie Ciu tirett
4-1-1its' oS~uppoirting fIt' lbellft't lit tite Stiprt'ine ('olurt would uphiolt i t fiil
(015t'l till thev Jtiliiliig tif liii ilit'tilit') of two I'tlin ''whitret there fire' suilll'itit
facts So t) Ji,.'fify.' E'veiry t'ns(, citedl Inlinit lirlef its mliows~tlng the lpis4I'
til113 tof to xii g fll I icoiloe to it li'lslili oft'er hii filie% tiwner (if flie% Iniomiit was
it "grolitor" vase O ivi t'iie tif it transft'ror oir aisIgiitr where it tlixpnyer,
ho'liig litte'n ft'e titrIght twnetr of prortiy1, midthook ti maikte ii t nimlster
111t1 to t'it'iip ft'e llYlmit tof f lit" iiitiiit' flix. lit Somle tir Ithomse ll)4t' tile tax-
1Imyetr conIiitiued t) tinve flit' tivot'icii enjt'iilit ti the I li it it. liit olit'rs tif
tio,~st'ru s Ite grit fr tli)3ir 11)14 iiit gift of f lit' Intomeit' liigli rt't n ig
tin pr~rtlry ol whicht'li t Incoime av('tFvil. We l'oci't't tot ii n tyzt Itioste cases
which tire vitedl ogaiet its.

lIn I 14 xWit#'t v. llnd1olo GI) n. 17.S. .19,1, 81 L, t'd. 370) iiil Wi JICII''i)Q 4'.

iioi' tIlit fliits in e illy )113' tiliiou Itt) t'xisttoc' ar lit iit'1liit 11011' its Io it $
ltt'lt'igiiig Iti (Ilit n poy'ir. Ili ft 'fi st olf those Iw 440tai's ( the Iiftm u' -0/s'r.c)
flt' oill3' tilitNItlll 44'l whli ii it Wnx cotultd litp iidt' rtronct I e for it I M'Flol
f :15 tlli3's. Ill tit'- st'ctuid caise (Otit sm-o,'t I'r*1 Sh-Icl vam-) (lit' iii1iiii quewst itll

wn'ls (lit' iiit'rivi''t tIo ofit' e iil1t flifiixi tig Iflit' 11ntlist 1i'itt't hlmiit Aif it

(if i t rust to o1f/l pilot Wiho linit createtl if lift' I uisuinitet' lit 111iid It 11iil0 rt't
tiat Iii t'nt'n i g fit', fi st flit' grantor li upay.'r hotlliot pairfted with f lie ftill
l'oteflcliil I itt'rtst Ili filt trust plrKl3. Tilt, grantor bath bienipi the it right

Itciul lInterest.
Ifrt i'rivqlt v. ('llffo,'d (301) 1'. S. :131. 81 It. ed 7.") wns also a grantor vanse.

A f rust \%- i't i ted byi'atiu i h u id i grmtilor by3 tleclo ri nim nstlf I ruste' tif
v't'i'fi i sectirli le. 'f'lit' ('41iu11 holtd flip' ginotor wo 44i111til liable for th' (fox Off
tlie It'tome becauN' "'In siilifnt't'e his) coot rob ov'er fte corpus was Ili all Pilsien-
fi r'ts1K''t) the oNme liftt'r flit' trlnit wagO createt nit liefort'."

liv l-r'ulgj v. 1lor'.t (311 U1. 8. 112. &5 1L. i'd. 119) Iii also a granor calst'.
A granitor tiwnig e'rtiili c.toi)Oi bonds it l aeit tanti'li d 1 gilve to tilt; soil certainly
o~f t'e Inti'reitt c'tiiiiins Iht'etif," i't'talig thle bondstheflit'uwilv''u. It. wiag hield
that thep graotr had 'calicd thet liicolile.
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)hIhcring v. Eubank (311 U. S. 122, ,5 I,. ed. INt) was another grantor case.
A grantor Insurance agent, having a contract entitling him to future Coal-
missions on insurance already written, assigned tile mminissions to others
after fully earning them. The Court held that the ease was ruled by tit(,
Hordt case, the transferring taxpayer having assigned Income that was fully
earned.

llormel v. Hch'elurig (85 IL. ed. 051), was also a grantor ease where the grantor
taxpayer created a short-term trust retliting certain benefits and controls.

Madden v. Kentuckyi (3.1 U. S. 83) merely held that a Statt could lawfully
Imisse a higher rate of taxation oni bank deposits kept outside the State than
oi those kept within the State. There Is absolutely nothing iln tile ease giving
any color to tie proposition of mteastring ole person's tax by the properly or
Ineoime of another.

llarrson v. 'lchaffncr (85 L. ed. 094) is another grantor (donor) tise. The
Court said:
"It is enough that we find In the present ease that tie taxpayer, ii plioint of

substance, has lwirtcd with no substantial interest In the property other than
the 51i'elth(l iwpyments of Income which, like other gifts of Income, are taxable
to the donor."

All of these cases cited before the Ways and Means Connittee i tile brief
favoring mandatory Joint returns (wherever those cases upheld the taxing
of Income to a person not presently tile owner) were cases where tile taxpayer
had been tihe owner and had attempted to divest himself of the property or
income. The grantor (assignor, donor, or transferrer) was a taxpayer seeking
to avoid liability by making a transfer.

That a taxpayer, who Is a transferrer or door of property. remains liabl
for the In'on e tax where he does not completely divest himself of all beneftial
Interest or where hi sone other mallnler he realizes tile income, is, of course.
a holding in accordance with general rules.

The proposal fo' eollpulsory Joint returns of the itomies of husband ida
wife or any part thereof and nlleasturing the aniount of th' tax accordingly bats
nothing to (to with amigtttnents or transfers or gifts. Those are reached iii
proper cases by other provisions of law.

The Supreme Court itself has expressly and clearly stated the distinction b-
tween a grantor (transferrer or assignor) making tni lsuffllcent or Invalid
transfer oil the one hand and tile easo of husband and wife recelviig Incomes
which are theirs by State law. Ilt Poe v. ,S'caborn (282 U. S. 101), tht, court t
ij'akng of Corlias v. flowers (281 U. S. 370), expressed Itself as follows:

"We hehl that where a donor retains tile power at any time to revest hitniself
with the principal of tile gift, Congrvss may declare that he still owns the in-
Come. While he lits technically parted with title, yet lie il f(lt retains owner-
still) and atll Its Incidents. lllt here the husband nerer ha8 otriership. That Is
Il tile cottinitity at the molelnt of actiisitioll."

We assert without fear of contradiction that there has beet nio decision of tite
Supreite Court in any way weakening Its holding In tlte Hoejir case where the
(ourt declared uiiconstit iti lolul tite attempt to mteaisutt'e Ile tax of oela p ,rson,
husband or wife, usittg its a measure for taxing purposes the Incoime of the oiher
spilitse.

INt)ME TAXES UNDEII TIlE 81XTEENTiI AMENDMENT MAY LAWFULLY 11E LEVIED ONLY
UPON TIM Ow'Nti tE TilE INCOM.,

Tit( Sipreme ('cour has In several cases made this proposition exceedingly
plain. In lisner v. Macomber (252 U. S. 1S19). referring to the sixteenth amend-
ment definted the word "inetultS." 'he Court sal :

"1flre we have tite essential matter: * * a gain, a profit, somethig of
ex'hangteable value proceeding from the properly, severely froti tle capital, how-
ever Invested or emlployed and coming in, being 'derived,' that is received or
drawn by the recipientt' (tite taxpayer) for his separate use, benefit, and dVV-
posal: that is Inoiie derived from property. Nothing else answers the
descripthtn."

let It lie noted that tile lrenthetil explanatory phrase "tile taxpayer" Is not
the interpolatioi of the writer of this brief. It is the language of tile Court.
The C'ourt says that the taxpayer must be the recipient of the Income in order
to le taxable for It.
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In Broley v. McCaughn (280 U. S. 124), the Court, In upholding the gift tax
as an excise and referring to other cases where excise taxes of various kinds
with reference to property had been upheld, said:

"It is true that in each of these cases tile tax was imposed upon tile assertion
of one of the numerous rights of property, hut each is clearly distinguishable
from a tax which falls ulon tile owner merely because he is owner, regardless of
the use or disposition made of his property."

In Taft v. Bowers (278 U. S. 470), the Court upheld the validity of the pro.
vislons In the Revenue Act of 1921 which required the doneee of a gift to pay
fin income tax on the capital gailn based on the cost of the gift to the donor.
In tlie unanimous opinion tile Court said:

"Under former decisions here the settled doctrine Is that tie sixteenth amend.
meat confers no power upon congresss to defile and tax f1g Income without ail-
portionment something which heretofore could not have been properly regarded
as income."

It is obvious from thes decisions and all other decisions of tile Supreme Court
relating to Federal Income taxes that there is no Justification in the, Constitution
for Including the Income of one person as a measure of the income tax of another
person or for Increasing tl Incone tax of one person by reason of the income
received ily another. husbands and wives, whose rights are determined purely
by State laws, form no exception to the rule. The proposal now made for com.
pulsory Joint returns is a startling innovation.

INAPPLMOAnILITY O TilE ENOLISlh PREOFEDENT

Those who favor the principle of mandatory joint returns by husband and
wife, il whole or In part, attempt to gain support hy tie statement that st i
a law has been lit effect in England for a number of years. The English prece-
(lent can have no force here for a variety of reasons.

(A) In England the British Parliament lis Jrisdliction over all local affairs
find property rights as well as over national affairs. There is no such thing as
State rights. Parliament call legislate as to the property rights of husband
and wife and change them at will and its legislation cannot lie questioned. In
tile United States tile property rights of husband aid wife are deterinied exclu-
sively by laws of tile State where te spouses resihe. A Feileral law cannot in
any way change or affect those property rights.

(13) lit England the British Parlinilent is supreiie. There is no written
constitution. An act of Parliament that has received tit, royal assent cannot
be qilestiositl oil tiny ground whatsoever. No act of Parliament can be held
invalid by reason of conflict with fifty constitution.

(') It I.; a matter of common knowledge that II England tile position of tile
huishold In tile family and in tie household is far different from what it i4 in
tile United States. h'llere the general custom of society attributes to tie husband
tile do11mlinting influence In tle family, and everyone (tie wife Inelllhd)
licgtuliescces in thit idea. '1his principle is largely the result of the l,:ngllsh
traiilion surviving from the common law. Under ti, colmton hlW tile vife's
Iersonality wIas imerged ili that of tile husband and her property became his.
No stic1 principle would be tolerated in this country.

(l) lDuring tlte past 00 or 75 years tie whole tendency of State legislation
in tit, United States has been to get away from the barbarity of the comnnmon
law wherelby tile wife as a result of marriage suffered deprivation of her prop.
ery in favor tif i hulial d. The ,whole progress of modern law in tile United
States hms liect in tile direction of the recognition of tie wife's individuality
111141 her seirate property rights. 'rihe tstounaimg proposal now Iailde is to turn
hawk the clovk of progress. It would threaten to deprive married womlln of
rt'eco-nithbi of tilie great advanees that tily have achieved In tilt' United States Is
is resi lt of Statt laws iti thl several States. rTse Statet laws are strongly
supported by public ophilm. The proposal for any kind of eoniillsory Joint
ret urns Is fin aisa'hronisiii. Moreover. It I tijust. Further, the Suprenie Court
has held it to ie a violation of the Federal Constitutloll.

ltespet filly suimllitled.
DoNWVORTII, PAUL. DONWORTlt & S.MITI,

(GEOROI.: DONWOSTlI.

Gorescl for a Group of Marr'd Tax.
palic's ill the State of Wi'ashington.
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STATEMENt OF FAYETIE It. )OW ON IWVENur. IM'lISloN o 1141

My namle is Fayette B. Dow. I am appearing he'fore you today, amI 1 have
Oil ireviouts sillhlr occaslons, 11s it representative of the Anerican letroleun
industries Committee, tilt! National Petroleni Association, and the Wl't-stern
Petroleum Refiners Assoiat ion.

The Amerlean Petroleum Idustries ('onmiltte was organized several years
ago to study State and Federal taxation of petroleum products altdi to present
Information to legislative committees, such as tilt conlittee which Is con-
ducting this hearing. The gasoline tax, especially when collected it reasolble
rates by the states ad ajltidihd to road building and mnhtenalnce, hits well
a good tax. Like tiny other tax, It Is susceptible of excessive impotsilti.
Our position never has been that of mnere Oplosition to ieretased taxation.
We (lid not Oppose the illf'elnt Increase Inipsttd lit the Ievenue Act of 1141), Nut
presented tie facts surrounding the existing gasoline and au11tonlotive taxo,.
and indicated tile proplrtion of additional revenue which It was propo;td
to collect froi this group. As Ia matter of fact, whe I looking lily lI'esnta.
tion before tMe House Ways aid Means Committee I sensed on the part of
some Ilelniers ia feeling that our failure to oplwise tile Increase i tilt' gitsolll,
tax at that time was an exercise of lnistakitn Judgment. Il opening that
statement I said this:

"Personally, Spelakilng for myself only, I eoncelve this ill is merely tile
beginning of taxatloni and iot the last of tile tax measures which tills coal.
llittee will consider lilt(] discuss. No person who ullderstands tile situation

which confronts tilt' country could, I think with good grace, oppose a tax
measure of this kind or could fall to realize that we have here lilt ellergeney.
wflich rq(illres us to act quickly and effectlvly i order that tills country
may le properly armed to meet whatever contingencies the future may have
in store for It. It Is for that reason that this statement il no wise opposes tile
provisions of the bill."

MoviCe that time the situation lias changed. Our Government has adopted
a vast rearmament program, not only for our own defense but for aid to
Britain and other democracies. Tills program is steadily Wying enlarged. No
one knows how great it will become or how long It will last. hlt whatever
the developments of the war niay le, it is safe to predict that tile economy
of tile United States will be a war economy for years to come. It is proposed
to pay for two-thirds of the cost of tills program out of current taxes, and
we tire not awart of any substantial disagretnnt with tlat policy. Evel
If that policy Is carried out there will be a soslanthll addlitioll to tile public
debt which must certaihly be serviced, trhialis at some litter lay reduced,
through taxation. Therefore, we tbink that we only engage il aelf-d'ceptloll
when we label taxes by sichal unies as emergencyy" taxes, or defensee" taxes,
or think of thlel its temporary taxes. We are i the process of placing lipon
all of the Anerican people very heavy taxes which must be iorne for i very
long period of tie.

If tlhls is so It becomes, I hope, all unobjectionaible duty for any group which
has studied the tax hlirdetns i any Hohld to place its facts and Its views before
the nminhers of this commit te, for their consideration.

lunnlng through the liscnssioiis of new taxes before tills colinlttee at this
learning are two primary objectives: One, revenue; two, the preventlon of
Inflation. By the prevention of inflation I understand is meant the prevention
of a risig spiral of prices and costs tille to tile filt that In a period of large
Ooverlmient sivtnding for arnlanient tile lnatlonal Income iavallablle for lair.
chasilg .onsuiner goods oll |rows tile prsdluetion of those goods. Soltie persons
suggest for this realsoln that taxatiot 0il) Sit)Niile comntodiths he considered
from the stalndpoit of their lomnipetitiin with defense protletioi.

The first approach to it study of a proposed tax on tiny coillilodity is the
burden which the pur'hasers of that coltlitodity already are hearing.

TIE PRESENT nt'RDEsN OF 3TATF AND IEIPlAI. 0AROLINE AND AUTOMOTIwE TAXES

A. The tales.-Existing gasoline taxes provide, ont tie average, more than
25 Percent of tile* reventue.- of the States. Gasoline and other automotive taxes,
is a whole, provide aoblt 40 Iercent of the State revenues.

Staed Iln dollars, the States are now collecting $68,00.000 a year from their
taxes on gasoline. Frotl registration fees and other similar levies the States
aloe collecting, $450,000,00 aunnually.
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The total anual aliomotive tax revenues of the States tire, therefore,

11. The F'derl (irernimcnI.-Under its present tax oif 1 /, cents per gallon
oil gasollie the Federal Government Is now collecting tit the rate of approxi.
nmately $3147,049,40) per year. Tie curreiit yield of other Federal automotive
tlxes is about *1(01,027,1IM. The total present revenue yield to the Federal
Government tllill annual basic from these taxes is, therefore, $508,.Y27,000.

The 1lotuse In pIassing tile revenue bill has increased this tax bill by
$142,300,000. passenger alomaobiles, parts, and accessories will pay $74,-
If0,0); trucks, busses, till(] trailers, $10,1)0,(I<t tires alnd tubes, $51,300,(;W)
motor vehicles, under tiie new "tse tax," $100,(MA),000. This will bring other
Federal aitolotivl ttlxe's to ii total of about $4i63,327,MJu.

0. Homne slunlfeant comprlison,-.-Since their Inception only a little more than
two deendes atgo gatsolile fin(d other itomotive taxes have yielded $17,M,(X)0,000
In revetle.

The present total annual gasoline tax of $1,215,(J0,0M) Is almost equal to $1
ia barrel oil every barrel of crude oil lrolcel.

The Ireselt slla)le tiverage c'Omttbined State till(d Federal tax is 5.10 cents per
gallon.

Tihis Is more thoi 100 percen(itOf tle average wholemle prlee of gatolilne.
It Is a retail sales lax of 47 percent of tle average retail price.
Oil top of this Treastry oftleClls 1oW prol<)se all increase of 1 cent in tle gaso.

line tax. This Increase, they state, will yield $25-5,0(0,(IK)0 alllitional revenue.
But It will maike lhe simple average tax, State and Federal, 0.9 cents per gallon,
i 65-lpercent retail stles tax.

'lhe litte has clearly eottie to ask till to answer two simle questions: What Is
gasoline? Who pays tile gasolile tax?

WII.AT I OABOI)INE AND WHO P.AYR T)Il O.SOM.1NIC rAX?

(lasoline, lit Itice ad ill war, is one of tie most fundamentlly necessary fuels
of ftl Modern world. The (ays when It was a new, experimental fulel for tile
new and exIlsrlmenttd interal-collbullstlot ellgIne--the (lays well gasoline wias
used to drive time httttad-mlade automobile so mostly that only the well-to-do coldd
Own olne--the days when the tluttomobile was elietly a pleasure car--to.e days
were gone before W orll War No. I began. Since that time automobiles have been
made steailly better and helpere. Their production and sale have iell not by
the thousands lilt by tile I1llions. Their l)reontimnnt ownersitll) Is no longer
by the rich, or by the so.'illlePl middle classes. but by lhe rank and flip of ile
lower-ilnconip groups. hi tile last two) decades they have completely revoluitlon-
Izell passenger trisportation. The most recent authoritallve statement oil this
subject wils itiade ott May 1, 1911, by Mr. Iliph lldd, preshlenit of the Bur-
lihgton Railroad, and Transportttion Commissloner. Advisory <ormmlssion to thi'
Counell of National Defense, before the American Mining Congress. Mr. lludd
staid, of till Intercity passenger transportation:

"Nlnety lereent Is in prIvate atomolilles, percent oin ritllways, albeit the
sampi on busses, tind one.half of 1 percent in airplanes."

Tii other words In the world of today gasoline Is the motor fuel which provides
95 percent of all Intercity passenger transportation.

Within the cities, busses and taxlcabs are narrowing tile freld of electric street-
ears. Tio growing use of private automobiles from hone to place of work Is n

atter (if everyone's observation.
A revolt ithit. indeed ! That 95 percent figure alone is enough to prove gaso-

ile's right to lie chlssed iv; "onle of tie moqt fumlimtally necessary fuels of
ilie loderl world." Ts 1some 1)1ssenger-car tralsportatliol used for rtcleatlol

lUrlmists? iOf col'se. Thalt was nlwnys trite of li railroad coallh, of tile
ilterurbatl eletric, tild the streetcar, all of thettm concedlly essentll agencies
in fhti daym when they Wiere' predomtinnfmitn passenger fransportatlon.

TA't 1ts a1t8wtOr flip slllle qulestiois--Wlint Is g sollne? Who pays the gtso-
line t ax ?-fromn a different approach.

There are 131..11O,000 people In this counttry, according to the last censrls.
There are 20,500,000 )rlvnte passenger automobiles registered in this tco'lnl-

try-I for every 6 persons In the country, of whatever age and of whattever
economic position.

A study of automobile ownership fly Income groups for 9IS, taken from De-
partment of Commerce and National Resources Board sources, throws a char
light on thil subject.
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Percent of Num betr Percent Percent
total Number of total

Income group sons in each owiSnliiS of total of vehicles ofhotl
group who n car wned e

are car vehicles owners owned
owners v

10 per % eek or le0s ........................... 30.3 1, 672. 000 7.8 l, 738, 500 7,5
110 to5 20 .......... ................... .. 43.9 4, &W, OW 20.9 4,769,000 20.5

$20 to C30 .................................... (0.5 ,350,000 24.0 6.497,000 23.7
$3O to t ............................... ...... 70 8 3,946, O0 17.7 4,073, S0 17.6

101o0110 ..................................... 787 3.001,000 17.8 4,071,000 17.5
W tA .11M - -..... ..... ...... 1 ,08, 000 8.1 1, 94 , 000 8.4

$100 per week and over ....................... . .0 v68..100 4.3 1, 119,000 t.8

Total .................................... j7 ,. -. . ; . 0 10.0 23A 213,000 100.0

This table shows that 51.7 percent of the passenger vehicles In lis. Ii 138
were owned by persons having an Incone of $30 a week or less. Only 12.4
iperernt of (lie Nation's car owners bad weekly Incomes of over $00.

L.AiOR AND TIM MOTOR VEiICLE

The dependence of labor upon a cheap automobile as 1 means of getting
to and from the job now Is being brought Into bold relief by the Industrhil
expansion.

The shortage of adequate housing facilities In the vicinity of hirge Industrial
areas, or new defense Industry centers, Is Increasing this dependence. For
example, widespread pubielty recently was given to 200 skilled workers living
in New York who Spend 4 hours each day driving 00 miles each way to and
from their johs li Bridgeport, Conn. Connecticut levies a State tax ol gasolllno
of 8 cents per gallon-an unusually reasonable rate which considerably Is
Ibelow tle national average. If these commuting workers purchase all of their
gasoline requirenments in ('onnecteut,. nud if the working year Is considered to
Include only 300 days, State and Federal taxes on gasoline now cost each of
thos( workers who drives his car dally to work aboit $1,35 each year. If this
situation were dttplicated with reslseet to a worker in it rennessee ainiinim
plitt, where a 7.cints-per-gallon State tax prevails, gasoline taxes would
drain $2.5 annually from tle worker's Inconie. In either State, a 1-ent Increase
in the Federal gasollne tNix would cost this worker filt adllii onal $30 ainmilly.

It is true, of course, that the case of tlie New York.to.llrldgejlort coniluniters
is unusual. Nevertheless , It is common for workers to drive 10 or 20) miles
nel liay from home to pliant, aid ti extremely large proportlon of all industrial

workers drive to work, whatever (lie distance.
A glance it the acres of parking lots filled with low-prihed ears which sur-

rouind tle typical factory Is sutilcleit to suggest that t(e millotor vehicle I, In-
dlislpnsahle In transporting hbor to the Job,. recent surveys, furthermore, show
(.lharly the exivjit to which ile private car Is tis il for this iurlpose. In Midland,
Mich., a emicial center, 92 percent of all workers drive to work ii their own
cars or rihe with fellow workers, li a center of aircraft produelhm, (lenidle,
('alif., 87 percent of (he laborers d(,pend on curs to get their Job.Q. In
Yoiiiigstowi. (ilo a steel center. the iiroportion is 82 percent.

Of the 3..412 inlel illis Ii the ['nih-d Staites wi it polIoulatio (if greater
than 2,50. It hlin , been fond flint 2,1210, oI' alproxinately four-fifthus of the
total, llS 10 no sys tinll oIf III1iss traiisportlion whalsoever. Obviously, the
residents of these comnilit i(s hillst rely iuainly upon their private aitonobiles
for transportaton.

New York City Is sald to loscse tile hulli'st system (if llass t ransportat io
In lie woril, D.,spl(e its mlhs of suiways mid elevated, Its ferries, bus.ses,
and rllroids, It is shld by autioritles that inore thin half it million workers
use their cars to get to their jobs in (lie morning, anti, of course, use- theni
to get homo again at night. From Brooklyn, and Dong Island alone, M4.1,XMI
cars ('ross lie Hast River ,,ach morning, carrying office workers to Manhattan,
Trfflie surveys Indictt thlt more Mhan 100.000 (onimiiters enter New York
from New Jersey every morning by private passenger car.

All these workers are buying gasoline, wliich, to them, Is Just tle same as
using the other available arterles of transportation. When they buy gasoline,
they tire paying the cost of transporting themselves to the Job.
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THlE Mo'roTRUCKI AND OASOUNK TAXES

There are 4,500,000 trucks In service. To anyone whil u.e the highways, it
is obvious that the motortruck must account for a sizeable proportion-a fair
estimate is 25 percent-of all the gasoline consulmed. I shotild like to point out,
however, that as tie national defense efforts of this Notion are Intensified, so
will he Increased in direct proportion the demands made on the motortruck.
Already, It huis been suggested Ini high places that a large portion of tile deep-
seaworthy bottonq on the Great Lakes he diverted to tile Atlantic trade. Little
iniaginaition is needed to visualize the increased dependence upon land transpor-
ration facilities whlch tile I elniuval of tihvt wair ' carriers woi ld bring in slick
vast production centers as8 Detroit, ('lovelnd, Toledo, or Chicago. Ei'ven today,
the muotortruck Is depended upon to correlate (lie productive efforts of the entire
Nation-and as our Industrinl itachline shifts into high gear, trucks, tot, mus4
mov', accoriigly.

Nuow, it is relatively easy for most of 11. to accept without flestioll tile state-
mnert that trucks consume 2.5 percent of all gasoline and therefore would pay
about 25 percent of all gasoline taxes. After all, we all can appreciate the im-
portance of tile truck in transporthig milk ot groceries, because this type of
transportation takes plice every day ili every county iln every State in the
Natholi.

But many of us come front agricultural areas, ani1d it may he difficult for Ius
to understand the extent to wlich til le Iluonlobile Is fill hil(lispelisahle form of
transportation for Industrial and itisiwss workers. Or many of Us may have lived
iln large metropolitan areas fill of olr lives, tll(] we hardly cotld le exllectod
to know ti, extent to which flie motor vehicle has i'eoe ti albsolte necesity
to the firlmer.

Tile F.MR1ik.i AND Til: OTVlE EIII.E

Regarding the farmer, and his dependence upon te motor vehicle, Mr.
Knutson, a member of the llotse Ways and ,M ehans ConilItte, recently lmlale
some pertinent observations. lie observed that tie farmer probably uses more
gasoliie thalft any other class, lie noted that the farmer lins to take his milk
to tll(' creamery every mlornitig. The farmer operates tractors aid trucks an1d
atlionlodliles, and I i malny cases hIs from two I folr lotor vehilcles of ome
description (ifr another. lie noted that the gasoline expense Is vcry large i
coilllalsonl with the frner's volume of busiioss, antd fif1y increased gasoline (tix
will le a real litrdeit.

ilurig 1)10, one of (lie Memnlers of th, loiise of IlelresenIttitvs plarcd lin
ihe h 'ongrcsso tml itecord inforiiathm iil(llliig that farmers use iliolit 5.5

percent of tll tinl gasoline consumed annually in the United States for tractor
and other ises on the land. lit, said that fle farmer iys nlillt 121/1 million
dollars aitilllly to the Federal (loverinment for every ceit (of tile Federal gaso-
line tix, and that tills tax Iayment (1hi not tike Into Cmtisileratlon (lie farmers'
lis of giS'olile for Iiltlliilfil or truck, bilt applies solely to Ililghlway uses.

In ndflilh ic t tractors, sta(ion1ry engines, find oilier gistillnc 'otliStintiiig
mi1iinaihi1ery, tlhollt o(lefltlrd of fil lmtotor vehicle, firt oWlied by ipers-ims livitig
on farias iliinl hii nnhicoiiorat1 ireas. Nearly 1,(0,00 of these vehicles are
tru k:i.

The United States apartmentt of Agriculture estimates tlat 27 Ierctnt of the
butter, .19 peretit of (ile eggs, M5 percent of the poultry, 40 percelit of the fruit
and vegetihles, 02 percent of the cattle, (8 porceit oif the hogs, ind 501 Ircent
of the horses til( imules fire Ioveld by trucks from farn to market. Alni.st
all cereal grmlihi are ioved front farm to elevator by truiek.

Within my own experience, I know of farm hlborers octil3inli, tenant hotise.s
who, in addiltlin to ages, receive from the farmer their firewood, pork, potatoes.
milk, nd a monthly allowance of gasoline.

It Is not uincolnlotl for farm Ilahorers, like factory workers, to drive tio the
farm by automobile front their ihoiies lit It nearby village. On other hi rge
farms, file cattle are fed front lit, plk-up (iick that drives the range with
sced-eake. Many of the chores nrouind the farm, today, Involve tie uso of
gasoliie, fill(] It is small woider that agriculture accoinIs for such a large
proportioll (of gasoline coiisi1itptiui1.
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The plight of tile nigratory farm worker Is a case iln point. Only his sevo (l-
hand car and a supply of gasoline tire Ills links with economic existence.

A candid consideration of the facts stated in the foregoing paragraphs slolld
effectually and finally dispose of the impression, if it is seriously entertained
by anyone, that gasoline is ini a class of articles commonly called lxtrles.
This committee must frankly recognize that the burden of present gasoline
taxes is very large and that It falls upon the masses of American people, In.
cluding especially the very Iow.income groups.

THE OASOLINE TAX AND VlED.AJ, AID TO 11111 WAYS

During tile hearings held by the House Ways and Means Connlittee on the
revenue hill, It was asked whether Federal revenue from gasoline atid auto-
notlve ta xes hall i1y rtlttioni to Fedteral ald to roads. A table, which I have tit-
liched to lily Stttemtlt, will lilik' It clear that on I hes' groullnds tilt- 1ittollIotlve

Itxisl3'els lcotitlr Is more thati square.
The Federal gasoline tax, historically slKeakItig, never has been considered a

tax for roads. Unlike State gasoline taxes, which are actually road "tolls,"
the purpose of tie Feleral gasoline tax is to raise money for national defense.
Ally comparison with Federal nlt[ to roads Is pure afterthoulght. If, however,
such ia comparison must be made, one might test Its validity by asking wily
ships have not been required to pay for Inprovelments to rivers and harbors?

On the whole subject of public aids to transportation reference should be
made to the painstaking study in four large printed volumes ly ('oordinator
Joseph 11. Eastman which showed that highway users are the only p'rsons
engaged In any form of trantislrtation who pay their way and more. In that
study tile Federal gasoline and other automotive excise taxes were not even
credited its highway contrilntlus by nutir-tvehicle operators. The Federal
giasllne tax wits considered a general tax Irvled for the general pullroses of
government.

II passing It may be proper to quote from Mr. Eastnan's report, vohille 1,
page 20, tile following:

"(1oneiusons as to whether or riot there has been puie aid to umor.iwhqNc
users as a class, 1.921-7.-Motor.vehlicle tuser payments, consistllig of State
gasoline taxes and registration fees, iniscellaneous 8tate taxes and esiillnated
municipal find county and local motor-vehicle taxes, were fnmid to have iggre-
gated $6,132,19L,000 Ili the period 1921-32 hl(d 1,7,51,773,00 i tIhe Is'rlod 11l33-
37, or $138,170,000 and M'470100,000 more Ihan ithe assigned costs. * *"

It Is only for the sake of tle recoirl, therefore, that I lilt offert'iig file lit-
talched thlo, comtipiled front (loveriml t sources, whhh shows chuarl that t lht
revenue from the Federal glasolln' lilt( olher llitouliotlvIe taxes, Alve such taxes
tlrst were Imposed lii 1018, actually exceeds the anUnit Of l'edlra fllnds ox-
ilended Ilion the highways of America. These sttistil's of Federal road ex-

jisii dlllles include not only regular Federal highway ai hut illso tit, lvx.ndi-
lures of emergency relief funds ont roads, which were primarlly for the pur-

pose of providing emqployment and not for the hetefli of highway nsirs.

CONCLUSIONS

1. As I have previously said, sole suggest that tie, tYls' of i'xliSP ttx whih
Is called for today Is ia tax oil articles "which conilKete very heaily fioi' ina-
terlals, productive facilities, and skills for defense prdutelion." While iot In
acord with the principle that taxation Is needed to do, wia agre4'ttu'tu It,-
tween the Government and mantilfacttrers can quickly iiid satisfaetorily i('-
compllsh, It should be poited out that gasoline does not fall Into that vlltis.
Several recent surveys show that the petroleum Induistry Is in position to still.
lily till normal commercial requirements and nil war ticeds without dIfI'leulty.
We have the necessary supplies of crude oil and the llec'ssary refnitig capacity.
Our Olie problem it the moment Is to adjust transportatlln facilities that sup.
rly will meet demand. Gasoline, Il fact, L "among the gool of muss (,ilt-
sumptilon which in no way compete with the defense program." The (Govert.
ntent official whose description Is quoted expressed the view that the inxes on
snch articles are "deflationtary, unnecessary, awd highly Ieqlitiable."
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hs retiuve frnt Fuderal gasoline and automotive e.re1se taxes compared trith
Federal expetditu tres on hfth ways, 1917-,10

A. FEDERAL AUTOMOTIVE TAX REVENUES

Fiscal year Gasoline tax Automotiveex TotalI erse ta xes 1 .

i0i ....................................................
1919 ..... .................................
I1 ..0..................................... ..
1921 .... .......... ............................. .......
Err .............. ... ............ ......... . . -
192 ................. ........... ..... .............
1924 .......... ............................
195 .............. .......................
1920 ... .. ...................... ...
1927 ................ .....................
192 .......................................
19M ..................................
1930 .................................
1931 ..... ........ ..... .................
1932 .............. ....................
193 ... ............ ...................

193,...................... .............
i9 ........... . ... ..... ........... ............ .
194........................ . .............
19. ................................... 
1939 ................ . ... ....................... ......
1940 ..... ... .. .......... ... .................. ...

$12.. 99. 000
202, 575.,ISo
181,53 2,000
177, 391000
1061 833. (KX)203, 7., 000
27,019,000
26. 1 7, 000

$23, to1. o0
49,342,000

145, 93, W100
117, 3A3 0O0
106, 219, o0
146, K000
tO, 021, oo
12. ,52, 0001I9.80 MoX
GO, 4 A 000
61.62K. 00013. SK) 000

2, 320,00

8d O. 0, W
101.061.000
1X21000
142, 705, 000
87,941.000

111. 27Z 000
140, '. ?2%oo

Total ............................................. 1 , 4w9, 642. 000 1i981,177,000

$23, , o000
49,342,000
10, V63,000
117, 323, 000
106,219,000
14. 198, 000
160,02830m0
12O, 55, 000
139. W2, 000
86,4-1& 000
31 628,000
5. k 000
2,320,000

167. 473.000

298, 629. 000
262. M3. 000
303,372,000
339, 238. 000
291.501,000
318,291,000
366 412, 000

3,480, 849, 000

Automotive consumption approximately 89 percent of total.
h tcludes manufacturers, ecwi taxes on lubrl.%tlnv oil rautomotih share only), automobile and truck

chlksis and bod es; other automobiles and motorcycles; parts and accessories for automobiles: and tires
and Inner tubs.

Authority: Bureau of Internal Revenue.

II. FFI)Ei1AI, EXIENi)ITL'RES ON IIOJIIWAYS, 1917-40 1

leplar F'edI. Elmercy Reular Emergency
FIscal year eral id ex. alrul UlilC Fi'cal year er aid ex. and puI

Fiscrl W l of 5he. penditures works ex.enulitures pendtures penditures

1917 ........... $34,3. .............. 1P20............... $77,892,192
1918 ............ 574,8111 .............. 1931............... 13 591, 373 $201,A 0116
1919............. .. 2, 015, 2 ............ 1932................ 129.W, 197 S ,907, ,3
1920 ................. 2.340, 774 ............. IM ................ (0711,125 62,131,961
1921 ................. S 7, 4 2 2

, 7 MI,......... - -. ....... 43,40, 422 181,019,392
1922 ................ S9, 91C dI .............. 19 ................ 13, 219,614 264. 4 . 9M
I K,3 ................ . 71,01,70 ............. 1 36................ 27, 188,013 201, 593, 976
1V24 ................ W, 447, 824. ....... . .. 107 ............... 78, h73. 136 204, iV4 020
192.5................ 97,1721506............11......... ....... 142 78, 9 81,717,2w
11 ............... .9.32,1t11 .............. 1939 ............... 161,011,461 32. 661, 616
1927 ................ 82, 977,,41 ..............1940............... 147, 05. 612 13, 39,142
1 92s .......... ....... 2, 513,F31 ..........
1929 ................ 84, 0W, 619 .............. Total .......... 1,820, 354, 6 1, 181, 4, 861

rotal e endi ti re, re ular Federal ald ........................................ ........... $1, 820,3.54,3

Total expenditures, emergency and public work ........................................... 1, 181,48 .1

Total ...................................................................... ........ 3, 001,838 717
Statistics represent actual expenditures only not authorliations or appropr[atIons.

Authority: flearingA before the Committe on Roads, Itou.e of iRepresentatIheq, 7th Cong 3d oss, on
1i. It. 7891, p. 34. Annual report, Federal Works Agency, 'ublie loads Admlnistrallon, 193, p.ii.
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BUUABY

l-ederall antomotivc (ax~ revenue $.)71,010,000 grealer, that Federal high way
exrpettditurcii

Total Federal gasoline and automotive excise-tax revenue, 1918-
4----------------------------------------------------- $3,480,849,000

Total regular Federal id and emergency and public-works ex-
pendlitures onl highways, 1917-10-------------------------- 3, 001,838, 70?

Exess, Federal automotive taxes over Federal highway ex-
peniditures ------------------------------------------- 479, 010, 203

Senator Guiii:y. I would like to insert something on the inheri-

I haven't it here: I will bring it.
T1lIQ CHAJIRMAN. Yes, Sen1ttr; YOU ma111Y (1o tht,
(Thle datta referred to by Senator Gufl'y is its follows:)

WEIGHT & It1NilLE,

Ilon. ,Tosrtz F. GWFFEY,
Uniitcd Stotfa Seunator,

Il re proposed Rtevenue Act, 19141.
MY IDrmi Sk-N-vrom (iuiri. Onl April 28, III-if, the Supreme Court of the

United States III anl oplinion by Mr. .1Jnsticte Illock dleldeil two vases of ,reilk
aP( r ir-rtaing liniortance to chlriahle organizaittons: Thie Unitcd Statvu V.
)'jjie el al.. exrct'itor* of 1'inu' ittl heldl thalt fte- exet-utors were not entitled
to) (Ih'dttt nigaitist itncomte oif the estate for f lie year 10)34 attorney fees and
oltl ttximittst' ill(] Ily (t(-ectorst0V for advice c'oncernintg the tidtinistratloti
Of thle 0sAtle; Mtid

Vitp Blank Fo'riners 'Peal Co., trustee of Duke l1,ldci the illI of Duke v.
Jl0elring, Comillimsiouier. tad heild that file trusttee was not entitled to deduct
Its Igitilist Intomte of thie estate the rt'asonoble orit'liiiry conimissioins to which ii
tie' i.s ciltitlefd fotr t1l0 nlitnilgellient Of tile trust 'Stalte.

Btoth otfi thm ii ef14lls ft'iiowed the( case to milgin-4p v. commissionerr, dieeiai
by the( Sl~ipeti Court (on February 31. lii ii, whic-h hield that I ligglis wits Inet
eiigiiged lin voirryitig onl a tl I aide or bimsintess Ii iooklug titter hIs lim-vsttitit, vol-
lvti lg tilie h icoine, hittigintg hIs rvial estate. etc., Itso l t tii eti tt IcItI1t1 to flddut
as itgalllst It1 I income exiletises oif 11111 Ililgilg hIs lisitiess, Slich as. rent, 8tetitig.
raphtisV'' 81salries, et.

As it rtesutit of t t-ethree devlsiotils. tlit-' ol II 't1iiiisintir itf Iternail Itei~v
is nowa Itoldi ug tat itch her lit nt Iivtdtui, antilt vm during tilt, lierlitt of ndttint-
1st rat it,. nor tile triste f ti 11tVIIle. wheIIIt e 'at e11i by' Wi, fitTer VItOS agre-t

entiit led to detluct tlit' t-iastabt iinil ttrititry ex'N sv lii titlit rling I li

it lutsiitss. lit otheitr words, the (tl tCommissionetr i li t5It is nees,:nry for it
ttttstt'ee tot fiilttt liti] hy vit ilotis expitists III the tit lift geitetft itl estl.ite. hut
deities to thle I rusted i t' to the bt'tteticiivs tlit right to tidduct a's iaillst litente
any (or thi(5t' ilects' ;lry ('\littises.

If te (- 'tittanisslittr pe-rsits lit followitng tis ptroctedutre, It will lie fdistst rttts
atid tettwsiv t'ttiot otly. to Iridivitual betetivia tics b)it to ella -liable orgtiittiln.

As :,ttut know. I represi-lit at numbtler of trust estaltes it Iit Pisliurgit, littetliihirieS
-of wbiii ilart iaiiy cliitittle ortgantizatiotns I it'1ttslurtgla. 'i'lie t titstev.s tollet'i
tile ittittitit frottuit(, u rtt ids, pay" thie expcists iif'fthp trtist. Including thiru

Ift flie I ttistee is Ilid entitled to (lediuct t these expetuses fromt its gross Incomeit,
thtetiph trustee ittist pit a li o itli ttnh11411tu i t fc tiitii'*ittti ret iiel 1mcii n
deductt flip tlk\ front thle 11t1to1unt paynalile to the chnA'table ieietlaries, mnd,
ietite. thle chtirity wNill gettt titt1101l~ t'sincttne. If is; coiicelialld t hat uni I
nitttly. tfilittethiod of pt'ocedurfe. yeatr lin atid year out, wvill result itt an Iii-
creasinigly fllinilied Itnctme to iietteti('itiies.
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I cannot believe that either the courts or tile Commissioner realize tile effect
of these dei.slons and of the rulings of tile Commlissioner.

It seems very unfair that tile Commissioner refuses to recognize its a legitimate
expense deductible as against Income the necessary clerical help, etc., required to
manage a trust estate, collect tile Income and disburse the same.

Under time laws as exist today, the sole relief or remedy seems to be with
the Congres, which should insert a provision in the new revenue act which
will allow as deductions to trustees, executors, guardians, etc., a reiisonnbe
amount for ofli'e exlenmses id coimmnissions during (lie administration of estates
or the i)erlod of the trusts.

I am sendi' ( an additional copy of tills letter to you, thinking perhaps that
you tlly pass It along to the lhinice Cominittee of ile Sellite when it con-
siders the proposed revente legislation.

It is nelless for tile to tell you that anything you 'anl do to help tills situ-
thi will he greatly appreciated by muiny of time worthy charitles in 'ittsburgih
of which you have knowledge.

Tmik yol very much.
Very sincerely yours,

.T. M. WiuionT.
The Cr IIA.iM,. Miss ('urtis.
Miss ('UiHTIS. I don't kntow whether I am the last witness ofr lot-
The ('J.\JIl.MAN'. No: til(,'e are two additional witinesses.
Miss CURTIS. Then we can't say that the wonen are having tu

last, word with tile committee.

STATEMENT OF CATHRINE CURTIS, NATIONAL DIRECTOR,
WOMEN'S INVESTORS IN AMERICA, INC., NEW YORK, N. Y.

Miss CUrTIS. My name is Cathrine Curtis. I am speaking as Na-
tiolmal directorr of" Women's hvestors in America Inc., whose head.
quarters are at .535 Fifth Av'nue, New York City.

W e iri all ]'41uiati (,ill 11lrlll i a iit mtiu iiell ier. hip orga i ati i lh l
incorporated if) 935: for tie 'rimiy p|rlpl.'Pose of finia ciid education
for women, flr. finanicial fite( finding of implortance to women, and to
defend 1111d p 'otect ile pr'op)erty rights of women. We (o not give
investment cotiuisel.

Women of all tvpes, from all walks of life, from imny professions,
and those relrese'|itiiig a wide range of incoIe biae.'ket. r e included
il 0111. Ilenibershil).

11mi1% of oill m-nheirs are just average housewives del)endentt llj)1
tile ea brings of the husband or family, and upon the estate saved
by t f family f or its flituremtiecitrit it) case of (heat I.

.. tie of t!' womellit stlpplhnle(it tie fail i y ilcoitlue lby eal'iiilgtrs of
their owi. Inl Imany instai ces this additional income is'derivetl f'roml
home industry .

,Itnv of htiill also have al indel)eldenlt income from the earlnili.s
of sb(ovk, bonds, Ilioirtgtges, 01' ili1strance which they own, )u'chased
wilh hit hrd-e rled Savings o' inherited from loved oiies.

[ think our membership is a itvpic l Cross Section of intelligent
Aiel'ical wonutm lhood which at present is frightfll :1 harnled lid
coi(,irNied with the polio is and problems of government t and their
dir'(t ei'ffet 111)l,1 tile fut 1l 11l1( security of their husbands' jobs, their
immnes, amd the welfare of their children.

Ill addiioll to Splteaking for 11iev nwniber' of Wjoimeii Tive,(1 in
A\nwrica. Inc., I al.so spelik oi hlhll f of cotlittle.-s volieQle t hroughout
le ('11 r wiY i whoi I1 liu a a'or,.jideae-mot Iei.s,

(11977-4 1-f1
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, liplovees. teachers, etc., but who are not active members of tie
organization which I am officially representing today. These wonien
are stockholders, jobholders, home owners, an-I taxpayers.

From various surveys which otlr organization has made, during
the 7 years since its incorporation, we know that women own the
greatest financial stake in the privatee enterprise system and in the
constitutional rei)re.mitative government upon which that private
enterprise was foulded fnd has prospere(d.

About 50 percent of the corporate stock of in(nstr' is owned by
W()IIIl'. Il il111nly cases this owaiershiip is ill uflits o 10 shares 0r
less: in sone cases it runs considerably higher. TIherefore, any
Government program, whether it deals with legislation, taxation, o'r
habor that affects tihe earnings and security of corporate tisets di-
rectly allects their welfare in the broadest sense of the word.

More than 7 percent of the life-insurance policies are made AaV-
able to women. The assets behind these policies are invested In
stocks., b)on(ls, mortgages, 01)(1 real estate.

About 60 percent of the savings accounts of this country aire also
in the iames of women. This money, to earn interest, iust of nieces-
sity be reinvested ili the private enterprise system. Becanase of this
American women lm e not only the world's greatest capitalists but
are more vitally affected than' any one group in Government poli-
cies, tax programs, and all legislative connivance which seeks to de-
stroy our capitalistic system and impose in its stead one of Fabian
socialism or Marxism.

In addition women spend about 85 percent of the consumer money
and I do not have to go into details with the members of this com-
mittee as to what part of our tax bill is paid by the consumer.

Because of the foregoing yoa can readil y liun(lerstan( whv the
women are interested in this tax bill and greatly coniceried over imany
of its features.

I have heard or read much of tile testilnolly given before the loi-e
a, vs and MvI is ('omilittee ald before tlhiscommittee on this hill.
'lestilnl'1 giveil before this Conmittee h V Teasl'irV ollicizals ,tl ts

thait this fiscal year's expendituies will he $22,X)0,(i00.00. And ii
order to raise two-thirds of this by taxation they suggest that $15'.
(00.609,00 in taxes be raised in 1 Veal'.
In making this request, the Treaslary officials did not give to Pit her

the House Alaiys and Meaus Committee or this conianittee any
analysis, detailed or otherwise, of the needs of the Government for-
(a) The or(i ry expenses of Government,
(b) The defense program, or
(e) The lend-leaso program.

In other words, the Congr-ess is asked to sign, oil behalf of the
American taxpayer, a check for $15,000,0O0,000 without giving tile
taxpayers any concrete ideas its to what this huge sum wiI be spent
for.

Neither hats the Congress had from tile Coil]ptroller General any
statement of the sets aind liabilities of the United States. The
committees hearing r testimony oJi this bill have not. been reminded
Hlit tile national T(ebt, including contingent obligations of the Go'-

ernment, already exceeds $5,000,000,000, or that since the first of
this year alone new appropriations, authorizations, and commitments
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exce( $51,395,000,000. Tie sum of these two iteliis exceeds by
$5,000p 0000 the as essed valuation of all property in the 48 States.
And, further, the $51,000,000,000, which this Congress has authorized
or appropriated in the 71/2 months of this session, exceeds by $28,-
000,000,000 the total amount this country spent for I)rosecUtillg its
share of the World War including loans to Allies which have not
beei repaid.

(Vullenges to the' ommi/tte.-le challenge the Government's tan-
tast ic program of iltrolriations, authorizations, and reconmnen(da-
I ions.

We chlIlenge the free-for-all lend-lease lprograni as jeopardizing
both oill, national (efense and our economic life.

We challenge the validity of the one-third two-thirds formula ill
financing our emergency-defense program.

We challenge the ability of the Members of this Congress to con.
villce the people of the United States of the wisdom 01 tile necessity
(f draining the iifeblood of this Nation to satiate the bloodthirst of
amy and every mtion including Communist Russia.

We challen;ge our ability to maintain our way of life if we permit
the destruction l of our entire economic system by policies which the
proposed revenue act attempts to underwrite.

We challenge the desirability, the need, or the legality of using the
taxing power granted government by the people as a means of sup-
plying a needed restraint upon inflationary tendencies which the House.
claims is one of the objectives of this bill.

We challenge the rights and authority of this committee to ask
thle people of thlese Unlited States for more tax money wihien thii Con-
gic has not yet compelled the Compt-oller General to comply with
the law and to file a report on the financial condition of this
(f'overmleit.

,-,int income to.-In addition, we wish specifically to oppose the
II n sai of tile SecretarV of the Treasury Iienr-y MorAgenthau relative
to tI e mandatory joint income-tax r-etimrn for husband andl wife.

'ITo familiarize you with the history of this proposal-it was recom-
niided by Leon Henderson1 when he testified before the House Ways
and lea;s Committee. That committee wrote the joint inconw,-tax
Jrovision into the House bill after public hearings were closed thereby
Wr1 ing women from expressing their views. However, the women
did express their views directly to House Members and the mandatory
joint tax return was removed from the bill by a 3-to-2 vote in th'o.
Hou se.

Secretazry Morgenthau asks you to ignore the will of the House and
to restore ihis obnoxious provision. He seeks to make this l)irOjpoNl
palatable by exempting married women who work outside the home
from such a joint return by permitting them to file individual returns.
What. this actually suggests, it seems to us, is offering a premium to
woinei to desert the home and home industry.

It should be remembered(l that it was home industry started by
colonial women that enabled this country to found its industrial
(npitalistic system and break away front the military capitalistic
System of Europe.

The joint-tax I'oposl tends to destroy the home as a self-goner-
ating source of national wealth. It further tends to smother women
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as a generating power. It should be remembered that home-making
made this country prosper-not natural resources.

It hits been stated before this committee that tile joint tax proposal
affects only 153,000 families. Our research has established that actu-
ally it affects approximately 171/3 million families, and I would like
permission to insert in the record data and statistics we have gathered
relative to the far-flung effect of this prol)osal on the homes and
family life of the Nation.

May I do so, Mr. Chairmani

The CHHUiMAN. Yes; it may be entered in the record.
Miss Cuirrs. If the mandatory joiit income-tax rtui'n--which tile

house Ways and Means Committee inserted in the bill in secret
sessions behiind closed (1rs, without giving the women of the country
any opportunity to voice their opinions-becomes law, married womei
in the Inited states will be returned to the ol common-lIw status of
chattels of their husblands-the position married women have ocet-
pied in Europe for centuries.

If the mandatory joint return is adopted-its effects on the family
life of tile country and on the income, savings, capital, and assets of
wives cannot be estimated. If the Goverlnelt can merge tie in-
coies of husband and wife for tax lmrp es-will that make the
wife's inconue attachable for her husband's business and bankruptcy
debts? And, if the Government. can merge their income--cannot it.
also merge their capital and assets-again making everything the
wife may have liable for attachment in ease her husball(' is forced
into bankruptcy?

Womeu are ( -'und.-Our mail indicates lhat the women of the
country are thoroughly aroused over thw unjust ftvatl ieit accorded
them 1;y the Ways and Means Committee id the maIe- ill which
it. adopted this proposal for mandatory joint income-tax returns.

('ommitfre mlisl'ormcd.-It wotild al)pear, from statements by
members of the committee, there is a complete misuniderstailding
about the number and type of families which will b, srioulyIv a-
fected, the principles which are involved, and the far-reachin so.-
cial consequences of this family (isrupti mg legislationl-shouh lI it. b-
collie law.

A careful stdy of available Govermient statistics establishes that
this proposal will affect at least 17,500,(X)0 fanlil ies-not lbout 153,0X)
as has bwen announced. Further, it will bear most heavily upon the
families of small incomes, not upon the wealthy as has be4- claimed
ll)3J)i'opoi nts of the measti'e.

iltsv snmial fiamill.q.-In addition, it. will bring within the income-
tax law approximately 8,400,000 families whose incomes are so si111ill
they now are not taxable under present income-tax laws, tile majority
of t len1i being small sulmrban and farm faimilies.

Thvse are a few of tith facts that would have been made available
to the colmittee by tile women, had we been accorded the same coli-
sidration extende(d by the committee to representatives of business
and indust i-3.

The priited record of tlhe hearings discloses that. the committee
listened to tile protests of 11 reh)reseitatives of the tobacco industry,
73 from the gasoline iilist ry, 8 from musical inst rumnent inanufai.-
turers, 8 representatives of the carbonated beverage industry, 1) from
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(ondy manufacturers, as well as 7 from the liquor distillers and 10
from the beer brewers.

Women receive no consideration.-Yet not one woman, nor one
women's organization was extended the courtesy or opportunity to
voice their opinion or to speak in defense of their rights as individuals
or in defense of the American home.

Whoever produced the estimate of 153,000 families to be affected
by this tax propel gave consideration only to statistics relative to
present, independent tax filings of husbands and wives. No consid-

eration, apparently, was givell to the vast number of families-now
tax exempt-who will be brought into the tax collector's net by this
proposed mandatory joint-income ret urn.

Thle following statistics relative to families and their income are
found in the United States Statistical Abstract. This table reveals
that about 80 percent of the families earned less than $2,000 per year
in 1935. The present chaotic condition of Government statistics
makes accurate analysis impossi le, but applying tile family group
ratios of the 1936-36 table to the family unit, figure for 19,10 which is
quoted by the Bureau of the Census, we tind the following:

NtiNmlwr of 'ercen nf CuntivIe,

Fa ily inc 0 tfanilkies all (6 t'lles IfWent

ot'det $ t4 (0 to $#W ............... .................. 9. 457. 9 27. 13 27.13
5V to 1.260 ........................................... . 9. 674. 1 An 27. 75 M M1
1,2. to $2,04 .............. .................... ............ 8, 421 .0,5 24.17 7V. as

$2,000 to $.0)0 ................. ....................... 4.47 , 719 12SS 91 90
MWOto13,000 ....................................... I, , 01V 2 .%. 3V 97.2
Over WO ....... .... ............................. .. W 4.7W . 5,. N 10000

Tot ,....................................................3 1. 2 . . ...................

Considering the above table--it reveals about 15 million families
fall within the family income band from $1,250 to $5,000 per year.
To this should be addled another 214. million families in the $750 to
$2,000 band who unquestioniably will be affected by this prolsal.

If official stltelmentls relative to Increlase(d llrlligs for workers lare
corret-thel it large iperc-iltage iln the $750 to $2,(00 hmid in 1935-36
are now above the $2,000 joint -illcole figure. It must. be recognized
that the families ill this baud who--aecording to official statements-
have benefited in the Ist 6 years by increased earnings-are those
of the farmers and minchaill( and ii(lustrial workers.

in'hlidental ear(i Ul ins become taxabb,.--By forcing even the small,
inceidet ll earnings )f womell-as well as tile ealrnlinlgs of a11 mino-
into the joint retlurl, the ieonies of million of families will exceed
the $2,000 exemption allowed for husblml al wife, and $100 for
each dependent, and therefore will be subject to Federal income tax.

ihe women of these families alive explet rilnced eollollic hardships
during the llist several vears, but now-due to increased demanlds for
industrial finol iechanical workers-are receiving their first real pay
InlVelopes ill v'ellr. These plty envelopes will Ibe taxed 14W, Cents oul t
of every dollat r in thell over tlie $2,000 exemptim base., if thi, joinlt-
ret umlu prol)sl is adopted, whereas thmide' tihe prv'.vtll law, thmev woild
uiot be reached other tha a by the existing inmume ruble hidden toxes
which all of us flow pay.
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Some of the earnings of women that would become taxable under
tile joinit-taix l)r)Opal-swoul come front such variedl sources as:
Salaries. Tourist. H laing chickens.
Wages. Summer boarders. Nursing.
lHusln1esm. Sewing. Cleanig.
Investments. Jlhkihg and canning. Teaching.
Real estate. Washing. Clerical work.
Annuities. Gardening. Clerking, etc.

1enah/zes happy marU,,p.-Sununing up, the proposal, which was
adopted in secret sessioll of the committee, will feet not only the
incomes of a Coliparatively small number of wealthy couples, as has
been suggested, but also will plact a heavy and unnecessary tax bur-
den ( t~l~e families of workers with small incomes.

Further than this-it will destroy the independence of women and
wipe out benefits of wills, trust funds, individual property ownership
and legacies. It will return women-free-born Ainerican women--
to the primitive status of being the chattels of their husbands.
Women's independence in this country-as an individual-is threat-

ened by this mandatory joint income-tax proposal. Her basic prop-
rt y rights are at stake.
'The penalizing of hal)py married life--by levying a discriminatory

tax burden thereon-and the subsidizing, by government, of separa-
tion and divorce-by way of lesser tax burdens, is something to
which no Member of congresss should be a party.

If there is no intent to penalize iarriage-why is this proposal de.
signed to al)lly only to those married couples'living together? If
living tnder the same roof is used as all excuse to join1 their incomes
for tax 1)urposes-why should it not. also apply to brothers and sis.
ters who live together-or to any group of llatives who jointly
occupy the same household and benefit by the joint income of a I whlo
live under thie s11meO roof?

In addition there are specific features now in the bill to which the
women object.

Among these are:
I. Proposal to ineret estate ta,,cs.-This l)Oposal tends to strike

at the security of millions of homes. What is an estate? It is that
)ortion of income set aside either through savings, investments, or in-

surance in order to l)rovide security for the family and (ependents
after the( death of the wage earner of the family. Do the increases
in estate taxes proposed by this bill reveal any desire to protect this
form of home security? An examination of the proposed increases
tends to establish the contrary.

Under this bill it is p)rop;seld to increase taxes oii tile net, taxable
estates as follows:

Percent incremae
From $1 to $5,00 -------------------------------------- ------------ r
From $1.0() to $10,00 -....-----.. ......--------------------------------- 350
'rom $10.000 to $20,001 ---------------------------------------------- 25t

Fromi $20,(KM) to ;tI,(X)O ------------------------------------------------ 110%4:,
l,'rmn $30,4K0) to $40,00,) ----------------------------------------------- 200
From $40,() to $51-000.. .. .. .. ...-------------------------------------- 200

A net taxable estate of more than $100,000 ,ill pay, under this bill,
t Io sale Percentage of increased tax as (emanled from a net taxable
estate of less than $5,00-that is, 50 percent. From net taxable estates
of more than $100,000 the percentage of increase goes steadily down-
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wavri--mid the public is being led to believe this proposed tax lprogrnin
is designed to iiiaike wilr profiteers pay the major part of the defense
load to protect tile isses.

Actually, however, it wouhl appear to he designed to destroy the
great middle class, which constitutes the very biekbone of our Nation,
mnd to establish here only two classes--the bureaucrats and tile en-
slaved workers-the only two classes permitted to exist in any cen-
trializedl government.

I subscribe to the remarks by Mr. Roy Osgood made before this
committee relative to the estate-tax problem and strongly urge the
committee to develop some program that will provide a stable tax rate
for estate or death taxes.

II. Ewces-prflts tax.-It. is generally claimed tht the proposed ill-
crease ill excess-profits tax is for he lteurpose of reaching profits at-
tributable to tie defense program.

ile proposed W- hedulo will:
(a) 1'hrough tiTe 10-percent increase in all brackets of the excess-

protits tax reach:
1. A vast number of nondefense industries,
2. A large voltine of normal profits, and
3. Will affect the earnings and assets of approximately 15,000,000

stockholders.
(b) By tapping of all profits in so-called profitable years-busi-

nes md industry will be malble to provide tie reserves needed to tile
theiim over periods of liard tinmes--signs of which already are omi-
nuously apparent, ad

(c) Make impossible normal expansion anl even necessary modern-
ization mid replacements in industry.

If one were asked to devise a sure wiay of turning the tide of eco-
omic _progress ill this country into a certain decline, noe Illore effective

method eould be devised for tile accomplishment, of this objective
than to take away all returns of business and industry-above wages
mil salaries-ani popularly spoken oi as profits, thereby providing
no means of maintaining, let alone explianding, ecoomlonuic enterprise
in this country. Such a system further woti1(! prevent the normal
provision of iew jobs for young men and women who grow up to
seek gainful employment.

From the point of view of future revenue-this policy means tile
(dtruction of the free enterprise system out of which taxes can be
paid.

Nowhere ill tile )nwoposed revenue act is there a more vicious pro-
vision tham that whinh requires the coml)putation of tihe excess-Proflts
tax upon th amount paid as income tax. This is accomplished by the
requirement that. the excess- profits tax be computed before the com-
l!utation amid deduction of tlie income tax comltation and deduc-
tion of the income tax. By what possible reasoning can earnings of
a business enterprise-paid out in income taxes-l e considered tax-
able income?

Under the existing law, tile income tax is allowed as a deduction
ill the comljimtation of the excess-rofhts tax.

This feature of tihe bill seems like a deliberate attenl)t to penalize
private enterprise for tile crime of producing wealth ani creating
gainful opportunities to make a living for muilfIions of American meft
an(1 wo(lliell.
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If you deprive industry of the opportunity to build reserves, what
will happen when we face the transition front a war economy to it
peace economy? Surely you must recall tile attempts to turn this
country from a republic to a sovietized Government immediately fol-
lowing the World War. There is ample evidence in the files of con-
gressional and State legislature committees to establish that Bolshe-
vists had counted heavily upon the economic shock following from
such a transition with its resultant millions of unemployed.

However, the record shows that through reserves built during tile
war i)eriod industry 'was able quickly to change over to a peacetime
economy, expand its plants, create new industries, and cut heavily
into unemployment.

Those same records further' establish that Sidney Hillman, present
Associate Director General of the Office of Production Management
of our defense program was very active in die 1919 Bolshevist plot
in this country.

Is there intent concealed in this bill-under the guise of preventing
war l)roflts--to bar industry from creating the reserves that will be
needed for th( coming war-to-l)eace transition?

It would seem to be the duty of Congress to (lecrease excess-prolits
taxes, thereby aidiing in(lustry to :reate tie reserves that will be
needed to protect free enter praise in that transition period from war
to peace rather than through this l)roposed increase in excess-profits
tax to aid those who would destroy our free enterprise system.

III. Radio broadcastinq ane? ntc/work ta.r.-rhe provisionI in the
bill (title VI) covering the radio broadcasting and network tax rullns
counter to the maximum revenue principle found throughout most of
the tax bill. Three brackets of taxable earnings are set Ul):

Pereen t

'o) $100,000 to $500,000, tax rate . ...----------------------------------- 5
(b) $500,000 to $1,O00,000, tax rate -------------------------------------- 10
(c) In exce.s of $1,000,0M, tax rate --------------------------------------- 15

''he lulp-sum rates set 1ll) in the bill, however, permit bIroadcasting
stations and networks to obtain lower rates than those specified above
by holding their time sales down to certain levels.

For example, on time sales ill excess of $1,000,000, the tax is specified
,t the rate of 15 percent. Accordingly a station or network selling
: ,r.00,000 worth of time would pay a tax of $150,000, and a station or
network sellinm $1,010,000 worth of time would pay a tax of $151,500,
according to the explanation of this title in the rei)ort on the bill put
out by the House W1ays and Means Committee.

Actially, however,'(he bill contains lump-sum paylnentI provisions
that place a great premium upon the curtailment of radio time sales.

h'lus a station or network selling $1,010.000 worth of time Would pay
not $151.500 hut only $110,000. because the bill states that in this case
the tax shall he computed as follows'

If the u1et tie Saes exceed $1,(00.(0-11-a antt equal to 15 percent of the
net time sales-or fn aniount ((qul to $100.000 plls the amoo11t of the art thie
sale. In excess of $1,000,000, whihih(,er Is the lesser.

Similar provisions are found on each of the other two braekets-
waiving the possibility of obtaining the full rates specified on the
hill-onl condition that the time sales are held near the bracket
minimum in each insthanice.
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Why did the Ways and Means Committee of the House 1old out
this premium for restricting time sales on the air? Did the comnit-
tee deliberately forego the opportunity of collecting the full rate of
taxation specified in the bill in order to accomplish the "p)lowing uijider"
of radio time and station and network facilities?

This possil)le explanation of the House committee's intent is given
added weight through tile fact that the committee's report on the bill
om)its any mention of the lump-sum payments by which this end is
accoiIplshe(l.

le have. become accustomed to plowing tinder pigs, plowing under
corn, plowing under cotton, )lowing tInder profits, even plowing lnder
rel)uIations, but will the public peacefully accept the plowing under
of radio time?

What is the real purpose behind this provisionI Is it to deliberately
curtail paid entertainment time on tile air and thereby allow mlore
susta iting time for war propaganda and the l)romotion of Government

I his committee must surely realize that if this tax principle can be
applied to spoken a(h'ertising it can also be al)i)lied to printed adlver-
isements of newspapers and other )ublications.

FuIrther, commercial programs are used to promote ( and increase
sales of manufactured products of our private enterl)rise system. Cur-
(nil that promotional advertising and you decrease sales, cut produc-
t ionl, reduce earnings, increase unemployNment, and generally wreck the
normal functioning of our industrial economy.

Furthermore, these would lead to a material reduction in the antici-
pated national income, thereby greatly decreasing tile revenues this
bill is supposed to raise.

Every housewife knows full well that her family cannot continue to
support. indefinitely the ever-increasing tax burdenl placed upon it. If
they know this--certainly the businessmen of this country know it
also ald(1 it goes witlout saying that you intelligent men serving Oil
this committee must be quite aware of the depl orable state of this
count try's finances and the unsound tax l)atchwork quilt which hals
been thrown over our iat ional economy.

With our ever-increasing debt, our reduced earnings, our skyrock-
eting cost. of living, and our increased taxes, the citizens of this coumi-
try are in a sorry plight. They are quite conscious of tile fact that dute

to bad management of Government and tile imposition of socialistic
theories and- legislation in (overnment promote(] by starry-eyed
dreamers, this country has been unable to properly support, itself
since time depression.

Regardless of the millions of dollars appropriated they also knowwe have as yet no adequate national-defense equipment. *In spite of
all this we m;ow find ourselves in the aunazing situation of being called
upon to Supl)port and even finance foreign countries and to continue to
deprive ourselves of our own national defense while we scatter it to
(lie four winds-from Africa to China-and now Russia.

You and( I both know that this riotous unbridled sl)ending-su p -
posedly in the name of national defense-actually can result only
in national lnkrupltcy.

Every economist, evely stilt istician, every businessi, and teee
public generally, know perfectly well that tile international defeig,
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J)rogr.ll ' recommended and planned Iy the IBitish government and
Mr. Roosevelt an never ili heaven's' name be maintained by our
ecoitomy, and sooner or later it is going to blow up. As farils we
fire colcernlled it might just as well lhIow -p tiow while we w women still
have i small stake lft in tle li'ivate enterprise system, a small stake
which we intend to protect and preserve by every means at our ldis-posal.

h'le CHAIRMAN. Any questions?
(No respolso.)
111 CHIUMAN. Thank you.
Mr. Buinton G. Daw. Will you give (lie committee your iniae?
Mr. DAwV. Burton 0. Daw.

STATEMENT OF BURTON G. DAW, REPRESENTING LASALCO, INC.,
ST. LOUIS, MO.

Mr. DAw. 1 11111 just, i sll11111 manufacturer, trying to get 1long.
'1'lie CHm.AI.MA. Are you from St. Louis?
Mr. DAw. Yes. I will try and make this as snappy its possible.
'lile trick seens to be to evolve a method of txtttion which will

result ill revenue for the Government without breaking oir ma1kilig
crooks of all the people.

S('1ator ('oXNALLY. You have mIethiiig there.
Mr. DAw. 7'he incentive plan.-The progress of the United States

call be laid to equality of ol)lortunities 1111d responsibilities called
democracy. 1)[ring tie last few years the trend has been toward in-
equalities with privileged elas.es, through Federal and State laws.
These inequtilities have destroyed the ambition and incentive of
thousands. causing them to turn from hard work aid striving, to a
resigned attitude of letting the Government take from those that
have and Sulpport those that have not.

11t1Ny believe it impossible to put move people to work, and elimi-
nate aoveriment projects to feed our (itizens, but nothing is mn-
possible and it can be (1o1e and the following is a brief outline of
ie recommended plan. leas, note that there is no favo'itism ill this

plan. All have tile same chance.
'rhe incentive plan consists of two distinct ports, both requiring

each other for success, so before attempting to pas Judgnent on olle
part of tile plan, study the other part, and the relation of one to the
other.

1. ,'qual dixtribuhon of /kroft'I.-We can agree, I think, that both
(ilpitlI 1111(d labor require a definite uiderstainding as to what they
Iinay expect from each other and the Government in l)articular.

(.) As aii incentive to investors and capital, one-third of net earn-
ings of all business should le paid in cash to the stockholders. This
insures the investor of cash profits, if any tire made. Il other words,imilledinte returns.

(b) The employed should be given one-sixth of net profits as i
c1111 oInus. giving them incentive for cutting costs aid better work.

(e) One-sixth of net earInings should le used for unemployiet itl-
!aralice. liealth and sick benefits, old-age pension, till(! so tor'th, for
('llt1 0loyees.
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(d) One-sixth of net eariiings should he used as a reserve.
(c) One-sixth of net earnings should be used for expansion or

1ew develollents.
Conclusion :
Investors benefited by (a) exclusively.
Employee benefits by (b) and (o). exclusively.
While '(d) and (e) are of equal benefit to b)oth labor and capital.
Probably one of tihe most disheartening and unfair efforts of do-

iocracy is that of our present methods of axation.
Luxury and sales taxes together with gasoline, automobile, and

cigarette taxes take probably two to three times tile percentage of a
poor man's income as it does of a man ill the middle brackets.

What loFical reason have we for taxing gasoline for automobiles
when w, (do not tax hay and oats for horses? Why should a beer
drinker pay a tax while'a soft drink goes untaxed? Why should we
lut, a tax on cigarettes an1d not on gum or 0 andy? Because a father
wants to leave his children a million dollars, why should the ill-
heritance tax take most of it and kill his desire to accumulate
$1,000),000, whenI we know he can't possibly make $1,000,000 without
first spending $10,000,000 somewhere along tile line?

11. ?eR.ised taaation.-A. Eliminate all l)resent taxes-personll,
read estatee, sales, gasoline, cigarette, income. business , corporation, il-
lteritallce, autolnlobile, and so forth.

oi) Without taxes there would be no farm or railroad problems.
The rents woul ibe less.

(h) Homes and farls paid for and not mortgaged could not be
taken front owners.

(e) We would all drive bigger and better automobiles if they and
gitsolile were not taxed.
(d) There would be an incentive to accluulate homes, better cars,

furniture, and real l)roperty, knowing that after they vere paid folr
n1o llole rent or taxes woulil have to b)e p aid to keep l tlem.

(c) Cigarettes", 5 cents: beer, 5 cents.
0f) lime poorer people could afford to move out from the slums to

places of their owln if tley were not penalized by excessive taxes--
iost. (of which are hidden-in proportion to tleir incomes.

(r) Business not being taixed would pay bigger dividends and
coihd build more automatic equipment for competing with eheap for-
eign laboi' for export.

(h) Eliminating taxation of railroads and other methods of tranls-
porlation would reduce tile freiglit and ]assenger rates so that, lhe
Mi(hlh, West could 1)e 1or tlliokly l)O1)ilaed 1111d complete with the
En.m (ill export and long-haul shipments.
(i) Old or unfortunate people unable to work would not )e taxed

anl they could not be thrown out of their own environment if their
homes were paid for; therefore, an incentive for home ownership.
(.) The realization that. ownership insures security is an incentive

for accumulation and takes the problem away from Government.
(k-) This is not tle old single-tax plan when land was the basis of

taxation.
(1) While we call earn we can pay our taxes, but when taxes take

from us everything we have worked to accumulate, because we call-
not earn enotigh for the taxes, we lose our incentive.
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(in) ''here are no favorites or inequalities ill arriving at taxation
on a basis of a percentage of ones earnings, either from labor or
investments and the unfortunate are protected.

13. Replace all present taxes with an incentive tax which would
be, say 030 percent of the earnings of individuals from labor and
investments, with no exemptions.

(a) Salaries and dividends would be paid after 30 percent had been
sent to the State capitals to be divided between Federal, State, and
local governments.

(b)' The minute a person stopped working, the tax would stop.
(a) A person might accumulate money or land but as long as it

di n't earn anything for him le would not pay a tax but the profit
made on the sale of land would be automatically taxed.

(d) To raise or lower taxes no special class of peol)le wouhl have
to be considered. Just change the percentage and all would be
treated alike.

(e) Anybody living without working would be subject to investi-
gation as there would be no taxes received from them. So racketeers,
t ievt ' and those making a living illegally would be carefully
checked, thus reducing crime.

(/) A referendum vote would be necessary to put the incentive
u1am in operation, but, when you stop to think of those who would
benefit directly, it does not seem impossible:

1. People unfortunate and unable to work.
2. People who are ambitious and desire to accumulate great wealth

realize that after the 30 percent is paid, the rest is definitely theirs.
3. Cigarette smokers.
4. Automobile drivers.
5. Iome owners.
6. Hourly workers.
7. Labor, who would be assure(d of sharing the earnings.
8. Investors, interested in prompt returns.
9. Business, which would expand if it were not for heavy taxes

ever after.
10. Young men and young women who want to get ahead in the

world can build slowly.
11. Farmers.
12. Those interested in eliminating hidden taxes and knowing the

truth about the costs of Government.
If there are any questions the committee would like to ask, I should

be glad to answer them if I can,
Senator CONNALLT. 6 r if you have a further statement, you may

put, it in the record.
The CHAIRMAN. Any further questions?
(No response.)
The CITATI ,-AN. Mr. MacKenzie. You tre from Salt Lake City,

Utahl?
Mr. MAcKENZIE. Yes.
The CAIRBMAN. You may proceed.

STATEMENT OF A. 0. MaoKENZIE, SALT LAKE CITY, UTAH

M'. MAlCKNZIE. I am A. G. MacKenzie, of Salt Lake City, Utah,
where I ami engaged in lhe minling business. I am here as a spokes-
men for metal.mine ol)erators of our region. I have not the knowl-
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edge or the disposition to enter into the teclniealities of this bill.
My desire is merely to tell you how we in the western part of the
country feel about some of the provisions of this excess-profits-tax
law as it stands, or its it will be, if tie bill is passed in its present
form.

This bill proposes to apply the excess-profits tax to income before
deducting the income tax, thus requiring us to pay an excess-profits
tax on the income tax we have to pay the Government. We No not
iee how money' paid as taxes can be (eemled excess profits.

As I understand it, the allowances made on invested capital under
this bill will be only about. 5 percent. The present 8 percent. is bad
enough, but 5 percent is out of the question as a normal return on
mining investments as money will not go into the business on tmIt
basis. As I understand it, tho bill recognizes this as to new money
going into the business and proposes to allow $1.25 for each $1 of
Jew Money invested. We cannot understand why such a roundabout

'tnl hod is employed when it would be so much simpler and more
equitable to all ow a reasonable rate of return in tie first place instead
(,f fixing too low a rate and then applying that to more than the
amount actually involved. People who put their money and faith
and efforts into making a mine out of a )rosl)ect are certainly en-
titled to e(lual consideration with those who (1o not come in until the
mine is made.

This bill h1at a new form of excess-)rofits tax in the amount of
10 percent of) those who have been til nfortiat e elnoui ghl not to have
earied it reasonable ret urn on their Capital (iu'ing thle base period.
I (1o not understand( precisely how this formula will work, but we
do regard it as unjust to lay a special tax on l)eol)le because they
have faod some hartd luCk in t le recent past.

We do not understand the plilosopl)hy of determniiing the credit
allowance based on earnings for tile years 1936 to 1939. We (do not
1iniderstaind why, after it has been determined, the amount is tiken'
at 95 percent Instead of what it actually is. These years 1936 to
1939 do not at all constitute a normal period of th industry in
my part, of the country. 'lhe best of them were not too good,
ani the others were )retty bad. Then, we 1ind a provision to elimi-
nate 1 year of loss so that only 3 of the years tire taken into time
calculation, but they have to be divided )y 4 to get the average.
That, is not the kind of arithmetic we uso and have always used.
We divide the sum of three items by 3 to get the average.

le best approximation of normal profits you can get out of
this 4-year period for our business is to take 2 of tile years and
ascertain their average. This would not be too good for the in.
dustry, but it would be much more nearly fair than tile present
requiremnent.relerally, those 2 years would be 1936 and 1937, but that would

not be trite in all cases. For mines which were just getting into
production in the first )ears there should be amn opportunity to use
the later years. And If a mine were particularly unfortunate in
one of the earlier years it ought to be allowed to take another.
Actually, in. order to get even approximately the normal profits
of thisliperiod our mines should have the privilere of adling, the
profits of any 2 of the years and divide thie sumniy 2.



We have another situation which botle'4 Its greatly and which
may not suggest itself to those not familiar with ou' kind of busi-
ns s, although I believe it has been alluded to iin these hearings.
We are asked for all the metal we can produce, an(, of course, we

fire trying to get it (ot.
If we mined at the normal rate year after year. and realized

ito mIore than it normal profit per tol of o'e or l)oIlnd of metal,
we should expect to have no excess-profits lax to pay. But if il
any yeai we increase(] tile rate of production we should probal)ly
have'the excess- profits to pay on the increased income, even though
the profit per unit was no more than normal or in some cases even less
than normal. We do not object to paying excess-wrofits tax whele
we are making more than normal profits, bt it is Iard to he asked
to int'rease ldrotluction from a wasting asset this year. for instance,
and then find that although we have it(lade onl normtul 0or l)erhal.
less-than-noiial profit s on the vollinte IrodtV('d we have to pay
an ex.ess-I rollss tax talit may run as high as (11 percent. We feel
there oug it to 1)e some way' plovided so that excess.i)rolits taxes
won ld not be latced on itorail profits of p'odut'1n.

We have i ways ha(d trouble in conlit.tion with taxatiolt oif omr
inlus"'t to find where we stand witill resj)Vct 10 investe(l ca,)itl l
and prioi' earnings. Many of (ll min es Itave been (leveloj)e( by
m01 who (1(l 11t have niutch cal)ital. Sonmetimes a valuable mine
is ma(le in this way, so that the act intl clisl itivetlnent is complutr-
tively small but, the investment (f time. sacrifice, effort. skill, aii
I)er-eierance is great. If such a mine were fortiulate in tihe hase,
period specified in this bill, and ,if the method of ciiletulalio were
reasoila ible, it would have treatment comarable with that of mint's
developed through (lire(t al)llicalion of 1ar~ie amounts of cash.

If. however, it was oie of the unfortunate mines which were coi-
)elled to shut down or operate at a low rate during )art ori all of the
mase period due to low metal prices oir low denland it may show ito

reasonal)le amount of base-period income. We understand there atre
,0ie provisions in the law which tire inltenled to give a fair allowance
for t.,ose so unfortunate as not to have either a reasonable invested
capital o)r income allowance. Such provisions are essential, but we
mlderstand relief is expressly denied to those who have suffered

through low metal pricess or low demand. Yet these were the prime
causes of onir troubles in the years 1936-39, till(1 both are matters which
were and are beyond our power to control. Low prices and low
deman(l should be. specifically recognized as grounds for relief in such
('Ise.

I have refrained from discussion of peculiar conditions of our indus-
try or from ex)ression of our desire to make our utitmost contriltion
(o iegeunei'al welfare of the country. I assume that you have been
told ofour physical problems previously and that you take it for
granted, as y0ll call, that we are bendiig all our efforts to obtain
maximum production. And that we, like other industries. have our
worries with respect to priorities and other unfamiliar problems.
Yet in our minds most prominently all the time is the specter of a tax
program which we do not understand and with implications that
overshadow all we are doing and hope to do. We greatly fear that,
less changed in many, respects, it may actually impede what we
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regard as the couMtry's greatest demand on us and as our own most
irgelt obl igatioi-naximnuI 1 )1roduction of essential metals.

W\'e wish we could have the assurance from those who understand
find (rette these bills that the excess-profits tax has been put on a fair
basis so that we cotild go ahead with one of our most important prob-
lenis so clarified that we could make provision for it an(d devote more
of o(ir thought ai(] einergy to production. We, therefore, sincerely
trust that you cain, at this time and in this bill, get at least sonie of
these matters straightened out so that we can proceed with the convic-
tion that we have a tax law that is realiv fail, to us find that will elnlale
Its to do fill Iossiblh in tile way of production.

'lhe CAmm mN. Thank you.
Sejiator Imm. Have. Iae l' u soMe ientdiients along the line of the

l.st )aragraJpll there?
Mr. MA('hENZIE. No, .sir; would you waunt tiny? As I said, I am

not i tax expert.
Tie ('IIAJUMN. We endeavored ill tlie list sul)pleiental excess-

profits tax hill to take care of some of your probh els; all were not
covered, and you h an i industry that realy ought to be sepai'ately
treated, ill my olilion.

I don't think, however, you cia have an excess-pofits tax that
woUld deal with your. niieial interests in this country, unless you
could give it speciali treatment, because there are so many different
prol)lems idelltitied with it.

If wt could have got tea in a general relief provision that would
have etinabed the Treasury to consider alnormnlut cities, both i l income

ld cal)ital investment, you could have been relieved. The Treasury
didn't want that. because it would have put a great burden oil tile
Treasuryf and led to at complicated system of determining what was
a reasonable return to the industry uider given conditions. I frankly
(1( not see how you are. going to be greatly relieved, unless you call
get a general relief provision, because special relief provisions all
meet some bit obviously not all the cases that arise in the industry.

Mr. MAfwKvNzir. Something of that nature I think would be very
helpful, and if we could know that such a rule would be invoked in
all deserving cases.

Of course, where t thing is not set out, specifically in the law, there
often occurs a conflict of opinion as to its ap)licatiol.

The CnA1iCAx'. That is true; there was a great. deal of litigation
under fle ol excess-profits tax, and the Treasury is trying to avoid
that and it is understandable they should, but ait the'same time I
(loit seet am, wily that you are going to iteet particular situations
ill particular ildiistries,'like mines.

Aily questions?
Senator 1),NAJntmI. Not, of this witness.
Oil August 14, Mr. William C. WIarrlen, of tile firm of Milbank,

Tweed & Hole, appeared here as attorney for sonic companies en-
gaged in a(lvertidsiii in tralsj'pol't at iolt facilities. and at the t ine of his
" ppearance I aske(hin certain u(1 iest ions tis to his view of the legal
peect of our right to impose certain taxes.

At. that time lie wts directedd to submit a ilemiorandlinl fol. tile
(uaali itte. (See 1). 473.)
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I now have it in my hand and would like to have it incorporated
bi the record. I would like to have a copy submitted to the Treas-
ury, in the hope that they will consider the legal problems involved
and le prepared to advise its when we reach that phase of the bill.

(TIhe memorandum is as follows:)

3Ei10a1ANhIzM TO HFENATOR JoIIN A. I)ANAIIER, SUDSMIT) ny A 'roHNEY WM. 0.
WAIU*N OF TIM FIRlM OF MILIANK TWF.D & IIoPF.

8ecthttt :32(19 of the revenue bill of 19-11 as paissed by the t-louse of Jlepresen.
lltives hnpes s t gradtuated excIse tax on lessors of outidoo billbotnrds, the tax

being bIsed on the nunber of square feet of each bil oard. During iy
ap1ern ileitce before tile Sellate Flinltnve Cotinlttee it opposition to this excise
tox ot1 behalf of those Conlillllies having advertising dispel' s otl properties of
(onilliOn cairrlers yout asked it whether tile Federal lovs .intent, ill order to
hevp tlie highwtys ittrilteive mid safe, could inptse it Ili) on lessors of gaso-
le tilling stations and lessors (if roadside stands alog , e hIghways in the

Nlinl nitiier its section l 329 liniliSes it taIx on the lessor, of outdoor adver-
tising.

Your questions IndlCte. extremely elear tinkilg beeau.-e If flie purpose of
this excise tax Is to keep ie hlglwutys iittrttlve id sitl'e It willi never be
achieved by legislation suc h sis tlhat itolscd. Allhutigh 'hIs Federal excise
flix would telid to doli$lirlge Ilvertkhtig thiiough lessors of outtdoor bIllboards,
It wolid, li ill wily, fleet the grelit billk of 01lt401 bItd14vet l' iSg--t fllt WhIlkt
is owIled lid considerllly inore bjecl bhaiible. Undoitlhvdl.IN, thle oiecl If sucha P'derill excise NIX, If eilllched hito law, woldh lie to disvoill'alge otildoor a~dver-
tisitig thlrllglelssors beenluse the alplilaelnt d iscrlitihnatlon would create an
lilnf ir voliiillve liln viiiii ie t01 ll 11111git,. lll l llnewslpIll.s. M 4s (If tlhe
bill lards aloig ilie highways ire oiwed and iii leased llnd, therefore, would
llOt li' sub.lect to file tax n111psed by setlli 3269. lhosle Illboards whih are
owned alnd leased ire isitillly nl iiintiilied tud servIhed with itny degree of
regulirity.

Il'or lhat reason lie hillboards are often extrelnely tiiallraetive aind lt it
Slitle (if disrepltir. Then, loo. wtlh few exceptions all uf tlie small billboards
lthtg tlie hilghlWiy are owned atd nolt leased. Solnie C(llillnhIs keep lo It llil
record of tile location of their siill outdoor Illillt'ar long til' Iligliwily,
titinl1'y mnake tllo colnsistelt effort to nltihlt in mnd keep them lttrttctlve ifter

ilie sntlll billboards hitve livei erected. 't'll' resiilt Is ohlt lifter i few nalumtlh1
these sanull owned billboards present an untidy appearance, and definitely de-
tract from the natural beauty of the countryside; an time goes on, these con.
ditions becoiie progressively worse. "lhese billboards shloul be contrasted
with tle regularly serviced outdoor billboards of the advertising lessor com.
panles all of which are well located, well constructed, well maintained, and
usually tidd considerable interest to our highways. The great number of
gasoline filling stations an(d roadside stands along the highway whllch you
mention, together with their several small billboards and neon signs, presents
a greater problem in maintaining the beauty of the highway and Its safety
than do tie large outdoor billboards, Includlng those owned as well as leased.
In most Insttnces, these gasoline filling stations and roadside stands are
owned ami not hotsed. For these reasons any legislation having as Its purpose
tle safety and11 lreservtlon of the attractiveness of lhlghways which taxes only
les.sors of outdoor billboards utterly on1d completely fails Its purpose. Any
legislative attellpt by Congress to tax tile owners of outdoor billboards, gaso-
line filling stations, sl1d roadside Stllm(1 woulld lseel to reqilre alilortlontment
(If the !ax among the States accordig to their respective nunibers beealise
such a tax would appear to lie a direct property tax. This constltutlonal
linltatlion makes such a tax impossible.

Evildently your opillon is the saie li nihIe, tht solneOlle Interested In tile
beiautiflctioi atnd safety of the Illghway lits prOlposed this excise ttlX and has
caused It to be Incorporated into tle revenue bill (f 11)11. )'oll, therefore, nsked,
in suilhtlleie. the (hutestioi whether tie features (If section :12019 could be in-

corllrated Into Federtil tax legislation so its to reach other structures al!
lictivit it's ilo g the highways whihh Ire equally if not more dangil;g to their

itfralictivlness aid safety. If the lurplse (f sioli a Federal excise tax were to
raise rvenlue, tlen It wolld seeti tlt, if section 320M9 is constittillonil a sinllar
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ex(,lse tax applied to lessors of gasoline filling stotio1s nod roadside stands
would be colistittiatill. However, If tite tax legislation had lni ulterior pull.-
pose-to eIinllnlmte leased gasoline filling stations ani(d leased roaldsile stands-
a wholly different constitutional questlou Is presented. Slel ia Federal excise
tox, with high rates, might be hl(h to constitute a penalty by the Supreme Court
of the United States and therefore unconstitutional.

Article I, section 8, elise 1, of the United States ('onstitution declares that-
"Tile Congress shall have power to lay and collect Taxes, Duties, Imposts, and

Excises, to pity the Debts and provide for the common Defence and general
Welfare of the United States; but ill Duties, Intlosts, and Excises shall be
uniform throughout (he United States;"

The only lilmlitatio.,exlressly containetld lit tlit clause of the Federal Consti-
tutlon is that any h!!deral excise tax must ho milform, which hits been in-
terpreted to mean gmgraphiceal uniformity. Knowlton v. .loore (178 U. 8. 41
(11)00) ). As long as Aly Federal excise tax Is levied solely for the purpose of
ralshig revenue and rjAth no ulterior purpose, it seits that such a Federal tax
wotlI be eolistitti'i.l. however, whe fli th! Iwer to levy excise taxes is
resirted to in order,1 9 accomplisli other purposes tlii the raising of revetille
it lilficult constitut(I-itl question is always presented. Tie tenth aneitihitent
Of the UlItited States ('oisit ation Is it (flnite Iititathia on1 tiet power of Coi-
gross to levy excise tixvis. This am'itiiineimt provides thait-

"T1'he powers liot 4lelegated to flit- United States by the Constitution, nor
prohibited by It to tlF States, tre reserved to the States respeetively, or to tileileoph,,"

l,'cral excise taxes is1y be antd are levied for regulatory puarposes. When
Federa i taxes are this employed lie cmtrolling right to levy themt imnst be tie.
rived front tit t itority of Cotigress as set forth iII the Uillted Stltes Coasfitllt
lilt to regtllie tif lilt ter lit qlestitt, Of course, fi such llistiiCtes il'ederal
excuse Itix (itrryiilg itlo effect otet of the delegated powers of Colgress caill
successfullyy withstand collstitutlonil atltck of titm ground. however, a different
conlstlittlonal (uiestioli is iresenlted Wiei Congress elaets all 'Xce." tax which has
for Its imijor and pre.uitaly Intentided effect the regulation of ai matter tlat
Congress hats ito eoistitutiontl authority to regulate.

Tie, Federal (Joveriment Is iiot granted it getinrl Iolice power by tine United
Stlatis ('onst It ut l- llie lower directly to regitlato lit, nffairs of Ittei for tile
putrptose of ildvitnciilg the general sitfely, heallll, Illritlis, III(1 welfare. however,
tit Suitreme Court of ihe Unite'd States lits from Ile to filtld, Inh tl ('hiCngress

doles have slich police power 11 is it hidhtoiltl to flit exercIst, of its delegated powers.
'The questit Iin Is di rctly raised: To wihat exolltf, If it till, 112y1 tl Federal
governmentt employ Its tlaXiiig Ilower for the itlllrior purpose Of regtaIn lg Ilillt-
tors Iit within lit sl'cial t'oilotelicey' It Is Ilecessil',y to tuiri to the cluws.
In one (if thie earliest eases we fitd that it Federal excise Iix of 10 percent on
lite niitotitlt (if Sl baik liots paid oti by illy htatik was ststined in V'eazill
lhank v. ci'me o (8 Wall. (U. S.) 513 (18tl1) ), even lhotgh llie lturiose and effect
of tlt tax was to drive such notes out of circulatlon. See. also H1ampton v. Uniteul
Stlt(s (2701 U. S 30 (1928) ). IiIn ht re Kollovk (1(15 U. S. 521 (1817) ) and
.Mlc6'rall v. Unih'd Staltes (1115 U. S. 27 (1904) ) slghltly different situatlts ex-
IslId liclil.tse t lto ulterior purposes Colicerne(l alttlers llot within IIt. dilrcl do-
Iltiili of tie Federal Governlneul. Tile first dcisiot Involved it Federitl exclse
lax of 2 cents a Iotnd oil oleomargarine and ollter butter sustitutes. The exac-
ltil was iiiltIlnlotlsly Sastiaihed by th Suprele ('eurf. ('ongress tlieretuti li-t

crefased tit tax to 16) c attts ii Ittl(I ol the ollus slibstliIlle ihcll colored to look
Ilike butter. The tax law was attacked ntot only as nit Infrilgeiit on tie police
power reserved to It ie several States but ilso because ite Itigl rlte of Ilax de.
stroyed tihe apl)llat's bIslites. wll so allegedly deprived hi of his property
without (hie process of law. Again in tl Sutprime Comrt susthIli!d tle tax. i
Sonz.hisk/ v. Untfed Sttcs (300 U. S. WO (1117) ) the St'tel ('ourt sustllinel
a Federal excise tax of $20) oil acl sle of mauchinute grills itlid sawedd-off sholgtlls

oillist thine charges thti t tliet ll ellt witw I regulatory and(1 iiot it revenite
Ille~asitlle,

'ithe 1118P of lill ostensible taxiig power to nitlevO conirol of iat lt's lot
wit hil direct congressional coplietee l.ls lol, however, bhell elit holy lit-
clteckcd. lit iliteyi v. Drcrcl 'urnrllere Coniapill (259 U. S. 20 (1922)) the
8iill'eille Colirt held ttcotslItulflota l a pturporte'd Federal Iax of 111 iireitt
of itle Itot profits of certain described idustrh- temtloyhlng child labor . On
Ihe tit iO (121 ill ttl v. 1l'ablec (251) U. S..14 (1922) tt .niutpreme Court held

(i1977--41--9T
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unconstitutional it Federal tax of 20 cents a bushel on all sales of grain of a
future delivery but exempted front the tax, sales or exchanges, which received
a license froml the Secretary of Agriculture and complied with the detailed
regulations prescrilbl by the law for the conduct of trading on the exchange.
In United tatcs v. Congtantine (2611 U. S. 287 (1935)) a Federal law taxing
those dealing inI intoxicating liquor contrary to the provisions of the State law,
$1,0 for the privilege of carrying onl such Illegal business, Was hell Invalld.
Again the Court found in Intent to regulate matters beyond the scope of thn
Federal power. Then InI Carter v. Carter C'oui (o. (2t08 U. S. 238 (1030))
the Suprene Court declared unconstitutional a 15.1reent sales tax on bltumi-
nails coal, but exeml)ted operators who accepted codes of fair competition pre.
scribed by the act. The court attempted to distinguish 1'caZie Bank v. Fenno,
supra, McCray v. United tate, 81tpra, and sinlar cases because InI those eases
thle contention that the Inposltion was a penalty rather than a tax rested solely
oIn the amount of the tax. Mhre the Suprene Court indicated that the very
"fae, of the act" disclosed Its regulatory purlose.

These cases and others tlt the Court has not crystallized definite criteria
in this fleld. It would seem that tie dlsthlct ion might be one of degree rather
than of kind. Thiien too, the court t seems not to favor any devise labeled ais a
tax which, If sustained, would easily lead to extension of Federal power into
all realmst of human activity. The Court evidently appreciates Its quasi-political
responsibility of maintaining the traditional separation of lN)we's between tit,
several States and lii' Federal Government. Chief Justice Taft appropriately
said In the Dri'extl furniture cas,:

"Grant flit' validity of this law, and all that Congress would need to do,
hereafter, In seeking to take over to Its control anly on1e of tlmt' great number of
subJe('t5 of public Interest, Jurisdictio of which tit(, States have never parted
with, nild which are reserved to thenil by the tenth i amendment, would be to
emilet ia detailed measure (if complete regulatlol of tie sumbJect and enforce
It by a so.ealled tax upon departures from It. To give sut'h miugi to th t' word
'tax' would lIh' to break flown all constitutional limitation of the powers of
congress s and completely wipe out the, sovereignty of the Stites." (U 8. te-
ports, vol. 259, 1). 38.)

It does scemi tlt it Federal excise tax designed to eliminate leased gasoline
filling stations and leansed roadside stan,!,4 would have inny constitutional dif-
ficulties to overcome. Whether the Supreme Court would try to sustain It as
InI pIrstuance of the "commerce I wer" Is problematical. But it does seem that
the supervision and control of these local activities belong soltly to time States
and any Invasion by the Federal Government as to the supervision and control
of these activities should be Invalidated even though it be ostensibly a taxing
act. For the Court to do otherwise would seem to open the door to any regula-
tion of local activities which Congress should decn proper and would completely
break down the sovereignty of the several States.

Tile CHAIRMAN. That completes the schedule of witnesses, and the
public hearings; therefore it will be closed.

The committee will ineet in executive session at 10 o'clock on Mon-
day, with representatives of the Treasury.

Senator BAILMY. Will it be possible for the Treasury to have at
that time a bill to meet some of the.% objectionsI

The CHAIRMAN. I suPIOse the Treasury will be ready to report on
specific items; I imagine they would not be able to draw a bill in ac-
cordance with the objections we have received here.

Well, thank you very much, gentlemen, for your attendance here
for these 2 weeks.

(Additional material ordered inserted in the record is as follows:)
CONOBES O TilE UNmED STATES,

H-OUSE OF ItE1IIEAENTATIVU.,
Washington, D. V., Atiqust 20, 19}I.

lon. WALT'R F. (oRoE0.
Chlirmain of Senate Finance ComitIce

Unitcd Stales Senate, W1'ashington, D. 0.
MY DEAR SENATOR (oRmos: After having devoted several months of study to

time tax question, I want to take this means of placing before your committee
some of in), thoughts in connection with the Increasingly Important problem of
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providing the necessary money to meet our prevailing Government expenditures.
I madeW tills study with tile thought of suggestilg alendments to tile tax bill

when the legislation was before tie Ioiuse, lit despite the negative votes of
t substantial number of is, tit(, tax bill was brought ilt under a closed rule
which barred any amimidments beihg made on the floor of the blouse. It Is
for this reason that I amn writing you my thoughts on the tax question with the
hope that you will bring these views before the members of your committee,
or Isert them as part of your printed hearings, ias you deemil best.

My study hs been devoted to tile specific problem of how best to distribute
Ihe bnrden of Federal taxation so as to-

1. Hlelp avert lInlation;
2. Raise its large a proportion of our current expenditures a4 possible from

current revenues; fill(I
3. Apply thi heaviest taxes, Iisofar as possible, at tile point where they can

h. Iliost easily and eqlhitbly paid.
I believe that these objectives call be ist alroxiated under present col-

dlions by file Iiditionk of some form of tax on "almormal Increments" which
grow out of the large profits being made by certain Individuals and corpora-
Mions benetinthlg primarily from defense activities. Thin! suggestion I wish to
prolmse is entirely apart front such measures as were contained in tile tax
legislation which passed tile House with regard to taxing so-called excess
profits; tite suggestlon which I propose is ainled at achieving the enunclated
objective of practically fill Governmuent officials to tile end that excessive profits
1my be elnlated front all defense actvilics.

In brief, I seriously rccollint-IId that your committee assign its experts to
niking a careful sttdy( of tite revente-ralshg lossibillilies of 1 Special tax oil

"aliiormnal incremients." Iln my opinion, this tax could be easily computed,
1-4j1ltably levied, and (imveltietll Is paid since It would be levied only on net
revenue Incremtents wtich were dlefltltely in excess of tie average ret lurs from
prt'viotis 3(511 ... If ils proltosal were adopted, iext year's itcone-lax lilatks
would prvile siiv' it wich I l he taxpayer would report "net Incoeti of tax.
payer after all taxes were pald hi 11140, $." Following that would be
a hne reading "Net invoune of taxpayer after all taxes are paid for 11M4,

." After that a lilt(- reading "increase lit net income of taxpayer after
nil taxes are paid $-. ..

'T'ilIs addlitlonal come, where It exists Ili a sulstatt lal amount, will lsllly
be a direct or Ildirect result of our defetse sis'riding ; It will Ie a niet excess
return over tile previous average; It will il most elases be beyond the income
which the taxpayers hall Inlatied on receiving in preparing his yearly budget
and should therefore be all item on which a1 schedule of taxes could be levied
which will bring rich returns to the Government without working a hardship
upon the taxpayer.

I think it will conia as close to the objective of taxing the profit out of wartime
activities as any approach which bas yet been developed.

1113y I polit out to your contniltee that England hia1s been usitg a tax developed
along these lines practically since the Isginniig of tite war. The first system
used by England was to levy a 100-percent tax against tills nlmormal Increment,
but It was soon discovered to be unwise to take time whole amount since that
dlscouragel, Initiative. The present English system Is to levy a 100-percent tax
with a stiptlatlon that 20 percent of tills "take" Is to be returned to the tax-
payer after the war Is over. I do not think It Is necessary lit this country to levy
am tax anywhere near us large mis that levied by the Englislh out these "abnormal
increments." I also believe that certain exempt ions call be provided in tihe lower
brackets, and that al equitable formula call be developed to establish all
average base to use as a normal return Instead of tite single year of 1140. All
of this Is a matter to be worked out it detail by tax experts ts they apply various
formula to tlie shitistlcs of lIcome average through fhe office of the Utnlted States
Treasury I)epartment. I sinly want to take this opportunity of presenting
the s8lggesthm) to time committee with the sincere recontmendation that it be care-
fully explored as a possible device for provihlig it substantial Increase in our
national reveitue without seriously crippling Itusines;s or Impairing the ability
of any IndIvIduli to ltleet htis tax load.

I would like to offer one further suggestion. Inasmuch its the House of Rep-
resentatives struck out the provisions inserted by the house Vays imid Means
('ommit tee providing for nundittory Joint Income-tax returns Iy ittrried couples,
fhe tax bill as It Is IoW written will raiso aplproximltely 0 3.0(,00( less thnn
was orighllly contelplated. Tfo the extent that the elhmtination of the inantda-
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tory Joint Inconm-tax returns provides an O ilrtunilty for legal tax avoidance
by married couples with substantial Incones, I am sure that a device can be in-
serted In tile tax bill which will tax these incomes to the sante extent as they
would be subject to were the joint Income tax made mandatory. This can be
worked out without Incurring the objections raised by women's groups that Joint
Income-tax returns allegedly tend to subjugate tile status of women to that of
men. I think you will agree that something along these lines is necessary to pre-
vent tie obvious inequalities which inow exist in 8 of our States where our mar-
ried taxpayers enjoy the tax concessions and legal means of evasion which are
not universal throughout the other 4 States. I hope that your committee will
alpolnt a group of experts to study available methods for equalizing tax burdens
among married couples in all 48 States so that existing Injustices mid Inequalities
may be elinhated while it the same time maintaining tile rights of women to
maintain an Ilndependent status where they choose to do so.

With all good wishes, I im
Cordially yours,

KARL MUNi)r, Al. C.

STATEMENT BY lION. ('IARMyS It. IOIBERTSON, A IlFKPRESENTATIvE IN CONoGRESS ROM'rti STATiE OF NoR'i'll DAOrA

('halrmani O'orge, ailn( Mcnibers o/ the Committce:
I amI advised that efforts are being made to revive and have written into

the 19-11 revenue bill the Treasury proposal calling for a 1-cent per gallon
Increase inI the Federal tax on gasoline. That prolpsal was advanced when
tie revenue bill was under consideration by tile Ways and MAleans, Committee
of the House. I opposed it then and I desire now to reemphasize that opposition.

In this critical period, when billions of dollars ire being poured out to
strengthen our- national defense till(] protect our Internal economy, It is, of
course, Inevitable that all of us must pay higher taxes. I think the Nation
its a whole is reconciled to that fact and is willing to bear that Increased burden
so long as It Is levied on a fair and equitable basis.

I believe that increasing tt, Federal tax on gasolim front 11/ cents to
21/j cents per gallon is neither fair nor equitable and is a violation of the very
fundamental taxation principle that taxes should be levied on the ability to pay.

Taxes oil mlor-vehicle operation InI this country have already reached far
beyond the bounds of reason. Many of tlese taxes are carry-overs front the
day wien motor vehicles were a luxury. Automotive transportation continues
to be taxed at luxury rates elitee the fact that It is now one of our most
major 1ndl es, .e nlal In1(l1tl4s. 'rlIe Very fact that people (,onthiiue to use
11oto .als and trucks, notwithstanding these un1ireasonalble special taxes, shows
what a necessary part they have become ill our dally lives.

An increase li Federal gasoline tax will Increase the lIrdeis of those least
able to bear it and constitute a tax uion those Ipeople who are already earningg
a dlisproporllonate share of the load., One of the hardest lit by such till in-
crease would be our great agricultural industry. It will le a tax oil the tools
with which our farmers feed the Nation.
fin my State, for example, It is estimated that the farmers pay 75 percent

of tile gasoline tax. All Increase of 1 cent in the Federal gasoline tax will
cost tIle consumers of North Dakota More than ia mlillion an1d a llf dollars
a year and this will bIe in addition to the nearly two and olle-lalf 11lillioln dollars
whihl they already pay.

This committee well knows the efforts that have been made in the past few
years to achieve parity for agriculture. We are at last in sight of that goal
and to hlliose all inlereased tax on gasoline, whicl is a absolute necessity In
modern farming, seems to nme both illogical and unwise. It is its though we
were to deliberately set up all obstacle to keep agriculture front reaching a
position of parity after we have lit(] that goal Its Jil objective all these years;
it is undoing with one )land what we are trying to do with the other. The cost
of transportation Is prolbaly the biggest single service charge that agriculture
ilts to pay.

Today, our farmers are being told that food will win the war and are being
urge(] to increase their i)ro(lltion ais a meitas of aiding the denocracies in
their struggle against aggression. Since Congress already Increased the Federal
tax oil gasolinel by 40 percent in 1940, certainly all additional increase cannot
be justified at tils time oi a commodity which Is so absolutely essential in the
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production of food and Ili the production of other necessities fit our defense
program.
lit addition to the tax on gasoline levied by the Federal Government, the

various States also collect a heavy tax on this commodity. Farmers, however,
are generally extvipt from paying thil State tax on gasoline used for agricul-
tural purposes. This is not true with the Federal tax, No exemption is made
and the farmer must pay the Federal tax on every gallon of gasoline used in
the raising of his crops. Furthermore, State gasoline taxes are used for build-
hIg and minhtalning highways, but the Federal gasoline tax goes toward the
general operating revenues of tie Government.

It is not only the farmer who would be bit It this proposed increase In Fed-
eral gasoline tax is authorized but such a tax would also be a hardship upon
millions of workers and their families who use the family car In going to and
from their jobs. Such an Increase will also handicap the great truck trans-
portation industry and tils will affect adversely the businessman and con-
sumers generally in towns and cities. Such an itIncreased tax, therefore, Is
chiefly an additional burden upon the efforts of millions of men and women to
earn a living.

Taxes are not abstract things. They must be considered from time stand-
point of those who will be called upon to pay them. For that reason, I would
like to call the attention of the committee to excerpts from various letters I
have received on the subject of automotive taxes In general. Tie first Is from
S. W. Corwin, one of the largest automobile dealers in North Dakota:

"Thalnk you very much for your good letter of the 28th. It's quite a relief
to hear from someone in Congress who doesn't believe It proper to pile a dis-
proportionate share of the tax load on th automobile busIiess and everything
connected with It. The automobile dealers, as a rule, are a pretty liberal-
minded class of merchants who have paid more than their share of the over.
head for so many years. They don't squawk when they're faced with more.
However, Congress might as well realize tlat these tremendous automobile
taxes the country has been using will soon ease If it becomes impossible for
the public to either buy or operate cars.

"You and I have known each other for a great mny years and you tire aware
that at both Fargo and Bismarck, N. Dak., we have operated a good average
automobile distributing business. For 27 years we have developed this business.
Our profits have degenerated until now we are only able to show a net gain of
about 2 percent ott our gross. It just Isi't in the picture for merchants to
have the very large Investment we do amd to take the tremendous chances we
do lnancially to show a trifling profit of 2 percent. If Congress sees lit to
make It even more difficult for us to make money, it will be Impossible for its to
continue.

"I admit that If our government continues to push us Into hlis war, which
is unwaitted by most of the population, someone hias to pay the bill 1id the
merchant seems to be the easiest place to get It. In that cinse, we will have
to pay our share without making too mult trouble over it. I already have a
ston who Is voluntarily an officer in the Army and I have another son who will
be 21 this fall and who expects to enter the same way. I have no other
children. It's bad enough to have to give your family to the Goverimietit if
after this Is done Congress also deprives us of our busiess. I cannot feel that
we have the right people in office at Washington."
The second quotation is from a letter written by Leo A. Winter, executive

secretary of the Northwest Truck and Bus Association:
"Motor transportation has fixed tariffs. It will also be paying far itI excess

in special taxes if the proposed Increase in the Federal tax on gasoline is carried
out. Thus, this great American industry may fall' short of doing the Job It
could have done in the interest of nation'd defense had it been assisted, rather
titan penialized, through excessive taxation."

The trend it recent years to single out the automobile Industry for numerous
special taxes is also attacked in a letter I have received front Dave Kelley,
presileit of the Grand Forks Automobile Dealers Association, lie states:

"As you know, all of North Dakota, except the valley counties, have had
almost continuous and total crop failures for the past 12 years. Tihe residents
of these areas have of necessity neglected replacement and repair of their cars
and trucks. This year, with the first prospect of a crop and the first sharp
Increase in haulage requirements, they would be forced to replace and repair
their tramsportatim equlluent at a price 20 percent higher than other areas
which have enjoyed better conditions.
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"In this (lay and age no one c i consider the automobile or truck a luxury.
Ms,,Jt farmer-owned automobiles ., used loth to carry agricultural products,
such as butter, eggs, cream, etc., and to pull trailers in which are moved grain
and livestock. I'fis activity most certainly Is a vital part of tny defense
progralmn."

In opposing further Increases in the Federal tax on gasoline and higher special
taxes on tile motor-transportation and automotive Industry generally, I am not
llnnin(lfuil of the fulct that this ('onnnittee is confronted with a very, very difficult
problem il drafting legislation for raising the additional revenues that will be
needed to fimnuce the great appropriations that have been made.

I respectfully submit, however, that need alone can In no way Justify the
placing of an additional tax upon a conmodity and an Industry where the rate
of tax is already exorbitant.

WAHn INOTON, Atgust 23, 19-1f.
l1011. WALt.Ta P. GOono,

'hairmanE, Scimltt Ili UCC ('oPi m ltce, 11'ashiglim, D. U.
)s.Au S"N%TOR OE4ol:E On behalf of those who have advised ile of their views

on the proposed revenue bill of 141, I am including below a brief digest of the
('hief colitentlons aga inst the proposed measure which have been brought to my
attention by cotistiltutents. It is submitted for the attention of tile committee.

1. Many persons have expressed alarm at tie possibility that tie past average-
earning basis of conmluting excess-proflis taxes may be suplplanted entirely by the
capital investment criterion. They views such a decision as a changee of rules
In tle hhlile of the game. It seems to many to be a decision fraught with the
danger of losing their game entirely.

2. At the samue time, they are concerned about the possibility of extending
capital-stock valuations for 3 years at a time when business conditions are
generally unsettled.

3. On the other hand, others are concerned about the proposed 10-percent surtax
on Income over and above that derived during the base period of 1930 to 1939
by con)anlies ling tile Invested capital formula of computing excess-profits tax.
in the case of mergers since that time, a company is placed itt a discriminatory
disadvantage by sunImornal profits resulting from less competence on tile part
of its predecessor subsidlarles. Coal companies, for example, realized little or
no return on Investment during that perlod.

4. Others have charged with apparent plausibility that the Treasury-suggested
eliminatlon of the percentage depletion allowance would discourage exploration
find new supplies of minerals at a time when this particular type of expansion
Is a vital necessity.

5. Still others have viewed the proposed tax upon radio and outdoor advertis-
ilg as anl opening wedge for subsequent taxation of newspaper advertising, and
for the attendant threat to freedom of the press. It Is viewed also # , the advance
guard of a wave of Increased cost of all ctsuler goods. They condemn tile
proposed partial exemptions of radio advertising when no early exemption is
sinlarly granted for outdoor advertising. There Is the case of one sile-Iine
outdoor advertiser whose annual net profit would be face to face with a fatal $400
tax under the proposed pro'ision. Another medium for the presentation of the
Govermnent's defense program would be elhnlnated.

0. Fur merchants have complained bitterly against a proposed fur tax which
wouhl he made applicable to sales prior to September 1, or applicable to payments
on Installment or conditional sales contracts made prior to the (late upon which
the act would become effective. Even the fur dressers themselves agree with
these merchants that the tax should be placed with tile dresser rather than with
the retailer.

7. 'roducers of commercial refrigerating mechanisms have noted that a 10.
percent tax on their equipment, vital to the transfer of perishable foods, would
bring hardship either to small food merchants or to the 130,000,000 food con-
sumers, or to both.

8. Still others have expressed concern with the proposed 10-percent blanket tax
upon all electrical appliances. They Insist that electric ranges have long since
ceased to warrant a luxury classificatIon, and therefore should not be dliscrinil-
mated agaiinst by a tax which does not touch gas and fuel-oil ranges. They
point out that more than 100,000 electric ranges are in use In each of 0 States,
while only 23 States clahn more than 100,000 nonelectric ranges.
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i). Indelpndent dealers in tires aid tiuhes colnemn il tax onl Inventories of these
coilitiodilties if, as some charge, the large chain-store dealers will at tie samle
time ibe permitted to l)OstpOite tax lIyIlliellt Oil HITes 1011d tMlles Utitl Sold.

'10. It is also charged that further Increases in Federal gasoline tax would have
a harinful effect uolmn agriculture; that the "defense" effort would be further
curtailed iii view of the fact that (e. g., il Indhima) 39 percent of Iidlana
voininlitles have neither rail nor air service, and that citizens of Indiana already
spend limore than a week's salary each year iu gasoline tax.

11. Users of photographlc equipment have conp)llled that the proposed tax oil
the tools of their trade Is dlserlminatory lit tlhat It draws no dlistiltion between
amateur and )rofessioal photographers.

12. SymnploIny orchestras and civic theaters, which already depend largely upon
5(slJik1y ald saler'Woe to illaint1ah their services to il e coImamunity, are (ii.coulr-
aged ut the prosijA( of n additional 10-1peent adilissiols tax, which would
extend to their groups.

13. It Is further charged that tihe, proposed tax oni bank ele'ks eal, it the light
of previous experience, add little or nothing in revenue when the expense of
collection has rivaled the revenue collected. Furthermore, it Is asserted that the
tax would reduce the number of clhecks written and further curtail tite source of
revenue by redllueig collections of taxes Onl deposits and Service-charge Income.

14. Many persons whoi use fuel oil, additional tax neon which is proposed ill tile
revenue act, have been forced to do so in many cases by antisnoke legislation
1111d canmlpaigis.
These are some of the contentions which have reached my desk, and I slhll I)e

grateful to you If you call fld it possible to granlC them review by your
('oll lit tee.

Most sincerely,
RAYMOND 1.E. WILLIS.

rew/en

KIRKLAND, FLEMING,. (Ir1M, MARTIN & El.mm,
flo. WL~ F Gtomr 1'ashintoh, D. C., August 2:19.f.lion. WVALTrlm F. Gt:OnoE,

Chairman, Senate Conmiuttce on Fittance, l'ashington, P. 0.
MY Dr.\l SENATOR GRoo: '1his letter Is submitted to you it behalf of Mutal

Broadcasting System, purstant to leave which I understlmid was accorded by your
committee for tie filing of briefs and statements with reference to I. It. 5417
by Saturday, August 23, 11)i.

Mutual subscribes to and sUi)l)orts the position taken It behalf of the broadcast-
ing industry by counsel representing the National Association of Broadcasters tit
the hearing held before you committee Monday, August 18, and urges that the
tax on radio broadcasting stations and networks be completely elimnted front
tile bill for the reasons urged by Mr. Alvord.

Because of Its formn of organization and Imethod of operation, Mutual feels that
an additional word miay be It order to direct attention to the manner in which
the tax will affect It, as well as organizations which ire Integral parts of Its net-
work. While in form a corporation for profit, Mutual, as you probably already
know, Is in reality a cooperative enterprise operate( oil a nollirofit basis. Its
stockholders are a number of stations and regional networks an(d, Ill addition, of
course, it number of other stations and regional networks are affiliated with it,
Including niany low-powered stations It small communiltle.q.

Mutual's expenses, Ineiding the maintenance of a Nation-wide wire.line sys.-
temn, nd it further substantial stim to meet the cost of operating a network, are
met out of (a) small eominissols retained by it from the amounts received for
time sales over Its atlliated stations, (b) contributions to wire-line costs by
atflliated stations, and (e) underwriting of the remainder by Its stockholders.
Thus till revenues from advertising are paid over to the stations and are not
retained 1)y the Mutual corporation. Mutual's primary purpose is, through its
cooperative organization, to preserve a maximum of independence it tile stations,
combined with tile advantages of network programs, and to assure the stations
the maximum proportion of their card rates on network advertising, to tile end
that tile profits of network operation will go to the stations eotllposlng the network.

Because of this method of operation, the proposed tax does not appear to Impose
on Mutual us large a burden as on other networks having a different form of
organivAtilon. Actually, tile burden will ie proportionately Just as heavy and Its
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consequences perhaps even more harmful. A correspondingly greater burden
will fall on the stations and regional networks constituting the Mutual System,
with tin eventual Impairment of their ability to maintain and contribute to Mutual
the high standard of program service heretofore inade available. With Ilior
exceptions, all Mutual programs are produced by and exchanged between the
Mutual stations. Stations receive no compensation for the elaborate and expensive
sustaining-program service they furnish to the network.

According to trustworthy Information from its affiliated stations and regional
networks, the proposed tax will mean the difference between profitable and
unprofitable operation for mnany of them. This point has perhaps been adequately
developed in the testimony you have already heard, so far as individual stations
are concerned, but does not seem to have been fully explained with reference to
regional networks. There are over 30 regional networks in operation in the
United States, varying greatly in size, territory covered, permanence of organ-
zation, and financial stability. Several such networks are affiliated with Mutual

und comprise a very important part of Its Nation-wide system, Including the
New England States, Texas, and the Pacific coast.

To a large extent, in fact generally, a regional network consists of an aggre-
gatlon of smaller stations In a region, connected by wire in order effectively
to compete with one or more high-powered stations serving approximately the
same territory. Obviously, in this process regional networks have expenses which
their competitors do not have, consisting of wire-line cost and cost of network
operation. The proposed tax will Impose an inequitably large burden on them
because, in addition to the reasons you have already heard, they will not be
permitted to deduct these very consilerable expenses which their competitors do
not have, with a resulting Impairment of their ability to give good service and,
In the case of those affiliated with Mutual, to contribute to Mutual's program
stvrvice, and their continued underwriting of an independent and station-owned
Nation-wide network.

Respectfully submitted.
Louis G. CALDwwLL,

Cottn8sel for Mutual Broadcasting Sjisten, Jit.

AUTOMOBILE MlANUFAcTURERs ASSOCIATION,
Detroit, Mich., August 20, 1941.

lion. WALTr F. GF.OuE,
Chairman, Senate Fitance Qoirtmittec,

United States Senate, Washington, D. 0.
DF=t MR. OEoaoE: As the Senate Finance Committee has under consideration

H. I. 5417, the members of the Automobile Malnufaeturers Association submit
for Its attention the attached statement relative to automotive taxation.

This brief was first presented to the members of the House Ways and Means
Committee, but was submitted too late for Inclusion In the record of the hearings
before that committee.

Since the Issues covered remain, we respectfully request that the statement
be made part of the record of the hearings of the Finance Oommittee, which are
being held at present.

Very truly yours,
ALVAN MACAULEY, President.

STATEMENT OF THE AUrTomim.z AMANUFAQI'URERs ASSOCIATION ON PENDING PRO-
POSAlS FOR ChANGEs IN FEDERAL AUTOMOTIVE TAXATION, By AUTOMOBILE MlANU-
FACTURERs ASSOCiATION, DErMOIT, i1011.

Conscious of the tremendous task confronting your conunittee it raising
additional revenue, the members of the Automobile Manufacturers Association
desire to present certain principles bearing on Federal automotive excise taxes
which they believe should be considered in the formulation of every tax measure.

The leading manufacturers of automobiles and motortrucks In the United
States, as represented by the association, are in accord with the underlying
objective of the Ways and Means Committee Ia seeking to raise sufficient addl-
tlonnl revenue from taxation so tlhrft a larger proportion of our necessary de-
fense program costs may. be placed on a pay-as-you-go basis, especially since
the industry concurs in the suggestions made by Secretary Morgenthau and
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numneroun other witness that every effort should 1)0 made to afford all possible
savings in nondefense expenditures.

The imemlership of this association, as always, stands ready to pay Its fair
share of the taxes necessary to finance the gigantic expenditures for which
the program calls.

Following are the facts for which we ask consideration:
1. It should be recognized that the automotive excise tax which Is levied

is paid by the consuming public. Although designated as a manufacturers' ex-
cise tax, It is it sales tax which falls upon all purchasers regardless of income
level. Fully one-half of the Nation's automobiles are owned by persons who
earn less than $30 a week. This fact should be especially note(] In connection
with the proposal to levy a $5 annual tax on car use.

2. It Is most Important in this special period that if repressive taxes are
imposed, they shall be recognized for what they are, so that they may be
removed promptly and completely the moment that the country again looks
to domestic trade and to production for employment and a well-spread prosperity.

3. Suggestions that heavy taxes be plced on automotive products to curtail
the production of consumer d to further defense will
fail of the desired result uniwles comlrable tnxatM*4v applied to all goods
and products coming In tam same category. I

4. The assumption Wit a heavy tax on automotive ltentiiwould result in
deferred spending mtod in savings, and would be an anti-intlationary force Is
lnvalil unless Integrated in it program of economic control designed to curtail
natural demand to the level of available supply of all products affected by
the defense sittl tion.

Standing alonu, on the other hand, such a tax merely would tend'to substi-
tute governmental dictation of expenditures for the publ 'S right of fr# choice
in selecting gods to meet Its needs anl wants. Y 2 "

5. Tle objective of the Ways and' uus C(onittoo' is taxation to 'oduee
revenue. hligh rates of taxation ) f oor pr6Uuct, tare advocated b their
sponsors foV the purpose of disdbif-agng the 1i0relias oft cars and would,
therefore, tend to extinguish this source of rdvenu--already affected by
neces.sary defense curtailment-espeelally o V$ autojnotlve Ooducts were sbingled
out for such burdens s, the colsuinmer demand would turn from auttmot'e to
other durable goods left free of tai.

0. The owners and operator 'of motor vehicles are already subjeqf, not
simply to doable but treble find quadrupjo,.,t antion. They are now jayIng
more than two score special thxes to HLI anl oI governoints in addition
to general taites pail In eoinmon by nrtaxlyet. Autoffiotive ta If3 paid
by users amou"it to over one-third of th Htfi revens. .!

7. States rely, almost entirely 0ni. eveniks frollr ahtomotive P(ducts to
meet the paymentit on highway bonds an( other highlwAy costs of Intenance
which are fxted obligations. iarther, extension of Federal tax lon in this
revenue field would' seriously affect the ability of the States to met these
fixed charges and to eland their highway system in the future-an expansion
vitally necessary.

8. Manufacturers' excises were originally inposed as "emergency" taxes on
articles deemed to be luxuries, oir at least dispaubl#Veonventences. Automotive
products, because of the use to which they liuive been put by the public, are
clearly in the category of necessities today. The extent of the necessity of
the private passenger car Is indicated In some detail in the appended newly
completed report: A Factual Survey of Automotive Usage, which is drawn front
data collected in the highway planning surveys of the United States Public
Ioads Administration anl the several States.

9. The facts presented with regard to the Incidence of automotive taxes
and their effect on the American people apply with full force to proposals
made for imposing an excise tax on used cars. In addition, no machinery exists
at the present time within the Federal Government for the collection of such
a tax, makInmg it of doubtful aid In raising revenue. 4

10. The President of the United States recognized the urgent need of highway
transportation in the defense period by asking funds for access roads to
industrial plants, military cantonments, and other centers of defense activity.
If the facilities for use must Increase, It Is because the traffic must increase.
Motor vehicle operation, not only by the Army, but by freight carriers and by
individuals driving to and from their work, is a growing necessity, not a
shrinking one. It will soon be apparent that placing an adequate supply of
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private vehicles in the hands of those who will need them to carry on their
work will constitute fill increasing problem during the i'liod of clltlrled
produetion. A similar find jossibly more serious situation will exist i regard
to motortrucks and busses.

Many Industrial plants engaged In the prodnetion of gocds for the defense
llrogralm deplendi on automobilse as neanlis for their employees moving to and
front work, illd would le uiahle to increase their forces ias required If auto-
niohllle ownership did not supply the iew workers with triinsplortlltion. Many
new defense factories have been built Il locations miles away front centers
of population leealise those who flannel their erection counted ol private
iialtoniobiles to get men to the factories. It Is no longer uisnsual for employees
to drive 20 miles to work.

The critical housing problem which exists in certain defense areas today
Is being solved in many Instances by a reliance on the use of motor tran-
portatlon, and much of the hope for the development of low-cost housing
depends on the utilization of inexpensive land areas accessible only by motor
traisportation,

The dependence of defense plants upon the niotortruck for movement of
supplies Is too well known to need recounting here. (A memorandum on this
subject, recently filed with the 0111ce of Production Management, is appended.)

11. Motor-vehicle taxes constitute i tax on transportation-on the nost
used froil of passenger transportation-ln the United States.

Imposli 'ol of a punitive e find repressive tax on one form of transportation
alone would amount to i subsidy to other forms of transportation. A tax
oil passenger cars is basically no different front a tax on locomotives, day
coaches, streetcars, ships, and airplanes. A tax on trucks 18 nli different front
a tax oln tiny other frelght-carrying unit. A tax ol gasoline (other than for
defraying highway costs) is equivalent to a tax oil loconlotive fiel.

We hol that all of tle stateieni we have made above are fully consistent
with the present requirement for the widest sharing of a greatly Increased
tax burden. We further believe that they are fully in keeping with orderly
aind effective execution, li the most rapid way possible, of the national-defense
program which thlis industry seeks to serve.

Ilsepeetfully submitted.
ATLVAN 31ACAULEY. President.

APPENDIX

TFrI1NICAL COIRRET MON SOUOIT IN LAW

We wish to call attention to a long-standing situation which discriminates
against a type of vehicle which is of particular importance to a large portion
of the population: Under Treasury rulings based on language written into law
when the Industry was young, and motorbusses as used today were unknown,
these carriers are taxed at. the saine rate as private passenger cars.

Tie Ways and Means Committee has recognized the need for curing this dis-
crimination, and it is hope(] that Its recommendations on this point will be
accepted by the Congress.

AuTomon.iua, MANUFATTRERS. AssocITION,
Detroit, Mich., June 19}1.Mr. LEON HENIDERSON,

A dinf istra tor, Office of Prier A dmin ist r ation
and Cirillan Supply, lVashiglon, 1). 0.

D&En Mo. ItENDiRSON: hi anticipation of the problems iln civilian transporta-
tion that tile defense effort would bring to the motor-vehicle user, to hiisiness
and Industry, and to Oovernment, the Automobile Manufaeturers Association in
the fall of 1940 undertook a factual survey of )assenger-car us, with i view to
assembling information that would be helpful to all concerned in dealing with
the subject.

Through the United States Public Roads Administration and the highway
atlthorlties of several States, the association obtalnud permission to analyze in
detail a group of reports which constitute the most Important data yet collected
concerning the day-by-day use of automobiles by the public. This was supple-
mented by a later study undertaken specifically for the association.
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As a result of this cooperation, we are privileged to submit herewith a report
of the major findings.

Among the subjects dealt with Ili this report are these:
For what principal purposes are most of the country's 20,000,000 passenger

cars Operated?
To what extent is Industrial production, Including defense, dependent upon

their operaton?
What proportion of the cars, and how much of their mileage, are employed

for going to work or on business?
What problems of inaintenance, repair, and replacement are Indicated for

the older cars?
Which occupational groups use the newer cars?
We believe tho data presented in this report will be of Interest and assistance

to you and your associates in the governmentt who have to do with problems
of civilian supply as they relate to automobile use.

Very truly yours,
ALVAN MACATLEY, PreshleiCt.

A FACTUAL SUltvEY or AUTOMOIi USAGE

By AUTOMOBILE MANUFACTU-HFS ASSOCIATION, Detroit, Mich.

WHERE TIE FACTS W.,aE OBTAINED

This report embraces findings from three sources:
1. The principal survey covered 70,(X)0 car owners, representing a cross

s action of 3,400,000 motorists in 6 representative States.
Te information was gathered on questionnaires during the years 1936-38

by the highway departments of these States, while they were engaged, in
cooperation with the United States Public toads Administration, in making
the great highway planning surveys out of which the master plan for future
highway develoient has evolved.

The planning surveys comprehend the whole range of highway transport
problems-planning, financing, construction, and use. They are continuing proj-
ecels, sullying tile facts needed to make possible an orderly and efficient
development of facilities adequate to the long-range demands of the Nation's
highway traflic.

Tite data analyzed in the present report comprise only one segment of the
road-use section of the studies, which in turn represent but one phase of the
planning surveys as a whole.

The six States which were selected in consultation with the Public Roads
Administration are Connectleut, Georgia, Indiana, Michigan, Nebraska, and
Oregon.

These were chosen, first, to he as representative as possible of the Nation
as a whole; and second, to offer the most complete and comparable material
for detailed analysis.

Facts were gathered by the State authorities themselves. Information from
tile State compilations was tabulated and analyzed especially for this report
by the Automobile Manufacturers Association. All statistical summaries were
submitted for review to the State authorities and to the United States Public
Roads Administration. The conclusions drawn iln this report are the Industry's
ownl.

2. The second survey dealt ithl in this report was conducted during tile
winter of 1940-41 by the Opinion Research Corporatlon. It covered the entire
country, with it much smaller but nevertheless scientifically controlled. sample.

Because of a different method of Inquiry, the second survey was able to go
further in developing details of numerous driving habits, yielding answers not
duplicated in tie State reports. The two add up to the same general result.
Minor discrepancies, where they exist, are primarily attributable to the fact
the Opiilon Research poll was made in mld-December, when recreational delving
probably was somewhat below average.

3. Supplementing the two special surveys were road-use reports from 29
States, it addition to the 0 covered by the detailed analysis. (See fig. 1.)
These 2 reports, while not analyzed lin the same close manner as the 6, have
produced a broad segregation of automobile driving into busiless-necessity
purposes, ol the one hand, ond social-recreational, ol tile other.

Close agreement on1 major findbigs was reached through these three sources,
Indleating that a perspective of considerable accuracy has been obtained.
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L THE W(:HK CARlS WXo

Over city streets and the network of roads and highways covering the United
States, autoiioblhis last year made approximately 15,(X)0,0O0,0)0 round trips,
for a total of 498,000,000,0(00 of loSSenger-milcs of travel.

From the road use reports of 35 States, from analysis of questhonnalrt4
In 6 regionally typical States, and from a survey made by the Ophdon Research
Corporation, emerges evidence that-

1. More than half of that mileage, and three-fourth,; of those trips, were
for purposes connected with Parning a livelihood, or closely related ecoionfile
pursuits, which this report classities as "nece,,ity driving."

2. Ninety-six percent of the 201,000,000 passenger cars in the country are
engaged In that necessity driving.

3. Applied to the estinates of total travel in 1040, this means that private-
car owners amassed 274,(X)0,000,000 passenger-miles of necessity usage last
year, in more than 11,000,000,000 round trips.

These 274,000,000,000 pimsenger-miles, exclusive of recreational driving, are
equivalent to almost three and one-half times the total passenger mileage of
all other forms of transportation combed. (See fig. 2.) The 73,000,000,000
estimated for railroads, busses, Puillman cars, aih'planes, and electric railways,
furthermore, Include all kinds of travel, recreatioml as well as business.
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Automobile performance records are like fingerprints, In that no two are
exactly alike. Each car at the end of a year has Its own different speedometer
reading of miles traveled, Its own individual record of trips made, reflecting
the varying distances from each other of home, Jot), school, church, shopping
centers, and other community Institutions as selected by each automobile owner.

Examination of large numbers of ear-owners' records discloses, however, that
despite the individual variations there exist distinct patterns of usage for each,
car group and each occupational group of owners.

Yet, necessity use was found, iii terms of mileage and trips, to predominate
among all groups of cars and car owners in the country.

The average annual mileage per car for necessity purposes, for example, was
found to range from 40 percent of total mileage in on- State tip to 71 percent
of time total in two States, with the other 32 States scattered Il between.
(See fig. No. 3.) Of the total reporting, 30 States found the average of busi-
ness mileage to be 54 percent of the total driving, or more.

TThe Opinion Research survey reported al even higher percentage of neces-
aity driving for the test week's mileage, but since the count was made during
mid-December, a seasonal decline in recreational travel could have affected the
result.
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Corroborating the mileage records is evidence that necessity objettves are
responsible for three.fourtlis of all trills taken. In thie six representative
States, the average numbers of round trips per ear In ft year were:

Average total Number of Percent of
State .trips an- necessitytrips total nee*

nually annually sity IsJ

Connecticut .................................................. 6t1 487 75. 7
Georgia ....................................................... 612 514 83.9
Indiana....................................................... 657 42. 76. 3
M ichigan .................................................... 518 383 73.9
Nebraska ..................................... r ............... m 1 424 78.4
Oregon ....................................................... 487 391 80.9

These two measures of car use, mileage mid number of trips, have separate
sigillleallice.

''h amoin t of mileage driven Is the factor that control glisoline and oil
consumpltion, and to a grelt extent the went, of thes ear, repair and l-rts re-
IhiCeit'nt, tax revenues ylehled to governmentt, iad other major economic
.otls I hh, t toils.

I. .. S,
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But to measure the need for automobile operation In continuing the present

orga nization of family 1111(d Individuai living, or to iiieet lnodlIlcations mlado
necessary by the current national effort for defense, the number of liles each

lay or week or year that a car is driven to the factory, tihe office, the market,

or the school, may be found the most substantial yardstick.

JI. Tos DIVINE IS lOCAL

The findings that three trips out of every four are for necessity pirposes

(see fig. No. 4) ties into the conclusion which the Public 1oadls Administration
presented in 1939, in Its report, Toll Roads and Free Roads, to the effect that

motor trips in this country are predominantly short and local.

I I IIIIII

III IU

Even outside of cities, It was found, trips less than 5 miles in length conl-

stitute the major portion of ill that are made.
Short trips tend to be the frequent ones, closely Integrated with routine

movement within the community. Longer journeys, on the oliter hand, are

generally less frequent and usually Identified with social and recreational uses

of the motorcar, such as vacation trips, week-end tours, Sunday driving.
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Evidence produced in tile pre,;'-nt study eliniintes need for assuinptons.
Driving records by motorists in tite six key States (none of which, Inidentally,
was inclmed aniong those covered by the 1939 report) confirm tihe fact that
the preponderance of short trips represents also a prepolerance of necessity
driving.

It Is now shown that one-third of all car owners make from 200 to 400 round
trips a year for necessity purloses. 'This 200-400 bracket appears to be domi-
tnated by cars making I trip per day to and from work, or on business.

ltural and urban areas both show about one-third of their cars In tie 200
to 4100 trips-a-year class.

Apart from this central third of tile cars, one-fourth of all itrban-owned
cars make more than (M) necessity trips a year. In rural areas only 15 percent
come in this hligh-frequency classification.

In urban districts only 2 cars out (f 10 report fewer than 200 trips annually
for necessity purposes, but 2 out of 5 rural cars do so.

Six out of 10 cars owned in urban areas are regularly driven to work and
back, and of these, 00 percent are so used once a day.

One car out of every seven ised Iin reaching the Job makes between 600 atid
800 trips annually for this purpose. This places their tin the "twice-a-day"
class; whether as workers who return to their homes it the noon hour, or
those whose wives Or other members of the hosshohl may take till(] pick then
up, using tile car for other purposes during the remainder of the day.

More than one-fourth of the ca's used to get to work carry other workers
besides tii( driver, th' Opinion Research survey reports. These cars average
approxlinntely five persons for every two cars, Icludling the drivers. (For
further details on tils function of car use, sve ch. VII, p. 27.)

The effect of occupation upon frequency and length of trips Is proninced.
The highway surveys found that all of 30 percent of the farm-owned cars are
in the 200 to 400 annual round-trip category, and 47 per(cnt average ider 200.

By contrast, only 1 carowning physician out of 10 reports fewer thllan 200
necessity trips a year, and 31 percent-nearly one-third--nake niore than 1,000.
The average length of round trips for necessity driving is 12.5 milhs for farn
cars, 10 miles for doctors.

Commercial travelers have so much greater tlip mileage that, in the five
States where occupation of driver was recorded, they average 28.8 miles per
trip .

Among commercial travelers 11 percent report more than 1,000 round trips
a year for necessity purposes, while nearly half are grouped between 200 and
60) trips.

The Opinion Research study found that 34 percent of all ears bad iiade no
Journey 118 long as 200 iles during tile year lrecedlng the Interviews. For
another third the longest trip was between 200 and 600 miles.

Approximately three-fourths of all long trips, this survey found, are for
social and recreational purposes, but the sum total of trips of 200 tiles or more
aniounts to only 12 percent of total mileage driven n it i year.

III. VARIATIONS BY SIZE OF COMMUNITY

In all groups of communities a fairly regular lininum of "must" service for
motorcars Is found. While the State reports disclose wide variation between
rural and urban-owned cars in total mileage (see table, p. 14), the average neces-
sity nilleage was 4.331 per car registered In IInincorporited areas, and 4,636 miles
a year in tie cities.

Total mileage figures show that tile bigger a community, the illore tiles Its
automobiles tend to ril. Cars owned in the unincorporated areas of 31 states
repIorting to the Public lioads Administration traveled tin average of 0,4106 miles
animally per car. Ott ti' other tind, owners living In the cities of 100,()
population or more, showed alt average of 8,1)94 tiiles.

But tie sane reliorts, and jlso the tinlyses o the six-Stnae questionnaires,
lace a major part of tile extra city car-miles In the social and recreational

cohun, leaving a considerable iltformity in necessity uses.
Tie term "unincorlporated areas" suggests farm catrs. Actually, this lopuln-

tion group, Its 'stalslieihd by United Sth's ('ensus lhiur(nu, Includes almost as
inany ionfarmers-subanrhit remdl('its, pe'sois living i small villages or open
cointr-y but not derivig livelli ii frotti the lairid-as It does fai-iiers.
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Preliminary 1140 census figures show the movement of population toward
suburban areas outside cities proper has been very great hi the past decade.
The unincorporated county areas surrounding the 92 largest cities Increased
in population 14 Iercent between 1930 and 1940, whereas the cities themselves
Increased only 3 percent.

This decentralization Ili Itself ias resulted in additional millions of le1xsons
becoming dependent upon private cars for transportation to Jobs, to supply points,
and for other essential travel.

The Opinion Research study concludes:
"So far as automoblile-owning fitmillies are concerned, the picture of workers'

]linum clustered about mill or factory is obsolete, On the contrary, 70 percent of
workers i car-owning families go to work by automobile."

(In 1930 special traffic stil,ifes made in the city of Detroit spotted the point
of origin of cars parking I various Industrial areas of fte city. A very pro-
nouiced scattering of hiomo sites and relatively small "colonization" (-lose to
places of employment was shown by the resulting charts.)

When tie drivers covered by tile Opinion Research study were asked how they
would get to work by bus, streetceor, or train, Only one-third, half of whom live
couldn't go at fill. On the assumupt io, Individually, tiht imas- tI'il sporttlon
Afench's would he capable of carrying Ilione till, liaJf( the caiir owners said they
woull get to work by bus, streetcar, or train. Only ow.-t lilhd, half of Whom live
wiiltln I to 5 miles from their Jobs, said they would walk.

Necessity mileage among ears owned li finte tnilniorlporate(I areas constituted
015.6 percent of their total mileage, according to the 31 State data. This Is higher
tMan In any otlier popular t ion group. Here Is the record, oi the basis of averages
per car:

Average anuM

:uiles per ar Nemes-_ slty
Population group of place of ownerstuip Nc- leagueNeces. peropui

Total sity of total
use

Unheor)orated areas ..................................................... . ,606 4,331 (3.6
Incorporated areas with populat ion of-

i .lss than 1,000 ....................................................... 7,431 4,404 59.2
1,000 to 2,500 ......................................................... 7,843 4,399 56.1
2,0 to ,000 ......................................................... 8,2341 4.431 3.18
5,000 to 10,O ....................................................... 8.221 4,363 53.0
io.ooX o 25,000 ....................................................... 8., 2 3 4,267 51.15
2,,tXX) to 1000 (1 ...................................................... 8, 3W0 4,311 51.6
I00,000and over ..................................................... 8, t01 4,(1W 51.5

All areas (31 1aies) ....................................................... 7, 796 4,417 ,,60.7

The nlleage records it Connecticut, Georgia, Indiana, Michigan, Nebraska, and
Oregon, which are broken down a little more finely to give 11 lopulation classi-
flcations ranging from cities over 1,000,000 polmlation (Detroit, Micli,, only one
Ii samplle) down to the unincorporated areas, tell the same story.

Total mileage pIer car averaged 9,738 foi Detrolt owners, contrasted with
6,071 for cars owned In the unilnorlorated areas of the 41 States, but necessity
driving was 4,753 nid 4,491 per car, respectively.

Thus, while slightly lower, necessity mileage Is a greater part of time total
among owners at the rural endi of the Iolulatlon scale than Ini the large coin-
mnlities. (See fig. 5.)

In alniost all cities, local transportation has become primarily automotive. A
recent sumanary brought together by tile Automolbile Manufacturers Assoeiation
fouled that in cities ul to tie 500,0M0-population last, as many its 70 percent or
more of the people entering the business sections of fite city oil ia typical day
(excluding ipedestrlans) do so by private automobile, Another survey disclosed
that there now are 2,100 American towns ad cities ranging In population from
2,500 t1p to the 25,(t)-50,0K) claIss, which have dispensed with, or have grown
ip without, Intraurban mass-transsportathi11 systems of their own,. I'leir com-

file(] polpulations of 11,844,000 persons depend, for routine movements other than
afoot, upon private cars.

01977-41 .--08
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All the findings and,
vili 111lln in mi lege,
frill fairll to village
purposes.

surveys coie ttigethier on tile fact that, with all of the
andt trips. automobile travel In eommunitles of all Sizes,
to towii to metropolis, Ib preponderantly for necessity

IV. EIFEYMS OF OCCUPATION ON CAR '81

While mill workers, doctors, salesmen, and farmers all have different oh-
Jeetives in their Iltomlo le drlvling, It would be difficult to single out iy one
group of owners to say they have more or less need for their cars than the others.

In the analysis of tile questiot)naires from live of the States (Connecticut (lid
not record ocenptiomal data), it was lssible to sort out seven broad ocCclpl-
tiolll cla ssifleatlons, which cover more thain half of all ear owners Interviewed.

The groups are farmers, Industrnl lind construction workers, conmerchil
travelers. lpiiyslohns, lawyers, real-estate and Insurance malesnen, and otlier sales-
men I unclassified but not I luhdinlig retail clerks).

1in1ce tlh questionllalres we're not originally Intended to produce exact oeet1.
pfltluoiini cilssiicat lolls, the sanilles were not balanced to priluce it conclusive
statistleal verdict. lowever, important general facts stndn out. Oecupatlons
divideh ,owml's 11ho two brolkd groplis-., eaich with distinctive driving characteristics.
(ee fig. 6.
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Ti gt r ot p h i' tdk,,s tll le oivct Ml" e \i ,i l ; t I t, t hoi fat rll, ht i 1141 file.
r'y, oilg lilt le olhil Jill wit llt H 't illa'M ly 01' -; n t 44i1Io l| 1 Will 14, tI , his
'lti' lt alltr , hit.1$tttlsIttl'u 4 'i 1 Ihu s Ihias; f ll W 111(1Wva Il l, i t h1 ,lb\ tilv

Ij;Itl!onIl iiVi-v'age. Ca'lr oi)\ iors' Ill thk gril'l ) U ll i, thc .l' c('i*: to gotl I k andl~

for to duttQ l teit ahto lin i s' oI Itll i (llchu lt': s bit tltlg oglit I V drive
tIll rucg tlj(, cilr.:v of her tglll o, rl ye.
Thiw ,,.(w.n( grtinp, whihi ljlq fill"ilo e l , t utct,q:! o, it,'t tl'
lat'ly ih(io(! O(CE' o'l-eltlls which aliy bivlug--- y X-l---- t I-- tI'- - -1,1. of il

cl.r regillharly fit tile (:Onll ic(t of aI bu, ilw',, o)r prl's~e..iolll.

ll traveling leilill-ll -vOi-lge i-ll -ilh --is shown -- i 1,8,7111"- , ;s'o
illOre rhlll dotliolf ( liven' r x'ros car o f fiil drl'o.lto lfllw I tlVte'llgt , tJo nietlal|
llio lik'Irs very ligh, !t ovltop fcsill Ih g ll ellyzeIs hll orll I orll ot luothI111wr
of roullind tld , hait'ng tipll ge ip- yearly ir tcereor

Thlel'hgil, Jllu llrmice' 
, 1111dl l li-cs.tilto gllllp IIII(I llli'l- i'l h lcla Alll II1%,o il',o

f,,ld[ Ill tleil. h lilt lllh ge elhis.
lh1liow b, file( c'om lll sr.oll (if total lles'. dIrien Ill llly\ Ip r cari, aimlllyzvi,,It.%v

el'(lltl I l(o1l";
O~elllltilll~lA : ll!e anl)(r(I

(1'Oiu lerh.l r...vel --., -............................................... 18, 791|
]'llyv.ill.. _ ............................................................. . 1, 932 i
t pI,f rofessi n -..................................................... 12, 774
ll t llh(i' rteal-sttels. llll - --......................... 7. 8 .-, 121618
ilsllell (llllh.. sl.h.d) ---... .............................................. 12. 303

Workrls - . .- - --t- - - - - ---...........................................4..... 7. 657
Fal rs r_. - -............................................................. , 703

All ohi er ocilliOl --------................................................ , 6-

A vernlge miilelige, fill grollps -. . . . . . . . . . . . . . . . . .-, - | ----- ----- , -----

SA (cros-.Slectholl of Car IIlerl, Whlose ocellpa~tiolll dlefinitionl walt nlot sl-t ible to nlecurate
011"]lat loll 4!,

tii e'very, groupll llste( abhove, lple, .Rlty dIrh'hng clallni half or mlore of both
mleaqge, and1{ numbel~r of trip., Hlere 19 life w(ordl

P'ermint of totl

Oveu illton

inileaigo Iflps

C'om m c(ial tran 't,h,rs ............................................................ 90. 9 .5
IIhyAlCiAn . . .... ....................................... . .......... ....... 6 19.}
N A l I*qifv,,s 0io _.... .. . .................. ......................... ....... 1. I 7
inskjll)i(1." alldl r,'al-'Staho Fa-"lc. en ...... .................................. ...... 71.8 I b. .
()lher stlesinv,1 ... .............. ........................... .................. trAf. 6 H -,5
W workers (inrdutstrial anid mnstnuetion) ........................................... 49. 4 72. 3
Fa1trm elrs . ................. ...................................... .............. CAll 15 7S. "I
All others ........................................................................ W4. 77 .
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A factor of Importance Is thii the Information was collected before the pressure
of defense.' productloll stepped up the use of ears by industrial workers and
others who now are employedI more days per week and year.

Two of the occupational groups singled out In the State survey, farmers and
phIYsicians, although at opposite ends of the driving scale, present an Interesting
comIIpI; rison,

While the doctor's annual total of 12,932 miles per car is more than twice as high
as the 5,750 lilies driven yearly by th former-owned car, iiad the doctors reported
(47 round trips a year, which Is two and a half times the 302 trlps averaged by
the farm car, on a percentage basis 60.8 percent of the (doctor's mileage, and 60.8
of the farmer's mileage-exactly the same figure for the 5 States surveyed-are
for economic purposes.
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Part of the rensou for differences In total Inlhelage calling these grollps I
und~oub~tedly cOllollille,

The (atia III (his slurvey ti0 liot directly reli(,t Illcollie distribution. (See fig. 7.)
Oil a trill basis, the physicin's niecessity tine rims III) to 81) percent of the

total, sine It doctor Is called luon to go out it all hours of tile flight an1d (lay.

- t SI * *

0

0

lBnt tihe relative frequency of ihusitiess trilps for the farm car is impressive
too-four out of five trips are for necessity pul~ose.'

The Opinion lesearchi Corporation survey yielded aI similar icture on 11

national scale, although tihe methods of occnatiloa classification were so
different that (direct comparisons cannot be made. It was found thaot anong
farmers the prhncilpal necessity uuuage Is for business trips uzimd shopping. Wage
earners, in general, travel tihe longest distalnces inl reaching their Job. And the
only car-owner groups found diriving inmrily for recreational anld social Imur-

poses are retired persons, widows, students, and1( domestic workers.

I The survey found that 08.4 percent of farmer-owned cars are operated in part or
entirely for bu siness purposes. 'A survey conducted in Ililinois, Iowa, Nebraska, Kansas, andi
Ms.otrl byv the (Corn Tielt farm dales, showed that O{I.{ percent of the farmers surveyed
purchased "their cars either for Iutsiness use, or for butshuess and pleasure combined.
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V. 'il11 IO(O5i8 OAR--AN OCCUPATIONAL CASH STUDY

(Oroup-averige flgurt's do nlot wholly spell out the picture of car operation
frol fill octllltJ'il1 standpoint.

Tihe live-State sainpll of inedical men's curs was found to be sullhcelttly coil.
paet to nilte )ssilble it Iiore. d t lled list lltit lon, Here are tile reslllts:

Nin, iut of tell doctors who own automobiles use them in their professional
vorik.

)let of every 1(m) Who st4 us' tlo'1 r private autoiuoblhs (set' Fig. 8)
sixteta hive mor', titan I,5M( trills anonially for necessity dri'ig.
l"ifteen make fromli 1,(MJ) tl I,5WX) trip I pr yar.
't relmrt from S00 t) 1,MKK) roitl trips,
Twelty'eight ritlige front 4( to S) trips annually.
Twelty-two list front 2'02 to 40W roulind trips (this contain tihe oiice-a-day

group, where a'esuiniaily it roumd of patients Is visited in it single trip).
Nie, report ftwer than 200 round trilps a ytar.
Judgedl by lilt' frequency of itst', tlte doctor's car 14 11 11111ch II 111)1 tif hIs

ilrofes.,Itlli equlpmtnt is a stethoscope or therinolitter.
For fill car-owning pliy.-hlhis. the average' tinuier of round trips antilly

wits found to le 917, of which -12, or 89 perceilt, are credited to professional
aid other iiecessity pturposes. This is tie highest occupational group avertige
tobad iut tile surveys.

Till, great Mulk of tlis' trips is concerned with transportation to anid front
llt' office, iald till professional clis. Thw IlVe'ilge was 801, wlhicl Is equivllent

to siligltly more than 15 round triils a week.
It was found that in the rural areas, one-half of the necessity trips made

Iby dltors averaged more than 15 miles li length. In tile larger cities, 4 out of
10 cars overage thils distaiic,

lit the small towns, where distances are relatively less, a higher proportion
of tlt, doctor's trips are shorter. The following table records the percentage
(listrilution of trip length by size of community:

Av.rape numbr of ainles ier fill t 1,10 to 6,(XXi to 2,5.(0) to 100,0(. O Aver-,e
runil trip nrc-a 3,O:k 25,00X 10o,000 and over forallarccs

le ivi 5 .......... ..... 7 I c 41 20 A 17
5 i100 .. ... d 20 '25 21 VI
10 t, 1 14 281 13 16 21
151.2,)................... 12 1 9 V1 i 0
1 to 2. . . . .-. 13 9

25 or more ................... 24 22 10 15 19

As might be exlpe, cted( from tills record, the inlleaige of doctors' cars ranks
high auaoig all groups of car ow ers. Tie average distance traveled in a ear
was shown to be 12,932 miles per car, of which necessity driving aecounlted
for 8M640 miles. Most of this-8,428 miles-was Ia calling oil patients, or in
reathlig hlie offlce or hospital from home.

III towns rIanlgilg InI populllhioa tront 5,000 to 25.00, doctors reported lower
mileage, following the trend whl'li Is typical of all cars in such communities.
But the frequency of trills Is higher in the smaller towns.

Although the doctor uses his ear nine times for necessity transportation for
every social and recreaticial trip, the latter is likely to be three or four times
longer. The average lengtli of a pleasure trip for doctors seems4 to be 40 miles,
coxlli"red with a general average of 10 miles per trip for all nece.eslty driving.
But till of hil sclial and recreational driving combined adds ul oi the average
to only 4,21)2 miles a year, less homi a third of his total.
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VI. EFTFE.V OF CAR AGE ON USr

III the life cycle of an auutollbiie the number of miles traveled (see fig. 9)
and of tril s made declines sharply with the advancing age of the ear.

During i's life span, a typical car changes hands two, three, or more tinies,
often moving from one occupational group to another.

Occupatkns which require high nilleage and constant use tend to have new
or "young" cars, trading frequently.

Eighty-nit e percent of doctors' cars at the time of survey were found to le
less than 5 3 ears of age, find 33 percent were 1 year old or les.i.

In the six-State surveys, new cars which had been in operation I full year
were found to be driven on the average of. 10.70$ miles annually. But vehicles
9 years ol or older average only 4,770 miles a year. Intervnilng ages show
a progressivw decline.

But, in general, the ciirs which are nearing the end of their operating life
show a much higher ratio of necessity mileage aid trips.

Here Is the record from the six-State analysis:

0
Pd~II

~hi
cy

- - - I I1 IIllm I
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Age of car

I yiar .............

2)-ca~rs.
3 )&titl. . ..

4 yea .....

6 yei.............
7 3tkaa . . . . . . .
H ).tars . . .

9 11114 mcr .

Thp noticeable Jump In percentage of tiecessity nitage for cars 9 years old and
over suggeshi that aiiong thosv of extreme age the ratio may approach 100
l1wre'ent.

Re(ords for tho decade tilldltg witli 1939 show that (ltig that time 85 per-
cent of all new iars sold at retail were absorbed as replacements for scral)l)ed
vehicles.

During tlaw depression decade, when the conblied registration of cars and
trucks itveraged approximately 27,10HX),N1m), tle ini mer of new vehicles per

1548

Average
F1111lcafi

10, 768

7. 6 '28, IL )
7.6 4t
7, CKIl
6.718
5,714, 770

|)krCviit Of
total

liiity

51.7
5. 5
.4.2

15 '. 8
N'J. 9
I1.

A virtlg*'

roilll
trips

i619
2)

N J3
01
515

41C
417

oermil of
total

77.0)77. 5
77.2
77. 6
75.2

77. 1
76.5



REVENUE ACT OF 1041

year r'sjulhed to replihe eralpped
miid Flgur(e', 1910, p. 7). At tlit
t4el 1 lUMtsed 111)(011 fle OlKlratlon
and 4,(KX),(K(X) trucks.

units averaged 2,3S4,18-1 (Automnobile F'actis
of'esitt Iqlla the ittly Olt(XtJv() transport esn'.of appr'oximtely 211,000,011 lpasengt-r emrls

J'slnt tii II to flie 11ro 11-(1 loll of li i itsi i requilr((t 111111 littilln existing
r'i I iig It!{ik ('ottlt1Iv at'ii bi s l nt1 Ile assumilipt14t lhit tit(' riat of retilt!-
itint (if ol'rnl-oilt (fir Is tte sllt' tiodfly 11s It Wils (uring tlliese lu)er('os l ye:it's.
Thilt mlay be 1uilduly conservative, sllce tle regilst I'll t loll ligurtes ats of July 19110
showed thut oie var In four wais li years old or olilt'r.

Elghteel lper'ent of till tirs li use were 10 yeors old or older; 12 lert'-,nt,
11 yeall s or olier; ti II l)perl'llt, 12 y'strs or older. More Ihlia 4,5(0),!K) pus.
Riger cs (li' iii m-'rh'l' we-re liilfiietur(d prior to 19131.

l"ollowing I s it a til iitlli of th l1'ges oif I'rs In use July 1, 110, and the-Ir
]l'r(ijllg' ritllo to tlh, lothll nuiber of aissvllg'ir a ltoaaioblIts registered:

tar of antluifacture Nrirrwler li
wi'e

1110 .................................. 2, 321, ?39
1919 .................................. 2, 422, 671
it N................................. I, 745, sx.'i
1,437 ................................ 3, 49s, 4 co
1934 .................................. 3, 2,4.1, 87A
11135 ...................................... 2 '2, ;2
1931 ...................... I, 691A, 971
1 1 ct ................................ I, 2-), 152
1,12 ................................... 8mt, 957193 1 .... .. ...... ... ... .... .... .... . . C, 43 197
!It ....................................... 1,4h3,7871 9. ) ...... .............................. .... 1,674 3.51
MItp$ ............ ............ ............... 773, 170
1927.... ................................... 302. W5
Prior to 1927 4.11. 411,3
NV.-ir 11o1 glven................................1M, 4S9

Total, ill cars .......................... 25S, MA, 4 63

l'Petmiit of total oars

Simple {luntilated

9.15

13,7912, 75

8.75
6. 69 I
4,93I
3,41

5. 5
3, 05

1.19
1.74

100, 00W.0m

74.42

U4. IJ47. M
39. 13
32.44
27.5124. 10

12. ,M

2. 93
1. 74

I As of July 1, 1910 Data from It. L. Polk 4 ('o. as shown In Automotive Industries, Issto of Mar. 1,
1911.

The large proportion of the rolling stock whIch Is near thel end of Its prac-
ticahie operatlilln life InIideS tfle c1's that, fig It groups, average 6I liles out of
every 10, and 8 trips out of 10, on liecessity travel-going to work, marketing,
etc. O wn' lhlp of these cars alpears from registration dIata to lie quite largely
aiong farmers.

''lie arnaanuent.production irogrlani has added very materially to the number
of imen going to work; il ni many cases has Ine'eased the dlstauices hey ]aive to
travel ; while defeose-pllint loatlions are Inl mfalny cases not reached by adequate
mas !rinslortati o n. New cars anld( old, efliclent or Iefllelent, tire now hirnessed
Ili great nunibers to a11 Increased load.

Extet to whlih cars, regardless of age, fire Integrated as essentill equipment
In the daly11' lives of millions of l)ersolis, Is relleeted in lhe Opinion Research Cor-
poration answers to Inquiries as to what car owners themselves think about their
drivihig,

It was learned that more than half regard their ears as Indspeulsable for going
to work or out ol busiess, with a substantial portion concluding. "Oh, I couldn't
iiake olt tit all without it car."

VII. MAJOI PURPOSE OF DRIIVINO-MAKINO A LIVIN(U

Singled out from the total (of necessly uses, driving to work and using the car
oil the Joh account for roughly one-half of all automobile usage In the United
States. These two obJectives consume more mileage than all social and recrea-
tioal travel combined. (See fig. 10.)

,me Opinion Research poll found that 04 percent of all cai's are u.ed for
travel to an11d from places of employment to a greater or less extent. Half of
tll cars are used for this purpose regularly.

1549

Age of 'ar

Le.ss than I year.
I year.
2 y vars.
3 years.
4 years.6 ye'ar.4.

6. years.
7 years.
4) yi'rrs.

10 yc4ats.
I I years.
12 years,
13 vrirs
14 years awl over.
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The Sameji $il'I' dke;losedu thilt W~ percent of all en rs ni'e used1 onl luslijess,
tii's; 9 out f 10 of these tit least once a week, and U out of 10 every working
dity.

Ini i'ondiililg tihuI pioll, the Inte'rviewers pudd careful at tent ion to the ditlne*c
tionl ,tweenl these two types of dri.vinig.

Tis, (istinto was no1 ~t5u.t particuin ny Important In t he Stato road-iuse flues-
t(cinfit s 1111d, In replying inn y mouitorists are hs'h Ieveul to haive t erprete] 'hIts.

ness trips" to ilhuile driving 14) phices f taisiuess. Hence driving oil business
priolibhy Is oversta ted Ini the restults, tit the e'xpiense of tile "'driving to work"'
(m llt ICi l441.

l111t whIoi tile two fire (illiihuhiil'd, time Stitti stirvey'ys corroborate tile Opinion
Itesvelc 01muings to show t hatt the driving In 'onmiectiomt with mnaki ng i giving
is4 tile iuimjoc, purpose (ffil tiiii hf- travel.

ONNId0O4S

I 0 2
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T'ie six-State ainlysis disclosed that drlvilig to work ani1d oil Iusiiss together
LICCOlmit foi- IproXilmlately three out of every five trips madle by fill cars (see
fig, It)), while only onle till) out of five Is devoted to social aind recreatiomil pur-
poses. The lifth trip Is for marketing, going to s;Athool or to church, or to a
transportation terminal.

In Coluleeth-ut, driving to work and on business accoUits for 55 percent tf total
trips. The corresmllinlllig pr'eeitages are 59 percent lit iC-orglit; 6Il i Indiana;
0 lit Milclilgai ; 01 In Nelraska ; anli 6 In Oregon.
Thl rer Maidte lulring ii l)Orlod of lmuch(l lower elpllOyllelt than at

pre, -ll, yet the nlllier of round trips per car for (IrIving ti world. fin oiiIn bisl-
ness averaged 352 annually Ili C ionnectlcut ; :01 it GJeorgit ; 385 lit Iidlaim ; 311
lit Michlglii ; 380 lit Nelbr'miskli ; and1(1 318 il Oregon.

Vii. TIlE F.MIILY S11OPPING liY AI'TOMOfIi.E

SIX ouit (i' seven alltollollhem todly ire lisol for filly shoiphlng. Alllott
all (of tw, ll'i are si employed lit least once it week, 1114(11 t ihrds of lill
oftener. (See fig. 11.)

Thtle Oi(nIon R.esearch study Indhles that it full I.I Itercelt of all ta
23,)(Ji,0t) privlte-car owners Il tile (ouiltry (3,}10,8)0 'is fire lbelleved Iii be
owled ill Jnlimlthiple-car faiihlles, (ililer0.0llly, or iby (tovel1lll tIll ) ilght hlve'
to iIlillldon tlir present jlrin1ll riicJlig lo ilontis, (,v m11ove tlher hoiaei,
If for uiiiy reason they should eli deprived of iutomibles. That iltl 115 approi xl-
iltlntly three, and1(! a quarter llilloll families.

I)lstili('e between loille and Store Is a dolnlnalit rei: ol for this, Only I)
ps rent ould abandon Hlhopllllg centers they ilow use whliii fire 1 to 2 Ilileal
fromi hime, bIt 22 lercent of those who dlllld oil st,,5 t oti 8 liflles fti-ll
ll( lle Slte tliy would have to give thenn up. Thirty.one jp'r'cent of those who
drive iiore tilan 8 miles for their shopping sily they would not lie able to coil-
tlie pllllh present 'lilarlet ing points without their (llrs.

'Two-thirds of the car owners do their princlpail mnarketirg 2 or more iales
Li'n hlinl'. Morty.live out of each hundred travel : (i- lmiore miles, and 3)
out of eath 100 drive 5 liles or more to shop.

F"orntr, lItd ill depelidelice oi the autlomoblie for n-arcetling, Of the 1 it
12 cars that, ivcordlng to their owners, iire used more for ilmrleting thu any-
tll'lg else, 61 ls'rcent tire form cars. One-tilhIrd of tit, surveyed farm-ear
liwners report that without cars they could not get lo telr present Slllph
itlls at fill. Another 10 percent coldh do so ias lng as the furnle trutk

remained In (oilsllliSgiOnl.
Aln hllrlortallt factor ill the market picture Is tllit fully a thhrd o4 f all car

owliers I itlually drive to at least I secondary shopping rIniht. Of these, 3
OIt if 10 say tilte s( coldlry market is fr hi 8 to 18 nihi s from homle; 7 percent,
roughly I out of every 14t (cars. Il tet i eoui.itry, go nore than 30 niles.

Ili part these long shopping (listalnces relleet tie I1vie'illllt to suburban zones
that has developed during the past decade.

It it qlgllheiant fact that tle 1940 United States 0'nsus of Polluhltlon finds
that tile nonurbiln ppulatlon of the country Is now ide ui) almost equally of
farmers till(] nonfartners. The atter, whether living ili open country, linor-
porated (,r unincorlprated villages, and satellite towns aroundd big cities, number
more than 27,000,000.
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Reslts of the six-8tate lighwiay survey,- tend to support these findings from
the Opilon Rteseareh poll, Wit do not present exait records of slppig inileage
atid trips.

In part til is because intieh driving ha imlore thaii (ie necessity purpose.
For Instance, the father evromte to woric may take the children to sellol and,
on the way home, many .,t)p to pick up tie groceries. But In filling out ques-
tiomilres for the State tiurveys, owners it lmerous ca s recorded only the
toiJor pturp'ose of each trip. 1i1(1 thIese surveys produced only "niiminum"
records of mileage jitit trips for shoppiig itiipurposes.

'ihe Opinion Research poll, on the other han. recorded a test week of driving
In mi-Decemlitr, when the ratio of shopping mileage probably was higher than
average. Its findings of 11 percent of all nille e devoted to faily shopping may
be regarded therefore as a ",Imaxmnmn," and tho correct measure probably lies
between that figure and time six.Sfate sulrve-y average of 4-plus percent,
t'lie latter, by Itself, is equivalent to 1 mile of shopping travel for each car

In the country each shopping day.



REVENUE ACT OF 1041 1553
IX. II.iNO AND Orl11Jl usi'S

Related to shopping Is it typt, of autonlobile us( defined Iin the Stloto question-
lhItre4 us i"hiUlilig find to markil{e"t. is is prlonlilnlatly farm driving.

Nine (ilt of every hundred fhill11 passenger (ls iFr IISreiI for this puril.e.
()l10-111f of the farnill ('11lrs So 11hI.1 eluggilIl haiulitig Once it week or oftener;

I calr Olt if 10 aikes more than 30{) round trips a year: find I iln 0 iakes be-
tween 100 aid 200 i year, or 2 to 4 a wt ek.

These trips average 12.0 nilih i ch. Vely few of these curi travel more iluin
2,0X4) miles annually for tills lsUrlise--i ly 18 oit of 100-but inothier 11) peCr-
ctnt average 1,(MK) to 2,0(ft, find 41 iirc ut pile ill) illstinc. between 2 0 find
1,0(0 inlles,.

Other groups of oniIers IIlso use t heir ctre' for hiding onl ,in occosionul basis.
Two percent of wllge-ilm,' cairs, :I lir(lelit of flis owned by the ilicilssifthi

group (If sllellii, 2 lelrcnt ( f comlllierclul traOvelers' u.ii r ,'how slleh nIrlvInlr.
!'1it'S lIvil, lby skills I craiftsmniei of vilrious t itlihS, carrying their (iols or

fillllills to thiOw jot, iio li, those (if siihsilneiI carrying Silliipihs, 4i'hholle tlhls
hinilihg function performed 1)' il y itonobile..

X. TAIRIN 'fit: cliiiti-lEN T) SciOl,

Olie III evely lve 11 it ojll Ifn'llhs Im listed ill drivilig tI illi from school, according
to recorlis of tw o 8tcs ( ( lOilit illllt w1l1(1&eoilgla), which Wero silt'elliliy allilyzed
lts to s(.hool drivihig.

The iverago rould tip for tils purpose is 59 tiilles. Three out (If four cars
uisedl to iliiport chlliren to school report liveruge trills of Ilile tha ii 2 miilies
hi leiglh, anti adover half of them a aig't 4 iliiehs or ililrt) pir round trip.

Tlhiiiliilill school milheauige for filt(liiloIhS si listed Is i5, or 10 percelit of
thieir tltlal driving fi' tle yenir.

SClhol driv'illg Is fouiln( il lie ities 118 well Jig i rrulirl Ilrrt's.
Te' iiihn l Ilesci silri\vey foidili that, ol i coillit dy oide iasis, OiC.lihrd

of tlie finillhs having children of school nge us(- their cars frequently for tills
pllrpise,.
Ill IIIiuvellig tlpe State luestiom ire. nlilly motorists ilppeo r to htvi failed

to replort secondary lurlllses (if thlr l trip. Therefore, in getierail, figures oill
sthlioo lise uIiIli r to le oii tilll onservtltive slhp sie fhe lilll igsters oifi(ll 111113'
ride wt ith tl( father tii route to woi', or wilh tlie iike molilkig i shollling trilp.

The rolle (If til, pirivilh, fillnily tilt' I. aii.iiahry to tile great scholii.bus systems
whhih carry 3,125,000 children ell(ch s(.iol (lily.

It is i sblistalltial luxilliiry, lo\weter, shiice all tie cill's r lorthlig use for tills
pullpose iv'vrhze 135 school trip.4 ii year.

N.l, lilVINO IY DIAYS (IF Tilt': WorK-- '.F (' 11t: ('rll Fliii 1'ci[1

Witlh lthlillf of fill alltOl(llle league chli i'gelble to lrils(is (If llliliilig 11
living, (lit disiiltributin of niecessity Ihliviig of fill sorts over tlie several days of
the weel acquires impulorthnce.

Tills pinise was inquired into by the Opliilon Itlsvarch study, ilnl the follow-
Iig distribution was found:

Moilay through Fridy: ,5 percelit (if tll passenger car iiileage 1is tie(! 1il1
with eiliinig a living.

Solordhy: 45 percent of lnileoge used goilg to work or ol bIusliness, but 22
percent ised for shopping, igolinst half I1s iiuch sholppiig mileage oil other wtek
days.

Sunday: l)spite til fict thit thls is tim (lily When 11uch of the recreational
driving Is done, 21 percent (If the total recorded Was devoted to purposes con-
liected with work.

This survey was inad( before the systelulilh, effort to extend the ,O1-hour work-
week finld to ellihiatl, the wet'k-etid "hlackott" so that liti allowliice lells to
be nille for tlit% increasing illlilier If Siturliy and Slihly workihig slifts.

In nilikilig tle six-Staite 1iin1'4i, hiitenge li\lvllved i driving to church was
also recor(died, With tile fIhlig that tills iis I, Imlprtaiillt, bllh I iileuige find
fre(lileliey (If trip, to ollo.foiltih (if the caIrs suirveycil.

Average length of tle trip to church for tll six States Is 5.1 nilles.
Of tile oilers Who lisp their l'ars to take theiiselvyes iand finilies tlo Stlilhy

wrslilli, xti'lly o(I-lillif were fourd to average lIell 6i0 Jilld 60 round tlips
a yelr, 'rhiis 1I'iele.ii i regular tI e, SuiiiIy lifter Muodnhy.
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Another 20 lxrcent of tie uars driven to church were found (o average In
excess of M4) trips aniunlly, 1il 30 recent averaged less than 6j0. TIese ratios
aliply, with iinor varhittions. throughout oceupatiobllanid population groups
stuiled. However, the autoinolile is Inore imiortaut for churchgoing to farmers
thlin to oilier groups stuldied; 3 out of 10 furner-owned cars are used for this
purpose, 1t10 it ltirter of 11haso have more than 50) miles of church driving
talti ly, reflecting tint, reltiivelv greater rtiral distances.

Forty-three percent of the fait etrs which are driven to church average be-
tweenl 50 aild 10 rotind trllpi 1t y~tor.

liltIm ON EssvN-ii.\ Di.NSI; Ut ES OF .or1t0'7 TRUCS 'itPREN'i14) TO W ILIAM S.
KNUD.SEN, Dill'ofl (IrNon IAL, Omer, Or I'iiOiL!tvriON MANAoEMNT, AtiilL 24,liiil

Stulujilttel by Mo'rott TitiuK ('OX M ITTLn, AI'TOMOIii.- LA NUFACTIT'111H AssociATION,
lit behiltlf of the Moot Tlt'ic'K MANUFA(UtI11t1s OF TIlE UNITED ST,%TkIi

EsSI.N1 AL DI ENI." USES OF MOTOR TRUCKS

'Fit' iltotor tr'urck imelt''.s of tile Automobile Matuftitturers Ass'uclttion ind
the FoIrd Motor 'o., a jiooiiniiLi b', Jitly relrest-it the imatiuftictlrvrs (if over
M) pmt'et of tile motortrucks It oduced Ili the Ulted Suites in presetittg tIis
brief.

'rite Induhstt'y recognizes the vital problems Involved i thile necessary accelera-
titn of ptodutioIt for defense tMhat will (lemand! sacrifices ott till ilndwi(trlems, aln(,
III tbit light, the motortrtuck hidustry will it good spirit alide by your fitlt
decision with reslect to curtillni 't of production,

Is the urgent need for freightillmoving ecijiily going to be ile(t, If til, already
reduced pereetitage of It'trk-pr dining capacity available for elvillit transport,
Is again cit equtily with passein;cr cars?

The industry feels hlty-bount'i to present facts pertaining to the transportttiat
isptects (if tit, defenist, progrittt so that they inay lie weighed lit your delil;era-
tlons leading to a decision o ti-tick-pt oduction curtalinetit.

Productions of military equipmenit

ict tile ntationaldefense progrtim started, the Industry has been assuitng
nil ever-Itieretsing loitl Ili the production of military vehicles and tmnerous
other armaments. Prom Au,'4ust 1, 1910, to July 31, 1941, the motortruck mlnu-
facturers will have liroutced lore than 137,000 military vehicles to meet require-
itents for ti 1,418,0M) Arriy. The Industry understands that these are minii-

muin requlirennts. Information on what additional capacity of the Industry
will he required for military vehicles Is, no doubt, available to the military
strateglsts,

Manufacturers of motortrahcks ate also engaged ili producing tanks, artillery
aimuittiol eion ponenits, tractors, shells, l imbers and adapters, fire engines, tin-
* lititinces, eilgiles, tniahehll ¢y, i'destal mounts, trailers, aind( tank t ratsnisslons.
li addition, they are iegoltlting with the Army, Navy, and OflCe of Production
Managenent for prodluctloli of other armaments.

W1ill tra 118poritfoitl for defeto be (inpwurc'd?

Will curtailnmnt ii production In face of Increase-d demand for military
vehicles, plus the truck-plant capacity that is already being used for otler arma-
ments, divert the Industry from the production of civilian vehicles essential to
defense?

Will this create a partial break-down in transportation for defense?
Transportation is the lifeline In the defense program. It must be In the

picture alternately ail long the line from raw materials down through to the
military and civilian conisumter.
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U1ility of trucks and rallroud- oa parl iti 191s

This factor was recognized by the Priorities Division of the War Indiustries
I oarel ili July 1018, during tho World War wheni, In) face of a il tl nger car
curtaillmenlt, motortrucks we', giveic a "I1--'' rating (not to he confused with
the pI1es'li t 11- on imntertls priorities), deilned its follows:

"( lass It comlrises orders and work which while not primarily dtlslgqied for
the irosecution of the war, yet are of Iubllc interest alld es..'entil to tile
natlonhal welfare or itherwlse of exceictlonal ilinsitaii'e."

Trucks 1lt 1118 were' regaerdel I IIle' slt' chlssieu t toil as rallrontids and
other itilitles In which there was nec dlistlnction made its bIet w'e, n the military
and efi se'ntl al civilian services etrforled.

luring Itat lme, ecalluse of congestion tli railroad miovemtent, the (Committl
Of Ntloil Diefenic se passed ti( followlieg resolution lt Mnreh 1)18:

"Itisolv ei, 'i'fat the ('oll(ll of Nt loeal I)efeeim, ip)roves tile wdlest plossibllo
tItw of the ltotortruck as it t rilltpt oltk (iI cgeiicy, mited reqlests tie1( ,t t olnlcilis
if ieft-Itsle fid other Stit itltl tor Its to teke till IM(e'eessci lt' StOiS to ftoillict t t
stlei Ilt'tli.s of transplOrtatloln, relovlIg filly, ireglntitlotes that tendl to rstr iet
tend dlis'ourage stcl( Ilse."

('earryllg rut tie latent of tlhil resolution, so-callied Rturn loll] iutrtaus
were established Ili eltles throughout the country to feed little l e l ee, iitititc 11ue
if iotortrutk transport to ov'ieOltiie (elays (lued Iy rtellrontdl (onige'st lion.

Trucks ItO, tire ea tore Ilntegral loert of our Itliollill -'colltlly thrall 111 1018.
])elliali(1 of collsller4 an(1 silppqers oil lmotortruck strvict, hetVe todily Irought
nmotortruek r'glistratl(n to 4I,00 ) 1ll11I8, oir iiva rlv iilcte'fold grelite the llt
were in exihsteece iii 1)18. H1owev'r, It muitIst le, remile'irled'l t hat coilpicre-
iv(ly 14intitli 1X'(d'clilig( of thee',e' vehiches are il intercity hilghway trllISlort
Service, Illost of' lehell e101g eligilgedl lit ti' Iieoveieliet of ,sseit li tll onllltles
from farm to inarket and le eocal tellve'ry service to tie (ellUle'r.

Reports fvunl l'roJllt, aire to the 'fle't thaet illotuirtreks, clvillhit Its well I s
military, tine i prilthijuel key to Ile scllc's( e oif file (lerenla Arlly,

lher Intellttlon are that I-Itritlih Is woefully lacking il highway Iratasisrta-
lo fetllitles due 14 curtailmeln'lt of truck prrodltioh for making of other arecta-

ctetets. till] rt-.trhtlyte llceets lsg ttletsire.. 'lihls transportation shortage In
Iriiteli l ecomilg tmore aete (life to hoiclnllgs itf key railroad poInts antdl
other ac(ts of watr. Thleese coelelsert foils, pilus tIhe qunest illl of sttbilotge, fIre
IIltitlolltl because they stcilh l wrthtlnt to slillhtr transpeortati1o1 problelns tht
night arise lee this cuunt ry li tall etatergettey.

)otbt as to traiiportaton adequacy

Thevo tre nunierous confllelng statenttents its to the adequacy of the existing
tranls rttion faellitleo in the lnltedl Sltate to stan i up unler tile stral Is
production for defense accelerates. The divergent views of lnfornt l persons
Indicate tile need for a comprehensive anIalysis of tile trallsportltloil facilities
to determine their albliity to do the Job.

However, Information aivaila' ;e hows that the transportation cagenclv lire
already ruetecleig close to calely, that pinches have liet'il felt lit sotte quarters
and that, wilh Ilttelcsitcatlion of the (defense programti, tlis Is 1ound to Increase
rather thant decrease.

Indlivilual railroad executives differ iIn oplhiloi a,4 to tlleir aillity to hatile
lite Increased traffle. Al "Analyticel Study of RailroaI Car 1,qullpnteet" pre-
pare cy It. N. Janewiy for th( National Resolrces Planning IBoard, briefly,
shoicws, among other llings:

(a) Thirty percent deellne In railroad-owned freight cars since 1920.
(h) No increase i car ittilizatlon efficiency beyond lie demonstrated ntexhenuct

level can Ire related upon to materialize In act entergency.
(e) In a war emergency, would require 360,0N0 more cars, Ithan are now avall-

able (August 1940).

Xeed for flexible tranIslortation

Tf, as hidctle, itle railroads need several hundred thousand cars, will they be
ble to obtain thell front their sulppliers It view of the shieagee of ncaterlels?

Event If tlhe railroads were athle to algilent their present facilllies with several
hundred thousand adlditlonal cars aiceti were alce, hi a re:esoetlae time, to hiave
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sufficient equipment, a question arises as to whether the utilization of this equip-
ment call be made flexible enough to have adequate facilities iln the right places at
the right.tihnes.

There are 48,000 conmmunities in the country not served by railroads. In addi-
tion, there are numerous functions of the motortruck, such as work on canton-
ment construction, supplementing rail service aud others, that cannot be replaced
by any other transportation service.

The Interstate Commerce Commission foresees the flexible Job that will be re-
quired. In its Fifty-fourth Annual Report to Congress, the Commission states:

"The extraordinary measures which the Government Is now taking to prepare
for national defense have brought to the forefront the question whether the trans-
portation facilities of tile country will be able to do their part adequately and ef-
fectively. That the burden upon them will be very heavy is certain, and rhi
difficulties iln sustaining it will be enhanced, as they were at the time of the
World War, by the fact that the currents of traffic will be shifted from their
normal course and( that the danger of congestion will arise in unusual and un-
expected places and at times, It may be, without warning."

An illustration of this is the shifting of coastwise and canal shipping facilities
to tx'ean service thereby materially increasing the burden on land borne trains-
portation.

Truck transportation is more flexil)le than railroads and, for that reason. is
likely to be called upon to assume a relatively greater share of the defense load
than its proportion of normal traffic. Accurate knowledge as to the adequacy of
existing trucking facilities to carry tile load Is much more obscure than Informa-
tion on time railroads.

It has been reported iii time press that an inventory of all tie trucks in the
country is under way through the cooperation of tile War Department, the Public
Roads Administration and tile Atierican Association of Motor Vehicle Admin-
istrators. Tie information developed iln that survey should throw further light
as to whether there are adequate truck transportation facilities. It Is known,
however, that trucks now in operation are already close to capacity and that
much of the traffle they are moving is raw materials, parts, and finished products
into fnd out of plants producing for defense.

Defense plant use of tracks

In the short time available for filing this brief, It was possible to obtain only
samples of the extent of this traffic. Figures based omt 36 companies show that
4.3 percent of tle incoming trafille and 212.1 percent of tile outgoing trailic move
by motortruck. Tite total percent of incoming and outgoing is 12.1 percent,

As typical of unsolicited conimnit Ili these replies, one aircraft ilantufacturer
reports 00 percent of Its tonnage is handled by truck because thle truck permits a
lower mhntinuin. These smaller quantities call be accumulated quicker by truck
than by rail.

Another aircraft manufacturer reports 50 percent of its tonnage Is handled by
truck. Clahns 100 trucks a day in find out. Both these firms expect decided
increases during the next 6 months of shipments handled by truck.

Increasing truck uses for defense

Companies mattnu facturing for defense have already indicated that they have
been confronted with delays caused by lack of transportation facilities. On the
basis of 15 companies, there is ail indication that tile anticipated increase of
truck traffic will amount to 10 percent for the next 6 months, as compared with
tlte first quarter of this year.

As another approach to obtaining the picture, an analysis was made by a
number of motortruck manufacturers of tlte break-down of retail sales. Tiis
showed that 21.4 percent of the sales for time period from January 1 to April 15,
1941, was of military vehleles. Eighteen percent of the sales to civilians were
for defense uses.

It Is tle opinion of motortruck manufacturers that the sales of trucks to
civilians for defensee purposes--directly or Indirectly-are conservative and that,
in a niore extensive survey of tile situation, the figure would be much higher,
particularly from tile standpoint of part-tihe uses of tle trucks lit defense
activity. If it is desirable, a more exhaustive study of this can be jnade.
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Other e8eCntial t48cs of trucks

The vehicles coming tnder the category of nondefense arc, of course, largely
going to the farmer, the grocer, the baker, the dairy, and practically every line
of budness. The question that this poses is whether or not the limitations on
the number of vehicles will disrupt the orderly supply of essential commodities
to the consumer and, as well, have an adverse effect on the cost of transportation.
In other words, even outside of the strictly military and defense vehicles sold
to civilians for dense, It might be desirable to weigh the over-all problem to
determine whether the consumer should be deprived of sufficient transportation
service, or whether, in the early stages of the curtailment program, there are
other quarters In which the materials might be conserved without cutting down
on transportation which is so vital to the defense program Itself, as well as to
civilian morale.

In illustration of the vital role of truck transportation, it Is pertinent to point
out that statistics compiled by the United States Department of Agriculture show
that 62 percent of the cattle, 68 percent of the hogs, 61 percent of the calves,
5 percent of poultry, 39 percent of the eggs, 40 percent of the fruits and vege-

tables, 27 percent of the butter, and nearly 100 percent of tile milk shipped to
leading markets is hauled by mnotortrucks. Essential uses of trucks In practically
all other civilian lines of business can he cited.

Another consideration that enters into this truck problem is the recognition
by the President, by the Public Roads Administration, by the War Department
and by the defense authorities of the need for an extensive highway program to
Improve strategic and access roads and bridges as an essential to the defense
program. It woulq seem just as important as having adequate highway facilities
to be certain that there are adequate vehicles to perform the transportation serv-
ices over those highways.

q'ri"ek in lmdstril n1ove to comsterce material?

Tite motortruck industry has been keenly aware, over a period of months, of
the gigantic task of so many ramifications that confronts the Office of Production
Management, and It is the desire of the Industry to cooperate in every way pos-
sible to lessen the magnitude of this task. Several (lays prior to the announce-
ment with regard to the 20 percent curtailment, the manufacturers of motor-
trucks met in Detroit to consider the problems arising out of the shortage of
materials and the procuring of essential parts for military, as well as civilian
vehicles. At this meeting, it was agreed to survey the possibilities in the
Industry for conserving on the materials such as aluminum, nickel steel, brass,
copper, zinc, and others on which It is understood there are critical shortages.

A questionnaire has been drafted (but has not as yet been released) to deter-
mine the minimum amounts of these materials that would be necessary to carry
oil the production of vehicles. This questionnalre is designed to determine how
far critical materials can be conserved in the construction of a motortruck, and
to seek engineering opinion as to how far substitutes are feasible from a pro-
duction standpoint, giving due consideration to avoiding loss of time caused by
retooling, even if machine tools were available.

If the industry is right in its thinking that this information will be valuable
to the Office of Production Management, we should be glad to carry through
with this survey which has been temporarily postponed in view of Office of
Production Management's desire to save materials by cutting the number of
vehicles produced.

In ally event, a committee of engineers, versed in the technical problems aris-
ing out of conservation of strategic and critical materials, has been appointed
by the Automobile Manufacturers Association motortruck committee and is
available for consultation with Office of Production Management staff members,
If desired,

Siumary

In conclusion, the industry wishes to call particular attention to tile following
points on the transportation-for-defense aspects of mnotortrucks:

Existing and ever-increasing production of military vehicles and other arma-
ments In motortruck plants has already been limiting the ability of the truck
producers to meet civilian demands.

01977-41-099
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At ti same thne, speeding of production for defense Is placing added de-
mands on the flexible service that is rendered more efficiently by motortrucks.

Twenty-two percent of outgoing tonnage of plants producing defense matriel
Is moved by trucks. A 10-percent increase is anticipated within the next 0 months.

This indicates that trucks are handling an even greater proportion of the
defense traffic than of normal traffic.

Until a more comprehensive and impartial review is made to determine the
adequacy of existing transportation facilities to meet the defense requirements,
severing of the supply line may have an adverse effect on transportation for
defense through lack of enough facilities.

While data show a substantial portion of truck output used for defense pur-
poses, this is not the complete picture of the functions of trucks in facilitating
the defense program since the data presented does not include movement of
foodstuffs, clothing, and other goods necessary to the life, health, and well being
of the millions of Americans engaged inl defense activities.

Break down in railroad service during 1918 caused trucks, from a prority
standpoint, to be considered in the same category as utilities and essentials.

The industry sees further possibilities for conservation of strategic and critical
materials by use of substitutes and this is now under study.

The motortruck manufacturers again desire to emphasize their position that
defense requirements must come first.

We only raise the question as transportation men, as to how far curtailment
of motortruck production may be carried without impairing total defense output
through disruption of transportation service.

Respectfully submitted it behalf of the motortruck manufacturers.
ROBERT F. BLACK,

Chairman, Motortruck Committee,
Automobile Afa'nfaolurers Assocation.

APRIL 24, 1041.

STATEMENT or THE NATIONAL AUTOMOBILa DEAxzmm ASSOCIATION CONCININO EXCISE

TAxEs ON AuToMoTnvE PRoDUmTs

By NATIONAL AUToMomLE DEALERS AssOciLTON, Washington, D. C.

National Automobile Dealers Association has upward of 17,000 members, each
"f whom is enfranchised by a manufacturer of automobiles to sell new automo-

'les, or automobiles and trucks, replacement parts, and accessories. The members
of this association sell about 85 percent of all new automobiles sold in the United
States. Through the 17,000 dealers who are direct members and by reason of the
cooperation of local and State automobile dealer associations, this association
speaks for all automobile dealers who are articulate through organization.

While the revenue act of 1941 was being considered by the Ways and Means
Co,-mittee of the House of Representatives the Treasury Department recom-
mended to that committee that the excise taxes on new automobiles be increased
from 3% to 7 percent. Other witnesses representing other agencies of the Federal
Government recommended to that committee increasing the excise taxes on new
automobiles to 20 percent or more. Not, however, for the purpose of raising rev-
enue but for the purpose of dampening consumer demand for new automobiles
which would thereby result in a curtailment of production of these articles.

This association by proper action of its members assembled in convention estab-
lished as the policy of this association the determination to aid and assist in the
defense program. Pursuant to this policy and by reason of the extraordinary sug-
gestions made to the Ways anld Means Committee, 1). Clare Cargile, president of
the association, pursuant to Jnstruetions of the executive committee, appeared
before the House Ways and l eans Committee setting forth the basic policy of this
association to aid in the defertse program, and by reason of the conviction that the
maintenance of private automobile transportation is essential to the defense pro-
gram, opposed the suggestions for high punitive and discriminatory taxes on
automobiles, trucks, replacement parts, and accessories.

This association was gratified by the report of the Ways and Means Com-
mittee and its subsequent acceptance in the action of the House of Representa-
tives with reference to the matter of excise taxes on automotive products.
While this action called for a 100-percent increase in these taxes, which is
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drastic, and places a real burden on the Industry, nevertheless automobile
dealers were willing to assume tils burden pursuant to their determination
of assisting in and sacrificing for the defense program.

Time position of tils association and the automobile dealers for whon It
speaks in relation to the considerations of these matters by the Senate Finance
Conmniltte(, Is unlike that In reference to the Ways and Means Committee
hearings in that no specific proposals to further Increases these taxes have
been made before this committ. If such proposals are made, we must assume
that they will be made in executive sessions of this committee, under which
circumstances this association will have no opportunity to counsel with ther
committee on tihe necessity or propriety of such proposals. We, therefore, are-
filing this statement to reiterate and reemphasize the basic positions established
before the Ways and Means Committee.

We wished to point out to the committee that time considerations recited by,
tie witnesses before the Ways and Means Committee to Justify extremely-
high excise taxes on automot va,. prodtm[6 W"'obA ger need be considered asessential In the tax program w.' 'ese consideration to curtail production
of consumer durable goad, to dampen consumer (lemitlhIthereby creating a
backlog of consumer einand for the post-defense period, a to prevent infiti-tion. The curtalhm6fit of new automobile( production has batm ,)rovhled for
through the join t.'faetion of Office of IWotiuetiLq Managenment ' Olnd the Ofice
of Price Admilm4tration and C1v0lian Supply in tie order issued on August
21, 1941. This order provide(Jl 1lohnents "or the months of August, September,
October, and November 1941, reporsenting all average 261/-percenit,eductlon
and looking fbward an aVerage o 50-percenb'urtaln 1 for the I12-imodel
year. In oMer to accomp l'fh tile 50-plre nt average IIt ll be nec sary to
curtail nW.automobile pr6dffM-t ihn 1' cent during, h tter montl of the
model yea This drastic curtaiiht Unlove-. thel 'meees.-tY of seek that
objective t ough high excise ta

Pursuan to the Executive or cbr issue# by theP Qent '6n August 9 1941,
the Board of Governi tO the Feeral ' N stc i ed Regula on W
on Angus 22, 1941, 4o b ote efOec el) p_ ber 1, 1941, restrict g the
terms on which autolioblies Xibe sold, J* 3'e-a minimum of one-! ird of
the pureh e price mrt be nade as a down |)Iw ment find the pay sent of
th- deferr balance lst mnqe wlt144 a'mximuluh o 18 mon s. All
of the obje lives urged y%, d itnesse e the ays and ealls C innittee
for high ex taxes oh 'Autonobiles w , reclt( in th E'eutivQ rder of
the President s reasons for regulatip4Fd onsun creIff and this regulation
having been jIpnulgated, there Aolio lote r an n II ssity to s8k to curb
inflation or to d[npen consunli1 demand tkilough ilaff excise ta .

We think It ini "gtant in levy!hg taxes , he motorcar that it ecessity uses
be given careful cuIderation. Contrary to casual opinion,tbW passenger car
nowadays Is a luxur , hicle in only a minimum degree. It#necessity uses not
only outnumber all othne1 ut, owing to new conditions brought about by defense
work, they are constantly . Here follow oflfc~i statistics, taken from the
United States Census, Opinion rah P.rpratWf, Public Roads Administra-
tion, and War and Agriculture Depa h ei f records, indicating the manifold
passenger-car necessity uses:

There are approximately 27,000,000 passenger automobiles in the United States,
and practically all of them are devoted, in part at least, to necessity driving.

Tile necessity driving of the Nation Is 274,000,000,000 passenger-miles annually.
This is approximately three and one-half times the passenger mileage of all other
types of transportation, including steam and electric railways, busses, and air-
planes.

Tire largest percentage of necessity driving occurs In rural sections and small
towns. The Bureau of the Census gives the rural population of time country as
57,245,753, and, with the exception of a few horse-and-buggy and bus-line patrons,
all of these persons are dependent on the automobile for transportation. An addi-
tional 12,678,823 persons who live in 2,320 cities that do not have mass transpor-
tation facilities also are dependent on the automobile exclusively.

The farmer Is hit especially hard by any increase in the cost of passenger auto-
bhles. Thirty.eight perePnt of all tile passenger automobiles of the Nation are on
farms. The average age of these rurally owned cars is 7 years, so replacements
during the next 2 years are bonurd to be large.

Six out of every 10 cars owned in tile cities are usually driven to and from
work. Twenty-five percent of cars iwned by workers are utilized by their owners
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for carrying other passengers to work. Many new defense plants are being built
in sections which have no public transportation, and hence the workers must
depend solely ol automobiles for transit.

Believing that motorcar transportation always would be available, thousands
of persons have bought homes In recent years away from electric railway and
bus lines. The 1940 census shows that 1in 92 of tihe largest cities of the country
since 1930 the unincorporated surrounding areas increased almost five thes as
rapidly as the population within tile city linlts.

The necessity uses of the motorcar are strikingly Illustrated by United States
Army figures. A year ago the Army possessed 29,867 motor vehicles. Today It
has 153,000. The current program calls for 262,950 next year.

Although no specific recommendations have been made by witnesses before
tills conlimnlittee but in tie chance that the matter may come upl during executive
sessions, we wish to point out to the conunitltee objections to the Imposition of
any excise taxes oil used cars. A large part of the trading in and selling of used
auitomnoluiles is (lone by used car dealers who are not organized, who tire con-
stantly shifting their places of operations, and wiho by the reason of the manner
in which they conduct their businesses are difficult to regulate till(1 are difficult
to collect taxes front. Tills fact would make it very difficult for the appropriate
authorities to collect such taxes, it would by reason of the evasion by a large
mninber Impose an unfair competitive burden on new-car dealers. Further-
more, in order to escape th. tax there would be an incentive for individual car
owners to attempt to sell their cars directly, which would divert used cars from
the normal channels of trade, producing a disrultive effect and would seriously
haniper enforcement (if State regulations aind tile collection of State taxes. It
is the firm conviction of this association that such a tax would be lieuncollectible.

III c(oclusin we wish to point out that we believe that excise taxes on auto-
mobiles, automobile parts and accessories, tires, tubes, batteries, and gasoline
should not be a permanent part of the Federal tax structure, as all of these are
essential to a vital form of transportation. However, recognizing that iII this
emergency excise taxes on these articles moy be neessary for the additional
revenue needed, such taxes must be borne. We believe that tih rates adopted
by the house of Itepresenttives are time highest wiich in fairness should be
impose(] on these articles. Any higher taxes would be detrimental to tie essen-
tial transportation of civilians and civilian goods, to the essential movement of
military persomel and equipment, and too great a burden oii a vital necessity
wouhl impair (.lvillan morale.

We respectfully dhireet your attention to the statement nmde before the Ways
andl Means Committee oi behalf of this association, as that statement being
available we (lid not wish to burden this committee with a repetition thereof.

Respectfnlly submitted.
NATIONAL AUTOMOnJILE DEArn s ASSOCIATION,
L. C. CAROILF, Pi'cidcnlt.

STATEMENT liY JOiiN T. ARNETrT, DinFTlOiI, INI)EPENDFNT PETROLEUM AsSOCIATION,

)DENvIM, COLO.

Secretary Morgentiau, in his recent appearance before the Senate Finance
Committee, stated:

"For years, the concerns engaged in extracting certain of our national resources,
notably oil, have been granted far greater allowance for depletion than can be
Justified on any reasonable basis of tax equity, if the income tax Is to be extended
to lower incomes, this privilege of tax escape should simultaneously be removed."

Im his statement the Secretary apparently a(inlts that some depletion allow-
ance should be recognized for concerns engaged in )roducing what lie terms
our "national resources," notably oil. Ills criticism goes only to the amount
of the allowance. It is a little difficult to understand why the Secretary desig-
nates oil as a national resource any more than lie would designate our mail-
power, our farms, or our factories. To ime they are all In the same sense national
resources. However, there is one difference in these national resources which
the Secretary fails to mention; that is, the oil and other mineral resources
of the Nation are what has been termed and recognized as exhaustible resources
for the reason that rl of them, and especially oil, when employed in the uses
of industry or national defense, are totally exhausted by such use, whereas
the same is not true of the other national resources mentioned above.
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Ever since the principle of the income tax wits adopted and applied iII this
country It has been the settled policy of Congress and of the Treasury Department
to recognize this difference i the character of our national resources and to
comensate for the inevitable exhaustion of them by granting to the owners
the-eof speCified depletion allowances to enable such owners and operators, by
the expenditure of the reserves made posslbl by such depletion allowance,
to prospect and search for similar additional resources and thus partially at
least to replace those exhausted by use.

That policy having been adopted presumably upon a sound and equltalble basis,
there is every reason for Its continuance. As no one, not even the Secretary,
hits denied the soundness, or justice, or equity of that underlying basis, I think
i! may be assumed that some allowance for depletlon is justified.

Tue depletion percentage originally allowed, I believe, was 50 percent, but
was reduced and now Is, and for a number of years last past has been, 27?
percent, with the limitation that in no event should it exceed 50 percent of the
net Ilcome from the property.

There has been sonm talk at different sessions of Congress of limiting the
amount of depletion to the basis of actual cost of the particular property produc-
ing tih oil, and much argument has been made by various persons for the adoption
of such a principle. These arguments have always been rejected by Congress,
mid quite l)roperly so, for the very good reason that the over-all cost to ally oil
producer of building up a spread of oil properties capable of yielding production
for a period of years has very little, if any, relation to the cost of the Individual
pieces of property which happen to yield oil in any 1 year. The true relationship
between depletion and cost must be referred to cost in a broad and general sense--
that is, In the sense of what it would cost to replace by )ew discoveries and
development the oil fields as a group being exhausted by ur;e. There Is no one
who knows anything about that phase of the oil industry who would claim that
such relplacenment (all be had for the amount of the tax saved by a 27,',-percenit
depletion allowance.

Tills subject bas been so completely covered heretofore it arguments made
before the Ways and Means Committee of the House and tile Senate Finance
Committee by representatives of the Independent Petroleum Association, indi-
vidual owners and operators, and others that it would seem not to be necessary
to repeat or to reargue the fundamentals of the question.

I desire, however, in connection with the consideration of this problem, to
point out to the taxing authorities of the Nation some facts which I fear they
have not fully considered:

First. Tile oil Industry, as a whole, has been and is continuing to be a great
source of income to the National Treasury, not only through the payment of
income taxes by those concerns engaged in the industry, but by the tax that Is
levied by the Government upon the gasoline and any other residual products
derived from the crude oil. The combined sums collected by the Government
in the form of taxes on the industry have been of staggering amounts, and this
new tax bill will undoubtedly increase the gasoline tax and raise the percentage
of tax on corporations and other producers of oil until even greater amounts
will be paid.

Second. If for any reason new supplies of oil are not sought out and provided
by the industry to take the place of the reserves annually exhausted, not only
will the Industries of the Nation and national defense suffer, but the Treasury
Department itself will suffer a severe decline in the income now being derived
by it from the oil industry.

Third. If, as is undoubtedly true, and as the oil industry maintains, the 27T ?-
percent depletion allowance is a tremendously vital and Important factor in
replacing the supply of oil annually exhausted, that fact should be frankly
recognized by the Treasury Department and it should long hesitate and carefully
consider the disallowance of depletion. The Treasury itself, in such event, would
probably be the greatest Income loser.

As tlhe hump on the camel is the reserve that provides the camel with the
Iecessity of food and drink over )ean and exhausting periods, so the 271/2-percent
depletion allowance provides the hump on the oil industry and enables it, as a
whole to meet otherwise exhaustive periods of inadequate supply of oil.



1562 REVENUE ACT OF 1941

ALVOIrD & ALvoRD,
Washingtonl, D. Cf., August 25, 1941.

hi1. WAL'TR F. Gholtoi,
Cliairmnan, Conin ittce on Finance,

United Sltales Senate, Washington, D. C.
lie radin-broadcasting tax.

DEan 3ni. CHTAI MAN: On August 21 there was submitted to your committee, on
behalf of Mr. John B. Iaggerty (chairman, board of governors, International
Allied Printing Trades Association, and president, International Brotherhood of
Bookbinders), a statement in support of title VI of the pending bill (H. It. 5417),
and recommending a 100-percent Increase in the radio-broadcasting tax provided
for by that title. While my oral testimony before the committee (hearings, pp.
670-IS1), together with the written memorandum which I submitted for the
record (hearings, pp. 681-689), constitutes an adequate reply to the arguments
presented by Mr. Haggerty, Ilis statement contains certain erroneous statements
which require correction.

(1) Need for revcnuc.-Mr. Haggerty's first argument is that the revenue needs
Justify tire illosltion of a .specrl tax on radio broadcasting, at double the rates
proposed by the house. The simple answer to this argument Is that the revenue
needs can never be great enough to excuse an unjust, discriminatory tax.

(2) Return on invcstment.-Mr. Haggerty next revives the specious argument
that the tax Is Justified because radio broadcasters earn large profits on the in-
vestrient in, or 'value" of, their physical property. Ile speaks as though the only
ouilay required were the cost of a moderate amount of technical equipment. lie
comipletely neglects the need for operating capital, the certainty of early losses,
ti constant hazards of the business, and the necessity for plowing back earn.
ings in order to maintain efliclent service. In any event, capital Is only one of
many income-producing factors. As this committee has repeatedly recognized,
such factors as Individual ability find Initiative deserve equal encouragement.

(3) Entertainment.-In attempting to Justify Ills position, Mr. Haggerty over-
emphasizes the entertainment aspects of radio. Radio broadcasting Is, as Mr.
Haggerty says, tie principal source of entertainment in America today. Tilat
entertainment, Incidentally, comes to the public whether or not It can afford to
pay for it, the cost being borne by the advertiser. Of far greater importance, how-
ever, is the fact that radio broadcasting is also the principal source of Informa-
tion in Ainerica today. In the latter respect, radio performs a unique find vital
public service.

(4) Monopoly.-Mr. Haggerty once again puts forward the argument that the
radio-broadcasting Industry's alleged monopoly, based upon a public franchise,
Justifies the tax. It has already been pointed out to this committee that no broad-
caster has a monopoly of tie listening public and that radio hIts no monopoly of
advertising media. Furthermore, tie necessity for regulation, far from Justifying
the proposed tax, does not even Justify a tax based upon the costs of regulation,
unless a siiliar tax is Imposed at tie same time upon all businesses regulated by
the Federal Govermnent. Tire Impositlon of such taxes would require tire reversal
of a long-standing national policy.

It ain effort to demonstrate that tie opposition of advertising agencies Is
founded solely upon a desire to protect a monopolistic source of unconscionable
profits. Mir. Haggerty asserts that newspapers and magazines pay a 15-percent
commission to advertising agencies for securing af terlising, but that radio broad-
casters "pay rebates and discounts as well as agency. commissions ranging frori
36 percent upward." Ile alleges that these discounts line tire pockets of the adver-
tising agencies and cites as iis authority, first, a letter from Frank K. White,
treasurer of the Columbia Broadcasting System, to 'Kditor and Publisher, and,
second, tie National Broadcasting Co. red network 19,A published rate card.

Curiously enough, Mr. White's letter, published !I the May 3, 1941, issue of
Editor and Publisher, specifically states trat the standard 15-percent commission
Is allowed to recognized advertising agencle. and carefully cxplalns that dis-
counts, which lie states "correspond generally to the frequency and space allow-
ances which are made to advertisers by magazines and newspapers," are passed
along "to the advertisers (and not to the agencies)."

Similarly, Mr. Haggerty purports to quote the National Broadcasting Co. pub-
lisied rate card as indicating that large discounts are allowed to advertising
agencies. Ills supposed quotation contains words which would prove his point if
they apepared on the rate card, but the fact is that they do not appear there.
Wherever the word "advertiser" appears on the rate card, Mr. Haggerty has
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Inserted, after that word, the phrase "(advertising agency)," so that his pur-
ported quotation is not i quotaLtion at all.

As Mr. White's letter indicates, the discounts and rebates allowed by radio
broadcasters correspond generally to the frequency and space discounts allowed
by other advertising media. They are mere volume discounts, inducing the
advertiser to maintain his advertising throughout the year. In the case of
radio, they tend to mnaintain program continuity, an obviously salutary result.

(4) Wage carncrs' intCrst.-PFhally, Mr. laggerty attempts to helittle the
stake the wage earner las In radio. Here again, lie disregards the facts. The
radio-broadcasting Industry has at least 22,000 full-time employees. Its annual
pay roll Is about $60,000,000, or well over $1,100,000 weekly. TI, average
weekly pay check In the Industry is one of the highest In the country, and
Is becoming higher every year. In addition to full-time employees, about
30,000 more are employed on a part-time basis. Perhaps 250,000 more are
employed. in the nmnufacturing and distributing fields. Mr. Haggerty Is not
specific In his claims of a loss of job opportunities In the printing trades. In
view of the Increase in recent years in the aggregate circulation of both news-
papers and magazines, it Is at least doubtful whether lie could be specific.
Mr. Haggerty falls to present a single valid argument In favor of the pro-

posed tax. Tile fact of the matter Is that the tax Is being urged not be(auso
It will produce revenue, not because It Is q sound tax measure, but soleiy In
the hope that It will hamper the normal operation n of competition between
various advertising media. The use of the t.ixing power for this purpose can-
not conceivably be Justified. For labor as a whole, and even for the printing
trades alone, It would be a short-sighted plIcy. The stimulation of compe-
tition by :he development of new Industries does not destroy Job opportunities,
It creates them. In this connection, Mr. W. C. Hushing, chairman of the legis-
lative committee of the American Federation of Labor, had this to say to this
committee:

"This Is not a new question to us by any means. In the middle 1890's there
was another new Industry coming Into existence and In one of the central labor
unions on the west coast, which was located in the largest west coast city, there
was an organization which came in with a proposal that no member of the
organization, of organized labor, ride in an automobile, even to a funeral, and
the motion was adopted. This proposal here Is on all-fours with and is made
for the same reason that that motion was passed through that central body
over 45 years ago; and in the future you will probably look back on this
proposal in the same manner that you do on the one which I have just mentioned.

"This proposal In this bill could well have been made against electric lights,
because they put the manufacturers of oil lamps out of business, or could have
been made by the candlemakers with the same force when the oil lamp came
Into use." (Hearings, August 23.)

I shall appreciate It If this letter can be Incorporated in the record of tle
hearings.

Respectfully,
ELLSWOTu ALVORD,

Attorney for National Asociation of Broadca8ters.

Tim, NATIONAL CL.rn OF AMERICA FOR AMERICANS, INC.,

Senior ALTR F- G ORG, Wahington., D. 0., August 21. 19.f.
Senator WALTER F. Gnonrn,

Chairman , Finamce Conimittee,
Senate Offlce Building, Washington, D. C.

HONOR nLVE SI: As your committee Is now holding public hearings on the
Revenue Act of 1941, known ns H. R. 5417, I desire on behalf of the National
Club of America for Americans, Inc., under the laws of California, to submit
a few suggestions for consideration of your committee, that will uphold the
Federal Constitution, reduce the legal cost of government, and will prepare
the way for anticipated saving In conducting the Government, also reduce the
labor and worries of the Members of Congress in raising taxes to run the
Government.

1. Strike out the unconstitutional provisions of the national social security
law that allows the Federal and State Governments to Illegally pay out the
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public's money in relief to aliens III all the States, and some of the States
old-age pensions to aliens.

In a letter addressed to me from the Social Security Board under the (late
of February 20, 1930, the Board admits that the national Social Security Act
grants old-age pensions to aliens. I quote part of that letter:

"The States are to decide whether or not noncitizens are eligible to old-age
assistance, and nearly all State laws now make citizenshilp a condition for
eligibility to old-age assistance."

In order that the committee may know the estimated amount of public
money which Is illegally going to aliens. I suggest you request the Social
Security Board to furnish the following Information: First column, tie name
of each State and our possessions; second column, number of aliens drawing
old-age pensions; third column, estiniated amount of Federal money for 1 year
going In pensions to aliens; fourth column, number of aliens drawing relief;
fifth column, estimated amount of Federal money for 1 year going to aliens
for relief; sixth, grand total for each State and a grand total for all the
States and our possessions. Have this data placed Ia the record.

I contend that the Social Security Board's paying public money for old-age
pensions and relief to aliens is unconstitutional as it is contrary to the
fourteenth amendment to tie Federal Constitution, which reads as follows:

"All persons born or naturalized In the United States, and subject to the
jurisdiction thereof, are citizens of the United States and of the State wherein
they reside. No State shall make or enforce any law which shall abridge the
privileges or Immunities of citizens of the United States; nor shall any State
deprive any person of life, liberty, or property, without due process of law;
nor deny to any protection of the laws."

I call your attention to this fact, that when you deny old-age pensions, or
deny relief to aliens you do not deprive the alien of equal protection of the
laws for they still receive police and fire protection the same as a citizen,
nor do you deny tihe alien life, liberty, or prosperity, for you are not taking
the alien's life, nor do you take the alien's liberty away from hi, nor do
you take any property away from tile alien, but, In granting old-age pensions
and relief to aliens, you arilge the privileges and the immunities of the
American citizens.

I trust Congress will lose no time In amending the national social security
law so that the law will free the American citizens from the illegal burden
of being taxed to give relief and old-age pensions to aliens.

Further anticipated cut in cost of government can be secured by at once
amending our immigration laws in order to guarantee to Congress and the
American citizens that anl immigrant will not become a public charge or an im-
migrant violator of our laws be undel)ortable to his own country by adding the
following to our Immigration laws.

"And in the event such Immigrant does become a public charge, or violates our
laws, such immigrant shall be at once returned to the country from whence he
came or to such country of which he Is a citizen."

Pass such a law and you will not need any deportation treaty with any
country.

Further suggestion that will save money to the taxpayers, reduce the cost of
crime, give greater protection to United States, also give greater security to the
old American citizens, by passing the following legislation:

"Set tip the machinery for the registration and fingerprinting of bolh Amer-
can citizens and aliens. It would cause alien criminals and aliens illegally in
United States to leave the country In a hurry; also would prevent any alien
from illegally entering United States, a real defense act. It also would reduce
the cost of crime In the United States, would mean more employment for Ameri-
can citizens; and Congress can anticipate a further saving In the cost of govern.
ment by passing a national old-age pension to American citizens, as all regis-
tration data oil citizens and aliens would be In Washington. Provide a provision
In the Federal pension law that the old American citizens could file their applica-
tion for an old-age pension in their local post office and then mail their applica-
tion to Washington. When the pension had been granted a Federal check could
be mailed to the old-age citizen wherever lie might live. This plan would mean
anil army of social-service workers and tie expense-of their office could be dis-
pensed with in every State. The Federal old-age pension should be the same
to all American citizens who reach the required age, regardless of what State
they live in or whether they're rich or poor."
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For your Information I am attaching hereto the full letter from the Social

Security Board in reference to matters contained In my letter.
Sincerely yours,

ROYAL C. STEPHENS, President.

SOO,\L SEcuRiTY BOARD,
.Washington, D. C., Pcbritary 26, 1936.MrI. ROYAL, C. SmTl-NS,

1235 First Avenuc, n Diego, Calif.
DI.\. MR. STFPIENS: The President has referred to us your letter of December

18, in which you comment on the Social Security Act.
You are not quite correct in your interpretation of title I of tie act. The States

are to decide whether or not noncitizens are eligible to old-age assistance, and
nearly all State laws now make citizenship a condition for eligibility to old-age
assistance.

Another point on which we wish to correct your statement is that the selection
of the officers to administer the old-age assistance laws is left entirely to the
States themselves. The Social Security Board has no power to selection or
appointment of administrative officers in the States.

Very truly yours,
(Signed) IOnERT usu,

.4sslitant Director,
lurcau of Informational service.

NATIONAL DEFENSE,
Arcadia, Calif., August 22, 19.I.

Hon. Senator WALTER F. GIORom,
Chairman, Senatc Finance Committece,

Senate Office Building, Washington, D. C.
D.AR SENATOR GEOR E: If you will kindly refer to page 1326 of toe hearings

on the revenue bill before the Ways and Means Committee, you 'will find there,
more fully exl)ressed than I canl express in this letter, the views of the retired
enlisted men of the Army regarding the proposed tax bill ncw under consideration
by your committee.

I would appreciate it if you would read this letter to the members of your
committee and incorporate it in your hearings as a protest against the lowering
of the income-tax exemption.

If any lowering or changes In the Income-tax laws are approved by your com-
mittee, may I call your attention to the following fact, which can be verified from
the official records, to wit: Retired enlisted men of the armed forces who receive
even less than $50 per month retired pay, in which amount is included their
allowances, are required to pay income tax on the $15.75 which they receive for
quarters, fuel, food, and clothing, while, at the same time, officers in the active
service who receive as much as $156 per month for quarters, fuel, subsistence, etc.,
pay absolutely no income tax on this $150 per month which they receive.

It Is unfair, gentlemen of the committee, to tax an enlisted man for the $15.75
which he receives for these necessities, while officers In the active service who
receive virtually 10 times more than do the enlisted men pay no Income tax on
this $150.

It is accordingly requested that your committee write a provision in the
tax law to provide that the amount of money which retired enlisted men of the
armed services receive in caqh as commutation for quarters, fuel, subsistence,
clothing, and so forth, be hereafter tax exempt; or, if this is not done, that a
provision be written in the law forcing officers in the active service who receive
up to $150 per month for similar benefits, be required to pay income tax.

In all fairness we ask, why should the retired enlisted man who does not
receive sufficient to live, be forced to pay an income tax on his allowances;
while officers who receive up to $808 per month (pay and allowances) pay
absolutely no Income tax on $150 per month allowances which they receive?

I inclose herewith a clipping which shows that the State of New York has
exempted officers of the Army from paying income tax on their allowances; but
no exemption has been made by the State of New York In regard to the allow-
ances received by our aged, disabled, and retired enlisted men.

To recapitulate: Either retired enlisted men should be freed from paying
an income tax on the $15.75 which they receive for quarters, clothing, and sub-
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sistence, or officers of the Regular Service drawing 10 thnes more, should be
require(] to pay on parity with that of retired enlisted mien.

We reiterate our former statement that It is unfair to lower the income
tax exemptions on our citizens, for the Government records prove that less than
$2,400 per annum is not a sufilcient income for a family of four; therefore, to
lower the income tax exemptions for single men to $750 and married persons
to $1,500, lowers their living standards and contributes very little to the aggre-
gate tax revenue.

As shown in the hearings before the Ways and Means Committee, the Con-
gress is destroying private Initiative and free enterprise when they take from
persons in the lower income categories their own right to spend their earnings
(through a lowering of Income tax exemptions) when the Government takes
this same money from the lower income groups and spends it In unnecessary
Government activities.

I do not believe that you and the members of your committee desire to
Stifle and destroy private enterprise, which you will be doing If you lower
income tax exemptions.

I enclose herewith a page from our September issue, and would appreciate
It if you would consider the proposals we advance here in connection with your
tax measure.

Thanking you for your favorable consideration, and with best wishes, I am
Sincerely yours,

J. 1I. IIoEPPEL.

WASHINOTON, D. C., Aiign.st 26, 19.|1.
tIon. WALT.R FI. GFR)nG

Ohairian, cnate Jinance Corn ittce,
United States Senate, IVashlngton, D. 0.

My DEAR SIR: May I take the liberty of calling your attention to what seems
to us a very misleading impression nade by Mr. Jolm B. Haggerty. chairman
of the International Allied Printing Trades Association, in a brief he submitted
to the Senate Finance Committee, August 21, 1941, advocating a special tax on
radio broadcasting commercial revenues, recorded on pages 1140 and 1141 of the"
report of hearings. In this brief lie said:

"Another group that opposes the proposed tax consists of the advertising
agencies. These, too, have a reason for complaint that is not hard to understand.
The commission paid by newspapers and magazines for securing advertising Is
15 percent. Network broadcasters and many of the larger radio stations can
and do pay rebates and discounts, as well its agency commissions ranging from
36 percent upward."

And again:
"Having in mind that the advertising agencies receive some 36 percent from

radio broadcasting companies, as admitted by the treasurer of time Columbia
(which does not advertise special discounts or rebates), as compared with only

15 percent from printed publications for placement of advertising, It might be
well for the committee to look over the National Broadcasting Co. billings of
those advertising agencies whose billings exceeded $1,500,000 in 1940."

The impression nmide Is that advertising agencies receive 36 percent as com-
pensation for themselves, including the regular agency commission of 15 percent.
This is quite untrue. And the inference is also drawn by Mr. Haggerty that-

"Little wonder the advertising agencies ire coIeerned about a tax on radio
broadcasters."

This Is entirely out of keeping with the facts. The agency receives no other
compensation from radio broadcasters than the same standard rate of 15 percent
on the net which is allowed by magazines and newspapers.

There is no financial incentive whatever to prefer radio to publications. They
are both used impartially by the agency as and when needed to reach a given
market or solve a given advertising problem for the client.

Time 15 percent is not allowed to agencies for "securing advertising:' but for
making it productive of sales results to clients, and out of this 15 percent the
agency earns a net profit averaging 1.7 percent, according to our f"ures for the
year 1940.

The other discounts and rebates referred to do not belong to the agency. They
belong to the client, whom the agency merely represents. There is nothing
"generous" about them. Tmey are simply an inducement to the advertiser to make
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a steady weekly use of broadcasting and to continue it for at least a year,
Newspapers lse tile sie device, more or less, for the same reason.

Will you be good enough to Include this letter in the record?
Respect fully,

AMERICAN ASSOCIATION A)iiVIT1iNo AGENCIES',

JOHN BENSON, Preside- t.

BRIEF ON BEHALF OF THE BE'UrY AND BARBER SUPPIX INSTITUTE, INO., OF NI.w
YoRK, N. Y., WITH RELATION TO PASSAGE IN ITS 1'RESENT FORM OF SrcTION 2402
OF TIE PROPOSED REVENUE BILL or 1941

To the holotrable the Chairman and Gentlemen of the yeJ(atv financee Committee
of the United States:

In the matter of II. It. 5417, revenue bill of 1941.

A. PRELIMINARY

I. The petition

Tills brief is submitted respectfully to Induce tile Senate Finance Conlmittee to
adopt and the Senate to pass section 2402 of 11. It. 5417, the revenue bill of 1911,
in the same form its that section was passed by the House of Representatives.

II. Section 2402

As passed by the House of RepresentatIves, section 2402 (a) of II. R. 5417
levies a retail excise tax of 10 percent on all toilet preparations and section
2402 (b), which Is tile Immediate concern of this brief, provides that tile tax
imposed by the previous subsection shall be based Upon tile total amliOllit of toilet
preparations used during any month by the beauty shop, barber shop, or silnilar
establishment, and the total amount so used shall be considered its sol at
retail, the tax to be based upon tile fair retail price of the amount of toilet
preparations so sold, as such price shall be determined by the Commissioner of
Internal Revenue. Section 2402 (b) as passed by the IHouse reads as follows:

"Sye. 2402. (b) For the purposes of subsection (a), if any person operating a
barber shop, beauty shop, or similar establishment, uses any article described in
subsection (a) il tile treatment of any customer or patron, the total amount so
used during any month shall be considered as sold at retail by such person
during such month, and the fair retail price of such amount,. its determined by
tile Commissioner, shall be considered to be tile price at which so sold."

III. The plurpo8e of this brief

Tile undersigned believes that tile tax Is Imposed by section 2402 of II. It. 5417
creates an equitable tax which will present no enormous dl(lllcultles il colhletion
and will so far Increase the revenues to be obtained by tile Federal Government
its to make tiny additional difliculties involved in Its collection milnhial. This
brief Is further dedicated to the proposition that to change this tax Into a manu-
facturer's excise tax or to require that tile iantufacturer or distributor be madethe agency for tile collection of tills tax would create great Inequalities, would

lmose upon the manufacturers a burden which should properly belong to tile
barber shop and the beauty sho) and would reduce the revenues illost necessary

it tis period of national defense to an amount far below that whicl would be
ylehled by tie passage of tile bill as it now stands.

B. ARGUMENT

IV. The beauty and barber shops which would be required to pal/ the ta' (t
section 2402 of the proposed bill ieould tiot suffer as a reCt8lt of suh taxa lion

1. It Is, of course, a matter of common knowledge that the utility thousands of
beauty and barber shops throughout the country are more or less one- or two-
man establishments operated in the main is unincorporated businesses, or at
the most as partnerships. 'Tihese business establishments, It is commonly real-
ized, do not and have not for many years maintained a strict system of account-
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lg. As a matter of fact, it 14 true that such organizations are extremely
haplhazard InI keeping books and in maintaining records.

The effect of this haphazard nat re of doing business is to deprive the Federal
find State Governments of a1 large s(,ure of reveiic which they might otlirwisc
realize. Moreover, this Indifferent wily of keeping books rnd record creates
lil Inequality which results to tile favor of ti, Ircauty nd bairer shops and to
the detilirnt of sueh other retail organizaiolo; as cielm groceries, clothing
store., and the like. The Imposition of the ln'esvirt tax 1imar I il- realty all
brler shelps and the requirement that they make tire necessary monthly retl'ns
would as, it c11tter (;f course reqllulre cc stricter method of accounting and a strict
attention to tire keeping of books and records which would redound to Ithe Ienelit
of the State and Federal Governuments not ony in the matter of till excise tax
here uider .onsiheratlon, blut also t; tlhe generill (llestioll of illccolae taxes which
ccll not he evaded if it strict system of Ibookv eling were maintained.

2. In addition to tice fict that the imposition of till, presenitly prollosed tax
would in [I tiniiielal way bv Ibeneficial to the varliolls taxing unit s involved, It
should be lointeI olut that the present State of natiocnl eiiergeir.y creates cc
ptriotic duty to which tire beauty and bIrber shop must respod is have till
other units of tire national economy. The mlere fict that the henlty shop arl
tile barber shop is a smalll unit of tire total ratiolal ecolronly, when taken singly,
Is cro measure of the real importance of the beauty and the Icirle'r shrop when
regarded as i whole and is puart of the Nation's business. It is i matter of
coinirion knowledge again that mny hundreds of millions of dollars are yearly
spent in these shops throughout Ie( Notionr and trns firl these organizations have
escallcd tile direct taxation which has been Imposed oil other types of insiesses
lacking the over-all gross income of this line of bIsiness.

V. Revenu

Two other methods of imposing this tax are feasible apart from that proposed
by sectio 2102 as It presently stands.

A manufacturer's excise tax oin toilet preprarition might be hIpose'd which
would be similar to the tax now existing nlder tire Internal Revenue Code. Such
a tax would then be payable by the manufacturer and based u)on his selling
price. This tax at 10 percent would yield no more than Is presently being
yielded by tile tax now on the statute books and consequently reenactment
of such a tax would not only defeat the purpose of Congress in revising the
revenue bill, but would Iin addition lighten tire burden of the manufacturer when
comlpared with tire new burdens being Imposed oil other manufacturers in other
lines of business.

The second alternative for section 2402 iii tir proposed bill Is to micke tile
manufacturer the agent for the collection of tile retailer's excise tax and require
the manufacturer to pay tire tax and collect fronr tire retailer. Such an alter-
native errs on the other extreme. It Imposes burdens upon the manufacturerrr
which he should not be asked to assume. It makes the manufacturer boear a pro-
portion of tax far beyond that which other manufacturers In otirer lies of
businesses are being asked to pay. It requires the manufacturer to make a
cash outlay month by ironth which would go far icr many Instances toward
making It impossible for the ncrufacturer adequately to function.

To Illustrate the unfair and ineqllutale burdens which such a substitute
for the present section 2402 would create, tire following example ricay he nised.

Suppose that the nmnufacturer makes a bottle of tonic whhic tile beauty
or barher shop would sell or use acid which the Conmcllssoner of Internal
Revenue might decide had a fair retail price of $1. The cost to the maim-
fcturer of this Item is 35 cents, and his selling price to the wholesaler Is
45 cents. If the manufacturer were to ie required to collect and pay tire
10-percent retailers' excise tax based ocn tire fair retail l)rh'e is establilshed
by the Commissioner, the manufacturer would have to pay to tire Federal
Govermnt o1 this Item which costs hin 35 cents a tax of 10 cents which
would be an approxinate increase of 331/ percent over tie manufacturer's own
manufacturig cost. Tills Increase of 331/. percent would have to he paid monthly
by tire manufacturer to the Governent and in many Instances such payment
would have to be made prior to the actual collection by the manufacturers
of this amount. The manufacturer would thereby have perforce to make an
additional Investment InI his produce of 33% percent which would In many
Instances prove uncollectible and Ir all Instances prove a great burden since
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the manufacturer in the industry has not and has never iad to any great
extent direct contact with the retailer.

It should also lie pointed out that tie Imposition of ti tax oil the manufac-
turer directly or as agent of tile retailer woull in every instance result in
a greater burden upon the public because, in the natural process of distribution,
were tie manufacturer to pay the tax, the wholesaler and tie retailer would
pass tile tax on t9 tie public and not in the exact amount by which it has been
iposed upon the manufacturer but lit larger stums. On the other halntd, If the
retail beauty and barber sholS were to lie required to pay tie tax as they will be
so required under the terms of section 2.402 as it now stands, the retailer will
pass tills tax on to tile public in the exact amount which the retailer is required
to pay.

YI. Collection

1. The ir(,nrlumnt has benadllantced front many quarters that to Impose 11
tax upont the beauty and barber shops sucih as that proposed in sectio 1 2402
would be to create it lroblcm of collection which would be burdensome to tile
Internal Revenue Deipartment and excessive in, cost. This argument Ignores the
remarks made in IV above, and it further Ignores the fact that the increase of
revenue to be expected front sttch i tax would tore than offset ally increased
cost to tie Internal Revenue Department lit the collection of such a tax. Fur-
theritore, it should be remembered that the tax as proposed in section 2-102 will
be administered by the ('onmissioner of Internal Revenue and that It is perfectly
feasible for tIle Commissioner to Issue regulations which will so facilitate tie
collection of this tax by standardizing the methods of making returns and
sdmlplifynig the forms upon which returns are to be Made, that it is extremely
doulbtful that tlhe collection of tie tax from the beauty and barber shops will
be more expensive lit ainy way than the collection of tile tax front tle unt-
facturers.

2. Another argument which has been employed by those who advocate a revision
of proposed section 2402 is that the tax its there imposed will provide many
opportunities and losslbliies for evasion. The mere statement of this argu-
nent Is its own refutation. Our own Internal Revenue laws have since 1910
afforded many opportunities of evasion, but the sound administration of these
laws by the Internal Revenue Department and Congress' vigilance have closed
u) the gaps where such opportunities lie with the result that tle opportunities
which now exist for evasion are stall, if they actually exist at all.

C. CONCLUSION

VII. lercnue bill of 194J1 (H. R. 5.J17) section 2402 should be rccomimillfiided to
the Senate by the Senate ,'inalee Committee and should be passed by the Senate
(is it prescitly/ stands

Because of the arguments advanced above, the honorable ehairnan and gen-
tleneut of the Senate Finance 'ComnInittee, Senate of tile United States, are
respectfully urged to direct their attention to the admirable provisions of section
2402 of tie revenue bill of 1941 (II. It. 5417) and to recommend to the full body
of tle Senate that this section of the new revenue bill tie passed its It presently
stands, since such a tax would be fair and equitable, would call into play the
legal and patriotic ditties of a large segment of tills Nation's business, would
not prove unduly ditileult lit Its administration, would create no striking possi-
bilities of evasion, and would, most Iml)ortantly, yield far larger revenues than
any alternative which has been suggested without at the satne time unfairly
burdening any other group lit the Industry.

Respectfully submitted.
BEAUTY AND IARIItR SUPPLY INSTITUTE, INC.,

By JOSEPHl BYRNF, ccretarly.
WALTEI C. B. SCInrIvSINoER, COunISel.

(Thereupon, at 1: 15 p. m., the hearing concluded.)

(The following statement and memoranda were subsequently sub-
mitted by Senator Connally:)
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STATEMENT OF HON. TOM CONNALLY, UNITED STATES SENATOR
FROM THE STATE OF TEXAS

Mr. Chairman, I would like to present a memorandum regarding
the Finance Committee's action proposing to disregard the commu-
nity-l)1l)erty system of legal and beneficial ownership of income
and property.

The hasty action of the Senate Finance Committee in adopting an
amendment directed at the community-property system of marital
property is unfair, unwise, and illegal.

1. It is unfair, because the community-property States, while per-
fectly willing to rely on the presentation made on the House floor with
respect to the universal mandatory joint return, had no notice what-
ever of any prospect that the Finance Committee would abandon that
proposal and in effect single out the community-pyoperty States for
discriminatory taxation.

Indeed the Assistant Secretary of the 'Treasury, Mr. Sullivan spe-
cifically testified before the Ways and Means Committee as follows:

Mr. REED. I was Just wondering lirr;' much consideration you have given to
this complexing problem that has faced the committee for a long tIe, known
as community-property taxes.

Mr. SULIJVAN. I think that later In the year there will be a bill In here con-
taining many revisions to the code. I thought that that might be a nore appro-
priate place to consider that question than in this bill.

Mr. REE). I say, have you been considering that question of the amount of
revenue that It will produce?

Mr. SULLIVAN. Yes, sir.
Mr. RED. About how much revenue do you figure that you might gain?
Mr. SULLIVAN. I will get that figure for you.
Mr. REED. Will you put that in the record?
Mr. SULLIVAN. Yes; I will.
(The estimate referred to follows:)

Estimated Increase ti individual income taxes under the suggested Trcasury
surtax 8cheddle if taxpayers fit com tit nity-property States are required to
allocate comtiun ity-property income to its actual recipient

Millioas
of dollars

Income tax ----------------------------------------------------------- 13.8
Defense tax ---------------------------------------------------------- 1.2

T o ta l ------------------...... ---.. .--- -------------. ...... 1 5 . 0

Certainly this statement amounts to an admission that the bill
expected later this session is "a more appropriate" place for con-
sideration of the community-property question. Certainly com-
munity-property States Representatives were led to believe that the
question would be considered on its own inerits in this later bill and
that they would then have opportunity for full hearing. Certainly
the present last-minute action of the Pinance Committee has taken
unfair advantage of them, and the committee should reverse its
action and permit the question to come up for hearing in connection
with the later bill.

2. The action is unwise because it means that for revenues which
amount to less than $15,000,000 on the high Treasury surtaxes, the
passage of the revenue bill including the excise taxes will be indefi-
nitely delayed.

1570
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The intense feeling in the community-property States regarding
their system of marital property may be difficult for common-law
States to understand, but it is there nevertheless; and the citizens of
those States are as intent upon its preservation, and the recognition
of its consequences, as they are upon the rights of free speech and
liberty. The attempt to impose a different system or to ignore an
actual constitutional and statutory scheme of marital property own-
ership in those States arouses the utmost resentment.; and Senators
and Representatives from those States have no alternative but to
fight it to the last ditch. Long and arduous debate will plainly be
involved, particularly in view of the lack of any public hearing by
the committee on the subject. It is not unlikely that the Treasury
will lose four or five times as much from the resulting delay in enact-
ing the excise taxes as they will gain from this provision even if
finally adopted.

3. the proposal to single out the citizens of community-property
States to compel them to pay tax on income belonging to their spouses
is certainly violative of due process under the fifth amendment to
the Constitution.

The Supreme Court of the United States in a series of carefully pre-
pared and l)resented cases held that one-half of the community
income belonged to the husband and one-half to the wife, that it was
actually owned by them in these proportions, and therefore taxable to
them in such proportions (Poe v. Seaborne, 282 U. S. 101; Hopkins v.
Bacon, 282 U. S. 122; Bender v. Pfaff, 282 U. S. 127; Goodell v. Koch.,
282 U. S. 118). The sixteenth amendment gives Congress authority
to tax income, but it does not give it authority to tax the income belong-
ing to one person to another. Those incidents of ownership, legal and
beneficial, established by State law have always been recognized as
governing by the Federal courts and by Congress. The very incidents,
legal and beneficial, of ownership by husband and wife in community
income which the Supreme Court held made one-half of it taxable to
the husband and one-half to the wife are also governing as to the power
of Congress to tax one spouse with the income of the other.

None of the "grantor" cases, "trust" cases, or "income gift" cases
.has any bearing on this question. Indeed, it is to be noted that, in
interpreting exactly the same language of the revenue act under which
the Supreme Court has held that the income of various trusts and
transferred items were included in the grantor's and transferor's income
the Supreme Court expressly decided that community income belonged
and was taxable one-half to the husband and one-half to the wife.

In other words, the Supreme Court has drawn the line directly
between unreal technical transfers attempting to avoid taxation of
income to its real owner in these cases and the real incidents of owner-
ship, legal and beneficial, to community-property spouses. The line
thus drawn is valid constitutionally as well as for purposes of statutory
construction.

These "grantor" "transferor" cases therefore give no support to the
power of Congress to tax the husband or the wife with file income
longing to tlie spouse. Such action by a State was held unconstitu-

tionalin Hoeper v. Tao Commision (284 U. S. 206) as violative of
the due-process clause of the fourteenth amendment. The same due-
process clause is equally applicable to such action by Congress under



1572 REVENUE ACT OF 1041

the due-process clause of the fifth amendment (Heiner v, Donnan, 285
U. S. 312).

The present action is more directly contrary to the holdh, in the
Hoeper case than the joint-return proposal, for there can be no question
of creating a family classification in eight. States of the Union, nor is
there a question of measuring the tax by a combined income. The
proposal is to tax one person on income which the Supreme Court has
held legally and beneficially belonged to another. This proposed
action falls under the direct condemnation of the Hoeper case even as
the joint committee counsel interprets it.

Of particular interest on the problem of community income are the
comments by the ninth circuit court of appeals in Graham. v. Com'nis-
sionei (95 Fed. (2d) 174), decided March 4, 1938. The income in-
volved was net community income of $82,577.64, derived from the pro-
fessional architectural services of the petitioner's husband. The court
said:

Even though "eIWrn(d income" were detied as income received as compensation
for personal services actually rendered by the taxpayer, still petitioner's half of
the alove-nIentloned coiiimnunity Income would be within the definition. The
Board found that said community income was received as compensation for pro-
fessional services rendered by petitioner's husband. Respondent assumes, erro.
Ilcously, that tlhse services were rendered by vtltioner's husband individually,
(oil his own account ald for himself alone, thus assuming as a fact that which, in
Washington, is a legal impossihility. When a married man residing in Washing.
tol practices a profession or engages it any gainful occupation or activity, he
does so as, tile agent of a nutrzital community consisting of himself and his wife
(floe v. R'aborn, .sipra). Ie (ariot (o so in any other way or in any other ca-
iacilty. Services renlercd by him are actually rendered by the community ; that is
to say, by liimi and his wife, equally. So, In this clse petitioner was, no less than
her husband, the actual renderer of the services for which they received its com-
peisation the community income above referred to.

That petitiolner did 11o0 personally l)articipate in the professional labors of her
husband is imnaterill. One may actually render a personal service without per-
sonally performing the acts constituting the service. Otherwise, a partnership
acting through one of Its members. or a principal acting through an agent, could
not actually renider a personal service, the truth being, of course, that such serv-
ices call be and, lin countless instances are, actually so rendered.

Respondent cites Burtic v. Thrmcl (287 U. S. 103, 110, 53 S. Ct. 74, 77; 77 I. Ed.
1)9), and Thomas v. Pcrkio? (301 U. S. 055, 659; 57 S. Ct. 911,912; 81 L. Ed. 1324),
to the effect that, in the absence of language evidencing a different purpose, a
Federal income-tax act "Is to be interpreted so as to give a uniform application to
a Nation-wide scheme of taxatioll," and that "State law may control only when
the Fcderal taxig ad, i,,' express language or necessary implication makes its
own operation (lcpeli(hent upon State law," all of which is true but not here
applicable. There Is here no conflict between the State law and the Federal tax-
ing act, no attempt by the former to control the operation of the latter. The
Federal act defines "earned income" as including compensation for personal
services "actually rendered," but it (foes not define the term "actually rendered."
Whether the personal services here involved were actually rendered by peti-
tioner's husband alone, as claimed by respondent, or were actually rendered byV
the marital community, as claimed by petitioner, is a question to which the
Federal act provides no answer. The question must, therefore, be determined
by the State law. By that law, these services are deemed to have been actually
rendered by the community; that is to say, by petitioner and her husband,
equally.

As to uniformity of application, respondent's construction of section 81 would
tend to defeat rather than promote such uniformity. It is conceded that, if an
ordinary business partnership, acting through one of its members, had rendered
the services here Involved, such services would be deemed to have been actually
rendered by the partnership, and each partner's share of the compensation
received therefor would be regarded as "earned income," within the meaning of
section 31. A uniform application of this section requires that the same treat-
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ment be accorded to it riember of that species of partnership known as a marital
community.

Furthermore, as was said iii Poe v. Reaborn (282 U. S. 101, at 51 S. Ct. 58, 01;
75 L. Ed. 239, p. 117), "the coast itutionl requirement of unifornmity is not Intrinsic
but geographic. * * * And differences of State law, which may bring a person
within or without the category designated ')y Congress as taxable, may not be read
Into the revenue act to spell out a lack of uniformity."

(Senator Connally submitted the following memoranda for the
record:)

COMMUNITY PROPERTY INCOMES ANn TirI TAXATION, AN AIIIiESs BY GEORGE
DONWORTH, SEATTLE, WASH.

[Head at the Joint conference of the Pacific Coast Institute of Law and Adminstratfon
of Justice and Washington State Bar Association, July 27, 1935]

Mr. Chairman, Ladies, and Gentlemien:
In view of the provisions of tire Federal Constitution relating to taxation

of Incomes, the authoritative decisions of the Supreme Court and the historical
development, the basis upon which the Federal Government may impose all
income tax can hardly be said to be open to question. That the basis upon
which such a tax Is levied against ainy individual is the ownership of tle
income by that individual is ini established constitutional doctrine. In the
case of a community income the husband owns one-half of the Income and
the wife owns one-half.

In 1895, in Pollock v. Farn, er8 Loan & Trust Co. (157 U. S. 429, 158 U. S.
601), the Supreme Court clearly enunciated the )roposition that under (ihe
Constitution an income tax Is a direct tax and that a tax on tire income of
real or personal property is a direct tax on the property producing such
Income. It necessarily resulted, as that Court declared, that under the then
existing provisions of tire Constitution, such a tax could not be imposed unless
apportioned among tire several States in proportion to population.

Tire impracticability of levying an income tax in proportion to population
led to the adoption of the sixteenth amendment, taking effect February 25,
1913. Under that anindient Congress has power "to lay and collect taxes
on incomes from whatever source derived, without apportionment among the
several States, and without regard to tiny census or enumeration."

As the Supreme Court has since pointed out (Eisner v. Maconiber, 252 U. S.
189; Broniley v. McCaughi, 280 U. S. 124), tIe sixteenth amendment did not
extend the taxing power to new subjects, but merely removed the necessity
which otherwise existed for air apportionment among the States of taxes
laid on income. Tire Supreme Court said in Eisner v. Macomber (which I
call the Maconbcr ease to distinguish It from the earlier case of Toncne V.
Eisner, 245 U. S. 418) :

"A proper regard for its genesis as well as its very clear language requires
also that this amendment shall inot be extended by loose construction, so as
to repeal or modify, except as applied to Income, those provisions of the
Constitution that require ani apportionment according to population for direct
taxes upon property real and personal. This limitation still has an appro-
priate.and important function, and is not to be overridden by Congress or
disregarded by the courts."

The word "incomes" being now ii the Constitution, the definition of that
word and its Implications is a function of the Supreme Court. In exercising
that function the Court has spoken in no uncertain language. In tire
Maeomber ease the Court said, In defining the meaning of tire term:

"Here we have the essential matter: * * * a gain, a profit, something
of exchangeable value proceeding from the property, severed from the capital,
however invested or employed and coming in, being 'derived,' that is received
or drawn by the 'recipient' (the taxpayer) for his separate use, benefit, and
disposal; that is income derived from property. Nothing else answers tire
description."

Let it be noted that the parenthetical phrase "tile taxpayer" is not my
interpolation. It is the language of the Court. Income is something derived
by the taxpayer.

The dissenting opinions in tire *Maeonber case picture iii clear relief the
substantial holding of the Cotirt, Tie dissenting opinion of Mr. Justice Holmes
takes the ground that the word "incomes" in the sixteenth amendment was

1077-41-100
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used, not In the sense announced In the majority opinion of the Court, but
In a broader sense conforming to a supposed common understanding among
the public. Nevertheless, the above-quoted declaration as to the meaning
and effect of tile amendment has been expressly reaffirmed by the same Court
and Is the established law. In Biromley v. McCaughn. (280 U. S. 124), the
Court, In upholding :the gift tax as an excise and referring to other cases
where excise taxes of various kinds with reference to property had been
upheld, said:

"It Is true that In each of these cases the tax was Imposed upon tile assertion
of one of the numerous rights of property, but each is clearly distinguishable
from a tax which falls upon the owner merely because he Is owner, regardless
of the use or disposition made of his property."

In Taft v. Bowers (278 U. S. 470), the Court upheld the validity of the provi.
sons In the Revenue Act of 1921 which requires the donee of a gift to pay an
income tax on the capital gain based on the cost of the gift to the donor. In
the unanimous opinion, the Court said:

"Under former decisions here the settled doctrine Is that the sixteenth amend.
meat confers no power upon Congress to define and tax as income without
apportionment something which theretofore could not have been properly regarded
as income."

So in Home Savings Bank v. Des Moics (205 U. S. 503) (not an income-tax
case), the Court said:

"Taxes are assessed against persons upon the property which they own, not
upon the property which others own. We should be reluctant to suppose that
there has been any departure from this principle in this law."

It being established that an income tax can be assessed only against the
owner of the income, the next point for consideration is: By what law is the
ownership of income determined? It Is determined by the same law as the
ownership of any other class of property, namely, by tile statutes and decisions
of the State In which the property originates or has its situs.

There are 48 States In the Federal Union. In no two of the States are the
statutes concerning property rights alike. In no 2 of the States are the laws
concerning marriage and the property rights of married persons of identical
tenor. There are 48 different systems by which property rights in general and
the property rights resulting from the marriage relation are determined. The
legislature in each of the 48 States is supreme in determining all such matters
entirely without restraint so far as concerns the sixteenth amendment, which
merely authorizes the imposition of Federal income taxes without apportion-
ment. In fact, the States are subject to no restraint whatever in determining
the property rights of their citizens not originating under a Federal law or
treaty except that imposed by the fourteenth amendment which prohibits the
deprivation of the property of any person without due process of law. Aside
from the fourteenth amendment (which certainly gives no added Federal power
in connection with the imposition of income taxes), each of the 48 States Is as
free to determine for Itself the results of the marriage relation as if it were an
independent nation and the Federal Union had never been formed. There is no
dissent on this point in the decisions of the Supreme Court.

In Smith v. Alabama (124 U. S. 405), the Court said:
"It has never been doubted but that this entire body and system of law, regu-

lating In general the relative rights and duties of persons within time territorial
Jurisdiction of the State, without regard to their pursuits, is subject to change
at the will of the legislature of each State, except as that will may be restrained
by the Constitution of the United States. Is it to this law that persons within
the scope of its operation look for the definition of their rights and for the
redress of wrongs committed upon them. It Is the source of all those relative
obligations and duties enforceable by law, tile observance of which the State
undertakes to enforce as its public policy. And It was in contemplation of the
continued existence of this separate system of law in each State that the Con-
stitution of the United States was framed and ordained with such legislative
powers as are therein granted expressly or by reasonable Implication."

This principle was well expressed by the supreme court of Washington in
Curry v. Wilson (57 Wash. 509), where the court said:

"Tile right of the State to fix time character of property acquired by Its
citizens and the terms under which It shall be holden, Is a right of sovereignty
a41d a matter in which the Congress of the United States can have no concern.'

In speaking of the power of the State to control and regulate property rights
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of married persons, the Supreme Court of the United States said, in Neil8on v.
Kilgore (145 U. S. 487):

"Marriage is a civil institution, a status, In reference to which Mr. Bishop
has well said 'public interests overshadow private' * * one which public
policy holds specially in tile hands of the law for the public good, and over
which the law presides in a manner not known in the other departments."

In Ohio v. Agler (280 U. S. 379), the Court said:
"It has been understood that the whole subject of the domestic relations of

husband and wife, parent and child, belongs to tile laws of tile States and not
to the laws of tile United States. * * * lin tile aisence of any prohibition
in tile Constitution or laws of the United States, it is for tile State to decide
how far it will go."

Similar declarations are made in U. S9. v. Hudson. (7 Cranch 32).
Tie case of Kansas v. Colorado (206 U. S. 40), contains clear and excellent

language pointing out how restricted are the powers of tile Government of the
United States when the attempt is made to trench upon local subjects of
legislation.

It is well to bear in mind this observation made by tile Court ili the last-cited
case:

"One cardinal rule underlying all tile relations of tie States to each other
is that of equality of right. Each State stands O1 tile s.lle level with all tile
rest. It can impose its own legislation oil no one of the others, and is bound
to yield its own views to none."

Il 8 States of tile Union, including Washington, tile property rights of
married persons are governed by a statutory relation generally known as tile
community system. Tie form of the community systeia differs il etch of tie
8 States, but in all of them tie marriage relation results in a species of partner-
shi) between huslland and wife. In the other 40 States tleri' Is no coninity
system. Nevertheless It would be distinctly erroneous to refer to these 40
States as "Coilmoll-law States."

The rules of tile common law relating to the property rights of Isband
and wife were barbarous rules. Every one of the 40 States that inlherited
those rules has materially changed them, and further statutory challges tire
constantly taking place. Uninformed persons not familiar with the conlllIIity-
property system and Its underlying reasons gratuitously assume tiht that sys-
tent was devised and put il force by 8 States for the purpose of reducing the
Federal Income taxes payable lay their citizens. Nothing could be farther
from the truth. With the exception of California, which il 1927 amended its
colmlunity-property statute (tills amendment being more in tile nature of the
filling of a hiatus In the law than the adoption of a new system), all the com-
innity property States have retained their system without amendment since
somettie ia the last century. All of these 8 States chose that method o" regu-
lating tile property rights of married persons because they considered it the
most just system. They adopted It long before the sixteenth amendment was
l)roposed or thought of.

Not only for many years before 1913, but during the period since that date,
the amendments to the cominunity-property laws of those States have been
few and minor. It Is a safe assumption that the 40 noncommunity-property
State have in the past 50 years more often and more materially changed the
laws relating to the property rights of married persons than have the com-
munity-property States. 'They are progressing away in varying degrees from
the barbarity of the common-law rules governing this subject. While they are
to be congratulated o this progressive approach to marital justice, we may
express the hope that they will not be led into any "holler than thou" or "more
it tile fashion than thou" attitude toward tile well-tried and steadier system of
community property. The community system is not aware of any inferiority
complex. Those who, living elsewhere, read about it and register their dis-
approval without having experienced its workings, seem to regard it (quoting,
I believe, Christopher Morley) "like a thoroughbred bulldog, ugly enough to
be attractive."

It is sometimes said by those who would attempt to change the present
method of taxing community incomes that the application of the Income-tax
law to citizens living tinder community-property laws results In Inequality.
The fact is that the application of the Federal income-tax law to the property
systems of all the States results in some Inequality. As no two States have
the same local laws of property, a Federal law uniform in its terms through-
out the country necessarily produces different results in operating upon different
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local systems. This has frequently been recognized as one of tihe necessary
results of our Federal Union.

As the Supreme Court pointed out in Florida v. Mellot (273 U. S. 12, dif-
ferences of State law which nimy bring a person within or without tile category
designated by Congress as taxable may not be read into the revenue acts to
spell out a lack of uniformity.

The product of a constant and a variable is of course a variable. The only
way to produce a uniform result in the application of a Federal income-tax law
Is to enact a constitutional amendment which would transfer to tile Federal
Government the power to fix and regulate the property rights of married
persons. No one, I hope, is suggesting that course. Such inequality as results
from the application of the Federal law to the diverse property systems of
tile 48 States is a part of the price we pay for our Federal Union. The results
of this inequality have been much exaggerated by te opponents of the com-
iuunity property system. In every one of the 40 noncommunity States, his-
bands transfer income-producing property to their wives and thus divide ani
Inc'omin which otherwise would belong solely to tile husband. They make
use of many other methods, lawful under their respective Stte laws, for
effecting transfers of Income. They voluntarily do what tile citizens of the
State of Washingti'i are compelled to do and camot avoid doing, namely, they
vest in their wives the ownership of a part of their accumulations received
after marriage.

The sun shining from the heavens shines uniformly upon all things. Where
it shines upon 48 different objects, there cannot be 48 shadows of the same
length and form unless the objects are of the same height and size. Though
the sun shines with uniformity, men know that diversity in their created struc-
tures Is inevitable.

Such inequality as results from the application of a Federal law to situations
arising from the varying laws in the 48 States was bargained for and agreed
upon at Pliladelphia in 1787, where a division of powers between4,ederal an(
State sovereignties and Jurisdictions was made a Iasic l)rilnciple of the Constitu-
tion. The same freedom of State legislation was bargained for again and agreed
upon again when the sixteenth amendment was adopted. By that amendment
the people of the United States constitutionally decreed that Congress may lay
and collect taxes on incomes from whatever source derived, but they conferred
no power upon Congress to regulate property rights or the results of the
marital status in the several States. It Is obvious that in 1913 and prior years
when the sixteenth amendment was under consideration and was adopted, every-
one knew what Is known now, namely, that questions concerning the general
ownership of property producing Income in each of the several States must be
determined by the laws of that State. Then as now the community-property
system wa inu force in 8 States. It was a time-honored system. Its basic
principles were well known. From the beginning of statehood each of these
States had established and maintained the system because Its citizens believed
it to be the most Just method of defining the property rights of husband and
wife.

When the power was thus conferred upon Congress to tax incomes without
apportionment, the community-property system was taken Into consideration
fully as much as was any other of the numerous and varying statutory systems
for regulating the rights of married persons existing in any of the States.
There was no uniformity anywhere. The whole matter of ownership was left to
the local determination of the States as it had been in 1787 and has been ever
since.

Tite suggestion has been made from time to time that Congress should amend
the Inconm tax statutes so as to "lit" in some way the community-property
system. Various devices have been suggested for this "hitting." One device
suggested has been that Congress should by statute declare that management
and control by the husband are considered equivalent to ownership. This re-
minds me of a conundrum that made the rounds among school boys years ago:
"How many legs could a dog have if you considered his tall one?" The answer
was: "He would have four, because considering It one would not make It one."

It does not require much consideration to discern the invalidity, and if not
the absurdity, of this suggested device. Time amid again It has been decided by
the courts, State and Federal, that the husband's power of management and
control is no more than a statutory power of attorney, the equivalent of an
Irrevocable power of attorney which a wife may give to her husband, or vice
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versa, i any of the States. Washington decisions embodying this conclusion
are numerous. Some of them are:

Rehramm v. Steele (97 Wash. 309) Olre Co. v. Melk (103 Wash. 467);
Marston v. Rue (92 Wash. 129) ; Stewart v. Bank of Endicott (82 Wash. 106) ;
Bortle v. Osborne (155 Wash. 585) ; Huyvacrt8 v. Roedtz (105 Wash. 657).

To quote at length from these decisions would unduly extend this paper. Time
and again the Supreme Court of Washington has decided that tie community
property, real and( personal, Is actually owned by two persons, namely, by the
husband and by the wife, and that this ownership Is an actual legal title vested
etqually in each spouse.

Schranint v. Steele (97 Wash. 309), may be taken as typical. In that case the
court said:

"The sae circumstances, all of them and no others, which make real estate
community property make personalty community property. The two kinds of
property are Ilmpressed with tie community character by tile same facts and
by force of the same words in the same defining statute. All property, whether
real or personal, property and pecuniary rights without exception, acquired after
marriage by either husband or wife, or both, otherwise than by gift, bequest,
devise or descent, is community property. * * * The provision of the statute
entrusting the husband with the management and control of community per-
sonal property * * * except he shall not devise by will more than one-
half thereof (Rein. Code, see. 5917), must be construed in the light of this
dominant fact of ownership. The property referred to is community property,
that Is, property belonging to the community. The husband is made, by the
statute, tie manager, not the owner. * * * To hold that the whole substance
of the term community property as applied to personalty consists iln a mere
contingent expectancy of the wife, would make of the term 'community per-
sonal l)roperty' a palpable misnomer. It would take away every community ele-
ment except that the wife's labors and( sacrifices had helped to earn it. It
would destroy that equality which It Is the obvious purpose of our community
property law to conserve. * * * The words of the statute are generally
no broader than those often employed In general powers of attorney for the
nmanagemrnt and disposition of personal property; but we have yet to learn
of a case in which such a power, however broad, was held to destroy the estate
of the donor of the power and subject the property to the personal debts of the
attorney in fact."

Many other Washington decisions are equally clear and emphatic in upholding
tile equal title and ownership of tie two spouses iln the community property, real
and personal, neither having a superior title or interest to the other.

In Marston v. Rue (92 Wash. 121)), the court used language to tie effect that
under the Washington statute tile community property, real and personal, Is Just
as much time wife's is tIme husband's.

Katifimann v. Perkins (114 Wash. 40), and numerous other cases hold that,
as to real estate, conveyances, and agreements for conveyances and leases made
by the husband alone are void, even as against the husband.

A voluntary conveyance of a half Interest made to a wife by a husband In
New York can have no greater effect. Yet no attempt Is made to tax the New
York husband for the entire Income after making such a conveyance. Even
the gift tax gives him liberal exemptions, especially if made by annual gifts of
$5,009 each.

The Supreme Court of the United States has considered and sustained the
provisions of State community-property statutes in a variety of cases, among
which are Arnett v. Read. (220 U. S. 311) ; Warburton v. White (176 U. S. 484) ;
Buchser v. Biueh8er (231 U. S. 157). I discuss later two of these cases which
decisively bear on our present subject.

Those who advocate the Insertion in the Federal Income-tax statute of a decla-
ratiol that Management and control by the husband with respect to community
property shall be the basis of the Federal income tax are not really content to
declare management and control the equivalent of ownership; they really propose
to make management and control superior to ownership and to predominate
over ownership as the basis of the Federal tax. There is no doubt where tle
ownership lies; hence they wish to depart from ownership and base tile tax solely
o0 management and control. But tley propose this only In the case of conini-
nity property. That linens in effect that they propose this rule for eight States
only. They do not suggest that management and control by the husband be given a
like effect in the non-community-property States.
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We may note, li passing, the Injustice of following a State cornnity-prop.
erty statute only to the point of Joining the earnings of a husband and wife in a
common funl and then departing froi that statute insofar as it fixes the owner-
slipl) in tile two siouses equally of tire fund thus created. Tills injustice and the
constitutional difficulties involved are frankly recognized by some writers on the
subject. They suggest, therefore, with more Justice a uniform system of taximan
"family Inconres" throughout the United States, disregarding practically in their
entirety all State statutory provisions defining the property rights of married
persons.

The Suprenme Court of the United States his decided in Arnett v. Read (220
U. S. 311), and Warburton v. 1hi Itc (170 U. 8. 484), that the wife's vested Interest
In community assets In States living the colinimilty system in property in the
constitutional sense, and that It cannot be taken auway from her without comnpen-
sation, by reason of the fourteenth amendment. That Cotirt has equally decided
in Wa'rburton v. 11hit tc thatthe i nageruent and control given by statute to the
husband can be taken away withomt coruperlsation despite tire fourteenth alend-
meat, because It Is not a property right vested in the husband but a miiere statu-
tory agency subject to change whenever tie legislature so wishes. The propo-
mients, therefore, of the manngenent.a (dntroi device seriously propose to base
nll iincolle tax u1pon something which the Supreme Court lilts held Is not property
and is not Irotected by tile fourteenth andmivlnlment, naniely, the right of manage-
meit arl( control. And they equally propose to dire:.,ard something which the
Supreme Court las said is property and cannot be taken away without compensa-
tioni, iantely, the' wife's statutory ownlershlip of her onie-Mlnif interest. What
chance there Is of the ulpholding of such a device as a constitutional Federal
(-ilact ieritllly lit' r',dily conjettured. It s51(is Iot too inch to say that any
proposition of departing froin tie trail well blazed by the Supreme Court, the
trail of ownership, lehds into a hopeless morass of tangled substitutes. Let it be
noted that in tills paper whent I speak of the SUlreme Court, without other desig-
nation, I mean the Supreme Court of the United States.

We hear it said that the Suprene Court has uplield the imposition of an income
tax oln one wilt is not the owner. Anl analysis of the eases Cited Ias sustaining
that proposition will show, I think, that they do not in fact support It. In all those
eases it will lie found that the person, not the owner, against whom tihe Stul'eine
Court has held that a Federal income tax may lawfully be Imposed was one who
had been tile owner and had not entirely divested hirniself of that ownership. Of
course, there are numerous cases in the books holding that a status once established
for taxing purposes retains its etieacy until completely changed. A partial change
does not lirevent the exercise of the taxing power against one originally taxable.

I am reminded that I once lived in the town of Machias, in Maine. There was
a citizen of our town who was going to change his residence to Cherryfield. Ile
said: "I will beat the town of Macilas and the other towns out of 1 year's
taxes." The towns in Maine have Jurisdiction to do the assessing and the taxing,
and by statute they assess and tax property to the owner in the town where lie
resiles on the first day of April.

So or March 31 John Doe, of Machilas, arrinuging to remove from that town,
packed up Iris household goods, having already sold out everything lie did not
want to take, arid, with his family, (trove 15 miles on the way of Cherryfield.
He arrived at the town of Jonesport li tire afternoon of March 31.

Ile spent the night of March 31 and the day and night of April 1 in Joriesport.
He left Jonesport about 10 o'clock on the 2d of April, arriving a few hours later
at the town of Cherryfield, where he took tip his permanent abode.

lie said : "I cannot be taxed in Maclehlas because I left there for good on March
31; they won't think of taxing me in Jonesport, because I was only passing through
there on April 1. As far as Cherryfleld Is concerned, I was not living there until
the 2d of April."

His plan failed. They taxed him in Machias, and tire tax was upheld. Tire
Court said that for taxation purposes a status once acquired continued until It
was completely changed. A partial change was not recognized. His status on
April 1 was that of a resident of Machias, because he had not yet acquired any
other status. That is the substantial principle that I find applied in the cases
where a person no longer the complete owner is held to be subject to an Income tax.

.Why is it that in all of these cases the decision upholding the tax pursues the
point of an interest retained by the grantor, the former owner? It is because
the income tax is assessed against tire owner and the courts refuse to recognize
an incomplete change of ownership. The cases cited under this head are Reineke
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v. Smith, 289 U. S. 172; Bhrtit v. Well8, 289 U. S. 670; Burnet v. Leininger, 285
U. S. 130; a partnership case where Hoeper v. Tax Coinhi881olt of Wi8consin, cited
below, Is distinguished but left unquestioned. All of these are grantor cases,
where a tax was upheld against a grantor who had not completely parted with the
title. There is an excellent comment on Burnet v. Letninger in Lowcery v. Helver-
ing (70 Fed. (21) 713).

It has been suggested that Burnet v. lV08 (289 U. S. 070), cited above, has a
broader implication than I have Indicated. I (1o not think so. In that case, by
a 5-to-4 decision, the Court sustained an income tax against a grantor who In
creating a trust directed that a part of the income should be applied to the pay-
ment of premiums thereafter accruing on life-insurance policies taken out by the
grantor before the creation of the trust on his own life for the benefit of two
women considered by the court to be members of his family, an expenditure which
the majority opinion speaks of as being "a eoinmon item ill the family budget."
All nine of the Justices recognized that a remaining interest in the grantor was
necessary i order to uphold the assessment of an income tax against him, and
that lie could be tnxed only for so much of the income as represented that interest.
It was tacitly assumed by all that the validity, construction, and effect of the
instrument creating the trust were to be Judged by State laws. State laws also
controlled as to the construction of the life.insurance policies. Congress bad
enacted a special provision in the revenue act directing that--

"Where any part of the income of a trust I's or may be applied to tie pay-
meat of premiums upon policies on the life of tile grantor * ** * such
part of tihe Income of the trust shall be included iln computing tie net incomlel
of the grantor."

Five Justices. held tile statute to he constitutional because the grantor had
a conltilling Interest In tile policies. They were at much gainss to point out
that it was a grantor who was taxed and that his continuing Interest was
substantial.

Mr. Justice Cardozo, speaking for the majority, said:
"If tile insurer without cause were to repudiate the policies, tile insured

[tie grantor] would have such an Interest in the preservation of the contracts
that lie might maintain a suit In equity to declare them still in being (citing
authorities). The contracts remain fis, or his at least in part, though the
fruits when they are gathered are to go to someone else."

Tile outstanding fact Is that the Court in tile majority opinion upholds the
constitutionality of the assessment of the tax only because of the continued
interest of tile grantor wio first took out the policies and later created the
trust.

In effect all the grantor cases are distinguished from the community property
cases by the court itself in the Seaborn case (282 U. S. 101), cited below.
There (as shown in the passage of tile opinion hereinafter quoted) tile court
pointed out the difference between the situation of a grantor technically part-
ing with tIle title while, in fact, retaining ownership with its incidents in
whole or il part, and the situation of the husband under the community
property system where "the lusand never lhas ownership."

The leading case of Poe v. Scaborn (282 U. S. 101), and the companion
cases (the income-ta: cases dealing with community property), decided In
1930. make it clear tMat ownership of the income Is the basis of the anssess-
meat of income taxes tinder the sixteentlh amendment and that that owner-
shp Is determined by the local State laws. That case Involved the com-
mniluty-property law of Washington and held the husband, not liable for a
Federal income tax assessed against him by the Commissioner on the entire
community income. The decision Is rested definitely on the ground that only
one-half of the community income belonged to Seaborn, the other half being
his wife's. In decisions rendered the same day a like ruling was made as
to community Incomes III Texas, Lioulsina, and Arizona (Hopkins v. Bacon)
282 U. S. 122; Bender v. Pfaff, 282 U. S. 127; Goodell v. Koch, 282 U. S. 118).

Tile three eases last cited and Poe v. Rcaborn wvre test cases. The Govern-
ment there strongly asserted the theory that the husband's management and
control of community property is tile equivalent of ownership and that to
hold the contrary would Involve an unfair diserimiptlon against the taxpayers
il the 40 States having other systems. These contentions were fully consid-
ered by the Court and were overruled. The question must therefore be
regarded as set at rest by these four cases, especially when they are read In
connection with the later cases of Hoeper v. Ta (ommi88ioner of Wisconsin (284
U. S. 200) and Heiner v. Donnan (285 U. S. 312), hereinafter discussed.
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For 15 years the practice of the Department has been in accordance with this
principle. In April 1920, United States Internili Revenue Commissioner's office
decision No. 426 (2 C. B. 198) gave specific recognition to the conmmnity-property
laws of Texas and Washington, and upheld the propriety of returns dividing the
conunilty income equally between the husband and wife. Later in the same
year, by opinion of Attorney General Palmer, the ruling was extended to all of,
the community-property States except California, where the local State courts
had held that under the then existing statutes the wife had no vested interest in
the community property or income. In February 1921 the second opinion of
Attorney General Palmer (32 Ops. Atty's. Gen. 435) considered the subject ex-
haustively and adhered to the ruling already announced. There has since been
no departure from it. Various attempts have been made to persuade Congress to
amend tile incomL-tax law by the Insertion of language by which tihe advocates
of a change hoped that this established practice might be overborne. Both Houses
of Congress have turned deaf cars to these proposals.

The holdings of tie Supreme Court may be synopsize(], I think, by stating that
in no case has that Court held any person liable for a Federal Income tax unless
he was the owner or had been the owner of the Income or the property producing
it, and had parted with anl Interest less than tihe entire interest, thus retaining a
substantial interest in himself. In the Scabora case (282 U. S. 101) the Court,
speaking of Corliss v. Bowcrs (281 U. S. 276) (a case cited to the Court as having
a contrary import), expressed Itself as follows:

"We held that where a donor retains the power at any thne to revest hinself
with the principal of the gift, Congress may declare that he still owiis the income.
While lie has technically parted with title, yet lie in fact retains ownership with
all of its incidents. But here (in the ,caborn case construing tile community.
property law of the State of Washington) the husband never has ownership.
That is in the community at the moment of acquisition."

The ease of Hocpcr v. Tax Commission of Wisconsin (284 U. S. 206) establishes
the proposition that an income tax assessed against a husband cannot be in-
creased by reason of the fact that his wife receives an income which she owns.
That case, like others decided by tihe Supreme Court, denies the asserted power
to add together two incomes owned by the husband and wife and to tax them as
one Income to the husband. It holds that tile Constitution Is violated as to the
fourteenth amendment when a State attempts to tax a husband for property or
income which under the State law belongs to his wife.

In leinr v. Donnman (285 U. S. 312) the Court states that a course of action
prohibited to the States by the fourteenth amendment Is prohibitel to tie Federal
Government by the fifth amendment. It is held, applying this principle. that a
Federal statute is unconstitutional which creates a conclh~sive presumluption that
gifts made within 2 years prior to the donor's death were made in conteliplatlon
of death. The court says that the conditions stated iii the opinion "show that to
impose liability for the tax as a gift tax upon the estate, as they iln terms require,
is, in effect, to exact tribute from the gains or property of one measured by the
gains or property of another." This holding and this language are pertinent when
it i proposed to add together and tax to the husband in the higher bracket two
Incomes which under State law belong to two persons, namely, one to tile hus.
band and one to tlme wife. The proposal becomes obviously more unwarranted and
unjust when the husband has also a separate Income, since in that case it is pro-
posed to add the two community incomes to the separate income of the husband
and to subject the husband to a higher rate of tax anid surtax as a consequence.

Nor can the supporters of the proposed Innovation find consolation in tile opin-
ion of the dissenting Judges in the Hoeper ease. That being the case of a Wiscon-
sin State tax. the tax was imposed by the same legisla'ilve authority which had
established the property relations of husbands and wives and had changed tile
common law of the State of Wisconsin in that respect. Tile dissenting Judges
pointed out that Wisconsin, if it so desired, could have restored tile common
law and In that way could have vested the entire ownership of time wife's property
in tlue husband. In their view it followed Hint the Wisconsin statute there in
question could be treated as a reenactment of tle common-law property rights of
husband and wife, Insofar as the State Income tax was concerned. That is the
only ground that the dissenters appear to have found for questioning the validity
of tile majority decision.

In the case of a Federal Income tax on incomes owned by husbands amid wives,
no such considerations exist. United States statutes cannot change tile relations
or the property rights of husbands and wives in any State. The United States
cannot reenact the common law as to property rights between husbands and wives
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In any State. The Hoeper case is emphatic and is in lile with tile other cases cited
which declare that there is a constitutional barrier to the enactment of a Federal
law which would Join together and tax as a unit Incomes which, under State law,
are owned by the husband and by the wife.

INIERITANME AND ESTATE TAXIS

So far as concerns Inheritance and estate taxes, little need be added. It
necessarily follows from the provisions of the Washington statutes and deci-
sions that the wife's interest in community property Is a continuing interest
existing during marriage and thereafter, and that in ease of the husband's
death the wife in no sense Inherits her one-half Interest in the community
property from the deceased spouse. In the converse case, equally, the husband
Is not an Inheritor of his one-half, but is a continuing owner both before and
after the wife's death. The long-established practice of the Inheritance tax
department of the State of Washington i this regard Is too well known to
Justify further comment.

The Federal (iovernnient has uniformly adhered to the same method In
vaillig and taxing the estates of deceased married persons. The rule was
mado, clear by Internal Revenue General Counsel's Memorandum No. 7773
(August 1930) in which reference is mad, to the decisions of the United
States District Court for the Northern District of Texas in the I'fnccnt and
Undcrwood ca8es. In those cases the decisions of the Court were oral and
consequently unreported. In the General counsel's s memorandum No. 7773
It Is said:

"In view of the court's decision in the Vinccnt and Underwood eases which
are applicable to the instant case, It is tile opinion of this office that the value
of B's interest In the community property is not a part of A's gross estate
within the purview of section 302 (a) of the Revenue Act of 1926, notwithstand-
Ing the fact that she elected to take under the will."

The general principle state(] in the cited menmoranduin had been enunciated
in department rulings long previously. The only question raised in 1930 and
on which the General Counsel's opinion was sought was whether a different
rule applied where, by reason of testamentary provisions, an election by the
wife was required.

In referring to tile two decisions Just mentioned, the memorandum says:
"In each of those cases the Court held without written opinion that the

Interest of the wife in the community estate was not a part of her deceased
husband's gross estate. The Government did not appeal from those decisions."

I believe no question has been suggested as to the propriety of this long-
established practice in the application of the laws governing the Federal and
State estate and inheritance taxes.

GiRon DONWORTH.
Noxrc.-In Blair v. Compilssoner of Internal Rcrentuc (- U. S. -), decided February

1 1037 the unanimous opinion of the Court cites twice with approval Poe v. Rcaborn (282
U. S. 161) in support of the proposition that the decisions of the State courts are final as to
property rights and that Federal Income-tax liability attaches to ownership of the Income
as (efined by State laws.

NoTn 2.-While for obvious reasons the State statutes and decisions cited in the foregoing
paper are those of the State of Washington, It follows under the decisions of the Supreme
Court of the United States therein discussed that the conclusion reached is equally applica-
ble to community Incomes received by residents of the other seven States whcre the coin-
munity-property system is In force.

MEMORANDUM BRIEF

(a) Explanation of substantial character of wife's ownership of half of the
community partnership Income and property in Louisiana.

(b) Summary of the practical and substantial differences between the community
property or marital partnership law and the common law.

(o) Illustrations of the practical and serious burdens on husbands Iit relation to
their property rights in community property States, as distinguished
from common law States, whtch entitle such community property States
to tihe benefit of separate returns for income-tax purposes.
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(d) Discrimination and unfairness to community property States resulting from
the attempt by the Government to ignore local State laws regulating and
fixing ownership and property rights by the passage of the proposed bill.
(II. R. 8390.)

CHIARLES B. DUNHARI, Jr.,

Si'ENcft, GIDII, Pnr.iPs & DUNAR,
New Orleans, La., Attorneys fo,

LouiWiana Coiniunity Property Taxpayers Committee.

FOREWORD

Following an earlier opinion applicable to Texas rendered in 1920, the Attorney
General of the United States, on February 26, 1921, rendered an opinion which
was promulgated by the Commissioner of Internal Revenue as Treasury Decision
3138 on March 3, 1921, based on exhaustive study of the laws of all the com-
nunity property States. In these opinions, the Treasury Department announced
that in Louisiana, Texas, Arizona, New Mexico, Idaho, Nevada, and Washington,
all of which are community property States, the wife, as a partner In com-
munity, was the vested and real owner of one-half of all of the community
property and income of the community partnershil), and that all community
partnership Income, for the reason that It belonged equally to husband and
wife, might be returned separately for Income-tax purposes. (California was
excepted from the ruling in 1921. Subsequent changes in the community property
law of California have resulted in the Government recognizing the same right
of husbands and wives in California since 1930.)

In 1921 and 1924, attempts were made In Congress to amend tie revenue
act, which amendments were designed to compel the husband In community
partnership States to Include in his Individual income-tax return the half of
the community income which belonged to his wife under the local State law.
These amendments were similar to II. It. 8396, which is now pending in Con-
gress. Arguments were made and briefs were filed in behalf of the community
partnership States In 1921 and 1924 showing that the proposed amendments
were grossly discriminatory and unjust, and, as a result, the amendments were
rejected by Congress (appendix 1). When the sponsors of the legislation in
1921 and agiln in 1924 failed to persuade Congress to Ignore the laws of the
community partnership States and to compel by legislative fiat the husband to
pay taxes on his wife's half of the community partnership income, efforts were
then made to change the rulings of the Treasury Department and of the At-
torney General which had been in effect for many years. Following tile decision
of the Supreme Court in U. S. v. Bobbins (269 U. S. 315), dealing with the law
of California, the Treasury Department finally decided to Institute test suits
iII some of the other community l)arlnership States, so that time Supreme
Court of the Urhlted States might decide the matter. The Supreme Court of
the United States in 1930 unanimously decided that the prior rulings of the
Attorney General and Treasury Department were correct and that accordingly
In the States of Louisiana, Washington, Texas, New ,Mexico, and California the
wife had a legal and real ownership in half of the community partnership
property and community partnership Income, and the right of husbands and
wives in community property States to make separate returns of the community
Income was again recognized appendixx 2). The Treasury Department accepted
the decisions of the United States Supreme Court dealing with the local laws
of Louisiana, Texas, Washington, Arizona, and California, as applicable to the
remaining community property States of New Mexico, Idaho, and Nevada with-
out the necessity of further test cases. Another attempt Is now being madc by
legislative act to take away from husbands and wives III community partner-
shilp States the rights, which, after a careful study of the local laws, have been
recognized by three Attorneys General, the Treasury Department, and the
Supreme Court of the United States (appendix 3). The pending bill which has
been introduced for this purpose Is H. R. 8396, which reads as follows:

"Be it enacted by the Senate and House of Representatives of the United
States of America in Uongress assembled, That for the purpose of determining
the income-tax liability of any Individual during any taxable year beginning
after December 81, 1933, property of a marital community shall be considered
as the property of, and Income of a marital community shall be considered as
the income of, the spouse who has the management and control thereof under
the law of the jurisdiction in which the marital community exists, and such
spouse shall alone be entitled to the deductions and credits allowed under the
internal revenue laws which are properly allocable to such property or income."
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The purpose of the above-quoted bill, which is now pending, Is to Ignore and

nullify the effect of the local community partnership laws of ouIislana, Wash-
ington, Texas, California, New Mexico, Arizona, Idaho, and Nevada, ald force
the husband in these States to include iln Ills individual tax return property aumd
Income, which, under the law of his State, does not belong to him, but which
belongs to his wife. The present proposed legislation is not only grossly dis-
crimiatory and unfair to the community property States, but it violates the
Constitution of the United States.

The sixteenth amendment to the Constitution permits Congress to tax a per-
son's income. The Federal Government umder this amendment has adopted on
the whole a policy of taxing the real or equitable owner of Income as determined
by local State law. If ownership its created by tile local statutes of the various
States is not recognized by Congress and Is to be disregarded by Congress
endless complications, hardships, and gross Injustice anl discrimination will
result and uniformity In matters of Federal taxation will be destroyed.

To time average layman and lawyer unfamiliar with the community-property
or marital-partnership law there is a general impression that the only difference
between the laws of community-property States and common-law States Is a
difference of theory, and that the community-property law is only a fiction which
gives community-property States benefits in relation to Income-tax returns at the
expense of common-law States that have a different system of law.

It is respectfully submitted that such all Impression Is erroneous and contrary
to tile law and facts as announced by three Attorneys General, the Treasury
Department, and the Suprome Court of the United States (appendix 4).

The purpose of this memorandumn is to explain simply and briefly, with as little
use of technical language and the citation of authorities as possible, the general
principles of the community law and by practical Illustrations to demonstrate
that the communilty-lrtnership law is not only theoretically different from the
common law, but as a practical and substantial fact creates a marital partnership
iln which the wife is the real and substantial owner of one-half of the community
property and Income, with resulting burdens and practical limitations on the
property rights of husbands, unknown to time common law, which entitle such
husbands lit conmmuuilty-roperty States to the corresponding benefits hat they
now enjoy it the way of separate income-tax returns.

BRIEF EXPLANATION OF THE EFFECT OF TlE COMMUNITY-PARTNERSIIIP LAW

The most Important effect of the law of Louisiana and other community-
property States Is to create a partnership between the husband and wife, and,
as a result, one half of tihe Income and property acquired during marriage by
this partnership Immediately vests in the wife and the other half in tihe husband.
The community system of law as it exists in Iouisiana anl other States Is more
analogous as a matter of legal principle and substantial fact to a partnership
than any other common-law legal status. The right of the husband to administer
and manage the community partnership property that is acquired after marriage
as a result of the Joint or individual efforts of the two sisoises Is in substance
analogous to that of a managing partner at common law or a trustee at common
law with very broad power of administration (appendix 5). Under the community
or prtlnershll theory, tile husband aind wife, with certain exceptions, become
absolute and equal owners of all property and Income acquired by them during
the marriage, share and share alike (appendix 6). The courts of tile various
States have repeatedly hel that there Is no distinction to e made between
husband and wife as to the degree, quantity, nature, or extent of the interest
each has in the community property (appendix 7). Tile husband, as managing
partner or trustee, or, as lie is called in some of the community States, "the
master of the community," Is given tile administration of the community property
by law, and this right to administer Is terminated by divorce, or by his death or
the death of his wife. This right of administration may also be terminated.
without the necessity of a divorce, by a separation of the community property
and a liquidation of the partnership, which may be claimed and obtained by the
wife on the ground that the husband Is a gambler, or If he Is guilty of mismanage-
ment or otherwise Incompetent or Incapable of properly administering the com-
munity partnership property.

The pending bill proposes, although the husband Is admittedly not the owner,
to tax him on his wife's half of time community-partnershill property, because he
is the manager and administrator of the community partnership under tile. local
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State law. It Is probably unnecessary to state, that in common-law States, a
managing partner of a partnership is not required by the Federal revenue act
to Include in his Individual Income-tax return, the share of tile partnership
Income belonging to his other partner or partners. Tile proposed bill, however,
would require the husband, who is analogous to a managing partner at common
law, to Include in his Individual Income-tax return not only Ills share of the
community-partnership Income, but the share which belongs to his wife as a
lariner in the comnmunity partnership. InI short, it Is proposed that for taxation
purposes the community partnership in eight States Is to be treated differently
from ordinary partnerships in every State of the Union.

PRACTICAL ILLUSTTONS OF THE WIFE'S ONE,-HALF OWNEIiSHIP OF Tilf COMMUNITY-
PARTNERSHIP PROPERTY AND INCOME AND THE SBIISTAXNTAL RESTl1TIONS AND
LIMITATIONS PLACED ON THE HUSBAND'S ADMINISTRATION OF THE COMMUNITY-
PARTNERSHIP PROPErTY

(a) The husband in Loulsiann, in addition to being restricted by law as to
gifts of community-partnership property (appendix 8), is expressly denied, by
statute, the right to dlspose of or deal with the community-partnership property
or income in fraud of is wife's property rights in half of the community-partner-
shilp property and community Income. The liberal equitable power of our courts
in relation to fraud are an ever-present potential protection to the wife against
an unfaithful or dishonest husband, who deals with the community-partnership
property in violation of his trust or fiduciary obligation as master and managing
partner of the community (appendix 9). The husband is merely the managing
partner of the marital partnership, with full discretion and power of adminis-
tration, but, as all agent and fiduciary, he must act In good faith in the handling
of the wife's interest in the community partnership. If the husband wastes tile
comnunity-partnership property in dissipation and debauchery for Ills own
pleasure, it has been hel in several community-property States which have no
express statute on the subject similar to the Louisiana statute, that such conduct
oil his part is a disposition of the community property in fraud of his wife's
rights. The husband, in common-law States, since lie is the owner of all property
sit quired by film ringg marriage, can give it away to anyone lie pleases and
whenever lie sees fit. Moreover, lie can use it for gambling, waste it in dissipa-
thin, or dispose of it in any other way lie chooses, and it is no fraud against
the wife, and the wife has no right to complain, because, ii common-law States,
the husband is the exclusive owner of all of the property and the wife 11as no
Interest in It (appendix 10).

(b) Unlike the common law, alid because of the community-partnership law,
if tinl husband in Louisiana, even ill the absence of fraud o Ills part, is wasteful,
reckless, Incapable or incompetent, or if lie Is a careless administrator and ts
misainilaging the coil)lunity-partnership )property, or if his affairs are in such
disorder as to Jeopardize the wife's property rights, or, a fortiori, If lie is
fraudulently disposing of community property, the wife call Immediately demand
and obtaiii a separation of property, which carries with it the dissolution and
liquidation of the community partnership. The wife, under such circumstances,
receives Immediate possession and control of her half of the community prop-
erty existing at the (late of tle separation of property, and takes over the
iniediate control and administration of her half of the collmunlity property and

removes the husband thereafter as managing partner of the community prop-
erty. Each spouse thereafter manages his or her property, and all property
thereafter acquired belongs, as separate property, to tile spouse acquiring It.
While the wife sties for separation of property, she may, a1s a matter of protee-
tion, Immediately obtain all Injunction restraining the Iusband from further
activity as manager of the community property (appendix 11). Tilis right of
tile wife iIt Louisiana is similar to the right of a partner In an ordinary com-
miercial partnership to provoke a liquidttlon or dissolution of the partnership in
ase of mismanagement or fraud. Furthermore, this right of the wife iII

Louisiana has nothing to do with and Is distinct from her right to a divorce, and
can be asserted by her while she and her husband are living together as man and
wife. This right of the wife to force a dissolution and liquidation of the com-
munity, in ease tile husband is incompetent or guilty of mismanagement, or
fraud, or If Is affairs are In disorder, is a serious limitation and check oil tile
husband's authority as manager of the marital partnership, and is a substan-
til safeguard established for the benefit and protection of her property right.
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This very practical remedy given by thie 1bouisiaia law to the wife is consistent
only with the theory that the husband is only an administrator or managing
partner, and that the wife has a real and substantial ownership In half of the
community property administered by the husband, which the Louisiana courts
will protect. In common-law States the wife, of course, has no such right, be-
cause there is no community partnership between husbands and wives created
and established by State law. The husband, in common-law Stateg, Is the owner
of all property acquired by him during marriage, and it is inunaterial whether
lie is Incompetent or Incapable, and he can spend It in dissipation or debauchery,
gamble with it, or mismanage it, as he chooses, and the wife, because she has
no ownership or interest In her husband's property, has no legal right to
complain (appendix 11).

(c) That the husband is only the managing partner of tile community partner-
ship and cannot enjoy or use the property for himself is further demonstrated
by hIls inability to use community partnership income or property without
aercountability to is wife. Thus, if lie uses any part of the community part-
nership income for the benefit of Ills separate estate, he becomes a debtor
to the community partnership to the extent to which his separate estate has
been enhanced iII value. If lie pays his separate debts out of the community
funds, ills separate funds must reimburse tihe community for the amount so
paid. Ii common-law States, where there is no community partnership be-
tween husbands and wives all property and income acquired by the husband
during marriage belongs exclusively to him, and all property and income
acquired by the wife during marriage belongs to her, and the husband call
use and spend his property and income to pay his personal and separate deits,
or im any other way lie pleases, and his wife has no legal right to com-
plain because she has no interest or ownership In the property and income
acquired by her husband during marriage (Appendix 12).

(d) The wife, in the event that she does go Into business for herself, is
still a partner in the community estate and if she acts unwisely and cOll-
tra'ts debts, these debts operate against the entire community estate and
again t the husband Individually, since lie is the head and master of the
community. This situation is true even though the husband has nothing
whatever to (1o with the business which the wife has undertaken and even
though lie objects to the debts being contracted. (See appendix 13.)

(e) The husband in Louisiana can, by his will, dispose only of his half of
the community property, and is powerless to affect time wife's half. The con-
verse of the husband's lack of testamentary power over the wife's half of the
communityy Income is illustrated by the completeness of the wife's power of
disposition of her half. The wife can will her half of the community property
to anyone she chooses, even to a lover, and when she dies, the husband must,
by agreement or Judicial partition, sell the community property, and liquidate
any and all business ventures in order to deliver the value of half of the
marital partnership property to time legatee or legatees of the wife. It Is only
because one-half of the community partnership property belongs to the wife
that the law gives her the right of testamentary disposition of half of the
community lmrtnershlip property amid Income. At common law, because the hius-

iand owns all property and income acquired by him after marriage, lie has
lte free and unrestricted power of testamentary disposition of the whole of
this property, and his wife cannot dispose of any of lils property by will.
Likewise, since the wife Is the exclusive owner of all property acquired by
her during marriage, she can dispose of all of it by will, and the husband can-
not dispose of any part thereof. This is because there is no community part-
nership iII common-law States and the wife has not a half interest in any
part of time husband's property acquired during marriage, and the husband
has not a half interest In any part of the wife's property acquired during
marriage (appendix 14).

(f) If tIme wife In Louisiana dies without having made a will, her half of
the comnnnity partnership property and Income descends to her heirs, and her
husband is powerless to prevent it. It has been held In Louisiana, that even the
illegitimate children of the wife, born before her marriage and not the children
of her husband, were entitled, on her death, to Inherit her share of the conimu-
nity estate, to the exclusion of the surviving husband (appendix 15). If the
wife in Louisiana dies, her heirs or legatees pay both State and Federal In-
heritance taxes on her half of the community partnership property and Income,
and if time husband happens to be the legatee or heir of his wife, he is required
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to pay both it Sti itind Fedeial InherItance tlax. Thus, under tile law of Liouisl-
ana, If a mn11l1 has the nilsfiirtune to lose Ills wife, lie must pay to tile United
States and tiu Htate of rL'nlslann it heavy Inheritance tax for the privilege of
Inheriting from her one-half of the property which in it common-law State would
he considered entirely lls. Ili this connection, It should be noted that the
Treasury Departnen recognizes the community partnership and the wife's half
ownership In tile connunity property and Income for the purpose e of levying an
Inheritance tax on Ih ,!sbanil or the heirs of the wife, or the theory that they
recipe the wife's prop, .y and Incone, and yet, if the present bill Is adopted,
the governmentt will Pompel tile husband to pay an Income tax on tle sale
property and income, evidently on the theory that It should be treated as his
property. We submit that this Is In effect "blowing hot and cold" at the same
thne appendixx 14).

The rules wit have stated are unknown to the common aw. At common law,
all of the property acquired by the husband during marriage belongs to hint
alone, and, nCeordlnmly, upon his death, descends to his heirs, and his heirs must
pay both State and Iederal Inheritnee taxes; and, conversely, all the property
acquired by the wife during marriage belongs to her alone, and, upon her death,
descends to her heirs, and her heirs must pay both State and Federal Inheritance
taxes.

() Tile commnnlity p rtnership in Loulsiana is dissolved and the husband Is
automatically removed as managing partner in case a divorce is obtained by
either husband or wife, and as a result tile community partnei.Ihip property is
Innediately liquidated lnd the community property and accrued income divided
equally between the husband aind wife. This is true Irrespective of the merits
of the marital disagreement, and even though the wife alone Is guilty and wholly
to blame for tile situation bringing about the divorce and the resulting dissolu-
tion and liquilation of the community partnership (appendix 17). The right of
the wife in this connection is Independent of any question of alimony, which is
governed and regulated by separate statutes. Tile wife's right, in the event of
divorce, to remove the husband as manager of the community partnership and
immediately receive one-half of the community partnership property and Income
results from tile fact that ill Louisiana she is the owner of one-half of the com-
munity partnership property and income. As a consequence, therefore, if a wife
in Loulslana Is guilty of adultery and runs away with her lover, she can leave
instructions with her attorney, In connection with the divorce proceedings, to re-
quire an Immliate dlissolution and liquidation of the community partnership, and
she can force the husband to account for and deliver to her immediately one-
half of the comnlunilty partnership property and income, which she can then
spend, if she pleases, in luxury with her lover. In a common-law State, a wife
leaving her husband under such guilty circumstances could be divorced by her
husband, and wold not even be entitled to alinony, much less to an equal
division of property. The simple reason for this result, as we have said before,
is because Ill connloll-lawv States the husband is the exclusive owner of all the
proM'rty acquired by him during marriage, and the wife has not the slightest
Interest or ownership In ills property.

RUMMARY

Ill tim light of time nilny Illustrations of tle practical and substantial nature
of tile wife's ownership and tIme restrictions oii tie uisbalnd as agent or man-
aging partner of tie community partnership 'we have briefly outlined, we
submit that the proposed bill is grossly unjust all( discriminatory. The
pending community property bill, 1i substance, proposes to tax tle husband
on Income which belongs to his wife, by treating tle Income as if it were his,
when, iti it matter of fact, lie cannot give it away if lip chooses; when lie
cannot imposese of It Il fraud of his wife's property rights, If lie pleases; when,
if lie is reckless, careless, or a bad manager, he loses tile administration of
it; wlmn, If lie Is of a speculative disposition, or the disorder of his affairs is
such as to Jeopardlze his wife's property rights, lie loses the administration
of it; when lie loses the administration of it Ili case of a divorce and even
without any fault on ils part, if his wife is unfaithful to her marital obliga-
tions; when lie cannot spend It to improve his separate property, if lie wants
to; when lie cannot use It to pay his separate debts, if he pleases; when
lie has no right or power to have It descend to his heirs; when, if his wife
dies, he loses the administration of It and must deliver it to his wife's heirs;
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and when, if it is willed to hil by his wife, lie takes it not as owner, but by
Inheritance, and is comlelle(d to pay botl a State Inheritance tax and t Federal
estate tax for the privilege of receiving It.

None of these restrictions till(] limitations on the power of the husband
with regard to property and Income acquired during marriage exists In coin-
won law States, where the husband is the owner of all of the propert, and
Income acquired during marriage; and, conversely, tie restrictions and linita-
tlions we have outlined exist In Louisiana, because the wife is the owner of
one-half of the property and Income acquired during marriage by tile marital
partnership composed of both husband and wife.

We have emphasized the fundamental and practical features of the Louisiana
connnunity-partnersli) law, in order to show clearly that the community part-
nership between husband and wife in Louisiana aid other conmunity-property
States is not a fiction, but Is, in substance, a partnership imposed by law, whilcl
creates burdens and limitations as well as privileges In relation to tile property
rights of husbands and wives. These burdens and limitations on pr)porty
rights are unknown In the common-law States, and, we submit, If It were
true tlat any benefits flowed from the community-partnershll law, they are
more than counterbalanced by tie multitude of burdens and restrictions
placed upon the property rights of husbands and wives in Louisiana, which
do not exist in any common-law State. The proposed bill Is unjust and dis-
criminatory in Its practical effect, and violates sound principles of uniformity
in Federal taxation.

PRACTICAL INSrANCES OF DISCRIMINATION AND UNFAIRNESS, WHICH WILL ME8ULT
FROM TIE PASSAGE OF TIlE PROPOSED BILL

The Supreme Court of Louisiana has held that under the Louisiana com-
nmiulty-partnershilp law, the earnings of the wife from a business, trade, occu-
pation, or industry carried on separate from her husband, as well as the
earnings of the husband, become community-partnershlp property under tie
management and control of the husband, and each spouse has all undivided
and equal half ownership in the combined earnings (appendix 18). Since a
wife's earnings, a1s pointed out above, are coninunity-partnership property
under the Louisiana law, If tie proposed Treadway bill is adopted by Congress
a husband In Loulslania would be compelled to pay a Federal Income tax not
only on Ills own earnings and Income, but also on tie combined earnings of
his wife, which', under the Louisiana law, constitute cominunity-partnership
property and which neither In law nor fact belong as a whole to tie husband.
The effect of the adoption of tie proposed Treadway bill would be to tax one
person (tie husband) oii tie property partly owned and entirely earned by
ianiother (the wife) which would not only be unjust and grossly discriminatory
but unconstitutional.

Moreover an attempt to force the husband and wife In Louisiana, who, under
our local law, are iII Rubstance partners, to report ill of tie coniquility-partner.

hlp Income in tile name of the husband alone, when, as a matter of law and
fact the husband owns only one-half of the community Income, and Is merely
the managing partner of his wife's other half, will not produce uniformity, but,
on the contrary, will unfairly discriminate against Louisiana and other com-
munity-property States, and will Ignore the fupidamental law of our State by
treating what inI Louisiana Is inI substance a partnership created by law, differ-
ently from voluntary partnerships in every common-law State.

Furthermore, iii addition to the discrimination resulting from voluntary part-
nerships, It is important to note that as a matter of fact there tire a number
of common-law States that permit husbands and wives to forin partnerships
voluntarilly and, In these States, husbands and wives may make voluntary part-
nership agreements which may accomplish the same result, by contract, that
tle law accomplishes in Louisiana. Where such a partnership agreement has
been entered into between husband and wife in these comnmo-law States, the
Commissioner of Internal Revenue ha:; recognized that each ,spouse may return
his or her distributive share of the partnership Income, and is liable only
for the tax upon such share. Numerous cases, both in the Federal court and
before the Board of Tax Appeals, recognize that under the common-law system
separate returns by husband and wife, effecting a division of income, may easily
be arranged by any one of a number of legal transactions which have been sanc-
tioned by the law. For example, an informal joint venture or partnership for



1588 REVENUE ACT OF 1041

the purpose of trading on the stock exchange has been recognized as legally au.
thorlzing husband and wife to return one-half of the profits each (appendix
19). Likewise an oral agreement that a partnership should exist in a lumber
business between husband and wife, although the wife takes no active part
in the business, will authorize separate returns and, In the same case, a donation
of a farm by the husband, which the husband subsequently rented from the
wife, was autlorized and the wife was permitted to return the profits from
the farm (appendix 20). A simple declaration by the husband that he Is pur-
chasing certain property and that the ownership is to be divided equally between
hin and his wife authorizes the wife to return one-half of the profit resulting
from a subsequent sale on her separate Income tax (appendix 21). There are
numerous other cases illustrating the same principle and rulings (appendix 22).
As shown by the rulings set out In the Income Tax Service of the Commerce
Clearing House, section 1109, the Government has recognized and permitted
separate returns as a result of a partnership entered into between husband and
wife In 22 common-law States and In the District of Columbia.

It is to be noted that none of the transactions above referred to, which have
been held legal in common-law States, is prmissible under the Louisiana law.
The husband and wife In Louisiana cannot make contracts with each other or
enter Into partnership agreements (appendix 23). It is thus apparent that while
the common-law States, by a variety of legal transactions between husband
and wife which have already been approved by the Govermnent, permit the making
of separate returns by husbands and wives and the shifting of property in
various ways to authorize a rearrangement of income between husband and
wife, none of these accepted legal methods in common-law States is possible
under Louisiana law.

Moreover, the voluntary partnership arrangements between husbainds and wives
In the common-law States, permitting and authorizing husbands and wives to
make separate income-tax returns referred to above, will not be affected or
changed by the proposed Treadway bill because the Treadway bill only applies
to so-called community-properry States and is, therefore, intended to and actually
does affect only eight community States. The adoption of the proposed Treadway
bill, therefore, would result in permitting husbands and wives who are volun-
tary partners in other States to divide licomne, and would, in eight States of the
Union, where a partnership between husband and wife is created by law and
called a community partnership, prevent the division of Income between the
partners, and the making of separate returns by the partners.

On the other hand, If the husband in community-property States is analogized
to a trustee at common law insofar as he manages one-half of the community-
partnership property and income for. his wife, surely it cannot be contended
that one inI the position of a trustee for another person can or should be forced
to add the income derived from property administered for the benefit of
the beneficiary to his individual property and income for Federal income-tax
purposes. Yet, this Is in substance what the pending community-property bill pro-
poses to do, by forcing a Louisiana community husband to add the community
partnership income to his personal Income for taxation purposes.

It is respectfully submitted that if the inhabitants of common-law States should
be of the opinion that it Is to their interest to place the burdens and limitations
on the husband's earnings and accumulations during marriage and confer upon
the wife a substantial property right In the earnings and accumulations of the
husband during marriage, which the law of Louisiana confers upon her, there is
nothing to prevent them from changing their laws accordingly, and from accept-
Ing this advanced view of women's rights by adopting the colnunity-partnership
system. By establishing a community-partnership system which has prevailed In
eight States long before the income-tax amendment was adopted, common-law
States may obtain tiny advantages, if such there are, that flow from the law and
facts InI community-partnership States. It is evident that the community-
partnership system Is so substantial in its nature with reference to property rights
that common-law States, up to this time, have considered It objectionable In this
regard and not desirable to adopt on any theory of Federal income-tax benefit.

With reference to the argument as to the necessity for bringing about harmony
in the Federal taxation law, this Is impossible on account of the fact that the
Federal tax must be based on the person's Income, and what is property and
income of an Individual, corporation, or partnership is necessarily at matter
depending on the constitutions and laws of the various States of the Union. We
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have already pointed out that in many common-law States husbands and wives
amiy make voluntary partnership agreements and obtain the same benefits which
result from a community-property partnership established by law. More than
this, In all common-law States a husband may make a gift of half of his property
to his wife, and thereafter the Income from the property thus donated may be
returned as the separate property of the wife (appendix 24). This Is done as a
matter of practice and has never been questioned. The laws of Louisiana and
other community States make the wife time owner of one-half of tile income and
property acquired during marriage and yet the Federal Government, by the pro-
posed amendment, is attempting to Ignore this fundamental law of the State for
taxation purposes. The result will be, In case the proposed bill Is adopted, that
simply because the property becomes Joint property as a result of the positive'law
of Louisiana and other community-property States, a different rule will be applied
iln community States than is applied in other States where the same situation Is
brought about voluntarily.

In Louisiana a gift by a husband to his wife during marriage Is as a matter of
law revocable during the marriage, and in view of the provisions of the Revenue
Act taxing Income from revocable trusts to the grantor, the Treasury Department
many contend that the Income from property donated by a husband to his wife
should remain taxable to the husband. In common-law States no such contention
can be made and the income from donated property Is clearly taxable to the wife
only. Thus the Louisiana law may prevent the husband from making an effective
division with his wife by donation to her. This Is not Important so long as the
present Treasury regulations stand, recognizing the right of the husband and wife
in Louisiana 'iach to return his or her half of the community-partnership Income,
but It affords another reason why, so long as spouses in noncommunity States can
make an effective division of property by donation from one spouse to another
with a resulting division of Income for Income-tax purposes which spouses In
Louisiana ifmay not be able to accomplish, Congress should not undertake by pas-
sage of the pending bill to Ignore the division which the fundamental law of
Louisiana automatically accomplishes between the spouses (appendix 25).

It is Important to note, Lu connection with an explanation and statement of
the practical effect of the wife's half-interest In community-partnership prop-
erty in Louisiana and other community-property States, that a common-law
State will recognize the ownership and legal title of the wife in one-half of
the community-partnership property acquired while the spouses are domiciled In
Louisiana, when the spouses leave Louisiana and community-partnership prop-
erty Is removed by the spouses fi at Louisiana to other States. It is a generally
recognized proposition of conflict of laws that the title and status of property is
to be determined by the law of the jurisdiction under which the property was
acquired, and iln case of the removal of the property to another State, the State
to which the property is removed will assume and recognize the law of the
Jurisdiction from which the property was removed, In order to determine the
ownership of the property. Thus, if a husband and wife domiciled in Louisiana
accumulate $1,000,000, this is community property, and under the amendment
disregarding the Louisiana law for Federal tax purposes, the husband is com-
pelled to report as his Income the wife's one-half of the Income of this property.
If the husband and wife, however, sell their Louisiana property and move to
New York om- some other common-law State and Invest the proceeds of the
property in the latter State, the common-law States, under the law and decisions
of the courts, recognize the vested interest of the wife created by the law of
Louisiana, where the property was acquired, and the $1,000,000 Invested in New
York Is, therefore, recognized by the courts of New York as belonging one-half
to the husband and one-half to the wife. This Is true, even though the property
technically may stand In the name of the husband in the common-law State,
for under such circumstances the husband Is considered trustee for $500,000 of
the property for the benefit of the wife. In New York, therefore, or In any com-
mon-law State, when the property taken front the community State Is reinvested,
one-half Immediately becomes the property of the husband and the other half
the separate property of the wife, and the husband and wife mar make separate
returns for Federal income-tax purposes (appendix 20).

It is clear, in the light of these facts, that If the proposed bill Is passed, the
result of the situation will be that a husband and wife who sell their community
property In Louisiana and reinvest It In common-law States where the same
property will be considered separate property, will be able to make separate
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retunm in the common-law States, whereas If they had remained In Louisiana
they could not make separate returns. The proposed bill, in attempting to
emasculate the law of Louisiana and other community-property States, and apply-
Ing, as it does, only to community-property States, would result iln discriminai-
tion against community-property States, and would not be legally applicable
when the husband and wife removed their property to another State.

We have the amusing and Illogical situation of Congress attempting to fix prop-
erty rights in eight States for taxation purposes in the very teeth of the law of
the eight States involved, when, if the same property is removed to the other
States of the Union, these latter States recognize the law of Louisiana and the
property rights of the spouses, and Congress following tile law of the common-
law States, taxes the former community husband and wife on the very basis
that they should have been taxed on If the pending community-property bill had
not been adopted. Iln short, Congress would recognize for Income-tax purposes
the law of common-law States which recognize the law of Louisiana, but when
dealing directly with Louisiana citizens the Louisiana property law would be
disregarded.

Another gross liserimination against auth Injustice to citizens of conmunity-
property States that would result from the passage of the pending bill Is Illus.
treated by the fact that earning,: and profits of both the wife and husband become
comnmn ity la rtnershi)ll Income and property lIa community-property States. In
Louisiana, for example, the salary or wages of the wife, If she is employed, and
the earnings of the wife If she Is engaged Il a business, occupation, or Industry
separate from her husband, become connmunity-partnership income and property
If she i living with her husband at tile time they are acquired. Moreover, money
and profits made by a wife in speculation wth money or property belonging to
her separate estate become the Income of and belong to the community partner-
ship (appendix, 27). On the contrary, in a common-law State, the wife's earn-
ings and profits during marriage would he her separate Income and property.
Tile husband in ('oulnmonh-lw States has no Interest or ownereship whatever in
her earnings or profits and slit, (-til make them the subject of a separate return
upon wlich she pays a tax based only upon their amount, and the common-law
husband In his tax return (an omit all such earnings and profits of his wife.
If the present ill Is adopted, the liusbtnd Ili Louisiana and other community-
property States woulh have to ity oil all the wife's earnings and profits as well
as on all his own, and in addition upon dividends, rents, and interest uixsn his
wife's separate property under his administration. The accumulation of all of this
Income in a single return as required by the lr-esent bill would, of course, greatly
increase the tax rates and tile resulting tax in community-property States would
be much greater than lit a common-law State where the wife could make a
separate return of het- own earnings. Ili short, islands and wives in coin-
mnlity-Iroperly States would be required to pay much larger taxes than lius-
bands titd wives in comiion-law States toil the smie character of come. This is
only another Illustration of tlitn equity atin i fairness resulting from any
attempt on the part of the G overnment to disregard the local State laws with
reference to the ownership of Income ad property. Unless the Governnent is
prepared to go to the full extent of requirinug husbands and wives in every State,
colinlion law as well Its eouiinuunity, to conmlbit all tlielr hconte iln wie return,
there can be no Justification for requiring such a result lit comminulty States alone.

We might give numerous illustratiotis, showing that by contract the ownership
of property may be and Is frequently changed in the various colnmton-law States,
resulting ili a different application of the Federal income-tax law. This condition
of affairs is inherent and fundamental under our State and Federal Constitu-
tions, and ownership and property rights, as fixed by the various State laws
must, ili the nature of things, be followed hy the Federal Government in applying
Its laws. It Is submitted that the principles we have outlined tire elementary
uider our1 constitutional system. In Louislana, the cominlunity-partnership law
Is imposed hy statute, and does not result from contract, antd, of course, was not
;adopted to bring about any Income-tax benefits, because tile community-partner-
ship law was iln existence many years before tile adoption of the first Income-tax
law. In fact, the comnunity-partnership law has been a part of the civil law of
Louisiana ever since colonial days. Louisiana inherited the community-partner-
ship law from France, which in turn borrowed It from Spain, where it had
prevailed since the seventh century, (appendix, 2, 3, 5, 6, and 7).
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UNIFORMITY AMONG ALL STATES COULD FAIRLY BE OBTAINED BY FEDERAL LEGISLATION

ONLY BY REQUIRING INCOME OF HUSBAND AND WIFE IN EVERY STATE TO ITE CoM-

HIND IN FEDERAL INCOME TAX RETURNS

It Is apparent, since the law of each State must determine questio1q of owner-
ship, that it is not possible to obtahi identical practical resbits from tle opera-
tion of the Federal revenue laws iln each of the 48 States of the Union, unless
Congress wishes to do violence to the dual character of oldr Government and
the historic and settled principle that the Federal Government will revoglize
property and the ownership of property as defined and created by local State laws
in the various States. It has been suggested that uniformity Is desirable. It
is obvious that uniformity cannot be obtained by having Congress, in the form
of a discriminatory legislative act, disregard the fundamental laws of 8 States
of the Union, and, at the same time, recognize tile local law of all of the other
States of tile Union as a guide and basis for tile application of the Federal
Income-tax law. If the Government desires to tax the separate income of both
husband and wife as au whole and as a unit it one return, It is not fair to attempt
to bring about this result by legislative flat in only 8 States of the Union. If
Identical uniformity Is desired, Congress should tax husbands and wives as a
unit in all tile States of the Union, and compel a single return in which must
be Included the Income of both husband and wife In all States. Insofar as
husbands and wives are concerned, such a law would be perfectly uniform in
its application in every State of the Union. In fact, we understand that this Is
the methods of solving the proble,a suggested and recommended by Secretary
Morgenthau of the Treasury Department. (See statement of Secretary Mor-
genthau, issued December 15, 1933; appendix 28.) In referring to this method
of solving the problem of uniformity, we do not intend to suggest that husbands
and wives of conmmon-law States would approve such a law even If It could
he sustained under the Constitution. In fact, It might be contended with consid-
erable force that by tile adoption of such a bill husbands and wives would be
discriminated against i favor of single persons.
The foregoing brief summary of the community partnership law and its prac-

tical operation make clear how futile ai(1 Inpossible it is for Congress to ignore
property rights in an attempt to produce uniformity, and that instead of securing
uniformity, the proposed bill, even If it could be adopted under the Consti'ution,
will produce endless confusion and inequities. Moreover, we feel that we have
(lelmonstrated that the proposed bill (11. R. 8390) is discriminatory and if passed
will result in gross unfairness to tile taxpayers of eight States of tile Union.

lespectfully submitted.
C(I.RLS E. DvvnAR, JR.,
SPENCER, GIDIERE, PiELPS & DUNBAR,

.Attorneys for Louisiana Communityi Property Taxpaycr Committc.

APPENDIX

The following decisions, statutes, and authorities are submitted Ill support of
the statements of law contained in the foregoing brief:

(1) Vol. 01, Congressional Record, No. 140. for November 3. 1921: pp. 8037, 8038; Report
of hearings before Committee on Ways and Means, IImse Reports, Revenue Division, 1024.
pp. 191, 348. 375 to 482. inclusive.

(2) Poe v. fSeaborn (Wash.), 75 L'iw Ed. 239-247. g82 U. S. 101-118; Fred 0. Goodeli v.
I. B. Koch (Ariz.), 75 Law Ed. 247, 282 U'. S. I1-122; Jacob 0. Bender v. lin. Pfaff (La.),
75 Law Ed. 252. 282 U. S. 127-132; Geo. C. Hlopkins v. G. W. Bacon (Texas), 75 Law Ed. 249,
282 U. .. 122-127; United States -. Malcolm (Cal.), 75 Lav Ed. 714, 282 U. S. 792; see also
Warburton v. White, 170 U. S. 484; ArnCtt v. Reader, 220 U. S. 311.

(3) Opinions of Acting Attorney General Mitchel in 1927. and Opinions of Attorncy Gen-
eral Daugherty in 1924 ; Attorney General Stone in 1924, and Attorney General Sargeant in
1920 ae 32 bp. Att. (ln. 298 435; 34 Ibld 370. 39.5; 35 Ibid. 89, ft"5. General Counsel
Memorandum, 351: 32 Op. Att. Gen. 435. T. D. 2090. 2137, Of. Dec. No. 420. reported at
2 C. Ii. 198. T. D. 3071. reported at 3 C. B. 221 ; and T. 1). 3138. See also appendix (1),
supra.

(4) See Appendix (1). (2). and] (3). supra.
(5) Louislana Ilevised Civil Code, Arts. 2404, 2399. 2402, 2334. Childers v. Johnson,

6 La. Ann. 634, at p. 041
(01 Louisiana Revised Civil Code. Arts 2334. 2399, 2402, 2404, 2380. 2385, and 2100.
(7) See State decisions cited and quoted in Supreme Court decisions referred to in appendix

(2),.supra, and decisions quoted in opinion of Attorney General Palmer, of Fbruary 20, 1921
32 Op. Att. (en. 435), which was published anti promulgated by the Treasury Department on

Mareh'3, 1021, ili connection with T. D. 3138. See also authorities and statutes quoted in
brief for respondent in the Supreme Court of the United States. In the case of Jacob 0. Bender
V. William Pfaff, Docket No. 80, October Term, 1930, filed in behalf of respondent and
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Lrouislana taxpayers by Charles E. Dunbar, Jr., and Monte M. Lemann, attorneys, of New
Orleans Louisiana.

(8) Louisiana Revised Civil Code, Art. 2404; Melady v. Suoo. of Bonnegent, 142 La. 534;
Bister v. Menge, 21 Ia. Ann. 210 Radot*h v. Jenkins, 123 La. 855; Bnowdcn v. Cruse,
152 La. 144 ; Ratsey v. Beck 151 La. 190; Suco. of Moore, 42 La. Ani. 831, at p. 341. ,te
authorities contained in brief of respondent in Supreme Court of the United States In t,e
matter of Jacob 0. Bender v. William Pfaff. Docket No. 80, pp. 23-20, Inclusive.

(0) Louisiana Revised Civil Code, Art. 2404: Smallwood V. Pratt, 3 L9 132: D.on v.
Dizon's Executors, 4 La 188' Phillips v. Phillips, 160 La. 813. See authorities ontalnetl
in brief filed in Supreme Court of the United States in behalf of respondent in the matter of
Jacob 0. Bender v. William Plaff, Docket No. 80, October Term, 1930, pp. 26-28, Inclusive.

(10) See authorities referred to in Appendix (9), supra.
(11A Louisiana Revised Civil Code. Arts. 140 to 101, Inclusive, and Arts. 2425 to 2437.

inclusive, and Art. 155. Davock v. Darcy, 0 Rob. 342: Jones v. Morgan, 0 La. Ann. 030;
Voltfe d Clark v. Loirry, 10 La. Ann. 272; Mock v. Kennedy, 11 A.n. , 25 i1ebb v

Bell, 24 La. Ann. 75; Vi ckers v. Block 31 La Ann. 672: Chafe v. it tis, 37 La. Ann, 324:
Brown v. Stayth, 40 La. Ann. 325; W1almsley v. Thcus, 170 La. 417, Goateur v. Gasteur, 131
La. 1 ; C. F. opinion of District Court In this case, R. 21. Carte v. Trotot 105 U. S. 751 ;
Jones v. Jones, 11) La. 077; Larose v. Maquin, 150 La. 853, at 358; La. ode of practicee ,
Art. 298; Hill v. 11111, 115 La. 489 ; White v. While, 159 La. 1065 ; see authorities referred to,
pp. 28 to 30, inclusive, in brief for respondent, flied in tho Su reme C irt of the United States
in he case of Jacob 0. Bender v. William Pfaiff Docket No. 8, October Term, 1930.

15) Louisiana Revised Civil Code, Arts. 2403, 2408: T lent V. ilan, 3 La. Ann. 011;
Dillon v. Trell, 129 La, 1005; Suo. of Casey, 130 La. 743; , _8 of b 11, 150 La. Ann.
910. (Compare Childers v. Johnson, 0 IA. Ann. 034). See authoi.ties referred to, pp. 35
to 38, Inclusive, In brief for respondent filed In t h Supreme Court of the United States II
the case of Jacob 0. Bender v. illiam Pfaff, Docket No. 80, October Term, 1930.

(13) See Lob'sa ons v. Karnofky, 177 La. 220. 148 So. 34.
() See Louisiana Revised Civil Code, Arts. 915 and 010; Theal v. Theall 7 La. 220;

Ramsy v. Beck, 151 La. 100; Suco. of Ha yea, 33 La. Ann. 1143 Suc. of Moore, 0 Lan.

(15) Louisiana Revised Civil Code, Art. 015: Bosier v. hIer5ig, 112 La. 530; Brooks Y.
House, 108 La. 542. See authorities referred to In appendix (14). supra.

(16) Burton v . Brugier, 30 La. Ann 478' erbre v. Loro, 42 La. Ann 178 . ucc. of
Marshal, 118 La. 212; LCorell's Ritate, '137 lts. 702; Liebman v: Fontenot, 275 )Fed. 088;
Suc. of May, 120 La. 092; see apendingAt. (14) and (15), aupra. See authorities referred
torpp. 38 to 43, inclusive. In brief or despondent, filed in the Supreme Court of the United

t Sttes In bte case of Jacob 0, Bender v. Williaa Ptaaif ,Docket No. 80, October Term, 1930.
(17) Louisiana Revisd Civil Code, Arts. 123, 13, 138, 149 150 155. 159, and 2400.

Louisiana Code of (ractie r, Art. 298. Dillo, v. Dillon, 35 La. Ann. 62 ; Sto. of Lebesque,
137 La. 507; Crochet v. D as, 120 La. 285; Williams V. Gopa 43 La. Ann. 808; McClelland v.
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