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

en

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

and Ernst. .

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

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

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

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

Senator Ernsr. What are you going to read first?

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

I will ask Mr. Parker to be sworn,

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

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

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

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

TESTIMONY OF MR. L H. PARKER, ENGINEER

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

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

Mr. PArRkER. Yes, sir.

Mr. Manson. You are an cngineer?

Mr. Parxer. Yes, sir.

Mr. Manson. What school did you graduate from?

Mr. Paunker. Massachusetts Institute of Technology.

Mr. MansoN. How long have you practiced engineering?

Mr. Parker. Nineteen years. '

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

Mr. Parkei. No, sir.

‘Senator Erxsr. Where are you now?

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

Mr. Parkrr. That is correct.

Mr. MansoN. As its chief engineer?

-Mr. Parker. Yes, sir, ' ‘ '

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

Mr. Parker. Yes, sir. .

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

Mr. Parker. Yes, sir.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Mr, HartsoN. Yes. Coo ¢

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

ition 4

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

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

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

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

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

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

Mr. Parken. No, sir.

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

Mr. Pavkenr. Yes, sir.

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

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

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

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

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

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

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

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

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

The Camsan. It is for depreciation?

Mr. Parker. Some schedules cover depreciation.

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

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

Mr. HartsoN. Yes; that is correct.

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

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

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

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

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

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

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

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

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

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

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

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

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

or 80.5 per cent. :

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

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

Mr. MansoN. Go ahead. :

Mr. Parker (reading:)

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

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

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

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

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

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

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

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

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

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

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

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

to amortizable cost, is it not

»

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

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

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

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

It now goes to the determinution of value in use:

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

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

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

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

.

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

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

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

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

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

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

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

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

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

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

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

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

Mr, Parker (reading): .

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

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

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

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

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

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

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

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

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

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

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

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

Mr. Maxson. No.

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

Mr. Manson. If you will; yes. :

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

ore

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

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

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

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

Mr. Parker, There was a further supplemental report made by
the engineer on November 18,



e ) ‘;3 . C i T P T R DRI S ST B AV
58 INVESTIGATION OF BUREAU OF INTERNAL REVENUE _

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

cent. ‘

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

Mr. Parger. Yes, sir. S

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

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

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

Mr. Parker. On this supplemental report$

Mr, MansoN. Yes.:

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

by t ’ '

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

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

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

" Senator JonEs of New Mexico. Yes. - '

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

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

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

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

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

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

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

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

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

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

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

Mr. Parker. That is correct. :

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

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

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

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

Senator JoNEs of New Mexico, Oh, yes, -

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

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

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

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

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

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

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

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

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

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

Mr. Pargez. Page 9.

Mr. Manson. Will you just read that?

Mr. Parker (reading) : :

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

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

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

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

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

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

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

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

Mr. MansoN. No. - : o '

Senator Ernst. That was 183, was it ?:

Mr. MansoN. Yes; this is 185,

Senator Ernst. Al right,

Mr. MansoN (reading):

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

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

Mr. Pagxer. Yes, sir, S .

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

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

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

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

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

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

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

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

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

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

years in the amount of $249,005.40, und the bulance of $252,103.62 was refunded
by check mailed June 3, 1924 B
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...The guunum May I agk yon what the date of that is ¢hat you
are rea mg from?

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

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

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

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

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

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

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

Senator Jonrs of New Mexxco And who dtsposed of it.

. M. Mangbni " Yes.

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

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

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

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

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

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

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

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

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

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

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

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

! ot

tions to which you refer?

was made. o SR ) e,

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

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

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

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

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

'
My

s

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

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

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

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

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

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

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

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

Mr. Parger. October 21, 1922,

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

M Parker. November 18, 1922, ,

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

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

r. Parker, That is correet.

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

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

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

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

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

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

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

Senator Jones. No; I mean this engmeer < o

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

Mr. Pakker., He filed two.

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

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

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

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

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

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

~ Mr. Parker. That is correct.

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

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

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

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

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

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

Mr. Parken (readmg) o k. oo '

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

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

Mr. Parker. Yes, sir.

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

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

¢ *

¢ .

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

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

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

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

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

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

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

er.gPAumn. Yes, sir. '

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Mr. Parxer. No; it was in 1922,

Mr. HarrsoN, Then I have been misinformed.

Mr. Parker, Not according to my record.

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

Mr. Hartson. Yes, sir. .

(Whereupon, at 4.15 o'clock p. m., the committee adjourned vntil
to-morrow, Tuesday, December 2, 1924, at 10 o’clock a. m.)
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Present also: Earl J Davxs and L C. Manson, Esq v of codnsé! for'
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W. S. Tandrow, valuatlon engineer. = < ' .

Mr. DAVIS. Mr Pa;'ker, wi you: ‘Tesume the eta,nd, please

s' Ny
TESTIHORY 01’ n l) H’ IlfABEERr-Banmed :

Mr‘MA soN. T am through as far 'as Mr. Parker is concerned ;
" Mr. Hakrson. Mr. Parker, I believe you testified ésterday after«
noon that had the company depreciated the plamﬁ and building whigh'
- was in exigtence before 1918 at the samé rate that it depreciated those,
ro rtles on its books for, 1918 and 1919 over' the 'time, that thé
% and plant had been 'in existende, they Would have’ ‘wiitten off
the to cost of ‘the plant and equipiment before 1918, Is that a fan“
statement of your testimony on, yesterday ¢
‘Mr, Panx‘mn Thiat is correct, excépt for'the quuixﬁc&twn t’flat the
building fdte; which Wis only 5 per cont, s was brought 'out by the’
questions of Mr Manson—that buildings'of that type would not b’
& good if the equipment in them was,worn out, ‘heing thrée sepa-
rate and’ distinet’ buildinigs, which th lled to consolidate into
one.. In other words, it, ns obvious tha t the 5 pet cent rate the dy ’
v#buid not have heen written off, Thdt‘ ‘whs s:mply ap%hed to bui]
on, the electrical éqni) meént—13 per cent, was applied.
‘Ham'sox So that the statément ‘that 1 madd ns correct cer-
tauuy in smr as the machivery is concel ned? N
r, Yes, sir., AT
v, HakisoN. The power umts? X Ly
Mr. Parker. Yes, sir. h ,'“,‘, o
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Mr. Harrson. Do you know whether or not the company did de-
preciate on its books the machinery and equipment at the same rate
that it used on those two war years or prior years? Let me state
it this way: Do you know whether the same rate was used consist-
ently by the company as a depreciation rate on their eqaipment that
they uged during the: way Jéhoe? ¢ o b an o)

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

My, Parker, That is correct. :

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

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

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

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

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

‘Mr. Parkzr. They extended the building also.

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

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

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

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

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

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

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

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

Mr. Herine. Yes, sir. : »

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

Mr. Hering. Since November, 1919, .

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

Mr. HeriNe. As an auditor. o

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

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

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

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

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

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

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

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

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

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

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

o on the same claim?$

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

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

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

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

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

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

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

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

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

Mr. Manson. What section?

Mr. Herine. The amortization section.

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

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

r. Manson., Was he a conferee% _

Mr. Hemng, Yes. -

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Mr. Hering. I presume I did myself. o

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

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

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

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

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

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

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

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

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

- Mr. Hering. Yes,

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

plant?

Mr. Hemine. Yes, sir.

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

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

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

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

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

‘o' Mr, HarrsoN. No; I think you understood it correotly I think
that statement was made here, :

Senator Erxar. You arve right.
Mr. Harrson. Mr. Hering, now a word about the orgumzutxon in

the amortization section. . I believe yon testxﬁed that you were
assistant chief of that sectlon? 2
- Mi. HeriNo. At one time; yes, sir.
" Mr. HarrsoN. And was the chief of that sect.lon an audltor or an
engineer ¢ : :
r. Herrve. He was an engineer. S
Mr. Harrson. You, however, were an audntoxc? IR

Mr. HeriNg, Yes,sir, - :
"Mr. Hartson, And the cases which were referred to t.he amortnza-

tion sectmn. such as the Berwind-White case, were:-handled in what
way, by the auditors and the engineers? : If I unﬂerstand you cox-
'rectly, r. Rhodes was an auditor. - -
Mr. Herine, Yes sir.
- Mr. HarrsoN. And Mr. Swaren was an engmeer?
Mr Hemine, Yes sir.
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‘Mr. Haxrcon. Now, theéy both: participated, evidently, in thse
oonferencés - Will you tell the committee thé functions of the
auditors and the engmeers workmg on these amortlzatlon cases in
‘your séction? - -

Mr. Hening. Well, the usual procedm-e, rof- course, was for the

ineer first to determme the amortization. Then, his report; was
‘m bmitted and approved. ' After field mvestxgatlon, the case would
be assigned to an auditor: to audit. Now, in sitting in conference
on these' cases the auditors, of course, would have in mind the
features that would affect the audit of the case, and the engineers
would be supposed to pass upon those features which were particu-

larly engineering questions. I sat in many. of them somewhat as a

legal adviser. We found, as 1 matter of fact. in handling these cases
from an engineering standpomt that many times lega! questions
would' be involved. on which the. engnmers would consult me for

‘advxce, T being a lawyer, as well as an auditor.

The Crarrman. At that point,: this thought occurs to me. Un-
less the taxpayer raises a question as to the engineer’s report on
au;ortlzgatmn, there is no rev;ew after his report ns made; is that
‘correct

" Mr. GrrrNinoE. I wnll answer that aﬂxrmatlvely

The Cramman. You. answer it aﬁirmatlvely, Mr. Gneomdge?

Mr. Greenmon, Yes siv, -

"Mr, Heane, If vou w oultl lnko me to make a. stat‘oment on that
T will' do so.

Mr. Harrson. Yes; I wish you would, because I do not know that
Ta Lgme ‘altogether with Mr. Greenidge’s answer to that.

. HrEriNa, T will say at that time, in that section, there was not
a farther review, but before the case leaves the Umt as ﬁnallv ap»
proved, there is a further review. . : :

The Cramman. Who makes that further revnew? :

Mr. HeriNe. At the present time, there is a Review be( tion in
each division, T think. I am not sure: there is one in the Con-
solidated and in the Cor pm,atlon Audit. and if a refund is involved,

. a8 thdre was in this particular- cmtixo over :$50,000, the cases go

to the solicitor’s office for a still further review.

The CHarrsan. Not on the engmeermg features, though as I
understand it. = -

* Mr. Heming, Well, they. are at hberrty to questxon them if thoy
want to, a8 I understand it.
The Cuamman, 1 understood, Mr. (xl’eenidge. that. as a matter of
practice] unless there was, a c}u&sm)n raised by the. taxpayer, there
was no neral review made of the engmeer’s report

ERING. At that tnme, sir. - .

'l‘he CramMAN, Yes.:

Mr. HarTson. Mr. Hermg, as to these deslgnatxons that an lmve
referred- to, of conferees to attend these conferences, were “they
made in wrmng?

Mr. Hzaive. The specmlly demgnawd conferes was usually
desxgnated in writing; yes. That 1s, not for that particular case,
but as an employee.

Mr. Harrson. He was giv.n an asalgmnent as Iwmg "y conferoe?

Mr. Hening, Yes. . _ .. :
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.- Mr. Harrsox. Is Mr. Rhaodes, the man you referred to as being
i atterdance on this. conference, an auditor ‘who has sinca been
indicted for an alleged fraud? R
. Mr, Hemine, I think he is; yes, sir.. . ..,

i tor Erxer, What was Mr. Rhodes? . =

o CramrmaN. He was a conferee.
. - Senator. Erner. Was he an engincer or an auditor?
Mr. Harrsox. He was an auditor. ‘
. The CrairMax. I would lik> to ask Mr. Greenidge at this point
whether he was in charge of this section at that time. . . =
Mr. Greeniee. No, sir, |, : y . S
.. The Cramyan. Were you employed in this section at that time?
Mr. Greexmee. No, sir. . - . : ,

- The Crawiaxn, Do you know anything about this particular case
yourself ¢ co N S I
" .Mr., Gereexioeg, Only what I have. read in the record, sir, and
what I have heard in the testimony here, together with what I have

- discussed with the auditors and engineers when this case. first came

.before this committee, . . , S

Senator Erxst. You did not get any first hand. information con-

- cexning it? . .. L

Mr, Greeximee. No, sir. , T o

. . 'The CuampiaN, On yesterday, there was an effort mnade, I think
by Senator Jones, and pcrhaps by counsel, to find out who finally

"agreed upon this 2.6 percent. . . ..~ .

~.- Mr. HarrsoN, We have.those people here, Senator.

The CrairmaxN, You have what? L
Mr. HarrsoN. They are here to-day. - In compliance with your re-

. quest, we have those gentlemen here. . .. ..., ... . . T .

- The CramMan, All vight.. . . ... ... = .
Mr. Harrson. Mr. Hering, I believe you stated, in answer to Mr.

Manson’s question, that the taxpayer. was contending for a lower

percentage of value in use for his power plant than this raport which

. youhave referred to and which is dated October 30-31, 1922, con-
ceded to them? R I T SRR OS PR

i ‘Mr. Hemive,  Yes, sir, - N 1

Mr. HarrsoN, Is that correct? ,

o1 Mr Heminag, Yes, @i, - . . 0 .. o .

. Mr. HartgoN. That 'the - tuxpayer was dissatisfied with even the

allowance of 70 per.cent for value inwset. . ... .~ ...

Mr. Herixa, That is correct. S
Mr. Harrson. Which this report indicates on its face. as being a
percentage which might b2 satisfactory to them? . .. =~ = -
Mr. Herinag, Well, that was what we had suggested might be satis-
 factory to them, but I do not think they ever formally indicated that
it would be satisfactory to them. I ;
Mr. Harrson. In other words, this. report may be a little mislead-

. ing on that point. . S e L

G r. HemiNg. It may e, if it conveys the ides that the taxpayer

.. The CmainMan. Well, as a matter of. fact, the report says that.
It does not indicate it. o
_ Mr. Harrson. The re{)ort sai's that the taxpayer also contends
that the plant as a whole is only 70 per cent in use. .
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- The CrsmMman. That is the ‘point- I méke.: That makes the
-broad statement. It does not make it by inference. -~
Mr. HanrtsoN. What I am trying to bring out by this: withess is
the fact that the taxpayer was not ¢ontending that the plant was
only 70 per cent in use, that the taxpayer’s contention from the
beginning was a great deal lower percentage than thet as being
;l{me proper percentage of value in use. Am I not right in that, Mr.
ering? ~ ) ' : :
- Mr. Herixg, I think their brief will show that they had conten-
tions that were lower than that. They made several differént cal-
culations, as I said before, some of them in the aiternative. =
 The ‘Cramman. I would like to ask how there can be any alter-
native to a plant in use. It is either in use or it is not in use.-
Mr. Hering. That is true, but there are different methods of
calculating how it is in use or to what extent it is in use. They
have one calculation in the claim which shows a contention of 35.8
r cent. ‘ ' o ‘
peSenator Enxsr. You had that before you at the time did you?
My, Hering. I presume it was on file in the office, but. I do not
think I had it before me. - ' : B
The CrairmaN. While you are on that point, are there any other
percentages that they claim in use? ‘ .
-~ Mr: Herine. If you have their brief of the case, it will show what
.ﬁuaclaimed« P S : o
vator Erxsy. In any event, that file that you have just referred
to was in the record at the time you prepared that minute of the
conference? _ K o C B
- Mr. Hering. Yes; it must have bean. : SR
Senator Ernst. That makes it clear, in any event, that prior to
your preparing that report, they claimed a much lower petcentage.
That is what I am trying to make clear. -~  i! 0
Mr. Harrson. Here is the brief that you are ldoking for. -
' The Cuamrmax.: If the brief shows a variance in the percentages

~ in use, as claimed, I wadild like to have a statement as to the various

claims they made as to the percentages in use. |

Mr. HeriNe. I am looking for that in the brief, and I think I
can find it for you. R R

The Cuamman. While you are looking that up, I would like to
ask Mr. Greenidge if he now is the head of the division which
(}?als with the percentageés of these plants in w.e or the taxes upon - |
them. L ' s

: Mr. GreeNxmee. T am. .

The CuamBman. You use, as a’ method of 'arriying: at the: per-
centage in use, the average or the peak of the plant? . = -

Mr, ((“lw'mmxxmm The preseént procedure is to use the average over
2 period. _ s e

The Cramuan, Of how long? - ‘ S

Mr. GreeNinge. I could not answer that definitely, Mr, Cheirman,
becanse it wotld depend upon the particnlar cireamstances in each
case. Of course, as long a period as practical is taken, - '
' The. CamryaN. If you use the average, how could a plant be
used for peak requirements? R L

[ . (3
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Mr. Gergnivex. Well; a plant must be designed and equipped for
peak requirements, as, of course you know, so as to meet unusual
copditions that are going to arise at, times in its business,. =~

The Cmammmay. I understand that. Therefore I do not under-
stand how they could get along with a lesser investment. .

Mr. GreENGE. Quite so, sit, o N o

The Crainaay. Then do you consider it fair to take the average
fat:i%r than the peak, if he needs the total investment for the peak

oa ST .
Mr. Greexae. Oh, no; you could not do that.

The Cxamrman. Why not? ‘ S .

Mr. GpeenieE, Because he would have to have his investment in
plant sufficient to meet the peak requirements, althoygh his average
requirements may be less. - S 4

he CuamymaN. That is the point I am making, that you ave
%ivj.nf him credit for only requiring in use the average demands of
the l? ant, rather than taking tlie amount of investnient in use at the

ak times. . = , o 4 o
peMr. Greexmee. Was my stiatement taken to mean that we would

al,&gv hgu the average value in use? s
- The CHAEMAN, Your statement was that you arrived at the per-
centage of plant in. use on the basis of the average rather than the
peak demand of the plant. - . ' !
Mr. GrReeNee. Yes; that percentage in use would only be ar-’
rived gt in that manper, Senator Couzens, as I understand your
question. . .. o o , S
The Cuamsian. I do not see how, for example, if the average
demand upon -the plant was 80 per cent, and'if at times the plant
was required to perform' to 99 per cent of its capacity, how he
could get along with a plant 20 per cent less in size. - ’ ‘
r. GeeeNmoe, He could not, sir. R ‘ N
he CuarrmaN. Then why should not this plant be considered in
use up to the maximum of its demands rather than up to the average?
Senator Egnst. Because it is not. , .
The Cuairman. But you have to have the plant; you ean not cut
your plant down to 80 per cent when your maximum demand is 99
r cent. ‘ ‘ ‘ ‘ ' ,
PeMl‘. Greenmee, T will ask Mr. Tandrow, who is a specialist in
that line, to se¢ if he understands your question differently from
what I do, Senator. He has a different view from what I have, I
can not see that I misunderstand you at all, and I can not see that
my statement is incorrect; so I will ask Mr. Tandrow to answer the
particular question, if he sees it any differently from what I do.'
Mr. Taxprow. Y?es; Ido.. o o B
Mr. Greexince, Then I wish you would state it to the committee.
Mr. Tanprow. In this case use is measured on a peak-load basis;
and that plant, we will say, is designed for a capacity of 10,000 kilo-
watts. The peak-load requirements of that company .are 8,000 Kilo-
watts, so that you must take into account not the average condition,
but the peak-load condition, the maximum kilowatt producing capac-
1%1% would be required under peak-load conditions. - A
e CrammaN. I do not, still, see where the average come in if

you use the maximum. .
- Mr. Tanorow. In this particular case we did not use an average.

02619—25-—pr 6—H4 :
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' The 'CrrAtiiiy” Well, I'asked M¥. ‘Greenidige, If I remeribér cor-
rectly, what system he used now, whethier hie used the peak ot used.
the average requireirients, and 1 understood him, to answer that ke
used the average rec girenﬁgdts. _Is that the practice in the bureau, so
far as'Iou know, Mr, Tandrow? ~° o ot o

Mr. Tanorow. Well, it is in some lines of iridustry, but in the case
of a power plant you fxa,vé a, different situation. A power plint, we
will say, might carry a normal load of 5,000 kilowatts, but at times in
the day, as for example, in the case of a street car company where
all their cars are in operation between 8 and 7. o’clock, you would
have u peak load.. Now, the engineer in this case has based the use
on the peak-load conditiofis.” In othér words, if the average load was
5,000, he¢ has ‘actually taken 8,000, o ‘ ‘ a

_The CHAIRMAN. Do you not think that that is correct? -

Mr. Tanorow. I do, in this particular case. -

The Cramman. Well, will you describe a case to us where it would
not be 'grope‘r to use the peak instead of the average? o
. Mr. Tanprow. I will take a steel plant, for example. A steel ;}lhant
is on a normal producing basis approximately 24 hours a day. They
pour: thejr steel at regular intervals. There is no peak-load condition
apparent there, so that in order to coiiprehiend 'an average condition
you would take the average production per year for the period that
the plant is in operation. In the operation of a blast furnace there:

is a very good example, =~~~
The CuAmaN. Well, suppose the steel plant that you have used
as an illustration got a rush order, and it took them three months in
the year to get it out, and they had to have excess plant facilities, so
as to compete with other bidders, bath in price and in' delivery.
Would not the maximum capacity of the plant, or at least the maxi-
mum that they used be & proper basis, rather than the average? .-
Myr. Tanorow.. Well, I think not, Senator, for the reason that you
can force a blast furnace to attain for short periods of tinie g perzxc-
tion that would not represent normal o%emting conditions, or, in
other. words, the forced production and the cost of that production
would not be consistent under normal conditions, I believe it is
the general experience that a blast furnace can be forced up to about
25 per cent or more of their rated capacity. : :
The CramrmaN. Would that be true of a rolling mill?
: Mr. Tanprow. Yes; you. could speed up & rolling mill. . ‘
;'ljl%e CuarMaN, To any such capacity as you could a blast fur-
nace . o ) ) . . . . ‘
Mr. Tanorow. I should say so. You see, you ave dealing in one.
case with uniform production, while in the case of a power. {)lant'
E)u hgv,e t», ‘:lieﬁ,nite peak-load period.that. is occurring regularly,
om’xao a.?l, i FN s S R e ) '
The SH_AIRM}N. In this.case, I understand you to say that they.
did not use t,be.aiﬁraﬁe. e I S
Mr. Tanorow, Right. ~ . = .. o o
' The Caairmay, But used the peak. - -~
Mr. TANDROW.HBi’ght,,‘ o e
.The CHAIRMAN, wq'ul;i, like the witness to proceed, then, if that
is the case, - ' ' o P
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Mr. Hepiye. With veference to these percentages I think, perhaps,
I should explain a little more clearly the situation. The taxpayer
in his revised claim claimed a percentage 85.8 as the utility value
of the items which he wished to amortize. After the conference
he filed, on November 8, 1922, a brief, in which he calculates. the
value of these facilities on one basis at 42.1 per cent and on another
basis at 36.8 per cent. Now, I think the statenient in the conference
report of 70 per cent referred to the plant as'a whole, and not espe-
cially to the amortizable pari of it. " _

‘Mr. Manson. Are you through with the witness, Mr. Hartson?

Mr. Harrson. I would like to ask Mr. Hering another question.

_Then it is a fact that the taxpayers’ representatives never were
contending for a percentage as high as 70 per cent; that they were
contending for a percentage considerably lower than 70 per cent?

Mr. Hering. Yes, sir; with reference to the particular portions
of the plant that were sought to be amortized? = - '

Mr. Harrson. Yes. Now, that brings out this situation. ' I think
we are in agreement, then, on the question that I asked you some
time ago, namely, that the 70 per cent figure used in that confor-
ence report, which is dated October 30-31, refers to the new plant?

Senator Ernst. I think we understand that now. '

Mr. HarrsoN. In the final adjustment had, Mr. Hering, wherein
the percentage of 52.6 was allowed, that was the percentage based on
the old plant and the new plant, was it not? - - '

M. MansoN. Now, just 2 minute. This witness has testified that
he did not know anything about that. :

Mr." HartsoN. Well, if he does not know he can answer it that
way. I do not want him to testify to anything that he has no
knowledge of. , ' L SN

Mr. Herine. I testified that I never knowingly agreed to that
percentage, ' ' - L '

. Mr. Hartsow. I did not ask you that, Mr. Hering; I asked you
the basis, if you know, for the allowance of the 52.6 per cent.

Mr. Hering. I think it would be better to let the person who
made that allowance explain it, rather than me. Perhaps he counld
do so better. I can only guess at it. '

Mr. HarrsoN. That is'all. I have nothing further to ask.

Mr. MansoN. Now, Mr. Hering, at the time you were participat-
ing in this conference in October, 1922, you had before you the
report of Engineer Swaren? : o

Mr. HerinG, Yes, sir.

Mr. MansoN. And his associate, did you not?

Mr. Herine. Whom do you mean by his associate?

Mr. Manson. Well, Engineer Swaren. I will modify that.

The CramMaN. He was alone, S o

Mr. Manson. Yes; he was alone. You were familiar with that
report at that time, were you not, of Mr. Swaren? :

My, Hering. To a certain extent; yes, sir,

Mr. Manson. Yes. o I o

‘Mr, Hering. Of course, I rélied on Mr. Swaren, who was in the
conference, and I presumed he was familiar with it. Lo

Mr. Manson. I see. That report.states as follows; reading from

psge 10 of i6: \
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. Because of hetter operating efficiencles, as rapidly as new units were ready
1'91' operation, the load was shifted, and the old stations were ghut down. Plant
No, 35 was the last shut down, After plant No. 35 wus shut down, a full crew
was kept on duty and full pressure maintained in. the hoilers us a reserve unit
to the new station. This was an iuneflicient arrangement, and as soon as practl-
cal the Installation of & third unit was authorized.

Do you remember of that statement being disputed by the tax-

payer at the conference? . o

r. Hering. No, I do not, but naturally, I would not pay much
attention to the discussion of that point, as it is purely an engineer-
Ing question. . , ,

Mr. Mansox. If it were true that the old station was shut down
at the time of the conference, then the 70 per cent in use referred
to in the minutes of the conference could not have referred to the
combined old station and the new station, could it?

Mr. Herine. Yes; I think it could, even then.

_The CnamseaN. At this point, I wish te have in the record a defi-
nition of “in use.” If the engineer or somebody can enlighten us on
that, I would like to have it, and I would like to know whether, if
& pla:xt is steamed up and held in reserve, it is in use, or whether it
is not. '

Mr. Manson. Well, nccording to this statement, it was steamed up
until the third plant was put into operation. ,

The Cuairsran, What 18 your contention, counsel, as to whether
a plat?)t is in-use or is not in use when steamed up for reserve pur-
poses ,

Mr. Manson. When one unit is steamed up, that unit is in use,
whether s wheel revolves or not. -

The Cuamman. As a matter of fact, this report itself does show
that the plant was in use. : :

Mr. NsoN. No; for this reason. It is shown that with that
third unit the old station was kept steamed up until the third plant
was built, that is, the addition was built on the war time plant, and.
that there were two plants in use at the time of the conference; the
third unit had gone into operation at the time of the conference; and
if the two plants were considered in use, it was the two 5,000 k. w.
units installed as the war time plant, and the 10,000 k. w. units in-
stalled after the war, was it not? . ~

Mr. Hexine. They were, perhaps, the ones that were actively in
use; yes. ) .

Mg MansoN. Now, at the time of this conference, tle old plant
had been written off the books; had it not? - oo :

Mr. Hering, I .do not.remember the exact date it was written off.
I believe Mr. Parker testified it was in 1920. . . - :

Mr. Parxer. April, 1920. o

Mr. Herine, If that is correct, it had been at that date.

Mr. Manson. Do {0\1 know anything to the contrary?

Myr. HeriNg. No; I do not. : _ '

Mr. MansoN. Do you know whether the old plant had been aban-
doned when the third unit, the one that was installed after the war,
went into operation { . , : .

Mr. Herine, Well, it is my understanding that it was finally
abandoned at that time, : . e

Mr. Manson. Yes; when the third unit went into operation?

=
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Mr. Hering. Yes, sir. T co
193%? MansoN. Was not that prior to the conference held in October,

Mr. Hering. I presume so, but I do not know definitely. . .

. Mr. MansoN. So that if you were considering the entire plant in
October, 1922, as the basis of your 70 per cent, what you were con-
sidering was the war-time plant, consisting of two 5,000-kilawatt
units, and the plant installed after the war$? : ‘

. Mr. HEriNg, Well, we considered the whole proposition. '

The Crzamyan. I would like to ask Mr. Parker if he can tell me

when this third unit went into service, according to the records? -
- Mr. Parker. From the records, I could not give you the exact
date. Understand, I had to go entirely from the papers. ‘I looked
for that, because I wanted to get the exact date, and when we found
the date, I think -it was the latter fart of 1920, It was very late
in the summer of 1920, as near as 1 can get any definite dates. If
anybody could give me a better date I wish they would state it. -

The CuairmMaN, When was that engineer’s report dated that yon
read from? . . : : : :

Mr. Parer. October 21 and 22. ' o

Mr. Manson. That is the day before this conference was held.

Mr. Parkser. That is Mr. Swaren’s original report.

Mr. Manson. Yes.

The Cramrman. When was the report of the other en%ineer dated
the engineer who testified before the committee at our last session f

My, Parker. They testified that the plant was in full use. I can
give you that date. ) '

Mr. Hering. Their report was submitted on May 12, 1922,

The Cuamxman. I have that straight now. :

Mr. Manson.: Did you not understand, Mr. Hering, that the third
unit was installed because the old plant could not be efficiently
operated as a reserve unit? .

Mr. HeriNg. That was the taxpayer’s contention, as I understood,
yes, sir, -

* Mr. MansoN. You knew that was the taxpeyer’s contention before
the conference? ~

Mr. HeriNg. Yes, sir. :

Myr. MansoN. So that at the time of the conference it was under-
stood_ that the old plant had been abandoned, and the new unit

-added after the war as a reserve for the two units added during the
war, because the old Elant had been discarded as inefficient?

Mr. Herixe. I think that is s fairly accurate statement. -

Mr. MansoN. Then, the percentage in use of 70 per cent that yon
referved to, if is appiied to the two plants, or to the entire plant,
would apply to the operating plant, would it not§ What I mean by
that is the new power house, with ‘its two 5,000-kilowatt units
and the 10,000-kilowatt unit.

Mr. Herineg, 1 presume it would, yes. )

Mr. MansoN. In this report of Mr. Swaren’s, he states on page 11
that the peak load estimated to be developed by the 3d of March,
1924 is 9,500-kilowatt. . Lo
~ The CHAIRMAN, Are you. asking the witness that question?

: Mr, MangoN, Yes; I call your attention to this statement. Do

.

you know anything about that?
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Mr. Herine, No, sir; I do not. : U
: M?r. ‘Manson. Have you a copy of Mr. Swarén’s report before
you e
Mr. Herivo. Yes, sir. - i S A
Mr. MansonN. Do you find that statement in the report on page 11¢

- The Cuamman, That has all been read. ' - N C
- Mr. Manson., Yes. What I want to ask him is whether or not
that fact was disputed at:the conference. ... ~ . . :

Mr. Hemig. d: have no recollection that it was, but I have no

recollection on the point oné way or the other. : L

_ Mr., Manson. Are you familiar with the manner in which amer-
tization ‘was spread in this case between the years 1918 and 1919%

M. Hering, To a certain extent; yessir. - - . .

Mr. Mawnson. Will you state the basis upon which it was spread?

. The CrammaN, I would like to ask whether that question indi-
cates that there was an advantage to the taxpayer, or a disadvantage
to the taxpayer, dependent upon which yeer it was spread ont

Mr, Manson, Yes. - g R

Mr. Hzerine. I do not recall how far it was spread, but I think it
was spread only to December 31, 1918, which was fixed as the end
of the amortization period, I think, but there were 1919 costs
allowed, on which the amortization was allowed in 1919, and that
amount, of course, was deducted in the year 1919. ‘
. Mr.-Maxgon, Is it not a fact that amortization was spread on the
basis of commitments entered into instead of on the basis of actual
expenditures? ' o o

r. Hering, The amortization was spread according to the way

it was allowed in the engineer’s report. . It was allowed in thut
report according to the way it was claimed, but subject to the ¢heck .
‘of the costs by the auditor or the field agent assigned to investigate
it. . J-do not think that the actual costs were the basis on which the
allowance was made, nor the basis on which it was spread, but was
spread, as I say, on the basis on which it was allowed, and’ that did
include commitments. . S

Mr. Manson. It appears that the actual expenditures up to Jean-
uary 1, 1919, were $218,853.27, while the amortization allowed as
against that period was $333,200.95. That shows on its face that
more amortization was allowed for 1918 than the total expenditures
amounted to, does it not? : Lo g
.- Mr. Hering, Yes; that allowance was made by the engineer, .as
I say, subject to verification of costs by the auditors, and the au-
ditors apparently did not fully verify the costs, and an error, I
think, ‘arose as a result. A

-'The CrArMAN. At that point I would like to put into the record
my understanding that the allowance of amortization on commit-
‘ments was not allowed undér the law. . - .. . ‘

Mr. Hering. It was not intended to be allowed, X think. -
Mr. Manson. It was directly contrary to the regulations, was it
notd - o - SRR Lol
Mr. Hesing, It was never the practice and never-the intention to
allow it on commitments alone, "I think I should explain a little §
more fully what we understand by “commitments.” That is, the |
‘tax ayer'eﬁad made a cont or had, perhaps, ordered articles to
be delivered, and at the close of 1918 the contracts had not been fully
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,Pqi):gogmed,‘or the articles.had not been actually delivered, so that
iability to pay for them had not yet fully accrued. =~ " - * =
~ The Crammay, In other words, is that what we are to ufiderstand
iyou mean by commitments? "~ - 7 o0 T
‘Mr? Hma.." ) »‘ -4 L ‘ "I : :1.v,,: T
Mr. Manson. The regulations.are very specific ds to how amorti-
.zation is to ,bp‘:&pxqa,d in case a plant is not completed so ag to. pro-
.duce anything during the war period, are they not¢ - =
Mr. Hering, Yes, sirn. =~ ST e
. Mr. MansoN. And those regulations provide that the amiortiza-
tion allowance is to be spread in proportion to the expenditures?
. Mr. Hering. Yes, gir. =~ 0 0o T T
. M. MAN%%N, They are made on the property that is amortized,

are they no T L
Mr.fylmma._v es, mir.. L L
.. Mr, MaxsoN. Now, can you sfate what the difference in'thé taxes
.would amount to by reason of this spreading of amortization in the
manner in which it was spread in this cdse, and spreading it as the
reﬁatnons required -~ . j
+ . Mr,. Herine. Well, if we assume that the same rate of amortiza-
tion_applied as was finally allowed, I made 4 rough caleulation.
As T recall it, it was something in the neighborhood of $122,000
difference in taxes, computing amortization onthe actual’expendi-
tures as admitted by the taxpayer, in licu of expenditures and com-
_mitments 8s made in the engineer’s report. =~ - i oo
The CuamrMAN. Cin you account for the fact that the auditors
evidently. did. not discover the difference between the engineer’s
report and the'general practice of the bureau, ‘and in one instance
" allow only on'éxpenditurés' and in' this particular instance allow on
commitments and expehditures’ combined? ~ - - - ¢
_Mr. HeriNeg, Well, to a certain extent, I can. In the first place
.the set-up of the tax'ﬁayel"s ‘claim was very unusual; I donot vecall
any, other cage in which a taxpayer actually claimed amortization
in 1918 on contracts merely entered into in that year. It was unusual
.and I presume, that is one reason why:the auditors did not discover
it..: Another reason is that the taxpayer did actually make a journal
entry in his books, setting up the amount’ of thege contractual obli-
gations ;in 1918, That means that unless an auditor went through
and analyzed these journal entries he wonld not .h%Vé discovered
from. an examination of the balance sheet or genéral ledgers, that
these commitments had been included in with the expenditures.
The CuamuMAaN. I would like to ask you if it is your opinion now
that the taxpayer ought to pay this $122,0004 A
Mr. HeriNg. No; under the law I’ do not think he can be forced
to. Kay it. I think that there night be a moral obligation there, but
I think it is legally barred. T SRR
. The Cramryay. Why do you think it is legally barred? =@ i
. Mr, Hering.. Well, t] e‘tiixp,)felr ‘has not been guilty of techsical
fraud, and the time in which an assessmént can be méade has.élapsed; -
so I see. no way of legally reopening the case and assessing a tax.»
../ The CrammaN, You do not.consider it frand to meké a journal
entry and cover the anticipated payments of expenditures'on the
. cost of the plant, when it was not intended under the Jaw, or’cer-

oo
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tainly was not inténded under the regulations of the buredu, to allow
‘amortization on unexpended amounts$ = ¢

Mr. Hering. Not when the 'taxlpayers distloséd that journal entry.
If he had covered it up, I would say it Wwas fithitd, bat he stated
that journal entry in his return, and also in his #Wrhortization claim;
so the bureau was in ossess‘i%n ‘of the facts. =~

The CrarMAN.: And theref 6 this loss which has evidently béen
sustained by the taxpayer was Yo fault of the’ Government, but
wli(ilrly the ;faulg °1tiiﬂif bureau? i ey AR

fr. Hemiyo, think so; yes, 8ir, . =~ © '

Mr. Mansown, That is adl, = © R

- M, '|HAR'§’8_I.3W£"MI'. He;:in%,- when did you first discoveér that ‘this
cuse was closed in a4 way that wa$ not'in agteenient with your ideas?

Mr. Hering, I think it was first called to my attehtion by, 'the
inyestigator, Mr. Parker, for the Senate Committee, '

Mr. Harrson. Did you know ;}}5% Basis on’which 'the ‘casd was
olo;s;gd i?n your amortization sectio j‘l@l’) you'were nssistant of that
section . . ‘ ‘
~ Mr. Herine,. I do not, think it was ever closed thete. © =~ -

Mr, HarrsoN. Your section did agree on this 62.6 percentage of
value in use-of the plants, did itmot¥™ =~ =
- Mr. HeriNg, Oh, yes. S ,
~ Mr. HagrsoN, As'1 understand you, you ‘were hot in the confer-
ence which ﬁnal&mttled thatt = = "~ '

o;ltdsn. Hzring. Well, that percentage has nothing to do with these

Mr,. HarrsoN. No; I am referring now to the percentage ques-
tion and not to this spread of amortization allowance. '

; Mr. HrriNe. I do not recall that T was at any such final con- .
erepoe. . . . . L S
. Mr, Harrson. Well, do Kou waut the committes to understand that
you disagree also with that percentage allowarice that was given
the company, as well as this error that you say has'been made in the
- spread of the amortization allowance? ‘

Mr. Heming. I think there is sufficient probability of error in it
that 'if the case should be reopened, I would recommend that it be
further considered. . : o '

Mr. HarrsoN. When did you make up your mind on the error
that was made in the allowance of the percentage?

Mr. Herinag, Well, I have not ﬁnall{ made up my mind that there
ig‘.lamrror in that. I say I merely think it should be further ¢on-
8146 . ' , ’

- Mr. Harrson. Well, did you think that at the time the case was
closed out in the section of which you were assistant chief? -

Mr. Hnenmc. By “closed out” do you mean when the report was.

repared ? - : : \ ’ '
P . HarrsoN. I mean when the case moved out of your section to
.such other section as had to consider the case when' your section was.
through -with it, and final action was tekén by your chieff
. Mr, f[;smuxo, Well, I never made it a rule to_question what my
g}]:iet tgl . If he thought it was right, I did not have anything fur-
er “y ot ,'.;4““ o :‘.' . . -v “ . “‘ .,. S
Mr. Hanrson, T know, but if 'a_case was clearly wrong, in your
judgment, woulG ;ou hesitate to call it to his attention? '

g

t
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Mr. Herine. I had alveady made my conference report in that
case and said what my opinion was, I did not feel thit I could be
of any further assistance to him in the matter. If he did not agree
with me, I did not object—I figured that that was an engmeermg

uestion, and it was not my function to decide bn thut point, an

never attempted to. L

Mr. Harrson. I ¢an recognize that, as an auditor, you would not
interpose your judgment in conflict with engineers on an engineering
subject, but you have volunteered your opinion ‘as an auditor on this
engineering question, and you think it 1s wrong, apparently, fiom
your testimony here, and I would like to know, if you did .think it
was wrong, #nd thought it was wrong at the time 1t was passed on
there, why did 1¥o‘u not say soxp’ethi?& to somebody about it? '

Mr. Davis. His answer to that, Mr. Hartson, 15 that he does,say
it in the conference report there, - A

Mr. Harrson. Exactly, but at the time he made the report he did
not know that that would be accepted. , oL

Senator ERrNsT. Let us have the witness’s answer, gentléemen.

Mr. Hatrson. Some subsequent action was takén after Mr, Hering
put in the report on it, and, as I understand it, Mr. Hering is. now
protesting about that action, and thére is nothing in the report
vir‘herebﬁ' he called anybody’s attention to it at ‘the time it went
through. ‘ :

Thog CuamyaN. I would like 'to know at this point when it left
this unit to which you are making reference in your question to the
witness?

Mr. Harrson. I think it it sufficiently accurate to put it at the
date of the final “R’IP""V"I of that engineer’s réeport.

The Cuamrman. Then, you think it left this section about Novem-
ber 18, 1922% " E

Myr. Harrson. I believe so; yes. ' .

The Crammmax. You asked the witness, as I understood it, if he
made any protest or made any report indicating his disopproval at
.or sbout that time? ' , \

Mr. HarrsoN. That is correct.

" The Crairamax, Can the witness answer the question?

M. Hexing, T did-not make any further report than my con-
ference report. ' ,

Mr. HarrsoN. Now, about the other matter, the question of the
spread of the amortization allowance. That is an accounting prob-
lem, is it not, an accounting question? '

Mr. HeriNa., That has been considered an accounting question.

Mr. HarrsoN. And you are an accountant ? .

Mr. Hering, Yes, sir. ' :

Mr. HarrsoN. And you were assistant chief of that section at
that time? o

Mr. Herine. Yes, sir,

. Mr. Harrson. Did you disagree with the spread that was made
in the amortization allowance in your section at that time?

- Mr. Herine. The point as to the cost was left open, and I did. not

rule on that. = : : o
Mr. Hartson. Well, it was léft open in what way, Mr. Hering? .

«
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;, Mr. Hemine. T thought the costs would be verified by. the field

auditor who ,mvesg{);at‘ed‘the case: oC LU

- Liié",‘d;gl‘glgisgg.”' -you know whether they were or were not

yermwed® . .. o L

¥ Mr. Hegrino. So ftapns I'know, they were not, I only know what
rds : B

‘appears on the records ji the case. R
.. Ar. Hagrgon. Would you say that they werémot? ..
r, Hexing. I could not find any evidence that they were.’

... Mr. Hagrson. Then, in the absence of evidence that they were
‘ot verified, ‘the assumption must ,be that they wer>; is.not that

mﬁ?ﬁt? . T "'35 e, . L ., . B
. M, ~%unmo. No; I would hardly like to agree to that. =~ .
Mr. HarrsoN, s there gvidence in that file, so far as you know,
that they were never verified in thelgbl | I I
Mr. Henine, Yes; I think there is, o S
. ,M},l;.? Harrson. That they . were never checked by the revenue
agen T '
Mr. Hepine. Yes, sir. . . S
., , Mr, Harrson, It is clear, is it not, that they were sent out to be
checked by the revenue agent? L
-, Mr. Herina, It is clear that the case was sent out.to be investi-

.gated in the field; yes, sir.” ' . s ~
Mr. Hantsox, Is it not also evident from the files that the.revenue
.agent was sgqciﬁcally instructed in that memorandum transmitting
_the case to the field to make these checks against costs? = .=
Mr. Herine. I do not recall. That may be true, but I am not
sure, , e , o i
_ The Cuamman. In view of the question asked by the solicitor, |
- I would like to ask if a review was had or an audit was made, would .
it not be of record in the bureaw¢ -~~~ -~ =~ T T
Mr. HeriNg. Certainly; the revenue agent's report is on file in
.the bureau. : S o
.. Mr. Harrsox. It was sent out to the field for investigation by the
‘revenue agent, gnd the files do indicate, beyond any questicn, that
the revenue agent reported after an investigaiion in the. fieid. I
think the revenue agent’s report does not specifically state that he
.checked these items of cost. "I think that is the state of his report,
but it did go to the field on othér items also. ' Of course, there ‘were |
,many other disputed items which required investigation besides this
.amortization allowance, and it was all checked in the field. =
The Caamaan. What I wanted to get clear was that you seem to
indicate that if the records show nothing the assumption should be

.

that it was done; is that correct? "7, 0T T

Mr. HarrsoN. Well, I think, in the absence of a showing that
.there was no check made, it must be assumed that there was a check
‘made, because he was instructed to make a check, and I think our
recg:ds here will bear out his definite instructions to check those |
"' The Cuamymay. Can you lay ‘your hands on those records?.

Mr. Harrsoy. Yes; I think Mr. Tandrow has them. = =

Mr. Minson. Mr. Hartson, do you wish to lay the inferenca that
he did check those costs, and he found that amortization wag spread
in accordance with costs? * @ ¢ o T
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¢ Mr. Harrson. I find, Mr.: Chairman, that the' engineer’s report,
-dated November 18, 1022; which  went with the case; transmitted to
the field for;investigatiog, catried this notation: "« . - -
All costs and contractual amortization are subject to chéck by the auditor
-or revenue agent pgalgued: to the fleld fuvestigation of this case, L :

" That becaine, of co'irse, a patt of the instructiohs to the revenie
‘agent, becaiise that was one of the purposes of sending the case out
to the field for invéstigation. " e _

_The Chamyan, May T ask you right there why you used the ex-
pression ¢ contractual 'amortizations, when contractual ‘commit-
‘ments were not permitted to be amortized? .

. Mr. HarrsoNn. Why this memorandum used that? =~ ..

The Cpamman, Yes, " ' ' . T

Mr. HarrsoN. Because I believe, Senator, that good  accounting
" practice recognizes the accrual of certain items, and I believe that
there was in this case a practice, a consistent practice on the part
of ‘this company to have accrued on its books, not. for purposes of
amortization but because of a consistent policy of accountin which
they were following, certain obligations which' they had bound
themselves to carry through, and it set them ip on the books in 1918,
‘although thié actual paiyment may not have been mpade until the fol-
lowing year. . You will recognize that all through the enforcement
.of the income tax laws, the right to accrue items and charge on the
‘books ‘certain ‘expenditurés’ that you have not made, but that you
are obligated to pay—— . - '

The Crammman. I justify the book entry but do you justify the
allowance by the Government in view of the regulations? "

Mr. HarrsoN. I do not know. I think there is authority for doing
it. ‘Whether it is the best ‘practice or not, I do not know. =

The CrairmaN. Well, it was not done uniformly, was it? '

" Mr. Harmon. It was not ‘done umiformly, but I think there is
precedent for having done it the way ‘it was done here. This was
not an isolated case and an irregularity which occurred which had
never occurred before, because of the method by whichi the taxpayer
-in this case treated these items. * -~ ¢ C
" The CHAIRMAN. Now, you are getting at something which interests
me very much: If & corporation has a good auditing system and a
shrewd lot of accountants, it muy set up a system of charging itself
or journalizing commitments, and getting credit in amortization,
“whereas a corporation which did not set'up these cominitments would
-not get credit for amortization? = - - ‘ S
- Mr. HartsoN. I think that the Pmtice that was followed would
have had a more favorable result in one case than in another;
‘but 1 do feel that you cannot charge thi: company with having-
‘consciously gone ahead and entered those items in the manner that
they did, having' amortization in mind, because this o¢curred in
1918, and we did not have any law authorizing amortization at all
until tlie fall of 1918. - This was a consistent policy of the company.
- The Cmamman. I want to’ point out right here that we are not
“investigating the 'Berwin-White Coal Mining Co. We are
investigating the burean to see how uniform it is in its practices,

- -and from this particular exhibit it is shown that it has not been

uniform in-its practice, because, in one case it allows depreciation
on commitments, and in other cases it does rot. :

. e
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- Mr, HarrsoN. I do not claim, of course, to be an accountant, and
have no real knowledge of accountancy at all, but I ize the
regulations, and the forve of them, as Mr. Manson has read them into
the record here. On the other hand, I believe that the accountants.
in the bureau, who are constantly dealing with these questions,

‘recognize that this spread of amortization in this case was not

,qupg—;?‘)u_st not wrong, There has not been an entirely consistent
policy about it, but it can not be said that this was an irrégnlar
closing here, so far as the_slpread of amortization ‘was concernad.

Mr. Mangon. These regulations are supposed to apply to all tax-
pagers uniformly, are they not? = '~ :

ir, Hamsox..éh, yes. . L .

Mr. MansoN. -‘And the regulation as to how ‘amortization shall
be spread in a case where the facilities are not completed within the
war period is yer.§ specific, is it not? . .
" Mr. Harreon, Yes, sir. = '

Mr. MansoN. There are no exceptions to it noted in the regula-
‘tions, are there? o .

‘Mpr. HarrsoN, No; there are none. _ ‘
. Mr. Manso~. Has there ever been any official ruling?
" Mr, HarrsoN. Just read again, Mr. Manson, what you have par-

~ ticular reference to.

it

Mr. Manson, What T have particular reference to is, the last part.
of article 185, which T read into the record yesterday, and which T
will now read again: ‘ ' ‘

In cases where the property, was not completed in t'me for use in the pro-
duction of articles contributing to the prosecution of the war, based on the
expenditures made on account of which smortization is allowed.

In other words, to go back here to the beginning, “Amortization -
allowance shall be apportioned”—that should precede what I have
Just read. :Now, there has never been-any official ruling in any way
.modifying this regulation, has there? . .

. Mr. HarrsoN. No; I do not see that it is essential to modify that
to recognize the thing that was done here.

Mr. Manson. Yes; but other taxpayers similarly situated would
have no means of knowing, that exception might be made to this
rule, so that the{ could spread their amortization on the basis of
commitments rather than on the basis of expenditures, in the ab-
sence of some modification in this regulation, would they? :

. Mr. Harrson. No; they would not. On the other hand, if other
taxpayers had followed the same system that this taxpayer did,
' {;)hey would be dealt with in the same way that this one was in the

ureau, o o :

Mr. Manson. Now, if this regulation had been modified, do you
not think that this might influence taxpayers to make their claims
upon another basis, if it ' was to their advantage to doso? -

- Mr. HartsoN. They wonld be required then to go back and change
something that they had already. done, because, as was pointed out
‘here ¢ moment: ago, these entries were made in 1918, and there was
no h;;? fgnhorizing_ any allowance of amortization until late in the
year1918. . .. L L

. Mr. .Manson. Then, as solicitor for the bureeu, do you take the
position that a man’s rights or a corporation’s rights under this law
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«depend upon his bookkeeping' methods rather than upon what he
actually spent and the time he spent at it, in order to produce artieles
which would contribute to the prosecution of the war? R
Myr. Hagrson. Mr. Manson, the law itself recognizes the right of a
taxpayer to keep his books in any way that clearly reflects the income,
and if that- policy adopted is consistently followed, then, though
it has a very favorable result to him as distinguished from other
:taximyers,it is reoognizedalxthe burean. -~ - - .
Mr. Manson. I want to ask Mr. Hering another question. oo
‘The CHaRMAN, Just a minute, as I am interested in this. Wherein
(oes the law recognize that the taxpayer may be more or less favor-
ably dealt with, dependent on the cendition that he keeps his.
books in? - ' : : : ‘

. Mr. Hartson. 1 have not the section in mind, Senator, but it may-
readily be pointed out here, and I can cite an example which no doubt
the Senator would be interested in. - N -

There are two methods of keeping books, as recognized by the
statute itself ; namely, the accrual system of keeping books, and what
is known as the cash receipts and disbursements method. The. ordi:
nary individual receives income when the cash is paid te him or
mperty is received by him, and he keeps no books, or if he keeps

ks on the basis of cash receipts and disbursements, income is
<harged him in that year. On the other hands, most corporations
keep their books, as the Senator knows, on an accrual basis. Even
though they get no cash income or receive no property, they charge
themselves on their books with income which has not been received, but
which has been, in a sense, constructively received, and as aguinst that
income not received, they make' deductions of actual expenditures
that were made during the. year. There are cases when there are no
expenditures made, but they accrue an expenditure, or there is a-
commitment or a contract which they obligate themselves to pay,
#nd they charge it on their books in this accrual system. . - :

That has a very favorable result to the taxpayer, who is farsighted
enough, if he is an individual, to keep his books on an accrual sys-
tem. If he has, for instance, a long term contract, and starts to-
accrue income from that contract over a period of years,: he then
spreads the amount, which is not going to be paid to him until the
contiact is completed, over the years of the life of the contract.

If, on the other hand, he has the cash receipts and disbursements
basis, and he gets income all in one year although he may have to
work for two years, he has to pay the income tax on that one year,
and it costs him money. The law recognizes that, yet he was far-’
sighted enough in the one instance to protect himself against it.

he CHARMAN. I do not know whether he was or not.® -

Mr. HarrsoNn. It works out that way. \ Lo :

" The CrAairMAN. It may not work out that way. - For instance, I
accrue this year an income which I do not actuaily redeive, and 1
pay an income tax on it of 50 per cent, and I reduce my tax by 25
per cent. 1 would have been better off if T had kept it on a cash
receipts and disbursements basis, would T not? o

Mr. Harrson. Yes; and of course this could be siid there. that
the method which is followed by the taxpayer must be-consistently
followed. It can not be used one year one way and another year
another way. ~ :
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-'The .CHAmRMAN. But the testimony: in the.previous. hearing'
showed that the famous accountants; Krnst & Ernst, took the books -
of a corporation and rewrote them completely over a period of many-
years, for the very purpose of securing. for thiéir clients the benefits
that you have pointed out here. -As a matter of fact, if that is done,"
the bureau does not Imow whether they have consistently follow
that system or not, The books that they produce to the bureau, of
course, show that they have consistently: followed it, because .tiley
have written up an entirely new set. of books. : - s

. My. Hartson. Of course, Senator, I should ssy in the instance that
mention has been made of here that they did follow consistently a
given policy, because they went back and carried it out over a period
of years, and the result of that is that in some years it hurts them
and in some years it helps them. But the policy is a consistent one.
Even if they go back and change, if they cover a sufficient number
of years, the true effect of that system of keeping books is reflected -
in income, and is shown in the tax. - . . : '

. Senator JonEs of New Mexico. Do ;you want us to understand
that the bureau recognizes as proper the instances just referred to
by Senator Couzens? - . « . ... . ' : o .
- Mr. Hanrson, Well, I 'do ndt speak for the department when I

make any.comment on the instance that Senator Couzens: refers to.
- . .Senator Jonus of New Mexico. What is the practice in the depart--
ment rggardmg such a thing as that? - .. ' .

“Mr. HarrsoN., There are some instances, Senator, where the de-
partment recognizes the right of the.taxpayer to go back and file
an amended. return, and- cliange the manner in which an item has
been. carvied. on; its books. - There:are'other instances where that is
specifically. prohibited.. For instance, we say. in regard to deprecia- .
tion of a patent,-that unless there has been a practice followed of-
depreciation.on the March 1 value of a patent; we will not let them .
go back and take advantage of that, if they did not take advantage
of it during the years that were involved. I have in mind & num-
ber .of examples that might be mentioned here as to the different
changes in books that might be made. . They are not made fraudu-:
!entlgg -They aré made with the full knowledge of the bureau when
itisdone. - .. ... S Lo

Senator JonNes of New Mexico. Now, it is just, that, that I want
to get at.. With that full knowledge of what the taxpayer is per-
mitted: to_do, how- far: is.he permitted :to_go. back and rewrite his
:’)opksc and  distribute: receipts . and  depletion, and all that.sort of

r. HartsoN. I do not know how. far that practice has been cax-
ried. Personally; I can not see that.there is. any very.great harm
done if they go back over a sufficient number of years to have the
real effect of it:borne out. :If for one year you followed one system
and. for another year another system, that certainly would not truly
reflect the income, and you would have an inconsistency there. .

. The, Camryan; 1 would like to agk if you think this amortiza-
tion is analogous with continuing the income. and corporation tax;
ig it not a. fhct that this amortization has a definite ending? . : . ..

Mr, Harrsox. Ohyyes. .. .. . & . o0 0
.o TN B R e T
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The CHAIRMAN. 'Therefore, much greater advantage can b gaitied
from following the system, when they claim it ggﬁm to an end,
as you have specified, than the system where the man’s books show
that he takes a chance on Whether it goes up or down. Ih other
words, in this case they knew that amortization came to an end, and
therefore they could take advantage, with that specific kndwlédge
ir mind, of fixing their books so as tozﬁet the adyunvage that this
taxpayer got; but'I do not believe that that is comparable with'the
cases that you have recited, based -on ihcome taxes, where the tax-
payer may elect to use the cash receipts and disbursements system,
or whether it uses the accrual system.’. X do not ‘think they shoul
be 'discussed in the same sentence. =~ o : ‘

‘Mr, HarrsoN. T do not want the Senator to get the idea that in
this case these people consciously followed this method of keeping
their books with the idea of gaining some advantage on amortiza-
tion. , T
The CrmamMaN. As I said béfore, the taxpayer is not under.
investigation.” We do' not charge thdt. I'do say that the depart-
ment, if this is & typical case, has followed a very inconsistent
policy of allowing t.he'tgzgstgqer to select his own system, and thereby
take advantage, as they did in' this case, of over $100,000, and in
another case, wheré' the taxpayei wis not so shrewd, to be required
to pay it. R o

Mr? HarrsoN. Wounld not the Senator resent the Goverhment’s
coming in and telling the Senator how to keep his books apd the
methods by which he should keep his books? The law does not do it.

The CaamaN. Certainly not. . I'do not say that you should tell
him how to kéep his books.' That is not a materjal factor in the
cgse. 'The point is that it was your duty to collect the tax. "

"Mr., Harrson. That is right. S

The CrAIRMAN. On a certain basis, regardless of how he kept his
books, zz:d your auditor himself points out that he beélieves, as I
think Wy fair-minded man should believe, that the taxpayer should
not get the advantage of this accrual basis because he happened to
« keep his books that way. . His keeping of his books'is riot recognized
by the law on the question of amortization.” It is recognized by the
law in connectipn with the income tax, but that is not an’income-
tax case. ' It is an amortization case and hgs no relation to income..

My, H4rrson. Of course, I can not agrée with you that this is
not an income case.’’ That is just what dmtortization is.. Amortiza-
tion is an allowance against income and has no relation to any-

thii*lﬁ‘but income. , T O ‘
e CrAamrMAN. Yes; but it has no relation to the question. of

keeping books, as quoted by the solicitor, because, this is sat; for.a "

specific time, and, certainly neither the law nor ‘Congress intended
them'to, have the advantage in amortization as they have given them
in the question of keeﬁi_ng their books on continuing income returns.’
Mr. Maxgon., Myr. Hering, how long were yoil assistant chief of
the amortization séction? .~ - .o
Mr. Herine, I do not-recall. exactly, but I'think it ‘was about s’
Y, R Lo Y
y_,M::. Maxson. Were you assigtant chief up tg the time that that
_section was abolished?®™ = - T Tt L

Teeooad e ety
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: Mr. Herivg, T was at the time it was abolished; yes, sir.
" Mr. MansoN. And you had been for about a year before that?
"Mr. Heming. Yes, sir. . . P 5 . o
Mr. Maxsox. Do you know of any other cases where amortization
was, spread. on the basis of commitments, instead of on the basis of
expenditures? . o S
“Mr. Herine. No, siv; I donot. - L
Mr. MansoN, If there bad been any such case, which went through
that section during the year that you were assistant chief, and such
a spread had been made, would it have been considered an error?
" My, Herine. I think it would; yes, sir. o
Mr. Manson. In other words, such a spread of amortization as was
made in this case could not have gone through your section, except

as ﬁn error? . - .
r. Hemine. I think that is correct; yes, sir. , _

Mr. Manson. That is all. ,

Mr. Hagrson. Mr. Hering, I understand that you passed ¢his, or
it weng; out, of your section, with instructions for the revenue agent
to_check costs? Lo .

‘Mr. HeninG. Yes, sir. , ' L

“Mr. Manson. Did it ever come back to your section, so that some-
one in your section could determine whether the instructions had
been carried out by the revenue agent? ,

, Mr. Hemwe. It did mot. o

Mr, HarvsoN. Where did it go? L

Mr. Hgrine. The engineer’s report. went to the consplidated re-
turns audit division, and the case was audited in that division,
think, in the meantime, the amortization section was abolished.

Mr. Harrson. When did it first come to your, attention that this
method of spreading the amortization allowance had been followed -
in this casef ' - . S

Mr. Hemino. It was about a month ago, I guess, when it first
came to my attention. T o o

Mr. Harrson. How did it come fo your attention?

Mr. Herixg. Mr. Parker called it to my attention.

Mr. Harrson. He called it to your attention? o

Mr. Heging, Yes. - ‘ )

Mr. Harrson. And you were workiﬂi i;i)that section at that time;
I mean working in the section that Mr. Parker was workinﬁ in at
hat time. How did he call it to your attention and not call it to
someone else’s attention? o C ' ;

Mr. Hering. I do not know. ‘I was called in. He called me in
and asked me about it, possibly because my name was signed to some
of the papers. L o

.M. . soN. That probably accounts for it, = - R

My, Paexer. I can account for it. I am not an ayditor, ag I
stated before, and in going into thig work, naturally, as Mr. Hering
was hn%ply recomme) de(f as s man updeystanding the auditing

proposition, I called him in, not because his name happened to be on
the .cox}fexfence report, but because I thought he had the best knowl-
_edge of auditing as relating to amortization. '

v. Haprson. That isall. . ., . o .
'The CHammAN. Have you any other witness here? You were
going to put somebody else on, were you not? - ‘ ‘
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Mr. Harrson., Yes; we have Major De La Mater here and the
engineer who signed this second report which has been referred to.
he CHamrMaN. I think that, as long as the Senate will convene

in 15 minutes, we had better not put on another witness to day.

Mr. MansoN. I would like to inquire at this time of Mr. Hartson,
he having made the statement that this method of si)reading amorti-
zation was not exceptional in this instance, to supply the committee
at the next session with a list of the other corporations to which
amortization was allowed, and in whose cases it was spread upon
the commitment, rather than on the expenditures basis.

Mxr, Harwson. I will be glad to furnish that, if I am abel to do it.
Of course, my statements are largely predicated upon what the
auditors of the bureau tell me. I have no Personal knowledge of
the way these audits are adjusted, but I shall be glad to attempt to
furnish that information, Mr. Manson.

Mr. Manson. Well, if you can not furnish it, I would like to be
referred to somebody who can.

Mr, HartsoN. 1 should like to add this, Mr. Manson, if I may be
permited to do so——

Mr. Manson. Yes, surelf'.

Mr. Harrson. That if 1 am wrong in the statement, I shall be
glad to frankly state that my information has been incorrect.

Mr. MansoN. T would assume that; yes.

The Cuamnan. Then, we will adjourn here until to-morrow morn-
ing at 10 o’clock. Is that satisfactory to you, Senator?

%enator Jongs of New Mexico. Yes.

(Whereupon, at 11.45 o’clock a. m., the committee adjourned until
to-morrow, Wednesday, Dece'nber 3, 1924, at 10.o’clock a. m.)
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WEDNESDAY, DECEMBER 3, 1924

"UNITED STATES SENATE,
Serecr CoMMITTEE INVESTIGATING
THE, Inmmm ReveNue Boreau, - -

: . " Washington, D. C.

The committee met at 10 o’clock a. m.; puruant to ad]oumment
of yesterday:

resent: Senators Couzens’ (presxdmg), Watson, Jones, of New
‘Mexlco, and Ernst. -

Present also: Earl J. Da\ is, Esq » and L. C. Manson, Esq, of
<ounsel for the committee. .

Present on behalf of the Bureau of Internal Revenue: Mr. C. R.
Nash, assistant to the Commissioner of Internal Revenue; Mr.
NelSon T. Hartson, Solicitor Internal Revenue Bureau; Mr. S. M.
Greenidge, head engineering division; Intérnal Revenue. Bureu;
Mr. W. C. Tungate, chief consolidated audlt, Smtlon }I Mr. 'W S
"Tandrow, valuation engineer. :

The Cuairman. Proceed, Mr. Manson. - -

Mr. Manson. I would llke to ask whether there is in the hle a
letter dated April 7, 1922, from C. W. Parkhurst, consulting engi-
‘neer for:the’ Berwind-White Coal Mining Co. to the Commissioner
of Internal Revenue, spcifying the property whlch was abandoned
and the date of its abandonment ¢ :

"Mr. HartsoN. Mr. Reddish, will you try to ﬁnd that? SRV

(Mr -Reddish handed s paper to Mr. Hartson,) - co

Ms:, Harrson, Here is' the letter that you refer to, Mr, Manson

* Mr, Manson. During ‘the proceedings yesterday Senator. Couzens
asked when the old power plants were abandoned, and M. Hart-
son also stated that he' did not accept counsel’s statement that the
irropertv has been  abandoned. In order to clear up that: guestion

would like to read:a portion of a letter on ‘the letter-head of
the Berwind-White Codl Mining Co., Electrical ‘Departmérit, Com-
‘mercial Trust Building, Phlladelphw, dated April 7, 1923, si ~
by C. 'W. Parkhurst, consulting ‘electrical engineer, and addressed
‘to the Commissioner of Intérnal Revenue, Washington, D. C., at-
tention, Chief of Amortization Section. I will read a5 much of
, this letter as refers to that question.
let%;ler Harrson. Mr. Maneon, I thmk you had better read the who]e

r.
_ The OHAIRMAN Read it all

L9
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Mr. MansoN (reading):

Gentlemen, at a conference held March 27 with your Messrs. Woolson and
Moore, regarding our amended claim of amortization of war facilities, we are
asked to furnish additional information, which we are enclosing herewith,

The tabulation covering power generated at our various Windber power
stationy covers the years 1913 Jx)zl. inclusive; hy ont .

The numbéred mines are’ from No. 30° to 'No. lnclush'b "Phése are
mines we are operating otlrSelves and Which furnlsh "the bulkk of our Wind-

ber coal tonnage .
The * coal producers,” to whom the current is listed as having been sold,

are operators, other than ourselves, on our own coal property. A large
proportion of thelr production was sold by us, apd wh n this power station
was being built, all of our own c¢oal as well' as al ing mined by these
other coal producers who depended upon us for ]m\\'@l‘ was being used for
war purposes and public utilities, .- Curreht sold to others includes chiefly
current for lighting the tawn of Windber, and might be considered eurrent
used as an auxiliary to the mine qperation 3

The eleciric generating apparatus in thé power stations which were aban-
doned late in 1921 affer the installation of the 10,000-kilowatt spm’o turhine
‘In the new No. 34 auxiliavy power station was,as follows:

No. 85 power station: Two 1,000-kilowatt turbines, which “ew installed
in 1908, and one 3,500-kilJowatt turbine, which was installed in 1913. mak-
Ing a’total enpacity of 5,500 kilowateta. The hollers in'this station consist
_of elght 250-horsepower and four 591-horsepm\er, maklng. a totul Imller'
-capgeity In.this station of 4364 horsepgwer.. (!

No. 38 power station: Two 400-kilowatt engine generatm- units, whlolu were
installed. in 1908, and one 1,000-kilowatt turblpo. fnsttlled v 1911, making:
a total of 1,800-Kilowatt capacity. Phe 'boilérs in this station consist of
nlx ‘horsepower; making a totu) holler eapacity of 1,500 horsepower,

‘Ne. 40 power station: Two 350-kilowatt eugine genervator sets, lnstalled ln
1906. and ong. 1,000:kilowatt turbine, iustalled in 1911, making a total capacity
‘of 1,700 kilowatts, 'The boilers in this station consist of elght 300 horsepiower,

making & total boller capacity of 2,400 horsepower., * - -
You will note that the total capacltv of thewse' three absridoned statlnns is

therefore 9,000 kilowatts and the beilerr capacity $,264 horsepower.. ;

Tf you desire any more information, please advise me, ,

If there is still any question as to whether or not. the old power
plants were abandoned and as to when they werd abandoned, I would
like to read into the record portions. of the brief filed by Ernst &
Ernst, representing this taxpayer. I do not care to encumber thls:
record with cumulative evidence on this point. . -

The Crammay. T would like to ask My, Hartson if he thmlns 1t is
necessary to go into that, whether he still desires the. committee to
understa.nd that the plant was not abandoned, as counsel ¢ontends?

- Mr. Hanrson. I think it is unnecessary- to go further into that
point,:Scnator, for this reason, that it’ has. been cleared up that the
new. plant became operative late in 1921.

- Mr. MansoN. 'Which plant are you mferl’mg to, Mr. Hartson?

. Mr. HazrsoN, The third 'plant, the ane that really has no ertn-
nencv here as to any points that are under discussion now at all, and
/it has no relation to the amount of amortization that should be
allowed on the second plant, comstruction of which was started in
1918. This letter clearsup the testimony of Mr. Parker on yesterday,
when the questmn arose as to the. date when. tbo third unit went into
SB!"V!CO. B 4 \ Caad !

Mr, l’nrker answerod the chalrman as follows

¥rom the records I conld not give you the'éxact idaté. ¥nderstand, I hnd to

go entirely from the papers. I looked for that because I wanted to get the
exact date, and when we found the date, I think it was the latter part of 1920.
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It was very late in the summer of 1020, ay near as I can get any definite dates.
If anybody could give v & bettor date, I wish they would state it. ‘ .
This letter, of course, states the fact to be, that late in 1921 the
third unit went into service. = : : o
. Senator Ernsr. I would like to see that Ernst & Ernst letter. I
do not care about having it vead. : Lo
Mr. Manson. It is the Ernst & Ernst brief. : : .
Senator Erxsr. In what pait of the brief is that statement that
you refer tof - S . S -
Mr. ManNsox. On I_{mge 3 .
Senator Ernst. Have you it there? ‘
hMr. Maxson. No; 1 have not the brief. It is in.the files some-
where. . : , K
Senator Exnst, Never mind. Just go on. .
- Mr. Maxsox. I would like to ask that Mr. De La Mater be sworn.
Mr. Harrson. Mr. Chairman, before Mr. De La Mater takes the
stand, I would like to request to be heard a little further on this
very interesting point which was being discussed at the close of
yesterday’s session, namely, the point that arose in connection with
the spread of amortization and the position taken by counsel for the
committee, with which I disagree. o Co
The Cranamman, All righ:’ﬂmoceed. : _
Mr, MansoN. Yes; that will keep that matter all together. - .. -
Mr. HarrsoN. Mr. Manson read yesterday from article 185 of
lations 62, the material portion of which is under subsection (),
which reads as follows: ‘ -
* & * In cnses where the property was not completed in time for use in
the production of articles contr.butory to the prosecution of the war on the
basis of the expenditures made on account of which amortization Is allowed. .
- Now, it has been shown in this case, I believe, that a spread of
amortization was made over the years 1918 and 1919, and there was,
in a sense, allocated to 1018 certain liabilities which were not actually
peid in that year. - The cash had not been delivered to the other
party to the transaction. . : Co
- Mr. MansoN. Right at that point permit me to interrupt you, if
you pleage, Mr. Hartson. - =~ - '
" Is it not a fact that these commitments had not even matured to
the point where they were liabilities? In other words, what ap-
peared on the books was not -a liability for property delivered but
unpaid for, but the contract commitment for the purchase of mate-
rials and equipment to be-delivered in the future? -
- 'Mr, HarrsoN. In answer to that question I wish to say, Mr. Man-
son, that there were obligations to purchase. The files definitely
show that the War Industries Board, then functioning, had issued .
priority orders for the delivery of something in excess of $300,000
worth of this"prbperty dwring the year 1918, Now, whether the
property was, in fact, delivered before Januery 1, 1919, I am not

able to inform the committee; but there were these two priority
orders issued by the War Industries Board, authorizing the delivery .
of something in excess of $300,000 for the year 1918, which is very
little less'than the total amount that was allocated for that year, on
which amortization was claimed. - : S S
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I'think it was perfectly proper for the bureau to assume in the
face of that showing that the company was obligated to pay on the
basis of that contract which was entered into by the company in the
vear 1918, and that then became the cost to the taxpayer. The very
purpose -of amortization was to relieve, oriwss intended to reliove,
excessive costs, war costs, and permit them to be charged against
war income. That was the idea of it, and when the money was paid
onthese centracts is really immaterisl. T

The CramrMaN, At this point, let me say that I am not disagree-
ing with that policy, but 1 am asking if that was according to the
rules of the bureau? IR NP SR :

'Myr. Harrson. I believe it was, Mr. Chairman.- - - ° .

The Cuarman., Will you point out just where the rules applied
to that case? G

- Mr. HarrsoN. I have just read from article 185 of Regulations.
62,!in’ which: the expression is used, “on. the basis of expenditures.
made’ on ‘account of which amortization is allowed.” ‘The ¢rux of
this question is, what is included in the term “ expenditures,” and I
am prepared to show that the:legal and accounting definition of
“ oxpenditures” is not limited to the delivery of the cash; that it may.
be an incurred expense, an accruable expensé, an expense which the
individual has become obligated to: pay, rather than the. consum-
mated thing; of the actual transfer of the cash. T

- Mr. MaxgoN. Pardon me for interrupting you again, Mr. Hart-
son, but it was testified by the assistant chief of the amortization
section, that is, the man who was assistant chief of that settion until
it was abolished,.that he did not know of any other case in which
amortization was spread upon the basis that you are now justifying,.
but that in all cases of which he had any knowledge it was spread.
on the basis of the expenditures actually made as distinguished from’
commitments entered into or liabilities incurred.. . .. . .. .

- Senator Eryst. Mr. Manson, if that is true,-that does not change
the merits of the question. I am anxious to be informed now along:
the line that he is 1scu§smf. . L e

Mr. MansoxN, The point I have in mind, if the Senator will pardon
me, is this, that, as Mrg Hartson stated yesterday, we have a very

ﬁpite regulation which applies to all taxpayers, and the fact that
I.wish to bring out is that, regardless of the merit of the question,
this taxpayer was treated in a manner different from any other
taxgayer having a similar claim to his advantage to about $122,000.

Mr. HarrsoN. If Mr. Manson will recall, I took very sharp dis-
agreement with that suggestion, and I would like to continue my
discussion to show you why it is not true. . .. - . . L
. Senator WarsoN. That is to say, you believe what is untrue? .
. Mr..HanrsoN. The statement of Mr. Manson, that this taxpayer:
had received more favorable treatment on the particular point that
he is.discussing than any other taxpayer,. ..~ .. =~ .

Senator WatsoN. Is it true that he 1s the only one that was treated.
in this particular mapner . .. . . - oo o 0

Mr. Hartson.- I believe it is.not true. -~ .. . el L
-Mr, MangoN. I gsked you yesterday, after My. Hering had testified
that this taxpayer was the only one whose case he knew of, to furnigh
us a list of any other cases in which a taxpayer had been allowed

b
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amortization on’property’ which had ‘not gone into use prior to the
end of the war. = S R
. The Ciramrman.; Well, he probably will reach that if you will let
him finish' his story. ™ - 0 Co
‘Senator Ernst. I think so. B A A
 Mr. Harrson. I think it is perfect{ proper for Mr. Manson to
make the statemerit, but I will come to that in just 8 moment. .= . -~
Now, the regulations, as I pointed out, permit the spread of amor-.
tization on the basis of 'exmnd‘itures made; on -account of which
amortization is allowed. I believe it can be sliown, and I am pre-.
pared to discuss it in some detail, although I think there.caki be no
seriolls controversy about it, thit what “ expenditures ” means-is 'not
limited to.the actual payments of cash, but it is broad enough in
,g;oogl aco;'ug:ing‘ practice as well as *witinin, legal definition' of *ex-
en 'tures e N R et .
peThe CHARMAN. ‘As one member of this committee I am 'satisfied
that that is' correct. L LT R S
" Mr. Harrsox. The word “expenditures” only occurs in the regu-
lations. ' The law refers to “costs.” I think we can all agree
that the “gost ” is what the taxpayer is going to have to pay, and his
obligation, if it is accruable and has been accrued, becomes a part
of his cost, because it is on the basis of the date when the obligation
was entered into that the amount of the cost is figured. -~
Let me illustrate: A contract entered into ‘in 1918 is entered into:
at a time when the war was in progress, and theé cost was probably
excessive; at least it was a war cost.” He may not haveo been obh-
gated to pay under the contract until some. future date, when ths
- market price was reduced consideérably, but the cost to him was the
war' cost, and it was that thing which the Congress had in mind.
when it provided some ielief for taxpayers who had so expended
nllloney in an effort tp aid the Government in the prosecution of.
thé war. '~ =~ L e b C e :
"The Cuamman. I would liké to ask Mr. Hartson if any of his
staff here has actually determined whether this contract was carried
* aut and the amounts which were allowed in amortization were actu-
ally paid on the basis of the contract by the taxpayer? In other
words, it was well known that many of the contracts were not carried
out after the close of the war; that concessions were made by sellers.
and that the buyers did not always pay the full contract amount. .
would like to know if there is any record to show that the taxpayer
did actually pay the amount which was credited in the amortization.
Mr. HartsoN. I shall be very glad to have one of the engineers
look that up. : SRR
The CHAIRMAN. Do, please. - e
Mr. Harrson. I have this observation to make, tliat the contracts
that the Senator refers to, which we all know were frequently
altered subsequient to tne conclusion of the war, were contracts, ordi-
narily, which had not been consummated to the point of the delivery
of the goods. .They called for future delivery, and here I think it .
will be shiown that that portion which was sllocated to 1918 was
substantially completed-—that the deliveries had been substantially
cotipléted during that year.w - © -7 L o e g
Senator Warson. Let me ask you this question:: You distinguish
between the word “cost” as contained in' the law:and the.word
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“expendituve . g8 contained, in'the regulations. Why do not the -
milllxl-atwns contain the same language as the law? =~ o

» Hawrsox. The regulations; Senator. Watson, are explanatery
of the law, and they are a little more liberal, and there is an attempt,
made to make the law more understandable. If the regu{z’twna were
in the exact language of the law, the regulations would be of no
assistance in interpreting the law. The regulations then would be
merely & rewnon of the law, which would be of little value,

Senator Warson. Then you make & distinction between the *ex-
penditures” and the.“ costs "¢ . . L

Mr., HarrsoN. I do. I think there is a distinction that may be
made,; but I gm not urging that distinction as being material here.

Senator WarsoN. Yes. o ,

Mr. HartsoN, Because I think, in either event, “ cost” is a broad
enough term to include that portion of the amortization which was
spread .and .allowed in 1918 in this case. In other words, I think
what was done in this case does not violate a liberal, common-sense
construction of the statute itself; nor do I think it is in violation of
the specific language of the regulations, which use the word “ ex-
penditures.” U : o

~Now, I do not care to go into that any further unless the com-
mittee desires to hear from me further, except to answer Mr.. Man-
son’s question abont what was done and what was the practice that
has been followed in other cases. . o :

Mr, Manson asked me yesterday for a list of cases where a similar
practice had been followed. X took exception to the statement of
Mr. Hering, in that I did not believe, and do not believe, that this is
the. only case of this character that has arisen; but I am not pre-
pared to show this morning & list of cases which have been treated
in this way. I want to be given a further opportunity to do that,
if that can be done; but I wish to state this, that taxpayers have
trequently come in and made a showing of costs-which were incurred
in 1918, when & sitnation similar to this has been presented. . There
has been no segregation of costs by the taxpayer very often, . The
costs have been checked in the field. e o

- Now, given that situation, if those costs were incurred and had
been accrued on the books, there would not be this distinction made,
and this segregation made between that portion of the costs which
had been:paid for ini cash and that portion which represented an
obligation to pay but in which no money had been transferred. So
I find this, in discussing it with many men in the byveau since this
question arose; I have yet to find a man who knows a case that was
gettled in which this questiou was raised in the way this was; nor
do I find anlj;l:odv who knows of a case, in which this issue was raised,
settled in the other way. ' S et

- The Cuammman. I want to point out at this time that the engineer,
whog};a@testiﬁed before this committec disagreed with this settle-
ment, - .. L e, o . . AR

“Mr. Haersow. Yes, . - . - : N

~The CHAIRNAN, And that was the yesson he brought it here. . It
wag:not only the auditor who was on the stand yesterday, Mr.

Hering, who disagreed with it, but it was the guditer, Mr. Ly
if I remember correctly, who first brought the case to the atten- -
tion of this committee, who also disagreedg with it. - o
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.At this time I think it is appropriate {o say that I hope no em-
ployee of the bureau: who disagrees with the chiefs is going to be
punished by the bureau. There was an inference yesterday that
some of the staff here were inclined to be critical of any employee
who exprested his views fearlessly before this committee.

Mr. HartsoN. Senator, I think I can give you the assurance of the
commissioner and of Mr. Nash, the men who are in executive control
of the bureau, that no punishment will resuit to any man who
honestly states an opinion, no matter with whom he disagrees. I
know their disposition, and I know that there is not any feeling on
their part at all. There are differences of opinion, and I see no
reason in the world why they should not be expressed.

The CrarMAN. I wanted to get that in the record, because there
was an expression made to some of the members of the committee
that you appesred to be a little bit hard with this auditor and
seemed skeptical as to why and how he came to tell our investiga-
tors his views in this particular case.

Mr. HarrsoN. Well, Senator, if my manner carried that impres-
sion I am sorry, because I had no such intention. When we get
into the discussion of sharply conflicting opinions, I frequently
state a thing in a way that may be misleading. I had no such inten-
tion, and I would have no_control over this situation one way or
the other, anyway, because I am not in an executive position in the
bureau, exce[i)t in my own office; but I think Mr., Nash and Mr.
Blair would back me up in what I have seid, and I am very sure
that Mr. Hering and anyone else who comes here and honestly
states lhis opinion to this committee will in'no way be prejudiced as
a result.

Mr. Nasna, That is absolutely true, Mr. Chairman, L

The Cramrman, No one should be discouraﬁad from frankly
telling this committee his views and from frankly trying to help
this committee in what it is trying to obtzin in the way of im-
proved legislation, and (ﬁfrhaps tmproved administration.

Mr. Greenmee. Mr, Chairman, I would like to state, as head of
the engineering division, that internally we invite discussion of a
great many points which come up by engineers who differ with
other engineers; with their chiefs of section, and with the head of the
division. On my desk now there are at least two subjects on which
dissenting opinions have been written, and we find it is a helpful
condition to have. I am sure that there would be no feeling against
anyone who disagreed with us internally, or who appeared before
the committee and disagreed with us.

The Crarrman. That is what I am trying to get at, as to witnesses
appearing before the committee—internally or externally. .

r. GREENmGE. By internal, I am referring to my small division.
We find .that these different opinions are just as necessary for
proper functioning of our division as uny other one thing, be-
cause, if all of us had the same opinion, or if we were forced to
adopt ore opinion, it is manifest that, in a number of instances,
injustice would he done both to the taxpayer and the Government.
' The CuaRMAN. You may proceed, Mr. Hartson, picase, :

92910—25—p1 §——b5 ‘
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' Mr. Harzson. I have nothing further to say, Mr. Chairmau, on
th'ergomt which I was dlscussinf. : " '

-The CmarrMaN. I understand, then, that you have not given up
hope, or you intend, at least, tc make an effort to find other cases
in which ant:clpate(i obligations, or where commitments were given
the spread in the amortization division? '

Mr. Harrson, That is true, Mr. Chairman, and I tried to explain
why I believe there may be difficulty in showing a list of such cases,
because I believe this allowance was made-—ung. I think others who
are more familiar with just what has occurred in the income-tax
unit in connection with these cases will bear me out—allowances
have been made just the same as this, with the same result as this,
all under the head of “ costs.” . '
~ The CramMmAN. I think the committee will be satisfied with a
partial list, and I believe that is important, for this reason: Two of
your employees have disagreed with this settlement and have said
that this was an exceptional settlement. : ‘

Mr. HarrsoN. Yes.
~ The CmarmaN. Both Mr. Moore and Mr. Hering, and if that is
- frue we do not know how many other members of your staff may
have that same view. It must be possible to secure at least a list of

the cases which have been zettled on that basis, when two of your

employees sha,r;l)ly disagree with the statement that there have been
other cases settled on that same basis.” »
* Mr. Hartson. I shall make a further effort to do so.

Senator Jones of New Mexico. I would like to ask a question
here, in order that there may be cleared up in my own mind just
what the attitude of the bureau is. Is it the contention of the
bureau that this settlement has been in all respects a proper one?

‘Mr. Harrson. Yes, sir; that is the contention.

Mr. Manson. Is the auditor’s analysis of this case in the file, in
which is shown the set-up of the amount allowed on this power
house for depreciation as well as for amortization?

Mr. HarrsoN. Yes, sir; Mr. Reddish is here,

TESTIMONY OF MR. CRAIG L. REDDISH, RESIDENT AUDITOR,
" SECTION G, CONSOLIDATED RETURNS AUDIT DIVISION, BUREAT
OF INTERNAL REVENUE o

" (The witness was duly sworn by the chairman.)

‘Mr. Harrson. Mr. Reddish, state your full name to the com-
mittee. : :

Mr. Reopisa. Craig L. Reddish.

Mr. Hartson, Where are you employed? ' -
"Mr. Reopisa. Resident auditor in section G of the Consolidated
Returns Audit Division.

* Mr. HarrsoN. Of the Bureau of Internal Revenue?

- Mr. Reopise. Of the Bureau of Internal Revenue.

“Senator ‘Ernst. How long have you been there? - _

' Mr. Reppisi. About two years and a half, I believe. I have been
in the bureau longer, but not in that division. ‘

Mr. MansoN. Will you refer to that set-up and tell the com-
mittee whether any depreciation was allowed on this war-time
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plan;:l,?;w,lant No. 34, for the years 1918 and 1919, and if so, how
muc .

Mr. Reopisa. Before I make any statement, I want to see what
this is taken from; I want to see what agent’s report this was taken
from, if you will pardon me for a moment.

This is a schedule taken from the agent’s report, who made the
examination, and it is headed * Powerhouse ""— :

Mr. MaxsoN. What is the name of the agent?

Mr. Reopisu. The agents were Mr. Singer and Mr. Newton.

Senator JonEs of New Mexico. What is the date of that report?

Mr. Reopisi. The report is dated January 15, 1923. This par-
ticular schedule is headed “ Amortization and depreciation, power-
house No. 34,” and in a resume at the bottom of the page, he states
the amortization as $333,289.95. , _

Mr. Maxson. That is for what year? :
$41;I§2 ggnbmsn. That is for 1918, $333,289.95, and depreciation,

’ o .

Mr, Manson. How about 1919¢ S

Mr. Reopisu. There is amortization in 1919 of $40,101.17 and de-
preciation $42,009.08.

Senator Jones of New Mexico. The amount of depreciation in
1918 was $4,000, you say ¢

Mr. Reppisu. $4,000 is the amount that is indicated here.

Senator Jones of New Mexico. And $42,000 in 1919?

Myr. Repprsi. $42,000.

Mr. Manson. That is all.

Mr. HarrsoN. Mr. Reddish, you stated that you were readin
those figures from the schedule included in a revenue agent’s repert

Mr. Reopise. Exactly. _
"~ Mr. Harrson. Do 'you know whether that was the final figure on
those items which you referred to, and used as the basis for the clos-
ing of the case? _ .

r. Reopisu. It is my recollection that it was.

Mr. Harrson. In other woids, as the revenue agents reported, so
was the case closed on those itenis?

Mr. Reopiso. Exactly. ' . )

Mr. Hagrson. Now, Reddish, yesterday there was testimony
by Mr. Parker, I believe, on the subject of depreciation, to this
effect—and I now read from Mr. Parker’s testimony:

They had not written it off, Senator; that 1s, they had written off a certain
amount up to 1918. In 1018 they increased their rates of depreciation, and
our previous statements have been to the effect that if they had used the
same rate that they had used during 1918 and 1919 for the whole period, the
plant would have been entirely written off before the war commenced, They
did not actually use those rates in those pre-war years, That left a balance

which, in April, 1920, at the time the new plant was finally completed, they
did write off thelr books, and that sum of money represented $139,000.

I will ask you, Mr. Reddish——

\

|

Mr. MansoN. Just a minute, We are gettin%hixito another subject -

than the one I have before the committee at this time. I wish to
call the committee’s attention to the fact that, according to the testi-
mony just offered by Mr. Reddish, the bureau allowed depreciation
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on an uncompleted power plant in 1918 and 1919, and which did not
go into 3peratxon until 1920, and—

The CHARMAN. Just a minute. I think the testimony fairly
showed that they went into operation in 1921,

Mr. MansoN. No; you are referring now to the third unit.

. The CHAIRMAN, 6h, I see. I beg your pardon.

Mr. MansoN. And a practice that, I believe, can not be justified,
and, furthermore, it is in violatior: of article 182 of regulations 62,
which provides—

The allowance for amortization will be nclusive of all depreclation during
the amortization period of property subject to amortization. See article 186.
Depreciation will be allowed, beginning at the class of the amortization
period, upon property the cost of which has been partly amortized, but shall be
limited to the value of such property after the amertization allowance has been
deducted. Property which has been amortized to its scrap value shall not
further be subject to depreciation.

Now, I take exception to this allowance on both grounds, which
are entirely independent of each other.

., Mr. HartsoN. Mr. Reddish, do you understand that the depre-
ciation referred to in the report that you have just read from covers
the same property that the amortization allowance covered$

Mr. Reopisa. 1 do not.

Mr. HartsoN. Will you state to the committee the difference?

Mr. Reopism. There are costs in this, so I understand, which were
not subject to amortization, and, of course, those costs of depre-
«ciatiable propert’yi‘ are subject to depreciation,

. Mr. MansoN. This refers to g\ower plant No. 84.

Senator ErNsT. Let him finish, Mr. Manson.

Mr. ReopisH. I have not the details before me and I do not know
that I have sufficient engineering knowledge to know, but I do not
understand that the entire cost of power plant No. 34 was subject
to amortization. Was it? - .

Mr. MansoN. About 10 per cent that was not to be subject to
amortization. Now, if but 10 per cent of this power plant, if 10
per cent of $800,000 was not subject to amortization, that would be
about $80,000, and you do not contend that $80,000 on an uncom-

leted power plant would depreciate to the extent of $46,101 be-

ore they started to operate?

Mr. Reopisu. If that is the corrected figure, that probably would
be an exorbitant rate.

The CaammaN. You may proceed, Mr. Hartson.

Mr. HarrsoN. The $800,00 figure given by Mr. Manson as the
cost of the plant may not have included the entire expenditure which
was made by the taxpayer on that pro

Mr. Reonisa. That was my understanding.

Mr. Harrson. Have you any recollection of the amount that
was expended on the plant? . ,

Mrf%emmsn. No; just a general understanding of my own' that
the plant itself cost more than $800,000. How much, I do not know.

1&. HaxrsoN. That isall. L. :

Senator Jones of New Mexico. Is there anything in the record to
show what it did cost? S

Mr. Harrson. Yes, Senator; I can give you that.
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. Mr. MaxsoN, Even if that be true, it is an established fact, and
I believe an admitted fact, that this plant was not completed until
1920, and whatever this depreciation may be applied to with resgect
to this plant, it is allowing depreciation upon & power plant which
had not yet begun to operate. .

Senator WatsonN. Did this case finally come before you for deci-
sion, Mr. Hartson?!

M’r. Harrson. It did not, Senator. The certificate of overassess-
ment, amounting to something in excess of $500,000, which included
the adjustment of this taxpayer’s liability for the year 1918, I
think, having many different items, in which this amortization ele-
ment and several others that have not been discussed here, came
up to the assistant solicitor in my office. He is a member of the
review committee which passes on these certificates of overassess-
ment. It was reviewed there, and his name was signed to the cer-
tificate of overassessment before it was finally allowed; but the ele-
ments that are being discussed here never were submitted to the
solicitor’s office. As a matter of fact, it does not seem to me that
there is anything that required its submission to the solicitor’s
office, because the main points of difference involve an engineering
question, and an accounting question. At any rate, it did not come
to the solicitor’s office other than for the approval of the certificate
of overassessment.

Mr. Reopisa, May I interrupt a moment. The item of $40,000
depreciation in 1919 I am not prepared to say whether that was
allowed finally or not as to 1919. I think I can state that I did not
handle the case for 1919, and would have to go to the record.

Mr. MansoN. Will you look that up?

lMl;i Reopisu. I will do so. For 1919, the case has not yet been
closed. .

Mr. HartsoN. It has not been closed for 1919¢

Mr. Reopisu. It has not been closed for 1919. .
MMr. MansoN. On this particular point, I wish to call Mr. De La

ater. ’ :

TESTIMONY OF MR. STEPHEN T. DE LA MATER

(The witness was duly sworn by the chairman.)
Mr. MansoN. Mr. De La Mater, you are an engineer, are you not#
Mr. De La MatER. Yes, sir.
Mr. MaxsoN. Were you formerly employed in the Bureou of In-
ternal Revenue? ‘
Mr. De La MatER. Yes, sir.
Mr. MansoN. In what capacity?
Mr. Dr LA Matrr. I started in as an engineer, and finally became
chicf of the amortization section. : -
Mr. MansoN. How long were you chief of the amortization section,
Myr. De La Mater? ‘
Mr. De LA MaTER. About three years.
Mr. MansoN. When did you sever your connection with it?
Mr. DE La Mater. In November, 1923—a year ago last month. -
Mr. Manson, Was it the practice of the engineers or the bureau
to allow depreciation on uncompleted property, which had not go'n;e
into use. ‘ ? :

' -
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- Mr. De LA Matex, Ordinarily, it was not the practice of the
engineers who handled depreciation, and the allowance for amorti-
zation was inclusive of the depreciation, during the amortization
period, in accordance with the law and regulations. It was not con-
sidered that depreciation should be allowed, and in general engi-
neering practice it is not considered that éepreciation should
allowed, on uncompleted structures, that there can be no deprecia-
tion or wear and tear during the time that the structure is in process
of construction.

Mr, MansoN. That is all.

Mr, HartsoN. I have no questions.

Mr. Manson. That is all. ~

Mr. HarrsoN. You do not care to question Mr. De La Mater
about the adjustment of this case? He is the man who was chief of
this section that finally approved the adjustment of the Berwind-
‘White case.

Mr. Maxson. Well, Mr. De La Mater told me that he had no
personal knowledge of these figures, ’

Mr. Harrson. Senator Jones asked me the other day to have
present those men who . K’d and approved the engineer’s second
report, which was dated, I think, November 18, 1922, and in which
there was this 52.6 percentage of value in use allowed to this com-
pany. Mr. De La Mater was chief of the section; his name was
signed to the reﬂort, and I want the committee to know that we
have everybody here, and we want it discussed, if the committee
cares to go into a discussion of it.

Mr. Manson. Where is that report? Will you produce that
ﬁpgrﬂ There is one further question that I want to ask Mr. De La

ater, :

Before you go into that, Mr. De La Mater, do you know of any
cases where amortization was knowingly spread on the basis of
commitments instead of actual expenditures? .

Mr. De LA Mater. I do not, but that does not mean that there
were not others, because there might be dozens of others and I not
know of them, :

Mr. MansoN. Well, you wore head of the section, were you not?

Mr. De La Mater. Yes; bat in that capacity I did not go into the
details of each case.

Mr. MaxsoN. No; but what rule did you enforce in that regard,
as head of that sectionf ) .

Mr. De La Mater. The only rule was the regulation which pre-
scribed as to how the spread should be made.

Mr. MansoN. During the time you were chief?

- Mr. De La Mater. And that spread was in the hands of the
auditors, and it was simply understood that the regulations were
followed. I do not tlhmlg. that point ever came up for discussion,
as to the question of cost and commitments.

The CrammaN, What is your interpretation of the word “ costs ”
in the statute and the word “ expenditures? in the rules, as to the
question of commitments or actual payments? i

Mr. De La Marer. Well, I have never given it any thought until
I listened to it in this room here, because, as I say, it never came up.
I have been listening here with a great deal of interest to the dis-
cussion of the subject.
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Mr. MansoN. Do you know what the practice was? - = -

Mr. DE La MaTer. I have a theory as to just how that might
have happened, and why it was done that way, and how it could
easily happen in dozens «f cases, either rightly or wrongly, and that
is that the taxpayer submits schedules of costs, and they are O. K'd
by the engineer, and they are subjected to check in the field, book
:h eollxtéd and it may have been checked or it may not have been

ecked. :

Mr. Manson. Well, assume a case where the taxpayer had in-
formed the bureau that his claim was based upon commitments, and
not upon actual expenditures.

Mr. De La MaTer. Well, then, it is a question of interpretation
of vhe law. - . z

The CuHamman. That is what we are trying to get at. How
would you interpret it?

a er. E LA Mater. I do not know that I am qualified to interpret
he law.,

The CeamMaN. How would you have interpreted it, as chief of
that section

Mr, De La Mater, The solicitor’s office had that prerogative on
an%}{egal question. .

e CrAamrMAN. As I understand it, that question was never
raised at the time ycu were chief of the section ! ‘

Mr. De LA Matrr, Well, it was never raised with me. If it had
been, I would probably have given it some thought and study and
rendered a decision. If it was adverse to the taxpayer, he would
have appealed it to a higher authority, but I have listened to the

argument, as I say, here, and I am inclined to feel that Mr. Hart- .

son’s opinion is right, that commitments are just as much of &
proper basis for the spread as the actual expenditures or costs at
the time the expenditures were made.

The Cuamrman. As far as I am concerned, I am satisfied to let
this case rest until we get other evidence that cases have been settled
in a like manner, and that that was the policy of the bureau in the
settlement of cases. Are you satisfied with that, Senator?

Senator Jones of New Mexico. Yes.

The CnarmaN. Have you any other cases that you wish to pro-
ceed with now? A

Mr. Davis. I have,. Senator. '

'The Cuamman. Do you want to ask the witness any further
questions, Mr. Manson ¢ .

Mr. MansoN. No; I do not care to ask him any more questions.

Senator Jones of New Mexico. I have not the details of this
matter before me, but I recall very well one point which was dis-
turbing to me the other day, and chat was the fact that there -had
been two or three different estimates by the engineers, and I have
this impression, and if I am wrong about it I would like to be cor-
rected, that we have an engineer’s report here showing an efliciency
in use of 80 per cent, that the taxpayer claimed that that should -
be 70 per cent, and, finally, in some conference, of which there.does
not seem to be any record, except the fact that a conference was held,
the efliciency in use was put at 52.6 per cent. Now, I would like to
have somebody who was in that conference explain here why and
- how that was done, and upon what basis it was done.
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Mr. De La Mater. ‘Well, I am still on the witness stand, and until
asked questions I can not say anything. - o )
- Mr. Maxson. Well, can you explain it? :

Mr. DE La Maten. I will answer to the best of my ability. I do
not knoworer - - - :

Senator Jones. Have you had any conferences? ‘
- Mr. DE LA MaER. 1 can tell you what I remember of the case,

Senator JoNes of New Mexico. Well, if you were in that confer-
ence, I wish you would clear this matter up, if you can. ,

' Mr. DE LA Mater. I was in a conference. Let me say, first, that
there are honest differences of opinion, and always have been, in
the determination of amortization allowunces. The law is very
meager. It says that the allowance shall be reasonable, and that is
all 1t does say, Now, that means reasonable to the taxpayer and
reasonable to the Government, as we interpreted the regulations,
elucidating that law, stating that the basis of the determination of
that allowance shall be the salvage value of sales value in the case
of discarded property, but in case of property continued in use, the
value in terms of use to that taxpayer. S

i Now, the bureau has never admitted the measure of use of a
facility, in terms of Gollars—return on the investment, which is the
usual measure of value to a business man of his holdings, of his
investments. The bureau has not recognized that, because we always
contended that mnismanagement, favorable markets, and delivery con-
ditions, and various things of that kind affect that return on invest-
ment, regardless of the actual value of the facilities to the taxpayer,
or “use” as expressed in the regulations.

‘Therefore, a physical means of measurement of that use had to be
found, and the regulations did not go on to say what that measure
should be, how that use should be measured. It was, therefore, up
to the amortization section, from its infancy, to devise ,ways of
adminis&erins the law and the regulations.

As we handled case after case we found new problems coming up.
Hardly two cases were alike. It was essential, however, as you have
insisted here, that all taxpayers should be treated as nearly equitably
as possible, and with that idea in mind, as we progressed in the
handling of amortization we learned more about it, and we formu-
lated a policy. We had new cases coming up which had different
angles to them, and we would talk them over and decide upon the
equitable and proper way to handle the cases, in order to arrive at
the Eroper value. . .

There is no definite, fixed way of finding the value in terms of
ph'ﬁical use of everf property on the same basis.

e CmAmMAN. I understand. We are not talking about that.
‘We have %one all through that, and I would like to ask, as has been
asked by Senator Jones, if you can tell us how they arrived at 52.6
per cent.in this conference.

~~ Mr. De La Marer., Therefore, in this case, as in other cases,
conferences were held when a taxﬁisger‘di d with the finding
of the engineer. -One engineer’s ing would vary from another

.-engineer’s finding, and a conference was held, and the taxpayer
‘would be given a hearing. At the conference in this particular case,
‘the record of the conference shows what was done. Now, at those
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conferences there was always. an attempt made to.close the case
and come to some equitable solution. ‘ el C
Senator Jones. I do not understand that there is any record of
what that conference did in this case. A
Mr. De La MaTer. This is the formal conference that I am speak-
ing of, at which Mr. Hering presided. I am leading up to how I
came into the case.
Senator Jones of New Mexico. All right, go ahead in your own

way. _

l&r., HartsoN. There is a record of the conference to which Mr.
De La Mater has reference, but there is not a record of the one that
Senator Jones has reference to. : .

Senator JonEs of New Mexico. Yes. . ‘

- Mr. De La Marer. At this formal conference, it was found im-
possible to agree, the taxpayer and the Government, as to an equit-
able adjustment. On questions of fact the taxpayer would disagree
with the Government, and perhaps in its method of measuring
value in use of that plant. Therefore, it would frequently happen
that the conferees would come out of a conference and come to
me and tell me the situation and ask me what should be done and
what I would advise. It frequently happened that a taxpayer would
come out of a conference, after the conference was over, and come
into my office and say that they had come over here to Washington
at considerable expense, with the idea that they were %:ing to get
" their case settled up and adjusted; that they had not been able to
get anywhere in the conference, and they would ask me if I could
do anything. I would then call in the engineer or anditor, who sat
in that conference. I would sit in my room, and I would see if
we could not come to some equitable solution, some agreement, or
common ground, on which the case could be settled. o

We were under great pressure in those cases. The committee was
swamped with work, and after consideration by one section, if pos-
sible, we tried to close the case in that section, with the idea of not
swamping the committes. That is what happened in this case. After
conference they came into my office, and they said that they had
just been in conference and had not been able to get anywhere in
con:ialrence,‘ and asked me if I would not take the matter up per-
sonally.

It is my recollection that I then called Mr. Hering and Mr. Swaren
and I think Mr. Rhodes—all of those. who were in that conference,
I am not just positive as to who were there. It was possible that I
had a review engineer. I said to the treasurer of the company—I
don't remember his name, but I remember he was one of them, and
I think the attorney for the company was there— Now, if you
really want to close this case and come to some equitable conclusion
of it, and if you want me to act in that capa.cxt,y or the bureau, let
us see if we cannot find some common ground.” He said that that
was just what he wanted to'do. I then listened to tales, to stories -
of the case, by both sides. -

Now, you will understand that I had to do that, because I per-
sonally had not gone into this case, and knew nothing of the details.s
I coul):i not render any opinion without hearing both sides of the
" case. . L

92019—25-—pT 6—8
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*After listening to it, it is my recollection that I made a suﬁgeﬁion
that if the taxpayer would yield certain points, and if the Gov-
ernment would yield certain points, questions of fact, it was
then figured out just what that would amount to. I personall
never dealt in amounts. I dealt in principles, and let the dollars fall
where they would. The final result was told to the treasurer of
the company and he then said, “ Well, I will have to take this mat-
ter up with the parties in Philadelphig, or the officers of the com-
?%lg I can not give you an answer until after I do that.” I said,
‘Why, I understood that you said that you could say yes or no to a
proJ)osition which might be made.” He said, “ Well, 1 can’t do that
to-day.” I said, “ Well, all right; then the thing is off.”

Further than that, I have no recollection of what was done. I do
not know whether they came back later and accepted the proposition
:!1" not. I have no recollection of any acceptance or any closing of

© case.

The 70 per cent that you asked about, I do not recall the details
of the case, but it must be a percentage of facilities or amounts other
. than the 52 or the 36 or the 48 which they claimed, because, as &
Ero osition was put up to me, there was always a low figure and a

igh figure, & demand of the taxpayer, and the Government or the

engineer’s or auditor’s idea. .

r. MansoN. Can you, "y referring to ths engineer’s supple-
mental report, refresh your recollection and tell us what brought
about the change of decision of the Bureau from 80 per cent value
in use to 52.6 per cent?

- Mr. DE La Mater. Well, that would be in the arguments of the
taxpayer in the brief submitted, and in the oral testimony given by
him in the formal conference there. .

Mr. HartsoNn. That brief, Major De La Mater, indicates the posi-
tion that the Government took, and answers then from the stand-

point of the taxpayer. That might be illuminating here.

Senator Jones of New Mexico. The brief, as I understand it, is
one which contains the statement of the 70 per cent.

- Mr. Harrson, I think the Senator has a wrong idea of that 70
er cent value in use, which was mentivned. It seems to be true
eyond any question that that was not a figure that the taxpayer

was contending for, that he was always contending for something
lower than 52 per cent, which he received——

- Senator Jones. I have not seen anything in the record to indicate
that, and that is what I would like to be shown, if there is anything
in the record concerning it.

Mr. Manson. Mr. De La Mater, have you the minutes of that
formal conference before yout

Mr. De Lo Marzr. Here is a sentence in a “ Memorandum for
files,” made by me on October 81, which says:

.. Mr. Middleton engineer, and Mr. Wilson, representing the company, called

" on the writer to-day relative to taxpayer's claim for amortization, with special
reference to certaln items which are under dispute.

" Mark that “certain item.”

_ The writer conceded 70 per cent value in use, as asked by the taxpayer, in-
stead of 80 per cent value in use allowed by Mr. Swaren in his report.

Mr. Manson. Who made that memorandum?
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Mr. De La Mater. I did. '

Mr. MansoN. That was made contemporaneously with the occur-
rence, was it; it was made at or about that time? '

Mr. De La Mater. This was dated October 31, 1922.

Mr. MansoNn. What was your custom in reference to making
memoranda of conferences?

Mr. De La Mater. This is a memorandum of a call made upon
me by Mr. Middleton and Mr. Wilson.

Mr. ?LIANSON. Is the document made on the same day as the call
oceurs

Mr. De La Mater, Usually, yes sir, or maybe the next day.

Mr. Manson. It was made while the transaction was still fresh
in your mind? '

Mr. De La Mater. Oh, yes.

Senator JoNEs of New Mexico. Does not that state that all they
claimed was 70 per cent?

Mr. De La Marer. That says,  certain items which were under
dispute.”

Senator Joxes. We are talking about this question of value in
use now. That seems to be the basis of this whole thing here or,
rather, the principal part of the thing, anid that shows that they
claimed 70 per cent.

The Cuairxan. On certain items, Senator; not all of them.

Mr. De La MaTer. Were there not certain other items in this
claim besides the power plant?

Mr. MaxsoxN. No.

Mr. DE Lo Mater. Then, there were certain items that came
up and were dealt with on the cost of the power plant.

. Mr. Manson. Will you refer now to the minutes of the former
conference.

Mr. DE LA MaTER, Yes,

Mr. MaxsoN. Do you find any reference to that 70 per cent in
that record ?

Mr. D LA MATER, Yes.

Mr. Manson. Just read it.

Mr. De LA MATER (reading) :

Taxpayer also contends that the plant as a whole is only 70 per cent in use
as against 80 per cent computed in the engineer's report. On this point it
was agreed that additional data would be submitted, and if the information is
as claimed by the taxpayer's representatives, the conferees will recommend
that the value In use be reduced to 70.

Mr. MaxsoN. Now, Mr. De La Mater, those minutes of tho con-
ference were made up at or about the time the conferences were held,
were they not ¢ '

Mr. DE La Mazer. Yes; within a day or two after.

Mr. MansoN. The purpose of those minutes was to preserve g
memorandum of what happened at the conference; is not that true?

Mr. De La Mateg. Yes. Of course, let me add there that the con-
ferees did not always render a decision in the conference with the
taxpayer; they sometimes discussed it afterwards amongst them-
selves and stated what the recommendation would be before writing

_ this report.

]
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Mr. Manson. What I mean is that the memorandum or minute
of the conference was always made while the matter was still fresh
in the minds of the conferees? : , ;

Mr. De La Mater. Yes; within a few days. .

. 'The Camamman. I would like to say at this point, though, that
the actual record of the claims of the taxpayer makes no reference
to 70 per cent, : : .

Mr. DE La MaTer. I mean, those are the statemeunts in the oral
discussions, evidently. . L .

Senator Jones of New Mexico. It is contained in the brief, as I
understood ‘it. -

. Mr. De La Mater. There is an element of replacement cost that
enters in here in some way, I notice.

The CezamrMaN. What does the brief of the taxpayer say concern-
ing the value in use?

r. DE LA MatEr. I have not read that.
. Mr. HarrsoN. That brief was filed awag back in August, was
g:l n%t,. afnd all of these negotiations were subsequent to the filing of
- the brief.

..The CaarrmAN. I understand, but there is no statement submitted

to this committee showing what. the taxpayer claimed.

Mr. D La Mater. This says 35.8. '

Mr. HarrsoN. What are you reading from?

Mr. D LA MaTER. Power i)lant No. 34 of the schedule, total steam-
boiler equipment, schedule of the claims of the taxpayer.

- Mr. MansoN. What is the date of that brief; when was it filed ¢
- Mr. D La MaTER. It was received in the unit February 17, 1922.

Mr. MansoN. What is the date of that formal conference ? :

- The Craamman. October 30-31, 1922, .

Mr. DE La MaTer. October 30-31, 1922, ‘

Mr. MansoN. Would it not appear, n%on, that between the time of
the filing of the brief and the reachinf of a conclusion by the con-
ferees the bureau and the taxpayer had reduced their differences to
one of b%tween 70 and 80 per cent instead of one between 35 and 80

er cent? '

P Mr. DE La Mater. No; it would not-look that way to me. If that
‘were the case, there would be something in there to indicate the rea-
son for the change.

- The CrammaN, I think the point that Senator Jones and I still do
not get straight is that nothing has been introduced to show how
they arrived at 52.6 per cent.

‘ S}t;nator JonEes of New Mexico. That is it.

- The CrarMAN, I wish the department could, after all of this
time that we have spent on it here, show us by what method you ar-
rived at 52.6 per cent, and when, and who were present when it was
arrived at, '
.~ Senator Jones of New Mexico. And who fixed it?

- The Crairman. Yes, :

' Mr. HarrsoN. Senator, I think it will not be difficult to show you
how it was arrived at and the justification for the allowance of that
percentage. ~

. Senator JonEs of New Mexico. We are not discussing the justifica-
. 1l;)lon %t' it, but we want to know how it wes arrived at, and when, and

y whom.
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Mr. HartsoN. We are trying to show you by the man who made
the final decision, who signed the memorandum, and who approved
that percentage allowance. It has already been pointed out that the
files are silent as to a record of the conferences which Major De La.
Mater held. ‘

Senator Jones of New Mexico. I think we have a memorandum of
the conference. '

The Crairyman. Not of the final conference.

Mr. HarrsoN. Not of the final conference. :

The Crairman. Can you answer that question which has been pro-
pounded by Senator Jones and myself?

Mr. De La Mater. I have here the brief of the taxpayer, filed after
that conference, dated November 8, 1922, That is about a weck
after the conference.

The CaairMaN. Read that part of it.

Mr. De La MaTer. In which it states:

Now on the 10,000 kilowatts, or the two 5,000 units, the examiner in his com-
pllations has found an 80 per cent value in use. The contention of the tax-
payer, however, is that this original 80 per cent, or 8,000 kilowatts, must be
applied to the 19,000-kilowatt war capacity, which in reality represents 42.1
per cent value in use. With the application of 7,000 kilowatts, or 70 per cent
value in use of the 10,000, applied to 19,000 kilowatts, this perceniage is re-
duced to 36.8 per cent, which figure represents the greatest possible limit of
value in use.

The CrarrmaNn. By whom was that signed ?

Mr. De La Mater. This is headed “ Regarding value in use of
the power station of the Berwind-White Coal Mining Co. at Wind-
ber, Pa.” It does not seem to be signed.

The CrairMAN. Do you say it is the taxpayer’s brief?

Mr. De La Mater, Can you answer that?

Mr. HartsoN. I understand it is the taxpayer’s brief. It seems to
be bound as legal documents are frequently bound, and does not
ll:ear any resemblance to what would ordinarily be written in the

ureau.

The CHarMaN., Why would the taxpayer refer to himself as
“the taxpayer ”?

Mr. HartsoN. Oh, that is frequently done impersonally in arguing
these cases to the bureau, by counsel. He refers to his client as

4 the taxpayer.” ) .
The Cuarman. I can now see, I think, why this 70 per cent was

arrived at.

Mr. HartsoN. You can see how it was arrived at?

The Cuamman. Yes. The 70 per cent that they are talking about
is the 70 per cent on the 10,000 power plant, and not 70 per cent
on the 19,500 kilowatts. In other words, if you reduce the percent-
age to apply on two plants, it comes to about the original claim,
or about 35 per cent; but if we confine the discussion to the one
plant, of course, it comes up to 70 per cent. It seems to me that
this discussion should develop the fact that they were not talking
about two different things, and that this 52.6 per cent is probably
a compromise between what the engineer said was 80 per cent in use
and tl}s tagxpayer said was approximately 35 per cent in use. Is that
your idea
- Mr. DE La Matee. That is my recollection.
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. ' The CrammaN. I think, though, when such a compromise as this
is made, there should be some record of why it was made and who
made it} because when the taxes are compromised, involving hun-
dreds cf thousands of dollars, there should be a complete record,
not only to show these details but to exonerate the employee from
. anﬂcharge of favoritism that might be made.

. Mr. Dr La Mater. Senator, I think these memorandums of mine
in the files will disclose that fact, and that record was made.

Senator JonEs of New Mexico. Let us have it, then.
. Mr. De La MaTter. What?

Senator JonEes of New Mexico. Find it if you can, let us have it,
and get it in the record.

Mr. De La Marer. I have not read it all through yet. It is dated
October 31.

Mr. Middleton, engineer, and Mr. Wilson, representing the company, called
on the writer to-day relative to taxpayer's claim for amortization, with special
reference to certain items which are under dispute. The writer couceded
70 per cent value in %ise, as asked by the taxpayer, instead of 80 per cent
value in use, as allowed by Mr, Swaren in his report, also an item of approxi-
mately $9,000 to typographical error should be corrected, and adjustment of the
-allowance on the basls of replacement cost submitted by taxpayer in the
form of letters from manufacturers should be made in the case of the chimney,
the roofing, the Lipton sash, the coal-handling equipment, the ash bin, the
turbine, and the condensers, as It is conceded that these items are special,
and not properly provided for in this case by the ratios. .

Mr. Mlddleton stated that he would submit the additional information re-
quested by Mr. Swaren in support of the taxyayer’s contention that 70 per
<cent value in use was correct. He also advised that he could not to-day agree
to settlement, but that after tak'ng the matter up with their accounting
reprfsentative he would again come to Washington and come to some agree-
ment.

That confirms my recollection as to not being able to come to an
agreement. ’ .

Mr. Manson. Mr. Swaren’s recommendation of 80 per cent ap-
plied to the plant to be amortized, did it not? . )

Mr. De La Marer. It applied to this 10,000, according to this
memorandum. »

Mr. Manson. Yes, L.

Mr. De La Mater. Which is 86.8 per cent on the whole.

Mr., MansoN. Yes. Now, you have compared, rather, the 70 per
cent which the taxpayer was contending for with the 80 per cent
which Mr. Swaren had recommended. .

Mr. DE La Mater. Yes; on these particular facilities.

Mr, MansoN. Yes. Now, Mr. Swaren’s recommendation referred
to the properties to be amortized, did it not? .

Mr. De La Marer. No; it referred to this same group of facili-
ties, the same portion of the facilities.

Mr. MansoN. Well, if you will refer to Mr. Swaren’s report, you
will find a recommendation as to the power plant No. 34, the war-
time power plant, in which he takes the position that the value in

- use of that property was 80 per cent. The comparison that you make
in the notes you have just read is a comparison of the taxpayer’s
contention of 70 as opposed to Swaren’s contention of 80 per cent.
. Mr, Dg La Marer. On that particular group; yes.

Mr. MansoN. The only thing under consideration here was the
property to be amortized, was it not?
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Mr. De La Maten. I know, but, if it was taken up in:groups, just
as I have enumerated here, various things were to be given special
ratios. : :

Mr, Manson. The special ratios applied to reproduction costs,
did they not?

Mr. De La Mater. Yes; but that shows that the thing was taken
up in detail, not as a whole. It was gone into in detail, in arriving
at the final figures,

Mr. MansoN. Was not the value in use, however, determined as
a whole? You did not pick out certain items which eatered into
the construction of this power plant and say that they had a value
in use different from other items in the same power plant$?

Mr. Dr La MaTer. No, That would not be usual; no.

Mr. Manson. Now, I have never read that document, but it struck
me that you were comparing the taxpayer’s contention of 70 per
cent with Swaren’s recommendation of 80 per cent, and Swaren’s
recommendation of 80 per cent, according to his written report,
referred to the entire power plant built during the war, and to
nothing else? .

Mr. De La MaTer. I have not read Mr. Swaren’s report on that.

Mr. MansoN. If you will refer to Mr. Swaren’s report, I believe
it is on page 13.

Mr. Dr La Mater. What is the date of that?

Mr. Parxer. October 31, 1922,

Mr. De La MaTer. What is the page of his report !

Mr. Parker. I think it is cn page 18. It is where he has set up
all the amortization computations. Do you find that?

Mr. D La MaTer, Yes.

Mr. Manson. He has an item there of $701,162.78, which is
designated 89.5 per cent of replacement cost. Now, that 89.5 per
cent refers to that portion of the plant which was subject to amor-
tization, does it not?

Mr. DE La Marter. It seems to; yes.

Mr. MansoN. I would cell vour attention in that connection to
the fact that he had previously found that part of this plant, aﬁ-
proximately ten per cent, was not subject to amortization, for the
realson that, it was used to produce current to be sold to public
utilities.

Mr. DE LA MaTER. Yes.

Mr. MansoN. In this set-up he takes the cost of reproduction after
the war and takes 89.5 per cent of that, which gives him $701,162.78,
does it not? '

Mr. D La MAaTER. Yes.

Mr. MansoN. The $560,930.19 which he recommends as the value
in use is just 80 per ccat of that $701,162.78, is it not?

Mr. DE LA MaTER. It is. :

Mr. MansoN. Does not that show that his figures as to 80 per cent
applied, then, to the entire plant subject to depreciation, and not to
some portion of it? _

Mr. Dr La }ater. I do not like to answer that question offhand
without studyin%ethis case. These matters are pretg intricate, an

(Il 21: not remember anything about the details of this case at this
date.

. v
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 T£ I were to answer questions like that I think X should be allowed
to study the case. ‘ ' .

Mr, MansoN. Certainly; I do not want to be unfair. .

Mr. Harrson. The bureau has an engineer here who, I think, can
clear that matter up. Mr. De La Mater is not familiar with all of
the details of the case, L

The Crairman, X think both sides have been rather negligent in
looking through the files here, becauss, right here in these papers
that have just been handed to me, this statement appears. The whole
file is marked “ Memorandum for files, In re Berwind-White Coal
Mining Co., Philadelphia.” “A copy of the engineer’s report in
the above case was this day handed personally to Mr. Robert G.
Wilson, who has power of attorney for the above company.” Among
other things, it says: .

A supplemental report on determination of the amortization clalm in the
Berwind-White Coal Co.,.Philadelphia, Pa., and it 18 marked * recelved Novem-
ber 2, 1022, 1. T, -8, A~ 8. M." It is submitted by J. W. Sweren, engineer,

and it says, * Supplemental report on redetermlnation of the amortization
claim of the Berwind-White Coal Mining Co., Philadelphia.

Mr. Manson. That is already in the record. ,
The Ciramman. I have not seen this in the record. It says:

This supplemental report is based on speclal report of the engineer in charge
October 21, and conferences held in this unit October 30-31, and November 7

and 18. ,

Mr. MansoN. Yes; that is in the record. .

The CHARMAN, }ierq is where they arrive at the 52.6 per cent.
There was no information given to the commitiee as to how they
arrived at that before,

Myr. Parxexn. I read that, Senator.

The CaairMaN. We have been asking all along how they arrived
at the 52.6 per cent, and nobody secmed to be able to show us.

Mr. Nasu, That was discussed the other day, and.Senator Jones

asked us to bring in the man that signed it.
. The Cuairaran. This shews how they arrived at the 52.6 per cent.
I do not remember any testimony as to how they did arrive at that.
. Senator JonEs of New Mexico. Read it. I have not any recollec-
tion of it, either. :

The CuarMan, It says:

In these conferences the taxpayer submitted data to show that the pre-war
plants of 8,000 L lowatts installed capacity had been increased during the war
period by 10,000 kilowatts, making a capacity of 19,000 kilowatts and that units
of 9,000 eapacity are surplus for postwar needs,

On this basis the value In use becomes 10,000 divided by 19,000, or 52.6
per cent,
~ Senator Jones of New Mexico. Yes; I remember that.

The CriarrmMan. Do you?

Senator Jones of New Mexico. Yes.

The Cuamyman. I did not remember how they arrived at that.
I had overlooked that, then.
©, Mr. Manson. Well, it is your recollection that the method adopted
is the one that was just read, is it not? :

' Mr. De La Marer. Yes, sir; that is the result, yes.

o
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Mr. MansoN. Now, is it not a fact that in adopting that method,
the fa&t9 that the old pre-war power plant had been abandoned is
ignore : :
ng. De La Mater. 1 do not recall anything about the plant being
abandoned. That was the first time I heard anything about it, that
I recall. when I heard it yesterday.

The Cuamnman, I think, perhaps, the testimony is somewhat con-
flicting upon that. It seems to me the question of whether a plant
which was stcamed up and ready to use could be considered as
abandoned. In reaching the conclusion, they did not consider it
abandoned, even though reference is made to the fact that it was
abandoned, but still the record shows that it was steamed up and
ready for use in reserve. : }

Mr. Manson. I might be able to get that straight. After the war
plants, consisting of two 5,000-kilowatt units, had been completed
the load was shifted to the new plant, but one power house of the
old plant was kept in use as a reserve. After the construction of the
third unit, which was built after war, as I read this morning, the
entire pre-war plant was abandoned. In other words, it was not
kept up after the third unit had been installed.

The Crnamman. I understand, but that third unit was not com-
pleted when they made this report.

My, Manson. Oh, yes; that third unit was completed in 1921.

Mr. Harrsox. But 1t did not make any difference, so far as amorti-
zation for the war years is concerned.

Mr. Manson. That is another question.

My, Harrson. It is & very material question. ,
Mr. MansoN. The fact of the matter, as 1 thought I established
this morning, and if not, 1 will submit more proof on that qucstion,
is, that it the time this amortization scttlement was made the pre-war
plant had been abandoncd entirely, and was not in use, even as a
reserve. I can see that a plant in which steam is kept up for re-
serve purposes is in use. The point 1 make is that the construction
of the new plant after the war was to provide reserve capacity in
case of breakdown, in place of the old pre-war plant, and that the
construction of that plant, after the war, by the company, showed
that, at least in the opinion of the company, they needed that re-
serve cu!mcfty. :

The Cnarman, Well, that may be so, Mr. Manson, but you can
not tell-—at least 1 do not understand how you can tell—that they
knew that that condition was going to exist when they purchased
the plant in 1918, )

Mr. Manson. When you go back to 1918, they were providing ad-
ditional facilities, but the fact that they abandoned the plant showed,
as I pointed out in my opening statemont, that there were sevetal
considerations which justified the conclusion that the use of the old
plant, even in 1918, was practically at its end; the first being the
life of the plant, and the second being the fact that the company
itself, as soon as the war-time plant was completed, shiftcd the load
to the war-time plant and immediately started to construct the third
unit as a reserve. I take it that the company would not have con-
structed a new reserve unit, if they could economically operate the
pre-war plant for that purpose, and that the mere construction of it
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shows the necessity for it, and that if there is any surplus capacity
there, the surplus capacity is due, not to the construction of the war
plant but it is due to the construction of the postwar plant. I do
not maintain that there is a surplus capacity there, but 1 say that, if
there is a surplus capacity, it is due to an overcxpansion subsequent
to the war, rather than the construction of the war plant, and that
in determining the use of the war plant, it is necessary to take into
consideration the age and condition of the pre-war plant, and the
fact that the pre-war plant had reached the end of its usefulness,
as is shown by the fact that it was actually abandoned and a new
third unit added to take its place. .

The CrammAN. I think I could resolve m{s;lf to reach such a
conclusion as fou have, and I think, if I had been representing the
Government, I would have reached such a conclusion, and assessed
the taxpayer, and if he rebelled against that assessment I would let
him take his procedure in the courts that are provided for that
purpose. But that need not necessarily mean that, because I feel that
way, everyone else has to.

Mr. Manson. Well, I do nnt assume that everybody agrees with
me.

The CuammaN. My judgment is that the department has been too
liberal, I still think it is too liberal in dealing with these things, .
Mr. HarrsoN. Senator, of course, this new plant to which Mr.
Manson refers, which they built, as he argues, in recognition of the
fact that the old glan-t was gone, was not begun to be constructed
until 1920, and of course they did not move into it and actually

operate it until the close of 1921. They did not know in 1918 that
" their old plant was going to wear out. It has not been pointed out,
but this is one of the most important elements in the case, the fact
that this company was one of the largest, if not the largest, coal
producers in the country, and burned up their old plant, making
coal and mining coal during the war for transportatien to the sea-
board to go across.

The CaarMaN. From which they got enormous profits, naturally.

: Mr. HarrsoN. Well, I do not know that they did, Senator. I think
their profits were probably regulated at that time. I am just basing
that on my general knowledge of what the conditions were as to coal
producers. However, they operated the old plant to the point where
it was burned up, and I think they showed to the satisfaction of the
bureau that a large share of that was gone, as a result really, of at-
tempting to promote the interests of this Government during the
war. ,
Now, what happened to this third plant that they moved into in
1921 is entirely immaterial, as I see it, in determining what the
amortization allowance should be for 1918 and 1919. The conditions
that were material in considering this decision were not conditions
that existed after the new plant, or the third plant, was under con-
struction. We have a 1918 condition, where the old plant, as was
recognized by counsel, was, if not in 100 per cent operation, available
as & reserve plant to the plant, the construction of which was started
in that year. Of course, the new plant, the war plant, was not com-
pleted until 1919; so that in the year 1918 the old plant had to carry
the load, and it did, and then in 1919, when the second plant was
constructed, it took over the old plant, held in reserve.
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I believe that is the way the bureau s.pproached this question and,
under the law, as Major De La Mater has pointed out, it is necessary
to do it. The law says, “a reasonable allowance.” That is a general
term. Here was a condition where a company that had aided and
assisted the Government in the prosecution of the war had exhausted
its facilities as a result of it, and constructed during the war, at the
insistence of the Government, and by reason of pressure brought on
it by the Government, this plant, to increase their capacity for coal
nroduction. In 1918, when this construction was started, we did
not know whether they were going to have a five year war or a ten
year war. So they went ahead and constructed this new plant. Now.
the war suddenly terminated, and they had on their hands an old
plant, end they had on their hands 2 new plant, with enough boiler
capacity to orerate another unit. That is what haprened whén
they started the construction of the third plant, because they had
so ncreased their boiler capacity in the war plant which was built
that they could economically purchase another unit and operate it
with the same capacity.

Mr. MansoN. I believe they put in boilers for the last unit.

Mr. HartsoN. I am informed by our engineer that my statement
is correct, that they had boiler capacity due to the construction in
1918, which they desired to use in 1920 and 1921, and they added
another unit, so that that boiler capacity could be used.

Mr. Manson. Well, if the boiler capacity could be used it would
be because it was not intended to operate the third unit, incurred
by the operation of the other two units; is not that true?

Mr. Harrson. I would have to confer with the engineer on that.
I am informed that that is correct. .

Mr. MansoN. Yes; and that the third unit was a mere spare unit
at & period when one of the other units was shut down.

Now, I disagree with counsel—I do not Imow whether the com-
mittee cares to hear me on this point, but [ disagree with counsel
as to the conditions which are to be taken into consideration by the
bureau in determining amortization.

The 1918 conditions are only important in determining the
amortization allowance, as going to the ‘l;uestion of the necessity
of the extension. We concede that; we do not question that this
property was subject to amortization. The question here is the
amount of the amortization. In determining the amount of amorti-
zation, the question is, what use is this property to the taxpayer
for Eostwur purposes? , ‘

The 1918 conditions have nothing to do with it whatever in de-
termining the amount to be allowed for amortization. Take a
simple little illustration.

Assume that a man has use for an automobile truck for iar
purposes. He has one truck that is about reaching the end of its
usefulness. We will say that the strain that is put upon it for war
purposes brings its natural life to an end. He buys a new truck for
war purposes, which is the subject of amortization. When the -
war is over, he has a new truck. He has a worn-out truck. The
conditions affecting his right to amortization depend upon the use
that he has for the new truck after the war. If his old truck is

_useless to him his new truck is worth 100 per cent to him. It is not
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only the capacity of the property he had during the war, but the
condition of that property and the usefulness of that property
subsequent to the war that must be taken into consideration in
determining whether or not his postwar normal business require-
ments demand the use of the facility which was constructed for
war purposes. If they be to the extent that his postwar normal
business requires the use of such facilities, he is not entitled to
amortization, under the policy laid down by these regulations.

Senator Jones of New Mexico. Is not that necessarily so, in view
of the expression used in the language of the statute; it says: -

In the cdse of bulldings, machinery, equipment, oy other facilities con-
structed, erected, installed, or acquired on or after April 8, 1918, for the
producifon of articles contributing to the prosecution of the war against
the German Government, and in the case of vessels * * * there shall be
allowed for any taxable year ending before March 3, 1024 (if claim therefor
. was made at the time of filing return for the taxable year 1018, 1919, 1920,
or 1921), a reasonable deduction for tae amortization of such part of the
cost of such facilitles of vessels as has been borne by the taxpayer.

Does not that clearly limit the amortization to the buildings,
machinery, and so forth, constructed for these express purposes,
and whatever other facilities the texpayer may have are not in-
cluded at all? It only related to the buildings constructed for
these specific purposes. :

Mr. Harrson. And it was so limited in this case, Senator.

Senator Jones of New Mexico. Well, I do not think so, Mr. Hart-
son. If I have a correct understanding, they are taking into con-
sideration the condition of the use of the old plant.

Mr. Harrson. You say the percentage of the value in use of the
new plant, when all the facilities are considered. We are not at-
tempting to reduce any part of the cost or value of the old plant;
we are limiting our amortization to the cost of the new plant, con-
struction of which was started in 1918, but in determining the value
in use of that single plant started in 1918 we consider their entire
power facilities. .

The Crairmax. I think you could not reach any other conclusion
than that that had to be done: '

Senator Jorus of New Mexico. Now, as to this plant which was
constructed, we will say, for war purposes, is it actually in use,
according to the record, and if so, to what extent?

Myr. Harrson. The 1918 plant?

Senator Joxrs of New Mexico. Yes.

Mr. Harrson. I think that is the plant that is in constant opera-
tion now, subject to the margin of excess capacity over the actual
power used. I do not know just what that percentage is, what the
postwar needs are to-day I do not know, but the showing was that
after the war was over they had on their hands the 10,000-kilowatt
plant, the construction of which was started in 1918. They also had
this old plant, which they had fires under and which was available
as a reserve plant. Now, that condition existed up to the close of
1921, when the new plant, the third plant, was substituted for the
old antequated plant that had been burned out during the war.

There is the theory on which this percentage was allowed. Follow-
ing the war, when hostilities had stopped, we had this company with -
a 10,000-kilowatt plant and the 9,000-kilowatt old plant. They had
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not yet constructed the new plant, and they had not yet started to
construct the new plant, but the construction was started in 1920,
&‘lhai;; was the capacity up to the time of the substitution of the third
plant. )

I believe, and I am contending here, that the construction of that
third plant was immaterial in the consideration of what their postwar
necessity was. Considering their postwar capacity they had 19.000
kilowatt and their postwar needs were something around half of
that, or somewhere near it; at least, the bureau recognizes a value
in use there of 52.6 per cent.

Senator JoNes of New Mexico. When was it that the contract was
made for this third plant?

. l\géOHAmson. In 1920. That is when construction was started,
in . :

Senator Jones of New Mexico, And no amortization claim is made
on_account of that?

Mr. HarrsoN, None whatever.

Senator JoNes of New Mexico. Is not that almost conclusive evi-
dence that the old plant was abandoned in——

Mr. Hartson. It is conclusive evidence to my mind, Senator—
and I think the taxpayer conceded it—that their old plant iz 1920
could not be economically operated, and conditions were so favorable
to them at that time for the purchase of a new power unit, so much
so that they got a 10,000-kilowatt power unit for what a 5,000-kilo-
watt power unit would have cost; and so they, in the exercise of

ood business judgment,” purchased this new plant. They had a

oiler capacity at least sufficient to carry them during the periods
of substitution, as Mr. Manson pointed out, during periods when
the old 1918 plant was not in use. .

Senator JoNes. Then, is not Mr. Manson’s illustration practically
admitted by the action of the company itself, that prior to and dur-
ing the war the old plant was worn out? .

Mr. HartsoN. No; I do not conclude that. The plant was in use
during the war. - ) )

hSenator JonEs of New Mexico. I understand it was in use during
the war.

Mr. HartsoN. And was still subject to being used after the war
for some time, but as a matter of economy they could purchase a
plant of modern design and substitute it in’its place.

Senator Jones of New Mexico. And abandon the old plant?

Mr. HartsoN. That would be the result, Senator.

Senator JoNEs of New Mexico. Yes; that would be the resulit.

Mr. HarrsoN. Yes; but that just takes the place of the 9,000 and
you then have a 20,000-kilowatt capacity, with two 10,000-inlowatt;
units,

The CuammMAN. The committee will adjourn at this time until
to-morrow morning at 10 o’clock. . )

(Whereuglgn, at 11.55 o’clock a. m., the committee adjourned until
to-morrow, Thursday, December 4, 1924, at 10 o’clack a. m.) "
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UNITED STATES SENATE,
SeLEcT COMMITTEE T0 INVESTIGATE THE
Bureau oF INTERNAL REVENUE,

Washington, D. C.,

The Committee met at 10 o’clock a. m., pursuant to adjournment
of Friday.

Present: Senators Couzens (presiding), and Jones of New
Mexico. Present also: Earl J. Davis, Esq., and L. C. Manson, Esq.,
of counsel for the committee.

Present on behalf of the Bureau of Internal Revenue: Mr. C,
R. Nash, Assistant to the Commissioner of Internal Revenue; Nelson
T. Hartson, Solicitor, Internal Revenue Bureau; and S. M. Green-
idge, head Engineering Division.

The CHAIRMAN. Mr. Davis, would it be inapproFriate to dispose
of this witness that we have out here at this time

Mr. Davis. I think that is the thing to do, Mr. Chairman.

The CHAIRMAN. Yes. We have a witness here from Cleveland
in connection with the Berwind-White case.

TESTIMONY OF MR. JOHN WILLIAM SWAREN, ENGINEER, CLEVE-
LAND, OHIO .

The witness was duly sworn by the chairman.)
he CHAIRMAN. Give the reporter you full name and address.

Mr. Swaren. John William Swaren, Cleveland, Ohio.

Mr. MansoN. You are the engineer, Mr. Swaren, who made the
field examination of the property in the Berwind-White Coal Co.,
upon which amortization was claimed in connection with their
income tax?

Mr. SwageN. I am the engineer who made the reexamination.

Mr. MansoN. On October 1, 1922, you made a report based upon
that field examination, did you not? :

Mr. Swaren. I presume that is the date. I have not seen the
report in two years.

r. Manson. (Will you produce Mr. Swaren’s report on re-
examination for redetermining amortization ? .
(Mr. Tandrow thereupon handed the report to Mr. Swaren.)
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Mr. Swagen. It is marked here as submitted on October 21,
es, sir.
7 Mr. Manson. Now, in that report you recommend that the value
in use of the property to be amortized be determined to be 80 per
cent, do you not? A

Mr. Swagen. Yes, sir. S : ‘

Mr. MansoN. Subsequent to .tha making of that report, you made
a supplemental regort, dated November 18, 1922¢

Mr. SwareNn. There seems to be no date on this.

Mr. MansoN. Is there not a ‘date at the foot of the summary?

Mr. SwareN. Yes; I see it now—November 18, 1922,

Mr. MansoN. In which you recommend that the value in use be
determined to be 56.2 per cent?

Mr. SwageN. Yes, sir. .

Mr. MansoN, Between the time that you made the first report
on October 21, and the making of the second report on November
18, 1922, there were various conferences held between the repre-
sentatives of the taxpayer and the representatives of the bureau,
were there not? , :

Mr. SwaReN. Yes, sir. , ,

- Mr. Manson. Were you present at those conferences?

- Mr. Swaren. Not all of them. ,
* Mr, Manson. Did any facts develop at any of those conferences
attended by gou which caused vou to change your mind as to the
:ondltion? and usage to which the old plant was being put by the
axpayer ,

r. SWAREN. As to the conditions, slightly; as to the usage, no.

Mr. MansoN. What use was being made of the old plant by the
taxpayer at the time of this report{ A ~

r. SwareN, To the best of my recollection the old plants were
not in use at all. ' . ‘

Mr. Manson. Were any facts developed in these cunferences
which caused you to change your opinion as to the connected load
on the war-time plant?

Mr. Swaren. No, sir. :

Mr. MansoN. Were any facts developed which caused you to
change your estimate of the peak load? '

Mr. Swaren. No, sir.

Mr. Manson. Will you state why you changed your opinion of
the value in use of this property from 80 per cent to 52.6 per cent?

Mr. SwareN. That took place in two steps. Would you like me
to explain the two steps?

- Mr. MansoNn. Yes. .

Mr. SwareN. As I recall, the units installed originally were
Allis-Chalmers units of 5,000 k. v. a. each. o

Mr. MansoN. You are referring now to the war plant?

Mr. Swaren. I am referring now to the war plant.

Mr. MansoN. Yes. ;

Mr. SwareN. The next smaller sized unit of Allis-Chelmers manu-
facture would be 4,000 k. v. a. The engineer of the Berwind-White
Co. submitted an efficiency curve of 3,500 k. v. a., if my rec-.-
ollection serves me right, General Electric unit, which proved that
at the expense of steam economy, these two units would carry
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the maximum load, and that caused me to change my opinion
on the basis of those data, that the value in use would be approxi-
mately 70. I do not recall the exact figures, but the relation be-
tween the 4,000 and 3,500 as compared with 5,000. - :

Mr. MansoN. Right at that point, as I understand Lfour testimony,
it is this, that had the Berwind-White Coal Mining Co. in-
stalled General Electric equipment instead of Allis-Chambers equip-

ment, they would not have been required to install equipment with

as n%reut; capacity. - : t

r. SWAREN. Yes, If that is not true as to'the names of the
qu}pment, it is vice versa, : : C

r. MaNsoN. Yes; but the substunce of it is that if they had in-
stalled equipment of a different make——

- Mr, SwAREN. Yes, : » K
Mr. Manson. They could have gotten along with less capacity?
Mr., Swaren. Yes. e
Mr. MansoN. Now, what is the next step? '

Mr, Swaren. At ell times, in my report, I analyzed the power
plant as I found it, interpreting the law to mean the specific facilities,
without relation to the other facilities of similar character which
the taxpayer might have. At that time, there was no manual of
guidance for the engineers. There had been a number of memo-
randums of policy issued. _

Mr. Manson. Just & minute at that point. Do I understand
you, then, to mean that you interpreted the law to mean that in
determining the use of a war-time facility upon which amortization
was claimed, it was your duty to determine the use to which it was
actually being put? "

Mr. Swaren. That was my interpretation of it; yes, sir.
hMr. ?MANSON. And your original report was based upon that
theory

Mr. Swaren. Yes, sir.

Mr. MansoN. Proceed now.

Mr. SwareN. Major De La Mater, who at that time was my chief
and superior officer, gave rather careful study, as I understand it,
to this report, and subsequently came to the conclusion that I had
{o this partieular case, misinterpreted the application of how I should
consider it in view of other facilities which the taxpayer had; and
if that were the case, then, for my value in use formula the denomi-
nator would be the total installed caracity of the taxpayer, and
not the installed capacity of a particular group of facilities which
I was considering. Substituting those figures in my supplemental
report would give the value in use as is shown.

r. Manson. As I understand that, the second report is not based
upon any change of opinion as to facts?

Mr. Swaren, No, sir.

Mr. MansoN. But it is based upon instructions received from
Major De La Mater that your construction of the law was not right ¢
Mr. SwareN. Yes, sir. .

Mr. MansoN, That is all. -

Mr. HarrsoN. Mr. Swaren, do you state that your change in atti-
tude in this case was brought about by Major De La Mater’s in-
structing you to reach a contrary conclusionf -
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. Mr. Swaren, He was my chief. He was responsible for the polic
of the section, and so long as he laid down a definite policy to be fol-
lowed I do not see that I had anything to do except to accept my
chief’s policy. .

Mr. Hartson. Did you disagree with it at that time?

Mr. SwareN. From one point of view, yes; from another point
of view, decidedly no.

Mr. HartsoN. Now, that is not very helpful to the committee here,
to say that under certain circumstances you would have agreed with
it, and under other circumstances you would not. I want to know
just what your attitude was at the time you changed your view on
the proper interpretation of the law. '

Mr. SwareN, change of view on the nroper interpretation of
the law was specifically that Major De La Mater was the proper
man to hand down the interpretation policy. Now, if you would
like me to go further and »xplain the reasons from my own per-
sonal point of view I would be glad to do that.

tMﬁ.gHAwrsox. Well, did you change your personal point of view
at a

Mr. SwareN, In the way that I have said.
d(l;lrt HartsoN. I do not understand it. Describe the way you

id it.

Mr. Swaren. All right, At that time I felt and still feel that a
rigid interpretation of amortization would be the actual use of the
particular facilities, but there were other features that entered into
the Berwind-White case that would lead me to ks moie lenient.
Those were the facts that during the amortization period—that is,
quring the period of expenditures for amortization—the Berwind-
White Co. apparently made a great deal of expenditures for capital
assets. I remember observing various pieces of equipment that
seemed to be purchased during that period. As I recall, their balance
sheets for years showed increased capital assets. I did not investi-
gate those figures on which amortization could have been claimed.

Mr. HartsoN. And was not claimed?

- Mr. SwareN. And was not claiiued. In short, it is my belief,
although I did not investigate it, because that was outside the pur-
view of my investigation—my personal belief is that had the
Berwind-White Co. cared to include everything on which they
were entitled to claim amortization, the amortization allowance
would have been many times greater than the amortization they
have received in this report.

Mr. Hartson. Is this, then, a fair statement of Jour attitude, Mr.
Swaren, that while you might have technical di ement with
Major De La Mater’s view of the interpretation of the law as applied
to the particular expenditures on which amortization was claimed,
nevertheless, by reason of certain, we will call them, equities, which
existed in your mind in favor of the taxpayer; you felt that this was
a proper result that might he reached in the case?

r. SwareN. To a certain extent, that is true. Axuther thing
is that I feel that I should be loyal to my chief and do as I was
instructed to do, so long as he was the responsible head and the
determinator of policy. L ‘

The Cuamman. At this point, I would like to ask, for the pur-
pose of getting at the policies of these engineers and auditors,
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whether, if you were in violent disagreement with your chief, you
would just abjectly follow him or would you appeal your views to
some higher authority for a more full determination of the matter?

Mr. Swaren, If I felt that my chief was entirely outside of his
purview, or if I felt that he was trying to drive me in‘o something
that was illegal or unjust, I would certainly appeal.

The CuairMan. In view of the fact that you did not appeal, youn
considered that he was perfectly right and correct in his ruling with
respect to the law?

Mr, Swaren. Yes, I do.

. The CraIryaN. ’fllen, did you change your mind about the proper
interpretation of them yourself or did you accept the change as
specified by your chief? '

Mr. Swaren. I have not changed my mind to this day about that
interpretation. I believe that it should bs the specific use of those
specific facilities. That is my own personal belief.

Mr. MansoN. In other words, your own personal belief now is that
the value in use of these facilities was 80 per cent?

Mr. SwareNn. No; 70, or whe 'ever it may be. I believe the ad-
ditional engineering data which were submitted to the conference
are entitled to full consideration.

Mr. MansoN. Now, on that point, the additional engineering data
that you refer to is upon the hypothesis that they would have in-
stalled units of a different nature than tnose which they did install?

Mr. SwareN. Quite right; yes, sir.

Senator Jones of New Mexico. Do you think that amortization
ouﬁlt to cover a thing of that sort?

r. Swaren. May I ask you to elucidate your question? It is
not quite clear to me.

Senator Jones of New Mexico. Well, the taxpayer purchases one
kind of an instrument for manufacturing purposes, and if he had
bought another kind it would have been better. He goes ahead
using the first kind. Do you think this law contemplates any dimi-
nution of the taxpayer’s tux liability by reason of that fact?

Mr. SwareN. Yes, sir; I certainly do, because the question of
deliveries enters there. He could get delivery of the Allis-Chalmers
unit which would enable him to go ahead and produce coal. He
could not have gotten delivery of the General Electric unit, and
therefore he would have been hampered in his coal production,
and that would have interfered with the military operations.

Serator Jonus of New Mexico. That brings into the equation
a new element entirely. That had not been menticned before. Was
:Ihat 121 fact, that he tried to get the better facilitizs, but could not

o it -
; Mr. SwAREN. Yes, sir. To the best of my recollection, that is a
act,

Mr. MansoN. Is there anything in the record to show that?

Mv. SwareN. I doubt it. Of course, I did not take stenographic
notes et the time of making my investigation. . :

Mr. Manson. Is that clalm set up in the tuxpag'er’s brief ¢

The CramrMaN. Can anyone answer that question

Mr. Parker, I read the brief and I would say no. .

. Mr. HarrsoN. We had better verify that. Mr. Tandrow says it is
in the brief. I think that can be verified very quickly.

- )
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t411'1'111)0.(im.nrao:.m. We will proceed while he is looking that up in
e brief. : ~

Mr. Ma~soN. I would like to have that brief made an exhibit.
I'do not* want to offer it and swell this record with it.

Mr. Greenbge. We can photostat it. S .

Mr. MansoN. Yes; I wish you would photostat it and let it be
made an exhibit. I do not want to encumber the record with it.

Senator Jones of New Mexico. You are quite right about that.

Mr. Manson. Is that the brief of the conference?

The CuARMAN. No; you mean the brief of the taxpayer; mot
the brief of the conference.

Mr. MaxsoN. 1 mean the brief of the taxpayer.

Mr. PArgERr. There was a brief submitted by the taxpayer after
one of the conferences, of which we have a record. «

Mr. MansoN. If the taxpayer has submitted more than one brief,
I would like to have photostats of both of them. In other words
I would like to know whether the taxpayer, at any time, predicateci
any claim upon the theory that if he had bought General Electric
equipment, he would not have been put to the expense he was put
to by buying Allis-Chalmers equipment.

There 1s just one more question I would like to ask the witness.

The Cwammman, I think the conference report has been read.

Mr. MansoN. Well, I want to call the witness’s attention to it.

‘Do you remember attending a conference, the minutes of which
show that the dispute between the taxpayer and the bureau was a
dispute of whether the value in use should be determined to be 70
per cent cr 80 per cent?

Mr. SwareN. Yes. , A

Mr. MansoN. I will read to you this minute of .ne conference
which appears to be signed by you:

Taxpayer also contends that the plant as a whole is only 70 per cent in use,
. as against 80 per cent computed in the engineer’s report,

Mr. Swaren., Yes, .

. Mr. MansoN. What do you mean by the plant as & whole there?

Mr. Swaren. I meant the specific plant on which amortization
was being claimed, but not the steam electric system. When I use
the word “plant” I mean the specific plant. If I had raference to
‘t‘he ;:tirg installation of the taxpayer I would have used the term

m,
r. Manson. Did you make this memorandum of the conference?
~ Mr. Swaren. I do not remember that. I am inclined to think that
X did, but I do not remember it.

Myr. Manson. Well, that was the tazpayer’s contention, then?

Mr. SwareN. At that time; yes. X should say that that was the
taxpayer’s engineer’s contention, because it was almost entirely a
conference between his en%ineer and myself,

Mr. MansoN. That is all.

Senator JonEs of New Mexico. Then it was before that that this
question of considering the system was brought up?

Mr. Swarex. Yes, sir. I was not present at those conferences. I
went on vacation—I went on leave shortly after and was not present
at those other conferences. )
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Mr. Manson. Would you just tell the committee how you hap-
pened to make this supplemental report if you were not present at
i:he conference? Just tell what happened when you got back from

eave. '

Mr. SwareN. Major De La Mater either called me into his office
or came to my desk—X forget which—and outlined what he con-
sidered would be the proper (Policy to follow, namely, considering
the system as a whole instead of the plant as an individual item.
Immediately that that was laid down as the proper policy the value
in use formula would be changed, as it is in my supplemental report,
merely changing the denominator.

Senator JoNES of New Mexico. Is that  value in use ” term applied
to the system without regard to the condition of the old plant?

Mr. Swaren. Yes, sir; in this case. However, that is not alto-
ﬁether, I might say, pertinent, for this reason: That the old plant

ad not yet reached the limit of its economic life. True, there was a
certain feature of obsolescence there, and that feature of obsolescence -
would have increased the cost per kilowatt hour; but had the tax-
payer been willing to accept those costs the old plants would have
served its purpose for some years to come. .

Mr. MansoN. Now, on that point, you are an electrical engineer,
are you not?

r. Swaren., Well, I might call myself that.

Mr. Manson. Is it not a fact that in the development of electrical
ﬁenerating machinery the cost of operation—that is, the cost of pro-

ucing electric current per unit—has constantly decreased with the
increase in the size of the generators?

Mr. Swaren. Yes, sir.

Mr. MansoN. And is it not a fact that all over the country, regard-
less of war or regardless of the demand for additional current, new

nerating apparatus or new generatm§ equipment consisting of

arge units has been supplanted by smaller units which were by no
means worn out?

Mr. SwareN. Quite right. There are other economic factors, how-
ever, which enter into the Berwind-White case, which would have
an effect on that particular phase.

Mr. Manson. But it is true, is it not, that the saving in cost of
operation much more than compensates for the investment?

Mr. SwareN, Well, that is a matter that can be determined math-
ematically. It is merely one of the agplications of Kelvin’s law.

: Mr. . ~NsoN. Will you state to the committee just what that
aw is?

Mr. Swaren, Well, primarily, it is that the most efficient conductor
of electric energy is that where the interest on the investment. in
copper is equal to the value of the ampere-hours lost. That law, in
economics, can be modified and enlarged to solve the economics of
almost any project. ‘

Mr. Manson. Turbo generators in the old plant?

Mr. SwareN. Some of them were. The principal part of the old
generating capacity, as I recall, was old generatcrs. May I look at
my report on thatf

r. Manson. Yes. )
" Mr. Swaren. I think that is stated in the report.
Mr. MansoN, Were there direct connecting generators?
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Mr. SwareN. The turbo generators would be, of course.

Mr, Mansox. Yes, I know, but—m

Mr. SwageN. That I could not say. I did not examine all of the
old plant. I state here that a part were engine driven and others
were turbine driven.

Mr. Ma~soN. Those engine-driven generators were belt-driven
generators, were they not?

Mr. Swaren. I could not answer that question. I do not recall
ever having seen them. If I did, it has escaped my memory.

My, MansoN. What is the size of those engine-driven generators?

Mr. Swagrex, My report says that the oldest units were two 3,500
kilowatt engine-driven units installed in 1906, and still in fair
operating condition, and the newest unit, 2 3,500 kilowatt generator
installed in 1913, and in excellent operating condition. That, o
course, was a turbo generator. So I can not answer fully your ques-
tion there.

Mr. Manson. All right.

The Crairman, Mr. Hartson.

Mr. Harrsox. Mr. Swaren, you were trying to find the basis of
useful value in terms of percentages——

Mr. Swarex, Yes. ~

Mr. Harrson. Of the plant, construction of which was started in
1918, were you not? '

Mr. Swagren, Yes, sir.

Mr. Harrson. What basis would have to be used, according to
your interpretation, in order to determine the percentage of value in
use of that plant?

Mr. Swarex. I took for my report the basis of 2 power plant suf-
ficient for the taxpayer’s postwar business, which ¥ worked out to
be, as in this report, and then on the basis of su:sequent date two
3,508 kilowatt units, which could have been substituted for the two
5,000.

Mr. HarrsoN, You did not take into consideration, then, all the
available power which the taxpayer had at the close of the war?

Mr. Swagren, No, sir.

Mr. Manson. Which I believe includes not only the 1918 plant,
but includes the old plant? '

Mr. Swaren. Yes, sir. I did not.

Mr. Hartson. Figuring the capacity of the old plant which could
not be economically operated, but which was available for operation,
nevertheless, by the taxpayer, as a part of its productive capacity,
together with the plant, construction of which was started in 1918,
would give you a different result than the result that you reached?

Mr. SwareN. Quite different. I would like to qualify your ques-
tion there. You said the old plant could not be economically oper-
ated. There is an economic factor there which possibly would make
the old plant come very nearly being a more economical plant than
the new plant.

Mr. Hartson. Well, the plant, if I understand you correctly, was
capable of being operated ?

Ir. SwareN. It was capable of being operated. .

Mr. HarrsoN, And later on was dismantled, and a third plant was
substituted for it, but at the time that this inquiry was to be made—

ra ]
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and I do not mean the date of your report, but I mean the post war
date, at which time the value in use had to be determined, the old
plant was still capable of being used ?

Mr. Swaren. Yes, sir. :

Mr. Harrson. I think the testimony shows that it was held in
reserve, as I remember it.

Mr. Swaren. Yes, sir.

Mr. HarrsoN, You told the committee, I think, that you were not-
present at any conferences following the conference which was re-
ported by you on November 18th ¢

Mr. SwareN. I do not recall making that statement. To the best
of my recollection, that is true, but if I were present at any of the
other conferences, my presence was very very brief.

Mr. Harrson. The chailfe of the basis for determining this value
in gse wa% given you by Major De La Mater and was not concurred
in by you :

Mr. Swaren. Not fully.

Mr. HarrsoN. But—and I want to have you be very specific on
this—by reason of certain other facts which came to your knowledge
during the investigation, you felt that the result which was reached
by this adjustment, the technicalities of which you did not agree
with, was not unconscionable, and was probably meeting the equitics
of the Berwind-White case?

Mr. Swaren. I felt it did not meet the equities of the Berwind-
White case, that the Berwind-White com({mny was entitled, if they
cared to go to the expense of setting up additional claims, to a great
deal more amortization than they claimed. I feel that it was a very
favorable compromise for the Government.

Mr. HarrsoN. I think that is all. :

Mr. MansoN. Did the Berwind-White Coal Mining Co. claim
amortization on anything except this power plant?

Mr. Swaren. No, sir. '

Mr. HartsoNn. And yet, as I understand you, they had prol[:erty
on which amortization could have been claimed, and on which the
Govgrnment would no doubt have been compelled to allow amortiza-
tion?

Mr. Swaren, That is my belief.

Mr. HarrsoN. And which they made no claim for.

Senator JoxNEs of New Mexico. Tell us what that was.

Mr. Swarex. I did not investigate that carefully, because I did
not care to go out of the purview of my investigations, but it con-
sisted, in a general way, of mining machines, locomotives, mine cars,
and increased mire development—Ifeatures of that sort, running into
very large expenditures. Now, how much of that had been put into
the capital account I did not analyze their balance sheets far enough
to determine.

Mr. Mansox. Did you find that property in use when you were
examining the property?

Mr. Swaren. I did not examine them for that purpose. ‘

. Mr. Manson. But you do not know but what it may have been all
in use.

Mr. Swaren, I have no way of knowing. As a matter of fact, I
have tried to avoid making any inquiries relative to their business,
except as it specifically affected this particular power plant.

.
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~ The Cramman. At that point, it seems to me that your conclu-
sions are rather rash. You conclude that the equities of the case
justify them in claiming amortization on certain other new equip-
ment, and in view of the fact that you did not know whether that
equipment was in use or not, it seems to me that your conclusions
are rather rash.

Mr. Swaren. Well, it very probably wss not in use, because the

- mines were all shut down while I was there.

Mr. MansoN. There was a strike on while you were making this
examination ¢

Mr. Swaren. Yes, sir. ) )

Senator Joxks of New Mexico. I would like to know further
whether, in order to satisfy your judgment and conscience in the
matter, you did take into consideration any of these other so-called
equities of the Berwind-White Co. in arriving at the amount that
they were allowed. ] '

Mr. SwareN. It lessened my tendency to combat Major De La
Mater’s ruling. Of course, I did look at the balance sheets which
were submitted with the returns, but I do not recall how much the
capital accounts, particularly the plant and equipment accounts,
would increase during 1917 and 1918, but I do recall that there was
some increase in those capital accounts.

Senator JoNEs of New Mexico. Then, are we to understand that
the engineers in the bureau go outside of the briefs and outside of
the claims and take into consideration the general phase of which
they may have a smoattering idea and use your own knowledge in a
settlement of these claims?

Mr. Swarex. I believe that that might occur at times; yes.

Senator JonEs of New Mexico. Well, do you think it is quite the
right thing to do it?

r. SWAREN. I believe that under the amortizatjon law the com-
mission has very bLroad powers of discretion in the matter of the
settlement of amortization. ,

Senator Jones of New Mexico. Well, I know he has, but do you
think it is right to do it in a case of this sort? Here you refer to
things which, if I understood you correctly, you used in order to
ease your conscience in giving the taxpayer some advantage in this
settlement, where those matters were not presented to the Govern-
ment by the taxpayer, and of which you had no specific information,
Do you think that, is the right thing to have done

r. SWAREN. In many cases I think it would be.

The CrairmaN. I wish the witness would answer the question yes
or no. We are not talking about other cases. We are talking about
this particular cuse,

Mr. Swaren, Well, in this case I certainly do, Senator.

Senator JonEs of New Mexico. On the face of this statement I
certainly disagree with you.

Mr. MansoN. Mr. Hartson asked you something which related to
the postwar date as of which useful value was to be determined.
Wha:;i ;vas the postwar date of which useful value was to be deter-
mine

Mr. Swaren. From March 4, 1921, to March 3, 1924, inclusive,
were the dates that I always used in my determinations.
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Mr. MansoN. Were those dates laid down by your superiors as
the dates which you should use? - - . = ' L

Mr. SwareN. That is my understanding; yes. :

The Crmarman. At this point 1 think it might be enlightening to
the committee to have the witness tell just what business he is en-
gaged in at the present time, o

r. SwareN. Censulting engineer.

The CHamrmaN. On your own account?

Mr. Swaren. Yes, sir. :

The Cuiamman, For private industry ?

- Mr. Swaren. Yes, sir.

The CramrmMan. Have your activities brought you into contact
with the bureau at all? :

Mr. SwarexN. I have never appeared before the bureau in any way.
I have prepared reports to be submitted to the bureau,

The CrairmaN. For private companies?

Mr. SwareN. Yes, sir; but T have never appeared before the
bureau in any way.

The Cuamman. How long has it been since you left the bureau?

Mr. Swagen. About a year and two months.

The Cuairvan. Can you tell us about how many cases you have
presented to the bureau for consideration since that time?

. Mr. Swaren. Possibly five. :

The CHarmaN. Did they embrace questions dealing with amorti-
zation and depreciation ¢ '

Mr. SwakeN, Yes, sir.

The Cuairman. Your offices are maintained in Cleveland ?

Mr. SwakeN. Yes, sir. ‘

The Caaimrman. At what address?

Mr. Swaren. 1236 Leader-News Building. That is not my indi-
vidual oftice. It is an office set out with one of my clients, ‘
. The CHairmaN, You are not in partnership with anyone?

. Mr. Swarex. No, sir. ' .

The Cuairvax, All by yourself?

Mr. SwareN. Yes, sir.

The Cuairman. Have you anything fuxther, Mr, Hartson ¢

Mr, Harrson. I have no further questions of this witness.

.Mr, Manson. That is all. .

The Cuairman, Thit is all, Mr. Swaren.

Mr. Davis. I might say, Mr. Chairman, that the next case to be
presented is one in connection with which the engineers. have not
finished their final report in the matter. They will get that out
this afternoon, so that we will be prepared to go ahead on it in the
morning. That is the case of the Northwest Steel Co. -

The CrnairMaN. You are all through with the Standifer case, as
1 understand it? -

Mr, Davis. Yes, sir. o ,

- The Cuammman. Are you also through with the Standifer case,
Mr. Hartsont .. .~ = _ , :

- Mr. Harrson. Yes, sir. = .

- The Cuamrman. I will ask Mr. Xartson if he will get such of his
reports together as he desires, so that' we may proceed with the
Northwest Steel case to-morrow. o

92 H—-25—rr G—"T
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- Mr. Hartson. Very welly sir.: - - - ° . o

The Cuairyan. And if agreeable to Senator Jones, we will ad-
journ here until 10 o’clock to-morrow morning. . ’

Mr. Harrson. Before adjourning, I want to make one statement.
Mr. Tandrow tells me that the brief does not contain the statement
of this claim concerning which Mr. Swaren testified, as to the differ-
ent tylpe of machine that might have been installed, but was not in-
stalled. He made mention of an Allis-Chalmers machine and a Gen-
eral Electric machine. So far as Mr. Tandrow is able to determine,
there was no such claim. '

Mr. MaxsoN. You are referring now to the Berwind-White case?

Mr, HarrsoN, Yes; I am referring to the Berwind-White case.

The Cuarman. In other words, that is a statement that, perhaps,
was brought out in conference?

Mr. Hartson. It is quite possible that it was orally presented, but
there is nothing, in so far as the brief goes, which indicates that it
came up, or that it was contended for by the taxpayer.

The Cuairman. Would it not be wisdom on the part of the bureau
if they made a record of these oral claims in the bureau, for future
consideration of this kind?

Myr. Harrson. It would be extremely wise, Senator. The human
element, however, enters into it, and due to the tremendous number
of conferences that go on there all the time, and by reason of new
things which come up and engage the attention of the men who have
just been in conference, frequently through negligence there is not
a ;qroper record made of a conference.

Mr. Davis. Would it not be well to have the testimony of the
witnesses in the conference as taken and a record made of it?

My, HartsoN. In my judgment, it would almost warrant the ex-
pense involved if court reporters were present at every conference of
the bureau representatives with the taxpayers. I have always
thought so, but there are so many conferences going on down there
that the expense would be very large, and the amount of irrelevant
testimony that would be taken would be tremendous. It has been
a question with those in executive positions in the bureau to deter-
mine whether that would be wise.

Senator Joxes of New Mexico, Let me inquire at this point: Do
you not also believe that it would be a good idea to eliminate these
informal conferences altogether and prevent attorneys running in
‘there and asking about this thing and that thing and the other
thing? Would it not be a good idea to eliminate that and have
nothing but formal conferences?

Mr. Harrson, It would be an excellent idea—an excellent idea.

Senator Joxes of New Mexico. I quite agree with you. I recall
very well my experience in regard to that sort of thing, and I under-
took to stop it in the legal bureau of the Interior Department. I
also stoplped clients from coming to me and inquiring when this
case would be disposed of and when they might expect a decision,
and all that sort. of thing. I gave them to understand that as to all
such matters they should view the department in the same light

that they would a regularly constituted court and that all proceed-

‘ings should be formal, and should be so treated. I did that, for
two reasons; first, I thought it interfered with the efficiency of the
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-people working in the department, that it was a continnal waste
of time in discussing with the people who have business before the
department these matters. Then, aguin, I think it lowers the

- dignity of the bureau and the judicial character that should surround

- all of this work. - I believe that is a procedure there that you should
be interested in correcting without delay, and I think perhaps the
commissioner might issue a ruling prohibiting anything of that sort,
and requiring that these conferences all be formal and at fixed dates,
so that the people who are to participate in the conference may
-regulate their other work so as to be present and have the matter in
hand which is to be discussed. But these informal, so-called, con-
ferences, which really amount to the attorneys for claimants, or the:
claimants themselves, coming in, hoping that their presence may
result in quicker action or more favorable action; or that they may
create a friendly feeling, or something of that sort, it seems to me
ought not to be tolerated.

I am just making this as a suggestion, but it does seem to me that
the bureau itself will be glad to bring about some different situation.

Mr. HarrsoN. I want the record to show, too, Senator, that in that
regard, those have been the instructions of the commissioner. This
thing has been up for discussion and decision by the commissioner
a great many times, The very thing that the Senator has commented
on, the continual interruption of bureau work by men informall
coming in and wanting to discuss a case, has been entirely eliminated,
so far as men doing original work on the cases are concerned; but
one of the prinicpal duties of the chiefs of the sections is to inter-
view people and talk with them, and, in a sense, keep them awa
from the men who are doing what I have described as original work
on the cases. ,

There are specific instructions that only formal conferences be
held, and that only one conference be held, and yet the practical
difficulty in the way of putting that 100 per cent into effect is almost
insuperable. These taxpayers are tremendous’y concerned about
their cases, of course, and there are so many different elements and
small details and items that constantly come up, that the taxpayer
does not fairly present at the time of his conference, that he thinks
the burean is acting arbitrarily if the bureau decides it without
giving him the opportunity of putting in the additional matters
which he should properly have put in originally.

But the bureau, as I stated earlier in the hearing here,
has been overly liberal in giving conferences. The attempt to cut
down and eliminate the freedom of discussion by the taxpayer
of his case in the bureau has resulted in what I have thought to

Senator Jones of New Mexico. I realize the difficuities in the
way, but at the same time, I am quite convinced that the idea of
an attorney or a client running continually to the people who are
deciding a case, to discuss it and present it in a new way, or some-
thing of that sort, really disorganizes the work in the bureau, and
even though taxpayers might not like it, it strikes me that the orderly
conduct of the business of the Government requires that there be
some system adopted, rather than the miscellaneous coming together
and talking with this raember of a conference or an engineer or the
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employee who might be. doing the work on a case. I thought that
some law or some system might be inaugurated to cure that. I
realize the difficulties in the way of having an absolute rigid sys-
tem. - It seems to me, if you must have some talk with these people
about their conferences, or when f'ou suggest a conference, you have
one clerk whose duty it would be to look after those conferences
-alone, to see that the conferences are all orderly and they are set
down at a definite time, when there will be a conference in a formal

Wa . .
&r. Manson. I think that is already true of formal conferences.

" I think they do that,

" Senator JonNgs of New Mexico. Then, eliminate all of these in-

formal conferences and have nothing but formal conferences.
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FRIDAY, DECEMBER 19, 1924

UNTTED STATES SENATE,
Sevecr CoMMITTEE To INVESTIGATE
THE BUREAU oF INTERNAL REVENUE,
Washington, D. C.

The committee met at 10 o’clock a. m., pursuant to call of the
chairman, , . .

Present : Senators Couzens (presiding), Watson, Jones of New
Mexico, and Ernst.

Present also: Earl J. Davis, Esq., and L. C. Manson, Esq., of
counsel for the committee.

Present on behalf of the Bureau of Internal Revenue: Mr. C. R.
Nash, Assistant to the Commissioner of Internal Revenue: My, Nel-
son T. Hartson, solicitor, Bureau of Internal Revenue; and M.
IS{. M. Greenidge, head engineering division, Burean of Internal

evenue,

The Cuamyan. Proceed, Mr. Davis.

Mr. Davis. You were to present somme matters in reference to those
commitments, Mr. Hartson. .

Myr. Haitrson. Yes; I would like to call My, Tandrow,

TESTIMONY OF MR. W. §. TANDROW-—Resumed

Mvr. Harrson. The Senators will remember that the point arose
in the Berwind-White case as to the J)r,actice of the Department in
permitting commitments to be accrued on books of corporations for
the purpose of determining the amortization allowance to those cor-
porations. L made the statement, as I recollect, during that dis-
cussion, that the Berwind-White case was not an unusual case, so
far as this point is concerned, and the treatment of these commit-
ments, and Mr. Manson then asked for a list of companies where
the same practice had been followed with regard to commitments.

A search has been made by Mr. Tandrow and others working with
hinz, and his report is not to be construed as being a complete report
on all of the companies wherein commitments were considered in
connection with amortization, but it is complete so far as we have
been able, up to this time, to secure information on all the companies.

M. Tamfrow will explain in detail what he has done and what
the practice is. : : .

. The Cuamman. Before you Froceed on that, in order that I may
understand it clearly, I would like to ask this question: The bureau
allowed for commitments when the taxpayer kept an accrual on his
vooks, that is, when he accrued his liabilities through commitments,
but in cases where he did not make journal entries of his commit-
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ments, cr kept a book record of them, they were not allowed by the
bureau; is that correct? . .

Mr. Tasorow, I would not say so, Senator, for the reason that
appropriations are usunally made to carry out construction work.

ow, where an tppropriation was made for war facilities, and the
expenditures were not completed in 1918, in those cases that I have
investigated, the taxpayver has claimed amortization on the unex-
pended p: it of the appro;)riation for the war facility. Although the
expenditure did not, in fact. occur in the year 1918, the a pro‘n-ia-
tion was made out of reserves for construction. and they have
c¢laimed amortization on such appropriations in the year 1918,

Mr. HartsoN. Was that done in the Berwind-White case?

Mr. Tanporow. Yes, sir; that is the circumstance in the Berwind-
White case.

The CrHAIRMAN, I think the testimony will show that you did not
look? it up to see whether the entire appropriation was spent. Did
you '

Mr. HarrsoN. We have further information on that, Senator.
Since the hearing, Mr. Newton, the revenue agent who made the
examination in the field, and who checked the costs of this company,
has submitted a report, and Mr. Tandrow is prepared to give you
the information contained i that report, so far as the actual expendi-
tures of money by the Berwind-White Co. in the year 1918 went
and so far as deliveries of materials in that year went, including
also certain priority orders that the company had under the war
administration here.

I think, before we get into the list of the other companies, it
would be. proper to report on the Berwind-White case, as to just
wha: the facts were with regard to their accruals of these commit-
ments,

Mr. Tanorow. In this reply of the revenue agent, it is stated as
to why he made a reexamination of the books, and it appears that
it was suggested by Mr. Parker, of the engineering staff of the
committee. In the revenue agent’s report, dated December 12, 1924,
which I will read, the following statements are made:

Mr. Georee E, FLETCHER, ’
Internal Revenue Agent in Charpe, Philadelphia, Pa.

Sir: Inclosed herewith are working papers showing my verification of 1918
costs with reference to Berwind-White Coal Mining Co.'s ~laim for amortiza-
tion of war facilities, This is furnished in connectlon with question raised
by the Senate investigating committee a&s to whether equipment ordered in
1918 and paid for In 1919 was amortizable as a 1918 addition,

An examination of this mmemorandum will show that 19 of the orders were
pald In part or in full in 1918. and that of the others not pald for in 1918 some
had been partly shipped, and that in some others priority sheets were included
with order and shipments directed to be made In 1918 when possible, It is
thought that this entire amount should be included in 1918 costs as originally
recommendeqd on the first audit of the case.

In compliance with Mr. L. H. Parker’s request, the depreciation on plants
85-36 and 40 was as follows:

1917. - —emne $34,027.47
1018 o T 3427, 47

1910, - 34,027. 47

_Mr. Parker's address is 410 Senate Office Bullding,

LK
P
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In forwarding this letter Mr., Nash suggests that it be marked *Attention of
Mr. Nash.” , ‘ :
Respectfully, : .
‘ ] Freperic NEWTON,
Revenue Agent,

To that letter is attached a statement showing the ccsts of the
various facilities on which the Berwind-White Co. claimed amorti-
zation. It shows that in the year 1918 $277,323.70 was charged out
as actual expenditures for the war facilities.  For the year 1919,
$737,295.12 was charged. e ‘ :

However, in looking through the orders covering the property
which went into the power plant or the war facility. it shows that,
without exception, the material was ordered largely under priovities
which were granted by the War Industries Board between June,
1918, and the latter part of 1918. In other words, this taxpayer was
committed for these facilities entirely during the year 1918, Al-
though the commitments break up, with the larger proportion in
1918, the actual, in fact, postings of expenditures show that the
larger expenditure occurred in 1919, and the smaller in 1918,

The CramrMaN. In that connection I would like to ask whether
the examination verified the actual expenditures, or whether it wus
just taken from the books of entry?

Mr. Tanvrow. This report verifies the actual costs.

Mr. Harrson. Mr, Tandrow has just read the figures. if I under-
stand it correctly, as to the actual expenditures. Is that correct,
Mr. Tandrow?

Mr. Tanorow. That is correct: that is. actual book costs.

Mr. MansoN. Mr. Tandrow, does Mr. Newton’s report show how
the liability on commitments was carried on the books of the
Berwind-White Co., between the time the order was given and the
time of shipment? _

Mr. Tanorow. It does not directly, but my understanding-—not
from this report. but from other records in the files—is *hat when
the Berwind-White people committed themselves to the purchase of
certain equipment. out of their reserve they set aside a fund to pay
for the equipment when it was received ; so that from one standpoint
you might say the expenditures were made when the orders were
glaced. However, the money probably was not paid until sometime

efore delivery or on the date of delivery.

Mr. MansoN. Did they treat the contingent liability to pay for
the goods, if delivered, as bills payable?

Mr. Tanprow. I am assuming that they did. I would not like
to state that to be a fact.

Mr. Manson. Well, let us take this situation: They ordered these
two large generators? o

Mr. Tanprow. Yes, :

. bel(xl'.? Manson. Those generators doubtless had to be manufac-
ur _
- Mr. Tanpeow. Yes.

Mr. Manson. If the Berwind-White people, when they gave that
order, treated those generators as bills payable, would they set up
on their books those generators as an asset, to offset that liability?

_ Mr. Tanorow. They really wovld not have any assets; they would
have a commitment under contract for the delivery of generators.
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They would probably set up in their p‘rof‘erty account a suspense
account covering materials to be delivered, and as the gr'ogressive
payments were made against those generators, they would charge in
this suspense account those payments, until the generators were
delivered finally. Then they would transfer that suspense account
to a definite property account. L L ‘
The Crarruan. I would like to ask you right there, Mr. Tandrow,
if suck a practice of setting up liabilities for purcfnases is not an
unusual practice? In all of my experience I have not seen where
they have been set up as a liability on the corporation’s books.

. Mr. Tanorow. My experience has been just to the contrary, Sen-
ator. On all the construction work on which I have been engaged,
it is the usual practice of corporations.to make an appropriation for
construction work, and that appropriation, or the money for that
appropriation, is charged against a suspense account. = 4

e Cuairman. That may be true. I amn not questioning when
the actual payment was made; but assuming that I order a million
dollars worth of tires, for instance.  Would you think that I should
set up a million-dollar liability in the company’s books for goods
undelivered? . : ,

Mr. Tanorow. That material is of a different character from
supplies and materials which go into construction work. Here we
are dealing with materials that become part of a permanent prop-
erty account, or become s property asset, while tires are expendable
items, in the usual run of industrial organizations that use tires.
The Cnairman, Let us put it another way. Suppose I order
a $10,000 garage to be built, at a plant. Do you think the practice
would be set up a $10,000 liai)ility immediately I ordered that garage
construction? . . S ,
Mr. Tanpbrow. You would make an appropriation to cover that
construction work, and although I may be wrong, while my experi-
ence might not have covered these cases that you have in mind, I
have usually found that that api;ropriation would be credited to a
suspense construction account. You see, the money would be actu-
ally taken from funds of the company and put into this susponse
account. It would be, in fact, an expenditure when the contract
was made, but as the construction work was carried on the cost to
cover the component parts of your facility would be charges against
this suspense account to offset the cash credit or or appropriation.
Then, after the job was over, there would be a refund or an over-
assessment against the account to cover either an overexpenditure or
an underexpenditure. That is the usual practice, I tﬁ'ink‘, in ac-
counting in the largest industries we have; that is, railroad work
that T have in mind.” That is the uniform practice prescribed by
the Interstate Commerce Commission. ‘ RS
Mr. Manson. Mr. Tandrow, these generators were ordered ‘from
the Allis-Chalmers Co. - o ' R
Mr. Tanorow. Correct. , R
Mr. MansoN. Suppose the Allis-Chalmers Co., after it Feceived
this order, had gone into bankruptey, and the trustee in bankruptcy
refused to build the genérators. Would you say that thé’ amonnt
;yhl;glbthgd been set up in-the manner you have described, ig still & -
'&lly"- ."’?'!":- L A AR A K
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.. Mr.1 Tanogow.: Any..costs would. he ‘changed. {o_ profit and loss,
with- a. company . going into_bankruptcy, necessitating the cancolla-
tion of commitment outstanding against it. .= = . o

‘Mr. MansoN. If you had not psid anything on these generators,
but the company from which you ordered them, however, had gone
into bankkruptcy, what becomes of your liability?, . E
.- Mr. Tanprow. It would be wiped off the books.

Mr. Mangon, It would be wiped off the baoks? : _ .
.. Mr, Tanprow. Yes. S e :

Mr. Manson,. Suppose they had strikes, and. they were unable to
build,t‘l;l: generators. - You would just wipe it off the books, would

ou no o L ; : -

y Mr. Tanprow. We are dealing, I think, in theorem. Of course.
the fact in this case was that the Allis-Chalmers Co. carried through
its obligation, S - ' . :

. Mr. MansoN. Yes; but we are going back to the time of the order,
and we are trying to determine whether at that time there was an
expenditure. We are going back of what the bureau did in spread-
ing amortization. o ,

The Cuammman. I do not think that is just relevant. What we
are trying to get at here is that money was actually expended in
this particular case, and whether that was the policy of the bureau
in: dealing with all cases, where the taxpayer was given for commit-
ments on war materials.

Mr. MansoN. I would like to say, right at that peint, without

ing further into this examination, that Mr. Tandrow has said that
1t is the custom of corporations to_treat commitments as liabilities.

1 wish to take issue with that, and point out the absurdity c¢f any
such practice. In the first instance where an order is given for any
material, if it be raw material or manufactured equipment of any
description, the transaction which results is merely a contingent
liability, 1t does not result in a fixed Hability. .

The CaammaN. I agree with that, from the thousands of finan-
cial statements that I have examined for the extension of credit with
banks or trust companies. I never saw a single solitary item set
up as a contingent lability. - - : :

Mr. MansoN. These suspense accounts that Mr. Tandrow talks
about are mere memorandum accounts. :

-The Cuamman, Yes, but if the taxpayer had issued a financial
statement at that particular time for the purpose of extending
credit, or had filed a statement with the Secretary of State, he never
would have had that item: and you can not find now & statement
Published by the Berwind-White Co. where they set up a contingent

iability of that kind, because it is obvious that it would absolutely
upset your entire statement, because they would have no property
value to represent the liability, and therefore the ratio of debts to
assets woald be out of all proportion. S :

- Mr. Manson. I want to point out that at the. time this order was
given all equipment of this class was going up in price; it was on an
ascending - market.' If the Berwind-White Co. had canceled this
order six months after it was- given, the Allis-Chalmers Co. would
have been compelled to prove: that they could not sell those genera-
tors to anybody elso at the price the: Berwind-White Co. had agreed
to pay for them before they made them’ without the Berwind-White

82019—25—prr 6—8
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Co. having lost a nickel, and such a condition as that did not exist.
As a matter of fact, there was no liability there until the generators
had been placed on cars for shipment to the . Berwind-White Co.

The CaAIRMAN. Yes; but the developments after that time show
that thﬁ;did actually have a couple of commitments? '

Mr. MansoN. Oh, yes, - . / x

The CrAmMAN, I am not questioning' that policy, except as I
understand it is in contradiction of their own rules, or in contra-
diction of the statute. I am particularly interested in finding out
whether they gave other taxpayers like consideration.

Mr. MansoN. I want to call the committee’s attention to the fol-
lowing provision of Article 183, Regulations 62: o

In the case of facilitles, the constuction, erection, installation, or acquisition
of which was commenced before April 6, 1917, and completed subsequent to that
date, amortization will be allowed with respect only to that part of the cost
incurred on or after April 6, 1917, and which was (or should have been) prop-
erly entered on' the books of the taxpayer on or after that date,

Now, do you know, Mr, Tandrow, whether or not it is the prac-
tice of the bureau, in cases where facilities were ordered before
April 6, 1917—ordered in 1916, and paid for in 1917—to distribute
amortization there on the basis of the payment in 1917, or the basis
of the commitment in 19164 ‘

Mr. Tanvrow. It is on the basis of actual costs incurred after
April 6, 1917. .

r. MansoN. Would you consider in that instance, that if a tax-
payer had ordered equipment in 1916 to be erected in 1917 the cost
was incurred in 1916 or in 1917¢ .

- Mr. Taxprow. You are dealing with an entirely different situa-
tion.

Mr. Manson. Well, I am dealing with this thing. :

Mr. Taxprow You are going back to 1916, and the United States
did not enter the-war until 1917.

Mr. MansoN. That is exactly what I am trying to get at. What
I want to know is whether you have carried your policy out con-
sistently by denying amortization to taxpayers who ordered facili-
ties in 1916, which were not paid for until 1917. If the position of
the bureau with respect to the spread of amortization on the basis
of commitments is correct, then, of course, when an order is given
in 1916, in the language of this regulation, the property should be
entered on the books in 1916, instead of in 1917, oy

Have you carried this policy of spreading amortization through
consistently by denying the taxpayers who ordered facilities in 1916
:lzsr)ri(ér?tizathn, because of the fact that they had ordered them in

Mr. Tanorow. Well, just consider this, that prior to April 6,
1917, the United States had not entered the war.: That is absolute
evidence that any commitments prior te April 6, 1917, were not for
the prosecution of the war against the German Government, in so
far as we were concerned. Therefore, you should not include com-
mitments. But after . é)ril 6, 1917, T believe the majority of the
industries of the United States devoted their industrial efforts to

roduction for the Government of the United States first. So we -

‘have a concern which had in process construction work for the pro-
-duction of -any articie, and. after April 6, 1917, that construction
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was carried to its completion. We think in that case he is right-
fully entitled to the cost, because there was a conversion of purpose
at April 6, 1917, from general production to specific production. for
the Government of the United States. He is not entitled, when
his commitments were incurred prior to April 6, to amortization,
but he is entitled to costs after April 6. -

Just take it the other way—— Co

The Cramyan. That is certainly giving it to the taxpayer, both
coming and going.

Mr. Mansox. Is that the witness’ answer to my question?

The Crairmax. He has said so.

Mr. Tanorow. I have not fully covered the point.

On the other hand, between April 6, 1917, and November, 1918,
the taxpayers, for economic purposes, or because of a desire to
further the prosccution of the war by the Government of the United
States, assumed many liabilities for construction work for the pur-
pose of producing articles for this Government. The war termi-
nated on November 11, They had these outstanding commitments
at November 11 that they could not cancel without going to great
expense.

Senator JonNes of New Mexico. Right there, did you inquire into
this question as to whether they could cancel them without great
expense or not? :

Mr. Tanprow. In this particular case, Senator, I have not made

a field examination. I do not know the character of the physieal

facilities, but I would say, just from reading the files and knowing
how work was progressing on this construction, it would have been
common sense for those people to have completed the facility.

Senator JonNes of New Mexico. It may have been common sense
if they waiited to use the facility thereaiter; but so far as the Gov-
ernment is concerned, would it have been common sense for them
to go ahead and purchase generators when the order could have been
canceled without any loss whatever?

Mr., Tanprow. Let me answer that in. this way: In this particular
case, after the close of the war—in 1920, in fact—this company pur-
chased a 10,000-kilowatt generator for the cost of a 5,000-kilowatt
generator. The only reason that they were able to purchase the
10,000-kilowatt generator for the cost of the 5,000-kilowatt generato:
was that the Norfolk & Western Railway had ordered the 10,000-
kilowatt generator to cairy out plans of enlargement in connection
with its participation in war work. After the war terminated the
railroad was willing to cancel the contract for that turbo-generator.
These. people were able to purchase it for approximately one-half
of its original contract price. . :

Senator Jones of New Mexico. When did thcy make that trade
on that particular generator?

Mur. Tanprow. In 1920.
hSenator JonNes of New Mexico. Did they claim amortization on
that ¢ -

Mr. Tanprow. No; that is not included in the claim.

Senator JoNes of New Mexico. You are using that simply as an
illustration ¢ ‘ '
+-'Mr, TANDROW. Yes.
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Senator JoNes of New Mexico. It appears that in this case the
actual expenditure on those plants that are to be amortized was only
about $34,000 in 1918, was it not? . :

Mr, Tanprow, No,

. Senator Joxes of New Mexico. $200,000 and some odd?

Mr. Tanpbrow. Yes; $277,000.. : ‘

Senator Jonks of New Mexico. Yes; $277,000, and the property
whi.c}: \?vas purchased in 1919 was what? What did the $277,000
go into

Mvr. Tanorow. The $277,000 went into the preliminary construc-
tion work, I am assuming, such as foundations and steelwork, for
the purpose of preparing their power house to receive this equip-
ment.

Senator JoNes of New Mexico. When did they actually make the
contract for the e%uipme.nt?

Mr. Tanorow. The contracts were made running from July, 1918,
up to the latter part of 1918.

Senator Jones of New Mexico. I know, but—

Mr. Tanorow. This specific generator, the generating equipment,
was contracted for in July, 1918, under a priority issued by the War
Industries Board. They entered into the contract with the Allis-
Chalmers people for the equipment at a stipulated price. When
the war terminated, on November 11, the work in the All's-Chal-
mers plant had progressed on that equipment to a substantial extent.

Senator Jonrs of New Mexico. What was the marketable value
of the equipment in 1919, when they actually received it?

Mr. Tanprow. Just reasoning from the fact that the{ purchased
a similar turbo-generator later for half its cost in 1920, I would say
probably 50 per cent, by discounting their obligations 50 per
cent, such as the Norfolk & Western Railroad did. .

Senator JoNgs of New Mexico. The Norfolk & Western Railway
took a loss of 50 per cent on that same thing, did they?

Mr. Tanprow. Yes. .

Senator JonNes of New Mexico. Well, what was the loss to these
pegfle who purchased it at a discount of 50 per cent?

r. Tanprow. That is it, but this equipment purchased from the
Norfolk & Western Railway was not acquired until 1920,

The CHAIRMAN, And was not amortized?

Senator Jonks of New Mexico. No.

Mr. Tanprow. I am reasoning from that transaction back to this.

Senator Jonrs of New Mexico. Why do you have to reason back?
What we want to get at are the facts. We want to know what they
were. ' : ,

Mr. Tanprow. Answering the question of the Senator, he asked
what this particular company would have lost had it canceled its
commissions, rather than to have continued their construction. .

Senator Jonrs of New Mexico. Yes; that is what I am after. Do
you know, as a matter of fact, or have you investigated that ques-
ti(;rll t(; get at the facts, or must you indulge in reasoning, #s you
call it ' S

Mr. Tanprow. Yes; we certainly have to, Senator, for—

Senator Jonks of New Mexico. Hold on, now. The important
thing for us to know is how you did handle those things—by merely
reasoninig it out, or did you attempt to find out what the facts were?
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Mr, Tanporow. Of course, the engincer that reported in this case
went very carefully into the facts. ‘ : :

Senator Jones of New Mexico. What facts did he find out about
it? What did he find out about the marketable value of the com-
mitments and the products which he had agreed to purchase? If
he had not bought it, what would have been done with it? Could it
}fmve lé)een disposed of for the amount that he had agreed to pay

or it K

Mr. Tanprow. No. :

Senator JonEs of New Mexico. Were those facts ascertained?

Mr. Tanorow. Well, I would not speak for the engineer, but I =
know this, that in every——

Senator Joxes of New Mexico. Hold on. I want to know whether
those facts were ascertained in this case or not.

Mr. Tanbrow. No. ’

Senator Jones of New Mexico. Well, that answers the question.
You did not undertake to-make inquiry then, into what could have
been obtained for the article, but you just allowed him to go ahead
and complete the examination and took his amortization on it, assum-
ing a loss?

r. Tanpbrow. Correct.

Senator JoNgs of New Mexico. When, on ascertaining the facts,
there was no loss at all, or all loss could have been avoi&ed by sell-
ing the?property to somebody else, but those questions you did not

0 into
& Mr. Tanprow. I did not, but I will venture %o say that the en-
gineer who covered this case in the field gave that very serious
consideration.

Senator Jones of New Mexico. But I do not want any assumption
from you. I want to know what the record shows as to the facts.
Did he make his report on that question?

M. Tanpbrow. Not specifically. It is the usual practice, for that
to be considered, though, Senator; that is, as to whether or not
it is— : :

Senator Jones. Then, why did he nof consider it in this case,
and why did he not report it?

Mr. Tanorow. He (f:)ubtless did consider it, but did not embody
his reasoning, as I said before, in this report, because he allowed
amortization on 1919 expenditures. :

Senater JonEes. Do you not think, in settling that question of
amortization, you should consider what could have been soved in
the transaction by canceling the contracts altogether?

My, Tanprow. Yes, sir.

» Senator Jones, And that was not done in this case !

Mr. Tanovrow. Of course, I c¢an not speak for the engineer who
n;a;le the report. It is usual to consider that featrre of every
claim. :

Senator JoNrs. The peoi)le who deal with ammortization are circum-
scribed by the report. They have nothing before them except the

report, and if the engineer fails to make any report on that point,
how could the officials of the bureau dealing with this case con-
sider that at all, unless they had something before them? ‘

AR
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Mr. Tanprow. I will just answer that, if you would like to have
me answer it, from the standpoint of an engineer who has had con-
siderable experience on amortization work,

Senator Ernsr. Give as full an explanation as you want to make
concerning. it.

‘Mr. Tanprow. If an engineer embodied in the amortization re-
ports all the information secured during an investigation, it would
require, I would say, months and months of time to prepare a re-
port on one case. You have opportunities for making a great many
studies of these various claims, and nfter experience, of course, you
are able to judge how a case shall be best handled. You consider it
from one stamﬁmint and reason that it is not proper to recommend
amortization on that basis. You consider it from another standpoint,
and you may take into consideration a hundred different factors,
but in coming to a conclusion as to how that claim is to be properly
handled, you may have to discard many features that should be
considered. From the engineers standpoint, that information is ab-
solutely extraneous to the recommendation that you are going to
make, so that you do not encumber the files and the report, assum-
ing that your are honestly fulfilling your obligation as an officer of the
Government of the United States. You do not embody all of the
extraneous information, but you prepare your report on the most
logical and most reasonable basis upon which amortization shall
be allowed. That is, not including a great many other considera-
tions that have been given to the case, you make your recommenda-
tion, It is to your mind a very honest report.

It goes in, and it is read by reviewers. You may be questioned.
T have been questioned; I have had reports held up as long as
eight months before I could finally convince a reviewer that my con-
clusions were correct. It is passed on to the chief of section, and
he will question certain details in that report, until finally you
have your report approved. That report will deal with the allow-
ances upon one basis prescribed in the regulations, although, in reach-
ing that conclusion, you might have considered a dozen, or even a
hundred different factors in arriving at your recommendation.

Senator Joxes of New Mexico. T am very glad you made that ex-
planation, and I have felt all along that that was quite true, neces-
sarily so,

» Now, if that be true, by what sense of justice should reviewing
officers overturn an engineer’s report when he has taken into con-
sideration in the field all of these extraneous circumstances which
you have illustrated, and undertakes to make some sort of adjust-
ment, ironclad, arbitrary, on the basis on which the engineer finally
reported amortization should be allowed? In other words, if in this
very case the engineer had suspected that a large allowance for
amortization on the basis finally adopted should have been had
would he not probably have suggested this other theory of amortiza-
tion which was not reported but which he did take into considera-
tion in making his report? You have intimated that probably the
engineer in this case concluded that these materials or these machines
could have been disposed of after the war without a loss, but inas-
much as they were not disposed of and were installed, he concluded
to allow amortization on the basis of 80 per cent in use. That prob-
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ably would have been a fair thing if the engineer’s report had been
carried out in full, but when you reduce that percentage in use
to 35 per cent, or whatever it was, then that would be wholly out of
line with the amortization on the theory of what it should have been
if the facility had been disposed of or if the contracts had been can-
celled. Therefore does not that indicate that the system down. there
is wrong in overturning these engineers’ reports?

Mr. Tanprow. Answering for myself, Senator, I would say no;
that the system is very good: that 1s to say, where we have one re-
viewer to contend with it might be much better if we had a half a
dozen reviewers to contend with, for the reason that the larger num-
ber of engineers that you have review the reports the more nearly
correct the results are going to be I believe. As it is now, we only
have one reviewer whe must pass upon our reports.

Mr. Harrson. These reviewers that-you speak of are engineers,
are they, Mr. Tandrow ¢

Myr. Tanorow. Yes; they are engineer reviewers. .

In my own experience in many cases I have modified my recom-
mendations at the suggestion of the reviewer, for the reason that I
was definitely shown to be in error in my first recommendation.
That has not happened in one case, but in a great many cases, and
my position is that the greater the consideration the broader the
consideration that is given to a report, even though you have to
.modlify your recommendations, the more equitable treatment is the
result. :

I would not say that simply because a reviewing engineer has not
seen the property in the field, and has not considered all of these
figures, his suggestions should not be given consideration. He will
look at your report fromn the standpoint of the law and regula-
tions more than from the practical features with which an engineer
has to deal in the field; so that you get your reports more nearly
to conform with the requirements of the law and the regulations
by having those reviews, and ¥ believe you give the taxf)ayer fairer
treatment because an engineer covering a case in the field may have
controversies with the taxpayer, just clashes of personality, which
will mitigate against the taxpayer’s claim. Those things the re-
viewing engineer will not have knowledge of.

Senator JoNks of New Mexico. I am not at war with that idea
at all about the utility of consultation with the engineers after you
get into the office; but the point I had in mind was this: The engi-
neers in the field, as you say, took into consideration the different
- olans on which amortization might have been adjusted, and came
" into the office with only that one plan. That plan might be upset
by this reviewing or consulting engineer in the department, and he
may lose sight of the very consideration which induced the basis of
amortization recommended by the field engineer. I am just wonder-
ing whether that is not wrong. In this case it would seem that it
woitld have been favorable to all parties, and especially to the
Government, to have amortized this claim on the basis of the value
of the property undelivered, and to have allowed amortization,
perhaps, on the whole of what had been spent in 1918.

May I ask what would have been the difference in the settlement
of the claim to the government had that course been pursued, if the
contract had been conceled on November 11, 1918, and the Berwind-
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White Co. had stood responsible for any damages .to the con-
tractor, and it should have appeared that these machines could
have been sold at the price which they had contracted to pay for
t}le.m?? What would have been the difference in the amount of the
claim? ' : I .

Mr. Tanprow. 1f you would treat this case on the basis of what
the company could have canceled their obligations for—you see,
they did not cancel their obligations. They carried their work to a
state of completion. , X
q Senator Jones of New Mexico. Well, assuming that they had

one it. ' :

My, Taxprow. Assuming that they had done it, it would have
been necessary for the engineer to have proven absolutely by the
use of theorem and on the basis of comparitives, how much this
company would have lost tlirough the cancellation of their con-
tracts. You see, they did not cancel their contracts. :

Senator Jones of New Mexico. That is true. ‘

Mr. ‘Tannrow. And that very point would have been subject to
attack by the taxpayer. It would have been a moot question.

Senator Jones of New Mexico. But, hold on. Do not get away
from my direct question as to what would be the difference if that
had been done, assuming that there was no liability on the deferred
contracts? . -

Mr. Tanorow. I could not answer that question.

Senator Jones. Would it have been a considerable sum? -

Myr. Tannrow. Yes; I should say fifty per cent,

Senator Joxes. Then, was it not important for the officials to
have ascertained that? ‘

Mpr. Tanorow. Well, the determination would not have been a
matter of facts, because the facts would not be ascertainable. It
would have been purely an estimate.

Senator Jonks of New Mexico. Why could not the facts have
been ascertained? .

Mr. Tawprow. For this reason, Senator, that it would have
been necessary to determine the cost to the taxpayer of cancelling
bis obligations on November 11, 1918, when those obligations were
not, in fact, canceled, bat eonstruction work, nnder commitments,
was continued, and the plant was completed. .

Senator Jones. Yes.

Mr. Taxprow. Now, it would have been a question as to how
much it would have cost him on November 11, 1918, to have can-
celled his obligations.

The CuawMaN. In other words, when you came to examine this
claim, it was a considerable time after that period, so that it would
be difficult to go back and find out what you coald have done in
your hypothetical case, probably a year or more back of the real
figures, when you came to settle the case?

My, Tanorow. That is corrvect, and as the engineer did treat-
it. my judgment is that he followed a method that treated the facts
as nearly as he possibly could, and that his method takes into
account a greater number of known facts than any other method.

Senator Jonks of New Mexico. But was it not important to know
what contracts could have been canceled for and to have used that
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gs‘iz fac?tor in determining amortization on the claims as it was
uilt u : '

Mr. Tanprow. Yes; that is very important, Senator, and prac-
tically every enginéer that handles a case, where commitments are
completed for construction subsequent to the war, determines what
it would have cost the taxpayer to have closed down his construc-
tion work and retired his commitments. ~ :

Senator Jones of New Mexico. What was ascertained in that
respcet in this case?

. Mr. Tanorow, As I said before, Senator, the engineer that han-
dled this case doubtless gave that consideration, but he did not re-
port upon it, because all the factors that he took into consideration
would probably have caused his report to cover 200 pages or more.
We are simply working against time, and can not, ’l))ecuuse of the
great number of cases that we handle, deal with every detail of the
case that we consider in writing our reports.

Senator Jones of New Mexico. How could the consulting engi-
neers, then, or the reviewing engineers, get a correct idea of the situ-
ation without such facts as that.

Mr, Tanorow. The reviewers are men of rather broad experi-
ence. The review is not so much a mattter of dealing with the
particulars in a case, as it is the general principles, to be certain
that an engineer, when writing his report, has not violated the pre-
scription of law or regulations. Of course, there are practical
features that will be treated in a report, as for example, a review-
ing engineer, knowing the balance of costs between 1918 and 1919,
will frequently question the allowance of amortization on 1919 costs,
when they are out of proportion with the 1918 expenditures.

The Crarnan. Is it not also a fact that many oral discussions
£o l0'n between the reviewing engineer and the engineer in the
field ¢

Mr, Tanprow. Oh, yes. :

The CuamrmaN. And they are not a matter of record.

Mr. Tanovrow. That is true. ,

» The Cuamryan, And it may be that some of the very questions
that Senator Jones has raised were actually considered in the oral
discussion of the case?

Mr. Tanorow. Yes, sir. For example, I have had a report run-
ning over a period of seven months, where we were discussing just
orally the features in that report from day to day.

Senator Jonks of New Mexico. Then, 1t is impossible for this
committee to ascertain in any given case what facts were con-
sidered?

Mr. Tanvrow. I think it would be impossible, Senator, to as-
certain all of the facts that were considered, for the reason that a
record is not made of o great deal of the discussion that is had over
the different cases.

Scnator Jones of New Mexico. Then, if that be so, why should
this committee pursue its investigations any further? :

Mr. Tanonow. I am not prepared to answer that question.

Senator JonEs of New Mexico. If we can not go into a case and
find out what the fucts were and know how they were applied legally,
it seems to me that we are up against a stone wall. ' '
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Mr. Tanorow. I think not, for the reason that the recommenda-
tions as they are made——

Senator J%NES of New Mexico. Well, if we do not know the facts
on which they were made, what does it avail us?

Mr. Tanprow. You will find the basis on which a recommendation
has been made is covered in the engineer’s report.

Mr, Davis. How does the reviewing engineer get at those facts?
0oes he go into conference with the engineer who made the report?

Mr. Tanorow. Qf course, in every case there is a very voluminous
file, and the practice is that the engineer will complete a report on
an individuar case. The entire file with his report will be turned
over to the chief of section. The chief of section will pass the en-
tire case, including the files and the engineer’s repott, to a reviewing
engineer. The reviewing engineer will read the engineer’s report
and examine the files, examine the taxpayer’s claim, and all ma-
terial bearing upon the treatment of the case; and if the engineer’s
report does not appear to be reasonable, he will call the engineer
into a conference, and the different features will be discussed. That
quite frequently results in the engineer modifying his recom-
mendations. )

'The Crzaikman. I think it is comparable, ofttimes, with the con-
clusions reached by a committee of the Senate, where they have dis-
cussions in committee, and write a report, and recommend a certain
law, or approve a bill or disapprove a bill, where the actual records
themselves do not show the reasoning that the Senate has used in ar-
riving at their conclusions,

Senator Jones of New Mexico. If that be true, then are we not
confronted with this very thing for consideration: Do we want
these cases decided in the burenu in the way that the Senator has
just outlined that a committee of the Senate would do, that you,
without any record facts, have a few people in the bureau get to-
ﬂetbheler, (?liscuss matters, and dispose of and fix an important tax
iabilit X

Mr. Harrson. If I may interrupt the Senator, I think the Senator
has unfairly drawn an inference there which is not really the fact.
This is the state of the record in this case and in the other cases,
with very few exceptions, that the committee will go into: The rea-
soning and the facts in connection with the adjustment of the ease
are fairly presented. 'The reporvts of all conferences, however, are
not completely made. There are a number of facts and a number
of points that might have been considered, but which did not form
the basis for ¢he final adjustment of the case, that were entirely
absent from the files.

. Mr. Tandrow has said here that in this case the file is complete
in justification of the final settlement on the basis that was used,
but the Senator has raised the point that some other element, some
other basis for amortization might have been used. The taxpayer
might have scrapped his plant; in other words, cancelled his con-
tracts and sold out and saved himself a loss, which would not have
permitied him any amortization allowance. The fact is that he did
not do that. The report.does not contain a statement that the
engineer considered that and based his recommendation on what the -
taxpayer might have done. His report is on a different theory. Tt
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is quite possible that he did consider it. The theory on which the
case was closed is fairly reported, and the facts are, I think, rea-
sonably complete.

Senator Jonks of ‘New Mexico. I do not care to discuss the mat-
ter with counsel, but the witness has stated that in this case it
would have been important, and the engineer in the field had taken
into consideration the very question as to whether or not the can-
cellation of the contracts would have been the cheaper way.
think the witness very properly made that statement. .I followed
that through the record here by means of the witness, to show that
there is nothing in the record to bear upon this very important fac-
tor, and from this the chairman of the committee drew the deduction
that they were acting down there the same as a committee of the
Senate would act in recommending legislation. It seems to me that
if that is the case, it is & procedure which ought not to be approved.

I do not care to discuss the matter with counsel, but it certainly
has been developed here that in these conferences and the engineer’s
reports matters are taken into consideration which do not appear
upon the records. I think that is a very important thing to know.

Mr. MansoN, Mr. Tandrow. would not an engineer examining
a plant be much more inclined to go into the question of the basis
upon which the orders for plant equipment could be canceled if
he were contemplating a 50 per cent 1n use than if he were contem-
plating an 80 per cent in use? '

Mr. Tanorow. Well, I would not say that.

Mr. MansoN, Well, just a minute. Suppose a plant only has a 50
per cent use to the taxpayer. Would not that taxpayer have a great
deal more advantafe in paying a larger sum to cancel the contract
than he would if the completed contract were going to be of 80 per
cent use to him? :

Mvr. Tanprow. Your question assumes that these actions were taken
for the purpose of benefiting by an amortization allowance.

The Caamrman. I think the witness ought to answer the question.
The counsel’s question was very specific; it was a perfect(}y plain .
question and it could be answered yes or no. He asked whether the
taxpayer would not be more interested in canceling his contract if
he was contemplating that he would only get a 50 per cent use than
if he were contemplating an 80 ger cent use. I think that question
could be answered yes or no, and without dealing with this specific
cnse,

Mr. Manson. Would he not be much more liable to cancel the
contract for material that would be of no use to him after the war?

Mr. Tanprow. Yes, sir. : '
hiM;' Manson. Than he would be if it were going to be of value to
m .

Mr. Tanpbrow. Yes, sir. A

Mr. Manson. Does not the same thing apply, in different degree,
where it might be of 50 per cent use or where it might be of 80 per
cent usef ‘

Mr. Tanorow. The difficulty right there is :hat you can not lay
down a standard to work by, but, stating it as a general proposition,
what would he material in one case, if you were considering a cer-
tain type of equipment, would not he material in another case, be-
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cause, with the closing of the war, utility entirely diseppeared on
many plants, as for example, a shipbuilding plant, whereas, on the
other hand, materials that were purchased for war work, after the
war, still. possessed utility and positive value. :

Mr. MaxsoN. Yes.

Mr. Tanorow. So you can not state, as a general proposition, any
rule that would apply? e '
 The CHammaN. But the question of counsel did not deal with
that mattet at all, as to whether it had a utility value or not. If
the concern was a going cornicern, which was going to continue in the
business of using the same class of material, he certainly would think
for himself and say, “ Well, if I cancel this contra:t, I am equally
as well off as though I continue it,” or it might be the reverse, and he
would snﬁ to himself, “ I am going to get 60 per cent value out of
that, so there is no use of my Tosing 50 per cent;” therefore, he de-
cides to proceed with the conviction that he is going to save some
money, and that he is going to be able finally to use the facility.

Mr. Tanprow. Of course, if the anticipated use that he has for a
facility is law, he would prefer to cancel the commitments.

The Crairman. That is the point.,

Mr. MansoN. That is what I want to get at. Under those con-
ditions, then, do. you not think that an engineer exumining this
property for the purpose of determining amortizaticn would give a
great deal more weight to the question of the liability which would
arise on cancellation, if they anticipated a 50 per cent allowance for
amortization, than he would if he anticipated an 80 per cent allow-
ance for amortization? ‘

Mr. Tanorow. Yes; I should say so.

Senator Jongs of New Mexico. In other words, this engineer, when
he went down there, made up his mind that the percentage in use was
80 per cent, and the difference did not amount to very much, so that
he would naturally not inquire so carefully as to what would have
been the result if the contract had been canceled, but if he saw he
* ‘was up against only 50 per cent in use, then he would have exzmined
the other question, perhaps, more carefully.

The Cuairman. I think we are dealing with a matter which did
not receive much consideration by the engineer, as a matter of fact,
because I think he went down there a very considerable period after
the war, and after the plant was installed and in operation, and did
not take into consideration the question of cancellation at all. I
thinkéle really took into consideration only the exact conditions that
existed. ' ’

Mr. Tanorow. I would like to say in respect to that, that where
the amount claimed b‘y a taxpayer for amortization is 60 per cent
or less, the question of cancellation does not enter into it, becaise
will venture to say that if we could tdbulate the expense or the cost
of canceling contracts we would find that it would run to 60 per
cent of the commitments, where the work contracted for was sub-
stantially in progress. , S

The Crarman. I think also, in considering these cases, you have
to go further back than in dealing with the immediate case, because
1 can visualize that the Allis-Chalmers Co. would have a larger
amortization claim if the order had been canceled than if it had been
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permitted to continue. It is u conclusive fact that there was a larger
percentage of the Allis-Chalmers plant in use as a result of not can-
celing the contract than would have been in use had the contract
been canceled. : L S -

Mr. Tanovrow. Correct. : :

Mr. Manson. Provided they did not discard the years 1919 and

* 1920 for the purpose of determining the Allis-Chalmers amortiza-
tion. : - : : o

The CrairMaN, In any event, no matter what they considered, as
a matter of practice, the plant of the Allis-Chalmers Co. was much
more in use as the result of coatinuing this contract; and you could
go back farther to the plant that sold to the Allis-Chalmers:Co.
their materials. That plant would have been more in use than if
the order had: been cancelled. In that way, you could go back
through the whole succession of industries invelved in that partic-
ular order, and you have to get to a jumping off place somewhere.

Mr. Maxnson. Before I forget it, I would like to give notice to
the Bureau, in view of the fact that they have my objections in the
Steel company case under consideration, that I will offer a further
objection, based upon their present attit-Jde with resPect to the
spread of amortization; the further obje tion being that a large
part of the amortization cost of the Unite| States Steel Co. goes to
that equipment which was ordered and work upon which was started
prior to 1916.

The Cruammax, Before we get into a discussion of that, I would
like to have this witness put Into the record here these other cases
they were to have looked up for us.

Mr. Harrson. I have a question or two, Mr. Chairman, that I
would like to ask the witness before he comes to that.

Mr. MansoN, 1 just said that in order that the represcntatives of
the bureau might have notice.

The Crairmax. Yes.

Mr. Hartson. I believe you had not completed reading Mr. New-
ton’s report. You had read, as I understand it, into the record, a
report from him wherein he said that $277,000 was actually paid
on these contracts in 1818, Now, have you any report, with par-
ticular reference to deliveries of material that were made in 1918
on these contracts?

Mr. Tanprow. Yes; opposite each item there is a statement show-
ing the ldate of shipment, or date of receipt of the different items of
material, ‘

Mr. HarrsoN, Unless the committee disagrees with me, I do not
think it is necessary to read those detailed itemized statements, but

- I think it would be material to determine the aggregate amount of
the material which was delivered in the year 1318, .
The Cnawyan. You are assuming that there was more material
delivered in value than was paid for in money?
Mr. Harrson. Yes, ‘P
wll\gr. Tanprow. Substantially all of the material was delivered in
The Cuairyan. I think that statement is important, but I do not
think we need go into the amounts, : '
. Senator Jonks of New Mexico. When was that report made up?

[ IEEIR—————




858  INVESTIGATION OF BUREAU OF INTERNAIL REVENUE

"~ Mr. Tanorow. This is the result of an examination made in the
office of the taxpayer by a revenue agent on December 12, 1924,

Senator Jones of New Mexico. Do you mean to say that these
things w;are not ascertained until this committee began its inves-
tigations

‘Mr. Tanprow. As I said before, these features were doubtless
inquired into by the engineer who made the field examination, but -
they were not embodied in his repori. He undoubtedly had a knowl-
edge as to when these various materials were delivered.

enator Jones of New Mexico. You say that they were practically
all delivered in 1918? o
. Mr. Tanbrow. Accurding to the report of the revenue agent, yes
sir. :
The CaairMaN. Go a ~ad, Mr. Hartson. Do you want to ask hini
any further questions, ¢ - do you want him to put in the names of
those other concerns, now ¢

Mr. Harrson. I have nct any more questions. I think he should
proceed now and put in the names of those other companies.

Senator Jones of New Mexico. Just a minute. - Is not that one of
the most important facts wh.ch have been presented in this case?

- Mr. Tanorow. No doubt it is, Senator.

Senator Jones, Why should 1t not have appeared in the report?

Mr, Tanprow. In the engine:r’s report? :

Senator Jones of New Mexico, Yes, the fact that material was
delivered in 1918?

Mr. Tanorow. In the original! claim, as I remember it, there
were several thousands of items of property, that is, several thou-
sand cost items. The engineer doubtless had an understanding as
te when lumps or groups of property were delivered, but I believe
it would have been impracticable for him to have indicated the date
of dalivery of each individual item.

Seunater Jones of New Mexico. Perhaps not each individual item:
but the total—should not that have been presented? .

The CrArRMAN. In answer to Senator Jones, I would like to say
that, in view of the fact that the policy of the department was to
allow commitments, it is not so material whether 1t was delivered
or not. As a matter of fact, they used commitments, whether it was
delivered or not. Therefore, the question is not so important.

Mr. MansoN. I wish to say, however (and I am familiar with the
engineer’s report) that the engineer stated the amount of money ex-

ended during each of those years, and took the position that the
. bureau regulation meant what it said, and called the attention of

the auditors who were going to make the spread of the amortization
to the fact that the amortization as spread in the claim was not in
accordance with the regulation, but he gave him the basis upon
which it should be spread.

Mr. Tanvrow, I may have misunderstood your statement, but I
disagree with you, for the reason that the engineers have substanti-
ally aﬁmed upon the cost. The engineers who have reported on this
case, Messrs. Woolson and Moore, have reported, as I remember it,
a cost of $616,000 in 1918, ‘and the difference between $616,000 and
$828,000 as cost in 1919, They récommended in their report that '
all costs be checked up by the auditor or revenue agent. So far as
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the engineers are concerned, there was no substantial disagreement
as to the cost distributions, .= . =~ :

Mr. MansoN, That report will speak for itself. It is in evidence,
and I have stated my recollection of it.

Mr. Tanprow. I o not believe the original report, so far as costs
are concerned—at least not to my knowledge-—has ever been made a
part of the record; but I do know that throughout several reports
that were made there was no disagreement as to the distribution of
costs between the years. :

The CuarMAN. You might proceed now and put in those cases.

Mr, Tanprow. The list that I have here is a very incomplete list
and is the result of several hours work. I am sure that there are in
the files a great many other cases. . Engineers are now looking
i;hrough the various claims to get as nearly as possible a complete

ist. -

Mz. HarrsoN, What does such a search entail, Mr. Tandrow? 1
mean, how would you proceed to hunt for cases wherein this adjust-
ment and basis had been used in determining amortization?

Mr. Tanprow. It will be necessary to go into the original claims
filed by the taxpayers to determine how their costs are set up, whether
on a priority basis or a direct cost basis. That will necessitate
looking through several thousand books or claims; so it will require
considerable time.

This is just a statement of cases where amortization has been al-
lowed on commitments cntered into prior to the armistice, where
actual costs were not incurred until subsequent years.

The first taxpayer is Jones & Laughlin Steel Co., Pittsburgh, Pa.;
engineer’s report submitted October 24, 1923, by W. M. Nolan; total
costs involved, $28,193,771.08.

The second is the Midvale Stecl & Ordnance Co., of New York;
report submitted February 18, 1924, by Mr. L. E. Luce; total cost,
$24,928,520.34. ‘

The third case is that of E. I. du Pont de Nemours Co., Wilming-
ton, Del.; report submitted May 24, 1923, by Engineer A. H. Wellin-
seik ; total cost, $25,601,464.69.

The fourth case is that of the American Steel & Wire Co., Cleve-
land, Ohic; report submitted by H. A. W hitney and Felder Furlow,
with costs of $16,915,995.98.

That represents approximately $100,000,000 of costs.

Mr. Davis. What was the date of that last one? Did you give it?

Mr. Tanorow. I do not have the date on the last one.

The CraRMAN. T would iike counsel for the committee to go into
some of those cases to see whether the amount named is involved in
commitments alone. , ’

Have you anything further to present to-day, Mr. Hartson?

Mr. HartsoN. No, Mr. Chairman, I have not. This is the onl
report I had intended to put in to-day, and the only one that
agreed to put in,

The Cramrman., Have you anything further that you want to
take up to-day, Mr. Davis?
~ Mr. Davis. In connection with the other matters that our engi-
neers are looking up, Mr. Chairman, they have reported that they
are not ready to submit them, particularly with reference to the —-_—

S NN——
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individual veturns-in' the:Standifer matter; and the queatmn you
asked with reference to the profits on that: eontraet. AL
. .- Senator Joned asked:n question about the checkin of amorti-
zation_allowed by other contractmﬁ» ibranehes ‘of ‘thi ovemmbnt,
with the internal revenue returns thereon.  ‘We have taken that‘up
with:other contracting- -briindhes of the Government.  Lists. are bemg

pm d onthat subject; and they will be submiitted. = .
- Coxaiman, Mr., Mnnson, what is that case. thab you. were to

tz from the en%heors yesterday Y

Mr. Maxsoy. The United - States Graphite Case E =‘~‘"! et

+The CuarrMAN. Will that be ready: for to-morrow? e

.- Mir. Manson. . I think that will be ready for. to-morrow morning
. The Craiemax. The buréan hss information as to that ¥

.- Mr. HazrréoN. Yes; in your Jetter received to-day, Mr, Semtor,
there was the statement made that that would probably be the next
case taken up..:" coatd

-:‘The . CHAIRMAN, Who uent that letter? i SRTINEEI.

r. Harrson.' Your cumimittee. . It was ovov your sngnat.ure. 2

The Caamman. Mr. Hartson, I saw a statement in the press to the
eﬂect that Commissioner -Blair has:said: that, in response ito sonie
criticisms of ‘mine with regard. to the workings of the burean, that
these smortizetion cases: were only due to war conditions, and ithey
- would not come up again. . There was the inference, ‘practically;

that Congress could not, 6hereforo, or would not, do anything in

connection: with those partncular cases, or dea.l thh the Sllb]éct of
amortization. - - . -
- I it-your contention,: or the commwswner ] contentxon, or do you
lmow anything about:it, as to whether Congress could remove the
statute of limitation in these cases and" ‘reopen: them;, to make more
plain’ the intent of Congresg when it enacted the statute? ~

Mr. Harrson. There is no question, Mr. Senator, in my mind, that
the Congress may remove the limitation period and open up ‘these
old cases, or” permit..of siich.of :them heing opened up as-hdve bevn
barred in the meantime by the running' of the statute-of limitations.

The suggestion contained in the statement made by ‘Commissioner
B!alr, which thé Senator vefers to, I: believe, was not intended &s a
denial of the right-of Congress toreopen:these. cases; but the point
that was made there, if I read his statement cocrectly, was that the
subje t of amoriization was. a wap- condition; - brought ubout by
pecubiar cincumstances: which: would not erise again. .

The Cuairmaw. [ ithink. that is correct, but I.think the mferehoe
went. with his etatement that! the committee was dealing in subjécts
which ware yeally .ot relevent: and were of no importance;-so:far
as improvement in legislation was concerned, and that themfore the
committes was, wastipg its time on this aubwcﬁ of amortization.:

i Mr,, Harreon, I did not. gam rthat. 1mpresbion from. a rehdmg’ of
th@-m%mentuaenmta N I SIS TR TR U FR

The Cramsman. Does that reﬂect the answer thab We'are: to g\et m
conneetion: with, the. Steel. Carppmtmn Case, which 'the sohc:tbi' is
pre aring now? @ - DIUIRE BN PO ¥

- FLARIHON,: ;Tbe statament. that was, issued. b the oommllssxbher
mpn the pmmnlm mquimea &he, mmmﬁm is.making

e h..i"‘ f‘! b f‘ l{ 4-':;fh (¥ ”x ERE TN
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u/The - Cmammmian; Did: the ;solicitod-éve the' staterhent madé by the

Gthy that the case is clesed by the bureau? .
v ELARDION: T did, | 190 erin e UL et
. "The Crimagan, : Do buagmb vmh‘thm Mﬂlmneht’t v e

Mr. Hazreon. I read it in the papors, 1f thut is what you niean .k
: The Csiatmsean. Yes, ' RN ]

Mr. HARTBON. Do I agree w:th 1t? o e e ;‘jf'-’f
. N. Yesf . o EET S S o du'h sy N
f,\-MnHAmomIdonbt.- WLl e n 00 SN
ci 'glg’cnamnnm What percentage of amortxzatxon cases have»been

o ' [ TR0 0N ERRE SR
1« Mir:- HAnrsow, I cuu not answer: that, Mr. 'Manson. It ma be
that some one else. can. The:amortization section has been abohsheu.;
as you know, and that was done because ia large volume of amortum
tion: work had been completed. . - . .

.The Caaireman.:To. put it in another'way, then, can' youz tall us'
:,‘pplj’oxlmately the number of unsettled cases dealmg wnth amoﬁtiza—

ion? L .
Mr. GREENIDGE. Less thxm 800, Sir, 0 v
1M M fy ju speak of unsettled cases, you mean. cabes
that are in the status of the Steel Company case, where it has passod
out of % ur division, Mr. Greenidge# i -

REENIDGE. No, sir; they are in my dwxslon now!

Mr. MansoN, There are still in: your: divigion now 800 cades?

Mr. Greenipee. I can %Ve you the exact figure to-morrow. - .

Mr. Manson. In addition to that, there. are & large number of
amortization cases: which- have passsd out of your dmswn but. in
which the burean has not finally closed the cases? -

. Mr. GreeNnon. Yes; there are a number.x Just how many I would
not be able to say. L
¢ The Ciramaan. Can you get. us tha.t informatxon? i :.

' Mr.. GreeNmee. We will make every effort to get that R

The Carmman, And reﬁort to us to-morrow? .. - P

. Mr..Greexibas. We: will do everything we' can to gét it and re~
port tomorrow. iy

Mr. Maxson. Will you alsa state the ar -ant.involved?.., : i/ .

. Mr. Grernmos. We will try to-dorit,. We will, get to wdl'k on it
right away.and go as far as we can by tomorrow..;: ; o

r. Hartson. I do not know how that. nnformstnon can bo de-
veloped without searching through every corporation case; that is
gtill.in the burepu, inwhich the cor lgoramon made any exgendltures
for the production of articles .contributing to;the. prosécution of the
war. There are some of them in the solicitor’s of , there &re some
of.thom on. the commigsiongr’s desk; there ara some of them on M,
}: right’s desk, and.. they ave. scﬂtteredl all thmugh ,the:Bumau of

temal,ﬂevenue. - SN IRTIL

./The .¢ nammu I appmcmte.,tht;t diffieulty, My, Hm'tson, buﬁ 1
thought you, lnmg ht, for the puypose qf;gmng e 8 view.of,the sitea-
txon, general reach the conclusion that in ajl of these corporation

dm: armpend»ng,;fpr the war, years; amort,\zatm.would she
mvo Y,g I’ A

Y I T B L T R B P TSP R TN SRR N TITINPL A TR 1131}

chairinan of the Board of directors'of the :Steel- Gorporation, Mr. o
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- Mr... Hanzson. . think & substantial. portion of the corporation
gasteﬁ.that are not closed for the war years have amortization claims.
in them, - T T A
.. The Cramrman. Will you give us that total for the nsettled
claims during that period of time? - I£ you do that, I think that will
serve the purpose, including the amortigation cases. . - .. ' .~
- Mr. Mansox. I am trying to determine whether we are holding a
post-mortem here. - IR (A A AN

The Crammax. I think the Solicitor has answered: that question,
that we are not holding a post-mortem, that there might be a change
in the statute, and that we might be able to correct what we beliéve
is & wrong interpretation of the law. If I understand correctly
courisel and some members of the committee, we do not believe that
the bureaa has carried out the intent of Congress with respect to the
amortization section of the law... -~ - - s
- Senator Warson. Do you know how many amortization . cases
the bureau has dealt with altogether, or the amount involved? You
could not answer that, could yon, Mr.. Hartson? - - '~ .-~ .

Mr. Harrson. Not even in round numbers. :

Senator Watson, Not even the number? - - -

" Mr. HemiNe. I can give you a rough estimate of the 'n'm‘x’xb'e'r of

cages, I think,. - .. .~ .
Mr. HartsoN. This is Mr. Hering talking.
Senator WarsoN, Yes. - - S
My, Hemina: If you want me to.© :

The Caamuman, Can you state it here§ - = '
Mr. HeriNe. Roughly, I think it is 5,000 cases;.possibly more.
:'The Cuamman, If that.is all, we will adjourn until ten o’clock

to-morrow morning. = T S C
Senator Warsox. But you could not give any guess at all, even a
wild guess, as to the amounts involved ¢ Co
Mr. HeriNg, Oh, no. When you say “the amount involved,” do
you mean the amount -claimed or the amount allowed, or -the.costs
claimed, or the costs allowed, or just what do you mean$ '
~ilt~ien::1tor Warson. Both; the. amounts ¢laimed and the amounts
allowed. . : S

Mr. Herinag, I &mfer not to give ofthand a figure on that." . '~
Mr. Manson. Would not that cover all of those 39 sheets that were
supplied and summarized in the testimony taken last spring? . -

r. GReeNIDGE. - Yes, sir. TSR o

- Mr, Heming. I:thinkit was, - < -~ - B
- Mri GreeNmoe. I wish to assure thé Chairman that every effort
possible: will ‘be made this afternoon: and to-night to bring that up
to date by to-morrow morning, .. -t oov.ov o oo
.. The Cwmairman: I think it is'quite‘im?‘ortant, in a way, because
it informs the committee really how much of the taxpayer's money
is invested in i%)ri\m‘l:e plants. "It is my view that there has been d
great deal of money invested in: going plants as a result of the wer.
~1f-there is no objection, the committee will -adjourn umtil 10
ofeloek tosmorrow morning, > - oon 0 Db i e
«i1(Whereupon, at’ 11.45.-o’clock a.-m.,'the committee adjourneéd
until to-morrow, Saturday; December 20, 1924, at 10 o'clock:a. m;)' .




mvnsmumN OF THE BUBEAU oFINT'ERﬁA"miE?;ENyEf

TR‘U‘MDAY. DEOMEB 4. 1924 R

Um'rno b'm-ms Snm’m, A S
Shuxrr CoMMITTEE INVESTIGATING . . -
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. Washington, i) L

The commnttee met at 10 oclock a. m oy pursuant to ad)oumment
of geste ay. - .

t: Senators Couzens (presidmg), Watson, Jones of New
Mexico, and Ernst. :

Present. also: Earl J. Dawns, Esq. 3 and L. C. Manson, Esq o of
counsel for the committee.

Present on behalf of the Bureau of Internal Revenue: Mr. C. R
Nagh, Assistant to the Commissioner of Internal Revemw Mr.
Nelson T. Haxrtson, Solicitor, Internal Revenue Burean, . '

The CmairmaNn. Proceed, Mr. Davis.

Mr. Davis. The rext matter that we desire to present to the com-
mittee is another case involving amortization, and is: that of the
G. M. Standifer Construction Co,, of Portland, Oreg.

Mr. Harrson, Mr. Davis, may I mterrupt for ]ust a moment?

Mr. Davis. Yes

Mr. HarTson. If I understand ?'ou correctly, it is s your mtentnon.
now to proceed with another case .

Mr. Davis, Yes A

Mr. HartsoN. Sub ect to oertam correctnons whxch Mr Davis and
I can a on, so far as the record: in the Berwind-White Coal
Mining Co. case is concerned, I would like to dismiss these men who
are here representmg the bureau on the Berwind-White case and
send them back to the bureau. Then, these corrections that 1 have
suggested can be made in the record, subject to agreement between.
Mr. Davis and myself.

Mr. Davis. Together wnth the fact that we may have to put on a.
little additional testimony in the Berwind-White case the first of
the week and conclude it.

The Cramrman. Yes. I would like to say.that we ha.ve had a
tele];hone message from Mr. Swaren from Cleveland, saying that he
would be here on Monday morning.

Mr. Davis. Yes; together with some other mattmv that the Solnclton
has talked to me about. I think we can conclude it on Monday. .

The CuarMaN. Then, I think I can say that all of those con-
nected with the Berwmé White case can be excused untxl Monday.‘
anyhow, until this man waren here, .

{P til thi S gets h

mmox That is. what I wantad to do, _We have a nun;tbexv
of men here in that case. » : _

863

=




. happen that we may want any o

e ) Cop et b e e B
R LA T N
PR YO . N p
Lo ‘ .

" 864 = INVESTIGATION OF BUREAU OF INTERNAL REVENUE

The Cuamrman. We do not want to disturb the workings of 'the
bureau any more than necessery, Mr. Hartson, and if it should
f these men to come back, we can

take that up later, so that you will not have to have any large num-

l'of ) i. “.h e :--:‘ .t l‘(‘i 1725; L IR W BTN U 1L PR S
%ﬁi.ﬂrﬁmz.?%s %e?méd to conelude’ with the 'Berwind-
White case this morning, and that is why these gentlemen are here,
-and if they can be released, that will be satisfactory. We will caill
them if they are needed later, /o 0 w0
_ Mr. Davis. It appears from the report of our engineers in this case
. that amortization was allowed by the Shipping Board, contractus’
amortization, after the ¢dntracts were canceled.
.~ The Stmd‘l’ﬂelf‘cqnsﬁ‘uotion 'Coi_was organized in 1917, and it
 had three plants, th¢ Vancouver, Wash., wood shipyard; the Port-
~ lnnd*,ﬂreglg..,woodvslﬁpxqrd,.and the Vancouver, Wash.,  steel ship-
~ yard. ‘In addition to that, there was a housing corporation, which-
wasoffzanized for the purpose of taking care of the employees of the
cogﬁ?mtion. ' - T
. The report.of ‘our engineers: shows that along in 1922 a settle-
ment was had between the Standifer Construction Co., and the
United States Shipping Board, and that in this settlement the Ship-
pihg Board allowed this ¢ompany- about $862,000 of amortization.
In the next year-I believeiit wasiabout June 28, 1923-—the tax
matter was pending befcre the buread ind the engineer’s report
submitted: to the burean by, one Griffith; after going:over a survey
of the matters which we are discussing; recommended’ an amortiza-
tion allowance of about. $1,500,000. .The amount ‘claimed by ‘this
company: was.over,$2,500,000, and in that report!Engineer Griffith
deducted the amount of the amortization allowed -by the United
States Shipﬁing Board as, under the.law, he should have deducted
it; and at this point I wish to read-the provision of the regulations
applying thereto. I am reading in part from article 181 of regula-
ﬁms62§'vagdf79: 3T K NS 'H:.l‘] T TS .
AN allotwelices ' malle ‘to a taxpayer by a'’contratting department of ‘the
Govérnment, or by ‘tby -othey contradtor for amotrtization  specifically as such,
ghall be treated ds'a'reduction of the cost: of the taxpayer's plant investment. - -

* The répoirt ‘of fthé“quineéi' that I have' %;t referred to' also ve-
cites that according ‘to’the tecords of the United Statés Shippin
Board, this amortization is shown to have been '%glllowe& to this com-
atiy,anid the teport js so filed in the case. = Thereafter, the' tax-
gyer put'in w claim and claimied that the amortization, as it was set
up in the engineer’s report, was not allowed specifically, but that the
sbttlément thade BY the Shipping Board was a tump surm settletnent,
¢hd that thére was 1ot any 'Speeific amount' allowed for amovtizition.
On September 24, 1928, the taxpayer filed » hrief did dem‘ij;red to
the' f ;%tgsf of! the’ engitieer’ with réferénce td! thig amortization

. allotwaied” v ittt A b e
O O hiet'éa, ’lﬁé&,h coiiferenics g& }ielﬂ‘a&d' this, Mattér of
aportization was' diseussed:'  The Enginéér's report w ur for gon-

- gideration. '1‘115: t?’gpu er W’Qé"' rédent, with' counsel, and aléé)‘.ed,".ais
- Phavé‘sdid, that flo spécific aimbitt’ with refeteiide to amortization
was allowed hy the Shipping Board. R

4

.
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The conference resulted in'a dalay, & postponement of: the matter

until some time later, ind on' the first' and second of November, 1923,
th matter was again up-in'conference, and in this conference it was
finally .concluded . that the taxpayer did not fully understand, and
the records did not fully show.that amortization in the sum of $862,-
000 was sllowed by:the Shipping Board; that the settlement was
mere in the nature of a lump sum settlement, and therefore no
partionlgr.amouynt could be allocated to amortizdtion. - . .« -
- We wil show from. the report of the engineer in the case:that the
taxpayer, with his councel, appeared before the. Shipping Board and
discussed the claim with the Shipping Board, and that certain
deductions were taken by the Shipping Board from his claim; but
that in allowing those deductjons, the amount set forth as amortiza-
-tion was not changed, and thai that amoun; went throngh in the
settlement as amortization, and was a specific amount set aside in the
settlement as such, that amount beiug eight hundred and sixty-two
thousand and odd dollars, .~ .- . R :

With reference to the taxpayer’s knowledge, we will be able to
show that the items were discussed. sgeciﬁcally with him, that he
was furnished a copy of the set-up of the deductions, that the deduc-
tions .were discussed. with him and -his counsel by the. Shipping
Board, and that he understood he was allowed amortization in the
amount that I have stated. - ., .-~ » .. = ‘

- We will:show further that this matter was called to the attention

_of the Bureau of Internal Revenue, and that officers.of ‘that bureau

were in conference .with officers of the United States Shipping
Board; that the matter taken up:at the conference was this matter
of amortization, and it was: clgarly pointed out by the records and
the statements made in the office of the Shipping Board that the
amortization claim was allowed in the final settlement in the figures
that I have mentioned, - .. .. .. . ;... .~ Lo
. Senator Erysr. What do. ypu inean by that--in what figures?., .
Mr. Davis. Eight hundred. sixty-two. thousand dollars and some
.s'dg;Sanat(ﬁz. = .J'A«n.. VR PR =
- Senator. Jornsn, Al waght. o oo e
Mr. Davis. That after being aware qf the exact statug of affains
with reference, to the amortization claim, the Buresu,of' Internal
Revenue finally adjusted the case and: did.not take into.consideration
this allowance of amortization by the Shipping Board, and allowpd
the.taxpayer to again deduct.an amount for amortization whicly had

[ )

“.alrendy been. pllawed:by, the Shipping Board: ». .. .y .

The Crammax.  This same amount, or/a difievent amownt? ;. ...

Mr. Davis. About that samé amount. RPN AP § BT
. The Crmamman.:Can, you, state definitely; ,what diflerence : that
made in the taX(imyer’s X L e T i
- NrDayis; T .do not knpw. u%l‘ha@ is computed in your reposty is it
nop. Eaddpessing: Mr, Parker]d: " 000 000
. Mry, Papueg. Wa, did. mot, compute ét-. ;in this, case, because if is
a1 yery; invalved, mattor, au, accouns. of the:amount that, they. haye
thken ‘:P laten on-as incoms ip, daten years, ;We, did not da it, bny it
-can be dong. & wanld. prefer the suditors;of, the)Department to work
At onb, rather %fm"h‘a‘wtm%d%wb i sy e gy A1 b Ly

- Mr. Davis, If you care to ha-ngmq;&rppmp,utat;on,‘ﬁlqgl,,-:wehwgﬁl

. make it and put it in the record.

ot Ny
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i ‘The Cramman: I think we would like to have it, -~ -

* Mr.: Davis. All vight: Mr, Parker will dothat. ' - -

~Senator Joxs o - New: Mexico: 'Well, if you have the precise
!umount that was- allo ved to the taxpaver, it would have mude that
much difference in the taxpayer’s income, would it not? -

PMI: %)AVIR ‘It would be about that amount, _would it not, Mr
- Parker

. Mr, Parger., Well, it de ds on the b1 acket of the engineer, *

- --Senator Jones of New Mexico.. You are speaking of the amount
‘under tax now, but that amount would have been added to the tax-
able income. : . :

. 'Mr; Davis. Yes.” ' e e ' ‘

My, PARKER. In the income recelved but not the contractual amor-
tization. If it was put in eontractual amortlzatwn, they did not
taka it u }P as income,

Artson. 1 think’ it should be pointed - out mght here, as
throwmg some ll%llt on this matter, that, as Mr. Davis has read from
the regulations, the amount of contractuel amortization allowed by
another branch of the Government goes to reduce cost. .

Senator Jones of New Mexico. Yes. -

“Mr. Harrson. Of the faclhty which is bemg amortwed for income
tax purposes.

Senator Jones of New Mexico. Yes. '

+ Mr. Harrson. So that, conceding the correctness of all the ﬁgures
and facts here that Mr. Davis has stated, it would be_difficult to
determine just what the result would be in the tax, but it would be
about the same as the $862,000. I mean there would not be that ex-
act sum saved to the company by reason of this allowance.

Senatox Jongs. Oh, but it wounld result in that deduction from the

: tax ayer’s income. - The rate of tax is another thing.

Mr. Harrsen. Noj it would result, Senator, in thé lowering of the
cost. It would result in a failure to lower the cost of the acnhtxeq
which were being amortized for income tax purpo

Senator Jones of New Mexico. Yes; and the effect would be that
there would not be that amount to be consxdered in the reductlon

‘of costs any more.
r. Harrson, That is true, but it would not bear a du'ect relation

tlns sum whnch was given the company as contractual amortiza-
tnon.
. Mr, MANSON Let me see if I have this straight. It would result
in increasing the net income of the taxpayer for the year for w]hnch' .
amortization is allowed We will say that was m 1918¢
. . Harrson, Yi '
© Mr, MansoN. lg?' ight ‘hundred and some odd thousand dollarc

Mr. Harrson. Noj; it would not do thet. .

The Cmamman. I am sorry I got into this thing as xt has resulted

in some-confusion. I got it very clearly in my mind that the ratio
‘wag not necessarily the same as the tax. It changes the figures, but
the g)ercentn ge would be different, dependent upon the total value
of ¢ glant to that extent, if I understand it correctly. It may be
‘that whatever bracket it falls into at that particular time changes
it, but it does not involve the same amount of money in mcome tax
‘that was allowed as amortization. - .




INVESTIGATION OF BUREAU' OF INTERNAL HEVENUR  ‘B6Y7 !

Mr. Manson. If it was'80' per cent it would amount to 80 r cenf.
The CuairMaN. Yes; that is the idea. - They can ﬁgure it’ ont end
\nge it to us,
' Mp. Davis. We will: submlt that, Mr Ohalrmah we will have that
submitted -
I wnll ask Mr. Thomas to take the stand

B TESTIMONY OF MR. RALEIGH ©C. THOMAS OIVII. ENGINEER

( The wntness was'duly sworn by the chalrman )

- ‘The CrARMAN. Give your name, address, and occupation.

Mr. Tromas. Raleigh C.-Thomas.

. Mr. Davis. And what is your busmess!
Mr. Taomas. Civil engineer,
- Mr, Davis. What school are you' a graduate of?
. Mr. Tuomas. Princeton University. L

Mr. Davis, You are employed now wheref ’

Mr. Tuomas. By the Investigating Committee of the Senate

" Mr. Davis. As such, have you rendered a report with reference
to the G. M. Standifer Constrnchon Corporation, of Portland, Oreg.?
- Mr. TroMmas. I have. .

- Mr. Davis. And have you that report with you?

" Mr. Tuomas, Yes, sir.

Mr. Davis. With reference to what particular subject is that re-
port made?

Mr. Trodas. Contractual amortization,

Mr. Davis. And what bearing does that have with reference to the
income tax matt r that we are taking up?

Mr. Tuomas. Well, it seems either to increase or decrense the
amount of taxes paid by a taxpayer, according to whether or not it
is allowed.

Mr. Davis. Did you find in vour report that contractual a]lcw-
ance had been allowed by the Shipping Boald in this case?

Mr. THOoMaS, Yes, sir.

Mr. Davis. To what extent?

Mr. Tuomas, Eight hundred and sixty-two thousand dollars odd.
© Mr. Davis. When was that allowed; in what year?

Myr. Tromas. That was in 1922,

Mr. Davis. Now, you state in your report that allowance was dnq-
regarded by the Bureau of Internal Revenue?

Mr. THoMas, Yes, sir.

Mr. Davis, In the settlement of the i income tax matter ¢

 Mr. Tromas. Yes, sir,

Mr. Davis. I wish you would just give us the details of that in
your own language.

Mj. Tromas. This taxpayer had a claim with the income tax unit
for amortization.

- Mr. Davis. What- was the amount of the “taxpayer’s claim for
amortization ¢
- Mr. THomas. Two mxllnon nine handred and thirty-nine thousand
nine hundred and eighteen dollars and sevcntg -nine cents.

Mr. Davis, What was the amount allowed by the unit?

Mr. Tromas. Two million six hundred and, sixty-five thousand
two hundred and fifteen dollars and thirteen cents.

x
]
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. Mr. Davis, The $862,240 was not deducted therefrom? - -
.. Mr, Tmopag; Tt wesmot. . -~ . S
‘ )ﬁr. %’wxs. H(iwdwas that showx;ii 4 th , M .
. Mr. Taomas. 1. do not quite: understand the: question, My, Davis.
" ‘Mr. Davis. In the report that you make, hov(vl was it shown that
that was not deducted? - ., E AP S R TSR
Mr. Tromas. As a result of what they call the taxpayer’s confer-
ence it is shown from the record that it was dedueted and that con-
ference resulted in a finding that contractual amortization had not
been allowed by the United States Shipping Board. . - .
Mr. Davis. 1 would like to have iy{ou turn to page 2 of your report
and, beginning at the heading “History of case,”_reag to us ‘the
synopsis of that transaction, =~ . - S
Mr. Tuomas. The G. M. Standifer Construction Corporation' was
incorporated under the laws of Oregon in 1917. In Jum», 1917,
the corporation commenced construction of @ shipyard at Van-
couver, Wash., for the construction of wooden ships. In May, 1017,
the corporation acquired a shipyard at North Portland, Oreg., also
for the construction of wooden ships. Early in 1918 the. corpora-
tion commenced the construction of a shipyard at Vancouver, Wash.,
for the construction of steel vessels for the United States Si]ip ing
Board. It was during the construction period-of these steel ships
thet the corporation found it n:cessary to provide housing accom-
modations for its employees. As a result, the Vancouver Home
('ompany was organized in July, 1918. All of the capital stock of
this company was owned by the Standifer corporation. The facili-
ties of this new company consisted of a hotel, 20 cottages, and about
37 acres of land. ‘ S ,
 The combined cost of the above facilities (shipyards and housing
- preject) amounted to $3,306,726.70, and it is on this cost that the
taxpayer submitted its claim in the amount of $2,939,918.79. - This
claim for amortization may be set up as follows: - -~ ..

Cost | Olatmed
Vangouver wood SHPYArd.  ..oeeeemeneceenn- N AL " $485,070.47 |  $438,257.80
Portland wood Shipyard. - cue. ccvnseercnncnccacnscacnnencn . meenosee] 197,002,274 | - 89,628 22
Vancouver steel shipyard 2,315,880, 85 | 2,001, 680,00
Housing tacibitios. .. ... e i niamesnsesanannan dees] 397,133, 1 3500, 362. 6%
T U O SN PP 8,300,726.70 | 2,839,018.70

A v——— - o — P S U S N S s TR R Awe Mo

This claim was originally investigated and passed upon by:the
engineering section of the Income Tax Unit with the result that
an allowance for amortization in the sum of $1,552,977.56 was recom-
mended, the ‘allowance being reduced gy the amonnt .of : contractyal
amortization previgusly mentioneds . The report;upon which, this
~'reco£ii}i‘xendat'i<m was gaseg t\zas su]l»mittgg bl% Mr, ‘Egi_l.,liqmi,g.}it.
Qriffith, engineer, under date of June.28, 1923, sand . covered: the .

, %rars‘ 1918-1919-1990.  (Seo nghil:}t B.) ﬁﬁi)seqnently,, oF. on
%f, tember 4, 1023, the taxpayer filed 3 brief, demurring.from: the
g ings of, the ,en%l,neeg‘mg sections ., On Ogtoher. 23; 1923, .a..con-
ference was held at which the taxpayer was present, togethes iwith

 Fepyesentatives. of the

T A RN S T NY & |

Income. Tax TTnit:. . At. this, conference’ no

{

ooy "R N BRI R TR
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deﬁmte conclusiofis 'were reachiéd, it being ‘decided’ to make further
investigations: Another: coniference 'Wiis : eld ‘enrly in November,
1923, resulting in a disapproval of ‘the' enginver's original :recom-
mendation and a reco! endatnbﬂ was adopted: by the conference-—
Messrs, 'J: C.: Hering, R. 'Griffith; and E. ‘T ‘Léwis-—to' the
effect that a settlement made between.:the: taxpayer and the United
States Shippihg Board on June 22, 1922, should not. be considered
o5 including contractual amortization, and further recommending
a total allowance for amortization jn the sum of $2,665,215.13 as
against $1,552,977.50 as recommended’ in the:engineer's original
report ,or a difference of $1,109,237.567. - This recommendation was
approved by Mr. Keenan, actmg chief of sectxon, and as tho tase
now starids, the allowance has been made, '

Senator Ernsr. I would like to ask whether the Mr. Hermg
whose naime was read is the ‘thness who appenred heretofdre before
the committee? -

* Mr, Davis. Yes, sir. Read the next few lmes there, Mr Thomas?

Mr. Tromas. It is difficult to understand whiy an addition of
$1,109,237.57 over the original recommendation of the engineer
ghould. have been recommended by the conferces when, as far as

the record is concerned, it doés not appesr thet any new evxdenoe

was brought out which would justity such s rddical change.
- Mr. Davis. Now, turn to ‘page 6 of your:report, please, where
you find the statement, down toward the bottom of the page, “ Fur-
ther, Mr. Adams states,” and give us that& pleasg, & .- .t b
“Mr. Tromas; I might say that this is quoted from the report of
M‘r Adamson to Mr. Jaimes Talbert, who had: chargev of the clalm
in the Shipping Board. - ; KRR ‘f :
Myr. Harrson. Who is Mr. Adumson? o
BoMrd Davis. A specxal exmnmer m the United States Slnpping
ar N
. Myr. HarrsoN. And thls is hls report to hls superlor, is 1t9 s
Mr Tromas. Yes, -
None of the. deduct‘ions matﬁe ‘from the nward of May 28, 1921, affected
amortization. The " gmortizatlon allowances in the orig'lnal award wbuld
natumlly remain unchanged 'ds folloWwg———s . 1 e
Senator Jowes of New Mexico. What award did he‘i‘efer to therel
Mr. TaoMAs, He reférs to the award made’ by the, Umte& States
Shi 1J)pmg Board to this taxpayet. = : :
Davis. Pardon me—in which this settlement was made that
I referred to, and this'i§: ﬁxven for"the purpose’ of showmg that
that amortization was included in that sett ement o .
- Mr. Tiomas (reading) : :

The amortlzatlon allowances in the orlglnal awpu.'d would naturally remaln
unchanged as follows:

Amortization contract 503 — ———— .
Amortization contract 508 — o im e e . 16, 311. 01
Amortization contract 509 ! e ooLIL_TTT 125, 798. 60
Depreciation in cost ot contmct BWC ‘ . 168, 059 14

Total..._ e, 614,724.00

Mr. Davis. Proceed with- your report, Mr. Thomas;. P e
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allowed bt S Sing Boatd a6 amortization of housin ;f acliien,
A ) as amortization o ea,
o grund tobat of §809.204.

Mr AVIS Contmue right on there.
~ Mr. TroMas. Agsin, in the same report, Mr. Adamson states: -
" Ample proof is available that no reduction in the award of May 26, 1021,

whether made by the suditors, or the Shipping Board, could have affacied the
allowance for amortigation on the caacelled ships or the allowance for depre-

ciation in the costs of 8 WC—
That refers to contract 3 WO—

~ As alreéady shown, the changes by Mr. Kennedy in addmon to the changes
- by the Stevens audit did not affect amortization er depreclation. That the
Stevens audit did not affect amortization or depreciation is shown by the
appended analyses of the changes made by. the Stevens audit.
Mr. Dawis, Just s mmute, at, that point. Will you read the next
few lines down to the lon egraph low there ¢
Mr. Taoxas, Messrs. and, Stevens. were suditers of the
United States. Shijpping Board ,
. The last paragraph of Mr. Adamson’s report reads:
- From the foregoing it 18 clear that all deductions from the May 2@, 1021,
award are fully identified and nos .one of these deductions affected the originak
allowance for amortization or depreciation. .
Mr. Davis. Do you know what those deductions ‘were, Mr.
'I’homas? ~
Mr. THoMas. Yes, sir. I havo a record of them.
i~ Mr. Davis. In a general way will you give them to us, please'
In that connection, see if they are not set out om page 6 of your
reggt, under Deductmns from award of May, 1021,
Taomas. Yes. sir. '
. Mr. Davis. Just give us the items them
Mr. Taomas. Award of May, 1921 32,791,725 o07.
Senator Jonzs, Was that an award mad by the Shipping Board ¢
r. THOMAS. That was & tentative award sir, which was made
back in 1921, but it was never put through ﬁnully, the reason for it
being, as I understand, that at that time there really was not a
quorum of the S %mg Board in office, and the President delegated
srwor to Admiral who was chairman of the board, to make
e sattlement of claims; but, under some ruling, I think, he never
?ﬁde it, and that held over until the new Shppmg Board came mto

. Senator Jonzs of New Mexico. And when was that? .
. Tromas, That was in 1922. I think they wére appomted in
July, 1922, as I remember it.
Senator Jones of New Mexico. That claim was finally carmed
through by the new Shipping Board; wes it? -
_ Mpr. TaomMas. Yes, sir. ’
" Mr. Davis. But certain deductions were taken therefrom, Senator;

gd a8 the schedule that covers that i is short, I will have him read'
i

Mr. Tnoms. Deductions made by andlt, 118.25; net award
after audit, $1,849,611.82; loss payments made, ésoo,ooo T might
exﬂam that $600000.u S .

r. Davis. I wish you would do that now, yes. .
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- Mr; Tromas, -I might explain ‘that by saying that at one time the
Shigging Board, I sup realizing that they did owe. this tax-
payer money, made an advance of 000 on account. .. . -
alance dué on award of May, 1921, $1,849,611.82. I might state
hers that, besides the deductions which were made, there were cer-
tain additions made to the award. = S T
Mr. Davis. Of May, 19218 = .
M. Taomas, Yes; of May, 1821, -
i MRDAYIS. An*tl‘ight. Sttty T < R TP | I .
Mr. Taomas. Those gdditions were as follows: Credits for deduc-
tions of debits, one-fourth of wa%a claims, $148,574.21; interest on
note rebated, $325,000; freight differential, $81,678.94; changes and
extras, $87,421.69; unexplained sallowance,’ $37,645.80; gross total
final award, $2,024,839.48, - - . L. o .o
Then, we ha,vel -d%%t’;gg%sg si?rom avi'lardzoﬁ fMl?)y, 1921;. t:mla.w‘f.}nl
ain on Levy: sale; 76.92; overcharge o per cent per ton
gaferiwl,lﬁk%,ooo; correction of error in audit, $104,139.81; total
deductions, $1,026,416.23; net final balance due taxpayer, $998,416.23.
Mr, Davis. Now, in those deductions, is there any amount de-
ducted for amortization{ S S
" Mirs(Taomas.' No, sir: - - L SRR
. Mip. Davise That is all with this witness, unless some of the. Sena-
tors have some questions to ask or Mr. Hartion has some questions.
T have Mr. Adamson here from the Shipping Boayd. = -
Mr. HarrsoN. I would like to ask Mr. Thomas if it is his under-
standing that this matter has been closed? = Co
‘Mr. Tuomas. I can not say that all of the tax matters of the
Stendifer Corporation. have been closed, but. I understand that, as
far as.it has gone for 1917, 1018, and 1919, this amortization has
been settled, or has been ‘carried on the books as.séttled; yes, sir.
- Mr, HawreoN. 1 gather from the. language of your. report. that.you
are s little uncertain about it, because, if L recollect correctly, you
said that it appears to have been allowed on this basis. .~ .
- Mr, Tmomas, Yes.- - . .1 - - o
- Mr., HarTsoN. Thatwas-subatantml]yithbhn%e‘used. foa
Mr. Davis. With reference to that,ifi I niay: read from page 3 of
your report, Mr. Thomas, you said that this. récommendation was
approved by Mr. Keenan, acting-chief of the section, and as the
case now stands, the allowance has been made. .. o
Mr. THoMas. Yes. I do not say that it can not be recpened, but
as the case now stands, as I understand. it, the allowance has been
Mr. HarrsoN. Now, if I understand you.correctly, it is your view
thet the Shipping: Board has allowed, on account of contractual
amortization, some $862,000 to the Standifer Corporation on account
of their ship contricts; thet that 'sum sheuld: have been computed by
the bureau in reduction of cost:of facilities, that were. erected. or
constructed for the production; of articles contributing to the prose-
cution of the war in-determining the ‘amortization allowance under
the Income Tax Law for.income tax purposes? '. - « '
. Mr, Tuomas:; Well, I'do not believe:that I am capable of going
inté that) side: of thie questian.i - Whaet is soreof an au.gitmg; wesgtion
than it is an engineering question, and I presume that would be
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adjusted or'the amortization; plaeed whisre w belonﬁs by :thes duditing
section and: not by the dngineers: : - Vool oeiopiom

Mr. Hartson. My purpdse.is to get clem‘l in. the: necond, if Loan
and:tb clear up.in my.own mind-and in the xmnds of the members o
the commitiee just 'what the point of your testimony is. - As I under-
stand it, it is based on the proposition.that:the Shipping Board has
allowed contractual amortization, and that when thé.Buresi of In-
ternal Revenue came to audit and- close the tax liability, they failed
to compute and consider in the computatlon thm alilohvanee at had
been-made by the Shipping Board X

Mr. ‘Tuomas. Is t‘hat a questxon?

«Mr, HarrsoN. Yes ]; T am trying to get the pomt of your testlmony

* Mr. Tronas. Well, the whole' point of my testimony, as I have
trled to make it, and as it is in my mind, is that it.is-a question of
whether or not the contractual amortization was .allowed by the
Shipping Board, and it was. :. I.do not think I am qualified to testify
a8’ to what & done with that:allowance. by your audwore' ot by the
anit’s' auditors, after.it.is madé. . .

‘Mr. Harrson. Well, I understand. your testlmony’to be that. you
do say that they did not consider it$
" Mr. THomas. Yes; I say that they allowed. amortxzatnon in thelr
way’ of allowing amoi'tlzatxon, after it had dlready been altowed/ by
the Shipping Board.  That'is the point in a:nutshell, ;. /-

Mr., TSON. ' But’ gou do not know enougln about it to be able ‘to
criticise that yourself DIy S

r. Taomas. Ohyeg Ido. AT ISR ‘1:1‘!?"‘4'

Mi* Hawisox. Then'T mxsﬂndomtood whac yow:siid-a momient ago

- Mr. Tiomas. 1 know:enoigh about that part:of it. . I don't. know
anything about how they figured or applied the allowable amortiza-
- tion to:taxes: ! That is an auditin proposxtlo pute -and. simple. .

n My Haneson. Is it your wview, Mr. Thomas;: at‘there having: been
contractml amortization allowed by the thps)mg Baard; no amor
tization should be'allowed them by the bureau

Mr. Taomas. Not at all. No contractual amorﬁzatlon«ahouldf be
allowed by: the: buresu whicl hes already been ullbwed by tlse Slup-
Board.:: That is:what I meant to say. ... 4:/¢l ..
v, HARTSON, Then:ysu: read the mgulatmny ivlnéh an.ys;that an
allowunce which is madeiby the. Ship }nng ‘Board gobs to réduce the
amount of the cost to the ta ayer.of facilitiés for income tax uro
poses. Now, there may. be & alance left thére, of course, but.
trying to draw out from you whether, in fact, when:they. closed the
tax case, and failed to subtrgct from cost tlus $862,000 in computmg
the amortization for income tax:pury o
Mr TnomAs Your audators can tell you that muoh bétter than I
Mr Hmmox Then Immmderstood your testamon becauae thiat
is my understandin, . of what § you are bringing out, tlut. they failed
to take into - consideration. the' $862,000 that had boen allowed as
contractusl amortization by the Shipping Board
Mr. Davis. I think the repoxt of the conference which was subﬁ
_ mitted -to us will’ answer that %uestxon -If you will refer to the
eonfamneo veport of November ~1928, Exlnbnt D; you w:ll ﬂnd lt.
- ‘Mr. Tromas Yes, sip. +
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- Mr: Davis. ‘T will dek you to read that: report of the conference,
which has &, direct bearing oni the question of the solicitor. -
- Mr, Tromas. This is marked “Copy. ' Consolidated Returns Au-

dit Division,” and is dated: November 1, 1923:
B ' 'I‘ummk"s cmmmcz L

Taxpayer: G. M. Standifer Construction Corporation.

Address: Portland, Oreg. (formerly Vancouver, Wash.).

Represented by: B. (. Murphy, attorney; G. M. Standifer, president; J. A.
Walker, secretary. ' - -

Matter presented: Reference is made to conference report of October 23,
1923, for atatus of the case. Practically all points were agreed to in said con-
fgence extcept the matter of contractual amortization which 1s the subject of
this veport. . , _ : L .

The engineer in his report on amortization allowance deducted $837,224 as
contractual amortization on account of ‘a settlement made' with the taxpayer
by the Shipping Board in July, 1922. This settlement, it was claimed by tax-
payer, wae for a lump sum of $868,416.23, and it is contended that no amount
can be properly allocated to contractual amortization. Further investigation
discloses that the taxpayer’s claims against the Shipping Board, which were
fairly in dispute, aggregated between $9,000,000 and $10,000,000; that in-
cluded in these amounts were over $4,000,600 for loss of profits on which no
amount was speclfically allowed by the Shipping Board. It further appears
that of the amounts.in dispute, the following items had a fairly equi able

basis

On acconnt of wage increases. ; ' —— . $410, 471. 86
Inventory scttlement known as the Levy settlement.. ..o eo. . 872,278. 92
Disallowed costs on wooden ships 364, 476. 82
Additional overhead claimed on said wooden sShpPS v e ccceee.o 98, 000. ¢0
Estimated loas of profits, approximately - -~ 4,000, 000, 00

"Total . i oo 5, 430, 225, 60

It is claimed by the taxpayer and admitted' by the Shipping Board that at
the time of the settlement in July, 1922, the detatls of the settlement or the
method of arriving at the figure pald was not furnished to the taxpayer.
It is also admiited that prior to that time taxpayers’ claims had been consid-
ered by-the clalms board of the Emergency Fleet Corporation. and that in
May, 1921, an award had been made aggrégating' $2,701,725.07. It appears
that this ‘award was: formally approved by ‘the Shipping Board, but that it
was subsequently revoked on the technical grounds' that Admiral. Benson,
who was then acting as chairman, was not in, fact suthorized to sign the
award; It sppears also that the $672,276.92 claimed . to have been disallowed
by the Shipping Board in its fingl settlement, was allowed by the Philadelphia
claims board, of which Mr. Levy' was chairmén, and that the award was
approved .by -Mr, Ackerson, then vice prestdent of the Shipping Board, These
items are ,cited merely to show that the amoynt finally accepted by the
taxpayer was much Jess than the amount claiined, and that he had no knowl-
edge of ‘the Shipping Board’s method of' coimputing the amount allowed.
Under the common law rule the taxpayer would, srdinarlly, if' the amounts
were undisputed, have the right. to apply the. payment to any item which he
Dleased. However, it is clear that the amounts were disputed, but it is there-
fore eontended by the taxpayer that the application must be govérned by the
formal settlement contract in which no specific referencé’is made to contractual
amortization.: -+ . . R

Article 181 of regulaticns 62 provides that. “all allowances made to a
taxpayer by. a contracting department of the Government, or by. any other
cotitrictor, for amortization, specifically as such, shall be treated as a reduc-
tion of the cost of the taxpayers’ plan Investment.” From the evidence -sub-
mitted in the:cage, it 18 not bellaved that it can be maintained that any
amount was specfically allowed as amortisation, although it. must be admitted
?Ft!th‘e amonnt de‘l;ncted, by the engineer.was. used in the 1921 computation

£’ the Shi ?’” ' Bodid.* It 19 to be remembered, Liowever, that that dward -of
$2,791,%%8. 8 iiot accepted and Was reduced ‘by thé application of iterus
liever agreed to by the taxpayer. ' B A S T
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i o o e Sevanton ot the S award, o5 show. In memortn.
um subm .the 430814 £0, conferee, . v 15, PT¢
after the fttlenfent aﬁdgment'iad ‘actunlly beén ‘mﬁ%’ %I_Va!%“%o ‘the
intention of the preiehit conferees to prove or disprove this statement, and it
is deemed sufficient to establish the fact'that the taxpayer had no knowledge
of the method of computing the amount allowed,

For the reason stated it is recommended that mo contractual amortization
be considered by the engineers, and that the full amount of the - settlement,
$908,416.23, be taken up as income for the year fu which allowed,. - . L

Interviewed by: .. .. .. . . .. S :

S : J. O. Hening, Conferee. - == . .
W. F. R. GrirFitH, Bngincer Oonferee. .
, - B.-T. Lewis, Conferee.

T, © L. T. LoEMANN, Head of Division.
‘Novemsrr.1 and 2, 1028. Co o - o

Mr. Davis. Mr. Thomas, there is a reference in the conference re-
port there to estimated loss of profits of approximately $4,000,000.

Mr. Tromas. Yes, sir. -~ - .- = - RN

l\{r. Davis. Turn to page 4 of your report, in the paragraph next
to the top. o ’

Mr. Tromas. From the above it is evident that the conferees en-
tirely lost sight of the faet that the Supreme Court handed down
an o?inion(in, the case of the Russell Motor Car Co:, in April, 1923,
disallowing anticipated profits. “Therefore, of the sum of $5,435,-
225.60, which the conferees treated as being made up of items hav-
ing “a fairly equitable basis,” $4,000,000, or about 70 per cent, was
clearly not allowable, - o S

Mr. Davis. Referring, tlien, to the report of Engineor Griffith,
which included the contractual amortization, and stated that that
amonnt:should be deducted, that was finally reversed by the confer-
ence re :t.thstpu‘hm;imt..re;adf 5 i

- Mr. Tromas, Yes,sir. - ;. . . - g o PR
f. Senu%or Jonrs of New Mexico, Was there any lawyer in that con-
'erenw o » :,ﬂ' , - ;" . - U S s Dot
Mr. THoMas. I do not know, sir. ~~ * ~ oot s

nator Jonzs of New Mexico. That conference report seems to
have been signed by several peosl:; R
. Mr, Tmoxas. I do not know, Senator. -+ =~ ot

Sengtor JonEs of New Mexico. Or it is initialed. T will, ask Mr,

£ .00 wice

Hartson what lawyers took part in.that cased . ... .. .., =
Mr. Hartson. The Senator will recollect that Mr. Hering, who
tégtified here ‘the other day, stated that lie was alsp a4 lawyer, ‘aid
he was freguently consulted. by mepibers of the unit’at the, time ‘on
legal ‘questions,; and:1 might answer. the Senator’s question in this
way, that there was no lawyer from the buresu, ;fulurly assigned
to function at"that conference ‘as a lawyer, but M. Hering; as 1
88y, Wd&ulaw;yp,r,,mig'sn‘ d' the report.” o T TR
Senator Jones of New ' exico. at were Mr. Hering’s duties?.
- Mr, Hawrreox. Ho was'a ‘conferee, : -+ = . =i - o0 o
‘Was his fegular
jo i b

Sentor, Jonzs' 6§ New Mexico: I kaiow, but what
y rHamonOh,anaudwor ‘That.is what his job was.; That
is his rating there in the Bureau. He is not rated as & flavzgsr, ‘but,

....... 1

35 Jip, testified, he was hn yiditor; with the assignthent &% Assistant
Z)h?f oﬁ&th'a";.énmrtiégrii()n Secl’;i'on,«; working directly under Mr. |
De La Mater’s supervision. T e N
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‘Senstor Jones of New Mexieo. Did ‘you not consider in that oase
tchat that point should be submiitted to a lawyer, as sucht -

Mr. Hagrson. 1 think there is & nice logal question, Senator, which
:xmght occupy the attention of a qualified - Iawyer to pass on it. =
might also say that in these cases, whén the adjustments come up in
the unit there is very seldom a case that is settled that does not in-
volve some very complicated legal questions. It is rather the ex-
:ﬁeptnon (;;han the rule when some law point is not raised and not

iscusse

‘The C‘nmnun. Are ou through with this witness, Mr. Hartson{

Mr. HARTSON. uestions & moment ago to Mr. Thomas
were intended to draw out ust what the nature of his report was.
I have had no oPportumt.y to examine this case, and I am trying to
€ind out from him, for my own ‘information, as 'Well as to nnd out
what the basis of hig information was, .

Senator Ernsr. Are you throtgh with hiim on that sub]ect?
M. HartsoN. Yes; I do not care to ask him a g further questions,

Mr. Davis. Your investigation then concluded what was ﬁnally
«done in the engineering division?

. Tmomas. Yes, sir,
" Mr Davis. I will call Mr. Ada.mson now

TESTIHONY 0!' MR. 'HLDEH ADAKSON SPEGIAL EXAHIHEB
" UNITED STATES SHIPPING BOARD . -

(The witness was duly sworn by.the chairman.) . -

Mg Davis, Mr. Adamson, are you employed by the Government
now? .

Mr. ApaMSON. Yes, sir. ‘ , _

Mr. Davis. What is your title$

Mr.. ApaMsoN. My tltle is specml examiner, ior the ‘United St
Shn ping Board and Emergency Fleet Corporation. I am. attac d

the legal deﬁartment of the B leet Corporation ,

Mr Davis. How long have you been so employed{ .

Mr. Apamson. I have been with the Fleet Corporatlon about ei ht
yea:s, bli;lt only about two or two and 8 half years in the legal de-
Ppartmen

Mr. Davis. As specml examiner, what does your work cover with
the Shipping Board?

Mr. ApamsoN, At the present't tnme it has chiefly to do with claims
and with htxi:mn.

Mr. Davis, And is your work confined to the Washmgton oﬁoe,
or do you go out through the country? - -

Mr. Avamson. Occasionally I have to go ouit through the countiy

M;' Davis. Do you. recall the G. M tandlfer Gonstructlon
case

Mr. Apamson. Yes, sir.

.Mr. Davis. What work. dld you do on that caso? Whpt Was the
nature of it?

. Mr. ApAMSON. At that time I made qulee » number of reports on
«élglmsrw;hxch were presented by the G. M. Standifer Construction

ation. =’ :
“Mr. Davis. When did that case come to the olg, mg Board? -

.Mr -Apanson, Well, originally, I think the claim was: made in

1919; and then it was increased.: I think the’ claims ‘on’ which the
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Board.finall +agted ; were. put,in in 1920, the, latier.
of 1 m%r possibly. esrly. m 1924 ﬂ“ Standifer Oonstructi‘:n % .
pomtlox: eontmugnglmcre 1te clexms, end I can not say just wi
ut.in th )
o s';;ﬁm Jones of New exxco. lel you state m & bmef wa.y when
and in, what amounts those ingreases were made in their claims? -

‘Mr. ApamsoN, In'1920, as I recall it, they: put ; in quite a number

of claims which were based la l{ on_prosp: ctxve J)roﬁts, antlcl-
ated profits, which they said they ad been deprive of by cancel-
tion. .-There are so many of the. ciaims that I.can not recall them
now, Senator; I.can give you the exact ‘detail of them fru.n our
records, but the: larger part of the, mcreases were made up from
antrexpated o ﬁeospectwe profits... ..
Davis, . There js a tentative agreement spoken of here as of the
dete of ‘May, 1921. What was that?

Mr. Apnamson. I suppose that has reference to the resolution. of
May 6, 1821, edopted the board of trustees of the Fleet Corpora-
tion..: That was makmg an award of $2,791,000 in settlement of all
of these claims.

Mr. Davs. I see. -

“Mr. Apamson, The award being subject; to; a.udzt. The $2,791,000

was set up in the resolution as the mexxmum.
' The claimant was not to have in excess of that, in any event, but
he was to get an smount-leas than that;if the auént showed that he
was entitled to less,

Mr. Davis. Now, T #ish you' woiild go on and %lve us 2 history of
what occurred from that tentative settlement of 1921, with ref-
erence to the additions and deductions thereto and tilerefrom. .

Senator Jones of New Mexico. Have we ‘got that téntative settle-
ment in the record?

Mr, David. ‘A part of it. - T do not know‘ thatiit i all in there.

" Senator Jones, T thmk we had better have that, hadn’t wel .

Mr. Davis. Yes.

The CHAIRMAN.’ Lee 1t be mserwd m the record.

(The tentutwe settlement referred to i is as follbws )

[Atuched to oﬂximl oontract No 3—15&-170—508—808—509]

B o Y Tl ()c'tom 4, 1921.
The G. M. STANDIFER Coxvs’mucuon CORPORATION,

‘GENTLEMEN : On' May 26,1021, the board' of trustees’ of the United Stutes
Shipping Boeard lmergeney Fleet Corporation adopted réesolutions recommend-
ing to. the Unitéd:States Shipping Board -that -settlement .of your claim  be
made upon the basis set out at length in such- resolutione. a copy of. whlch is
herewith inclosed and marked “A.”

2, On the' same day Admiirat Benson - fn behalf of the Sh!pping Board ap-
proved’ the: recommendation contalned in such resolutions and directed that
they be carried into effect.

3. On or about June 8, 1921, a payment cf $500,000 was mnde to. you under
article 18 of these reeolutio

4. Yoy accepted this pnyinent and in $6 dohig ratified the settlement of your
cla&l.m T‘gn tshlﬁ basis ﬁf&t‘,&’, in thes& resolutlons.u s n July, 1921, inste ted th

e Shipping . n its reorganization uly, ue e
?:ueml coungel to exam!ne fully dnto  this ¢laim apd advise 88 to.whether
these resolutions should be carried into effect. In the meanwhile, .an audit
under these bgéeeeolutlona ,has peen had, and euch audit 18 nearly completed but
has not* yet i stibtltted for approval by ithe general ‘cotiniber.
i 8, The Fleet Corpovation now: has fn its possession cheques. and drafts from

\'etloua !qaurence an:mued An payment of your fire losa on :the North
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Portiand yard. The aggregate’ amount involved which the insurance com-
panies are prepared to pay ls $125,000. These payments ican not -be .made
without -the Flest. Corporation's approval:and: consent. :Phe detalls -of the

cheques and drafts issued by. the insurance companies are stated in a sehedule '

annexed and marked “B.” , s , . Co
~ 7. The audit shows that, upon the basis of settlement reached in'these reso-
lutions, the balance due upon your claim ig largély in.excess of $500,000, and
that the entire amount of fire loss, $125,000, should be collécted by you and
the jroceeds retained for your own use.

'8, In view of the circumstances, I am prepared to bring the matter before the
claims commigsion on the first available ddy and to recommend that under the
resolutions of May 26, 1921, an award of $500,000 be made to you on account,
and thereupon to-advise the Shipping Board that such. award be approved and
submitted to. Congress. for. an appropriation, : - S ‘

. 9. With respect to:the balance of your tlaim (subject to the limitation of
$2,701,725.07 fixed by article 13 of said resolutions of May 26, 1921) I am pre-
bared to bring it on for hearing before the claims commission as soon as the
auditor’s report 19 completed or brought to a point showing that more than the
amount of this balance is due:your company and subject in elther event to
approval by the general counse! with the recommendation that the amount
found to be due you be awarded, and thereupon (provided that the award is
qual to the difference between $2,761,725.07 and the snm of the payment of
$500,000 of June §, 1021, and the award of $500,000.under paragraph 8 above)
your company will approve the award and: execute a general release of all
clalms against the -United States and the Fleet Corporation; and thereupon
I shall be prepared to advise the Shipping Board that such award be approved
and submitted to Congress for further appropriation. ...~ . . . . o

Yours, very truly, N AR
) AR o NATHAN A, SMyrH, .
-1 Assfstant’ General Qounsel.

Approved: - L ) ,
ik . HENEY M. Wagp, 8. 0.
Oo'Ko e ; ; kN ° -I'V'. A L, T
T i dv FAIRBANKS.
Oa-Ku P e I

. H. 8. Evmaw, V. P. -
_ Recelpt of letter of which the above s a"cép[y_ 18 hereby acknowledged and
the terms as stated are heveby confirmed nad approved, October 4, 1021, * -
S C Q. M. STANDIFER CONSTRUCTION CORPORATION, '
T . .. By: G, M. STANDIFER, Président, LT
.. 4a presence of : P e N
© ' HeNeY M. WaRD, 8. 0. - ‘ ‘

Urxyep StaTEs: SHIPPING BOARD; . -
e e T . Washington, ..
Be_it resolved, Upon recommendation of .the. construction' claims .board of
‘the. United; States Shipping Board :Emergency. Fleet. Corporation -that .the
board of trustees .of the United :States Shipp Board - HEmergency Fleet
‘Corporation  hereby . recommends - to. .the United :States Shipping. Board - that
settlement . with the' 6. M. .Standifer Construction Corporation be made upon
the following terms and conditions: R T DU T SR R PO
- L That canceliationaliowance of $340,000:be ‘made on contract '508-WH,
the Upited States Shipping:Board: Emergency Fleet Corporation: to take over
all ‘raw, finished, and erected materials, and  small  tools,: subject: to:final
audit-as at thme offlifting. -~ . .+ 07 0 L elh awpr ot porr gt b Ceo 1
- That item: of raw. materials, $124,617.54, included in ;the above allowance
and carried in the inventory:as cancellation: material, be analyzed. by the: dis-
trict oficlals, and: only such. portion of same as is represented by requirements
for the canceled hull shall be allowed In the:cancéllation slowance, providing
‘the same dues not exceed the contract price; the balance, Af any; to be ctedited
to the contractor without profit thereom. -~ - - ... i b g L
+ 2, That on contract No.. {00 WG, cancelation allowande 'of:$789,800.65 be
made, sald Emergency Floet Cotporation to-také over all raw. and finlshed ma-
terfal and. small tools, subject to final audit:as'at time of lfting, .. . ' -

. 92019—25—pT 8- —-10 S 130t

s
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8. That on . contract 503-5¢, eancellation allowance of $736,772.08 be made,

subject to the following: . .- .\ .- e LS SR
"That ¢redit for. advancements of $72,162.50 to- subeontractors, ‘included in:

the sbove. allowance, represented by the following. canceled commitments; =

Pacific Machine Shop & Manufgcturjing Co.......... e . $36, 662, 5O
Pacific, Construction & En’ﬂneerfgz COmm el $go.ooo:oo
Willlamette Iron & Steel: Co..... e 16, 500. 00

T 72,162 80

should only be given providing credite have not been passed at the time settle-
ment with the subcontractors 1s made. - S co -
' 4, That contract No. 3-WO be settled on the basis of “just compensation,”
Just compensation to consist of the actual cost to the contractor without
profits, ‘and as usually defined in Fmergeney Fleet Corporation costplus con-
tracts, including: =~ * - o B ' i

(a) Actusl audited expenditures incurred by said contractor in construct-
ing ships under said contract, as disclosed in audit report of August 10, 1920,
ic'x'mlndlntgl any delayed billings -of - materials' by said Emergeney Fleet

orporation. S : :

(d) Audited overhead during the construction period, together with the
proper allowance for a perfod of three months after the close of the physical
construction work, October 81, 1919, as recommended by the district officers:
of said Emergency Fleet Corporation, : R ]

(¢) Amortigation of the. wooden shipyard plants at Vancouver and North
Portland, covering the cost of the plants, less residual. value proportionate to.
this contract on the basis of contract tonnage of all vessels contracted for to-
be bullt in these yards since the yards were acquired by the eontractor,

5. That the houwsing project organized by the contractor under the title
Vancouver Home Co., for which the Emergency Fleet Corporation advanced
the sum of $350,000 to finance sald project and for which the final terms of’
the loan contract the contractor was made surety for the loan to the realty
company, be taken over by the G. M. Standifer Construction Corporation, the
contractor to pay to the Emergency Fleet Corporation the sum of $162,500 in
full and final settlement of said loan, and said Fmergency Fleet Corporation
to releare-all right, title, and interest therein on payment of said $162,500.

8. That credit be given said contractor for surplus materials taken over by
the Emergency Fleet Corporation as follows: ,

Excess installation materlal, Willamette purchase, contract No, 3. $97, 458, 76:
Surplus materials due to machinery not belng installed in hulls

18 and 20, contract No. 3 m—— . - 818, 451.36

Surplus materials due to changes and extras, contracts 3, 176, :
and 508. - : . 128, 556. 72
Total ' 544, 408, 84

Said credit to be subject to audit and check at time of lifting and to be
extended to said contractor only on condition that such credit does not already
appesr in the audited costs under contract No. 8. \

7. That credit be extended sald contractor for $201,262.56 for such amounts
as paid out of the impressed fand and charged to the contractor's account on
Ballin-boller settlements on contracts Nos, 3-WC and 176-WG, such credit to
be extended only on condition that such credit does not’already appear in the
audited coasts on contract No. 3. e e

8. That pa{ment from the insurance fund of said Emergency Fleet Corpora-
tion, for which vouchers have been issued to eaid contractor, but not paid,
amounting to $108,758.99 - for insurance on materials stored at the North Port-
land Yard, destroyed by fire May 183, 1920, be withheld, that said Bmergency
Fleet-Corporation apply same as the salvage value of such materials, and that
the contractor be charged with the unpaid premium due on this policy, amount-
ing to $14,027; the costs of sald material. being facluded in the cancelation
sottlement under contract 308-WH., . - ' L :

- 9. That an allowance for undistributed overhead be made te said contractor
&rom October 1, 1920, to dates on which surplus .materials are finally lifted,.
eoTéring expenses . incident to the carve and storage 'of surplus matericls in
wood shipyarde, and estimated at $25,000; such credits to be subject to veridl-
cation by audit and approval by the district oficials of sald Emergency Fileet:
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10. That said Emergency. Fleet Corporation take over and assume responsi-
bility for all proper commitments for undelivered materials appiying to cam-
celed hulls under contracts 508, 500 (iancluding’ coramitment to Fred O.'Ballin
for royalties), and 503-8C; sald contractor to be relieved of all liability
thereon,  .and to. be: held harmless therefor., .- .. © - ... . _ -
-.11. That, providing: the books. of .the sald Fmergency Fleet Corporation: do
not already include the proper credits and debits for surplus materials. taken:
over on. contracts. 168-8C and 508-SC and resold .to said contractor at 50 per
cent, sald contractor.be eredited with the. purchage price of sald surplus ma-
terlals amounting to $1,008,113.04 and charged with $954,056.52, said figures
being subject to audit. e

. 12../That said contractor's final relmbursement under this resolution shall
in no event exceed .the amount of $2,791,725.07, said amount to include the
relmbursements provided for under the foregoing clauses of this resolution,
and all contract reimbursements.’ ' :

13. That until the amounts set forth in this resolution are definitely deter-
mined fn accordance with the provisions thereof, the contractor shall not he
advanced, on account of this claim, any sum in excess of $1,000,000,

Be it further resolved, That the board of trustees of said Emergency Fleet
Corporation further recommends that the resolution adopted by sald con-
struction claims board on February 8, 1921, be, and the same is hereby, de-
clared nyll, vold, and of no effect. ‘ » v . :

- I heréby certify this 1st day of June, 1021, that the foregoing*is a true
and correct copy of a resolution adopted by the board: of trustees of the
United States Shipping Board Emergency Fleet Corpordtion on May 46, 1021,

I further certify that the recommendations contained in the foregoing reso-
lution were approved and directed to be cairied Into efféct by Admiral W, 8;
Benson, -under authority of the President of the United States on May 26,

‘ ©  JoaN J. FramErrY, Seoretary.

',

=

Status of insurance on Noﬂh 'M?Md yards

Polloy . Company Amopnt;} . . Remarks ..
" A118511 | Providenoe - eeniened] 91,800 | ‘These drafts cashed by Stapdifer and
- 4481 | Lloyd's ; evases] < 40800 |.. placed in special. aooout:g pendlng
o o . P ., .t ™~ ppyre{ B ”tﬁamnto . R . .
} . . "m ) e e .
21805 | Norwich Unlon. . 000 | Drafts and canosled policies herewith,
'4%%‘&{:’1'%%%“‘80&“« ........ 2% e oeled policles herew!
13058 | Now Brunswiok e oremreererccs]  La00| o
7063? UMM‘?‘-.. : . a:m : i
.. soriari | Norths oriton s Merctints~22r2) | o] -
o NI Y I : o
" 4687300 | London Assursnce............ [T 3,000 | Drafts herewith, Canceled policies
1040061 | COMIOIIB. eeeveeeeroemooomoonooeons] 2800 &plyinx are in gmmnoy Floot
. D ' : oo mﬂlw insuranoo ‘department,
. - . - | . Waghington, . .
DR el Co
400747 | London muram.'Q-.'.’.'.'.'IZIIII.'II}L} . 7,000 .
o ’ 8,000 . : .
20 | Lioyd's......... ' ), 600 | Draft herewith, Policy in hands of
) m‘f"’« o - =TT & M., New York,
(] do. " 7,800 { Poliey herewith. No glra(t issued yet.
%cnton : ' e IR
351848 | Westorn AUSLEAIIA. -oonnoooommsoooonns i3,800°] Policies indotsed bz’sﬁnduer but not
6218t | Traders & General. .. . .| by Emergonoy Fleet C tion are
. ' . . . in hands of J. & H., New York.
| - 40,760,) . Thess policies and Lloyds’ 6153 ahove
. B . | [eemmm——enl - ghould be indorsed to Standifer b
e SRR ) : o 4 195,000 | %emng Flest CW nom,t
R o ' _,'%'Od tion t0 enforos. rafte
. : v e ! . Wl ved from London, -
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SRR WAemuamN, D. O.. omm & s1981-
h“aAN A-l snmn"m oGt e I ot
Gemml Counsel. Vﬂmd Stam SMmm Board, . e bt

Y TP S S S A WcaMnaton,D, 0‘. S

Dmn Sm. I acknowledge receipt: of your letter of even datef inclosmg certl-
fled copy. of ‘resolution of. the board of trustees of the F!eet Corporatlon. May
20; 1021, and schedule of fire Indurance policles, ete. . -

The adjustment of the claiis of the Standifer Oonstructlon Oorporatlon on
ghe g&m stated ln yom' letter above rererred to is hereby ‘approved’ and con-
Very truly yonrs, "

© G M STANDIFER Cowe‘mvc'rxom CORmAuoN,

G M. Sm‘nmrrm. Precldent.

CLAIM OF G. M. STANDIFER CONSTRUCTION coneom'rlon
[Hemy M. W'ud. epeclnl counsel ; Mr. Bimer 8chlesinger, geneml counse!]

Oo'rom 4, 1921

1. In thls case contractor. G M. Standiter Conatructlon Corporation, in. the
Yyears 1917 and 1918, entered into certain centracts. for. the construction and
delivery of wood and ateel ships known by contract Nos. 3-WC,. 176-WC, 508-
WH, 158-80C, and 508-8C, . Certain of these contracts were susponded and
canceled {a the public interest. The contractor submitted claims for cancella-
tion damages. for. extra work -and -for cost of labor and materials . resulting
from the change of contract No. 8-WO.from a lump-sum contract to a cost-plug
contract and for progress payments due under contracts, etc. The aggregate
amount of all claims presented by the contractor and now on file in this office
and the various district offices, was in excess of $10,000,000. These claims
were nled in the years 1919, 1920, and 1921. The president of the contractor,
Mr., G. Standifer, remaiped % Washington for- the greater part of 18
months, rrom about the end of 1919 to about June, 1021, cooperating with the
construction’ claims board and the General Comptroller’e officé in making an
audit and reaching an adjustment of all these clatms. - ‘As a result of these
efforts, Mr. E. T. Wright, under date of April 16, 1921, submitted to the con- -
struction claims board a report embodying ﬂndlngs of fact, recommendations
and a summary, and-on April 18, 1921, the construction clalma board approved
the allowance of the claims on substantially the basls stated in Mr. Wright's
recommendation and embodied the same In a recommendatlon to the board of.
trustees- of the Fleet Corporation.

2, On May 26, 1021, the board of trustees of the Fleet’ Co ratlon ad pted a
series of resolutions, a certified. copy of which is herewith submitted.: e sub-
stance of these resolutions is that the.contractor’s final relmbumment shall
in no event exceed the sum of $2,791,725.07, and that until'the amounts set
forth in the resolutions should be definitely detek*mlned ‘the 'dontractor should
not be advanced on account of the .claim any sum in excess of $1,000,000. On
the same. day, May 26, the, :ecoqunendauons contained in these regolutions were
&pproved .and dl ectea be carrfed into effect by Admiral Bensdn undeér au-
thority of the Preeldent of the United States. Thereupon an agreement be-
tween the contractor and the Fleet Corporation and Shipping. Board. embody-
ing the substance of the resolutions, was prepared, approved by the construc-
tion claims board and Mr. Tilden Adamson, assistant :to the '‘General ‘Comp-
troller, and submitted to General’ Counsel Hyzer for approval. Before the
agreement was approved by him @ to form, the new board was appointed and
the agreement has' not been exeduted. . In the meantime, however, on'Fune 8,
1921, the congmctoi' piid the sum of $500,000 as 2 payment on account in
accord‘ance with the resolutions of May 26.

8. Before these resolutions weére adopted an audit of the contractor’s claims
had beei undertaken, and, this augdit 18 not yet completed.. The anditor, how-
ever, has -advised the Gemeral Comptroller that the audit: shows ‘that .more
than “13 'due ‘the contractor and if funds were available, it would be
in oxfl - ta. make a fiirther payitent of this amount at the present tlne.

uring the year 1020 the contractor sustalned a fire loss on its north
Port!and y% ;" The ' property was insured in various insurance companies
the Jojut name of thé eet Oorporatlon and the Standifer COrporutlon, all

b e Py o, -
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priamiams;i héweve: ej werd piid: by : the  Standiter Oorpordtion,: Tte iStanditer

.Qommiglﬁmm '223 of g::m: uad w tt\.vm xwmganlec and p‘llmdtﬁthe
Polieles have ol been & w" na “ﬁecxb e:na‘ 'Pe g7 ﬁ :"n he '

,names of the contractor and the Fleet Corpbiation, to the amount, of 750,
‘are.now! held' ay thi  Pleet Corpom . "he - other 'ponclea amo\mtlng to
$57.260!. shouid; be -indarsed - by tm meet @mmmtion the onder ot ‘the
stundlter Coxporation, , ..

5. As the instrance ‘was taken’ out by the cpntractor tor Afs oyvn beneﬂt
and the premiums pald by the contractor, 1 ‘Am 'of ‘the' opinion that' the
¢hecks and drafts on lhand, amounting as above to' $58,760, should be'
lt)s; ttgo %ﬁboemmug? m?‘ng) ttirh&dtov;:: %0, :the: donhnetor. thiat: ‘ttl;: eond
ractor gho autho. anp! own an
ﬂm.t the policles ln,% ate am«?upt of &S? &onl be indorsed by

Fleet Corporatlon and the contractor anthorlzed to colleet the whole
amount due thereon and retain it. 'The detail ‘of the lnsurnnée is as stated
in schedule: herewith: submitted and marked.* B © ./

6. After an.examination of the report of Mr. Wright, the. wepommendatlons
of the construction’ claims board and the resolutions of May 26, 1921. after
going through the matter in detail with Mr. Adamson, I have reached the
followlnig corichisions ‘with respect to the contractor's clafmy: ©
b (2 )m'.l’an &ettiemm:ot the: bontr:cul)‘r?,cm?l of ove};2 31%0'})&033 ;m : ba&ls

ywcqorelml:mnapﬁ;egq. 07 18 for the

in exeats of tlés tgd\ ‘States A It thep ent i3 not ¢arried out on

this basts, th actor, in_my. opinion, ‘wi ‘to prosecute his ‘¢élaim

fot the’ enth‘e amount originally claimed betowthe Olatms Commission and it

18 &?%hthut R mhc%g lnprger a;vdar& tlmltntl thel lhgm} atﬁed ww;uld n;allgh be ma(lle

. Con PPIOV e ‘settlement of all claims. ynder the resolu-

ttons of May trml { entire good faith and was ‘Drepared to execute

ana t tn co rorm eréwith,

(8 'l‘lie ritrattor réceived the sum of woooou on June 8, 1921, in: accord-
ance with the resolutions of May 28,. : « - .= "y v o

(4) The settlement with thq eon tor, a8, evld ed by (he resolutions of
May 26, is morally in good faith binding upon the: nlted States, the Shipping
Board and the Fleet Corporation, tnd 1 sée no reason why any question- should
be made as to its legality and binding force, it it is assumed that any such
question is open. There 18 no suggestion of any rraud or bnd faith in the
entire transaction.

(5) The contractor in good faith accepted an(l waa led to belleve that dur-

' ﬁg month, of August, at the latest, a further payment of $500,000 would

“tiiade -on account. A8 ‘the contlusion has been reaclied that no funds were
available for such payment, I am of the opinjon that every effort should be
mxs;;l:; int: put the contractow as éavorgble % pﬁ:itlont haa is tléem;ls%llll);ecul:{ler
@ n one by submitt:ng the matter to ms

miee: q‘?# Wﬂht availab) e day wlth the récommendation of an award
ot 3500,000 on deeount. -

. i{(6) ‘The balance of the contuctor (] clalm; which. ufter deductlng the $500.000
paid on account;and the $500 to be awarded. on account, will equal $1,701,-
725.07 should be & mltted to the laims Commission with the recommenda-
tion that an hward be ‘'made acco! lngly. as soon as either the auditor's re-
port is compiéted or has reached a point: Where lt ] clearly inmeated that at

least. this amount is properly due. '

- (7). -Upon, gn- award belng made equal ﬁg tl;e balnnce. as above stated, the
contractor wiil approve it and will execute & general rvelease of all claims. '
. (8) I have prepa¥ed ‘n ‘lettér from the gemeral counsel to the contractor
‘in ‘accordance ‘withthé ‘above and am of the opinion that In fairness to the
contractor & letter,in substantially this form.should: be 'signed by the gencral
counwl and h,anded to the contractor without delay. Such.a letter will he

tq the contractor in connection with financing certain new
‘cong: d wm evldence the settlement’ of the matter on the Basls above

indicated.
h’(! l{ ,’ { "qnul. WABD

Pt el ’r(ﬁz;;f f‘ (X,, jen L SQ%'(?S ooamez
Lmogt edmtql{ after e, settlement was ‘made (i

d as e ‘meé if T woul
Mr, ﬁat the au w?asa E?P "ﬁto.m{ wrdte to Mt J. J. L. Kgnnedy, the
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assigtant comptroller, and I. think I sent him.a copy-of the.resolu-
tion arnd ‘gave him instractions: concerning the.audit; so’ that an
audit was started, I believe, at that titee; beifig almost immediately
&mtthe‘ m(’hl,tion Wasl‘&d'?pmd. v . !.".',n. e P 1)
. 'Then, Mr. Stevens came. into our organization and took charge of
this audit. I think his title is goneral auditor, or some such'ti(t)geé
and he completed an audit and made deductions of about $900,

in the amount of the award. . =~ . = .. S e e

Then, Mr. Konnedy, the assistant, comptroller, finished up certain
unfinished parte of the audit.: I said Mr, Stevens completed it, but
he did not quite complete it, so that the total den%uction in the award
as made by the auditors, was about $921,000. audit report, I
think, transmitted to us under date of October 25, 1921, = .

At that time, Mr. Standifer was also anxious to get payments on
account. - He had, in June, of 1921, obtained one payment of $500,-
000 on_account of this resolution of May 26, 1921, and"he came
on in Seﬁtember of 1921, and endeavored to get further advangces.
Before the audit was completed, and while pressing for further
advances, he dsalt very largely with s Mr. Henry M. Ward; special
counsel of the Fleet Corporation, and they went into great detail in

“ connection with the claims and the. disellowances which our audi-
tors had made, and were. still making, and Mr. Standifer put in
‘quite 8 number 6f'néw claims at that time.: But his' chief degire
then was to’ gét a further'advance. At MB his ‘position was that
the May 26, 1921 resolution was possibly not binding, and he said he
had been pressed by a lot of new claims. - .- - . P

Mr. Davis. Did that include amortization?
 Mr. ApamsoN. The May 26 resolutionf

Mr. Davis. Yes. C .

Mr. AvpamsoN. Yes, sir.:

Mr. Davis. In what amount? I, C

Mr. Apamson. $862,5600. ==~ . = e L

Mr. Davis. Was that amount ever deducted or ever leesened until
the final settlement was madef -~ - - - o o e
. Mr,A,DAMSON. No’ sir.""';. ., Ll . ’.H-“‘ .. ";’,~ >|',:‘ ».'.‘ e,
;" Mr. Davis. That. remajned intact throughout all the additions and
deductions that were made, until the time of final settlement? .

Mr. ApamsoN. Yes; sir. On October 4, 1921, Mr.. Ward and Mr.
Smyth, who was our general ¢tounsel, and Mr. Standifer agreed that
the May 26, 1921 resolution was bin uson“both parties, and M.
Smyth, on that date, sent a letter, or handed s letter to ,t’h’e G M.
Standifer Construction Corporation, in‘which:he referred .tothe
payment already made undeér the resolution, and said, “ You accepted
this payment, and in so doing ratified the settlément of your claim
on the basis stated in this resolution.”. The later part.of it referred
back to the May 26, 1921 resolution. With the letter, he sent & co;
of the resolution of May 26, and Mr. Standifer, who was in Wash-
ington at that time, signed on a copy of this letter of Mr. Smiyth’
as followe: - y ~ ‘ LRI

Reced) xr, of which above is a copy, 13 hereby acknowledged, and the
terms sﬁt:g :lert:e;ereby afirmed and apprgged Oetobeg 4, 1021, ~

. " in sddition to that, Mr. Standifer wrote‘a létter—T do not kiow

' “iwhether T have & copy of it or not—to Mr. Smyth, under date of
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-+ I dcknowledge receipt of your Jetter -of .even date, jidloding. cextified copy. of
1 ) tm. “q’m' ' . B\ tio! Ma ) (W
mm%log 0 m ”gnca poﬂéfé%? gc' ' %&a ust&ﬁt‘gt fhg cﬁin{?og
the Standifer Construction Corporation on the basis stated in your letter above
refetred to 1s horeby approved and afirmed, ---- -~ Tl e
That is all as to that. o C e
" Thereafter, in the work that I'did on the case, T always considered
that the May 21 réesolution was binding, hotwithstanding the’ fact
that it had never been put ihto"cgntt;zit' orm, and I think everybody:
in-the ‘Shippin; (%oai"” and the Fleet Corpomtion' ’whg worked on
the ciisb considéréd ' that the dedicticlis were being made in accord.
a,nc(i u;glti:r'the May ‘28 resolution, end that that was a' binding
resolution, .- . B L L
~ Mr. Davis. Did Mr. Standifer and his counsel consult with ‘you'
often’ during this timé that you have spoken aboutt -~~~ -~ " =
Mr. Apamson. Not'so often st this particular time. They had
prqvxousl{ coquv?lt@d a great deal. I saw Mr. Standifer occasiona}ly
ih connection with this ense. ~ v o 0 oo
Mr. Davis. Was he aware of what the amortization allowance was'
in that agreement? , : : ‘ T
“Mr. ApaMsox. In the May 26, 1921, vesolutiond . =~ =~ =
'Ml'. DAVIS. Yes sir..: [ 3 : "('.,u;-» § K o ..,,.! .-:,.
Mr, AbaMBON. ‘Yes; sir; he knew every item in that resolution, ' '
Mr. Davis, 'While the matter was '.pending.in thé Bureau of Inter-

nal Revenué, did 'yén'see Mr. Standifer and his attorney? = -
-~ Mr.’ApAmsoN, 'Yes, siv. © ¢ C T
. My, Davis, Did ﬁou have a conference with thept -, - o
- 'Mr. Avamson. Mr. Standifer ‘and a gentleman’ whom e intro-
duced as Mr. Murphy, his attorney, ¢ame. to see Mr. Talbert, who
had’ an office with e at'the time. They really came to see Mr.
Talbert, becanse Mr. Standifer, as I recall it, introduced M. Murj hz
to Mr. ’l'albert and stated that Mr, Talbert was the man whb, ha
negotiated the final'settlement, the' séttlement of July, 1922, T did
not have anything to do with that conversation it t};g’ beginning,
but Mr. Talbert called me intoit. - "' > - 0 o0 ol

It seems that, Mr. Standifer 'wanted to be assured by Mr. Talbert
that his, Mr. Talbeit’s, position” would be the sime as Standifer’s;
that is, that this was a lump-sum settlement .in ‘1922, and, conse-
quently, could not have included any amortization. Mr.',’l"albqnt’s
recollection was that the amortization had never been disturbed, and
he asked me about it. ' I told him'it had not been, and we discussed
that at some length there, and Mr. Standifér argued that hecause
the contract of July 15, 1922, l}ad only a lump-sum figure it could
not have included amortization. ' I explained that none of our con-
tracts included zhe,dethiled ﬁ%qres by which the final sum was ar-
rived at, that it was alwiys a lump-sum. The amount arrived at at
the conclusion of this visit was in anticipation of the fact that the
bureau might take it up with the Shipping Board. I beliéve Mr.
Standifer explained that there would be some representative of the
Income Tax Bureau there. ‘ . o

Mr. Davis. Now, following that conference, did anybody from the

buteau cortie to séd you about it$
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1o Mirs Apasaon:: I Chmk 'wwwrthe next d ugdu rithin two orthree

diys of it, & Mr. 'Lewis'came in‘!:kﬁfB Mu!kedwithﬁm
Taﬁ{héi't snd me..."
Davis, What was that'nouven&tmn, what/ was. thex matten

taken u at that time?

m8oN. Well, v;lsqd l;esen
in ve ,a:comng,u fimhad l:e:ge bq%g ou t&a les owin
how, t. rd, bad beer ere, and showe
Mr. ,,Iﬁwm jat the award of May 26, 1921, had tjlnclmg amortlpa-
ted, and I also point ,pu‘f;that,
. de Vi’anﬁ afte tht time which affected amartization in any wa.y,
ave Mr. Lewis a rough analysis of the settlement, which was
J could, qet wp ,fon .on the 8 ur .of t e moment.

e took that away t. is the, saw of Mr was.
W w'xsstlllmﬂpagSt
Asnt 0 m. P g :
DAVIB. s‘that the | same Mr Lewxs tfmt algned the oonfergnce
mgg:t ho iherel,... . .. . RN
ASH, Yes, 811’.
Mr. Davis. Now, instead f hns be 8 l mp-sum aetﬂement,
~ the general use of timﬁ term, was it & sett ement armv,ed at. by’ specxﬁc

additions and deductions to the May, 1921, terms of agreement? .
Mry ApAmsony wup not m the matter when the gottlement. was
made, but ap. | ok be 4; e, dsetﬂomept W8S, ﬁade we_were
proceeding’ u%on the hne of makmg eductions.from the award and
addmons to the awa

nato; ) q? kew Mexnco. Ha.ve you got the set-up on that.?
I havp

%liator Jo «i Co. tPon’l:
Am rax,her ong, but I
rd .C It s a sxx pages

Zhu want it, m the record?
ipk it should go ;into the

g a better piit it in'the record
%} ‘DAvxs it ad tter go in the recordf . .
‘ '%Amnun. mk '
Mr, Dawis. Mr, Adamson, that_appears to. be. Exlnblt H of the
engineer’s report that has been sybmitted to counsel for this com-
mittee, and it seems to. be & report from, Txlden Ada.mson, specm.l
xﬁmner, to. Jam gel‘ rt, nsslgtant oounssl, .
: AMBSON,. C O
r. Davis. lel ou tha.t to, the oommltﬁee? L
r. ADAMSON, | report! oo _
r. ‘Davis, Yes, ,
o Cnamufn. I tbmk we hadfbetter put it in wnthout readmg it.
Senator Wazso, gus the general purpo.rt of it.
. Mr..D 4913. wxs would hrough it and r ad your com-
ma t‘swt reerenoetont or. rea tat a.tto 1t chlsarough,

‘o*usa and. o: t e () gures
’&e y ?? ;I‘lus Yé? wmtm response tp & request from Mr..
Talbért, so that hé' could have before b the facts In any furtlmr‘
disqussion that mey come wp: . ... . 1., . 1

1 find from Mr. Parker's files and the flles of the Ship lns Board that the’
final figure was derived by making deductions from and additlons to the award
of 32,791,72507 contalned in the Shipplng Board resolutlon of May 26. 1921,
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- Tho awarlliof ‘May 28 1091, was ot dlinvigel 't sy way that aifestdd e
allowance for amortizsation which it provided. SRR RN
The.Cramuaw. I-do-not understand what report you ave reading-
mAOW, . . - o e
Mr. ApamsoN, This is a' memorandum ?iport which I made to one
of my associates in the Shipping Board, Mr. Talbert, who drew the
final contract,. . - - S , _ AN
. The Cramman. When did you make this report§ : L
‘Mr, Apamson. This was made under date of October 26, 1923,.
I.think, right after Mr. Standifer’s first visit, - -
The Caamman. All right. . _ .

- Senator Warson. You say his first visit was in October, 19237
m‘;l{Ir. ApamsoN. Yes sir; his first visit with reference to this amorti-
on. e A

Senator Warson, Oh, I see, | . o L
‘Mr. Abamsoy. Yes, = v 0 o ST
Senator ‘Wazgow, Then, joir might let that. go in :the.record
without readmg'lt. : Py

The C AN. The commlttée w'viéhes to dlya ' thh the read-,
d, ancf ithe d

IR ? ot L

- ing:of it.. It may be copied into the recor epartment will
bhave access to the record. o

‘Mr, Davis, All right. - SRR

(The memorandum referred to is as follows:)

R TR FYSTIVE BRI
. .y ‘

v . 1.4 ' (R .:, ':' et .
.. i QotopEp 26, 1023, ..
N I BN Yoo

From: Tilden Adamion, 'special examiner. . | . ‘

To: Ja'x‘nea‘%lbe‘rt. assistdnt counsel, ot
Subject: Settlement with G. M. Standifer Construction Corporation. '~
* ‘This 18 in response to your request for memorandum ,gho,w,inﬁ,: o bastd 2or:
the settlement with the G. M. Standifer Construction' Corporation by the pay-

ment of & nét amount of $998,416.28, T
I find from Mr. Parker's filles and the files of thé"shipbh#')aoam '%bal: the.
final figure was derived by making deductions from and sdditfons to the award
of $2,701,725.07 contained in the Shipping Board resolption of May 26, 1921. ,
The award of May 26, 1921, was not changed fn any way that farted to
allowance for amortization which it provided. ' ' S
,With the exception of an unexplained allowance of $37,645.80, the final award
of $085,416.25 is explained by changes made in the audit and by additfons to
and deductions from the award as shown in a memorandum'of June 80, 1922,
from Chauncey G. Parker, chief counsel in' cliarge of Mtigatiod; 'to Rimer
Schlesinger, general counsel of the United States Shgglzpnt‘i oard,’ At the
time Mr. Parker wrote his memorandum of June 80, 1922, the Genérgl Comp-
troller's Department in auditing the award of May 26, 1921, hiad ‘made' net
deductions in the award amounting to $042,113.25, Also' a payment of '$500,000-
had béen made on account of the award, Accordingly, the set-up oh June 30,
1022, ‘was as follows: DR v o

Original award
Loes: ¥ B

-~ §2, 701, 725. 07

Deductions by - audit,. e _-$942,118.25. IR
Payment mgde....... e . 500,000.00... . . ...
R Lo e —— 1t e
.. - . Total deductions .. ___ " 1,442,113.25
;. ; Balpnce due contractor Abemoinmamimmnsisn (15,349, 611, 82

This balance of $1,840,611.82 is the same as was- used by Mr. Parker in his
statement of May 20, 1022, to .the:Claims Commission :0f the United. ‘Btates:
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., The b‘hlmxu made P by totula ol dobiu and etedm by
mmct‘ 0 omo e iy
bbb ey oy ittt e * v . . .

Debits Creditsto | Duefrom |’ Dueto

( conmqt I stangfterm Standifor | . Standifer, | Standiter
N oo b 8 4, T
Sand 176 WO.. .. ..... 47o,us.a7 13, wo 208,83 ,909.54 |.ecnnrrnansons
we OO 313' 6.910 ’ L mim.gg ”2?' » 'am.sno.;o
N850 < mirammeeeed g,fm, AN 48 M B
“s“p.-........‘.W...............-M..... on.mg ; 1.&7.940.25 i"iia*"ﬁiié‘ﬁﬁ' 563,483, 83
Carrying charges: T i e i6,‘§i‘ﬁé' SEota A R T YT

T« eeeemeeeernocoeneennennonnnn . 85,350, 497.90 So,ﬂmoom 1,174,388.00 | 2,623,008, 72
ot e Uy (". . R (R I pRrmed 350, 487, 99 acdvincvacnaas]- Mo 274,386, 00
nmmdm Standiter........ 2o deeanie 1,m,su. E RO 1.849,6!1‘.82

Mr. Parker’s memorandum to Mr. Schleslnger ts ntbached eretor as mx-
hibit A. You will note that, while, Mr. Parker made a Qfg‘ct‘l&n of. $1,026,-
41628 from the ‘award of May 26, 1021 he added’ $637,67 tlie awatd.
The ﬂgures shown by Mr. Parker may be summarized ag amllb\vs

Grosé ‘credits: to contractor. i AR :198728066
Deductions: from :awatd. . s b e . 1,020, 416,28
! . B S 'l oot
- Balance due contractor st -, 960, 870,43

This balance is $37,54%5.80: Jéés than the; finai, aWardu X premnm that 'this
is made up of further allowdnces determined upon by Mr. Schlesinger and
included in Ri¥ ‘tdtal recommendations. to the. Shipping Board.. .A rou
analysis of the Standifer settlement. beglining Wth tlie aWard ot Muy
lm,lsutollowr . L oy

S SR PR,

Award of T . 32.791.725 07
Dedueuoml%ﬂa%ﬁy audi : p—— o pre —tew ., 942 118, 25
A t award audit - o 1,.84.9, : .82
Yess m ent mgd“ P“‘ . —— 033
;?d ‘o, May 20 awal:d ' ~ 1,349 611. 82
Addlttons awurd v new—credits or deductton of debits'
, ga-rourth of wage claim No, \ - . .. 10, 207.16
‘ b) 0 &tour&h of wage claim No. 176 , ’43,277 05,
- ? to ordinary lgber on ship comstrue: . .. ...
o an oe§ not include plant or superlntendentsa)
,\(d) l'ntereit on'note rebated am - 325,000,00-
(o) lml&h différential.. — . 61,078,084
R Changes and’ extras, No. 156 ; e . -10,888,88
. 2{) ‘Changes, and extras, Nos. 8 ang 176 ' . 11,876.65
Changes and extras (balf A. B, 8., No, 176) ccvieccecan. . 65,156, 71
(4) Unexplajed allowance : i 37, 645, 80
‘ Gross total final award 2, 004, 882, 48
Deductions from award of May 26: e ‘ oo
Unlawful gain on Levy sale .. _.......____. $6572,216.02 ' -
Overcharge $10 per ton, material, No 8.a 850,000,000 - -
f‘orrectlon of error in audlf 104, 139, 81 y
- 1,029, 416. 23
' th;ﬁnal‘ balance due Standifer mmmmmmmenlae 918, 416,28

* Allowauee under ‘(D) 1s actually one-thid of the wage clalin on 276, - - ..
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None of the deductions made from the award of May:26, 1021, affécted
amortizations. The.amortigation allowances in the orix!nnl awwd: would
naturally remain unchanged as !.'ollows. .

Amortization contracg. Coe
503
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‘u

- e e 2879806
nenzgclamn in cost of contract 3 Wﬁ 163, 059, 14
'.total . 874, 724.00

'.l‘he first deductions made by audit were reported by L. N. Stevens, chief of
the accounting section of the General Comptroller’s Department, under date of
November 22, 1021, Thesc deductions amounted to a net amount of $621,687.64.
Later the process of audit was continued by Mr. J, L. Kennedy, district comp-
trolle{. and further déductlons were made amounting to $20,435.6% as of
May 1, 1922,

I am al:taching herew, as Exhibit B, an. unsigned memorandnm, dated
July 12, 1922, This' memorandum appears in Mr. Parker’s file and shows not
only the deductions mede from the award of May 26, but states that the Stand-
ifer Corporation .agreed. to. the deductions totaling $1,026,416.23. Also, I am
attaching copy of & mimeograph statement issued to the press under date of
July 12, 1922, by Flmer: Sehlesinger, general counsel, showing the three de-
ductions that were made, ' Exhibit B 1s a copy of a resolution uaopwd by
the United States Shipping. Board an July 12, 1922, .

Before I left for The Hague Mr leslnser asked me to wrlte & letter to
him stating the highest: figure wMeh in.my opinfon could be justified as an
award to the Standifér Corporation. . I wrote him under date of July 7, 1922,

suggesting a compromise ﬂgure of 81,000,000 A copy .of. that letter 18 at-
tached as Bxhibit B. -

I’ order to make & permanent record of the difference between the award
of May 26, 1921, and the Stevens audit report of November 22, 1922, and the
difference between Mr. Kennedy’'s final figures and the audit report ot Novem-.
ber 22, 1922, I have set up the following analysis showing the differences and
the changes made by Mr. Kennedy: - -

Orecg% (t‘msls of pesqln,thn. ‘May 26, 1921:

$7,972,822.38
4, 407, 062. 56

176 WC. - \ - '
508 WH....cudimmicima . 11.412.600 00 . e
609 WC... e 738, 809. 65
166 SC 21,429,818.04 - ’
803 SC . © 968,772, 08 .
Carry charges 26, 000. 00
RO e ‘ dwgqmmm
Debm. ‘basis of resolution, May 26, 1921 :
3and 176 13 365,228 81
' 156 ‘so. 17,77 222 ar
. 503 80 - - i+, 904, 808, 24
Housing project 162, 500. 00
 Total PR e mmmie e 88,950, 654, 57
WL e ,'l-).:'t?
Balanee awatded to Standlter o e s e S 2.’!91,726.07
’ R‘ennedy’s final debm. :
8 ANA 176 WOumm mmmmrrereen 18,470. 118.87
508 WH - 1,484,178.68
809 WQ 1485, 910.35
156 SO. 19.022 288, 17
608 SOC. LWQ. 807,
Housing profect ,’16?.500.00 . .
TOta) oo ' 85, 850, 407. 00
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308 WH L 2 cmeene e e dnimmimienia - . 1y 442,106,820 tL 0
m.w‘! ey . s ot Bk el , g . 'l.j\lm.mw - f
156 SO ‘ 20, 870, 138, 68 i
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SUMMARY oonmmson or nmu Aun onzorrs:.

Total debits by Stevens audit m.mmoz N

. Total debits May 28 meuolutlon : “~ 88, 950, 854, 57 P o

. Increase by Stévens audit 1,852,081.45
3

Total credits May 26 Te8oIGHON. ... 80,943, 570,04 . SRS
Total credits, Stevens audit. 86,672,783.45 .

Decrease by Stevomt audit. : 69,648 19
" 'Totdl inérease in debits by Stevens ‘ -
Less payment after May 28 19 i

Net increasé by SteveDd.... ... | ;852001.
Add increase in cwdl;tbyﬂtevm R e ‘09,040

Total deductfoua m awm by Stevens audlt-_;...----.l-v_.-T . 02, 677. 64
o ANAI;YSIS OF OHANGEO BY mmr

Balance dne Standifer as per Stevens reporf sl.lb'id. 047.48
Baluice dn& Standlfer 8 por Kennedy.. avits it ain i wotacreis oy 8495611, 82

. Dlﬂerence el 1t 20,485, 6%
This differencyid, etk uf) by met-increases-in- deblte and creﬁ{gs as ghown
ow : i .ln it commm . .,. v,
Increases in ,. o ':;g.‘) Qar ’ ;
Changes angneRtrag:N76. . """ T T erge g LT Y
Wage increase . (overtime) 176 oo oo g‘%j&om '
o7 Gharges:and extras 166-c—-ceoeomommcemeen. 6,086,038 .

$114, 376, 38
¢

g
JER
g' H
&

' F2senses

30.320.88»

31.852, 081. 45
600 000, 00

e aes e s et BB ea vt o el

T .

Total increases in credlt_s
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. w m R ) (176 - oo R g‘;é*7'%d’ P ,;'w{«
Qﬁ%“ nee e T aeaen WL 8. L3, AU I
oot m d extid m’% o 4r‘n ST '2‘51!33 o o

Wageincrea pmpirmnmneaett 4,446,201 00 - 0
. Wege inttes (mdnrande)r” b . 380,80 - o Y
Cancellation 509. ... 28,658.46. .. .. .
Wage increase 53 J— o 4,802,380 . _
Wase increase (fnsuranté) 158...... m————— 17,620, 44 .
Carrying charges....., s e 14,027.00 © - o
- otal.. A SR . $77,900.02
. Net increase m'c‘reafts“ e mmmmmmememnmme 36,876.38
. .I:.‘._ : [ -t ]
Increasesindeblts-' : TR N Co
- Amounts receivable 8 Wﬁ PR h . $48,888.76
Unclaimed wages 8 WO. T —— : 10, 7685, 89
. Acoounty feceivable 176 . eeivecmammmgmeaae . 304,90
Accoqnts recelvable -186...--... - 10,448,477
o . [ESENE S GO s o
. - Total increase in erlw P oo men g ot i -, 70,399.02
Decreases in debits: ) .
Repairs accowit Nafra contract----------,--., $334 14 0, L
Refand charges and extids...._. HExy . 6,988,097 .- P
Refund wage increases diewe ' 2;342.82 ' - .
Refund overtime ... U ——— . \ . 119, 82 P
- -Accqunts receivable 166.c-ieminmivmmmmannay 480280 o .,
" otal ‘ncrease fn @ebits. .l i it ili o _Lie- .. 18, 88Y.08
L I T L e i S et
Net increase in . debits. _ T p—— ombmnie ., . 58,811, 07
Deduct net increases in credfts. remmmrmmmnmm e nmanrn . 30,376, 80
| Net ‘deduetion’ by. Ke et g el © 20,438, 61
‘d y. Kennedy. e PO N
“Total depits by KenNedy . —imrxiimsstpispmamaerion
‘Total debits by sﬁ?&s audlt oy s %m@{w
Increase in debits by Kennedy AL LN v .:.".~."‘ ' “'66-8 , 97
"}' vl ST N T TIPIEN )g R S SR s —— 1 .
TPotal credits by Kennedy- X . 3¢,7 109..81
"Total credits by, Stevens 80A- o cne e g o e 86, , 733, 45
: mcrmem credits by Kerinedy.....-. TR *ac :m 30
; et . [ oy ot .
SRS GUMMABY ov,mnvcr,!,onarw 1 AWARD nxf q'rmm wn xpzmanl.
Deductions by Stevens audit._. .. " 'g" RN s@zi
Iohter deduc ons by ennedy ";"-‘A: SRR G

ol e

. ° K —--uq-g-n-ﬁ-w-n———-s
".:‘ § TOQR] dedllﬁﬂm by "'BYGB& q“d Kel)nedy--—.-.u.-a----- [REN w’ 133’,%

ple proot is ‘dvallable that,no reductions in-the award of May 26,1021,
? made. by the auditors or by the Shipping Board, cpuld hav e a(tecm th
allowance tor amortization on the canceled ships or the 11 wance or dep
tion in the costs of 3 WC.
As already shown, the changes by Mr.. kennedy i 4daitioh bo ¢hei
by: theStevens  audit: did not- affect amoxtization: or .deprectation; 'l‘hut the
Sievens audif did not affect amortization or depreclation is shown.by. phe ap

W yaes of th made b; 8t

m”ﬁ tbi‘ggoing %“?&“'@rw et ?:f dgxﬁctlons froth May 26. 9%..
audit are fully identified and that not one of these deductions ‘#

otighbat allowance " ror amortluﬂow ;depreciatior, .1 st

~‘ Inmw TWE;% 3‘“;#;‘”’”‘4'?’

. Mr. Davs. Dxd anyone else call on yon'lI Iffom the bureau after
. Lewis was there? x .

P
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Mr. Apamson. Yes, sir; a gentleman who introduced himself as
Mr. Hering. X think he came three or four diys, or approximately
a week, after Mr. Lewis wasthere. =~ =~ = O L '

Mr. Davis. I would like to ask if that is the Mr. Hering that
si%ried the coxference report? - SR

r. %. He apparently is the same mah, I have no’ per-

sonal knowl ofit.t. A o

Mr. Davis. What was the purpose of his call? .

Mr. AbamsoN, Apparently, he wanted to check over the findings,
as reported to him by Mr. Lewis. I had a]l the files and papers
before me at the time, and was prepared to show in detail just how
the amortization had been arrived at, but he did not care to.go
into that, and, in fact, rather argued that becatise the formal con-
tract of July 15, 1922, had stated a lump sum, no amortization
could have been allowed. That was his general attitude. He did
not sta*’very lonﬁ and did not go into the details of it.
~ Mr. Davis. Did he make any further comments about it éxcept

‘what you have stated ?

Mr. ApamsoN. Well, there were some general comments, but they
have passed out of my mind. . S e

Mr. Davis. Do you remember the nature of them? - 2

Mr. Apamson. The general trend of what he said was to the effect
that he did not think that contractual amortization had been allowed,
because this was a lump-sum contract. .
- 'Mr. Davis. And you showed him the reports and the fact that it
‘was a set-up, just as you sgid here? - - B '
.- Mr. Apamgon. I showed him some ofthe reports, but he did not
have time to go into them, apparently.
' Mr, Davis. Was the taxpayer furnished with copies of thesé re-
ports and these figures that you have spoken to us aboat? =

. Mr. Apamson, Which reports are those? - ... X

- Mr,. Davis. ‘Showing this amortization and the way it was figured

'tj)ut,‘the«dqduetions ete.? - -

 Mr. AvAMson. The taxpayer worked with the members of the
conatruction claims board, who recommended. the settlement of May
26. He knew every item on that, and then he was sent a copty"i of
the resolution of May 26, and when the sudit report came in making
these deductions, he was given a copy of that report. He and his
comptroller, Mr, Soule, and Mr. Brown, one of his auditors; came
on, and they, of course, were already familiar with the deductions
made, because they had been working -with our auditors; but they
went ‘over the report and made -an ‘extended reply to the audit,
protesting the deductions. “They knew every itemn of the deductions
madebﬂd e auditors. ', o ‘ U Lo
.- Mrv-Davis, I think that is all. . . :

The Cramuax. Do you want to ask the
Mr.Harteont? -, oo 0o : ' s

Senator Wamson. T, would liks to.ask him a few general questions;
_ As I understand it, the Standifer Construction Corporation built
shﬁ for the Government? ‘

witness any questions,

. e cordale
B
. o .- oo o f
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Senator Warwon. To what amount, do yotm know,fﬁ eov*ored‘ by
theo inal contradts? . - R NITI R

AMSON.. They had six contraots. I stppose tho mtnl don-
tract pnce ran about $40,000,000. -

Senator WarsoN, How many slnpa dld tlmy ﬁmlly butld for the
Government? -

Mr. Apawsox. I can niot tell. you the riumber of shtps. 'l‘hb Built
;83stfeel ships under contmt 156 and 8 steel shipv under oontract

orus; -

Senator Warson. You 88y “ for us.” Were you oonnected thh
the Shipping Board? = Lot

‘Mr. Apamsown. Yes; thh the Shnppmg BOard “And then 5
cancelled ships under contract 503 were completed for the Naphra
Co. (Inc.), under an'arrangement by which we: financed the
completion, So‘ there were 20 steel ships completed. They
completed 10 wooden ships under contract No. 8, and I should s r
there were about 8 or 10 other ships complebed un&et‘ the othe‘r w
ship contracts. o

Senator WATBON. By thxs construction oompany? :

Mr. Apamson. Yes, sir.

Senator WarsoN. What was the aggnegabo of thelr expendwum
as related to the aggregate of the contracts, do you know{ ~

"Mr. Apamson, Well, the total credits allowed ‘to them ‘amounted
to about $36,000,000. Of course, thet included their ‘profit,

‘Senator Warsox. "Well, wag any queshon ramd about the pmﬁt,
was there any dispute about it?

Mr. ApamsoN. There was a dispute’ aboutz proﬁt on ‘the wood-
ship contract No. 8, which was origin Kea lump-sam contract.
Mr Standifer contended that that should changed to cost plus.
Hé wanted us to pay cost and allow him & profit on cost. -

Senator Warson. Was that the policy of the Govetnment gan-
erally in the construction of ships? :

‘Mr. ApamsoN. The pohcy of the bonrd? :

Senator WatsoN. Yes.'

Mr. Apamson. ‘No, sir. : - ‘ ,

Senator Warson, It was not}

‘Mr. ‘Apamson: The board' did “in this case, howevet agree %bat
they would save him from any possible loss on contrsict 0. 3 by
paying all of his costs as audxted and that ‘was part of the reoolutnon
of May 26, 1921, :

Senator WarsoN. Cost plus?

L:ll; t:Amusor: No, sir; not cost plus. Them was no pmﬂt ollowed
on tha

Senator Warson. I see.

* Mr. Apameoni That was done merol ‘tobe as genorous as pomible
and save him from any possible loss on that. contract.

Senator Warson. Do you Imow whether he thd loso my money
on that contract or not?

r. ApamsoN. I do not beheve he lost & because the
costs charsed into the ships under contract’ No. 8'W ‘Were 0 high
that it is doubtful if they ever cost that much. In faet, he a
in’ this final settlement to & deduction of $330,000 for ‘overc arﬁ:
on materials; that is, according to a statement in'ithe ﬁles of 't
Shipping Board, he agreed to the deduction.

coniede
,
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- Senator: Wazrsox:! Do you know: of: your. own.knowledge, after
havmg gone through all of these transactions; whether this company
did lose monoyon all of these contracts, and: if mf ‘how much? -

ADAMEON, My impression wag ‘that'th f liad made’ money,
hecaus one iof; his iclaims: was for, I think, $1,800,000 prospective.
profits, and that was based on the book roﬁts on five ships com-
pleted far the Naphra Co.; that is, apparenﬂy he had made $1,800,000
{profit. on this contract for five ships. My impression was that they
made quite a considerable sum of money on the whole transaction.

- Senator, Warsow; How lohg were they.in getting settlement from
the Shi ping Boar& how lo a period did it cover?: .

Mr;- 8oN. - Th claim was put in in 1919 and as I say,
thlla was, replaced thh 8 number of other claims in larger amounts,

that final settlement was not made until July 15, 1922.  That was
tho date of the contract. The settlement was approved by the Ship-

igué%n Board: un 4
ator WATsON, Well, when did he get his money?
Mr. Avamson. On J uly 16 or 17 I thm

Senator Warspw. 19824 | o

Mr. Apamson. Yes, sir.

Slenaton Warson. He: moexvod pa.yment in full for the whole ad-

Justmentottbn claim$. . v, o
JMA’. Apameon.; The. ﬁml amount of $998,000 and odd was puld

hl I think,.on the 17th of July, or thereabouts. ..

ton WATSON: Then,.abou two years elapsed from the time the
ﬁrst claim was filed until final settlement. - Was any mterest allowed
him on the deferred payments during that time?

1 :Mr,; ADAMSON. .Apparentkv them was mterest of about $325,000

81 OWQd Jeynnod s
Sénator WArsoN,. You werked in colluboratmn v:i;th certsm entle-

men fyom the Bureas: of Internal Revenue in the a Justmg of the tax

problem, did you? : BN
r. ApaMsoN. No, sir; not in coilaboratnon at; all, sunply m ex-
plsnatnon of the award made by the Shipping Board.. .
Senator Warson. Yes; that was your partment?
Mrm,nmmm'ﬁr Adamson, if ¥, inderstand: tiy, ¢h
No RINRON, 1 un erstan: !you oorrec y, e
bnaxd of dmaotors of tho qurgo:;cy, Kleet. Corporation on May 26
Jﬁﬁ made on e % an difer Co. of $2, 91,000? N
AMBON. 91, 07; yes, sir. TRV
HarTsoN, Su ]ect,however,toaudlt? T T,

b DT Annpson, Y8, BT e :
ﬁ MB'N& ga.ve you a copy ‘of that resolutlon? I
Mr. ApamsoN. Yes, sir., '

,((m,(mxnk would, Jike: %o, have, .that resoiut;on go into' the

ROTTS) u)tut;ﬂ\Qi’ woabi ~. pile ::
o Gmm.-,’k‘fwmaa (; mctxon.
" (The resolution referred to has already bee qnspmd, m;thl record
i tion, with,the, discussion. of the tentatlvo settlement.) -

[ABTSONY/ oesfthatnrewlum Mr.. Adunség, set‘forth in

g

elemen ofi the, items going.to make up, that. grand. total?
o M, mmaNo&'b e elenmm-r It sete: up, the major. iterns.
;l}b%mu'bmtal, in, some, csaés, wonl ,molude possnbly 100 or. 200 or

items. Jrotianhe ’ll“ Y hGuing wil uumt Lt
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Mr. HarrsoN. I see. Is there any other speci ¢i ere which
is characterized as congra,ct;ual amortrzatxonf’)ec ﬁ “GW sh Y
e e o ok i i v
r, Hanrson, So that ¢6 of that resol cmao Y.
the b;ml:d of: dxi‘hctprs on %ay 26 1921 there 'l;gant ing to mdxcate,
that an allowance h T;:s n ma e for contractual gmartization?
Mr. Apamgon, That is true of everything except the coqt,ractual

amortization on "the housing project, the Vancouyer. homes., . There.

it is clearly to be seen from the, resolutxon that there is ‘amortization
of $187,500. allowed him. .

Mr. Harrson. In what way isit clearly to be seen? Just mdlcate
in what manner 1&1:5 shown. " . R L

Mr. Apamsox. Shall I read it? ' o

" Mr. Harrson. Yes; I would like to have you read 1t, L

- Mr. Apamson (reading):. ’

That the housing project organued by the contractor under the title “ Van-
couver Home Co.” for which the Emergency Fleet Corporation advanced the

sum of $350,000 to finance said profect and for which the final terms of the.

loan contract the contractor was made surety for the loan to the realty com-
pany, be taken over by the G. M. Standifer Construction ' Gorporatlon, the
contractor to pay to the INmergency Fleet Corporation:the sumi of sl
in full and final settlement of said loan, and said Emergency Fleet Co: ra-
tion to release all right, title, gnd interest therein on payment of sajd §1

The amortization, of course,: was the: dnﬁ'erenee between the
3‘3501,000 loan and the $162,500 which was reeewed m payment for

e loan

Mr. Harrson. Yes; I can agree with- you thut that dnﬂ'erenee
probably is amortization. - There was no specific 1dentnﬁcatxon even
under that item of contractual amortization as such? i .

Mr. ApamsoN. In the othor case, the amortization is. shown in,

the details leading up to the. ﬁgures used here; and Mr.. Standifer
was fully informed of every i‘em making up those total' costss . He
worked with Mr. Wm ht, and:the others, o prepared .the' report,
Mr. HarrsoN; Do I understand that an dnalysis of the figutes
which were used to make up the report which: was embodied inthis
resolumon does show that certain amounts were ellowed by thle eom-
for contractusl amortizationf - <. .
r. Apamson, Yes, sir. -

Mr, Hartson, But in the resolutlon 1tself there 18 nothmg bo

specifically identify that item. . S
Mr. ApamsoN. That is trie, except on ‘the housmg
Mr. Harrson. The sum that you said was, however, included in

this report, but not, s& ecifically so identified as oontractmal amortiza-
e o i L

tnon was’ ailowed in, the amount of $862,000

r. ApaMsoN. $862,500

Mr. HawrsoN. After that resolutxon wn.s passed “there were mmy,_

oconferences held, no doubt; is that true?

'Mr. ApamsoN. There were, months after the resolutlon was pussed ;

%mng in September, I think,.
" HAn'rsoﬂ N. Amended clauns were ﬁled by Mr Stendxfer, were
ere no

" Mr. Anmsorr. Well he ﬁled claims“ ih a more or loss mformal

manner with Mr. Wa\rd one of our special counsel.

. Mr. HagrsoN, -And in the meantime, subsequent. ta. thlsmesolut.lon,‘

there was an audit made? SRV

L
[
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" Mr. Apamson. Yes, sir. o
Mr, Harrson. So that following the resolution and the adoption
therein of some maximum sum which might be allowed the company,
there were cértain subtractions from that maximum sum whi
resulted because of an audit, and as opposed to that Mr. Standifer
wad coming in and making some additional claims.
Mr. ApamsoN. Yes, sir; and Mr. Schlesinger; I think, made certain
allowances on' those claims. ' . ‘ K
Mr. HartsoN, And that extended over a gerlod of time up until
there was a final agreement between the contracting parties.
" Mr. ‘Apamson. Yes, sir, : ' '
‘Mr. Harrson. And when was that agreement consummated? .
Mr. Apamson. By the Shipping Board’s action of July 12, 1922,
approving the resolution. ’ g : :

HartsoN. Now, in that connection, approving this resolul:ionf

or a resolution, was there any specific identification of an item o

$862,500 as contractual amortization to this company? oo
Mr. ApamsoN, There was not, ' o '
Mr. HartsoN. After that action was taken, there was a formal

. contract entered into, was there not?

Mr. Apamson. Yes, sir. : ‘ '
‘Mr, HaxfsoN. And that bears date of July 15, I think you said?
Mr. ApamsoN. Yes, sir; that is correct. : L
. Mr. Harrson. 1922% - S
Mr. ApamsoN. Yes, sir. .
Mr. HarrsoN. I would like to have that contract go into the rec-
ord, too, because I think it is going to be material here, as to just
what the legal effect of that. contract was, from the standpoint of
allowance of contractual amortization. . S
« Mr. ApamsoN. Gentlemen, I have a mimeographed copy of the
contract. It is uncertified. .. . . . . .
. Mr, HarrsoN. I-have 'not any criticism of its not being certified.
.- Mr. Dawvis. That is all right, so far as I am concerned. - ,
- Mr, HarisoN. I do-not care to have you read it now, but I would
like to heve it.go into the record. . - , L
The Cuamman. There is no objection. .- . - . L
(The copy of the contract referred to is as follows:)

ol I T T R R A PN :
SETTLEMENT AGREEMENT AND RELEASE AFFECTING ConTRACTS W. O. 8, 8. C. 156,
W. C. 176, 8. C. 503, W. H. 508, W. C. 509, WirH TuE G. M, STANDIFER CON-
STRUCTION CORPOBATION' " /"¢ -~ ' 'v A
Y :.‘"-'\73"'::‘ A oty - I ' ¢ K ‘~.! ot L
Agreement. entered. inte this 15th day of July, 1922, between G. M. Standifer
Construction Corporation, a corporation organized and existing under the
laws of the State of Oregon, party of the first part, ahd United States Shipping
Board, acting as such and also in behalf of Government of the United States
ofi:Americs, by .Udited States Shipping Board Emergency Fleet Oorporation,
a corporation organized and existing unday the laws.of the District of Columbia,.
?au;t;ﬂyqp;tdgqt;ex referred to 8s the.Fleet Corporation, party of the second part,

Whereas the party of the first part and the United States Shipping Board-
Dwergency Flest Corporation, representing the United States.of America, have
heretofore entered into various contracts, agreements and mortgages, to wit;
&ﬁ”&‘ﬁ{?&? W, C. §, dated May 14, 1917, for .the construction of 10 wooden

Contract 8. C. 156, dated January 8, 1018, for 10 stéel steamships, - =
- Supplemental ‘agreement to contract ‘156, dated ‘July ‘18, 1918, providing
for payment of interest. : T N AT Y

Tty

R
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“Contract W. C. 176, datéd’ February 1, 1618, for six Wboden steamships.
' ‘Contract 8. C. 503, dated fSéptember 20, 1918, for flve steel ahips.

‘Contract W, H. 608, dated October 2, 1918, for four woodén hulls. _

Contract W. C. 509, dated Octobér 2, 198, for six wooden steamships.

"Mortgage on three plants of the G. M, Standifer Construction Corporation,
dated October. 18, 1918, in the sum of $1,300000. ' - . _

Bond in sum of $350,000 and mortgage to secure dame, both dated July 1,
1018, given by Vancouver Home Co., a corporation organized and exlsting
under the laws of the State of Oregon, to the G. M. Standifer Construction
Corporation, the bond being indorsed, guaranteed, and delivered to the Fleet
lorporation, and the mortgnge 'ussigned by the G. M. Standifer Construction
©Corporation to the Fleet Corporation, . - :

Whereas the following contracts have been heretofore cancelled by the
United States Shipping Board Emergency ¥Fleet Corporation, namely ; Contract
R, €. 508, contract W. (. 509; one vesse! cancelled under contract W. H. 5083
and Co : i : ’

Whereas all other’ vessels mentioned in the various contracts have been
scompleted and accepted; and ' ‘ .

Whereas during the executlon of the work and performance of said con-
tracts, various controversies, disputes, and disagreements arose and have
not heretofore beén fully settled and agreed upon; and } T

Whereas the contractor has presented various claims for the cancellation
of the said three contracts above mentioned as well as claims in connection
with certain instruetions and letters given regarding contract W. C. 8; and

"Whereas the contractor has varlous other claims regarding wage reim-
bursement, changes and extras, eliminations, charge backs, frelght differen-
ifal, interest, and damages arising from varfous causes to date; an@

“Whereas it Is the desire and intention of both parties to fully and com-
pletely settle, compromise, and adjust all of said claims, as well as any other
claims of any character, kind, or’ nature whatgoever that the'party of the
first part may have on account of the matters above mentioned, or any other
clalms arising from any cause¢ whatsoever; and o
* 'Whereas it is also the intentlon of the parties that the party of the second
part shall, in.view of thé settlement made by this contract, fully settle, adjust,
liquidate, and release all clalms of whatsoever nature that it may have
" against the party of the first part and the Vancouver Home C0.; " S

‘Now, therefore, in consideration of the premises and the mutual covenants
herein contained, and upon other good and valuable considerations,,it is
agreed by the parties hereto as follows: - ° o ST

First. The sald party of the sécond part shall forthwith pay to the party

of the first part the sum of $998,416.23. . ' : )
- Second. The party of the second part shall take over and assume responsi-
bility for the settlement of all proper coinmitments for undelivered materials
applying to canceled hulls under contracts 508, 509, and 503 S. C., including
commitment to Fred C. Balliir for royalties, dnd ‘to releasp the party of the
first part' of all liabilities thereon providing the party of the first part shall -
promptly notify the paity of the second part of any clalms made against the
party of the first part by reason: of said commitmients or of any suits filed
égainst the party of the first part on account of sajd commitments, and pro-
viding further that the party of the first part shall ‘at all' times render such
assistance and furnish such records as are necessary to properly investigate
or defend any claims or action that may be brought in connection with satd
commitinents. It is understood and agreed that any property or benefits
accruing from the settlement of these commitments are to be and. belong to
the party of the second part and the first party hereby agrees’ that the
second party shall have and recelve credit for whatever sums have been. ad-
vanced to any subcontractors by thé party of the first part. - It is further
agreed and understobd that all miaterinls of whatsoever kind, character, or
description now in the' yards of the party of ‘the fitst part shall-de and re-
wain 'the property of the party of the first part, - ° "« -~ "~ 7"
- Third, The party of the first:part agréés to indennify and hold the party
of the second part harmless ‘against a’ certain -action’ brought by the Pucific
Marinie Iron Works in the circalt court ‘'of:the State of Oregon' for Multnomak
County for the sum of $48,158.50, or: any other action brought By the Pacific
Marine Iron Works with refererice to' the subfect matter of said suit. -

-Fourth, The greater part of the' work under the varfous contracts above men-
tioned was earried out under a finnnclal agreement commonly known as an'
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imprest fund, .the, Fleat Co orgtion advancing . money to, take care of the
pay rolly, etc. A &ﬁ‘m i,“b?:zq:men and other employees have not _c‘allgd
for the checks due them fop. work, or have 10st the checks, or for yarious other
reasons the checks Igsued In payment, for certaln wagés have not been cashed,
The approximate amount of these uncalled-for Jam 48 $30,000.  The Fleet
Corporation has Neretofore required. the. party of the first part to. petrangfer
or pay back to t'ﬂ'e Fleet. Corporation the. full amount, of satd unclaimed wages.
In order to settle gnd determine this question as between the party of the
firat part and the Fleet Corporation it is agreed that the Fleet Corporagfn shall

sald funds th \ , acco) ed wages
and shall hold the party of the first part harmless against claims of employees
to:'dunpald wages which have been returned to the Fleet Corporation as afore-
o ' : ,Eh .

. Fifth. The party of the second part shall execute. and deliver to the party
of the first part such Instruments, releases, or other documents ag are necessary.
to effectually release the mortgages amounting to $1,300,000 given by the
G. M. Standifer . Construction Corporation, dated October 18, 1918, to the

United States Shipping Board Emergency Fleet Corporation. . A
Sixth. The party of the second part hereby agrees to indorse without recourse
and deliver to the G. M. Standifer. Construction Corporation the bond amount-
Ing to $880,000, dated July 1, 1018, given by the Vancouver Home Co., to the
G M, srgndlter. Construction Corporation, and later -assigned to the Fleet
on, and the Fleet Corporation further agrees to reassign to the G. M,

$8

. July 1, 1918 by the Vancouver Home Co., to the G. M, Standifer Construction
Corporat'on, which mortgage was heretofore assigned to the Fleet Corpora-
tion by the party of the first part, angd. the party of the second part further
agrees upon the execution of this contract to reassign and deliver to the party
of the first part the stock of the Vancouver. Home Co., now belng held by,
the Emergency, Fleet Corporatlon as security for the loan secured by the mort-
of the Vancouver . Home Co. dated July 1, 1918, . N
eventh. The party of the second par{ further agrees to reassign ‘and deliver
to.the party. of the fixst part the leases on the yards of the party of the first
éplart hich hav heretofore been .assigned and,delivered to the Fleet Corpora~

on, . ot S S Lt N H ! ’
Eighth. The piirty of the first part hereby agrees to idemnify. and protect
the United States of America, the United States Shipping Board, and the United
States Shipping ° oard Emergency Fleet Corporation in its individual capacity
and’in ite capacity as representative -and agent of .the United States. against
any and all claims, actions, or suits of any character whatsoever of the. Van-
couver Home Co. S . SR
Ninth, The party of the first part, for itself and its successors end assigns,
does hereby remise, Telease, and forever discharge the, United States of
America, the United States Shipping Board, and the Uniteq States Shipping
Board Emergency Fleet Corporation and their respective successors and assigns,
Jointly and severally, of and from all action and actlons, cause and causes of
actlon, suits, debts, dues, sums of money, bonds,-covenants, contracts, agree-
ments, damages, claims and demands in law, and, in -equity, and, in admiralty,
of every. sort, kind and description whatseever,, arising or growing. out of, or
in any. way. connected with, the previous deallngs. and relations of the parties
hereto, which agalnst the sald party it ever had, now has, or which its. suc-
I's or assigny, or any. of them, hereafter can, shall or may have, from: the
B ‘ of time up to the date .of these presents, except as hereinbefore:

in this contract specifically provided. . . Lot T

.denth,. The party of the second part, for itseif and its successors, does hereby
remise, release and forever discharge the party of the first part, its succes-
sors :gnd‘asslgnlm and from. all action. and actions, cause and causes .of
actlon, .sults, debls, dugs, sums of. money, bonds, coyenants, contracts, agree-
mentg, demages, claims.and demands,-in law, and.in equity, and in admiralty,
of every sort, kind and description. whatsoever, arising or growing out .of, or
In any way connected with, the provious dealings and relations of the parties
greto, which agalnst the said panty it ever had, now -has, or. which its sue-
oassors. or: assigng, or-any of .them hereafter can,-shall or may have, from the
m‘qﬁu of time up to the date of these ‘presents, except as herein hefore in
sconb?act.ﬁpeclﬂcany;movlded. and for taxes, - .. o ... o0, .. -
- In. witnees . whereof -the. parties:.hereunto have -executed  this - agreement
by. causing the same. to be,signed respoctively by. an officer. of the sald party
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of/thé fifst pard and by an efficér ‘of the Batd Fiedt Uorporitio, hetlig 65 the

said:pazty.of- the second’ part as-aforesald, and by cadeing: the .corporateoiaeals

of the sald party:of. the first part and of the sald Flebt Corparation to be ‘here-

unto affixed, duly attested, on the day:and, year first.ghove written. ...
"\ ' o @ Mo STANDIFER. CONSTRUCTION, CORPORATION,

. By g M. Smnmﬁg;.'jl'rgaimn?.,j, oL

L Y UNTTED SiatEe SHTPdING BoARD, ol B
‘By Uritep SrAtes SHIPPNG ‘Boamy |00

oo i FIMERGENCY  FLKBT COBPORATION, -
By BLMER SCHLESINGES, .Vice President.

‘ AP PR . s )

smand. i
- Attest: .W!LI.IAH H. Doxovax,

' Assistant Secretary, < - U .

As to form: o

-So H-*E.sFBEDND. : e 2 S ' ".' . bt
A 3 N \:. . . n Lt Lo . . . - o

o [SRALY ¢ '  J. Prerson Jamvs,

: . Aussistant Seoretary. -

T e ., . G M, STANDIFER Cbnsﬁt‘icﬁqs' Cdgiiom'nqn, . i
. Y vl AR N AN - RN e B R . Vamuver' Wmh.

This 1 to certify that the following Is & copy of & Fesoli tion .adopted at a
meeting: of the board of directors of the G. M. Standifer Conatruction: Corpo-
ration, held at its.offices at Vancouver, Wash,, on July 10, 1028, at which were
Dresent R, V. Jones, L. B. Menefee, and N. O, Seule, congtituting a, majority
of the board of directors of sald corporation. " . ., 7 o

“ Resolved, That full authority is heréby given to ¢ M. Standifer, president
of: this corporation, to make settlement with the Unlted States Shipping Board
Emergengn m;::w Corpgfrtion in gtlmnectlgnthwit:;i :uwmatters n%‘uietlgeg and
Tow pending between this, corporation and the said, Bmergency Fleet Corpo-
ration, and ihe sald G, M. Standifer iq.get.ebx authorized to sign and execute
such settlément agreement 'as may be necessary in the prefnises, ‘

“ Further resolved, That Willlam H. Dénovan be and he is- hereby ap-
poixted essistant secretary of. this corporation, with authority to sign with

0. Qtsfdﬂqnt\ and attest. a?ld .8ettlement agreements, .and.to do such other

‘ n connection therewith as may be becessary.”

G\’ M. Stanoiys, Prostdont,

. Ieman} o
, WAsHiNato, D, O, July 17, 1028, =~ ' o
. Mr, HartsoN. I have no further questions of this withess, . . .
i Mr. Davis. I think a copy of the letter ought to.go with the reso-
ution, . R T

Mr. HarrsoN. Oh, yes; I think we ought to gfut in just what the
record shows. covering the trapsaction in the Shipping Board.
. fen%tor, JoNzs of New Mexico. That letter is from whom and to
whom : SN
Mr. Apamson. From thglgeneral counsel of the Fleet Corporation,
Shipping Board, to G.; M.. Standifer Construction - Corporation,
transmitting & copy.of the resolution of May 26. U
... Mr. Davig, Is that explanatory of the resolution and has it ref-
erence to it?.. .. . . R T A
- Mr, Apamson, Yes, sir. . 7
. (A copy of the letter referred, to has alresdy been inserted in this
record. in connection with the, tentative settlement:) :° . |

Senator WatsoN. When did the .disputeabout the amount of
taxes to ks paid begin? . , . .. . Gy e
. Mr. Apamson, I can not tell ‘when it: began. - I think. it was in

[

October of 1923 that it was first called to my attention, - -
. Senator W'A'rtsonf October, 19238 .~ = ., =
es,

" Mr. ApamsoN. sir.



808  INVESTIGATION. OF BUREAU OF INTERNAL BEVENUE

Senator Wazson., Do you know.how. long it arose. prior to that
.. Mr. Davss. ¥ think, .ig answer to that question, on:September 4,
1928, the taxﬁuyqr' filed & brief demurring to"the findings of: the
enﬁi‘neer on this contractual amortization matter. * ' " - U

- Mnr, N. I‘have'another'qqest‘:ion or two. .

During the time that the negotiations were progressing between
Mr. Standifer and your organization there was no change made, as
I understand it, by the Shipping Board or Emergency Fleet Cor-
poration in any way altering this allowance of $862,0008 = =

Mr. ApamsoN. If there was a change I have not been able to find
anKIevidence of it. . op

r. HarrsoN. Would you testify to the committee that there was
no change made in that, and that that stood right through the
negotiations, and was finally carried into effect by the contract en-
tered into on July 15, 1922 .

Mr. Apamson. I testify that I believe that there was no change
made affecting amortization. === = = ' .

Mr. Hagwson,” Now, the Burean of Initergal Revenue, in consider-
ing whether contractual amortization had béen allowed by the
Shipping Board, would have to'go to something other ‘than ‘the
contract which .was entered into, settling the dispute between' Mr.
Standifer and the Shipping Board? - .- "~ . . "=

- Mr, Avamson, They did go back of that, =~ .. 7.0 " "/
" Mr. HagzsoN. My question is that it. would have to, would. it not¢

Mr. Apamson. Yes,sir. - - ;oo oo i S

- Mr. ‘Harrson. Because the contract, itself did not indicate that
it was on the basis of 4 contract which was or has been turned into
a lump-sum settlement; was it mot? , . - .. ... . .

. Mr. ApamsoN. That is true; - .Well, it was not what we call a
lump-sum settlement, but the amount to be paid to the contractor
was stated as a lump sum.” o o

Mr. Harrson. There being nothing on the face of the contract to
indicate whether contractual amortization had been' allowed the
company by.the Shipping Board, the bureau; through its repre-
sentatives, came over to find out what the: elements were that went

' to_make up this final settlement ¢ R

Mr. Apamsoxn. Yes, sir:’. - - cu T o

Mr. Harrson. And the bureau called on you in the person of Mr.
Lewis, in the first-instance;" and latér on in the person of Mr.
Hering? 4 o et

‘Mr. Apameon. Yes, gir.: - ¢ e o oon 0
- Mr: HarTson. And in both 'instances; if I understand you' cor-
rectly, you pointed out-clearly 'to these men and gave them a full
interpretation: of the- legal effect of what Hid' been done by the
Shbifpmg Board in the settling of the case by contract. =~ "

Mr. Apamson. In the case of Mr, Lewis, T pointed it out rather
clearly. In the case:of: Mr.: Hering; I' attempted’ to ' point it out
clearly, but Mr. Hering' scemed’ just’a; 'Iittle-b}ﬁ‘iuipatif t, and'did
noﬁ{‘gmmto ib/in the samb-detail 4 Mr. Lewis  had’ gone into it. "

- Harreon, You said to the committee that M. Hering' seciiéd
to leave: the impression: with you ‘that it' wes 'a lump-sium cont: ct,.
and there was not much doubt about it} ‘and: theréfore the: aniottiza-
tion allowed by the Shipping Boatd -¢ould ‘not"be considéred by
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the, b% s Did Mr, Iﬁewxs leave any impression .with you &3 to
what his views were, following your conferencet " . .
v. ApamsoN. The impression I got from Mz, Levyls was, t| i:e
was eonvmced that contractusal amomzatlon hnd been allowed. .
MrHAB'rsomIthmkthatlsall R
Mr. Dayis.. That is al
Attaehed to the een ’s report to the commnttae, f find Exhxbxt
B, which appears to be & copy of the engineer’s r ]Yort, submitted by
r. Griffith, the engineer, and it containg the following statement:

.. It was found: from the Eemergency. Fleet Corporatibn’s. records- that ot
tractua) amortization amounting to $305,168.91 had been allowed,

That refers to only one contract, but I offer it for the. urpose .of
showing that the engineer who made the first report. had access to
the Emergency Fleet Corporation books, and knew ‘about what the
allowance was in reference to contmctuul -amortization. . - -

The CHAIRMAN And. of course, the confems hwd thns report
before.them? -

Mr. ‘Davis. The oonferees had this report befom bhem, md the
conference was held after this reporzts was wendered. ;o

. I now show Witness Thomas a copy of a dtatement: upomng to
be. signed by E. T. Lewis, ad to Mr. Komw uhmﬁ .of apr
pransal sectnon, and I will ask him to read lt.

Mr. Tromas: It:is.undated, and reads: '+ .0 v e

Reference is made to' the attached conférentd mepbrt'-'oh tl’t'e"t'!'ase"'oi' the
G. M, Standifer Construction Co.

The question of contractual amortization has’ been carefully investigated
and recommendation is made that the ampunt arrived at by the engineer be
allowed to stand.

Taxpayer claims that a lump-sum settlement was effected with the Fleet
Corporation for $098,416.28 and that this amount did not include any amorti-
zation. A review of the records of the Fleet Corporation disclosed the tenta-
tive settlement of October 25, 1021, to be the basis for the final settlement.
The amount of $908,416.23 was arrived at by taking the amount of the 1821
settloment and making additions and deductions as set forth on the attached
schedule. Since none of these adjustments refer to the original amortization
allowed in the 1921 settlement, it is considered that the final award allows
contractual amortization of $837,224, The writer conferred with Mr. Talbert
and My, Adamson of the Fleet Corporation, who confirmed the above.

Mr. Murphy requested that another conference be arranged to discuss this
matter and I suggested that he take the question up with you and if necessary,
have Mr. Hering present at the conference to pass on the points at issue. _

That is signed by Mr. E. T. Lewis.

Mr. Davis. Does the record show that this is the Mr. Murphy, the
attorney for the taxpayer?

ARKER. One of the conference reports will show it.

Mr. Davis. I think that is all.

Mr. Harrson. Mr. Chairman, I would like to request an adjourn-
ment until to-morrow. It is nearly the adjournment hour, 1 have
had no opportunity to examine this case at all, and I would like to
tallkk with some of the people from the bureau that we have here, who
passed on it and who considered it. Therefore, I would request an
adjournment until to-morrow, so that I may have an opportunity to
discuss it with our pe‘%p

Senator Warson. Was this case ever brought to your attentlon,
Mr. Hartson?
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' Mr. Hastson, Nevét 'to. iy persoital ‘a'w_&nti{)h, ‘and, sb far as'I

know, never to the atfention Of 1y offss, - - o T

* The' CrramRMAy. # ‘dfiyote' know what'brought’it to the ‘atten-

. : ’Ulnﬁglheéli e T e v"i“f: ‘{Lr. ,“‘\i":.»'f DR R

Mr. Paregr. I guess I can answer that. ‘When I first went into

the bureau, into the amortization section, I' naturally studied the

methods there, and it appeared to"'me that there was’ considerable
danger of & mis ‘,eﬁris,ln&through‘the‘matter,of contractual amor-
tization granted by othér Government departments being overlooked.
Therefore, when: Mr. Thomas came, he wias inore or less familiar
with the subject; and he was put on that work. " This happened to be
oneof the cases that he took, There was no special reason. for pick-
ing this one any more than others, and we have some others on this
mmbijl o Gt i N

" The Caamman: This was not an Ernst & Ernst case? -
¢ Mr. Pamxem, Noygir,, - © . . R

Mr. Manson. I might say that Mr. Thomas, the engineer here, is
o former employee-o thozS{.ipping'Board. fﬁe_ was attached to the
legal t o8 .consulting engineer. - . . ‘
v 'The: .} there'is no objection; we will 4djourn here un-
!:i.lelO?’clpdk to-morrow morning, when we will.resume with the hear-
. o1 iy, . T O

.
)

of this case. T STy RTETR TIPS B N T T :
Whoreuigg, at 11.68 o’clook p. m., the committee adjourned until
to-morrow, Friday, December 5, 1024, at 10 o’clock 8. m.) . | R
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,. Thodcomrmttee ihet at 10 o elock #. m., 9ursugm£ to‘dd;ourmuent of
esterda '
;Preﬁerz: Senators Couzens (presndmg), Wa%on, and Joues of
ew Mexico.
Present also: Earl J. Davm Esq, and L. C Manson, Esq, of
counsel for the ¢committee.
_ Present on behalf of the Buresn of Intemal ne:’ Mr R. C.
Nash, Asgistatit to the Commissioner of' Intbrnal venue; Mr. Nel-
son T Hartsoti, Solicitor, Burésu of ‘Tiiternal Revenue"Mr S. M.
Greenidge, Head Engineering Division, Income JTax Unlt Buregu of
Internal Revenue.
The CraRMAN. If you are read gentlemen you *mdy proceed I
thmk %‘n want to Ygo shead now, Mt Hartso A
es, sit; I wll! ask Mr Lewid to take the: stand -

TESTIHONY 0!‘ m: EARI.E T. LEWIS, U])I”!‘OR, BUBEMI Ol\‘»
mnfn}ni mm@x N

ﬁl‘he wntness was duly sworn by the chau'man ) '

Hawrrson. Give your full namd Mt‘ Leww, to the repbrter
Mr. Lewrs. Edrle T. Lewis. i
Mr. HartsoN. Are you employed by the Burequ of Intemal
Revenue? .
- M. Hmrson What positxon dd yo\t hold vnth the bureaut

" Mr. LEwid. Auditor. S
Mr. HarrsoN. Have you had any connectxon w1th the setclement

of the St.andlﬁer case in the bureaut '’
My Lets, Yes; sit'; in- regird to; gettmg m!ormatlon as: to ocon-
tractigl - d’mdi*tizatxon ColE
Mr. HarrsoN. Wil 'you tell: tha oomnnweo how ghé 'mtm ﬁrst
came to your attention
* My, Lievis! As T repember it; the matter v ﬂ broﬂ ht uti by
Mr. Keenan, wgé at that time, h .just takﬁi
séotion, " A donferenos had been held’ it which uest'um of con-
tractual amortization!'Wis !h‘oixght gxp, and the n eroes ?were ﬁot

92019—25—pré— 11" " ,905
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fully decided on the questmn and left it open for further investi-
gation. Mr. Keenan asked me, as at that time I was subsection chief
of the old amortization section, and bemﬁ thoroughly familiar wnth
where to find this information, to go to the Shnpgnn Board and g

him the full facts and make a report to hun so that he would declde

Wh&t % dqn'rsox. ?You :llllepnogzh :rwm f&n Boarg l?l(:drgou?

Mr Lewis. I went to the’ 8 gnﬁg oar and, throu«h Mr.
Adamson, T' got information on the case, just as "Mr. Adamson
gave it to me. In fact, he gave Tiie & detailed statement, which he
said was the settlement, end. I .acoepted -Mr, .Adamson’s statements
and facts and figures.

Mr. Hartsox: ' Did -yen -then:. report to Mr Keenan' after your
conference with Mr..Adamson :. o

~ Mr. Lewss. I then matle a memorand,um report to Mr. Keenan,
stating my Sudingy and that, based upon the information received,
. consi ‘that.this, was. 1{:outractuel amortization. ..
~ Mr, Hartsox. Is that t report which was read into the, record

. yesterday by Mr. Thomas? NI o

Mr. Lewis. Yes, sir. ’ T _

- M, Hmsox. ’fhat report is undated, is 1t not? ' '

Mr Lewis. It'is undated, but it was just prior to the eecond con-
ferenee It was nl;n between the first and second conferences.

n th ou_s ted that that contractual

emﬁvtxﬁt;on ha.d been allo re& e Shippmg Board? o

r, Lawis sir,..

Mr. HarTsoN. W:Il you tell the committes the basns used by you in

makm that, ro%ort?
EWIs. Well tho basis used by me m ma,km tha,t report was

Mr Ademson 8! ,ﬁeﬂues .and . statements. ; Adamson made the

statement to me that a final settlement had been made with the

Standifer Corpomtmn, and-that contractual amortization had been

allowed. Mr. Adamson brought out a-statement, a supposed set-u

of figures coming to the tota I helleve, of $996 000 and some odg
cents.

Mr. HarTsoN.. Up to that tnne, if1 understand f\lrou correctly, gou
had had no conferences with representatlyes of the Standifer Cor-
poration? . . . i . : :

Mr. Lewis. No, sir.

Mr. HartsoN. And lmew nothmg about the. case, except wha.t Mr
Keenan had ti)ld .you inasking you to. go over to see Mr, Adamson
and the knowledge that you galned through your. conversatlon with
Ml‘, Adamsml?' . o EE ! . R t

Mr. Lewis. That is correct

Mr,; Harrson,, That, as I understa.nd 1t, was all ithel informntion
91‘ u had at the time you prepared thls memorandum wh.ich‘ Mr.

hpme raed. ,l%to the record vesterdeyf, o s

Lewis. Yes, sir.

'Mr HantsoN,, Now, wluat happened after ypu prepared this 1 memo-
randum,to. Mr, Keenan h

Mg, Lewis, . Well, lt you Wl not;ce, I su m that memo- o
zemdum that ahother conference should be held., . . . . ».. . .

Mr. Harrson. Let me read that exact language B

Mr, anxs Yes; you m:ght read that. S
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." Mr. HartsoN (reading) : ' . C : .
" Mr. Murphy requested that another conference be arranged to discuss this
matter, and-I suggested that he take the question up with you.and, if neces-
sary. have My, Herlng, present at the. conference to pass on the poluts at issue.
:: Mr. - Lewis. Now, Mr. Hartson, you will understand that that
repoit of mine was not a final report for the closing of the case.
It was simply the information that Mr. Keenan had requested me to

t in order that they might settle -the case.. Now, the first:con-
ererice which- was arranged suggestad,»l think, that this informa-
tion be gotten and a further conference arranged and the case settled.
- Mr. ' HarrsoN. Was there a conference held: after ‘you reported to
Mr. Keenan® . = o0 e T T
. "Mr. Lewis; There was another.conference held, yes sir,

Mr. Harrson. Did you participate in that conference? .-
- Mr. LEwss. I sat in that conference, - - : - ... . ..
-~ My, HarrsoN. Will :you tell the committee. now: what happened
in that conference? - =~ ... e T

Mr. Luewis. Prior to: sitting in the second conference, I was en-
abled to go over the brief, which the: Standifer Co. had - presented
after the first conference, protesting this.item of contractual amorti-
zation. ' Before I went to the Shipping Board I had never iseen
thig brief, and I had seen none of the Standifer statements, but on
examining the brief before going into the second conference, the
statements in ‘there, under oath, by the Standifer Construction
Corporation, that no contractual amortization, as such, had' ever
been allowed by the Shipping Board, but that they had simply
received ‘a lump sum of $996,000, or $998,000, and -they went-on to
elaborate that there was a set-up of the figures on the 'Sl;ipgiing
Board books, of which they had no knowledge at the time of ina ng
the’ settlement. This was further elaborated on by Mr. Standjfer,
president of the company, who sat in the conference. Mr. Standifer
stated that the settlement was made as a lump-sum settlement; that

- Mr; HarrsoN, Just let me _interrupt you there. With whom did
he make the final settlement, if you know? - R
Mr. Lewis, Yes; if I remember correctly he stated it was with M.
Schlesinger, who-at that time——— . - Lo

Mr. Harrtson. And Mr. Schlesinger wag—— . . . .. ¥
Mr. Lewrs. Chief counsel, I believe, of the Shipping Board. - -
Mr. Harrson. Will gou tell the committee what was represented
to the bureau by Mr. Standifer concerning the' terms of the settle-
ment and the method by which it was finally arrived at? - . . . .
- Mr. Lewrs, Mr, Standifer stated that he had been, I believe—I
don’t know, -but for some months or some years—trying to effect a
settlement with the Shipping Board. In fact, he made his pér-
manent home here, I believe, while he was trying to effect a settle-
ment, and they were in one day and.he stated to Mr. Schlesinger,
“If you will give me a million dollars, I will call off our claim by
accepting it in settlement.” 'At that time, I believe, he had claims
hased on. this $2,700,000, which they were juggling back and forth,
They were adding figures to it and taking them off all the time.- ‘M.
Suhl" esinger agreed and esid, “ Come back at 11°0’%lock and you will
étgndifer came back and Mr. Schlesinger

IR RN
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at that time told him, “ We can not settle for:$1,000,000, but ‘will
settle. for $098,000,”.or whatever. the amount was. *Wo d not care
to make. a:settlement on the full sum of & million dollags.? . - ..
*'Mr. Standifér stated -at that time that he saw-—that the. only
figures: he saw; was.a contract drawn up, stating that he would be
Fud the sum of nine hundred and ninety thousand and some odd dol-
ars-in full settlement of all claims, and releasing the, Shipping Board
from all claims. . He accepted that settlement. . Hisstatement was that
these figures which Mr. Adamson produced before the committee yes-
terday, and which I saw when I was.over there, were:made. up. after-
wards- at Mr. 'Schlesmger’s-su%gesﬁon .80 -that. they would have a
aper in the files to show how they had arrived at this settlement of
990,000. Mr. Standifer’s statement was that * these additions and
deductions from that original award of $2,700,000 are all arbitrary,”
and that he never to one of them. In other words, that “ we
might as’' well have pulled. out the 0ld item of :contractual amortiza-
tion which showed in the original claim and used that as deductions,
as to:have used this $500,000 for the Levy award, and one or two
. other items that he has in there,” = T ,
- It: wag his statements-and his brief, under oath, testifying to these
conditions that made me change my report and agree with the con-
feree and the engineer who sat in that conference, thas no contrac-
tusl amortization,. as such, had ever been paid to Standifer.
: Mr, HarreoN.: Then it appears that after an extended period of
negotiations over the actual terms and details of the settlement with
the: Shipping Board, Mr. Standifer went to the general coupsel of
the Shipping Board and said, “I will accept a million dollars in
settlement of my claim.” Ce o :
. Mr. Lowzs, Yes, gir. .~ . et
M., Hareon. Which. was of course, in round numbers and in
round figures? ... . o o ,
¢ MeoLewis,, Yes, siv; .- . . . . . . B
Mr. HartsoN. And that he came back again to get his answer a
little later and was told that they would.let him have nine hundred
and ninety-eight thousand and odd dollarst .- . = . .
My, Lewis, Yes,sir. © @ T
Mr. HarrsoN. At that time, and during these negotiations with
Mr. Schlesinger the set-up or the analysis of that settlement was
never mentio: ed’,, was never gone into, nor agreed upon? .
' Mr, LEwis. No,sir; TR S
‘Mr. Harrson, But s sum was finally. settled upon between Mr.
Standifer and:Mr. Schladinger. .- . . o 0 0
i - Senator Jones of New Mexico, Mr. Witness, did you not know, as
& matter of fact, that this guestion of amortization was a very im-
portant factor in the settlement; that is, the question of contractual
amortization? - - . - ... o S
- M, Lawis. T did not so consider it, Senator, after looking at all
of the:other- features of the case. ' The contractual amortization,;as
bas beén: testified hefore, was not: in' any :of the original contracts
with:the ;Shippmg;qul{&,. although it ‘was menti in this tente- =
tive settlement i 192L. . . 1. Lo g vty D o L
111 Semator Joxns:of New Mexico.. Was itinot & very important factor
in that:tentative settlementf.  Was:not it/one of .the very, large
amounts which were being considered { ‘ L
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" Iéf(;*o Oléngs No, 8 beheve it was .only awund $800,000 out of
19 ) ¢ o
Senqtor JONES ot New Mexwo Well is. not $800000 out of

700,000 8 goodﬁmrt of it? -

Lewis. Well, it was an unportant factor at that tnme-—m the
settlemant of 1921,

Senator Janes of New Memco. Yes. Now, when ¥ou came to tho
settlement, you chose to-ignore that and to let all of the deductions
go against the contractual amortization and apply the whole thmg
to the othet:and absolutely ignore—— .

Mr. Lewis. No, sir.

Senator Joxes. of New. Mexico, The fact that. amontnzatmn had
3nge?red mtn the omgmal settlement, at all. Is not that what you

i : ‘

Mr. LEwis. 7\To, sir; we dld not totally dgnore it, -

. Senator Jonrs of New Mexico, What did you do with' 1t, then?
Did you make any allowance for it in your settlement !

Mr. Lewis..In our snalysis of the final contract there. was no
allowance made in Mr. Standifer's final settlem-nt. The law under.
which we operate in allowing amortization states that any amount
ggwegd specnﬁcally as such, for contractual amortazutlon, shall be

ue

- Mr. HarrsoN. Was there ever any allowance to Mr. Standifer’s
cml'&omtxon, specifically as such, for contractual amortiration?

r. Lewis, No, sir; not in the final settlement, and it was only
tentatively allowed in the settlement of 1921, because that' settle-
meilt was never afproved and paid.

- Mr. Hartson. 1t really was not settled, was 1t?

- Mr. Lewis, No, sir; it was not settled.

Ml'd 'Ham‘son That is what is known as the so-called Bgnson
awar

Mr. Lewrs, It is what is known as the so-called Benson award,
which was ruled to be invalid, and it was never paid. -

Mr. Hanrson, Afteir Mr. %hlesmger and Mr. Standifer agreed on
this:amount, which, if I understand you correctly, was not analyzed,
and based on certain elements going to make up that total, but way
a compromise made withont reference to any. analysis-* '

Mr. MaxnsoN. Might T mqulre “hether thns is testlmony of Mr.
Hartson or-of this witness?

» ' Mr. Harrsow. Well———- ‘

Senator Jones of New Mexico. I Just want to ask Mr Hartson,
do you approve of this transaction!

Mr. Harrson. I do, sir. I do, sir; and I never knew of thls case
until yesterday, and I do approve of it.

: The: CHAIRMAN In other words, Mr. Hartson, you choose to ta.ke
the taxpayer’s word entnrely, ,rather than that of the oﬂiclals of tlie

prmg Board? .

Hakrson. Now, S: nator. I think that ev erythmg tha(: has
been said Lere has been borne out by what Mr. Addmson said. - Mr.
Adamson, if T understood him correctly. was given the award a greed
upon by the general counsel of his organization to Mr. Stan ifer,
as a lump sum and then told to werk backwards and - analyzd it.

That is my understanding of Mr. Adamson’s teqtlmonv e
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' Mr, Davis. Mr. Adamson came before us and in detail veéry spe-
cifically set up just exactly what that settlement was, in dollars
and ‘cents. ‘He has told us what the amortization was, to a'penny.
This engineer, in conference with Mr. Adamson over at the United
States Shipping Board, went  over the figures with Mr.' Adamson
and made up his engineer’s report, in which he recognized that the
amortization was deducted, as allowed by the Shipping Board, and
he now tells us that the statements that he makes here as a withess
are practically based on what the taxgayér- told ‘him and' not what
he gathered from the case as handled by the Shipping Bodrd. : -
r. Lewis. No, sir. ‘ . SRR
' Mr. Harrson. Now, if there is any dispute about the question as
to what the taxpayer told the representatives of the bureau, I think
there might be some basis or ground for criticism that you could
make; but I understand there is no'dispute. - ::° - - .
' Now, Mr. Davis, we have to go to the contract of settlement, and
if we can show you that that contract of settlement wwas for a iump

.sum, which after: the amount was agreed: upon the auditor or the

subordinates in the Shipping Board tried to justify by some proper
analysis, then I say that the settlement with- Mr. Standifer was a
lumg‘;umfaettlement,‘ but the record shows———- i .01 . - coai
Senator JoxEs of New Mexico. Let me ask you this, Mr. Hartson.
Do you think that there was no element of contractual amortization
entering into the Shipping Board settlement? : ‘'You reach that con-
clusion from this evidence? ~ -~ . -~ = o

Mr. HarrsoN. Senator, I would like to answer that in this way,
that here was a claim, and a very large claim; against the Shipping
Board, which had been made by the taxpayer, and in a tentative
award made by Admiral Benson, contractual amortization had been
allowed. ‘ Following that time, covering a period of & year or more,
there were negotiations, additivns, and subtractions. and the Senator
will know from his experience that finally a taxpayer is, in a sense,
worn out, and the Government representatives are also sick and
tired of talking about a claim and adjusting tlie amount, and finally
the claimant says, “ Without trying. to analyze each item that goes
to make up this settlement, I will take a certain sum,” and in this
case, Mr. Standifer said that he would take a million dollars, which
was just 2 round sum. C o : t

Senator Jones. But, notwithstanding that fact, do you not think
that this contractual amortization item was an important factor in
this settlement by the Shipping Board ¢ : :

Mr. Hartson. I do. .
- Tenator Jones of New Mexico. Yes.

M>. Hartson. I do. - - . -

Senator Jonss of New Mexico. Then, why was there not some
allowance mdde for it in the settlement by your bureau? -

Mr. HartsoN. Because, in our bureau we were controlled by our

ations, which state that contractual amortization had to be

alléwed specifically, as such, before we could recognize it.
© Senator, Jones of New l\i.exico. Oh, no. - ‘

Mr. Harrson. Well, I should be glad to point that out.
.t Mr, Lewis, Article 181, I think.,” - - L

Senator Jonzs of New Mexico. I can see how you might put
your interpretation upon it. g

e
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- Mt. 'HarrsoN, The eXact language; Benatoreulst. 1 Y
" Mr. MansoX. That is'thé regulation, : /v :ii w00 i ey
Mr. HartsoN. Yes; but it is Just us'binding and ‘eflective updn-the
representatives-of the butreau in adjusting this cage as the law iteelf.
~Mr, Mansox. That:'was_riot your. position ‘with' refsrence to: the
spread of amortl'za’tionf;l}e‘ other day.. ~iv' oo e
Mr. HarrsoN. T do not 8o understand:it at all,'! That was exactly
my posifjion with: reference to the spread of amortization. . ;- =
- Senator Jonis of Néw Mexico:: And‘you would let.a’ simple word
deprive the Government of just revenue on a mere techmicality that
it was & Jamp sun®: T el e b e 1T
Mi. Harvson. No, Senator, i -« " 00 foiay o woippae
Seriator'Joxnes of New Mexico. 'When you 'knew that ;{:oncraetual
amortization had been 'figured in- the transactioh:overin-the Ship-
Pigf Board? ' -+ ¢ oooTnicoeen ey aie T ey, MO0 I
- Mr, Harmson. I think, Senator, contractud] ainortization was one
of the important claims made by the taxpayer, and I'think finally,
when the settlement occurred, it was o' lump-sum settlementi: There
may have beeh a compiomise in the sense of the claim 'for con-
tractual amortization along with a reduction or compromise in: all
of the other claims; but nowhere in the writtén '’ contract, although
other specific items are mentioned as being claimed by 'the taxpayer,
is -any reference made ‘to contractual amortization. "My point 'is
this: I think, wheti the bureau ¢ame to 'settle this:ocase, it:had ‘before
it the compromisé settlemers entered into in writing, and the: written
terms of that contract, together with the surrounding circumstances
which occurred at the time the amount was arrived at, and which
was the basis for the settlement, were such: that:the bureau -believed
contractual amortization was not specifically identified..: + «* = - .
- Senator JoNEes of New Mexico. T will take your own point of view
now, if I understand:it, that because it is not specifically mentiqned,
although you knew it was an important factor in it, you would
ignore it ‘absolutely in your settlement. . -
Mr. Harmson. T would not ignore it, simply because it was not
s lecifitéally mentioned, but I would ignore it if 1t was not specifically
allowed. & B S PR TR DA e g
Senator Jones of New Mexico. But:don’t you know that it did
specifically enter into the whole claim over: in the Shipping Board?
‘Mr. Harrson. I understand it.was one of the specific claims made
by the taxpayer against the Shipping Board, but I do not take the
position, which I think is erronesus, that it was specifically allowed;
or that it was allowed at oll, in any amount;’ '~ = - .. "o oo
"Now, let- us- anialyze: it," Senator. -“The $2,700,000 tentative allow-
ance provided for a contractual amortization aﬁéwmqev'ot $862,000
roughly speaking, That was finally settled for $998,000 plus, an
the%ooo,ooo advarce that was made; -~ - « . " S e
Senator Jones of New Mexico. $1,500,0008 | = = BRI
+ Mr. Hartson. Yes. The $2,700,000 was the allowance that was
tentativel 'ﬁiv'en' by Admiral Benson." According to -the circum-
stences of this settlement with the ShippingBoard, I believe -you
can not show that the contractudl amortizetion was specifically al-
lowed, any more than you can'say that anf‘.oth'er single element was
specifically allowed, and this so-called an#lysis of the $998,000 which
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Mr. Adamson testaﬁed 40 yesterdey wesg wa ed Jbackwards, in other

words, to justify the figures that; Wpre luqn My, thlesmger '
gove: t;:g: the final; tormms of settlejaent.; ,; ;-
Joxnng of Nawi Mexieq., Lot me, aek you! sgain: T4 it not

thee mdeoﬁ eonstruption of contragts. that- you ave to take nql: of the

facts and circumstances leading up 4p. it. m mrdpr to, interpret it,

anid when yon. g0 behing; that, mntm e k. into the records of

the Shnppmg Board,.do you.not spee fmd theng.that. the only

controyeray . was.| gliout; @them;xtema, not about cony tractual

mﬁ“ﬁ“é&m behd itten contractrrs
r. . HarTsoN. Senator, i ou o in awm n.am Ac

Senn.tor Jones of New Llaxlcg. ‘Well, don's you heve ta go: i be-
hind. s wrigten, contnaet: im, onder to- interpret Just such thmgs as we
have beford us now{ . Is not. that the rule of law# : .

Mr, HartsoN. Under certain circumstances it is the rule of law,
bub T.do not.eonceds thet, necesearily, it is the, rule-in. connection

theta: contreats. -Here, wo hswe g contract as to which there
wno smbiguity 'or dispute, and you do not go behind the contract,
‘there: are thmgs about which the contmct itgelf is ambxguous

or Vague, -

" Sanatior Jom;s of wa quwo, Rxgm therp, m order to sscertam
whether or not contractual amortization was provided for. in this
contrset, would you not.have ta-go behind jt?: Could' you interpret
thig .contract otherwisa: when .you are conmdermg contractual
myahon o bemg mvolved here at all.. Don t you have to go

' Mry HmsoN. I thmk you ‘would have to E'o behind it to find
contuctusl amortization; yes. But I am looking at the terms of
the contract, and J, think it is unfajr, and a court would not permit
you to drag something into ‘s written contract about which, on its
fm Jttqwas cleax -ane dmtmcis, in-.order- to vary. the terms of the
contract.. . .

The Cmmuux Well as a matter of fwt, you did go behmd tha
contrach, heeanse. two o gour mprﬂwntatives went over to mvestn—
gate the recowds i m the § ppmf Board.1 -

r. HarrsoN. I know, but both of them, as‘we wnll explam, wero
unfamn!u\r with the surtoupding circumstances.’

‘Mr.. Dawis,. Rnght. there. X would like: to say lsbat, aocompan mg
tha memomnd E T Lewis, tha witnession the. stan
Mr. . Keenan, _there.: ap in the -filey .a.istatement s owx
theamount,. qlau%ed shnwm the deductions, the 8peci
amount of those ductwm, and; Just. exnctﬂ.y what the deduct.ions
wore}: sa that the: witmesy Lewis, was; familier. with- evqry item con-
cotnjing tha, transsetion, 3 far: o, the Hmiwd States Sh nppmg Board
wag oopepraece s ot L e o0 .

Senator JoxEs of New Mexnco, ;’1,‘bnt ;vepqrt of; Mr. Ioewm was pulz
in the record yesterda.y, maab not? AT

{Ml'b DAVI&. OSa iy e Py =.

eay I'mtmu &o aay that attaohnd to: that was the

stl:t:hmont lﬁazn tor me Admson at, the Shlppmg Board,

which: is - wha e :
r HARTSOY. . dwh;oh,a ﬁtated, by Mr. damson, was prepared '

after he had, been .given the Egurns y Mn gch lesinger? L
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Mr. Lewis. Yes; thatls Mr. Adambon’sstatement. /T think you fvill

wee thet T'say Y 1ecelved 'th ] ‘ﬁg'ares tﬁom Mm A&amSon. vMuld

rht'bbrhavé he whola repott iin e et e

Mr. Davis. T read it ‘Mto the record on yebterdays PPN :

' Mt Tewss! T-do not remember thas. -

LMt Davis, InCyour teport, you madlé the stateinemt whxch tms
found from the records of the- Eme cir. Fledt: Corpomtmn ‘that
Contractial ‘amoitization amount to: §305,148:81 had been iaHowed
with teferenoe to that pm:icnlar contraet; umi ohen you gmoh wuh

reference to the others. . e '
- M LmwvestAre  you rhfermrg ‘to my rt, dt the repont of
'Eh ineby" Griffith4- Tdam afriaid you: imve twe repdrts tmxed.»
M. Davis. Well; I ﬂnd that i in tho engmqer’s report N
LEWIS. Y o ) IENTEN .i'
Mr DAvrs. ’W"Grbyou fumxlmi' with that.b RS et
r, Liswts, No, siv; I never saw it; -As. 1 6tated, tho ﬁrSt I saw
of t!m ease was wheh Mr. Keenan, after 'the firsk. rconferencambhe
first conference was held after that report:was writteni—is .

Mr. Davis; Did you not familiarize: yourself with the. ddtadé of

%@n%iﬁeer’é t‘epbt't on reoord befbre yOw Went oVer to the Shrpn#mg

‘Mr. LeEwis, 1Jo, sir, [ ;,.», .‘.‘_‘
. Mr. Davis. To ﬁnd out what was there? L ST
Mr. Lewrs., Noysir, © . :
Mr Davis. You did not know, mzwou went over to the Shlp-
Boiird; that there was an eng ‘report-on fi iz
t-. Liwis, ‘Yea; sir; I knew thnt there was an englneer’s Top rt on
ﬁ e, and that the sub]ect of contractual amortlzatlon had. bee‘n
approved of. . -

P r. Davis. Dld you know that the engmeel' 'stuted m that report
and possibly it was found from. the Emergency: Fléet Oorpontnon
records, that contractual amortization had en&llowed!

‘Mr. Lewsé. Iiknew that the engineer  haq allowed mmotual
amortization.

Mr. Harrson,' We have the engineer here to explnm the mrcum-
stances under which that statement was made.

Lxwis. I 'was simp lﬁ:sked to: go and verify the anformatnon
in the Shi gpm g Board by Mr. Keenan; so that all of the facts would
‘be before in order w hold another confetence, and ail the 'faéts
‘that T recemsd were fmm Mr. Adhmm’s papers, 8 copy of which
I havo with' mh

Mr. Davmi Did you lmow thut the tnxpnyer omd his- awomey
we!:t’ over to see Mt. Adan:son wlnle the matter was pnndmg' in your
uni o
Ml'. IMIB. NO, al‘. o
© Mr, Daves. And your shtements wxﬂn ceferende bo contzramual
amortization are bmd mumly now upon what Standnﬁer elaimed,
aro they not® .- :

Mr. Lzwis, No gir. Coe e

- Mr, Davis; What are they based upon¥

"My, Lnwis. They. are based partly on on what Standlfer blnmied, and
ptrtly on information whi¢h- was brought out later in the oonfer-
ence, and which, Mr; Adamson did not bring out. :

92919-—~25—pT 6——12
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. My, Davis. What information$

- ~Mr, Lewis. Information that the Standilfe(r‘ Coﬂétnicﬁbﬁ ‘Co}' ;iivas

not familiar with the settlement, did not agree to this award .of
$096,000 as itemizing it, and all of Mr. Adamson’s testimony will
bear that out, that this information was worked wp later, because I
believe it is in the record that Mr. Adamson was out of the country
at the time the settlement was made. R

. Mr, Davis. Did you hear Mr. Adamson testify that he laid bofore
Standifer the entire situation with reference to deductions, etc., and
that Standifer was familiar with those? SR ~

- Mr; Lewis. Well, we have Mr. Standifer’s statement under oath.
Now, remember, Mr. Adamson made that statement yesterday, but
Mr. Adamson had not previously made that statement, except to
tell me at the time I got the figures that this was the final settle-
ment. Now, understand, this detailed amount of $996,000-—
* Mr, Davis; Mr. Adamson’s statement to you, or his claims, have
‘never at any time varied from the testimony that he gave yesterday,
or from the figures that he presented to us. e
" Mr. Lawis, a* I read one figure from this statement? .

Mr, HarrsoN. I would like to ask, if I may interrupt there,
whether, in that analysis, contractual amortization is specifically
identified and allowed ‘ o

Mr, Lewis. No, sir. . ' : ‘ s

Mr. HarrsoN. And that is the analysis which is the final
figore—o o '

Mr. Manson. Does not that carry down a balance though{ .
7233/{57 Lzwrs. Yes; that is the award of May 26, 1921, of $2,791,-

Mr. Manson. Did not Mr. Adamson show you the figures that
made up. that balance? Co e :

.. Mr, 8. No, sir. Mr. Adamson showed me this statement only,

but he explained. that in the original claim there was a contractual

]almgrtan' txénzz’ which had not been changed, and which Mr. Standifer
1 . o

Mr. Davis, Then he explained the deductions and additions made
to that, did he not? - . . R .
-~ Mr, Lewis. No; 'he showed me the additions and deductions, but
Mr. Standifei hed: since stated that none of these items could be
identified in' his books. For:instance, they have one item here
‘which they have taken as the deduction from this award, «Unlawful
gain on Levy sale, $572,276.92.” Mr. Standifer made the statement
in conference that that:amount was not in contraversy; that it was
originally in controversy, and: had been allowed... Now, if we:took
that one item alone 0%572,000, and deducted it from the $842,000
amortization, it would only leave $270,000 still to, be accounted for.
‘We have another item here taken as & deduction from this award
of $350,000. overchargd, $10 per ton materials No. 3...Mr. Standifer
stated that that deduction had never been agreed to by him, and had
never been settled by the Shipping Board. o

There is another item here, in order. to bring this total up to

$998,000, -which: is ‘given 'as «unexglained -allowances of $87,545.80,
which Mr. Standifer states must have been put in to: make up the
total figure of $998,000. . Mr. Ademson could not explein that ﬁzure.

R T
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So that, in reality, starting at the starting point here of $2,791,000,
the Shi’ping Bogrd res do not tie up to the $998,000, that is, in -
items which thez would be able to explain, . ... . .- B
. l?ih. ;D?v;s.- ese statements are based mainly on what Standifer
to ouf - i, v ‘ IR ' -
Mr}., Lewis. Not only that, but here is the statement in the record
of unexplained allowances of $37,000, - - S
Mr., Davis. Ontside of that $37,000, then?. . .. . - .
Mr. Lewis. Outside of the $37,000, the other items are based .on
Mr. Standifer’s statement, and sworn brief, that these items were
never agreed to, : : . : : o
Mr. Hartson. If there is any dispute about the correctness of the
representations made by Mr. Standifer to the bureau, I would like
to go into that. o ' ' e
g:nator Jongs of New Mexico. I am not so much concerned about
that as I am concerned about the people in your bureau taking the
word or the statement of a taxpayer in the face of records to the

Mr. l;rlmmsxox\:. Now, Senator, I must respectfully disagree with
you when you say that the representatives of our bureau, in the
face of the records to the contrary, took the word of the taxpayer.
I think the whole testimony of Mr. Adamson shows that, after
neﬁotiatio‘ns, they finally agreed on & sum roughly, and then M.
Schlesinger called on his auditor or special examiner. :
The Crairman, I do not follow you on' that at all, because your
own engineer’s report, the report of Mr. Lewis, after conference
with the Shipping Board, all of which information was before the
conferees, was, in fact, absolutely ignored, and the statement of the
taxpayer taken in its place. Now, that 1s & fact, no matter what
else you may say about the contract. In substance, you knew that
contractual amortization had been allowed, not only i)y the statement
of your engineer but the statement of your auditor, after conference
with the Shipping Board. Is not that the fact? :
Mr. HarrsoN. No, Senator. .. : : : :
The CrairMaN. Do you deny that this information was before the
conferees? . . : . o L
Mr. HartsoN. I have explained how Mr. Lewis came to report
as he did,, He did not know anything about the case until he went
over and heard Mr. Adamson’s story, and then he came back and
reported. After he had reported, and after the engmeiar}t l&l
e ¢

- Griffith, whom I would like to call after Mr. Lewis has

stand, reported, they both changed their minds about it, in the face
of information furnished by the tax%ayer and uncontroverted by
any record in the Shipping Board. Now, both men who reported
adversely on this subject, were in possession of insufficient informa-
tion when they made their adverse reports, and. when both were
confronted with more complete information they changed their
minds and ‘were in agreement on the disallowance of contractual
amortization. . - . . .. . . . o y

Mr. Maxsox. I would like to ask whether you ever went back to
the Shipping Board, after Standifer had made these represeutations,
to find out what the view of the officers of the Shipping Board was
a8 to the representations made by Standifer to yout .~ . . .. = .
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"M Lewis. No, sir; I did not go back.. I do not know whéther
any represéntative of the bureau did, but I can state that I did not,
for the reason that, after ‘rendering this original memorandum re-
port to ‘Mr. Keenan, I left the queation open to a future ‘conference,
at which Mr. Hering sat in. Mr. Hering did sit in and was in
charge of that second conference, and.I simply signed the report
as conferee, with Mr. Griffith. - Now, whether anybody afterwards
went over, I can not say; but I know that I did not.. I was éhly
ovetthereonce, -~ . o LT ni DL e LY

* The'Camuman, I think, as a matter of fact, the representatives
of the bureau will remember that Mr. Adamson testified -yesterday
that' Mr. Standifer went over to the Shif{in Board or Energénicy
Fleet:Corporation and asked them to tell the burean not to-say that
any contractual amortization had been allowed. "+

* - Mp. 'Harrson. Well, it'is clear in the record:that they did not
comply with Mr. Standifer’s' request, and that they did' tell ‘the

niii’;mten‘tativee of the bureau that contractiial amortization had been
all s

owed, o
- The Cuantman. That is true:.

T TR
»'Mr, Hawtson. That is the record, and there is not any dispute

dba‘t;ltthat.*s AN N PR T
The. CHAIRMAN. I am mentiohing that to indicate that Standifer
was framing the bureau at all times; because he did take the trouble
to go over to the Ship m%eBosr‘d ‘and aslk them not to say that con-
tractual amortization had been allowed. - S -

" Mr. Harmson. Well, what were: Mr. Standifer’s motives in going
to ‘the Ship})ing Board I do not know. - He did not:succeed: in his

purpose so ping Board was concerned, apparently. -
-~ The CuARMAN. But

ar as the Shis)
] le did succeed in his purpose with the
Bureau of Internal Revenue. .~~~ T ‘

.~ Mr. HarrsoN, Yes; and I see no reason why he shoul& not. He

compromised a big claim, which was not itemized until afterwards,
and when itemized afterwards there was no specific recognition of
the allowance of contractual amortization. - - ' L
' Senator JoNEs of New Mexico. Is not that the basis of your last
statement, the orii;inal claim that was made—I forget the date of it?
' Mr. HarrsoN. It was the original Benson award, = -
- Senator Jones of New Mexico. The original Benson award ?
* Mr. HarreoN. So-called. S I
Senator Jonrs of New Mexico. Is not that the basis of that state-
ment made, and when you go to the Benison award, do you not find
the whole thing? oY »'
- Mr, HarmsoN. When you go to the Benson awdrd and see some of
the accompanying schedules Kou do find that $862,000 allowance for
contractual amortization. ’i‘ e deductions from that original claim
in these subsequent negotiations do not, according to Mr. Adamson’s
testimony, appear to charge that original tentative allowance of that
sum. On the other hand, as Mr. Lewis hag pointed out here, there
are other items, as to which there was dispute, and:which Mr.
Standifer ap amn%mad@no,agmmentohw This was an’ adjust-
xn + tmadeafterwards in an attempt to harmonize, or, in other words,
in an attempt to justify the terms dand the amount finally agreed
upon to cloge that olaim, -~~~ a0 e o

"

kY
b
o
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 Senator Warson. Was the Benson award. supgosed to be the ﬁnal
ad ustment of the whole controversy at that

r. HarsoN. I can not answer that, Senator. It at least was an
award, and on the basxs of that award, $600,000 was. puxd to tha

taxpayer. i , ;
enator Wrrsou If it was, whateverboome of it

Mr. Harrson. Well, immediately, the tax &yer protested that the
award was incorrect, and ﬁled addltlonal claims, -and. the Sluppmg
Board then—— - "

Senator WaTseoN. That was conﬁrmed in wntmg thereafter! .

Senator Jones of New Mexico. Yes; I want to call attentlon to
the fact that there was somethin qg approved quclﬁcslly in wntmg
by the taxpa; What was that

Senator 'rstm' Was the Benson award appm\ed in wmtmg by
Mr. Standifer?

Mr. LEwis. Yes, sir; 1t was PRI

Senator Warson. It was? L R A L

- Mr.Liw1s, Yes;sir, " ..

' Senator WarsoN. And then there wes.a: ﬁnal ncceptance and. clos-
mg{up of the whole transaction, was there?

Lewis. Yes, sir; but the Benson award was afterwards ruled
illegal, that Benson had not _authority to sign the awsrd 80 it threw
the whole question open ag a‘:& L

r..MansoN, Let us corr that m the tesumong

Mr Lrwis. All vight, - . -

Mr. MANSON. The Benson award was not 'camed into oﬂ‘ect, ae
the time it was made, because of a question as to Admiral Benson's
authority ; but after the new Shlgpmg Board was agpomted, and
there was no longer questton of authority involved, the Benson award
was approved in writing. . In other words, it laid down the prin-
ciples upon which the. settlement was to be made, but left the defjnite
amounts open to be thereafter audited. Thereafter the audit was
carried -out in accordance with the Bosson award, and there waa this
subsequent Tatification in writing, and certain. xtmns were disallowed.
The claimant - presented certain additional claims, some of .which
were allowed.

~Senhtor WarsoN. Then, right there, Mr. Manson, it is a fact that
the Benson award, was not the basis of the final gettlement o

Mr. MansoN., Oh, nai: - - Co

. Senator Warsox. It was broken up both ways? v

- Mr. MansoN. Noj; it was not. broken up at that time. "

Senator WarsoN. There ware other claims allowed, you say, 50
the Bensoh award was not the final settlement?

- Mr. Manson. There were some additions to the Benson awa.rd at
all times. ' The Benson award was the basis of the seftlament. mght
down' to the date of the last settlement, and X wish to challen
the record here the statement by Mr. Hartson that there was an mg
in Mr. Adamson’s testimony to indicate that this was a Jump sum
settlement which was thereafter justified by computations. Mr.
Adamson’s testimony was directly to the contrary, inasmuch as- the
took the balance of the Berson award and the amount finally;a
upon. was the result. of the audit of the Benson award, lus. the A{::e
ance ofdcertam additional claims presented after the n award
wWas maae.
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{Ithe :Crra1RMAN. - Inv othier .words, there i8 notliing in the testimony
of yesterday—and I+have been: trying to refresh- my mind on.it—
whichjustifies the solicitor in saying that these figures were built
up'backward after the settlement? : .. . . ... T .. . . ..

Mr. Harrson. I would like to exﬁ)lain that to the committee, ., Mr,
Adamson was not: in this country wheén Mr. Schiesinger finally: agreed
on:the amount which would: be satisfactory in settlement of theso
claims, and my understanding is that, upon his return, he having
handled this case, worked out the analysis from the figures that were
given to him as-having been the .amount agreed upon .in settlement.
~The Cramman, He did not testify tlist he had been requested to
work backward to justify these figures. .. .. . ~ .

Mr. Davis. He said those figures were the figures finally used all
the way through and decided upon in the final settlement.

Mr. Harrson. I was disappointed in not seeing Mr. Adameson here
this morning. R

Mr. MansoN. We will have him back here. :*

Mr. HartsoN, I think on that point we might inquire further as to
Lus%l how those figures were arrived at, and when they were prepared

) lm. e . " ! o . Tt .I v N )
\yMr. Davis. Mr. Lewis, in this memorandum that we have been
talking about to Mr. Keenan, you said : - - :

A review of the records of the Fleet Corporation disclosed the téntative settle-
ment of October 25, 1921, to be the basls for the final settlement, The amount

of $008,416.23 was arrived at by taking the amount of the:1921 secttlement
and making additions and deductions as set forth on-the attached schedule,

- Mr, Lewis, Yes, sir. : -
a.glr.« I%Avu. You examined the records of the Shipping Board.
id yout - L : o S “ o
- Mr, Lewis. No, sir; only the few papers which Mr. Adamson
showed me, which I considered an examination of the Shipping
Bod;rd. That was the ‘dily examination we.were ever permitted to
m o. . .‘ R Lt o . . - e P . N . . . . .
The CrammaN. Wait & minute—* ever permitted to make.” Did
yoni e?ver ask for any examination that you were not permitted. ito
make . T
+ Mr. Lewis. Well, Senutor, I will qualify that by saying that when
we were after & settlement 'of this kind, whoever.was handling the
case usually got out the papers pertinent to the case and gave us
all the information we wanted from them. For instance, they would
gr}w:et~ us & copy of the final settlement, and we would make a copy
The CrairmaN. But you said “ever permitted to make” - = . '
© Mr. Lewrs, 1 want to qualify that. .1 did not mean that anything
was held back. P S S
Mr. Davis. Now, after examining those papers you conferred with
Mr. Adamson, did youi _ ' . ¢ -
-Mr. Lewis, At the time I was examining them?
" Mr. Davis. Yes. " N .
~Mr. Lgwrs, Yes, siv. -~ - - . - o L
+ Mt.-Davis. Besides your conference with Mr,:Adamson and what
m;%!d“yo\rabout this matter, you also talked to Mr. Talbert, the -
msel,did you notdi: - o T e
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“'Mr. Lewrs. Yes, sir; Mr. Talbért, 45T wnllerstdhd it, told 'me i€
was a lump-sum settlementy -/« /- 7 LAl T LAY '
Mr. Davis. You state in here that they both apparently confirmed
the matters set forth here. ~~* . T b oo T
Mr. Lrwis. I might state howithe cdte first came up. I went to
Mr. Talbert originally, and I believe 'Mr. Talbert: was the attorney
who drew up thé final settlement of $098,000. He stated: that he
knew nothing about the details of the settlement, that he was simply.
told to prepare a contract for a certain amount, and I todk his
statement to be a lump-sum settlément, and' that afterwards Mr.
Adamson drew up the details of the settlement, bringing the total
up to that amount, and if I wanted any information as to the details,
I would have to get them from' Mr. Adamson, That is ds far as
Mr. Talbert went in the conference, and he turned me over:to Mr.
Adamson, with 'the statement that Mr. Adamson would ‘%ive' me any
information necessary, as he knew the whole case. - So that is prob-
ably what my: statement meant, that Mr. Talbert confirmed this,
that he turned the entire case over to Mr. Adamson; and any: infor-
mation that Mr. Adamson l%ave was confirmed by him on the ¢ase.-
The Cuammman, I would like to 'akk'at this' point, Mr.. Lewis,
if your interpretation of the lunip-sum settlement wauld not take
into consideration all of the disputed items in arriving at o lump
sum{ In other words, if, after all of these conferences that Mr.
Hartson has spoken' about, and all of the disputed items’' had been
considered, and all of the conferees and Government officials and the
taxpayer were tired out, and they settled on a lump sum; that that
being 80, then, as a matter of fact, all'of these items in controversy
had been considered, had they not{ .- : SRR
Mr. Lewis. Yes, sir, ~ S ‘
The Caairman. So that, no matter if it was & lump sum, you can
not ignore the fact that these claims, and large claims, had been
considered? A B S I
Mr. Lewss. Senator, I do not believe the final contract has been:
read into the record. SRS

The Cramman, I think it has, R \

" Mr, Lewis. But there is one paragraph in the final contract which
sets forth in detail the items that were being considered. It men-
tions wage awards, and maybe a dozen other items, and at no place
in this final settlement contract is contractual amnrtization men-
tioned as one of the items beng allowed on this final contract.

" The CrmairMaAN. Then, it can not be considered a lump-sum settle-
ment, if these items were being considered? : ST :

Mr. Lewis. It was a lump-sum settlement in all claims which were
then before the Shipping Board. R ~ '

The Cuammman. Yes; in all cleims, including the contractual
amortization. o . - a R .

Do you want to put your engineer on' now, Mr. Hartson?
tMg. Harrson. Yes; I would like to have the engineer take the
san . , LR _' . - 3 L ’ AN .

ST
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(The thness was duly swom by the cha;rman
Mn HasTson. Stato your f% &mﬁ Mx,. Gmﬂi
Mr. Geeeyres., William: F.

- Mr.. HagxsoN. You are empl.qud( by the Bm:qau of Interml -

R&Ql\leg! b ITTE )

r. GRitFITE, Im Sl
Mr.mm Imwhqtcanmt»y% AR
Mnlimrson Agmm& ngir ratthetxmethattlus

Standiforcuse v;*as up. fomgottlemmt:m Of; ﬁ R
M, a}hnrsm Thg. mmxd. 0 ofl the m\restlgatwn shows t.hat. yo
made; & report:in this case, in hmh d_that contractua ‘;

amortizagion: bad: besn Lal}medq by the thpmngl Board. Dad you'

make such & repart?: .,
Mr. Grurrnrsr, 1 did.
- Mo, Hastson,  Wilk you, teH thq ;qommlttee ‘the clrcmnsta.nces under

, whmh that report; wes.made by, yout

. Mir. Gmw&'lm. X wes assigned. 0. the. case while I was o, the cqast
by ‘a tele -1 made an examination on tho, coast. and on my
return to msh.mgmnfl ‘prapared: my m& 'that, time we:
were in. the. old amovmmon aemon. ich was un ler .the specxgl

. auzcht divisian. -

- Senator: Wum. Now., lat, me agk; . you Tight there You say you
were on the coast and received a telegram and made an examination.
in the case. What did you examine out there? ‘erq al,l th@ pa.pqrs
sent to, omouﬁﬂme:? GV e

Mﬂ? Oh,nQ b R

Senator WATsoN. What aid you examme? The physncp,l,

prgf"gmnrn Yes, snr the ﬁh)'lélcal lopertnes, ‘to. get tlie re.SlduaL
value of the physical propertles, the agq value.
The andit section;at, thaf; time, hnd: an. audxtqv who 1 was ass:gned to

ge .the ‘confiractusk amoxtization, for, t ingers; ; The engineers:
clhot have sgaess to;any, of thmm s‘ imnpractual epartments
of the Government. I g8 yWhe, had charge of:

ettmg the; reqords,. t0: get e, f.he mntnastm momzatm on the,
+. Me Standifer, Consbruetion Co. - A weels;or 50 later he tn ed: me
a breakdown, showing that. the' contragtual amortization,, ReR.
received on the. wooden ship yards, and on the. steel ya ds some
depreciation, a large amount of deprqcmmn, t,ha.t, we, considered was:
contmcmal amortizetion.. ; -
From that 1 ]prepared my report ‘A copy of it was, sent, to the
ater, in, September, 8, protse wag) sont in against
stating « that,| the .amount, deducted as contractual
amomzatlon was not contractual amortxzatlon, as such.
Senator Watson. Do you make a distinction between deprecmtnon
and contractual smortization ¢
r. GRirFITH. Yes, Senator. Contractual amortlzatxon, such,.
should be stated as amortlzatlon, but very often there are large-

Ammw. ENGI-
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aimountn given as daprecwhon, and we do. consnder at tlme amortlza-
tion :

Mr. HagTsoN. Vow, what settlement, Mr Guﬁ'lth wag used by
Mr, Maddock in basing his report to you that; contrwctual qmomza-
tion had been -allowed. 1y the. lup ing Board?

Mr. Grirrrra. Mr. Maddoek’s. omgmal report, ‘stated that, it was
on settlement contracts of ‘July.15, 1922, .Subsequent tp that, I
had another examination made, and . Hemzy F organ reported
on May 24, 1923. : ,

Senator WaTsoN. Who is he? .

Mr. Grigvrri. He was another audltor that was aaslgned to assist
M,r l\liaddock - That was on July 15, 1922, pmctxcally subetsnnntmg
the claim :
h ¢ CHAmMAN You mean practxcally snbstantnatmg the clauu

of ‘Jr Maddoc

Mr. GrirrrrH. Yes; allshOugh the breakdown here says 1t ,was
compiled as;of Qctober: 25, 1921
' Senator Warson, What do- you mea.n by the « breakdown ”?

Mr. Grirrrta. That is an analysis of theolaim.. - . iu.. -

Senator Wargon. . The final summing . up? N TR

Mr. Grirrrra. The final summing up. .

Senator Warson. Yes.

:Mr. GrirFrra. That would be, as T, understand 1t on that $2 700 -
000 award, because I did not go into the records at all, but, I pre-
sume it was on that $2,700,000, which was never paid.

. Senator WatsoN. Were you called mto the case before the aWa.rd
was made or afterwards? - : .

. GrIFFrITH. It Was in Decamber, 1923, that T made. my mvesh-
gatmn on the coast. At that time, I asked Mr. Jones, who was
representing the taxpayer, if ,they -hed: ‘received any contractual
amortization, and he said they hﬂd not. But we alwsys have xt.
looked up afterwards. SRR

Mr. HarrsoN. After having Mr.: Maddock and Mr Morgan make
that search, the analysis of their report shows that they had based
the  statem nt that contractual amortization had been allowed hy the

cgm;é rd on, the records in existence in the fall of 1921,
true, was.on the basis of the Benson award which dnd
tentatwely make an allowance. ST

Mr, Grigprri. As Iunderstand it) yes; that is .rxght S

Mr. Harrson. That is all. v

The Crairman. I would like to:ask Mr. Hartson if thls case is
closed at this point? »

Mr. Hartson. The case, I thmk, IS closed for one of the years 1
can not answer that. . . o

Mr, Lewzs, I can gnswer that. . .. . . . . . ..

" Mr. HarTsoN. I wish you would. Col e

Mr. Lewis. It is tentatively closed, Senator Them has been a
" revenue agent’s rcport, and an examination in the fiéld made, which
is based on the evidence at hand.showing no:additional taxes for
1917, 1918, and 1919. The. case has been tentatively closed: in the

biiresu ¢ rougla. 1919... ,In~other words, no. ‘action. would  be. neces-
sary if the revenue agent’s repors is alpproved, wb.ich nt has been
through the year, showmg no sdditional tax: ‘ _

P N LI Y FRL T Ly gAY, e I
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The Cnumnm Is the Gav*mment* forecloSed from opemng up
thls case again? .

 Mr. Lews, No, sir. :“1"5" S {' .

- The CHamMAN, Ft is'-not? - e B '

Mr. Lewis, The only qﬂestxon is whether there is &' waiver on ﬁle

Whlch would permit the assessing'of any additional tax for 1918. '

" The Cuamax. Is'there dn additional waiver on ﬁle?‘ o
i MroLewss. I could/not answer that. ~ « e

The CuammaNn. Will you look that up? S

Mr. Lewis, Yes. It is right kere. - ‘

»-/Fhe, CHAIRMAN. It seerhs to me, in' view of the testlmony, there is
at:least evidence of fraud, of ‘attempted fraud in the settlement of
this case, and I think, in the interest of the Government, if this final
settlement has not beeén made it should not be. made untll thls 1s
threshed out. ;

Mr. Hagrsox. I have no further questions of Mr. Griffith; ‘

Myr. Davis. Mr. Griffith, in yeur first report, you found that amor-
tization -had been' allowed on the records of -the Emergency Fleet

. Cor bPoretuon, 8o you state heref -

GrirriTH. That was glven to me by our audntor, yw.

Mr. Davis. Yes c

Mr. Grirrrra, We put that in alws.ys as the auditor finds it.

Mr. Davis. Was that the. sole basis of your recommendatnon in
that m rtf -

rurFrTH. The audltor’s recommendatlon?

Mr. Davis. It sufficiently satisfied you so that you would make that

report to the unit, and they would base their tax findings upon that?
r. GRIFFITH. We take the audltors ﬁgures for our contractual
amortization. - .

Mr. Davis. - Then, why did you change this report and recommend
in your' later report that no amount should be deducted as contrac-
tual amortization {

r. GrirriTa. That was-after the conference. _

Mr. Davis. Well, what did you dof?. = - -

r. Grirrira. Mr. Hering and Mr. Lewis looked it u dp and they
declded it 'was not contractual amortization, so I changed my re'fort,
the same as I would put it in when the auditor gives it to me. hey
said it was not.

Mr. Davis. So that was merely & formal matt;er in your report?

Mr. GrirriTH. Yes, sir.

"Mr: Davis, Without any findings of yours?

Mr. Grrrrita. None whatever.

Mr. Davis. That was simply an office report? - C

. Mr. GrirriTH. That was smiply an office report, yes, sit. * .

Mr. Davis. You made no further mvestlgatlon, you have not
looked into this any further? ‘, C

- Mr. GRIFFITH, No. - . '

" Mr; Davis. That is all. - '

« Senator WaTson. - You alwa aece‘pt the audxtor’s report do you?

Mr, Davis, Yes, sir; we did until we came under the engineering
dwmon, and now we have.access to the: records ourselves at the
present time.. We look ui) 'our own now. - "

dSer::g;r Warson. How long has it been since that policy has’ been
adop
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-~ Mr. Grrerrra: That policy was :adopted:since. we went: into,the
engineering division. I thl xt ‘was December that we begam .look‘
ing up our own. : ; :

The CHAIRMAN.' December, 19233 L

. Mr. Grrrrrra. November or Decembex,rl923, yéé, sir., o1

The Cuamryax. In view of the report that you got from the
auditors on the coast and in view of Mr. Lewis’s report after ¢on-
ference with the Shipping Board, then you decided in the confer-
ence that contractual amortization had not been aldoWed solely on the
statement of the tax oayer?. -

. GriFritH. I did not decide 1t It was not an- engmoer that
would decideé about contractu..l eapitalization at: that tune, Senator

- The CaammaN. You: were a conferee, though? -

Mr. GriFriTH. I was a conferee.

The CmamrMaN. And - you sngnod the oonfereo’s report, whnch
ehmma.ted that factor? : ~

. GrirFrrH. Their ﬁndl 5 yes, sire ‘

The CaarmMaN. And you did it solely: bocause the conferees
that that was so, and not because of any findings of your own

- Mr.- GrirFiTH. Well, from what Mr. Standifer said at the tlme
and the sworn statements, I considered that probably 1t was not oon-
tractual amortization there myself. -

Senator Joxes. What is your opinion about it now, in view of all
this testimony that has been taken here? Do you think the amorti-
zation was properly ignored ?

Mr. GrirFiTH, I do not consnder that it is contra.otual amortlza-
txon, as such, as I see it now in the records. .

The CHARMAN. Great emphaan seems to be lald on the expres-
sion “as such.” -
| tMr Gmmrrm That is all we have to go by, Senator, our mgu

ations. - .

The Craman. You would not now say, thou h, Mr. Engimee
that contractual amortization was not considered by the Shlppmg
Board, in view of the testimony, would you? :

“Mr. Grirrrra, ‘Well, Mr. A amson, as I understood- hun yester-
day, showed additions that they made that would amount to some
$600,000 that would be taken out of the $998,000 and additions that
were put in. Now, those additions must have been legitimate claims
or legitimate additions. That would only loave $838,000 for the
other claims.

The CaamrMaN. But you did. not answer my questlon. Do you
now consider at this late date that contractual amortlzatlon was
not consldered by the Shipping Board?

Mr. GrirriTH, Was not consndered by the Shlppmg Board?

The CrARMAN, Yes :

- Mr. GervFrTa. It was considered in the ongmal award, yes sir,

The CuarMan. Do you still think that oontractual amortxzatlon
was not considered in the final settlement? . . .

. GrrFrrTH. I have not gone through the recotds suﬁiolent

Senator Jones of New. Mexico. But you have hstened to
this testimony, have you not? . -

Mr. GrirFIN. Yes, I have, Sena,tor, for mcomo-tax purposes I
consider that there was no contractual amortization recelvod as

such,

INVESTIGATION OF BURFAU OF:INTERNAL REVENUE 019
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~-Senator Jones. J think it is at least-subject to comment, which
I will not indulge in at the present time, : . = S
The CrammaN. Have you anything further?
Mr. Davis. Nothing, L C '
thilgr. Harrson. Mr. Hering is here, and Mr. Hering also signed

Mr. Lawis. Senator, I might answer your question about the
waiver. There is a waiver on file permitting us to assess any taxes
for 1918, limited to! April 1, 1925, and: for the other years we do not
need a waiver; 1919 is still within the period when we can assess.

.. The CHARMAN, ‘So that this matter can be reopened?. ...
Mr. Lewis, It-can'be reodpene& The case is not closed. " . -
Thfl CaamrMaN. I 'would like to see it reopened and further dis-

cussed. R . ’ .

.~ Mr. Hantson. I would like to make this suﬁgestion, that if the

Senators are going to decide this case that we have here, it may be

well to call in the taxiayer who is interested. The bureau has to

decide these cases by hearing both interests, and if this commit-

m__“_ . N Lo P v - )

. Senator de‘is, Ithmk the téxpayér is pretty well representéd

here. . X
Mr. HarrsoN. I do not know whether the Senator’s remark is di-

rected tomeornot. .. = 4 . - . ' C e

Senator Jones of New Mexico. Itis. . -~ -~ . .

Mr. Harrgox. I think it is most unfair, Senator, and without

justification, and I protest against such a remark being made to me .

in connection with this case.. I think there is every justification for
the action that the bureau tack here, and if I must disagree with the
g::ator, I do it honestly and with the deepest respect for the
Senator Jones of New Mexico. My remark simply referred to the
ability with which the taxpayer was represented: = - = :
~.The CHammans I might-say in this connection thet I.do not
think the committee wants to decide this.case, but I think the coni-
mittee might develop some information, and there are enough differ-
ences in point:of -view, so- that the case' .ought to be further con-
sidered. by ‘somé on,e',”wimether by the bureau or a court or whatnot.
Certainly th: evidence given here, the -testimony of the Shipping
Board officials, indicatés that there was, if not a dishonest settlement,
a settlement which was unjustifiably in favor of the taxpayer. .
- Mr. ' Harzson. If the committee will permit me to say so, I believe
I oan speak for the commissioner and ‘assure the committee that this
case will be gone into by the bureau aguin, by people who have
never:congidered it.in any instance. I myself, of course, am now
disqualified from having anything to do with the case, because of the
remarks of the Seniator, but I think the commissioner would be fully
justified in referring this to oomgo‘tent, able men in the'bureau now
as 8 new proposition, and-let them decide it :over again. If the
Governnent’s interests have heen Kemjudiced» in this case, it wiil be
the (commissionei’s: desire to see the matter corrected immediately,
and it will be my desire to. see it cortected; if a mistake has been

¢ .
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.. The Onammman. Of course, it is quite natural that the bureaun
would stand by its ‘original decision, and if that is so, would it not
be a good case to settle in ‘the courts, for the benefit-of the com-
mittee, in any event. SR T L
. Mr. Harrson. Then, if that is done, the decision is made :against
the taxpayer. S T
. The CaamymaN. Then, you will, of course, .have to reverse your
decision, so as to get it before w court. - . - . o
Mr. Hartson. Yes. If the committee wants to. formally advise
the bureau that its decision is wrong in' this case; and suggest that
the amount be assessed now to imake up for this difference, then the
taxpayer would have to pay and sue for its recovery. . & .
enator JoNEs of New Mexico. Has it been figured out: yet what
difference this will make in the taxpayer’s payment or asseasment?
The CuamaaN. That was asked for yesterday, aud it was prom-
ised. I wish counsel would see that this information is gotten for us
promptly at the next meeting when it is called for by the commnittee.
Do you want to put Mr. Hering on the stand now e

Mr. HarTeoN. Yes, : e T
. The CruammaN. You have already been sworn, have you not, Mr.
Herin%_?l o . - B
Mr. Hering.  Not in this case, Senator.

 TESTIMONY OF MR, JAMES C. HERING, AUDITOR, INCOME TAX

~ . UNIT, BUREAU OF INTERNAL REVENUE
- {The witness was dul);'sworn by the cﬁaftﬁian.) .
Myr. Harrsox. Mr. Hering, you are connected with the burean, and
1 belie)'e you testified in another matter that was before this com-
mittee? ; , T
- 'Mr. HemiNe. Yes, sir. L . BT
Mr. HartsoN. You have knowledge of the settlement that was

. made by the Bureau of Internal Revenue of the tax liability of the

Standifer Corporation, one element of which was the amortization
that should be allowed that company for the costs of war facilities?

" Mr. Herine, Yes; with reference to the amortization, I did. ' I

did not audit the case with reference to the tax liability. = - .
-Mr. HartsoN. I should like to have you, in your own way, tell the

- committee. what connection you had with the case, and what you

§,\.,3~l \"Vﬁ

based your view of the case on? L S .
- Mr. Hering. My particular duty was to sit in conference with the
engineer and the auditor, Mr. Lewis, to determine whether or not
contractual amortization had been allowed in this case by the Ship-
ping Board, or by anybody else, for that matter, and if so, in what
amount. You have heard the testimony of the other witnesses, and
have the facts very larfelﬁ in mind. . - S

. The only thing that I should like to say is that after Mr. Lowis’s
investigation, and after the first conference, and possibly after the
second—I do not remember exactly the date—I went to the Ship-
ping Board and had a personal conference with all the men up
there who handled the case, so far as I could find. Mr. Schlesinger,
who made the direct settlement with the' company, was not then
connected with the Shipping Board, and I did not see him. Mr.
Talbert, who drew the final contract, was there, and I saw him and



922 INVESTIGATION OF BUREAU OF INTERNAL REVENUE

talked‘ with him. ‘I also saw Mr. Ademson and talked with him.

Mr. Talbert very strongly led me to believe that Mr. Standifer’s.

statements in conference and in his brief were correct. .

Mr. MansoN. What statements do you refer to# ~

Mr. HerNg. To the effect that he did not know of how the sum
allowed him was computed in detail, and that he did not have any
detailed analysis of it at the time he agreed to accept it. As I say,
I made as patient an investigation as I could to determine whether
the statements made in the taxpayer’s brief were corre:t or not? .

. Mr, MansoN.. Were there any other statements made by M.
Standifer that you discussed with Mr. Talbert? = :

Mr. Hering. I do not recall any particularly. This was the
main point at issue, L ~

The CrammaN. I think we ought to let the witness continue with
his statement: » : -

Mr. Herine. I was saying that, so far as my investigations went.
I believe that the testimony of the Shipping Board officials con-
firms the taxpayer’s statement and his brief. Mr. Adamson ad-
- mitted that he was not present when the final agreement was made.
He, of course, could not have had any direct J)art in it. Mr. Tal-
bert was present, in the Shi_pging Board. I do not know whether
he was in the same room with Mr. Standifer and Mr. Schlesinger
when they discussed the matter or not, but his testimony, in con-
nection with the other testimony, led me to believe that the state-
ments of the ta.x%a.yer were correct. I feel that, as Mr. Hartson
has pointed out, the primary evidence as to the terms of the settle-
ment was the written contract ‘that was executed at that time, and
I relied largely on that,

Taking the testimony as a whole, with the written contract be-
fore me, making no special reference specifically to contractual
dmortization, I came to the conclusion that none had been specifi-
cally allowed, as such.

ow, there is just one other point that I want to explain. I want
the committee to understand that the effect of the ruling in this
matter does not ignore this matter of contractual ameortization.
That is, if we suppose that the Shipping Board did have in mind
some allowance, not. definitely known, as to how much it was, as
contractual amortization, the proposed treatment of the item does
not entirely disallow that item. It merely switches it from one year
to another. In other words, whatever amount we allow as con-
tractual amortization we must disallow as income from some other
year. : . .

This transaction, -this final settlement, took place in 1922. July
15, 1922, as I recall, was the date of the contract. There has been
quite a strong protest on the part of taxpayers throughout the coun-
try against some of the bureaun’s regulations, which would have the
effect of throwing income received at these later dates from Gov-
ernment settlements back into a prior year when the tax rate was
différent ‘and higher.. Of.course, we all know that the rate in 1918
was the highest that has ever been assessed at any time in the his-
tory of this country, and was an-extremely high rate at that. So, if
we had made a ruling that would have had the effect of throwing
this income received by this company in 1922 back into 1918, as

2
R
PEAS
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would have been the effect if we had considered any amount of con-
tractual amortization, it would work a hardship upon the taxpayer.
Senator Jones. Why, Mr. Hering? ° = L ,
. Mr. HeriNg. Because— ;- . . c
Senator Jones, Was not the year 1918 the year in which they
did the work? . S .
Mr. Hering., Only very little of it—relatively little of it. :
Mr. HartsoN. It was not the year in which he made his profits.
- Mr. HeriNGg, No; he did not; according to method of reporting
income, he made no taxable profit in 1918. - ' .
The CHAIRMAN, Was not the rate the same then as in 19192 . .
Mr. Lewis. No, sir; it was just a little lower. P
Mr. HeaiNg. It was very much lower, unless the income was from
Government contracts. Of course, then, the rate was the same as
in 1918, but there would be a difference on account of invested cap-
ital; but in 1922, when the payment was actually made, the excess-
profits tax had been abolished entirolg. . . _
The CramrMAN. Have you computed, or can you do so, if you have
not already done so, and show this committee just the difference to
the taxpaipr, in doilars and cents, by the ruling of the bureau in
im

allowin contractual amortization, in preference to taking the
word of the Shipping Board officials that ¢ ey allowed contractual
amortization ¢

Mr, Hering. I have not made any such computation.’

The CHAIRMAN. But you can?

Mr. HeriNe. I can make the computation, but it would be difficult
to make it final, for this reason, Senator, that the taxpayer requested
a special assessment in 1918. If that were allowed, I would not
know at what rate it would be allowed. ‘ .

The Caamuan. But this whole controversy develops around this
one particular item, does it not? .

Mr. HeriNg. Yes. , ‘ , :

- The CuammaN, Assuming, for instance, that you had insisted
l:ﬁ)on the engineer’s report, and had insisted upon the contention of

e Shipping Board, what would have been the difference in taxes
to the taxpayer? : . o . .

Mr. HeriNe. Well, as I say, I have not made a computation, but
11;:“ am willing to admit that 1t would be materially favorable to the

ayer. , L - R
g CHAmRMAN. You can compile the amounts, can you? .

Mr. Hering. Well, as I say, I can only make a tentative calcula-
tion on -that, because I could not determine what the special assess-
ment might be. . L ~ . ‘

Senator Jongs of New Mexico, What do you have in mind when
you speak of a special assessment? - . L

Mr. Herine. You will recall that the 1918 law provided that in
.cases where the ordinary method of computing taxes would. work
a ssecial hardship y‘?pn the taxpayer, the commissioner was author-
ized to grant special relief under sections 327 and 828 of the act.
The effect of those sections is what is commonly referred to as a
“special assessment ” in the unit. . . . .

_ Senator Jones of New Mexico. How did you. interpret those sec-
tions of the law in this case? , S T
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- Mr. Henixg. I personally had nothing to do with the administra- -

tion of this case. I can on g speik in a general way. ‘I do not quite
understand your question, Senator. - -~ - -
. Senator Jones of New Mexico. Well, I want to find if you have
information upon it as to the effect of thosé sections. How did they -
operate, and in what wair were they administered? What ‘was con-
sidered % special havdship to the taxpayer, and how was he given
relief under those sectionsf._ * -~ -~~~ o o

. ‘Mr. HemNe. 1 ath not a Very good suthority as to what was a
special hardship, but I can'spy, ina ifeneml‘w_ay, that abnormali-
ties of invested capital were considered ds such, where the taxpayer
had an extremely low ‘invested capjtal and a large amount of hor-
rowed money, or where it was impractical to accurately compute
his invested capital: ' That is one ground which is specially named
in the statute, 1 think, as & basis for special assessment.

Now, 'after this deterntination that a taxpayer is entitled to spe-
cial assessment, the general method ‘of ‘computing that, as I under-
stand it, is to comparé-that taxg‘ayer with other taxpayers in the
same’ general line of business, whose tax has been regularly com-
puted under the invested capital method of corputing it, to deter-
mins the percentage of income which has béen taken as tax, and then
an average or net figure which is thus'found by comiparison with
other companies in the same line of business, and under similar
conditions is' applied as the tax rate applicable to the particular
taxpayer which is being sgecially assessed, SR o
- Senator Jones of New Mexico. And you think there was » special
assessment in' this case for 1918¢% o ’

~ Mr. HeriNg. There was none actually made, but it was requested.
:‘;'omi wads made by reason of the fact that no taxable income was

eveloped.

Sem?ts)r Jones of New Mexico. Then why should a sgecial assess-
ment have been requested? What was the reason forit? = .
- Mr. Herineg, Well, the reason was at that time the threatened
income; if this amount had been disallowed as contractual amortiza-
tion, I think it would have produced an income in 1918, - =~
Senator Warson. 1 did not understand that. : Lo
‘Mr. Herine.' I did not state that correctly. I think if it had been
allowed as contractual amortization——
Senator Warson. I do not know just what you mean by that.
. The Cramman. Will the witness restate it, so that the Senator
cangetit? -~ - -~ - -
Senator Warson. Yeés; I wish you would. = o
Mr. Herine. I say, if this 000 which is in_controversy be-
between the unit and the Shipping Board as to whether it is con-
tractual amortization or not had been treated as contractual amorti-
zation, it would have produced a taxable income in 1918, - -
Sénator Warson. Oh, yes; T-understand. -~ . . ' K

" The Cuarmax. I think, as long as Mr. Adamson is here now, wo

might as well hear him. . -~ ' o
r. Davis, Just a question or two, Senator, of Mr. Hering, .
Mr. Hering, you went over to the Shipping Board after Mr. Lewis

had gone over, in reference to this matter? ~ =
Mr. Hering, I did; yes, sir, PRI R AR

e
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Mr. Davis. How did ; you come to go over there? .- By

Mr. Herina. I had been assigned to conferenee on the case and
1 wanted to find the further facts in the case.

Mr. Davis. Whom did, you talk to when.you got over there? . -

Mr. Herine. I talked to Mr. Talbert end also to Mr. Adamson,
und 1 may have talked to others. I do not remember a8 to othol:s,
but they were the particular men involved. .

Mr. Davis. Did you go into the matter fully. with Mr Adamsoni
. Mr. Herine.. As fully as I thought. was. necessary to go. I did
not deem it necessary to go back over the ground that Mr. Lewis
had been over, and that is the explanation:of what Mr. Adamson
says was my impatience in the matter. I had Mr. Lewis's report
before me, and 1 did not feel it necessary to take his. nme or mme
either to go all over the same ground agsin.

Mr. Davis. Well, Mr. Adamson offered to explam the entn'e snt\\v
ation, did he not

« M. II-IEmNG He made his explanataon, as far as I deemed it
materia

Mlé Davis. But did he not offer to do that at tho time you went
over

Mr. Herine. T do not recall just what he otfered but I do not
recall, on the other hand, that he refused any+hing that I requested.

_Mr. Davis. Were the taxpayer and his attorney in town at the
time you made your visit over to the Shipping Board ¢ :

Mr. HeriNg. I expeot they were. I do not know, though.

Mr. Davis. Did you receive. a telephone call from Mr. M hy,
attome for Mr, Standifer, while you were in Mr. Adamson’s o oe?

Mr. Hering. T do not recall.

Mr. Davis. Were you in touch with him at that time? =

Mr. Herivg. Mr. Murphy came in whengver there was a confer
ence, and he came in informally to lopk after the case,

Mr. Davis. Was it at the taxpayer’s suggestion that you went over
to the Shipping Boand to find out about the matters that you then
hed in mind?

Mr. Hering. The taxpavea saxd. as I recall it, that they were per~
fectly- willing that I should go over there, -but I should have. gone
reﬁrrdless of the taxpayer’s statements, one way or theother. .

Davis. You had Lewis’s report before you.and he told'you the
details of the entire transaction. Then why dld you go over agam
and go over these matters? -

Mr. Herive. Because of the taxpayer contentwns in his bnef
:hat he had not received any specific amount as contractual amortxza-

ion. -

Mr. Davis. Well, Mr. Lewns ga.ve you that mformatnon, dld he
not, from his conference? . . -

Mr. Herive, Mr. Lewis’s evxdence was to the contral y. I “anted
to find out what the facts were.:

.-Mr. Davis. Then wu;h Jhat in mmd, whv did you not go over the
intn;e matter with M amson, as he oﬁ‘ered to do when you came

ere .

Mr. Herive. I dld in so far as I consndered hls testlmony was
pertinent to the demsnon of the case.

r. Davis. I understood him to say. that you dxd not, go mto the
detalls of the matter?
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Mr. Herine. Not into minor details; no, I did not

' Mr. Davis. What did you go into? -

Mr, Hering. I went as far 4s was necessary’to ﬁnd whether there
was an% contractual amortization spemﬁcally allowed as such,” ;

avis. Was the taxpayer at that ofﬁce the day that you went

to-the Shipping Board? ' 3

Mr. HeriNa. I do not think he was. '

Mr. Davis. Was he in town$~ ' - '

' Mr. Herine. I did not’ follow hls movements I do not know
where hewas. - =

: The Cuamman. Is’ Mr Murphy a local attorney or is he an’ at-
tomey from the coast? - ,
 Mr, Herrno, He is a local attorney here Heé hves here.: - -

The CHAIRMAN. How long heve you lmown Mr Murphy Mr

%—Immo About four years.
The CHAIRMAN. ‘Is that gll, My. Davis?
Mr. Davis. That is all, Senator, A ¥
- The CuarMaN. Do you want Mr. Adamson now, Mr. Hartson’ _
Mr. HAn'rson Yes, sir, :

4

‘mmon OF MR 'mmm Amuson spr.em. EXAM'INEB

- YNITED: STATES SHIPPING BOARD EMERGENGY FLEET COBPO-

BATION—Eemmed P

. TN

‘M, HAMN Mr Adamson, I understand you were out’ of this
country ‘when this final settlement was made by the Sluppmg Board
with the Standifer Co.?

Mr. Apamson. I was,

- Mr. HarrsoN. How long a period elapsed before the settlement was
made between your departure from the office and the settlement$ -

- ‘Mr. ApamsoN, The settlement was made on the 12th of July, and
my recollection is that I left the office on the 6th or 7th of J nly 3 but
I might e flam, Mr. Hartson, that for two months or moré prioi' to
that time, I had not been working with the Fleet Corporation or the

pglmg Board, but had been assigned to the State Department;
and the only work I had done, in fact; for the: Shlpgmg Board was
when Mr. Schlesinger: would call o me for some information about
this particular ease.

Mr. Harrson. But up untnl {our de['mrture you dtd have knowl-
edge of what was fomg on in this case

r. ApamsoN, I knew that they were ettemptmg to reach a
settlement ,

Mr. HarrsoN. Were you called into that conference?-

Mr. ApamsoN. Well, I was called in by Mr. Schlesmger and asked
about various.items in connection with the claims. - - -

Mr. Hartson. But, others were doing the actusal work in the case
in your stead during the tnme that you were attached to the State
Department9 B

- Mr. Apamson. Mr Schlesmger personally was, handlmg those
cases.

Mr. HarwsoN. You were relxeved then, from handlmg the negOa
tnatxons, about two months before the settlement was made? :
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'Mr. Apaxson. Well, I can not recall anything except casually, or
rather incidéntally, in’connection with the case from May on until
the time the settlement was made, <~ - - .. ool

"Mr. HartsoN. You testified yesterday, and I am reading from the
trqnscript'of your testimony, page 684:. - o

I was not in the matter when the settlement was made, but up to & week
before the settlement was made we were proceeding upon the line of making
deductions from the award and additions to the award. ~ . .- S

Mr. ApamsoN. Yes, sir.” 7 0T oo SR

,.Mr% Hagrsox, Now, when you refer to “ we ” whom'de ‘you have in
mind L '
Mr. ApaMsoN. g‘hg Shipping Boird, the représentatives of the

" Mr. . Schlesinger in particular. , " - - ‘

Shifpi?f Board, Mr , rticy S
3 r.l artsoN. It has been testified too, that when Mr. Lewis came

2o

to.call upon you to investigate the question of contractual amortiza-
tion, you showed Mr, Lewis what is termed o rough analysis of the
Standifer settlement. S PO T
Mr. AvamsoN, Yes,siv, * 0 T o e e
; Mr. Harrsox, Who prepared that rough analysis? = =~ !
Mr. ApaysoN, I prepared- it for the purpose of showing Mr.
Lewis, to'the best of our information, what the §'€{ttl‘em’e'§it was based
upon. o _ s S A
' pr:. ‘Hartsox. Was that statement prepared after qr before the
settlement? .. .. .~~~ T o
. Mr. Apamsox, Ob, that statement was f)repared either the day or
the day before Mr. Lewis came down, I think it was prepared at
Mr. Talbert’s suggestion, after Mr. Standifer and Mr. Murphy canie
in, Mr. Talbert asked me to get the details of the settlement.

Mr. Hartsox. I will repeat my question. " ' '

Myr. ApamsoN. Yes, sir. I y

Mr. HarrsoN. Was the rough analysis prepared by you made after
or before the settlement with the Shipping Board on this Standifer

controversy. N I : C
Mr. Abamsox. Oh, long after.
"My, HartsoN. Long after?

. Mr. Apamson;, Yes, o '
Mr. Harrson. Thatisall . . .~~~ " 0
Senator Jones of New Mexico. Go ahead and state the circum-

stances under which it was made, as you were rqceedinqlto do.

Mr. Apaxson. As I recall it, Senator, when Mr, Murphy and Mr.
Stendifer came in, Mr. Talbert called me into the conference. He,
asked me to ascertain just how the settlement figure was reached
I went to the file, and went to Mr. Parker, now general counsel,
who was then the chief counsel in charge of litigation. I knew
that he had worked with Mr. Schlesinger in this settlement, and
Mr. Parker told me that his recollection was he had a memorandum
in.the files which showed the basis of the settlement. I looked in
the files and found a memorandum of Mr. Parker. That memo-
randum is a part of my report, which Mr. Thomas attached to his
veport to your committee. It is headed “ The Standifer Set-up,”
addressed by Mr, Parker to Schlesinger. : 7

It shows at the start the Kennedy audit figure of $1,349,000 and odd
due to Mr. Standifer. It makes certain additions to that. amount,

Vi
H
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and then it makee three deductions from the gmount, those three
deductions amounting to $1,026,000. - I found, in addition to that, '
an unsigned memorandum in the files of the Siuppmg Board which
was dated; I think, the 12th of July, and it was stated on that memo-
randum that on that morning the _iuppln  Bogrd had acted on this
.settlement and had made these three deductions. They were dis- -
cussed; in the memorandum, and it was stated 'in this memorandum .-
that the contractor, the claimant, had agreed to the three¢ deductions, .
The CaammaN. What were those three deductions? .

. Mr. ApAwmson., $572,000 on account of the Levy sale, $104,000 on
account of duplicated overhead in the audit, and $350,000 on ac- -
oount .of excees charges for materials in the ships on contract :
8 W. C. which had been changed to cost, and we found that the costs
wepe excessive, and they aﬁreed that they would cut out a $10 dead- E
weight-ton on account of the excess charge for materials, o

. Then, in addition to that, I found that Mr. Schlesinger had issued

a statement to the press, in which he discussed these three deduc- [

tions. All the evidence that I could find indicated that they had
proceeded as they had been proceeding, when I left this country,
upon the line of restoring certain disputed items, which' the audit
~ had eliminated, and allow claims which had not been allowed by

the audit. Then, making these three deductions and taking all the
evidence that I could get in the case, and the best recollection of .
Mr. Parker, I sex up this rough analysis, and I headed it, * Rongh
Analysis,” deliberately, because I could not be absolutely sure that
those were the figures, because there were $37,000 there of additions
to the award which could not be explained from the files.

The CrAirMaN, Just what point did you find the allowance of
$862,000 for contractual amortization { ' '

Mr. ApamsoN. Where did I find that?

The CaaIrRMAN. Yes. L
. Mr. Apamson. Oh, that was in that original award.

The CuammanN, That is where you found that, in making this
set-up for Mr. Lewis? . , T :

Mr. ApamsoN. There is nothing shown ‘n this set-up here. This
simply shows that the final settlement wus based upon the original .
award, and we knew from all the facts in the case that the original
award inclyded the $862,000 in amortization. R

‘Mr, Davis. 'And there were no changes in that item thereafter up
until the settlement?. =~~~ = - : ' R
y é‘)Mr. ApamsoN, There had been no deductions affecting amortiza-

n.;,".. N‘.A”.A‘. \'.,i \ cea . B . R

" The CrHAIRMAN, Are you through, Mr. Hartson? ,
*'Mr. HartsoN, I'aém through. = = = _ ‘
.'Mr. GreeNoor. May. I interrupt "iust ‘4 moment, Mr. Chairman ¥
You askéd ‘a moment ago if we.could figure the tax, and if we' do
figire thdt tax, it will be necessary for us to know. how much con:
tractual amortization ‘was. allowed by the Shi ping Board in'its
final settlement. " I' think, inasmuch as the Shipping Board mem-
bers are here, if they will supply that informdtion, it would probably
snmplif'y our work., Do you agree with thé necessity for'that in-
formation, Mr. Lewis? . "~ ¢ 7 o

N R
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= Senator Jones of New Mexico. What we would like is an adjust-
ment, or, rathier, a ¢alculation made on the assumption that. $862,500
amortization was allowed. - . 0 et b
- Mr. Greenipée. All right, sir. ' Then, that answers my question.
Senator Jones of New Mexico. Yes. L Ce
Mr. AvamsoN. Senator, I might say, havm%l listened to the testi-
mony of Mr. Hering and one or two others, that I think they have
the wrong figures for amortization. - They are assuming that it is
$837,500. It is $862,500. I think that discrepancy comes: from the
fact. that they have taken the housing amortization as only $162,500
instead of $187,500.! As a matter of fact, the Standifer Corporation
was to pay the Fleet Corporation back $162,500, instead of getting
that'as amortization. - That left $187,600 as amortization on housing.
"Mr. Davis, Do you remember the conference with Mr. Hering
with reference to this matter? - o Lo
- Mr.. Apamson, Yes, siv.-- . - 0. .- o
- Mr. Davis. I:think you stated yesterday that he did not go into
the details very much with you in reference to it. S E
- Mr. ApamsoN. Noj; he did not. - - o
d»Mrl. I?).u'xs. Did he state the reason for not wanting to go into the
etails? -
Mr. Avamsox. He did not state any reason. He just dismissed it.
- Mr. Davis. Did he receive a call from anyone while in your office ¢
Mr. AvamsoN, No, sir; he did not receive a call. B
Mr. Davis. Did some one call him{ .
Mr. AvamsoN. Noj he called up.
- Mr. Davis. Whom did he call¢ S
Mr. Apamson. I don’t remember the number he called.. He
talked to a Mr. Murph]y;,na man whom he addressed as Mr. Murphy.
Mr. Davis. Do you know. who Mr. Murphy was? : . . ¥
Mr. Apamson. No, sir. R
Mr. Davis. Did 'you ever meet & Mr. Murphy, attorney “for
Standifer? ~ A
Mr. ApamsoN. I met a gentleman who was introduced to me as
My. Murphy by Mr. Standifer. He was Mr. Standifer’s attorney,
according to Mr. Standifer. R -
Mr. Davis. Was there something in reference to a tax matter
pending when he talked with Mr. Mnrre}(lly? R
Mr. Apamsox. As I recall it, he called up this gentleman whom
he addressed as Mr. Murphy and made an engagement to meet him
in a very short time thereafter. I do not recall listening to what
he said further than that. I sat there. This is at my desk that he
was calling from. ' A
_ The Camnmax. T would like to refresh my mind about this, and
I am not sure whether you brought this out at the hearings on
Yyesterday. I have two points in mind, one is that you made up
" this rough adjustment or settlement—- . = - ' -
-~ Mr. ApamsoN.: Yes, sir, - ¢ - 0 o e
 The Cuammman. For the benefit of Mr. Lewis - - .
- Mri Apamsoxn. Yesysir, v oo 0
. The CrarvaN. What suggested that you do that? T
" Mr. Apamson.-Mr. Talbert.. The claimant or taxpayer had come
in to see Mr. Talbert, and had brought his counsel ‘with' him, and -



Teno

‘980  .INVESTIGATION OF BUREAU OF INTERNAL REVENUE 3

Mr. Talbert had had some discussion as to whether there had been
amortization allowed, and he thoughht that I was familiar with the .
case and worked on it so much that he asked me if I would get up the
Aﬁgqr?:l on the final settlement and show howy the $998,000 had been
arrived. o : o
"The CHarrMAaN., Now, . if I remember correctly, you said the
taxpayer and his attorney ?peared and suggested, if they did not
ask, that the Shipping Board assure the Bureau of Internal Revenue
that the contractual amortizetion had not been allowed. -~ .
- Mr. Apamson. Well, Mr, Standifer indicated that a representa-
tive of the Internal Revenue Bureau would be down to see us. . I do
not recall that he made any request, but he just argued that this was a .
lump-sum settlement, and, of course, there was no amortization al-
‘lowed. The only impression that could be gained: from his con-
versation was that he came there to make sure that Mr. Talbert,
or whom ever was seen by the Bureau of Internal Revenue people,
would agree with him that there was no amortization allowed in
this settlement. . S SR L S

The CrammaN, Of course, the Shipping Board did not agree
with him? =~ . :

Mr. Apamson. We did not. ‘ '

The Crairman. Is Mr. Talbert here?

" Mr. MansoN. Yes: : C o

Mr. HartsoN. One other question of Mr. Adamson: How much
amortization, according to your view, was allowed by the Shipping
Board in this settlement; that is, contractual amortization?

Mr. Avamson. $862,500. That includes the depreciation on con-
tract 3-WC. . . . :

Mr. Hartson. In other words, the fuil amount that was identified
as contractuel amortization under the Benson award?

Mr. Apamson. Yes, .

Mr. Hartson. It was carried through and allowed in this settie-
ment of July 15, 1922¢ .

Mr. Apamson. That is my belief.

Mr. HarrsoN, Yes.

Mr. Apamson. I have been unable to find any evidence showing
that an}y"I deduction was made at all. :

Mr. Hartson. If Mr. Standifer compromised this matter, in a
gense, after freqltllent negotiations with the Shipping Board. it is
pOssii)le that although the Shipping Board considered contractual
amortization as one of the elements that that was also one of.the
elements which was compromised, or some lesser sum was received in
satisfaction thereof. :

Mr. Apamson. Our files do not indicate that thére was such a com-
promise. In fact, the statement issued to the press on the day of
the settlement indicated that there were specific deductions made, and
their effect was discussed in that statement. _ :

Senator JonEs of New Mexico. I wonder if we could get a copy of
that statement which was given to thie press?

Mr. Apamson. I.am under the impression that it is in Mr. Thomas’s

. Mr. HaztsoN. On the other hand, it may have been a compromise -
settlement from the standpoint of Mr. Standifer. =~ :

4 B

Pl

g

et



LA

et

v

.,",

INVESTIGATION OF BUREAU OF INTERNAL REVENUE 981

- -Mr. ApamMsoN. Weil, the unsigned memorandum in the files with
the Shipping Board states that Mr. Standifer agreed to those three

specific deductions. S ; ) - _
Mr. Manson. Is that memorandum in the record?
. Mr. ApamsoN. That is also & part of Mr. Thomas’s report.
. Mr. Harrson. That is all. N Co
‘Mr, Davis. Is that the press statement that you referred to [hand-
ing paper to the witness] ¢ - . .
. Mr. ApamsoN. This is the statement that was issued to the press,
.. The CuarmaN, Will you read it, please? SR L
Mr. ApamsoN. Yes,sir. This is dated July 12, 1922, and is headed
“ Immediate release ”: o - : o
Elmer Schlesinger, general counsel United -States Shipping Board, stated to
the press to-day that the board had settled the claims of the G. W. Standifer
Construction Co. for $098.416.23. This is in addition to the $5600,000 paid June
7, 1921, on account of previous award, ‘ . '
- In arriving at the final amount to be paid the claimants, the board made a
deduction. of $330,000, which represented 85,000 tons of wooden ships at $10
per ton. ‘The board claimed that this amount was the excess over the average
cost for this amount of tonnage. It also disallowed the sum of $372,276.
This sum represented 60 per cent of the cost of material purchased by the
Standifer Corpofation for use in five steel ships, which they were to build
under contract with the board. The board canceled this contract and the
contractors were permitted under what is known as the Levy agreement to
purchase this material from the Emergency Fleet Corporation at 50.cents on
the dollar. The board also found a mistake in audit of $104,000. '
The Crairman. Is Mr. Talbert here now?

\ Mr. Manso~. Yes. . \

TESTIMONY OF MR. JAMES TALBERT, ASSISTANT COUNSLL IN
CHARGE OF CLATMS, UNITED STATES SHIPPING BOARD.

The witness was duly sworn by the chairman.) o
e Crammman. Will you give the reporter your full name and
occupation, please, Mr. Talbert?

Mr. TaLsert. James Talbert, attorney at law: at the present time
,v;oyking for the Shipping Board as assistant counsel in charge of
claims,

Mr. Davis. Do you recall the matter of the Standifer Construc-
tion Co.? _

. Mr. TaLsert. Yes, sir.
Mr. Davis. Did you do work on that case?
Mr. TauBerT. Yes, sir; I did. :

- Mr. Davis, What, in particular?

Mr. Tauserr. The case first came up for attention before me in
the latter part of 1919, when I was at Philadelf)hia, and I was at
that time a member of the general cancellation claims and contracts
board. Later, I came to Washington, and was made a member of
the construction claims board, and still later chairman of that
board. 1In all of those capacities I had to do with this claim.

Mr. Davis. en did you come to Washington ¢

Mr. TavLserr. February 1, 1920.
+Mr, Davis. What feature of the case was first called to your
attention ¢ . o,

. Mr. Taunert. The question of surplus materials; that is, materials
made surplus by reason of the cancellation of contract No. 503.

LAy
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o ‘Mr. Davie. Was the amortization question ever before yout 1 7
Mr, Taupert. Yoy, gir, o7 o1 Lo o b T e
Mr. Davis. I wish you would go ahead and state just: what that
was and how it was disposed of,if you lmow, -~~~ . 17 o
Mr. Tatsenr, Amortization was' one of the biggest claims that °
the Standifer Construction Co. had, and a_claim that was alwgys
asserted in principle. There was no question about some amdgnt
being allowed, and as a member of the construction claims board,

and some at night, in' my “office, to detérmine what the various

smountsshould b, ~ -~ - . oo T
Mr. Davis. Was the taxpayer present?

.- Mr. Tarsger. Yes, sir. . . i . :

Mr. Davis.' And his counsel ¢~ -~ . ' IR
Mr. Tavpeer. He did not have counsel at all times, He was repre:
sented by several different attorneys in different stages of the game,

but he represented by an acoouatant, his comptroller or auditer, a
man named Soule, who was in on all of the conferences. o
© Mr, Davis. Was thers an attorney naméd Murphy before you ¢
" Mr. Tavserr. No, sir; he was not. in the case at that time. ‘
‘Mr. Davis, Now, coming down to the settlement or tentative set-
tlement of May, 1021, do_you know about that?
Mr. Tavserr, No, sir; I had nothing to do with it. ' In May, 1921,

on say? 4
yMr. %AVIS. Yes. S

Mr. Harrson. That is the so-called Benson award. =~ -
~Mr. Tauserr. 1 was not present when that settlement was made.
I was still chairman of the construction claims board. - We had gone
over the details a great deal, and had tentatively arrived at amounts,
and those amounts were agreeable to the Standifer Construction. Co.
1 remember. particularly on the housing that I made an agreement
with Mr. Standifer that he would pay back, that he would take the -
housing and pay to the Fleet Corporation or the shipping board the
sum of $162,500, I believe. - — - = et ' '
l’ Mx('l.?Davrs. Do you know the amount of amortization finally al-
owe . N . A B
Mr. Tacvserr. In the Benson award, as I remember it, it was
something like $800,000 altogether, but I have not looked at those
papers for years. It was a considerable sum, and the amortization
allowed by the construction claims board was agreeable to Mr.
Standifer and his accountant. A .
.Mr. Davis. That is what I am- trying to get at. He understood
the details of the entire transaction? =~ = ' S
Mr. Tavserr, Well, Ke was there practically every day. Mr. E.
T. Wright, a aember of the construction claims board, wq,s-deﬁ%;
riated by me to cover the details..- He did that in conjunction wit
Standifer’s auditor and with Standifer on any question of difference
which ¢ame before the board for determination, and the amortiza-

Mr. Davis, At about the time you mentioned? - = S

Mr, Tarsert. Yes; and he spoke of it many times afterwards,
especially on the housing, that while I had been taken out of the -
tase, was in it nio longer, they still insisted on holding him'to that
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g ent he made, that sgreement on the. housing' proposition
c‘simin ‘that he had gotten the worst of that part o tge (f::l.' ™
- Mr. Davis, After the matter came up in the Bureau of Internal
Revenue, did you have a conferencé. with anyone from the bureau
concerning this matter:} , > e

- Mry TaLBerr. Yed; I had a conference with two gentlemen at
different times. A e : Lo

Mr. Davis. Who were those gentlemen? : S

Mr. Tausert. If I had not heard their names here this morning,
I'would not have remembered them, but I think their names wers
Lewis and Hering. - ., S B
_ Mr. Davis. Which one did you see first :

' Mr. 'TaLBerT. Mr. Lowis, -~ -~ " . . o
- Mr. Davis, What was the substance of that conference, if you
can give it tous? - LI B R

‘Mr. TaLBerT.. Mr. Lewis came in' and - asked me if I drew the
contract of settlement in the Standifer case, and I told -him that X
did dvaw that. He asked me about the circumstances of drawing it,
how'T came to draw the settlement, and I fold him. I explaindd to
him that I had had‘nething whatever to’ do! with the negotiatidns
or with any feature of the settlement after May, 1921; in fact, the
gettlement had been reached between Mr. Standifer and “Mr.
Schlesinger, and that on one Saturday morning in July, 1922, I guess
that'was, Mi. Sténdifer came Hito my office about- 10 o’clock. - On
Saturdays we have half holidays in the sammei time. ! He told me
that” he -had reached & settlement with .Mr. ‘Schlesinger, and
Schlesinger had directed Mr. Fredngd—wssdi . - .0

Mr. Davis. Who was Mr. Freund# :. SN L

Mr. Tarserr. Mr. Freund was eitherrcoming in a8 general coun-
sel’ to ‘siicceed Mr. Schlesinger, who was going out at that fime; or
he'was sissistant general coungel. " Anyhow, heé: was occupying the
teneral counsel’s office. * - SR PR AL
"~ Mr; Schles' hger had always had an office down on the first floor,
quite a Wways from the officks dccupied by the legal department.

‘Myr."Stadifer camé in end he had & piece of paper in-h’s hand,
witly & figure’ on it of $998,000, or something like that—an exact
tigure, and told me that he had at last:come to an agreement with
Schlesinger, and that Schlesinger had notified Freund to see that
thé contract was drawn. - Finelly he went to Freund,. and ‘Mr.
Freund sent him to me. He stated that he had requested Mr.
Freund to assign the job to me because he thouglit I could .get it
out, so that he could get his mohey that very day. We had to gui
this through and sign the vouchers and have them out by 1 o’clock
in order for him to gét nis cash.’ That was the most important thing
in Mr. Standifer’s niind, the getting of the cash that day."

So I went to work on the case at 10 or 10.30, or something like
that. There were a number of contracts involved, and they had to
be méntioned and recited in the contract of settlement in some way.
I cslled in two or three assistants, a man who had once been on the
West Coast, Mr. Scheer, and one or two others, and I began dic-
tating this contract. He told me that that was: the figure, and I
think I called up Mr. Freund to verify that that was the figure.

) . ’ .
. .
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Jusdictated ;the settlément. . atonogmepher went to writingom.-it,
and theve.were two,on.thibe items orl) commitments;; and ithere was
. lawshit, or..4wo | pending; against Standifers in;iconneetian with
canceled .commitments or caneeled .contracts, ..oi ;Lo
That apparently had not been covered in the:négotiations,. .I
wanted. to.make this isettlement. complete ‘and- to cover:everything; -
so I took Mr. Standifer with me, and we went down to sea Schles.
mgetrs‘ about the lawsuit that wes pending and some. of the commit-
mn diou s '.-: st o 1 iif:/uf N P o PR od

.. We arranged. those -details satisfactorily to.both of them, the

Shipping Board assuming soime responsibilities regardiig some of
the conunitments, and, as I remember ity Mr. Standifer waived
some minor items, and corrected the contract to conform to the oral
agreement . reguarding those commitments and the: Jawsuit: that 'we
were to take over. I got the contract out, and it was signed. It
-was :signed by -Schlesinger: and: he.-was jalsa vice president of: the
Fleet Corpoxation. s . . . ..\ ci o EE T TP
.t. The.Cuamaran. Who was vice president ? S U
«.: Mr. Tavserr, Mr. :Schlesinger. was. also a vice president of the
‘Fleet. Corporation,. . That js-a part.of the Shipping. Board. -

. The: CHAIRMAN., XYes, .+ .. - o w000 ,
- Mrv Tawsein: He had anthority to. sign the contract, and we
got Standifer his. chieckithat day. before quitting time.. . . .. -
L Myt Davas: When  was ‘it that ‘you. saw - a' representative of the
‘Bureau of Internal .Revenuwe? .. ;. . : : . Do :

- i Mr; ‘Tarnerr.. That 'was about a year ago, or over a year, possibly.
Mr. Davis, That was whom, did you say? . . . R
Mr. Tauserr. Mr, Lewis l%rst. T T
Mr.: Davis, What was that. conference about? .

. Mr; TaLsert.'Well, I related. all of this story to Mr. Lewis that
X have told you,.and. he asked me if I knew how the settlement was
arrived at. 1 told him I did not, that at the timng I drew the.contract
I hdd ‘no:knowledge of what constituted the various figures because
it was not necessary for me to write the contract. here .is not
1 per cent of our settlement contracts in which we pay amorti-
zation:that has a list ‘of the items named in the settlement.
:Mr. Davis. You just take the amount of.the settlement and .put
that in the contract? .. . o e

‘Mr., Tausrrr.. We just take the amount of the settlement and put

that in the contract, and take a: general release. . o

- Mr.:Davis! Did you call anyone into the conference with you
at the time that this gentleman ontled on you? ... L
- Mi, Taserr. Yes, I think Mr.. Lewis called me on the tele-
phone to make an ‘a})pomtment .and stated what he was coming

or, and' Mr. Standifer had been there before with his attorney.

 Mr: Davis. What attorney? - .~ -, .. - . . .
+.: Mr,TaLsert. I can not remember the name, but 1 presume it was
this man, Mr. Murphy, the same man.that Mr. Adamson speaks '
aboult; 1 never met. him since, and that is the first time I had ever
met imo L s (T B e e 0t .
- Mr, Standifer. told e that he had: the question of taxation up
before the Internal Revenue Bureay, and they were waiting to -
have & conference with some people in the Shippiné; Board to
determine what their charges should be over there. I do not think .
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. 'discussed the: ease'inveny.much. detail, oxcept to atate that ity had

reference to the amount of . amorkization he got, in this settlqment,
‘and he;asked, mo,.before his.attorney. there; if; ‘I ’kneyr_ qnytling
about amortization being allowed at. the time, hp,‘sqgﬂp}n‘euﬁ; was
made, and I told him that I was given nothing but. g lymp.sum
figure; antl told to dray: the contract, and I had nothing to (o with
the negotigtions. . I toldMr. Lewisithat, . n.:v .0 .y
But in the meantime, pither while Mr. Liewis was there or after he
telephoned. e, that he, was com ng; over,. I asked Mr. Adamson to
ifind_out . from the, files; if he.oouf. Id, . what) elemients did enter inta/the
settlement:. . I knew he was. very /familiay with the: case, more .sv
than anybody else in the Shipping Boaryd,: because he continued to
‘wrk on the case long aften I had nothing to do with it. I.went:out
of the case.in.May, 1921, while Mr. Adamsgon. worked with. M.
Schlesinger during the time;thet Mr.. Schlesinger whs making .all
of hisinvestigations. " Mr, Adamson did prepara a little statement
«on one sheet, about the size.of a letterhead, and; I showed thet to M.
JAowis. .Mr. Lewis then went into 8 very pfmnded. disenssion of: the
e with Mr. Adamson,:in’ which. I did. not take very much, interest,
but was. there,'and listened; to 8. pant.iof,it, and. discussed. various
Jdrsues- with. Mr,. Lewis..  Mr.. Lowis was quite positive: that it.was
one of the elements that entered into the figure, as was Mr. Adamson.
{iMx Davie. That amortization was?:. .« .
»'Mr, Taunery.: That amortization was one of the elements that en-
,tered‘,i'mtothe‘ﬁkwre. S R S T
- Mr. Davis. Was the amount of that amertization allowance dis-
evased in.detnil, there; that you know of ¢ .- .. SRS
- Me. Taunerr, Oh yes; Mr. Lewis and . Mr. Adamson discussed it
quite thoroughly. .~ -, ... = . C
Mr. Davis. And did -he seem to be satisfied that that amount
had been allowed by the Shhiﬁping. Board to the tagmyer? R
v1 Mr. ‘Tavserr. That was Mr. Lewis’s position,c He seems tJ be
thoroughly convinced ofit. - . .. . T
..Mz, Davis. Did you ever. convey the: impression to Mr. Lewis
or o anyone, that this was just. 2 lump-sum settlement, so to speak,
ithout going into details of all of the items? o
Mr. Tareert. I did not intend. io.convey-that impression. I do
want to say that when I drew up the settlement,” I had no infor-
mation whatever as to the jtems that went into 1t, except the few
small matters that they had not covered in their sett ement, re-
garding our taking over certain commitments, oo
Mr, Davis. State whether or not that is the usual procedure in
slmwil}gthesq settlements, . .., o 7
*. Mr. Tavsent. It is almost 100 per cent our vule down there.
. The CraRMAN. In other words, Mr. Talbert, if the settlement was
absolutely relied upon by the Bureau of Interral Revenue, then
&h:ire ;_\?vould not-be one single.item- allowed for contractual amorti-
zation L e R
Mr. Tawsexr. That is true. T do not know of & case—I cen not
recsll to my mind one single case out of the thoussnds that we have
handled there—where In & contract of settlement, they individual:
;::,d ‘t’l,le items, and said “this much is allowed for these : various:
mems. O P
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' Mr. Davis. Did you have a conference with anyone else besndes
Mr Lewis, that on have mentioned here?

" Mr. Tarskrr. Mr, Hering ‘came over a few days after the.t.

" Mr. Davis.’ And did you talk to luml C

“Mr. Taueerr. Yes, sir, - ' '

Mr. Davis. What was the substance of blmt conversut:on?

Mr. Taserr. Well, I told him"in a little briefer - msunner my
connection with the preparatlon of the contract.

Mr. Davis, Did he state his’ Y:rpose in coming over theref? -

- Mr. Tavsert, He seemed’ to be quite familiar with the case, and

~to have the information that Mr. Lewis had obtmned and ‘wag
-just making a little further examination.

Mr. Davis, Did he find fault with’ the report that Lems lwl
made; or did he make any suggestions: with reference to the ‘way
the shappmg board handled amortization$ ‘

- Mr. Tarserr. ‘He took the positionthat the contract of settlemont

-1tdelf made no mention of amovtization, and that there were no

definite figures in' any report to the Slnppmg Board or to'the claims

board setting up -just 'exactly How this''was arrived at, and that ,

therefore they: hud to consider it as ‘&’ lump-sym settlement, and he

stated that that: ‘was the position' of the taxpayer, or Mr. Standifer.

I thing ‘he ihad -with ki &' Brief: or ‘arguntent submitted by Me.
Standifer, or a statement, where’'n Standifer had stated: that he’did
not 'know how: the:bum: wis arrived ‘at. : He seemed to be: generally
of the opinion that the contract ought to set out the amortization,
or if the con’. act did: not- do’*x’t, some official report to the party
making the determinatioh: ' In'this'case, it’ seems that we had to-
go to-two ‘or three membranda thut had passed’ some ‘timé before,
and come back to the original award, and make the deductlone n .
order to determine justexactly what was allowed, . /"

Mr. Davis; And did yot explam that to Mk, Hering? -~
+' Mar, - Taser't, Mr:-Adamson ‘discussed 'this case - to gome extent
with him, I told hlm m a general way about it, but left the 'details
to' Mr. Adamson. erm% apparently had Jooked 'into'‘the

is mind pretty ‘well made up on it.
The Cuamman. Do I understand ‘from your testimony that M».

Standifer and his attdrngy came to- you? " S

Mr. Tarserr. Th '

The CHAIRMAN And aeked you if you knew the detaxls of the .
settlement? et e

Mr. TAwee'r Yes; if I knew the: detalls of the settlement al: the :
time I'drew up the contract.' ~ -

The Cramrman. Then, when you told hnm vou dnd not dld dn
know where they went to from theret” What'I am tryin g
is whg‘l’nerdyaou know whether tlrey went to some oﬁicml of the Slnp-

ing Boar :
P Mr. TALBERT,, Mr Adamson and I occupled the same oﬁiee at' that
time, and it was discussed more or less w1th Mx. Adamson there,
and some ruestions were ‘asked.

“The Cuamrman, Did you hear the: conversatlon that took place
between ‘the contractor: and ‘Mr. Adamson$

‘Mr. Tawsert, I did a part of the time. 'Now, Mr. Standnfer Was :
there twice, as I remember it.
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The Cuairaan. And on both of those occasions, did he tell you
that you were going to have a visit from the representatives of the
Bureau of Internal Revenuef

Mr. TALBERT. Yes; I think he did. X think my first information
that anybody was coming over to see me, came from Mr. Standifer.
I think after that X got the call from Mr. Lewis, ‘

The CuarMAN. Did he ask you specifically if contractual amorti-
zation had been allowed ?

Mr. Tawserr. Oh, no; he did not ask me that. He was just ask-
ing me if I knew anything about it at the time,the settlement was

"drawn up, and the terms of the settlement. 6 I told him the settle-
ment contract spoke for itself. It was just a lump sum of $998,000
mentioned, and that I had no information at that time as to what
they had allowed or had disallowed.

Mr. Davis. I think that is all.

Mr. Harrson. I have no questions. He has testified very fully
as to his knowledge of it.

The Ciiairman. Have you any case to take up to-morrow morn-
inﬁ Mr. Davis?

r. Davis. I do not think we have any ready. We have Mr.
Wright here, an engineer who knows further about this settlement.
Mr, Manson. He negotiated the original Benson award.  °

The CuarMAN. I think we might hear Mr. Wright now. Do you
think we had better do that now, Senator Jones?

Mr. Davis. He is available at any time. He is with us as one
of our engineers. ‘

Senator Jones of New Mexico. Then, we had better call him later.

Mr. Davis. He knows about the set-up of the 1921 Benson award,
so to speak, and negotiated it.

The Crarman. With whom?

Mr. Davis. On behalf of the Shipping Board, with the taxpayer.

The CuzamrmMaN. Oh, yes; so he can testify to the fact that #the
taxpayer knew that amortization was really allowed?

r. Davis. I am informed that that is true.

Mr. HarrsoN. That is in the Benson award, a year and a month
or two before the final settlement.

The CmamMaN. You will not have anything ready for to-morrow?

Mr. Davis. I do not believe so.

The CaamrmMaN. And on Monday you will have Mr, Wright here,
and you will also have Mr, Swaren here?

Mr. Davis. Yes.

The Cuairman. Then we will adjourn here until 10 o’clock on
Monday. morning.

Whereupon, at 12.10 o’clock p. m., the committee adjourned
until Monday, December 8, 1924, at 10 o’clock a. m.)
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b . UNITED STATES Sm‘vrn, SR
S Sm,wr Comtmm O Invmmmxmm STRBNCIRYY
Btmmm oF Imnk,m RevpNuE,: .

B -3 SRR Wmh@ngton,p 00\
i ’l.g\e committee, met at 100 clock a. ., pmsuant to ad]ournment of

‘riday.

Present : Senators Couaens (plesulmg) and Jones of New Mexico.

Present also: Earl J, Davis, Esq,, and L. C. Manson, Esq. of
counsel for the committee.

Present on behalf of the Burcau of Internal Revenué: Mr. C. R.
Nash, assistant to the- Gon\‘mtssnoner of Internal Revenue; Nelson T.
Hartson, solicitor, Intern Re\enue Bureau; and S. M. Greemdge,
head, engineering division.

. HArTsoN. Senator, this is a communication from. the Com-
missioner of Internal Revenue with reference to the Standifer case.
I should like to have that letter go into the record, 1f there is no
obwctxon by the: chau'man

The CuARMAN. Yes. ©

““Mr. Davis. Shall 1 read 1t? S

.The CrairaraN. You had better wait untll some of the other mem-
bex's of the committee are present. .

Myr. HartsoN. There is another matter, Mr Chamnan, with réfel-
ence to the estate tax casés which I desire to introduce some further
evidence on. Some member of the committee, as I remember it, re-

quested that there be introduced in evidénce a statement showing
the cases which had come to the solicitor from the Estate Tax Unit,
where the solicitor sustained the unit, and in that report indicate the
. names of the cases and the amount., mvolved and I have such a re-
port here.

In compliance with that request, I desire to introduce that hst of
€asés, '

Mr. Davis. Along with that, I would like to include a list of cases
in which the solicitor reversed the unit, so that we will have the total
of all of the cases covering that peri iod.

Mr. HarrsoN. Yes; you already have infc ‘mation with regard to
the cases where the unit was reversed by the solicitor. This is a list
of cases where the unit was aﬁrmed by the soltcntor, mdncatmg the
amount of taxes involved.

The Cramrman. Have you all of the cases in whxch he reversed tbe
urit, Mr. Davis? :

Mr. HarrsoN. Yes; you have.

Mr. Davis. So I will include the other llst thh these cases.

Thrg CuamaN, I-undérstand that we a]ready have that hst in the
reco el

939
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Mr. Davis. I do not think it is in evidence.

Mr. HarTsoN. I do not think it is in evidence. The committee
has the list, but it has not been put in the record.
thMr. DAlvm. If wg tolf: to pufiltll‘l;s list in, } txtiuld }:kﬁ to have

e other Jigt in, an n we. Wi ve,a comple 1sto t osecases,
boi}i ﬁse rev‘ersel& and tl’:gse affirmed. cpﬁ that

r. HARTSON. I am no mn.kmﬁ ific request that it

the record. I am not concerned about.t m, exeeft that my rec%(l’lec-
tion is that I was asked to submit this list, and I now produce it.

The CHARMAN. I think that is correct, and it is perfectly ap-
propnate that both of them should go in together, so that they
may be compared.. That will be done.

The. hsts of the cases referred to are as follows:)

Estate taw cases in which the solicitor sustained the o] ' of the Eatate Tao
Unit, period of Jamcary =, 1923, to October 6, 1984
Estate of— . : Estate ot—Contlnued
James 'S, Amstrong 3439.68 Eugenia A. Ledyard  $1, 660. i)
.. Mary Hollister Ban- James H. McCord... 12,614. 45
11 117 A 16 085. 60 - Rebecca Mayer-... 24,500, 41
.. EGgson W, Baum- ~ A, Howard Merr'tt.. 841,24
gardner ......... 2, 178.08 Edith  Anne- Qliver. 2, 715, 114.26
M. 8. Beltzhoover.. 54,634,355 "~ John B. Plerce_... 51 076. 58
Jobn F, Boydawaea. 96, 032, 14 Meyer L. Polaskl.. - 542.11
Annfe Bradford..... - 18 600. 00 Max .PollacK ... 4, 959, 21
. ‘William .Brett..... 55.457. 97 Gustavo. Preston... - 113, 708.44
. Peter O, Brooks-..-- 1, 051, 922, 84 BElizabeth McC.
J. 8. Browning..... 381 .223 47 "Rodenbough ... 113, 049. 70
Iewis C. Bures.... 417,88 8. Leon' Rogakam... 1, 780. 09
Abraham M. Byers. 17, 452, 03 Lina K.. Schlichter. 31. 200, 00
Lucy E. Chandler.. 74, 451. 03 Emma K. Sotter—.. . 4,194, 04
. Andrew. Carnegle.. 6063,800.13 . Hattle Q. Stevenson . 65,737, 36
George Douglass... 113,066, 40 Edwin C. Stewart... 11, 912,42
Kalman Haas....... 24,142, 40 |-  James Stewart---;- 1, 707.
Harry Harkness... ' 210, 316.48 Peter E. Strauss... - 27, 985. 77
Issac Hewitteewooo . 176.65 1 © Frank Upman.._....- 1, 200. 00
Richard D. Jewett. ' 14;026.65 » Wllllam W. Wright ° 69, 690. 94
Samuel R, Jewett__ S . 6446 ‘ _
Emma Chambers '
Joues ST R— 20;480 72

Estate taw ca.sea in wmoh tho aouoitor reversed ,Opinion ot Estate Taa Unu,
period of January 27, 19283, to October 6, 1924 i

Amountof | Amount || yee. . _ " | Amountor | Amount
Estate of— transler of tax Estate of transfer of tax
s - : . X . : 1,
'Charles Rollstede........| $245,08.00 | #6,901.88 || Wiltam mm-y smith.:{ ‘¢110,000.00 | $1,700.00
Henry L. Davis........ 356,355.87 | 9,754 23 || Phillp 8. 01t. ....... 04,000.00 | . 1,380.00
Edward O‘Bpenhelmer 718,825, 00 29,620,850 || Lacy M. Mills......... 838, 532,38 422, 69
....... 898,382 81 11,433.30 || John M, Skaggs. ....:L 285,720, 40 6,928.82
J hlne Bmo ....... 3, %.%&.oa 301,977.40 || Francls M. Smithers... -] 1, 149,607.00 | 06,460.70
e’me P, Ran ‘... . 8; ), 00 ] 250,820.00 j| WiHllam P, Hays....... T 1) lececceecoace
883,811.62
00 Ri
, 00
K ol , oslyn g
2, 000.00 | 236, 100.00 wllllam E Ilushw 1) lescccasacns
James Nennen Jennings| 200,000.00 }.  4,000.00

T P
Mr. DAvrg, Mr. Wl‘lght.
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( i RESWIMONY OF MRI'EDWARD'T: WRIGHT, ERGINEER - "

" (The ‘witriess wes duly. swolm by the cheirman.) .

'Mr. D‘Avx's?s{gt'ate ﬁ(‘)ﬂt fulﬁa’xgéf anﬂh?bll zlfp)co

your business is. e e et e

' Mr. Wrionr, Edward 'T. Wright, engineer. . .. .

- Mr. Davis. Of what. school, are you & graduate?.,. . ..
Mr. Wrionr, Yale, ' . '

v h

mmittes . what
T A1 '

Mr. Davis,. How long have yqu ‘been engaged jp the practioe’ of
your professionf ' - g y’f o )p pm,. .
Mr. Wrianr. Thirty years... e
Mr. Davis. You arg oW employed by the Senate committee§

© Mr. Wrienr. Yes, sir. 3 ‘ ' :

- Mr, Davis. In what work? - . - _
Mr. Wriont. In the metals valuations investigation. S
.M’r, Davis. You.wepe formerly with the Shipping Board, were

yout ’ o ' .
Mr. Wricnr. Yes, sir. : e .

Mr. Davis. What work did you do with the Shipping Board?
Mr. WrienT. During the war period I was on production work.

After the armistice I was on claims. L
‘Mr. Davs. In your work on claims for the Shipping Board, did

you come in contact with the Standifer casef -
Mr. WrienT. Yes, sir. : o : S
Mr. Davis. What particular feature of it? a L
Mr. Waienr. I lgor:p red the original recommendation to the Con-

struction Claims Board. ~ : L
" Mr. Davis. Will you give us an outline of what that involved? - -
Mr. WrianT. The Standifer case was rather an involved case, and

the settlement was a final settlement, involving not only cancellations

but contract reimbursements and changes and extras—ali features
of the case, and in that all of the contracts that had been given to

Standifer were settled, that is, tentatively settled, subject to audit.
Mr. Davis. Is that the so-called Benson award that you are talking

R 2N

" about now? : :

Mr. WrioHT. Yes, sir. : }
Mr. Davis.. Wasa that.ebout May, 1921¢ ol
Mr. Wriestr. My recommendation was April 16; the construction
claims board passed the claim, I think, on April 18, and the trustees
of tlie Fleet Corporation on May 26, 1921, Admiral Benson ap-
proved that, 2
"~ Mr. Davis. Have you an outline of that claim?
Mr. WrignT, Yes, sir. .
- Mr. Davis. Or the tentative settlement of that claim?
Mr. WricaT. Yes, sir.
- Mr, Davis, Will you produce it?
Mr. Wrignrt. I think you have it over there,
Mr, Davrs, Is this it [exhibiting paper to witness] ¢

"~ Mr. WrieHT. Yes, sir,

Mr. Davis. I wish you would put that in the record. .

. Mr. WricHT. I drew this off here on Saturday. Of course, it is
three years and a half since I knew these figures at all, but I went
over to the Shipping Bedrd and went over my report. I have shown
here on the first sheet the summary of the recommendation, which

92010—26—pr 6—14 .
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was, ggi; mbwﬁlmfﬁnnlmﬁdk rmw, 'cm ﬁm Kt Han d I
have shown the final auﬁ ﬁgres. On the spcond sheet 1 have pl;own :
thz contracts antl’ ¢e tions, ‘the' ganéé latlon aﬂow&nces .and
e L e
r. Davis, Wi ourea in e tea rtzuto res
with referencetoth "dohtracts? Enkisttants :qo g ”? ﬁm
The CHARMAN. Jtiét 4’ momient. ' T thought' y‘ou Were goxng to  put
this whole statement into the record.
- My Ditvra’ T'think 'you' had 'better-do that, Mr. anht? You
had better read the whole report in.
The CamMan. Unless they. want it read We will just put it into
;}Ine rggox;d’ ‘Without rendmg i Do you désxro fqlhave it rqad, ‘Mr.
artson "
Mr. HARTSON. No; I have no desxre t6 have it read T agree wnth
the chairman that it sBoul(} 0'into; the record too, .
A 'I'h:; CHAIRMAN. ‘Yes; T’ think we had’ ter have it go mto the
recor oo . i
(The aliatement rgferredt.o is as follows.) o .' ST

oo G M Buxmm COXSTRUOTION coummi-—()momr, slem.mnm
x 9étlm;ommepdutlonss by E. T. Wr!ght to Conétructlon Clalm,s Board April 16,

Recommendations passed by (‘onm-mtlon Olatms Bom'd April 18, 1921, -
Resolution by trustees of United States Shlppng Bom‘d Fmergency Fleet
C‘orporatlon. May 26, 1921,
pproval of above resomtmn by Admmil W S Bonsol! for Unlted States
Shlp ing ‘Boartl, May 28, 1
Recommendation based om cost bnsls for contrnat .No.: 3,  contract basis of
reimburstment, pmm caneellation ullowances and otlmw credits and debits, Sub-
‘(}ﬁtoﬂnal&lldtq , ,'i«\...»- .k‘( v ‘[ sl
. : bummary of rcoomnwudacton B T,

.

S

"] Ropommonded | Fiot anate

¥
. ———cana i emtas
Y Ot ! 3

- "c‘. [T OBEDITB LT e, Y. '} & .

ius materials, oontracts 3. 176, and 508 .............. $544,492.84 oot iniannennonne
s'ﬂ’ l:xs bolle{esr?;gomentt. eo&:ts&cz; :(s‘ aax&;l 170,000 . u&?‘;&g‘s ..................
con aaw . P PY PRI, vdooman
ot O ot ,.7'303.;1&52 "8, 069, 772.06
Jrsugtggs,-m;% * 74,830,436.77
v b3l S0 0 } /1,443,100.323

i 738,809.68(. - 738,
19, 521, 200,00 20,379, m.os

cancellation:.. C786,772:03 {* - 11,637,040,
Undlstrlbuted cartylngchargas teeetessiecarencrencrasnaaanann . 25,000.00 | " 10.815\.78
Total. . .eeenrrncneeannn bmpeeaceporssusdenansiosaranaeakenes 30,742.370 o4 34, 709, 100, 81

. DEBITS L - o Ts'

Tnsuranco BremIum. . (. L. otvask cansnnin R B 14.02700 teeedetonnnddenans
Vancouvei hame pro} ecf 62, 500, 00 !62.800 00
General Aabits. I Y IR XS
Total deblts.......cemeeernnn... eneeeemeea bl 00, 000, 654, 57 Eb,su,4g.w

‘--C*HV... A aean

.so.'.' svb.oc‘f ae,m.m 8t
“’ 054,67 | - - 33,359,407, 09

s b e Ty z.m.::w.m + 4,349,611, 82
Oqadyanco. Juue&,}m .3....,...-. cecereegmageenctas .......1. . - 506, 000, 00 |-enenebenominionen

[ f Gy L, M 7 esdacopecnnartatde
bodueuonslﬁ ﬂhalaudtt.........’.._ ....... eececonas A ...'... mk f".ﬁg RO

lialanoaduooontmotors...-,-’.’.-‘._ ....... meeemancupesesaneenaparacasd] | n.w.r&u.ga capyeresezeerenge

oo : D CLote
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atement 1] o U ¢
Bt reflec o 4 *mm mw mw; ;{q t;;; Tk Mvﬂ Byatos

sirttonan by v P e POG Q'““ 1!
PICIRNSITENS TIPS . ,“JW' ooy syispeped Sm %
Contracted for Sbmbmmpbd ? Allownmh
Y 4 ‘“ B
Contract No. ) L - T T,
vy 1 B A fN 21 K tAIN]
— Shlpi T rice Nl M“‘H («lgmla-z SAlmw
St gy Voo e R o, ARl
o H } Loy }'
W..C.... 10w 000.00 {........00.e0s PR AFMIE- A ‘31 14
W. ga. et dde vngsd.\. ..-....,P:Iﬁmm wariiln .': PS04 AN et .:6&. 03.-\2?
. 000. 00 i"|""$340, 000, 00" |$340, &d01
w.c . ,;‘;«’»&%% 6 | 4,110,000.00 238,80965
y WG, 00 1........ et -lu-o o~ -fo- 1
» 000, 000. 00 56,1000, 500.06° | 78, T daT]’ 3681885 10
;?;.;4,..4,;;:.u ...... 4 &1,.4.,.4 F ORI YN | m,lmoo
N RN
[0300,000.00 | 12 in:iwso,m&) ‘..'..:.'.';,’.:;f 862,224, 00

1 Resolution nllowod tor costs on oontract No. 3, lnoludlng plant depreclataon of $163,08. m

Mr. DAVIS. 'l‘he total of these ﬁgm'es is what, on amopt,xzatmn?
1. Mr., WaigHT. $862,224.. I would, like to sny that contract No.
was a cost settlement, as the Fleet (Jorpomtlon paul costg, and in-
- volyed, in that figurqis the figure of de reciation @ $163,ﬂ%[:‘ which
WAS . an applxcatmn on cost of .the: fapilities, and.:js include under
amortjzation, , . There are; thme items on which.. were s%)read the
amortization... That, last 1tem, $187,000, is the Dbalance of:$350,000,
wh;c}l Was, unpeud, and whluh ahp ls an. ullowam.e an .cost' of the

i‘% ;xes,

. DAvxs. You had meetmgs wnt.h the taxpayer pendmg settle-

ment of this claim, had yout., . . . Ceroty
r., Wricnt. A great. many. of. them, )0@, qn.-.,. TN

z r..Davig. And with his counsel { . R S

Mr. Wrienr. Noj with lusaudlmx.,.. O P TSR

Mr. Davis. Who was thenud;ton? S S T .f;

Mn Weignz, Mr, Soule.... . :,

. .Davis. - Waes he . :famlhar \vxth evm) xt:em of the tont.at,lvo
aettlement?

Mr. Wrignr. Every item; yes, sir. The. de wmatwn ﬁgm'es, of
course, was not known. nntx), ihe. final audit,. gut depreciation ;was
kn?iwtn i;o ‘be: included iy the cost. ‘The other figures were. known
in detail.

Lo M. Davis. Bug the. smomzutapn, figures wene: discussed w |th tho
mayﬁrg L Z""lli' bl ‘xrl"ﬂ:""'v.-"'.s-fi
r. Wm(urr. Yes, sir. '

My, Davis. He had been aware of the amount t}lat tlmt l]l,'\ olved*

Mr. Wriant. Absolutely, except a8.to. that jtem of depwclatmn
'l’hatrﬁg'm'e wasinot. known. ..., ,,‘.”.‘,, A T

« Mix Davis. I believe that isell, ... -

.- Mri HARTSON. .Then, do I. understand, My, nght,‘ that 1mluded
m :this, $862,000 there. 13 .s0me element of ;d,epmcmtnqn? ST

Mr. WRIGHT. - Xef, 8l o Loty o0 1,

i Mr. Hartson. So. it can not be sald that the entm- %862,000 (’(wm's
exclusively amortization of contracts?. . Pea
v My, WrieHT, No! sn"nqtias---—_ Co Ve

- Mr. Hawrson, Assuch® -~ : .. 1o | P
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" Mr, Whidnt. As amortization is defined. -~ - .o s

Mr. Hartson. Yes. From the $862,000, can you deduct the amount
which would leave a balance which could be clearly ascribable to
contractual amortization? P :

Mr. WrienT. Yes sir.

Mr. Harrson. Have you done so in this report? ,

Mr. WrieHT. No; it 18 ll included, but I have shown the specific
amounts against contracts, A ‘ '

}ﬁfri HarrsoN. What is that total, the specific amounts against -

Mr. WricaT. $862,000. o o S

Mr. Hartson. And that amount includes some other depreciation
allowance? , .

. Mr. Wrianr. Yes, sir. : .

Mr. HartsoN. Which can not be clearly ascribable to contractual
amortization?

Mr. Wricnt. Not as amortization is defined, possibly.

Mr. Harrson. Yes, o : o ‘- '

Mr. WricHT. But it is in result; it is an allowance on the cost of
special facilities, - = - - - ‘ o
- Mr. HantsoN. Of course, we are dealing with contractual amorti-
zation in & technical sense. I think we can agree on that, can we
not, that the Income Tax Law provides that contractual amortiza-
tion shall be considered when 1t has been allowed by some other
government de{)artment, and, if I understand you correctly, there is
an element of depreciation in this $862,000, which can not be ascrib-
able to contractual amortization as it is technically known.

Mr. WrieHTt. Contract No. 3; yes, sir. _

Mr. HartsoN. Can you meake a segregation between the amount
that can be technically deseribed as contractual amortization and
the amount that must be ascribable to depreciation?

Mr. WriGHT. Yes, sir; it is all in that report. - S

Mr. HartsoN. Well, it is all in the $862,000, if I understand you,
but do I understand that there has been that segregation between
those two elements? - -

Mr. Wriont, Yes, sir. - e

Mr. HarrsoNn. Then how much, Mr. Wright, do you report as
lieing gscribable to contractual amortization as it is technically
tnown o

Mr. Wrionr. That would be the difference between the total
umount of $862,000 and that hundred and sixty and some odd thou-
sand depreciation. : :

Mr. Harrson. I understand. :
© Mr. WrieHT. They are shown in detail.’ - :

Mr. HartsoN. Mr. Adamson, on the stand on Friday, I think,
said that the entire $862,000, according to his view, was an allow-
ance by the Shipping Board of contractual amortization, and your
view is that this hundred and some odd thousand dollars of that
amount can be ascribed to contractual amortization? - »
~ Mr. WrnicaT. There is no doubt that on No. 3 there was no amorti-
zation allowed. It was depreciation. o 3 .

Senator JoNes of New Mexico. Mr. Hartson, is it you contention
that if the Shipping Board had taken into consideration depre-
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ciation it. was not the duty of your branch of the Government to
also consider that? R T
-.Mr. HarwsoN. Yes, sir; that is my view,: that our regulations
require. us to deduct from cost of plant facilities an amount speci-
fically allowed, as such, by another department for contractual
amortization. e S oo
.Senator Jones of New Mexico. Well, would youn not consider an
allowance for depreciation a.part of the amortization? .
Mr. Hartson. I would not, Senator. : No; I think that is another
element which may be of the same character and fall in the same
general class, but we can not go to— : : L
Senator Jonzs of New Mexico. Then you would ignore that abso-
lutely in your branch of the service? You would ignore anything
that they allowed. for depreciation in the Shipping Board?
Mr. Harrson.. Yes; because I think our regulations limit us to
a consideration of contractual amortization. ., . -
Conator Jones of New Mexico. We are considering here the
uestion as to whether the regulations are right or not, or whether
the law is right or not. -
Mr. HarrsoN. Yes, sir. ‘ _ ,
'Senator JonEs of New Mexico. And what we are getting at is
this: If one branch of the Government has made allowance for any
depreciation or amortization, of whatever character and in what-
ever way, should not every other branch of the Government recog-
nize that, and act accordinﬁly? v
Mr. Hartson. T think there should be consistent action between
the departments. f . .
" Senator Jones of New Mexico. Yes.
‘Mr. Harrson. Certainly. ‘
Mr. Davis. Now, Mr. Wright, you have included that $162,000
under amortization, have you not? ,
Mr. WricHT. Yes, sir, : e
Mr. Davis. What is the idea of including that in the amortization
there? Is it of the same nature? o T
Mr. WricHT. Yes; because it is an allowance against the cost of
the facilities. ’ : '
Mr. Davis, And it has the effect of amortization? _
Mr. WricaT. It has the same effect exactly as amortization.
Mr. MansoN. Do not the regulations state that amortization shall
be inclusive of: depreciation during the amortization period?
Mr. Davis, Is that right? - -
Mr. WrigaT. I think so; yes.
. Mr. Hering. They doj yes.
Senator Jones of New Mexico. If that is a part of the regulations,
why is that regulation ignored, Mr, Hartson ¢
Se?nﬁ; HarrsoN. Well, I do not know that it has been ignored.
ator. :
“Senator JonEs of New Mexico. Well, you just a while ago said.
as I understood you, that you would ignore it. -
Mr. Hartson. I would ignore it in considering an allowance for
contractual amortization. at is what I say. :
- Senator Jongs of New Mexico. You said you would have no con-
sideration for what the other bureaus did with regard to contractual:
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amortization, ‘that ‘you would consider yor regulations in constru:
ing only technical contractual amortization? S e e
- My Hakrson, ‘Well, if: the- Ianguuge3 of ‘the regulatiohs hag 'not
temporavily slipped’ iy -mind, I would certainly ‘include'such an
allowance as would'vepresent depreciation. I have not, in our' ‘dist
cussion here this morning, been over the letter and the languege:of
the ‘regulations: in this regard, but I certainly would not fly in the
face of our regulat.ibns,*%%endtor, ‘becatise we are. bound by them;
and. I think ~p’1‘(>p61;}y so, arid they becore part of the law itbelf.!’
-+ Senator Jones,' Then, what is ‘the pili‘ﬂ»Ose"bf' drawing this disi
; !nc_t?lon between depreciation and’ so-called: contractua} “amortiza-
1T4) | 8 SRS FRAELE IR PEPRR SR S L N L
- My.- HARTSON, M&-purpose., Senatot, is to bring out what my récol
lection wag of ‘a distinction ih the'regulations. 'T did'not know that
the regmlations'were 80 broad, ‘and T would like to have it pointed
out to me, if they are, -7 i7" f s T
" Mr. Manson. T réfer to Reghlations/ 62, article 182: =~
The' aflowarnice for amortizatton shall’lie inclusive’ of all’ gepréciation’ dur:
ing the amortization period on property subject ‘to"amf)rtlz'n/tlon. . A
‘Mr.. Davis. Whatever - this.,is, it:is.contractual, is it.npt, Mr.
Wright, and_ it has; th 'gfvmg_, cffect as the technical amoitization

¥ I e
witters which you speak o

Mr. Wwiopr. Yeg,siv. - . ' .0, . o L
Mr. Davis, After you made up this tentative claim and the Ben-
son, resolution  was.adopted, was anybody from the Income Tax
Unit in to see you and take the matter up with you?¢ . .~ .
Mr. Wrienr. No, sir; I had npthing to do with the Standifer’
gaim after the passage of the resolution by the trustees an¢d Admiral
enson. . - - . e
Mr. Davis. At any time after that did Mr. Standifer come .in to.
talk to you about his tax matter? o Sy
Mr. Wrignr. No, sir; ex,ceg!;‘that after he had made a sett'ement
with the Fleet Corporation, I met him in the hall, and- he said he
had been “ badly dished ”; he had not gotten what he thought he
should. He was very much peeved, in fact. S
Mur. Davis. His tox matter, however, was never discussed with you?
Mr. Wrienr. No, sir. . .. R
Mr. Davis. That is all. S S , S
Mr. HaursoN. Just a moment, Mr. Wright. I should like to point
out to the committee what occurs to me to be a distinction be‘ween
the provisions of article 182 as read by Mr. Manson, and the specific
thing that we are dealing with here. Axticle 181 is the portion of
the regulations which deals .with «contractual amortization having
been allowed by another. Government department, and it.reads as
follows: _ o S e
All allowances made to

t E * N i M 1

y

a taxpayer by a contracting department of the

Government or Ly any other contractor, for amort:zation specifically as such,
shall.be treated as & reduction of the cost of the ta;mayer‘s plant myestment.'
Then, article 182 is as Mr. Manson has read it, and it may be
argued that that refers to amortization on the cost of war facilities,
with no reference to an allowance of amortization by any other
Government department. In-the original instance, it refers to a -
taxpayer's erecting facilities during the war, and then it provides,
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when that is- done, that"the allowance ‘for smortization’ shall be
inclusive of all depreciation during that period. .=~ '~ -~ = '
The CramrMan. I would like to ask you, then, if you are satis-
ﬁei! tha?t all of these items should be added together under those
rulings A
* Mr. Harrson. T am satisfled that depreciation’should not be ¢on-
sidered when amortization is allowed; in other words, that amarti-
zation should include depreciation when the plant 'is erected. by the
taxpayer during the war for the purpose of manufacturing articles
to prosecute the war. Now, I am not satisfied thiit the contractual
amortization allowed by’ another department is’ broad enough to.
include this depreciation of contracts,” I think it should all ‘be un-
der the same head, but I have not had an opportunity to study it to:
the point where I' would want ‘to give it as my'final opinion. ' It:
has come up suddenly, and that is the reaction. ‘I think it can be
arpued that they contemplate two different situations.” .~ ' -

"-Senator Jones of New Mexico. Well, Mr. Hartson, you can argug,
almost anything, but, after all, in taking the statiites by and Jarge
and taking the regulations in the same way, is'it not perfectly plain,
that when one branch of the Government has made an allowance
for these things, it should'be recognized by the other branches of
the Government dealing with it afterwards? ™ ' =~ '~ o

‘Mr. Harrson. I agree with you, Senator. -
- Senator Jonrs of New Mexico. Well, thatisall.. .~ .
- Mr. ‘HarrsoN. Now, Mr. ‘Wri«rvht, this computation which yon
worked on in determining the allowance. which should be made to:
ghglf?itandifer Corporation, was made by you during the spring of
" Mr. WrreHT. Yes, sir. e T L

Mr. Harson. And I believe your testimony is that that finally.
took the form of what we have called here in this investigation the
Benson award? c S o S

Mr. WricHT. Yes, sir.” - A . o

Mr. Hawrson. That' Benson award was later canceled by some

" technical defect which it was alleged to have contained, was it not?

Mr. Wricnir. Not that I know of. S :

Mr. Harrson. Was it not signed and approved byMr. Standifer,.
and then did not the question arise as to Admiral Benson’s author-
ity to sign it? ' o

Mr. Wricnar. Not that I know of. S o

Mr. Manson. In order that we may have the record straight here,
I would like to call attention to the fact that the testimony of Mr.
Adamsen was that the Benson award was not carried out kecanse of
a defect, but that subsequent to the establishment of the new Ship-

ing Board it was reaffirmed by letters in writing which passed
retween the Shipping Board and Mr. Standifer. e

Mr, Harrson. That was ‘my understinding of Mr. Adamson’s
testimony. You knew, however, that' a question was raised?

Mr. Wricnr. No, sir. ' ; '

Mr. HarrsoN. As to Admiral Benson’s authority to sign that
original award. ' ' ' '

M . .



048  INVESTIGATION OF BUREAU OF. INTERNAL REVENUE

.. Mr. Wrignt. No; I know that his authority was questioned right
along, his general authority, but I did not— . .~ ..
. Mr. Harrson, Did you work on this case after the so-called Ben-
son award was arranged? oo St
" Mr. Wrienur. No, sir. S
Mgd gHAn'rson. And your knowledge of the case is confined to that
peri . : :
Mr. Wricur. Yes; to the original resolution.
Mr., HarrsoN, That is all. . .
. Mr. Davie. That is all. ' :
Senator Jonrs of New Mexico. Mr. Hartson, I understood the
other day that you were to furnish us a list of the cases in which
your branch of the Government refused to go behind the face of the
contract, itself, in order to ascertain whether or not amortization had
been’ a]lowed-i)y the Shipping Board.. Am I correct in that?
Mr. Harrson. I had no such understanding, Senator. There was
a list of cases which I was to furnish, which involved the spread of
amortization, which question arose in the Berwind-White coal case,
and I am prepared to submit that. I did not know that the Sena-
tor desired a list—— .
. Senator Jonks of New Mexico. Well, I was not clear in my own
mind about it, and that is the reason I asked the question. Then,
I should like to know whether or not the practice indulged in in
this case was the general practice, and if not, to what extent it did
not obtain in the department. In other words, if it had been the
ractice of your bureau to refuse to go behind the contract in terms
in order to ascertain whether or not there was actual amortization
allowed, we would like to know it. That is the important thing,
it seems to me, in this investigation. It is quite clear to my mind
that at the ({)resent time, at least, if the department or the bureau
has followed the course as shown in this case, it ought to be broken
up, and we ought to gio back and go into all of these cases where a
similar course was followed, because I think it is clear that if one
branch of the Government has allowed for depreciation or amor-
tization anything which was not, as a matter of fact, taken into
account by this bureau, it should be done, snd I hope we will find
that there are not so many cases closed so that it can not be done
et. If consistent with the views of the chairman here, I would
ike to suggest that the bureau at once go inte all of these cases
and find out whether this course has been followed, so that we may
readjust these matters. _ ) ,
The CuarmaN. I think that is perfectly proper, and in that con-

nection I would like to ask counsel for the committee if they have

a

checked any other cases besides these? :

Mr. Davis. The engineers have other cases. I can not tell you
how many now, Mr. Chairman, but there are other cases.

Senator Jones of New Mexico. Of a similar nature?

Mr. Davis. Of a similar nature, I understand., Of course, we
have not checked the entire field. :

Senator Jones of New Mexico. No; we can understand that that
has been impossible; but I think the bureau ought to at once, witl:-
out any delay whatever, find out to what extent this has been done,
I understand this particular case was not called to the attention of
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the solicitor and was not called to the attention of anybody 'in the
legal department, but that it was left absolutéll}; to auditors and.
engineers, and to my.mind, it is perfectly .clear that this procedure
is wrong and in .direct-violation of the statute and of the regula-
tions of the department es well. I think we ought to know .to
what extent this thing has occurred and get the whole matter ro-
adjusted as.soon. as Iposgnble. Is that your view, Mr. Chairmen?

The CuamrMAN, 1 think that is perfectly proper and I hope the
department will do that. e
-Mr. MansoN. I would suggest that Mr. Thomas, who is working
with counsel for the committee, work with the bureau engineers
in getting this data. . o : S
- Senator Jonvs of New Mexico, Sure; we want someone from the
committee detailed to aid in that work, and as large a force should
be put on it as possible so that we may know to just what extent
ig has been done and how far we may be able to remedy this situa-
ion.

Mr. GreeNmGe. I can assure the Senator that all the men avail-
able in the department will be put on such work immediately.
- Senator Jones of New Mexico. Very good, sir,

Mr. Greenipge. It will be started tais afternoon. . .. . .

Senator JonEs of New Mexico, I assume that .time is of the es-
sence of the situation, to some extent. :

Mr. Greeninge. Oh, yes; because of the tolling of the statute.

Senator Jones of New Mexico. Yes; and a full report will be made
to the committee of the record. , :

The CramrMAN. It might be appropriate to read this letter into
the record at this time, to show the disposition of the bureau. This
is a letter addressed to myself as chairman, and it is dated December

b, and says:

In line with the suggestion made this morning by Mr. Harxtson to the Senate
committee investigating this bureau, of which you are chairman, I have deter-
mined to refer the settlement of the case of the G. M. Standifer Constructiun
Co., of Portland, Oreg., to 2 new and lmpartial committee for review, -

I understand that certain members of your  committee have criticized the
bureau’s adjustment of this case, and in order to safegnard the Government’s
interests in every way I have declded to take this action. I propose to desig-
nate the best qualified men available for this review and will take pains to
see that those who conskler it will have had no previous knowledge of the
matter whatsoever. I have been informed that if a mistake has been made

it is not too late to correct it.
With assurances of my desire to cooperaie at all times with your committec

fn every way, I am.

That letter is signed by D. H. Blair, commissicner.

Senator Jones of New Mexico. I am sure that every member of
the committee appreciates the spirit in which that letter is written
and the offer of cooperation on the part of the commissioner. -

The Cuamman. I would like to ask before we adjourn whether
you have computed the amount of the additional tax in the Standi-
fer case, has it been acted on in accordance with our theory? -

Mr. HarrsoN. I have the computation here, Senator. It has
been given me by Mr. Greenidge, chief of the engineering section.
It contains an analysis, too, of the computation, and is the result

of the adjustment in the Stanifer case, figuring the tax on what
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we call the ‘statutory basis.’ As was. pointed out to the committee,
the::Standifer Co.”accompanied its claim with a claim for:what is
called special assessment, that is, a tax arrived at by the use of com-
paratives; comparing 'the taxpayer’s rate ‘with the rate paid by
other 'representative ‘concerns éngaged in similar' business. - This,
of course, does not-figure that in,"and it has never been a decided
question, because it was unnecessary ‘to decide whether they would
have been entitled to have their tax computed by the use of sections
327 and 328 of the 1918 act. S
: This computstion, which dhould all go' in, has this set out:" 1918,
none; 1919, $106,210.92; 1920, $607,857.87; 1921, $6,404,70; 1922, re-
fund, $107,778. The net difference in tax would be $612,695.49." -
"Th's }Gnmgmam Do you desire to put all of this statement in the
- Mr.' FHarrsoN. Yés, I do; and ‘with this observation, that the
taxpayer in.1922, received $998,000, as I recollect it, from' the
Shippmg Board; $612.69°49 would have been the additional -tix
that' he would: have ‘had to pay, had contractual amoftization' by
the Shipping Board been figured into the bureau’s computation of
his tax, It is ?lain' to see that he- woulld have been compelled to
pay substantially - two-thirds, ih additional taxes, of the amount
that he received in final settlement from' the Shipping Board, had
that been fi rured into the tax. 'What he would have'done, I do not’
know. 1 'merely suggest that. = - " - - . C
*The Cuaigman, ‘I think that is obvious.
(The statement is as follows:) T
Dx‘mumcm Bmwm;‘.n ToTAL TAX LIABILITY .AS. CoMrUTED. BY REVENUK AGENT
MW IYHOUT CONTRACTUAL AMORTIZAT.ON AND AS ComputeED DEpUCTING CON-
" TEACTUAL AMORTIZATION FROM AsSET CosTs—G. M. StaxDIFER CO.

1918 _ " None,
1919 T S ; ——n e - $108, 210. 92
1920, c e~ . . . 607, 857. 87
1021 : feme . e 6,404, T1
1922 (refund) . : , 107, 798. 00
\ Difference in tax - w612, 695, 40
' ' " ScHEpULE 1 ‘
. S 11 1949 Total
Deprectated COst.... . ooemeeeemeeeesanaes s $3,175,281.46 |  $185,222.01 |  $3,300,504,37.
Contractual amortization ... c.cooceenoocniicraccananas 814,715, 46 47, 608, 54 862, 224, 00
Reduced cost on which amortizgation is allowed......... 2, 366, 566, 00 137,714.37 2,498, 289.37
Residual value as herein cornptted and post-war depre- |
ClBtIOR . ae s aeeecccaceeecernaeneaean pecmeccmamanasans . 640,332, 50 45,056, 74 605, 289. 24
Amortization allowed for tn; PUFPOSES.. eeeccmacnccnans 1,711, 233. 80 91,757. 63 1, 802, 991. 13
Amartization spread : , , ‘
©1918.__ None.
< 1919— 90, 58 $1, 633, 149,37
1020— 9,42 . 109, 841.76
: 100. 00 e e ' 1,802, 991,13
Income used for snread:
1919 without amortization. .. oo 1,774, 882. 19
1920 without amortlzation.. . e e 184, 603. 64
1, 959, 485. 83

Forty-three three hundred and sixty-fifths of $1,500,948.43.
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Scnmom.n 2.—Computation of Tar 1918 '

Net loss sltown on retum-.,_----,.-- - : : . ?lo, 705. 98
Net loss corrected by fleld examlnation — - *63,000.83
ScHEDULE 8—00mpu¢ation of Tax 1919
Net loss show 1i by examining officer ——— ——— $29, 5190, 25
Less allowance for amortization in arriving at above loss _____ 1, 804, 401. 44
Net Income before correct allowancc for amortization......... ... 1,774,882. 19
Y.ess amended allowance for amortization considering cohtruct-» ‘ .

ual amortization...... - <miew 1,033,149,37
Corrected income £or 1099 ' 14%,732.82
Invested capital 1919: ‘ iy
Capital stock — $20,000 00
Paid-in surplus R, 917. 22
20, 917, 22
Net Income - 141,732, 82
Excess-protits credit: : :
8 per cent of $20,917.22 ——————— $1,4873.38
Lxemption ..................................... 3, 600, 00
' - 4,673.88
War-profits .credit :
10 per cent of $20,017.22__. - 2,091,772
Exemption ; 3, 600, 00 -
- B5,001,72
Net income. ——— 141, 732-:-872
Excess-profits credit.... ' . 673. 38
Subject to tax at 30 per cent oo 137, 059, 44
Exemption over 20 per cent_. 489, 94 Y
Taxable at 65 per cent 136, 569, § 88, 770.18
Net income : 141, 732, 82
War-profits credit 4 5, 001, 72
Taxable at 80 per cent —em  136,641.10  109,312.88
: R St Ui S
Tax computed under section 302, revenue act, 1908 _.____._.____ 102,486, 26
Net NCOME .o e $141, 732, 82
Excess-profits and war-profits tax plus exempt.on. 104, 486. 26
Taxable at 10‘ per cent e 37, 246. 56 3, 724. 06
Total tax 1919 e 106, 210. 92
ScuepULE 4. —Computation of taxr, 1920
Net income revenue ugent's report.. o —— $708, 170. 74
Add amortizat.on disallowed oo e 860, 813. 69
Correct amortization . 1, 566, 984. 43
169, 841.7¢
Net income subject to taN i e 1, 397, 142. 67

1 No amortization wag allowed in figuring the above net loys. None was taken on the
return for tax purposes. No change therefore rosults,
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Invested capital 1920: . .

CRPHA] SEOCK. ool $20,000.00
 Palddn SurpluSa e e . 017,22 S
Deflclt $109, 236. 96 '
LTess adjustment 1919 income..... 141,%32.82 - .
- 32, 495. 86
53, 418. 08

Can not adiw M9 tax in lnve«ted mpltal so capital stock and pald-in
surplus must be usod tor invested capital purposes.

Excess-profits credit:

8 per cent of $20,917.22_ ... .. 81,673, 38
Exemption.._.._ 3, 000. GO o
' 4,673.38
War-profits credit ; }
10 per cent of $20017.22_ .. _____ 2, 001, 72
Exemption.. —- 3,000, 00
o - 5,001, 72
Net income._... ... m——e— - $1,897, 142,67
Less excess-profits credit - 4,673.38
Subject to tax ut 30 per cente— - emeeoeoce-e 1, 392, 469, 20 . None.
Less exemption over 20 per cent 489. 94
‘Paxable at 65 per cent 1,301,070.35  $004, 786.58
Net income -- 1,397,142.67
Less war-profits credit._- 5,001, 72
Taxable at 80 per cent. --- 1,392,050.95 1,113,640.76
Tax computed under section 302, revenue act of .
1918, at 1918 rates 1,106, 814. 14
' Omnputamm of tax at 1920 rates ‘
Net Income-.... ’ 1, 397, 142.61 )
Excess-profits ¢redita.ceommcamcamc e 4 673.38
Subject to tax at 20 per cente - e e e 1,302,469.20 None,
Exemption over 20 per cento e 489. 94
Taxable at 40 per cent._.. 1, 301, 979. 35 456, 791. 74

Tax computed under section 302, revenue act of 1918, at 1920 rates.. 552, 191. 74
s Percentage of income received from war contracts to total income

Total income (100 per cent) e $1, 397, 142,67
War work (54.03 per eent) oo 846,731, 14

Other lu(.-mm.- ( 1597 per eent) v 550, 411, 53
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‘

- Computation of tax, 1920
*Total amortizatlon. ... - ' w—-  $169,841.76

64.G8 per cent - e $91, 785. 50
45397 per cent oo %8, 076. 26 :
o ) : — 169, 841, 76
Net fncome. .o ee " $1, 897, 142, 07
lnconie from Government Work..o.oceooucccen $846, 731. 14
Less amortization apportioned (51.03 per cent).. 2, 765.50
' 764, 965. 64

Percentage of $7564,965.64 to totul income as above, 54.0¢4 per cent.

4,04 per cent of $1,100,814.14 (excess-profite tax '
applicable to Government contract) ..ceoewow-- $6598, 122, 86

45.96 per cent of %i52,191.74 (excess-profits tax
applicable to other income).. o o o __ 258, 787. 32
| 851, 909, 68
Net Income. oo oo ——e e —————— ———— 1,397, 142. 67
Less eXcessS-profits tNe oo e ececce e $851, 909. 68
Liberty-bond interest . e 18,224, 72
Exemption e 2, 000, 5¢
——— 872, 134. 40
Taxable at 30 Per Cent. e e 525, 008. 27
TAX A 10 PO CONEo o e e e T 52,500.88
Exeess-profits 10X . o e 851, 900, 68
Corrected taX. e - 904, 410, 51
Previcusly assesset.. oo e ———————— 407, 717. 08
Additionn!l tax ... 4906, 693, 43
Overassessment 0N FEPOFt o oo oo 111,164. 44
Net change in tax_...__.. ——— 607, 8,57. 87
ScHEDULE 5.—~—Computation of taz 1921 _
Capital stock - : $20, 000. 00
Paid-in surplus 017.22
Difference between agent’s income and that now
used for this computation $862, 224, 00
Surplus December 80, 1920 (agent) .o coeaeeaae 302, 036,22
1, 164, 260, 22
1,185, 177. 4
Reserve for 1920 income tax 200, 552. 64

1, 481, 730. 08
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Demi‘ctlon‘sn:m o L ey
‘Tax 108, 210, 92
Tax 1020 prorated.. " y os:203.
Dividends et 727,397, 26
Inadmissible, 2.7 per cent..cicrcmmeaacaa —— 1, 179.79 R
D e —eme— 31, 222, 991, 85
Corrected invested capital 258, 738. 23
Net income. - - . 540,141, 78
Excess-profits credit, 8 per cent - $20, 699, 06
Exemption ... .ceoen.., 3, 000. 00
Net income..._.. ; -~ 040,141.78 ..
Exemption . i mm——————— - - . 23, 619,00
: . T ' 516,442.72 - . -
Amount taxable at 20 per cent oo 28, 048, 59 5, 609, 72
~ Atount taxable at 40 PEr Cent--—cm-ocecemmeec- 488,394.13  195,357: 63
Total excess-profits tax—.—---mee-- e 200, 967,87
Net Ieomean e e e $540, 141, 78
Ie88 excess-profit8 taXo oo oo $200, 967. 37
Interest United States obliga- .
tHORB . e 31, 658, 63
_ .232, 625, 80
: Taxable at 10 per et oo cocnaeann 307, 515,88 80,751, 59
Corrected tAX- oo e e —— 231,718,908
Previcusly assessed oo ococeoaceaooo _— -~ 163,110.12
S ' 68, 608, 84
New. additional QN oo $068, 608, 84 :
Old . additional AN oo e e 02,204, 14
~ Additional 1921 tAN oo e e 6, 404. 70
ScHEDULE 6.—Computation of tax 1922 .
Net IHCOMC o e e e e s e §2, 930,631, 71
Iess contractual amortizatlon oo oo oo - 862,224.00
Taxable at 123 per €ent. - ---lvoeeeeee- e 2, 008, 307. 71
Correct AN _uimeomcdsiocecnan e $EO8, 538.36 _—
Previously a88eS8e0aace o cmecmecveme e 307, 664, 56
o, (Overassessment) - e occommme e e 49, 126,10
Overassessment above indicated. oo - 29, 1‘:!6. 10
AZent'S AIBUIES. oo e 58, 651, 90
 REQUEHION 1N AR eomcome e e me e 107, 778. 00
The CiratRMAN. Wa will adjourn here until 10 o’clock to-morrow
morning.

(Whereupon, at 11.30 o’clock a. m., the committee adjourned
until to-morrow, Tuesday. December 9, 1924, at 10 o'clock a. m.)
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oflg'este_xjdag. _‘ L . ‘ C
resent : Senators Couzens (gresiding) and Jones of New Mexico.
Present also: Earl J. Davis, Esq. S o

Present on behalf of the Bureau of Internal Revenue: Mr, C, R.
Nash, assistant ‘to the Commissioner of Internal Revenue; Nelson
T. Hartson, Solicitor Internal Revenue Burean; and S. M. Green-
ldﬁ?, head engineering division. '~ -~ ., = -7

dhe‘ CrmaikmaN. You may proceed, Mr, Davis, when you are
Teady. o SR e e
. Mr, Davis. The next case that our engineers have prepared for.us
in reference to amortization is the case of the Northwest Steel Co.,
Portland, Oretg. . L o -

It appears from the report of the engineers that this concern was
organized in 1903 dnd that along in the years 1915-16 there was an
urgent demand for ships by foreign interests as well as our own in-
terests. It further appears that this concern, recognizing that de-
mand, desired to enter the shipbuilding business, They had certain
equipment in their steel business that could be used in the manufac-
ture of ships, and another concern, under the style of the Willamette
Iron Works of the same place, had a large machine shop and other
necessary equipment that pquhi be used in cutfitting ships after they
had been put together up to that point, =~ °~ ~ -~ "

The Northwest Steel Co. saw the advantages of having the Wil-
liameite Iron Works do the outﬁtpmq work in connection with the
work that they were doing in the building of these ships, and they
entered into a sort of an arrangement, which they called a joint
account. The money that they received from the building of sh(ljps

o.

was to be paid .into this joint account and the Northwest Steel
was to get 57 per cent of the payments for ships, while.the Willam-
ette Iron Works was to recéive 43 per'cent of the payments for ships.
This.arrangement continued for the first contract for the building
of eight ships that they entered into with certain Norwegian inter-
ests on April 12, 1916.  Thereafter, in July, 1917, a second contract
'was entered into under this arrangement with French interests for
the ‘buildings of eight’ sh:fm However, on this contract the Wil-
lamette Iron Works refused to go on under this arrangement, and the
taxpayer, the Northwest Steel Co., then took it upon'itself to go
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ahead with the responsibility for the building of the ships, including
the outfitting thereof. . '

A settlement was then had on this joint account, and the taxgayer

roceeded to build the ships. Later, our Government, through the
AInited. States Shipping Baard, requisitioned, eight of the French
-ships and six of the Norwegian ‘ships. ‘I might say' that I do not
refer here to the French and Norwegian Governments, but I mean
interests or_parties living in those countries. At the time that the
ships that I have spoken .of were vequisitioned, eight vessels were
contracted for by the Shipping Board.

In March, 1918, the Shipping Board gave an additional contraet
for 8 ships, and in August, 1918, another contract for 10 additional
ships. On November 6, 1919, the last of these vessels were delivered,
and this date establishes the end of the amortization period.

The summary then of the work by the taxpayer under this ar-
rangement is as follows: ‘ ‘

irty-four vessels delivered to the United States Shipping Board,
two delivered to private interests, and six canceled by private in-
terests. . . ' :
" After the cancellation, the taxpayer proceeded to build these ships,
and I think built three or more additional ships. :

The engineer then made a survey of the property, and this engi-
neer, one Ira J. W. Van Schaick, submitted a report, in reference
to the same.  We gather that the amortization claim of $815,762
was disallowed by this engineer, and this disallowance was approved,
I believe, by Mr. de la Mater, chief of the section, and by Mr. Fisher,
acting chief engineer.

It appears from our engineer’s report that a great portion of the
property used in the shipbuilding industry was not subject to
amortization, because acquired prior to the time when our country
entered the war and before the manufacturing of materials used for
wa, and therefore there should be no amortization on that part of it.

'Fhere are three things -that our engineer takes up in his report.
The first one is that in arriving at the residual value of the tax-
paf'er’s plant and facilities, the Income Tax Unit accepted as.a fair
value the amount realized by the taxpayer from the sale of the plant
and facilities to three persons who were employees of the taxpayer,
and one of whom was a son of the second vice president of -the
Northwest Steel Co. With reference to this, it would seem that there
was some claim made that this was not a bona fide sale, and wag
simply s sale made between the steel company and these parties who
were a part of it and interested in it to turn this property over,
that it was not a bona fide sale, but made in order to get out of
paying the income tax. The second (fomt is that the taxpayer was
suspected of fraudulent practice, and the case was investigated b
the special adjustment bureau, but no detailed record of findings
of said burean was kept. I think it will be shown that Mr. Thomas,
engineer, and Mr, Parker, visited the special adjustment bureau,
sometimes referred to as the fraud section unit, and there found no
recc}»lrdt.of how this complaint was. disposed of or what wis done
with i o ' :

The third point is that the Income Tax Unit amortized certain
plant facilities and equipment which had been purchased, installed,
and put into operation in 1915 and 1916, and which were used in
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the lar business of the taxpayer prior to the beginning of the
war, - This amortization amounted to $242,360.55. SR
The CrarMan. You mean that was the amortization, or that was
the amount of the tax? . S PR R PE
Mr. Davis. That was the amount of the amortization. . .
I ,:hink, in brief, Mr. Chairman, that covers about what this case
involves, = : . . . - . S S
X will ask Mr. Thomas to be sworn. : .
TESTIMONY OF MR. RALEIGH C. THOMAS, ENGINEER
(The witness was duly sworn by the chairman.) .. - . - .
. Mr. Davis. Mr. Thomas, you have been sworn heretofore in these
proceedings, 1 believe, and you.have stated your.qualifications?
Mr. TaoMas. Yes, sir. S
Mr. Davis, You have made an examination of the Northwest
Steel Co. of Portland, Oreg., have you? ' .
Mr. Taomas. Yes, sir. - : :
Mr. Davis. Have you your report before you?
Mr. TaOoMAS. Yes, sir. : ' :
Mr. Davis. I wish you would give us a statement of the case, by
referrin% to your report, and I will ask you to make that statement
as complete as you can. : ) ~ S .
Mr. Taomas. As Mr. Davis has just recited the history of the
taxpayer’s connection. with the shipbuilding activities, I will pass
that over, except to say that in the agreement with the Willamette
Iron Works in connection with this joint account, at the end of the
joint account, or when it was liquidated, the taxpayer took out of
the so-called joint account. the facilities which were on his own
property and in lieu of that, paid into the joint account the sum
of $300,000, and that the Willanette Iron Works. took out of the
facilities which were situated on their property and in lieu of same,
put in, I think it was $65,000. They divided it on the basis of
57 per cent and 43 per cent, respectively. - o
Mr. Davis. What was the total amount of amortization claimed
in this case? B
-Mr. THoMAas. $815,762.46. .- : s
Mr. Davis. And what was the amount allowed?
Mr. Tromas. $615,762.46. : Co L . :
Mr. Davis, I wish you would go down to the history of the case
in your report there and read that synopsis.of the case as you have
made it out for us. . S .
Mr. Tromas. The synopsis of the case? .
. Mr. Davis, Yes; the history of the case. . - - Co -,
* Mr. Taomas. The Northwest Steel Co. was organized in 1903
as a steel-fabricating concern. In the winter of 1915~16 the demand
for ships by foreign interests :became. urgent, and the taxpayer
considered the advisability. of entering . the -shipbuilding busi-
ness. At this time the company had no building ways or machine
shop, so made arrangements with the Willamette Iron Works, who
had a large machine shop and the necessary cquipment for out,étt;inf
ships, whereby the two companies were to sign joint contracts with
certain Norwegian interests for constructing and outfitting a number
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of Bliipa;  nider thé a%rﬂmnﬂ"ﬂit-hi the'Willametts Iron Werks 4!
“ joint account” wés. @ Finoiwhivh'all moheys reveived for the
bmidding! of thesd ships:was paids Weyisiwere td be bitile-and addi-
tions wero to be made in order to have a complete shipbuitding and!
Outﬁttl.ng' 'ﬁ" ;xthe eost: iof same 4o be* thken [ firém : the [ joint
account.? *‘The Northwest Stuel Co. waw:to'do'sll'ship construttibn
W to the point. where outfitting began, when the Willamette’Eron:
orks was to carry the work.to eompletion.: As -the work ‘pro-
gressed and as payment for the vessels were received by the “joint
accoutitVIHE thxph yoriivas 1o rdcbive’ 5T Per tent of thic piyments
made and the Willamette Iron Works 43 per cent of same. Each
concern was to suﬂply all-material and: labor necessary'to ¢arry on
its respective workl it s el e o o TR R 4
The: first contract unddr this farrrdnlgement' was' éntered into-with'
certain Norwegian interests on April 12, 1916, and -was for eight
steel :ships. - In July, 1917y the taxphyer entered into:a’ ‘contract
with certain French interests for: eight shlips.: The Willamette
Iron Works, however, refused to continue work on thess ships under
the “joint account” agreement, o the taxpayer assumed the entire

. responsiblity for the their construction and: outfitting:' In order

to‘aceomplish: thig, it was nec‘essaq}: to' close ‘out the “ joint atcount,”
and an- agreement: was' reached whereby the taxpayer was to take
oyer the ways, etc., adjacent to their original fabricating’ plant and
in’ lidu thereof was ft%pnﬂga?to thie “joint! account” $300,000 -cash.
The: Willamette Tron 'Works' was to take over all equipment located
at their plant, for which they were'to pay irito the *;joint account®
$65,000. - ‘This'was.done and the: “ joint account ” 'closed: out, the tax-
payér receiving: 57 per cent thereof and' the ‘Willamette -Tron ‘Works
48 per cent. "The original ¢ost of the equipment involved in- this
transgotion was approximately $460,000, - - o o rio

~Bubsequently,’ the taxpayer amn‘%ed'withf the Willaniette to do
all of the cuthitting: for the:eight ships for the French interests on
o cost plus 10 per eenst dagis, v o s T

e Lo B
the coursy of construction 'of these vessels, the: United

. During ¢} ‘ ! _ ¢
 Seates: éﬁipﬁsingf-ﬂmd‘ requisitioned’ thd 8' French ' ships' and- 6

of the 8 Norwegin ships and gave a contract to the tagpayer for
§ more vessels. The same arrangements Weére made with the Wil-
lamette Iron Worke forioutfitting these: vedsels. ' In Match, 1918,
the Sh}s;[;ing Bosrd gave the taxpayer snother contract for eight
additivhal ships. ' When it cainé to arvange for the outhitting of these
vesseld; the Willamétte Tron Works: deingtided o greater percents
of profit, and as a consequence all negotiations on' the subject fell
through and the taxpayer procguded’ to inistall it owin outfitting
plant and do its own work. " Agein, 6n'" August 14,°1918; tlie Ship-
g Board' give' the' taxpayer a ‘third contfact for 10 ‘additional
ipy. ''Of 'thebe; s weiw éaniceled.' "The 1ast Shipping Board: vessel
wasrdeliverotd on!November 6} 1919, whicli ‘date establishes the: end
of the ‘amortizagion ,}seridd'.{ : ‘~$umminsg" up 'the’ 'foregbing, ' total
of: 34 vessoly were ‘delivered to the Shipping Board, 2 vessels were
delivered o private’ intérests, and' 8 vessels: were: canceled - by the
Rt st by s e g
i ~‘ i p “ 3 ., R \\‘ 5 .0" 3 v : i
three ‘of 'the sz dunievled ships) 5o the' taxpayer:decided to'éarry
through their construction on its own account, with the purpose

B,
H
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of selling: thein. - Phis. thiey procsetlpd tovido:Phe Itakgo,wauﬂner

decided to retire from the shapbuilding business upon' ¢

Qf these vessels.

g

ANBORIY S YOI

Mr. Davis. Now, Mr.: Thomas; I %tﬁhkf:yaiﬁ:éauitm us/abbut!the
rest of that. There was an alleged sale some time ‘after’ thid of!the

interests of the taxpayer? ..,

RN T UNRE T

B T TS BT E PRI |
Mr. Tromasi; The taxpayer sold: to three individuals; who were
e,

former. employees of the taxpayer-compsn

pascels, or threa:individuals colleotively?

Ur. TaomMas. As a parénership, sir. T'he:’fo'i'i‘g‘ixi'a'l . fabricatmf
plant, the ‘whols plant that was sold them; was sold'in piecemenl

so to spek. .

y.

jorhe Cuamtal, Was What's sl o Hhevs individynls ini ‘separate
s - o .

v R ate

“Mr, Davis..;.Under what name. was it.bought by these parties?

Mr:. Tuomas.: It was bought. under. the

name ofthe Northwest

Bridgo & Tron Works, It is theisame as'a partnership.. On the

first, sole, they bought the original fabricati

plant and leased

certain other facilities .of the original plant vé'égihe taxpayer, with

an option to_buy.: Later: on,- they bought - this. property, -but .at
a reduced price’ from that stated in the option, and alittle more

property was thrown in. It might b said

that all of this property

at the time of the sale was a hundred per cent in.use, and the amount

realized from the sale was only about 25

per oent. of: the -cost' price:

* Mr. Davis. T will sk you now to refer to"Exhibit A in your Te-

port.. What document is thyt? ,

Mr. Trosas. This is:a copy of a letter from Mr. Ira J. W. Van
Schaick, engineer of the Incpme Tax Unit, to. Mr James ‘Furse,

chief, amortization section.. '
- Mr. Davis, Will you read that?

Mr. ‘TioMag. It is dated October 17, 1920, Seattle, Wash., and is
addressed to Mr. James Furse, chief, amortization. section, Wysh-

il’lgton,, Do .C,.; - R L

My DEar Me. Fursi: I have sent you under.q separite cover. my - report
on the Northwest Steel Co., Portland, Oreg. - I-am not. pleased with it at all

for this reason. . The taxpayer is.not entitled.to
clafined and I have allowed on the basis of a. sale.

the aportization. they, have

EEATN

Lo yeoo S DU TN
/The sale of this property to the three men, & nephew and a fermer foreman
of the plant and a foreman of. an: adjoining plany, vas made in my judgment

for-the sole purpose of. defrauding the. Governme

0t Wit of $800,000.on which

taxes. should. be pald, but they have so cleverly complied with -the law. there
was nothing left for me to do but allow the claim, although I am not, satisfied
Wwith- their explanations of how, the money. was obtained by these three zen
who had -always- been. working on a salary to, raise $265,711.41. to- do this

18 not clear. .

IBER R S TR O R e S SR SR [
: In .conference with Mr. Kramer, the. agent, he wag of the: opinion. also
that they were putting over a fake 'sale—-pe‘thaps I shouldn't put. it this. way.
I will say they were using very sharp practice and getting away with it. -
What I would have liked to do in this case was to disallow this- cialm’for

mﬂﬂﬁﬁ.‘lﬁ'fentil‘ely. RPN T S N T
- {They openly.boast that anything: can,be. gotien

.at, Washington with. m;in:;

enough. They have complied with the law, I must admit, but.X am n

never will be convinced this claim.is'a just one,

- "Thip letter is entirely confidential-to:you and X wish it treated as Sich and
put in your personal. files, for if it goes:to the publie files: the Northwest. Stec}

‘
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+:Me. Davis, Following. that sppears to he che engmeers report
with yeference to this metéer, doesiit not§- - - ..

Mr. Tnomas, Yes, sir.

- M Davie, Will: you mdzihat report to us! S RN

- Mr. Trouas: (reading) .. - o SRR

In re Northwest Steel (o, Pomand, Oreg. - :

- In complylng with my :ordew:of June 1, 1920, to examine tlw lncoxue. oxcess
proﬂlzs and munitions tax, if:any, of the qboye taxpayar, the writer proceeded
to l'ortland. Oreg., arriving Tuesday morning, October lf 1920,

reported to the revenue agént, Mr. Krdamer, at his office in the custom-
gg::le ct‘t,l.ld we ;md a, conterence for over an hour on’ the case ol the Northwest

. At this ﬂme 1) udvlsqd:hlm tltam I would be at work on’ thls cape seweml
f”’ge an:«tll upon its completion advised him I was thirough and leaving the city

'or Seattle,

In converdation wlth My, Kramer I inforiped him that the taxpaye ob's clulm
for amortization was determined as a result of the sale of thelr property and
that & -copy .of my roport would be tumished him thmugh our omoe when . tms

rt had, been typed,

he writer invest: ted thie amortlzatlon clatm of the . Nm:tlmcst Steel (‘o.
Portland, Oiég., betweéen OGcetobeér 12 and October 16, 1920, meethig and huvlng
conferences with Mr, 0 D.: Boles, vice president, and Mr. W. B, Beebe, vice
prepldant .and secretary, and Mr. J. R. Boles, the president of the company.

This com wus formed in 1902 for the purpose of: fabricating structural
gteel In'101% they acquire@ confracts to hulld steel ships for our Government.

In all they eonstmcted ind turned Uver to the n'nlted Stn*es Emorgwehcy
Fleat Corporation: 86 steel :hl;m IR

A plece of ground 24 acres in extent: was purchnaed at the fnot of Sheridan
Street, clty of Portland, having a frontuge on the Willamette River of about 800
feet on which to lay out their yards and shipways.

‘There aré foir ways Wwith all necessary cranas, blocklng, ete., an lc!ea! loca-
tion to launch ships endwise,

The butldings under constructlon are all new, bullt of heavy thmber mlll
construction, on concrete foundations with steel sides. They are well adapted
to the use.to which they are put.and are well laid out to handie plates and
other steel parts entering into ship copsttuction quickly and eficiently,

They have all the necessary cranes, shears, punches, - lathes, and nu other
machinery to successfully fabricate ghips at this point.

The steel storage yard fs across the street In front of the plant aml ls well
1418 ‘out with ‘receiving tracks' ‘Yor cars of materials, with an overhend crane
famning on o 'trestle’its entire length, which serves to handle the heavy himber
an 'well as the ateel plates, forglugc, bonera, ete.,: trom cars to stomge and
from storage to factory.

- In conferenice with M, ¥ R. Boles, the president, T was informed of the sale
ot thie Northweht Steel Co. to thie Northwest Bridge & Iron Co., and others,

“rhé sald of the entire faciiities of the Nortliwest Steel Co. to the North-
mst Bridge & Ivon '00. a parinership’ conslsting of former employers of the
Reeol 'conipany and ‘4 soni of dn officer of the Steel company appears to have
beeh an amnﬁ meént inténded to" c;mclual\rely establish ‘a Jarge claim: for
amortization, e Northwest Bridge & Iron Co. is a partnership composed of

g‘t Howing: Mr. L. R. Banks, Mr, W, H. Cullers, and Mr. W, R, Boles, * .

,"Boles 16 i nephew of the president” and the eon of a stoekholder and
vu»e préaldent’ of the Northwest Steel Co,

Mr. Banks wal, the supeﬂutendént for the Northwest Steel (‘o durlng lts
war activities,

Mr. Cullers' was the superintendent for the Columbin - itiver Shlpbulldtng
Oorpdration during’ m war’ aetlvltlea -and whose yarn@' adjomed that of’ the
Northutvest Steel Co, . 0 F T T st e e
. The sale of the war, prqpertl& of the Northwest Steel Co. to the Northweat
gﬂuge & Itoh Oo,, undér date of March 20, 1910, covering various dssits, was

¢ an ‘Agpreftate’sim 62 $74,218,80, Under' dnte ‘of - Dettember 20, 1019, addl.
tional propertles were sold to thé amount of $105,000  and’ ‘sundry other safes
between January %und July 1, 1620, amonnted to $86,485.61, making a total

gurégute salvage valte realized from the sale of this property of $265,711.41.




_and the amount received from the dale
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'l.‘bls later aale -of property. between January 1 and July 1, 1920, 'was Insti-
tuted at the completion of the taxpayer's war contrecta.

The cost of this property to the taxpayer has been. vermed by our laudltor.
Mp, Chidester, as being $1,005.008.44, and the amortlzatlon claimed by them is
$810,762.45 and was aetermined by them as rol!ows. -

" Cost of war properties ,v e $1,005, 008, 44
Depreciation deducted In 1017 ool 13, 584, 57

H N L vl . . W—m

» Depreciated value Jan. 1, ll)iﬂ T ‘ - 1,081, 478. 87
Amount ‘realized from sale of plant N ,‘ .. 205,711.41

- Amortisatlon claimed.......... - cmemmmie. 810,782, 48

'Mr. Davis. I think you clini now go to Ifhe summary and ofnittin
the;lﬁgures and data in between there, give us that summary, xf yot
wi ,

. Mr. Troxas. Do yon want that in detail, Mr. Davig? ‘

Mr. Davis, Yes, sar, the sunimary. I am mferring w the page
that I now show you o

Mr. Tromas, Yes, sm [Reading:] ' T :

Suhmary Northwoest Stosl Cv., Portiund, Oreg, |
pesty on which amorb)zatlon 8 clalmod.,.-m,q..--- $1, 095, ooa'iu

Coat of p;
Amomrtizafgn ‘clafmed........ o -, .815,762, 40
Amortization allowed.....,.... ——— _ "None,

'y
" All these faetiities were 106 per cent 1n use on whioh am r%lzaplon lg claimed,
The sale of the property in question, in the writer's ox{' infon, was to create

a Iarge claim for amortization and if possible avold payment of ‘taxes, -’

It 18 my recommendation that -t taxpaser's c.!aim for amortmuon.
amountlng to $815,702.48, be disailowed.
Mpy. Chidester hag been advised of mz findings and the va}ue o: xacll tles
f property has been vetlﬂed by Im.
Maps will be found iIn-the files of the amortisttion’ section; -
Schedules are herewith submitted ahowlng taxpawr‘a clatm... . .. /s -
Isa . W. Van Somwx.,

] 8
Submitted October' 16, 1920. o S W
Reviewed December 7, 1 bv F' icher, acting cmef ior mg!neers.
Reviewed by S. T. De LaMater, chief of section, . e
The Cuamraan. Was the actual cash turned into the corpomtxoa
for this property that was sold to. the partnershlp?
- Mr. Tuomae. I do riot know; sir.’
The Cuamrman. Is there anyt ’hmg in the records to mdxcate that!
M. Tromas. T did not find anything. -
Mr. Davis. I will ask ‘you, Mr. Thomas, if, after you saw the
allegation that thns sdle ‘was questionable; in’'the’ files, : from *the
o neer’s repoit; did you: inquire of the 'frau&’sectxon? _

f -

Tuomas,  Yes, snr. ‘ .
Mr. Davis. Who went wnth you? R h T e
Mr. Tuomas. Mr. Parker, the chief engmeer. Coar e
Mr. Davis. Whom did you see in that seetion? - L
-t My, Tomas. We first visited the offiee of the head of the seeifon.
*.l‘hd head 'of - the section' was busy, ; and ‘inasmuch as we only wanted
to get to the files to exainine’ them, we were turhed over to the
asgistant head.” X’ think his: hame is Dunnaker. Mr. Dunnaker
went out to look in the file room, I believe, and came back and
statéd that there were no files on the case, except 2 card ﬁ!e, whlch
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ghowed-that the papers.in the case-therecord in the 'case had béen
returned on a certain'date T'do"not'xy call the Aage oo
.‘ ‘» ,,,. ,phf"i‘x%&’ :5.R§t,li Wﬂw,tbf:-‘&!idre: zti.;',l’v';(};'h_:,: ,‘x ! \, l ~ \ et !":‘ { i3

r. Tuomas, Evidently. to, the -amortization. section: because: they
1?“d.b9‘i9.?¢°”lvﬁd from the amortization section.. . =
+ Mp.-Parker and I then_inquired into their mpthod of keeping
records of that kind and we were told that no records were kept
0f¢ases which their bureau: investigated and in’ which' they, found
o' fraud. They did not find fraud and ‘the papers wére simply
:etuchtl;a 1 g\ts]keg the questiond i]fl theyd.did,\niot .se;xd a -]i‘etter otl’
ransmittal with the papers, and he said no, that, the only recor
@lﬁg;?xﬁént}‘w@g; the (I:all)‘dl}léom. , §howihgr when the record was re-
'cbﬁéd g"t'h‘enclr i;n’d whén it was r‘f:u‘rne( uld ﬁ d{ R

.X- DAVIS. Then, i, your, search you could finds no, report orrno
findings with reference to this sale and the allegation that it might
h:}t flh Vo b%cﬁ'h‘ﬁbn?t fide sale$ o g p o lg,

Mr. Tuosas, I could find no record of it. " PR L
Mr. Davis. Did the party in the section whom you ta'lk‘e('{ to

abo‘ut t?he matter know.-anything about: the facts in connection
. with it - ‘ N

. Mr. Tisbsas, If he did, he did not stite'any, other tlian that they

lad, thie record sent to them, and had returned:it. © . . T

' Mr, Davis. There was another report made in this case by an

'éh‘ﬁ}ngpr;,Hd@;ry‘W;'Chgl_épn,'w,as theremot? ... -7 T

' r.THO“Aﬁ.;YQS,ﬁirp,. ‘ ol R N A T N

- Mr. . Davzs; You:have reviewed: that report, have you?

- Mr. Tomas. Yes, sir, 00 Tt
Mr. DAvis, What is the substance of that report? . .~~~ -
Mvr. Tiomas, Mr. Carlson reviews the history of the case, as. did

Mr. Van Schaick, and allows or recommends for allowance the sum

of $615,000:for amoitization.

"Mr. Davis, Is that a field report or an office report? .
Mr. Tuonas. This must be a-field report. . Let me see, .- *
Mr. Davis. Or does it not show? e

- Mv. Tromas, It may be either.: . - . g
Mr. Davis. Does it not show? . .. =~ N U T

hMﬁp l'(I]‘noxms. It does not show. It does not say that he was out in

the field. - . ... .. . Lo T
Mr. Davis. What is the amount. involved with reference to prop-

exty acquired bofore the amortization period? . = .., it

.+ The Cramman. Before he answers that question, I would like: to

ask if, in connection with his recommendation that some $615,000

shonld be allowed, he makes any arguments as to why he'differs with
the original engineer's report? . . . ., T . )

" Mr, Taomas, Yes,sir, . . ;. .. ... .. ., N TRy
The Cuamman. I think. it would be relevant to have that..; ;-
..uMz. Davis. We are.going to give you.all of that. It might be well to-
put, in here, Mr. Thomas.,, ,Iamgh.fou would read that portion, of
enginger.Carlson’s veport, wherein:he refers to the: matter that we |
Ahﬂ?{ heen digcussing,.. Xon might start. with the :second, paragraph
L ) S ‘.tﬂd TS T TR T B L L LT
- -Mn Tomas, I might state thet this is from my own veport—I-am:

commenting on Mr. Carlson’s report. : ,

o

g

T T
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Tlm;@xmllinam«.&fm:éhaw n.otxMr.l' Gsrlapn?ém ptd o o
o M. Tosoneks, Yes; d can regd. from it, 3 you éﬁgm N
. Mr. Divis, Thete. are quotations from Mr.' Chrlion’s réport thist
‘ bc% on this qucstxgll, Spnﬁ.tor. . o S e,
i by "Q!%‘NWA,N" ‘{‘,‘r} d vt_. ; [SERNIRY RS 3 i A'I‘v s \"" PRI '! ' (.,'3‘

" Mr. Truoacas. While, thi, engingér nigvées, vt s ¢ o uisdtion
ghen to. dispute it is mmmuhtha? by. including these prerwar
acilities'in, the property to be amortized the f‘,‘,xfi! pr Incurted »
loss, as very hittle of thig bre-war property was inclyded in the final
sale in 1920; furher, that the, loss, sustained in its. sale, woy dsk,a}e
been taken, alnnpsg;,,enbgglyi”m'g 2 year 1919 (the yepr of isglg);,',,., It
so hapggns that the taxpayer had a higher tax rate m 1919 than in
1918. ‘Therefore, 'b{':tgéatg@g‘ the lozs as one dye to. 8 sale of tapitel
assets, practically all of the deductions would fall in the year 1919,
which carried with it the higher tax rate, whereas, by treafing it .as
& part of amortization, it 'would have been divided-about equally be-
tween 1918 and'1919; 'l‘h‘psjtaﬁxprayés signified its wi‘l,lilzg?qgsgﬁ'tb’ bear
this' loss rather than reoperi the old tax returns for 1916 and, 1917,
To present this side of the matter in, the qu;gaugejof\ the engineer
we quote froin his réport. as follows: = =« - AR

: T T R AR B AR £ oY A P SR TN S IS B

,Of the cost shown, $320,844.48, $300,000 represents the purchase of the joint
account property described earlier in'thia veport.: Thé taxpayer’ coitends ‘that
tltég:tb"ﬂ_lé propesty Covered-by’ this $320/344.48, whiclv wen all 'purchaked by
thé Joint nccount prior to:April 8, 1917, was vestell i a soparaté’ entity, namely,
the “ joint account,” unt!l the date of purchase by the taxpayer, Avgust 1, 1017,
Therefore, the t?xphyer contend$ that they had no rights in it until the dute
of parchase, and' that this date being subsequent to AprR} ¢, 1917, the property .
cost is subject to amortization. They further contend that they dequlred it on
August 1, 1017, for the specific purpose of. using it,qn Shipping Board vessels.
. Now, I might say at this point that I investigated as.to the date
of the first contract; between the. Shipping Board and the taxpayer
for building ships. That was in December—T think December 2(—
1917, or.nearly six months after the pprchase had been made,. . 7
On the other hand, the taxpayer had always had’an interest in' this prop-
erty through the joint aceount, and it had actually. haen . purchased by the
Joint ‘account, priny. to Aprll @, 1017, for the. taxpayer's use. in executing thelr
part of contracts which were not war contracts. The question ‘arises in the
writer's mind as to whether the joiut aceount can be considered as a se te
ehtity—a’Ehitd phtty, §0'to speak—and whether the sule of’ property, it which
the taxpayer had an interest through: that eutity, to the taxpayer on 4 date
l.l:xte: tsth;m :Dl‘ﬂ 6, 1017, can be taken as.establishing the right to amortization
Constderablé discussion’ was had on the subjéét with ‘the ‘taxpayer, afd
thiey broughtbut the fact that if thelr contentlons were overthrown' the nédsult
would be-in their favor. - In:other words, If this property is now: allowed to
gemain in the amortization schedule, it will have to, be- treated with .other
pre-war property, and the less sustained In it§ sale will be taken almost en-
tirely in the yenr of sale, 1010, Very lttle of: this property was Includéd in
the final sale in 1020, It so happens that the taxpayer has a higher tax rate
in 1919 than in 1918, Therefore, by treating the 1088 (' one :due th sale of
e s 1F tronted s Hmortigition. the lngs would be
with the highest:. rate, yhife if treated as amortization, the loss woul
divided vergv e:?ear ’eﬁualnv‘between 1018 lmd'l '151'9:*.‘1#0 i b"tms

_ ‘ twlﬁhst’mz).ln
fact, the taxpayer expressed a desire to have this item remiain in amortiatton,
liecause ite: elimination ‘would ‘mean: reopening the: 1918: And ,1917; returns on
uecount: of the depreclation: and, effect on fnvested capital invelved, and they
would rather nay. the additiongl fux involved than have to go through this ve-

vpening of old retyms, = ', ..

KRS N T B N I RE RO
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Considering this. attitude of the taxpayer, the fhet. that do have some t” '

good arguments in .favor of their contention, and the fact that their inter-
pretation reaily results in_an addition to their tax, it is deemed advisabie to
allov(: e&he item to remain in- the amortization sched@ule, and it 1s so recom-
menaed. . . ' o . .

Mr. Davis. Now, give us \tlge'conclusio:l.‘f-thq.t’ you have placed on
that mterpreta,tit'i%'o the engineer, following that, ’

‘Mr. Triomas. The writer can'not agree with' the aicepted theory,
upan 'which the apﬁme,er has based his recomniendation. Even as-
surhing’ that this theory is correct, it is not believed that the tax
uynit’s régulations have been properly applied in this case.

. Section 214 '(a) 9 of the revenue act of 1918 reads: R
. In,the cage of bulldings, machinery, equipment.or other. facilities, con-
structed, erected, -inst_nlllgd, or aéqulred', on é’r after April 6, 1917, for the
production’ of articles ‘contributing to' the prodecution of- the present war,
and:in ¢cabe ‘of vessels constructed or -acquired on or aftér such'date for the
transportation . of -articles ‘or men . conttibuting - to - the, prosecution of:-tlie
bresent; war, there, shall be allowed a reasonable deduction for the amortization
g&ch‘ lgarg 05 ,th'g gost of guch facilitles or vessels ns hgs been horne by the

LR N .}.".','“‘: ,',I.‘~.! L. R oy -, j': | . Lo
" Aticle 184 of reguilations 45. undey the. revepue act of 1918 in the
treatment of costs which may be amortized reads: = " "\
..'Fhe total amount subject to.amiortization shall be the dlfference hetween, the
arigingl,cost, of the praperty if constructed, erected, installed or acquired on
after, Apri .d,.lén.‘,qr Af acquired partly before and partly after April G, 1917,

then that papt of the.cost incurved on. or after.April 6, 1917, and . properly

entered: on the.bogks. of .the taxpayer on or after thut date, less any amounts
. deducted for depreclation, losses, etc., prior to January.1, 1918, and the value
of the. propexty .op any of the bases indicated below: .* * '+ =~

- Agnit in'arti¢le 185'of régulations 45, we find: = - ‘

H ‘l‘he‘ﬁinét‘stz'iftibﬁ’ iillowapoe shail be sprend In ‘fropoftion to’ the het income

(computed - 'without benefit! ¢f the: amortization allowance)’ ‘between ' January

119188 %1 * .jand: dither.jof :thel following dates. * '# .#.: .

From the foregoing; it is réadily seen that any. property’ 'subi’ect
to .amortization must: have been “constructed, ‘erected; .Installed,
or acquired,” partly or.in whole, on or-after April 6, 1917... Further,

::’hat\:t eliegilg gng of the amortization period 1s established as being

vary 1, 1948, . . . e

_ .?n this case it is freely admitted that property which cost $329,- §

84448 and which was included in the amortization schedule, was

‘purchased, installed and operated }!)lnor‘to April ‘6, 1017, on 'work

which was in no way connected with the prosecution of, the war.

. - Mr..Davis. Now, -Mr. Thomas, a.statement has been made that

the reason for allowing amortization on these facilities was that by

so "doing thg',’t,gxra{e;zf'ﬁ}vas. obliged to pay: a greater amount in
taxes, than it wonld have paid had the facilities been treated othér-

wise, o
i Mr. Tromas. That was one reagon. . = ¢
' Mt. Davis. ‘And: what was the next veason? - - .
.. Mr. Teiom4s. Y cap nead that right from the epgineer’s veport.
- MreoDavase Al vight ... o0 o T T
- - Mo ‘Taomas, The taxpayer signifiéd its willingness to bear this

Caey o

~ loss yather than reopen 'and ‘vevise the old tax returns for 1916 and |

1917, ‘which would have bacome necessary had the facilities in ques- |
tion been treated as pre-war facilities. That was the second reason. |
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- The 'Cramizan. . Has thers been any:computation made as to the
amound.involved® - = '© - oo oo e T e e e
- Mr; Davis. He has that here, Senator. - I am coming to that, I
wish you would continue there, Mr: Thomas. RS
. Mr. Tmosras. The writer is of the opinion that the question. of
whether or not the taxpayer is obli to pay a greater or less
amount in taxes by treating these facilities in the amortization
schedule . should not be considered. . The quéstion secems rather to
be should the claim of this taxpayer be treated differently from a
similar ‘claim: of another taxpayer, in otlier words, should not the
rulés and: pegulations of the Incowe Tax Unic be applied in the same
waxto all taxpayers having similar claims? . = - L
- As to the first reason, attention is called to the fact that the:con-
tention .of the taxpayer and the statament .of the engineer are in
error. The writer took occasion to consult with Mr. Charles R:
Turner, auditor consolidated returns, audi¢ division, of the Inoome
Tax Unit, who is thoroughly familiar with the methods used by the
unit in com};‘)uting taxes of taxpayers engaged in this line of busi-
ness, with the result that computations were made tp ascertain just
what the difference in actual tax amounted to in this case, assuming
that the facilities im question had been treated as pre-war facilities
and had been depreciated rather than amortized. This computation
disclosed the following—I now quote here from a memorandum of
which I have the original copy, handed to me by Mr. Turner.
- Mr. Davzs. Mr, Turner is the anditor that you speak of
Mr. Tromas. Yes. [Reading:]" e
~Additional taxes to be paid when assets are depreciated Instead of being
amortized. Statutory basia. : .
* I might explain that he made these computations on two different
bases, statatory and special assessment. , o
The Caamryan. Did he make those computations at the time the
tax matter was in controversy, or just at your request? »
Mr. Tmoxmas. At my request, sir. They were made on Saturday.
Mr, Davis. Explain that statutory and :special-assessment basis,

. Thomas. . . T

Mr. Tromas, Additional tax for 1918, $57,855.98; less overpay-
ments, 1916, $328.84; 1917, $18,722.07; 1919, $26,173.59; or a total
of $44,224.50. Net additional tax, $13,631.48. It was thus handled
on the ar. method of the statutory basis. -
. Now, if it had been handled under the special-assessment basis,
the adéitional,tax for 1918 would have been $52,837.01; less overpay-
ments, 1916, $328.84; 1917, $18,776.61; 1919, $16,235.54; or a total
of $30,340.99.  Net additional tax, $22,496.02.. : |
_.The CramrsraN, Let me se if I get, tix.ap straight. As I understand
it, this $22,000 would have heen an additional tax had it been carried
through on the taxpayer’s suggestion that if he opened up those
years he would have received a benefit; is that the idea? = . .

Mr. Tromas. Yes,sir... . = ' . L x
- M., Davis; Just read: your conclusion, Mr. Thomas, along the
lines of the Senator’s question there. _

Mr. Taomas. Hence, it will be seen that had these facilities been
treated as pre-war facilities, as in the writer’s opinion they should

920162521 G106
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have been, the taxpayer would. have paid-an additional tax of either
$13,631.48 or $22,406.02, dependent upon whether the treatment of the
taxe: was based on a statutory basis or on a basis of special assess-
ment. Lk B A . .
ﬂ-l;lfr.‘ Dawis. I wish you would: go on and finish your comment on
Mr. Tromas. It seems clear that in this case, both the rules and
regulations of the unit and the intent of the law itself have been
disregarded and whether or not this taxpayer was obliged to pay a
greater sum as a result of the unit’s action in this instance it 1s not
only possible, but probable that. other taxpayers, having similse
claims, may be relieved of paying large amounts in taxes should the
same ruling be applied, and it is believed .that in this instance a
dangerous precedent has been set, which at some future time may
bring serious results,. - - Con Coe C
- Mr. Dawis, I believe you have in your file there, among the exhibits,
this paper [exhibiting paper to the witness]. : Lo
Mr. TaoMmas, Yes, sir. - : S
Mr. Davis. Read that, if you will. SRR
Mr. Taoxmas. This is a letter from J. R, Bowle, president. of the
. Northwest Steel Co., Portland., Oreg., under date of July 11, 1921,
to the Internal Revenue Commissioner, Washington, D. C.; subject,
“ Income tax reports for 1917, 1918, and 1919”: - @ . co
In the matter of the item in plant account, $300,000 covering the value by
purchase of certain shipbuilding plant originally owned by the Joint account
(Willamette Iron & Stee!l 'Works and Northwest Steel Co.) acquired after
April §, 1917, by purchase, and amortized along with the remainder of the
plant, we hereby walve right hereafter to ellminate from * Amortization™
and treat by “Depreciation” and “ Sale of capital assets,” notwithstanding
that, by some far-reaching conclusion, we might have the right to treat in the
manner last above named with considerable apparent saving in taxes to the

corporation.
: Yours very truly,

Nonrwesr S8tewr Co, -
o S 3. R. Bowtr, President.
Mr. Davis. Now, Mr. Thomas, this concern was still 2 going ship-
yard, with contraéts ahead, at the time that these engineering repo:
were made, was itnot? = ¢ T ,
- Mr, Tromas, According to the record; yes, sir.
- Mr. Davis. What work were they engaged inf . : -
Mr, TroMas, I might say that, in ordering material for Shipping
Board vessels, they had enough material on hand to complete three
of the cancelled ships, They decided to build those three ships for
their own account, with a view to selling them. They had that work
on hand. Then, they had the work o comq{eting the contract for
the Sh:pgﬂx’;g Board, and it developed later that some foreign inter-
ests, the France-Canada and Swiftsure Qil Co., wanted some tankers
built, and they built those tankers. I think there were 9 of them--
for these other people. The Shipping Board financed that deal. for
this France-Canada Swiftsure O11 Co. combination. ~
" 'The Caamman. On' what date was that that the Shipping Board
financed that deal¢. = ¢ o
Mr. Taomas. What daté, it -~ -~~~ "
The CxamrMaN, Yes. - o B
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hMr Tuomas. If I may read from the engineer’s report, I wxll do
t ato PR S | 1
. The CramumaN, If it 1sbnef. IR
.- Mr. Tromas. Yes, sir; it is. . N s
- Mr. HarrsoN,, What report i is that? . ' :
Mr. Davis, This is Mr, Carlson’s report.
Mr. HarrsoN, There were reports made by two en, agmeers. o
Mr. Taosas. This is Mr. Carlson’s report. [Reading:} '@ .-/
Mr. J. R. Bowles wain- Washigion, D. O, In, Jautary, 1920, rytng to
negotiate a settlement: with mlsmmmg The rtaxpayer had ewms
against the board on account of cancellation of aix ships. It was,
by the officlals of the Shipping. Board. that the taxpsyer take a. contract for
butlding seven tankers (it. was seven instead of nlge] for ¥ rqncevganadp
Steamship line and ‘the Swiftspré Ol o, ' The Shipping’ Board wag nanea
and pay the taxpayer for tho construction of the vm

!

' That evidently then was in 1920, sir.
The CramMAY. Were you prevxously with the Sluppuig Bdard?
Mr Taomas. Yes, sir,
‘The CHAIRMAN, ﬁnd it finance shipbuilding deals as late.as thati
“ Mr, Taomas, Oh, I think so; Kes, sir—later than that, even. ' B;L
so doing, as I understand it, in this particular mstance éenabor,
lnppmg Board was relieved of the taxpayers claim ugﬂnst the

Shippi Board
'lgp !é% . By domg that? »

" Mr. TaoMAS, Y sir, ‘ '
th'I;};e CHAIRMAN, ft was 8 ﬁnancml beneﬁt to' the country to do

& ,

“Mr. TaoMAS. Y gir.

*Lhé CHAIRMAN, At \t}us pomt I would hke to know if ar oxhe has
made any computation as to the difference in the amount o the tax
that the taxpayer would hdve paid, had the attorney’s suggestxon
been carried out instead of the views of the bureau?

Mr. Davis. X have not, Senator.

" The Caamuan. Will somebody get those for us? 4

‘Mr. Davis. Are we able to do that? - g

Mr. Taomas. I do not quite understand yoy, Senator v

- Mr. Davis. Has there been a,ny computation of the tax made, 1f
our contention here is correct t . R

Mr, TroMAas, As to amortization? ‘ '

Mr, Davis, Yes,

My, Traomas. The one I have ]ust read was the. result, had these
facilities been treated under depreciation instead of amortxzatmn .;

- Mr. Davis. Well, if the sale had been set asidet =~ .

Mr. Twomas, Oh, no. That has not been gone over. .

The CHAIRMAN. You can get that. computatxon for us? -

Mr. Troaas. I think so.

 Mr. Davis. We. will put it in the record in the mormng—-that is,
1f we can get it by to-morrow morning. .

Twrodas. 1 would not like to sa. {ethat we cen do that.
Mr. Davis. The bureau officials mav able to do that.
Mr. Frartson. We will be glad to do it. .
. The CHAIRMAN. . Are TYou t mmgh with Mr. Thomas?
Mr DAVI& That isa .

R ,:;‘f T

. .
Vg T f
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o The: Caamuax, Do you want to ‘asht him ‘any questions, Mz
Hartson?

Mr. Harrson. Yes, sit.  Mr. Thomas, you lidve- just referred t
certain contracts which this taxpayer hud to construct veséels: fo
some Canadian interests in 1920, ou know whether thidse con
tracts were with the taxpayer or with the tax ayer’s Suocessor3 '

Mr. Tnms.«'l‘hey were iv:th the partners 1p R AR
~ Mr. Hasrsoni Yes ;-.-;'- ~

Mr, 'I’nms. Y they were thh the partnershxp. :
Harmgon, They were: enbered mto; aooordmg to your testx

Mp after this sele- took placet -
‘Trromad. Well,’ about the’ same’ tnne, T qhbuld sny, because
ﬂﬁpk,t‘lan was. ang, of the reasona fox, this- %artnersh; that
oy would have an absolutely conlaﬁ lete plant. -In other words, that
:agmement. between the Shipp ard, the taxpayer, and the part-
tp \Was: 8, triangular one an was as I und derstand it, en induce-
‘ment or the pirchaser, the iartners xp, to buy the rest of, the plant
I the engmeen sta
r. 'rsqu. The wor owever, was aarued on by the part-

M‘ % son. Wiwh was really the sitccessor of the corporat:on?

Mr. Taomas. Yes. My answer to that question was largely to
bring out the fact that thxs plant was & full, going plant.and: in
100 per cent use, and under these contracts ‘could be continued as
such for some time.

Mr. Harrson. Well, Mr. Thomas, if this sale had taken place mnd
if it were a bona fide ‘transaction for the gurposes of any amortiza-
tion allowance to the taxpayer, eieakmg of the corporation, it would
be ‘entirely immaterial whether the successor’s business was prosper-
ous, or whether it was engaged in business or not, would it not?

Mr. Taomas In one way; yes, sir.

Mr. Harrson. The fact iut it was contmmhg in some successful
business might go to determine the consideration for which the sale
had taken plgce’ . .

Mr Taomas. Yes, sir. '

’ rrsoN. But for purposes of any amomzatxon allowance it
would be entirel 1mmatena — .

Mr. Taomas. e

Mr. Harmsox. Whnt the succeec‘un busmess wa wou"!d it not?

My, Taonas. No; X'¢an not say thit it was entitely immatarial,
because if the business is'a going one, and if thers is business ahead,
natum;,}ly a plant is going to be worth' more than if t"here is-no 'busx-
ness ahea

Mr. Hartsox. Well, that would he.va 2 bearmg on the pri

Mr. Tuouas. That "would have a bearing on the residu fevalue,
which, in turn, would have a beating on smortization.

Mr. Harpson. But amortization in this case, Mr. Thomas, as you
have pointed out, I think, was predicated on a loss in 1919, by reason
of a sale to the rt.nershlp? o

Mr. THoMAS, ¢ {

The CHAIRMAN. 1 hink this oixght to be cleared up. I ungierétood
Mr. Thomas to answer, in response to my question about the loaning
of money by the Shipping Board as late as 1920, that that was done
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for the purpose of zeducing the Government’s loss through the din-
cellation of contracts; in other words, that. itiwas.done tb prevent the
lossiof :the investment .thni. was oviginaily made. for iwa¥ ipurposes)
and if that is so, then. how would the Shipping Board be doing. busi-
ness with the new corporation, and. thereby -relieve.itself of .its
responslblht'y to the old corporation, which had sold out to this new
partnership ¢ A
. Mr. Hdrrson. Mr. Thomas testified that: the ‘Shipping Board'
agreements were triangular.in their nature, and that they included.
the new partnership and the old corporation. CLER PRI RS
~The CHAIRMAN, Even if that were so, then the Government did
not save by lending money at that late date, because the Bureau
gggo%lggady agreed on,.or later agreed to allow amortization of over,
- Mr. Tromas. Possibly, T'did not make my answer clear, Sénator,
The Shippii g Board wad relieved of its claims through the France-’
Canada and Swiftsure Oil people. They assumed the claims. - .. .1
-The Cmamyan. And for assumin‘%"lt;hoss' claims, they loaned: the.
money to the shipbuilding company¥ =~ -~~~ " o
~ Mr. Trosas. No, sir'; I'think they loaned the money, to, the Swift-
sure Oil Co. and the Frarice-Canada people. That 1s my under-.
standing of it, but:T am not particularly informed on that phase of
the case, bécause I did not investigate the relation between the-
Shipping Board and the foreign.interests, I can determine that for.
you. o C e
The CuimmaN. I would like to know why the Shipping Board:
was loaning money as late as that to foreign interests, for: the build--
ing of ships? -, '

Mr, Tuoyas. I would bé;.élﬁdlm look thatup. ., = ., ..
h ',!‘lég CraryaN, And the object which it hoped.to atain by doing,
taﬁ . HERRRN Py eV . R . 4 ‘
e

. Mr. Tizodds. X would be glad t find that out foryou.. "/ *.
'The Criamsax, You will get that up fopme?. =~ " = & '
Mr. Harrson. In the beginning oiyqur:testimony. Mr,"l‘homlgs,
you referred to certain chayges of fraud that had been inade by
En ireer Van Schaick, . .~ .. T
- Mr. Tromas, Yes, sir. [
+ My, Hanrson. Regarding the contract of sale between the: No’rt!l-
west, Steel Co, and. the }azigga,wmp@ngs. which: waa the partnership-
successo;‘,;&h eve.you rend n. confidential Jetter written by Mr..
Van Schaick, addressed to his chief here in Washington? =~ °'
- Mr. Tirontas, Iread o.copy of the.letter. T haye seen the original. .
Mr. Harrson. You have seen the originals? o
+Mr, Tromas., Yes,siva- . . . .
: é\ﬁ.? Hartson. Have you scen the reply to M Van Schaick’s
e er ~-$!'» ,¢'-f: (5 o . N AT SN 3 L PR FU R \»'g
Mr. 'II‘HOMm No,.sir; T.could find,no.reply.. We'did not find;,
iih;. 150N. In, view of the f,fact, Mr..Chaivinan, that the Jetter,
from, My. Van: Schajck hag.gone info the yecord, I should like to .
ask the witness to read into the record the reply of Mr. James Furse.
to that letter. 1Tt is material here. . o
.The Cramman, That is perfectly proper. | = " : ' /7

t
o i
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- Mr. Tromas, This is &' carbon ¢opy of & letter reported to.be
from. James Furse, chief of section, to Mr. Iva J. W. Van' Schaick,
Imperial Hotel, Portland, Oreg., under'daté of October 30, 1920: -
DEaR M. VAN Scmirck: We are réturning herewith your reports on the
amortigation ¢laim’ of the Nerthwest' Steel Co.,' of ‘Portland, Oreg., together
with schédule of taxpayee's clajm, .- -~ - ... oo oL

We have carefully considered this repert In connection with. your letter
of Ocuzbe;; 17 to Mr. Furse, :Not only does yoyr:letter indicate the evident
gttemint of the tixpayer to establish’'a large amount for amortization, but
in your report itself you say * Appears to-have been an arrangement Intended
to conclusively establish a large claim for amoértization.” It s not undere:
steod with suchk a atatement in.your report; how you can allow this tax-
payer's .clalm In full amount, Lo "

In view of the statements made in your ietter to Mr, Furse it is plain’
that you do niot consider this sale to have been made for any other purpose
than that of reducing taxation. If you are so thoroughly convinced of this
fact; you do not have to allow their claim and you should not do.so. If
there is any question fn regard to the. sale, you should disailow the claim:
entively, setting forth' your reasons for considering the sale to be not Justified,
The entiré burden’of proof s on the taxpayer. - It wounld then be his privilege
to protest and make claim for reconsideration and at this time he would have
to submit conclusive evidence to justify the determinution of the tax on the
basls of the sale. We had a case in this officé. just recently, very simliar
in natare. and actlon was taken as above indicated, the entire claim being
disallowed; SR o cooen by B

"It I8 suggested that you confer with Mr, Chidester and revize the report
along the above lines, as in s present form we can not gpprove it. :

. Your recommendations should always be in fccordance with your findings
and your bést judgement of the facts. ‘A sale may have been strictly legal,
g0 far as the technical features of it are concerned, and still have been
done with ‘a2 purpogse which will not admtt of its belng recognized in tax
mafters. ., . .- - o

Yours truly, . :
_ Jaxes Fursk, Chief of Seotion,

. Mr. Harmson. It is apparent from the reading of that letter
that the report of Mr. Vfl?‘échaick which you read into the record
or portions of which you read inte the record, was prepared an
submitted following the rveceipt by Mr. Van Schaick of .this letter
of October 30 from Mr. Furse,, =~ . . N

" Mr, Tronas. What s the date of that? I

Mr. Harson. This is dated October80, .~ '

Mr, Tromas, Evidently not. Mr. Van Schaick’s report was stib-
mitted on Qctober 16, 1920. . , L

‘Mr. Hitrson. Well, Mr. Van Schaick’s first report, as indicated
in his letter of Mr. Furse, dated October 17, 1920, allowed amorti-
zation, and he accompunied that réport with this letter of OQctober
17, which you cominented on and read into the record, and in which
he said he did it with reservations, because he thought the sale
had been fraudulent. B e e o

Mr. Tromas, No, sir; not as I read it. Mr. Van Schaick’s report
is deted October 16, 1820, o N '

The CHAIRMAN, 1 recall that the same as the Solicitor does. He
did allow amortization, although he protested against it. -~ - -

Mr. Harrson. The report of October 16, that the witnegs has
reference to i8 the report in which amortization. was allowed.. That
was siccompanied “by this letter of October 17, which reads as

follows: e
I have seut you under a separate cover-my report on the Northwest Steel
Co., Portland, Oreg. I am not pleased with it at all for this reason. The
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" taxpayer 18 -not entliled to'the amortization thiey have claimed and I have

allowed on the basls of a sale, R
. The sale of thig property to the three men, a nephew and a former fore.
man of the piant, and a foreman of an adjoining plant wae made {n my
Judgment for the sble purpose of defrauding the Government out of $800,000
on which taxes should be paid but they have so cleverly complied with the
law there was nothing left for me to do but allow the claim although.I am not
satisfled with thelr explanation of how the money was obtained by these
three men who had always bpéen working on a salary to raise $2685,711.41
to do this Is not clear. I : LT
 We then havé another letter— =~

Mr. Taomas. May I make a remork here, Senator?

The CuarMAN. Yes, A o .
" Mr. Tromas. I think it might clear this up, sir. -
 Senator Jones of New Mexico, Just r. moment. Mr. Hartson
that letter from which you have just rea: e extract was a pe!fsopai
letter, was it not? o ' ‘ _

Mr. HartsoN. Yes; it was, .. L

Senator Jonks of New Mexico, I would like to inquire if that
answer to it which you have read, was a personal or official letter?

Mr. Hartson. It was an official letter. '

- Senator Jones of New Mexico. An official letter in reply to this

personal letter? L ’
Mr. HarrsoN. That is correct. I say the reply was official, based

on the fact that it was on the letterhead of the department and
carried the usual symbols, and was signed by James Bruce, chief
of section; so that, in my opinion, that would be an official reply
to a personal letter. ‘ ‘ S

Senator Jones of New Mexico. I note that that letter bears the

initials, and that it was written on official stationery. .
Mr. Davis. Mr. Thomas, did you find :a copy. of the letter in the
files, that the solicitor has just read? A
~ Mr. Tromas. The original was in :he files, " "y
Mr. Davis. No; I mean a copy -of the letter that the solicitor has
just read, in reply to the one that the engineer- wrote. :
- Mr. Tromas, The one that I just read?
Mr. Davis. Yes; the one he asked you to read some time ago.
Mr. Tromas. No, sir; I did not see it in the files. -
- Mr. Davis. You did not see it in’ the filest
- Mr. Tromas, No. ; . IR
- Mr. Harrson. Would you say it was not theref -
Mr. Taosas. No, sir; I would not.
The CHAIRMAN. i}vidently, then, Mr. Furse did not treat this as a

. The
" confidentisl letter, but as a part of the bureau files.

Mr. Tromas. I can not reconcile the statement in the letter from
Mr. Van Schaick to Mr. Furse with the recommendation made in
the report which accompanied that letter, ,

. The Cuamman, His letter is perfectly plain to you, is it not?
. Mr. Tmomas. His letter is, yes; but in the report, on page.4, is
this statement: .= . S S o

4t 18 my recommendation that the taxpayer’s claim for amortization, amount-
ing to. $816,702.46 be disallowed. = . . . ol
. That is in the report that accompanied the letter to Mr. Furse,
in'which letter he states he did'not like to allow it, but inasmuch as
they had complied with the law, he thought he had to. © = =
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--l'lenaato.l;; Jowes of New Mexico. And-yet in his: report he had dis-
allowed it. | R A
"Mr, Tromas, He had dissllowed jt; dnd theie s o summary, sir;
amortization. claimed, $815,762.46; amortization /allawed, notin_ ,
and that is .followed by the: recommendation: that this taxpayer’s
91%1 fﬁx;pgxdttizftion'm"dliSalloLved.' Co t e h !
.. Mr. - Hartoon. I thight'clear this point up;'I am not surh that
this is the explanation, but I believe iIt) to be:p W{m tlus-matggr was
again referred to Mr. Van Schaick by means of the letter from Mr.
'urse which has been read into the record, Mr. Van Schai¢k. altéred
his original report without chﬁn%‘nr‘l% the. date. ‘T do not kndw that
to be a fact, but in thegigbt;of. his letter, which is'datéd November
22, 1920, addressed to Major De La. Mater from Mr. Van Schaick,

making further reference to his change'in his réport, I belie ve' that

1 ask Mr. Thomas to read that
letter of ovemb'?:'tl;%.l Jated Sq@é] - h N ’LHI
. Mr, Tuomas. This letter is dated Seattle, Wash., November 22,
19%, "’ﬁf ig/addressed td’Bgai‘;VS- D.'De La Mater, 'di,i,é% q@secy.wn,
2567 Treasiry Annex No! 2, Washingten, D. C.: ') ° .7 1™

. 8m:. ] am herawith sending you Wy repors on the Northwest Steel Qo.,, Port-

land, Oreg. Cees e oy
_ Mr. -Fu,:sets. letter of September, date I can not recall, to Mﬁ‘i‘fl&?ﬁé\‘éﬂdﬁi
this chse’'had us ‘to belléve If ve ‘could not ddisprove 'the’ leghlity ‘of: the sale
df thid property we bust of ‘necessity -allow thelr amortization elaim. I did
O e et o oy s 1 1 bt Chls Chse i pht i e fld-mot
B e vy v HaT fotint. of OCtober B0. 1020, and return g’ Fépott
on that basls. . St R e e

' Very truly yeurs,! i o b e ot e G et e
: e s e i e o TR B W VAN RCHAICK.

- Mr. I¥artson. Now,the'ldtter of Olctober 30%: '/ -v.oiy I/
Mr. Taomas. Is that the one that I have réad.. = - ! to.bp s

- Mr. Harrson. That is the one I believe yon read.:” .- .t '

. Mr. Tuomas. Maybe you can find:is here® -~ : = 7/ .- .. /f .20
Mr. Harrson. ‘That letter-of Qctobér 30 is tlie one from: Mr, Famen
Furse, chief of section, in which he tells’' him to re?ow-acdord’ing
to his .own views, and if he has' any:doubt:about it,’to set'dut ithe

doubt and give his opinion on the faets :ds he sees them, .1 i/

Mr. TrHoMAs. I can only:say: that I found no'record of a former
report from Mr. Van Schaick in this case where he; decording/to
your statement, did recommend an_ sllowance ‘against:his’ betler
judgment, maybe. The only record that I have of Mr: Van Schdick
reportingon the subject: is: in’'this report-of Oktobet:16,i1920,!in
which he distinctly diss}lows it bothin his set-up. of' figureb and in. -
h»is‘l‘emdrkb.ﬁﬁ’ e | TH RUNEEN f NS E VI PPUVIN ST Y OIS SO EE N BN 4

M2 Harrson. T am not surprised thatiyou’did not: find the' con<
trary report, because, as I have suggebted here; I believe that, when

~ He'subimitted the contrary répoit, in which he atlowed: amortization,

it was returned to him by Mi. Furse, with' the'suggestion sontained/in
Mr. Furse’s letter of October 80, and thereupon Mr; Van::Schaick
chan@d.his,reggr,t and disallowed amortization, which, is now: the
final report of qdr' Valri Schaick in this case, in which nor aniortiza«
tion, ig recogpized ab Lobesiigln dbanian Dl Fiowpay b g gty
- The Crarryay, That:is rathar & sloppy. way. of. deing ity is it wot,:
to change the origine 1:'0901‘1?3 1y NEIZER FETRICTLITIESN I (Y HIAPIE

t

.“ ? D
LS BN
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© Mr, Harrson. Yes; but I believe that the files here are sufficiently
complete to bear out that explanation, and I believe it to be the
proper one, that Mr. Van Schaick originally reported that amortiza-
tion could be allowed, but he accompanied that with a confidential
letter -to his chief, in which he said he thought fraud had_ been
committed, and as soon as his chief received the confidential Jetter,
he sent the report, back to Mr. Van Schaick and gaid, “ If you belipve
there is fraud in this case, so report it; report it.the way you think
the facts.to be.” Then it came back and now it is in the files in final
form, fogether with the dxsallo’wanci of amortization. o
The Cuamman. I would Jike to ask if Mr. Hartson or any of his
s]_;gag kr?nows of any record here of the investigation by the fraud
section T
';;.%:'.,‘qusox. Yes, sir; we have, Senator. o
. The CmarMaN. You may complete with the witness, if yon choose
to do that, and then put that'in. ‘ L
Mr, HartsoN. Yes. , T would like to clear up this frand question
first, and it may bp more appropriate to put that in by another wit-
ness, so if I have any other questions of Mr. Thomas, he no dqubt

. will e here, and I can question him then.

The Cnaitman, Yes. . -
“"Mi. Tromas. I will ask Mr. Hering to take the stand.

TESTIMONY OF MR. JAMES C. HERING, AUDITOR, BUREAU OF

(The witness was:duly sworn by the chairman.) =~ =
_Mr, Hartoon: Mr.' Hering, what was done in the Income Tax
Unit 'with this report in which charges had been made of a fraudu-
lent action by the Northwest Steel Co.? =
Mr. Henine. Spea,kin%‘from the record in the case, I find a let-
ter from the chief of the' 'amortization section dated December 9,
1920, calling the attention of the head of the division to the alleged
allegation of frand. = o : .
The Cuamrmax. The head of what division? ‘ '
«Mpr, Herineg.- The special audit division, Mr. $, Alexander. Mr.
Alexander’s division included the amortization section, and I think
at thig'time it'also included what we'calléd the fraud section. Am
I btorrect 'imthdt® . oo v o
Mr, Hanrson. That is correct. ‘ , ‘
My Himine. T will ‘'rend this letter. - - e
"My, Hiarrson. Yes. R E R }
My’ Hemneg, THis is dated. December 9;:19207 * - G
Memorandum for Mr.' 8. Alexander, hend Speclal andit diviston. =, .
e fohtton ‘speetat asstgamont section. Mr. P. F. Cotn, Ohior) * '
" "Phite’ 18’ titlosed bopy’ of 'eitginect's réport on the amortization claim'of
the above taxpayer,': - - ' corineloaly A o :

++From this neport anit from sither Auformation which has been regeived, it

wonld appear that taxpaver's clélm for amortization may be fraudulent (q{
the purpose of evaslon of tax, as it is biaseéd, an an alleged sale which'dees nol
appear to he honn fide, having heen made to three men, a nephew, a formmer
foreman :of 'the plant, ‘and foreman. of un adjoining plant—all men: Wwho have
heen on salaries and whose ability to raise the $265,71%.41 might vepy. prop+
e:f'r?f’mﬁmdi: . diso Feached tils' office that taxpager operly bogsts that
- Informatiqn -hias aiso re  thils office that taxpayer opeily bogsts that
atythin eag‘be’ otten aﬂ%’fmmngton with manzy‘enough.‘ o ¥y, RORSs. 2
92619—25—p71 610

5
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X2 4t .In found, that: sufiicient: evidence -of. fraud -exists to fmpoese the fraud
penalty, all papers will lxe forwarded to you for final disposition. ., = .
It it is found, that sufliclent evidence of fraud to warrapt tbe imposition of
the fraud penalty does’'not exist, yon'are idquested to retarn engineer's report
and the case will be closed in this gectlon, ' - v e e
e o b s T 80N DE BA MaTeR, ‘Chief-of Stotion.
. And marked with inclosure, = . | _ ' DA
- Mr. Hanrson. What happened after Mr. Alexander received the
case with that memorandum of transmittal? =~ = - .
- Mr. Hering. The records will fully show that, after bein% inves-
tigated, the case was transmitted "to’ the fraud section by this
memorandum, and theéy gave it some ¢onsideration. =~ o
“Mr. HawrrsoN. Referring to' the fraud section, explain to the
committee what section that is, and where it is. . NN
Mr. Herine. As I understand it, the particular function of that
section i8 to determine whether fraud exists in 4 case or not. ‘They
make an examination, if necessary, I understand ; an investigation in
the field, and audit the case, and their récommendations are trans-
m },rtqdd » the solicitdr for further consideration, if they think there
lsn a;u..'i' et T ot ' ~\!,‘«'.“
I find a further memoranduin under date of April 18, 1921, "
Mr. HartsoN, Is that the memorandum which transmitted . the
case to thesolibi{‘oi::?‘ o d l?l"A " b‘ ki @
. «Mr. HemNe. This is a memorandum bringing it. baek-from the
séhcxtor, and I have the.solicitor’s; report. ngrenglso. Do youn%eem
it material to read the other onef .
Mr. HartsoN. I would like to have you peint out, if .the record
so discloses, that the case was transmitted to the solicitor’s office,
g lSenstqg" onEs of New Mexico. Why not take it up in chronologi:
cal order T T S RTONIE U
Mr. Harmson. That is what we are trying to do, Senator, . -
. Mr. Herina, Here iz a cgry; .of a memorandum by the Solicitor
of Internal Revenue, dated March24. . ... .. .
The Cramman. I understood you were going to put in the trans-
mittal to the solicitor fiet. .. .= .~ = o ... .o
-‘Mr. Harrson. If the. file so discloses it, I would.suggest that-the
memorandum go in. . I do not know whether it does, or not. In
every case, there is.a memorandum. of transmitial, to- indicate the
issges, and to advise the solicitor why the case is being forwarded
tO imo ' i LR i s . 'f‘t :\-N
Mr. Herive. I think I can explain the missing link, . The file that
I am reading from is the file of the amortization section., , The.other
section, the special assignment section, probably.has its own racord
of the letter transmitting the case to tl’)e, solicitor. .~ |
The Cuamman. I think there is no use going ahead with the
solicitor’s opinion until we know the information that was submitted
. to the solicitor when the case was transmitted to him.. = . .. . .
~ Mr. Davis. That is what we are trying to do, to find out what
went_jnto the fraud section, and’ what came out of it, 'what they
found, and what they did with.it. . . o 00
. Mr, Hemna.. I think the recitals in the opinion will be. sufficiént
% RCMETE, d et ko ot i conti o compi
. The CramrMAN, We do not know whether it contains & complete - |
report from the fraud sectiop or. not, and I, do not think the.com- |
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:;?w will be interested until we ‘get that: report from :the fraud
won, . o TN RPN ¥ B TR I A Y
Mr. Davis. We will ‘have td_have tlie fucts showing what :the
findings of the solicitor are based on.: . . - -0 oot
" Mr; HanrsoN. Whit the solicitor 'did was ‘to .ask: for:a' further
“vinvestigation, if there were charges there with notliing to'substan-
tiate 'them'; so that it came:to the solicitor: a second time, with the
-m&plemeﬂtalemport; combl haagar o ‘,u;)’»u. S IR
*The CHARMAN. Is there not anyone here from the bureau ‘who
can show what the fraud section did or found out from the time
it was transmitted to it-until it: first went to thd solicitor’s office?
Mr. HarrsoN. I think there.is a'report there following the firet
consideration by the solicitor, of a further examination’in the field
al'l‘d further 'investigotion; vt T LS T A
. Senator JoNes of New Mexico: What did the. frand 'seetion’ do
with it when it first got it® .-~ - S A R
Mur. Hartson. It sent it to the solicitor’s office. - :
i+ The CuatrMAN, Without any investigation? . - = . -1 il
 Mr, HartsoN. With reports as they stood at that time; namely,
Mr. Van Schaick’s report, and which, as has been pointed out, con-
tains charges ' and reférences to suspicious circumstances. 'The
solicitor reviewed that and said, * I can not charge a man or assess
a man with a fraud p‘nalty upon such a showing, and:.we want n
further examination.” - ‘That was done and it came back 'a second
time to the solicitor’s office. T SR N S LI
-+ The Crarryan. If agreesble to the committee, I. would liké Lo
‘pass: that over - for further consideration and.find: out ‘what was
submitted to you with this request. Can you give-us that{. .
Mr. TroMas. I can énly say that when I visited the.so-called
fraud section I was told that there was.no memorandum st all, or
no record of the findings of the fraud section, and I, W&s.tqld, that
it had not been sent to the solicitor’s office because it:did not‘find

freud, . - - . SR S

" M. Harson. Of course, that is obviously incorrect, because: the
files here show, and have shown it right along, that it was in the
‘solicitor’s office twice, ‘and he expressed hunseif on two different
occagions. .: ... .- . . . e e :

- The-CHAIRMAN. So'as to temporarily deal with this, then, reserv-
ing the right to come batk to it again, lét us hear what the solicitor

\ ¢

.

said when the cpse Was Sist brought to his office. . . " .. 7
. Mr.. Nasit. ‘May I suggest this, Mr. Chairman: The organization
‘ag it i to-day is enti g different than the organization that was
i the bureau in 1920 and 1921 with 1‘95})9(?‘? to handling fraud cases.
At that time what_ is now called the fiaud section or, special 'adl-
.justment division was. a small section under, the special audit. di-
vigion; and Mr. Alexander, who was then head of the special audit
division, had the special assignment section'or sjjecidl adjustment
section, as it has been calléd, and also the gmortization section. It
.was a transaction within his division, %omg from one section, to
another.  But when we reorganized the bureau s little over a year
ago it was decided to place this' fraud work -directly under the
deputy. commiissioner ‘antl kéep it away from all other divisions.
at 18 where it is now,. . I presume, that is why the records may

b



N
a

76  INVESTIGATION OF BUREAU:-OF INTERNAL REVENUE

‘be. mcomplete in the' present fraud .section; I think the records
of this case are probably down in the old speclal audlt dnvasxon.

' The 'Cramman, Well, they can be ﬁound% SR

Mr. Nasu. I am quite sure they can.’ - .
+1+.The Caamman, Is it not:called the speclal adjustment dmsmn’

- Me.: Nasm.: The special -adjustment’division and the fraud.divi-
slon, which. is really a clearing house for:fraud cases on their way to
the solicitor’s office. We have fraud alézﬁed in -hundreds of :onges,
and the solicitor’s office is a very busy Fraud cases are first
-referred to-this fraud -division, and that kdwxsmn oes into them
in «detail, and if they determine t'chat thene is fraud; then they go
son their way to the solicitor’s office.
¢ oI think Mr. Hering’s testimony m:ght be corrected to thle extent,
that the fraud dmsnon does not make any. field investigations; they

‘just examine the record: of the ¢ase as it comes to:them, and- if further

mvestigation is necessary, it is handled by the - sohcltor’s oﬁice or
by the deputy commissioner.

Myr. Davis. Then, Mr. Nash, uccordmg to’ tlmt tl.a cfraud sectxon
Ammt have found 'frand \1f thls case found its way to the sohcltor’s

Mr. Nmm. They mult hnve determmed that there was enough
evndence ‘there to: indicute that there might be fraud and that it
‘omzht to have: the solicitor’s attention. -

The Crramrbran: Just tell us what the. Bo’hcntor sald when he - sent
this back to the fraud section, please?

Mr. Hemne. It did not go back divect: to the fraud section. Tt
‘went back to the: amomtnzat:on sectlon, .possnbly through the fraud

section, however.
‘This is a memorandum to the sohcltor, dated March 1921

“In re’Northwest Steel Co,, Portland, Oreg.
Act,lng Deputy Commisstoner Batsox. ' . *
‘(Attenitign Mpr. 8. ‘Alexander, heéad spewclul audlt divlston)

Reference 18 made to your letter of March 14, 1921, with whlch you 'tma-
mitted a copy.of the engineer’s Teport on ‘the amortization claim of the above-
named company, . and n. which you ;request ;the .opinion of this office ag to
whether a penalty should be assessed for. filing 2. false and’ frauduleut return
Tn connection with such ctatm for amortization, -

This company was organized in 1903. Its business, prior to the war, was
fabrioating structiral mteel:During the year 1017 they obtained eévtain :con-
Arapts to construct, steel shipsfor the Government, and under these contrac
constructed and delivered.to the United States. Fmergency Fleet Corporation’
steel ships. In the. prosecution of this work certain Iand wag acquired in Port-
Nandl; 01%3.. and'buildings coiistituting the works ‘were constructed. The plant
hau all ‘mecessary. eranes, sheans, punches; lashes; ‘and other machinery, and

pgopmy -and. tﬂlw,ﬁﬁui ped to build ptepl ‘ships, . It is stated that tlu; cost

ls war proper wasg
Médrch 20, 1919, . and Jtily 1, 1920, several distinct sales of virlous

assetb o tms ‘plint ‘Were' made to'the Northwest Bridge & Iron Ob., 'for the
.agereghte sum of '$265.711.41, and the amortization clatmed. by the Northwest
i8teel Co. in $815,762.45.. The shipbuflding in the city of Poxtland and surround-
ing terr Itory uppz tg t.o be eptirely . war measure as all yards ure cloaed or
“dompleting thelr contracts with o néw’ business n sight.

The Northwest MRdge & Iron (Jo to whom the above-mentioneil nssets ‘were
80l 16 & pertnérship composed of {I. R, Banks, who 'was the superintendrait gor
‘the Nl:htwm‘vea: tgmlél(m uglurmg its Wm' aottmtl 8q W, H, Oullem, wiio wap
Ssuperinteydent: for; the um
‘war aciivities and who Qb'm'd udjolhed ﬂ'nht orlnb 'Nomzm;staé‘oegi m& m
and’ W. R, Bbwles, whd'is ‘a mephevw of th eftt, and'thé igdh ‘of & -
holder #nd vice president of the Northwest Steel Co. The report states
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that the sale of the facilities. of the Northwest Steel Co, to tlie ahove parther-
ship appears to have been an. urrangement intended; to conclusively estabuah
a large claim for amortization. 'No other facts are avallablé from the reporc’
and no:effort seems to have been made t0 obtain. évidimos which: would shaw
or tend to show, the bona fides of the tressaction. - No attelnpt was madato
interview the members of the partnership or to ascertgin j§ there was any
evidence to substantiate the transfers of p ﬁerty above pes ted. or the
state of accounts between the parties; - . Bl

‘A’ recital of - the facts above makes i apnmnt that there ls no Jevuleuce
upon which. & charge of fraud.could be predicatad. The, fact that the plant,

‘was sold at approximately 25 per cent of its cost, and that the sale was magé’

to a partnership, thie members of which were a former employéé of the vendor,
and the son of the vide president of vendor, while; indeed, sufficlent to cast
suspicion on the good! faith of the transactlon. are in-and of themselves insuf-

ficlent to establish fyaud.
It i8 recommended that a full and complete luvestlgatlon of hus transaco

tion be made, and upon recelpt thererot that it be again submitted to thls
office for ‘considerdtion. = i
The papers are belng returned herewith .
“That s signed “ Solicitor of Internal Revenne.”-
Mr. Davis. To whom did that letter go from the sollcltor?
 Mr, Hering., ‘That was addressed to Actitig De ut Commissioner
Batson for the attentnon of Mr. § Alexander, ' of the special‘
audit division.” - 4
¢ Cuaimaan, 'Who sngned it’ Lo L
Mr. Hesivag, Tt was signed by the S'ohcxtm- of Intemul Revenue
Mr. HartsoN. Mr. Ma was solicitor at that time. .i: . !
" The CirArraax. ‘That is: whv T asked who signed it -+ 1+ '/
‘M. HahrsbN, The cavbon'copy does not appear to be' s:gned

" M. ¥irerye. No, it is not,
Mr. H'A‘!ﬁ‘GON ‘Mr. Caﬂl,A,a Mapes was Solacwor of Inw:nal

Revenue at that time.
The CrAIRMAN, IS there any evndence to show whera the sohcltor
t hi§' informition that the plant was closed down. and out: o
eds, and’ that there were o' farther activities there?: = - r-’~ '
Davxs. Not to. my. knawledge. L e e !
Mr Nasm, Mr. Chairman, I think the salicitor’s of inion - refers
to a letter of transmittal dated March 14, 1921, and t at evidently.
is what is migsing, ‘That letter of March 14 qmte hkely is the: let-
ter of transmitta for the entire file in the case,
The CrnairmaN. And' that ‘particular letter' has mnot- beem d\s-

covered in the. files?: .
Mr. Hnmm That would probablv be m the hles of the other

section.’

Mr. Davis. In the. Iet.ters that you read' a little whnle ago from
Mr. De Lo, Mater, chief of section, he s;ud. i fx:om other engmeer
reports’ and oth'ev information recewed. :

Ha

r. Hertnag, Yes, sirn 4
."Mr.. Davis. What was the other mformatwn and where dld 11:

come from? = -

Mr. Herine. 1 do not. know what he meant. Possibly he had
reference to that confidential letter of Mr. Van Schaick’s; I do not
know; that. in.only & guess.. -

;M. Nase. M., Davxs,J; xmght sqy ‘that in gluncmf t,hro igh' thq
ﬁln this.morning, I find that 1%.shows. ;hat Reyenup . amer,
and Field -Agent Chidesters worked on this case, and:’ assumé that
theie are reports in it from those agents.
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- M Davis. There is & reference-in this letter that we are talkin
sbaut frofn Engincer Ven' Schaick which says: ' ' i1 "
“In -conference ‘with ‘Mr. Kramer, the agent, he was of the -opinion, also,
thut they were:putting over a-bigfake. ' - v 1 a0 L o < e Lo
.. I8 that the Mr. Kramer that 'you refer to?
Mr. Nasi. Yes; I saw that in the.file. ... .. ... =~
- ‘The Cmamman. This information seems-to be incomplete, and,
88 'it iy jgetting near time'to wdjourn, I'think we ‘ought to find out -
whether. the records show.that this money was actually placed “in
the. treasury ,of ‘the Northwest Steel Co. .The mattér should be
looked. into, to see whetlier that money was:actually paid in by these
employees to the treasury of the Northwest Steel Co. -+~ -
_Mr, Hering., I think T can answet that fairl ' well, Senator. If
all of Mr. Carlson’s report had been put in evidencs, it would show
‘the facts in the case, P e S ey
DTl‘le’CHAIRMAN. Well, let us put it in. . Do you edmit that, Mr.
avist: ., . U
- Mr. Dawis..I will be glad to have it all in, or any, part of it. ' We
redd a portion of thereport. - - ;. . ... .
Mr. Na. You did not read what the Senator asks: for, which
was Mr. Carlson’s explanation as to the bona. fides of this sale, - .
Mirl. lf)A:IS. If it is the report, I wouid be glad to have it read—
or ail o1 1V, HE ‘»('!f C e N /'_'.-,‘-~ Lo
Mr. HartsoN. Before you go into that, Mr. Hering, the matter
wpas:then referred by 2 memorandum of April 20, 1921, to the field
for further investigation, was it not; and if s, will you read that
memorandum or letter accompanying Mr. Carlson’s report
Mr. Davis. This memorandum 1s dated April 20, 1921:
. Memortndum for'Mr. Carlgon: .. .
- Relnvestigation of the case of the Northwest Steel Co,, Portland, Oreg., is
being assigned to.you. .. This claim was investigated by Hn r Van Scheick,
who reported under date of December 7, 1020, recommenc that the entire
clalm be dieallowed. This report was. trangmitted to the solicitor. for' opinton
as to whether a penalty should be assessed for filing a false and fradulent

return, , : : R
Attached herewith is memorandum from the head of division, trunsmitting
copy of a communication from the solicitor, dated March 24— ,

Which is the one I have just read, I think—

fn which it is held that no facts have been indicated suflicient to establish
fravd., You will note the solicitor’s recommendation that a full and complete
investigation be mude of the transaction (1. e, the sale of the facilitles), and
a report submitted for consideration, . o . '
The asgignment of the case is made to you for the purpose indicated in the
sollcitor's memorandum, Pleage make such complete investigation as may be
necessary, and submit a report-embodying the result of your investigation into
the question of the bona fides of the alleged sale, The solicitor's letter and the
memorandum of transmittal should be placed in the files after review by your-
sel?, It is suggested that you carefully review the original report by Englneer
Van. Schalck, and that yon make notes of any facts thereiln contained or of
any other papers in the files which it may be advisable for you to have,
T . - 8, T, Dg La Matxn, Ohéef of Section.

- Mr. Hartson. I think that gives in chronological order, now, Mr.
Chairmsn, the way the case got to Mr. Carlson, who made the second
‘report, %V‘he&yr Thomas was on the stand, there was no explana~
tion of why Mr. Van Schaick, who had first reported; was super-
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seded in'the mvesta%;xtmn and another engineer wag sent out to: malre
a'report'ont it.' ‘T thinkthis explanation is the correct one, of how
hé ot out there.

o, -Cmnum. Have lfou ,this engineer’s report here?.

Mr. Harrsow. Yes, . Thomas read into the record portnons
of M. Car)son’s report which deal with an allowance for §mortiza-
tion, but does not go into the facts connected with that sale and the
m;rtrgnzndnlng circumstances, which have .. bearing on the bona ﬁdes
of that sale, :

The Onamman, Can you read that into the record! ,

d. Yes, sir; I'will be gladto doso. .

Mr, HAB’.NON. I am sure Mr. Davis will. have no objection to hav-
ing the entire report ‘of Mr. Carlson go into the record. I think
the entire report'should go in. “Otherwise, there will still be that

p, Mr. Chau'man, ‘that you spoke a.bout thh reference to the

uestion, .
The mammay. You will look that np!
- Mr. Herrva: ‘Werwill supply that. I am reading from Mr Carl- :
son’s report :
o A partnershlp composed of three employees ot the taxpayer, one of whom
waa a4 son of one of the above-mentioned principals, purchased the plant in
three parcels, - None of the members of the partnership were stockholders in
the tax-paying corporation,
Amortization {s claimed by the taxpayer in regard to the facilitles acqulred
. subsequent to April 6, 1917, the amount of the claim belng based on the sale
of the same to the partuership.
rg u:ortlzauon claim Is shown in Exhlblt No. 1. Claim Is made for
amo ization in the sum of $815,762.46 in respect of property whose orl 1
cost was $1,005,008.44, whose depreclated cost (de:mclntton to January 1, 918.
only) was $1,081,473.87, and whose sale price was $265,71
Because 'of the close relationship of at least cne of tne purehuslns partner-
ship to a tErmclpal in the tuxpaying corporation, and the close business rela-
tions of the other partners to the taxpayer, the question arises as to the
reasonableness of the sales consummated between them. To fet 2 propey view
of the entire transaction, it must be remembered that in addition to the prop-
erty on which amortization is claimed, the partnership also purchased the
original pre-war plant of the taxpayer, the -book value of which, on April 5,
1917, weas $226,187.78, and for which the taxpayer received $95,081,80, practl-
cally all being purchased by the partuership. For the purpose of comparlaon
we will tahulate it tlmb' 4 .

" L o ' » Cost or ' ‘
When purchased » ciated costas | Sale}
hen pure o ofJen,1,1008 | . price
O AT e eeesemne . $186,000, 08180
Kf{«“’p?"o'. L AP A 1.08'?‘,41&31 g&m.u
Total.....eommn-. . N —enee. . 1,207,50.8¢ | 300,72

L]

'rhia ehows that the taxpayer realized 28% per cent of the cost as of the
%bove date of the above total sale price; $317,895.23 was paid by the partner-

ship in question, the balance coming from small sales to others.

‘Tooking at it from the standpoint of the ta!payer, was the sale ot *.hetr
assets as above a reasonable one?

In the first place, at the time the first part of the plant was sold, 1t was
rapidly becoming evident that the shipbutiding business on the Pacific coast
was ‘coming to an end. Under any normal conditioms, the Atlantlc coast
yards would have a heavy advantage over the Pacific coast yards on the
item of freight rates ahove as all steel must come from the East. Ta addttlon.
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most #bips:-would be huilt for eastern ownars if at all, which gensrally mount
the expense, of bringiug the ship to the Atlantle: coast before it would he. p
tolus‘e l'.l‘he desire of the taxpayer to retire from shlpbulldlug was therqtorq
a logical one.

In the next place, the entire plant, was érected on leased ground, moat* of
the leases running from 20 to 80 yeavs. By paksing all these leases tol ‘the
purckesing partnership, the taxpayer disposed of a. llabmty over .that peried
that totaled. some $180,000 in rents lus taxes estimated at $80,000 more,

"In 'the third place, they e the ' responsibility for putting thb leamed
ground into it orignal eondition as' reqttred ‘by the leoasts, Whlcli woutd cost
no inconsliderable sum. R Y

In the fourth piace, by dums;ns ot the plant as & whole, op. pmcttcauy 80,
they saved the selling cost that woul 3n qd in a plecemeal sale, which
would have been their only altprnatlve had the partnership not purchased it.

‘In the fifth place, one of theé:largest' cOnsld ona that doés not' appear in
the: 4ale was -the caurellation .of certain bonbds obligatins. :Mesars, . Culler
§na B in the early ‘of .the: smphulldlng work, had been guaranteed
certaln nus paymenis based on tpqnaxe The business of the taxpayer ex-
panded’ to such un_extent, however, that' these bonuses grew to°ehormous
proportlons. For 1917 and 1918, Mr. Culler recelved $106,025TL ‘and: Mk}
Banks s':?.os:; SIhlcthen the firsé sele of . bgart: &t‘ tl: aglgg: wos made tot:gg

. partnarship of w men were mombezrs, they: us. greditsace
to them of $189, 343.62“13:! $123,277.42, respectively, or a total of $312,621.04,
with some $200,000 more coming, had tlle taxpayer completed the shlpbullding
instead .of turning it over to the partuership. . All.of- this honus. was eanceled
88 one .of the considerations at the thne of purchase;’ This canceled bonus
is heredn considered as a pars of the return received from the sale.. .

He is referring, to the $200,000 which explains the. d:ﬂerence be~
tween. the allowance and the taxpayer's claim. - )
Mr. Hartsox. Mr. Hering, may I interrupt there? . Do you under-
stand: that-a gortlon of ‘this $265,000: which was a consideration ‘for
the transfer from the comoratxon of that property to_the partner-
ship, ‘and_that a pertion, of the consideration was the cancellation
of -these bonus agreements that the eorponatnon had w:th oortmn

members off the artnershxp ' .

‘es sir

$9§§;)00 Hmson. Or. was that a. conslderatxon in addntlon to. the
Hmmw. Noj; I thmk rtha o&;'obubly the bon'as that had not
been puid was ag art of the $265,

t was a part of the $26$ 000, Then, assuming that
there was 8 lxablhty in favor of these individuals for bonuses y the
corporation of $200,000, when the, s{ came to purchase the plant of the
coigomtnon, the {‘only paid in cash the balance of $65,0007

o, you are not quite correct,

Mr. HABTBON. y question was to bring out what the fact is,
. _Mr; Herivo. X understand that they had actual accrued bonuses.

The cash that they had paid amounted to $265,000. Mr, Carlson
admits that if they had gone on—that is, if the taxpayer had gone
on—and completed certain ships that were then in an unfinished
condition, the taxpayer- -would have been under obligation to gay
$200,000' more bonug; and hé adds. that $200,000 to the $265, A
which they had actually Pmd or canceled, and he, esumates that
total réceipts from the sale of the property were $465 000, -

. Mr. Harrson, I sgee,"

- ‘The Caameman, That would automaticall,y reddee the amortnza~
tl%t‘.wwld it not, if: tlug: is a correct’ mmﬁpretatxon of it? -

Heming, Yes; it did reduce it eccordingly.. . .
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- Continuing from Mr. Carlzon's mport, a8 I had not quite finished
his reasons:

Therefore, by tue qulek and enure dupo-ition ot the plant as was aecom
plished, the taxpayer recoived In addition to the sale price of mm

I think there is a clerical error there and that he meant racexved
in addition the sale price of 3860,000, etc, :

The elimination of eventus) paymem ‘for rent and tuxes that would, amo\mt
t» some $210,000.
‘m'.ghe elimination of lability for retumiuz the. leased land to fts orlzlnal
u The e&mmaﬂon of, the selling costs involved in & plecemeal dlsposltlon of

e fasse

The cancellation of o bonus liability that would eventually amount to. over

$300,000,
i Thte arc&mpﬂshment of the deaim of the principals. in the taxpaylna corporpo
on to
. In_regurd to the lattes, ¢ must be borne in mind that nelther, of the Mesars,
Bowles are youpg men and, that their desire to retire is perfectly reagsonable,
It 1s therefore concluded that the sale of the plant as consupmated. was not
only a. r:ﬁ.sonable .one from the mnayer's standpoint, but 8, very favorable
one a8 w
The sale price above shows_a higher percentage on cost. than 'm it not
all, Pacific egast shipyards that hgve heenpedlspot:gd ost. o
”ot;; 3‘:: othe‘f hand wuat,wap ltﬂldpolnt of tho pnrchwnc Nﬂﬂershjp
- Then, he goes on and qhows that the partnershxp actuall lost
money, even in buying the plant at the price which it did buy xt. at.
I can read that if you desire it.
. ‘The Cuairman. I do not think that is necessary. -
Mr, HarrsoN. T want al} of Mr. Carlson’s report to g mto the
recotd, but it is not necessary to read it in.
report of Mr. Harry W. Carlson, engineer,. on amortlzatnon
clmm of Northwest Steel Co., of Portland, “(greg, is a9 foll ows-)

‘l
mtm oN AMOR’I’XZATM CLATM OF NORTHWEST a'rm co.

-In‘accordance with tnstructions: contalned in memorandum of April 20, 1921,
and subsequent l¢tter of June 16, 1921, the undersigned engineers: %mceeded
with the examination of the amortization claim of the Northwest
on July 6, 7, 8§, and 9, 1821, Conferences were held with the tollowlngu '

‘J, R Bowles, president; O, D. Bowles, sacond vice presldent W. B
iacmtm' and tmsum' Geom ‘Black, publi¢ accouirtant. - -

- Prior to 1910 the busmess of the taxpayer was the fabrication ot structural
steel, and the selling of steel in general. ' The company weas organized in
1908. and the fabrication plant owned by them in 1916 was built in 1018,

In the winter of 1015 aud 1916 thé demand for ships by European intevests
bezan to assume large proportions, and the taxpayer began to consider the
poasibility of securing contracts for buflding a few vessels. They had a
fabricating plant, but: no ways or outfitting piant. - An arrangement was
finglly concluded with the Willamette Iron Works, who had & large machine
shop and the equipment nécessary for outfitting ships, whereby the two ‘com-
panies were to sign joint contracts with Norwegian interests for the bullding
of a’nuiiber of ships. It was arranged that a * joint account” be created
and' that all' moneys ‘received for’ the vessets to bé bullt be patd into that
account. 'There the joint account was to install the mecessary ways, ete,
on leased land adjacent to the taxpayer's plant, for the erection of the vessels,

The joint dccount was alse to mbke the nevessary additfons in the way of
facilities needed at the Wikametio Iron Works plant fn order that the out-
fitting 'be complete, It was further agreed that the taxpayer undertake the
mbpleatlon xof nﬁeel for the vessels and the erection: ot the mnie up to the
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point when: the outfitting began, . Then the. Willametts Iron Works ungdertook

to do the outfitting of the vessels and complete them., As the work pro: -
gressed, the taxpayer was to recelve from the joint account 57 per cent of

the price paid to the shipowners, and the: Willamette Iron Works 43 per cent,

eaclhm?agﬁhh the labor and:material:to; perform the part of.the work

?F?l’ne first: contract. with Norwegian' intérests tirder this arrangement was

signed on April 12, 1916, A total of :elght vesse.s were: conttacted: for by

the taxpayer and the Willamette Iron Works under the arrangement.

o' July, 1017, the taxpayer contracted for eight’ more ships to he built for
French intevests,. The Willamette Iron Works refused to continde on’these
vessels unider the' joint account agreements and the taxpayer undertook the
entire responsibility. They still had no ways or ontﬂttimul ment.. On
August 1, 1917, the ‘purpose of the joint acedunt having fulfilled, Ity
property was sold to the two partles compoging it, namely, the taxpayer ard
thé Willamétte Iron 'Works, ' The taxpayer took over the ways, etc., adjacent
to their fabricating g}gmt. paying the joint account $300,000 cash therefor, and
the' Willametts Yron' Works took over thé ‘équipment of the jofut account
located at their t‘l)ul:nt' paying some $65,000 for it, The joint account was
then ‘wound up, distribution ‘being on the 57-43 basis before mentioned,
The 'dﬂg&nnl t&{ the equipment, thus 8old for about $365,000, was ap-

FOUy - .
A further agréement was then mdade between the taxpayer apd the
Willamette Iron, Works, whereby the latter was to do the outfitting of the
¢ight French vessels on a basis of cost plus 10 per cent. ' o

All but the first two of the 18 ‘vessels gbove deséribéd as contracted for
were requisitioned by the Shipping Board,' In December, 1017, another &
vessels were contracted for by the taxpayer for the Shippipg Board,' This
valled for speeding up, and the fabricating. plant was enlarged and new
equipment added to it, The Willamette Iron Works undertook the outfitting
ot‘thesz ‘vésdels on the same basis §is the French ‘vessels, naidely, cost plus 10
per cen AT Lo

On March 29, 1018, the Shipping Board gave the taxpayer a contract for 8
more vessels. When it came to. arranging for the outfitting, the. Willamette
Iron Works wanted more profit, and all negotiations on the subject fell through.,
The taxpayer then proceeded to' initall its.own outfitting’ plant. T

‘A further contract from the: Shipplhg ‘Boand ‘was givert  the taxpayer on
August 14, 1018, for 10 additional slifpe.. Of these, ¢ were eventually
canceled. The last vessel under this contract was delivered to the Shipping
Bo:‘;g. on November 6, 1919, which .establishes the end of the amortization
m .

Thus, we see that g total of 34 vessels were delivered to the Shipping Board
and two to private interests. Enough additional material had been secured
for the Shipping Board contracts, and Mr. J. R. Bowles explained that as no
actiop or intimation could he secured from the Shipping Board as to.a final
settlement, they decided to complete the three vessels for thelr own account and
take a chance on selling them.. This they proceeded to do. They also decided
at that time.to abandon shipbuilding, and in fact to retire entirely from active
work. . Mr.-J. R. Bowles, Mr..O. D, Bowles, and Mr, Beehe were the owners
of practically all the stock of the taxpayer. That this intention was bona
fide is borne out by the fact that none of these three men have done any active
work efther in this company of any other since that time. . R

The first intention was to dispose of the plant as quickly as possible; éither
by selling as a .whole, or scrapping it. Among. the employees of the taxpayer
wene, Mr. W. H, Cullers, chief engineer, Mr. L. R.: Banks, superintendent, and
Mr.. W..R. Bowles, son of Mr. C..D. Bowles, an engineer. None of these three
men had any stock in the Northwest Steel Co., taxpayer. They formed a
partnership, under the name Northwest Bridge & Iron Co., and on Mareh 20,
1919, . bought. from the taxpayer, their. original structural-steel fabrication
plant in its then condition for $74,215.80, ‘As these three men had been the
active elements In the taxpayer's plant, they desired to continue the original
bhusiness of structyral-steel fabrication. K However, the taxpayer still had a
number of. Shipping Board .ships to complete, and a contract was made with
the partnership. whereby.,the. latter were to do all fabricating for .the un-
completed Shipping Board vessels at a fixed price of $80 per tom. As the
partnership would meed the use of the plant shop, mold loft, etc., for this
fabrication, they agreed to pay the taxpayer $25,000 rental on these facilities ' |

v
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for _the perlod. they would: use them.:. There, was also included an option of
purchase of these facilities by the:partnership for.$125000. . . - . . .
.. Thus, the;taxp%had Aisposed .of_its o 1 fabricating shop, but still
held ali of the ba - of the shipyard. They also had materig! for bullding
three vessels which thay had determined to do for thelr ewn account, 8o -as to
dispose. of the materigl. On September 8, 1919, 8 new agreement was entered
fnto with ‘the partnership, whereby the latter were to.complete the work
previously contracted for on the $60 & ton basis at a.fixed som of - $420,000.
Further, the: partnership ‘was to. pay the taxpayer $106,483.73.for: the extra
material on hand and was to complete the three extra vessels, having the use
of the shipyard for this purpose for a nominal rental of $1. The partnership
was also to accept to pay for al other materials ox order for these ships.

By this arrangement the taxpayer got out: from the active operation of the
yard and the..windi