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REVENUE ACT, 1936

TUESDAY, MAY 27l 1O0

UNITED STATES SENATE,
OoMMITTICS ON FINAN ZWashin , D .0.

EXECUTIVE SESSION

The committee met, pursuant to adjournment, at 10 a. m. in the
committee room, Senate Office Building,' Senator William it. Xing
presiding.

Present: Senators King (acting chairman), Bailey Walsh Con.
nally, Byrd, Couzes, La Follette, Guffey, Lonergan, 6erry, Mdtcalf,
Bliaek, and Capper. t ,

Also present: L. If. Parker, chief of staff, Joint Committee on
Inteiai R1tenue Taxation and members of his staff; Middleton
Beanian, legislative counsel' Iouse of Representatives; Johh O'Brien,
assistant legilative counsel, House of Representatives -Arthur H.
Kent, acting chief counsel Bureau of Internal Reventio; (5. Turney,
assistant general counsel for the Treasury Department; L. H. Seltzer,
assistant director of research and statistics, Treasury Department;
W. R. Johnson, Bureau of Customs, Treasury DeparteKit;

Senator KING (acting chairman): The committed will b ii order.
Senator Byrd, are you willing to go forward With the proposed amed.
went of section 102?

Senator LONPRGAN. While we are waiting for Senator Byrd to
present his amendment, can we dispose of a matter which will take
only a moment? The other day Senator Couzens offered an atend-
menit to An amendment which I offered having to'd6 with the issuancb
of insurance policies to pay death taxes. Senator Couzens has a re6d
to withdraw the amendment which he offetbd. It has to 0  th the
issianA6 6f policies following the adoption if thelaw, dud confining.
it to that. , That has been withdrawn by Senator Couzens.SeIIatoi KiNo.' Let the experts take cognizance *of that.

Senator Couo ENs. That had relation to the rbtioictivi feature of
Senator Lonergan's amendment, and I see th6 objections to putting
that amendment in and not mAkibg it retroactive. I withdraw my
proposal.Senator KiNo, You understand that, Mr. Poker?

Mr. PazEn. Yes, I understand the way the thing Was td by
the coinithittee ol regard to this 1iuriice for payin' estao taxes,' that.
therbas 'Isertod It ther6 language whibh would reqtire ,ny 'AUch
pDoy t bd takl out ftfr thb date of the enactxnent of the act.t

S;dtorLo0V it. That tmthdiawn.Mr. Pii~ta'o want theiebthi plciesincluided? •  / -
1S~atotr o nb~ituik#. Itn 0thei-  w ;. my' ianexduil't will he.

adopted without amendment.
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Senator KING. Do you understand, Mr. Parker?
Mr. PARKER. I understand.
Senator KING. Senator Byrd, are you ready to proceed with your

amendment?
Senator BYRD. Yes. ,,/; I 4i~et g st4s, that I was wonder-

ing whether it would no6t he I l 't 0 "the 30 percent to some
extent and make it 40 percent ...

Senator KING. To increase the amount. That when 40 percent is
-withheld, then the appi iolt'bf4h'afiiidufdfli6iit which was suggested
by Mr. Parker should apply. It wfis 30 percent; if 30 percent re-
soerves were r ie6d; tl'ibey, ik4t'make a statement as to the pur-vos~foxfi~tInv . rd l Ai ed. Senator Byrd suggests that it
b08l06rd6Wti-in9AAA of 30 percent.

Senator BYRD. They aroid' rehdYl r $&nkIzed for what they do, 7

nffl that as an amendiint, bu:'E4 'do waiit' ti :m q thisame i
statute of i'tions .pPlYing tq e%41on02 t

yTP$ i'§t1e4{ ,.ij'ms A Lt J tlse cpp
tb fi6 vith theBuIfeau of fit frnal WReveie the pi0poses fpr whloTI
the huld e earngs, and s tate the reasoji; that ihe'Qo ioner

d~nternii~vIIyiJai t6'liqA1 ,jqeitri~en., iyhilh to hkthe
upR to swl e'itet'r thy.had cOmlied wih theii, promises. for wk u
tt1Wy Q. going to u19 s pxesgeperveo,.0 te'taueo
tihn bought t6 be extenjWt:to 5.ye4. 1pigf thaf, ai I amenlmens-

"Sentor,,R.nl Do you not thin1hat 4 yeryouJd be loig end!l?
'Tk6'ony dbjeptibon to it, is that this thig hangs ov'r t heoads0of the
c0,@or ations, and they do rot know w oing lohappen to th0"1.
Ienati COV, Z.NS. Otherwise, you w1! have. no .kequate tiq, -to

ciecK ulp on the promise. Now we are granting them 1e66ay bac:
of certain prmises t ey make as to what they are g61g t . us the
f, .d~ for. , t is i j udgmentthi in that cas, .if iv grant the ,m thpt,". ^ e, We ou ht to 'giv" t hd (;o~mis~ion61, of iiternal ,tyzuq;

u check~ Wat; do P? see tiW h li p., ,Iei

ei, .... z . .i 9 b

Mr. PAR"' ,qupstiqvabou a t

sy, witli'a 3-year period .' uLlron; i rfiX at 'duniJe a
that he wants toa.vlj. 1 eckon 102.. A ypqong t yi!o,,q-o4n k adju 4ments !n , oelncoi0?: Weo havre omie bad eas ,1Ae hat.

what not, ' "' ha.i.n ,is $1s0,,0. Ao a t.is . 9 .n9ytei Aupr 94FON.11
had ~ ~ a bae auurti?~*

, . I. . t

T?'' IM,_Fis$I00,0. p



You see,. oftentimes incopio is shifted from. I ,yea r .tq. , hehor,
and you,get, 4 hillii dollars too m'Mtch;iFI, year and a il Ain -oarp
tbo! little m.h year.6 It is 4ilittle hard.Ior me t0 890 just wiatyou , dohor Probbly Ius.wan00p it or,

plro , V6et 11nianan th no Icn4 oilnsinr t9.W ko, s
SenXator COUZENS;. , !only want to have, the' yeais apply forc '-

".,1g1 .he prowi'es of tho tixpayeg. as..to ,wlu4' wntto Use th s
spoo'icreOteion for, Th'ati is. the only pu rpo6s Iv~e 4vn'iakig r

an XfhenSion of the.sta66te 0f ,iniit.tjon6.' I don; desire to distpr
any Ps6~ergure pr ;an y otler :conclsinsroaohed by tle Comai-gioner of internal Revenue, except as t aey'hre c~ianged by the ' pio"ue
othese reserves. Sre. ,. t I

rSpposing, Senatorhat pit,alred, that,, .tiecorporation hadn &cc ulted Purplus of$i00,dp0, .w, t!ey. i.
La iturn showing an. income this year 'f $16,000,I and.th11y retaiiiI

$3,000, or rather, they distributed $7,000. 'our years later eti
Commisioner finds that the- true not' income, for, that year was
$150,00 instead of $10,000. If..that had been shown in othe firt
pl e, 19 might have, thbuglt thalt the 'distribution of $7,000, wliih
resulted, in an accumulation of $143,000, was porfectly'unreasonab ,
but he thought that the retention of $3,000 in the return w's perfect,;
reasonable. .....

Now, if he knows the facts, the Commissioner 6f course. wyouldl'
to go back ai d say that that retention was unreasonable on the basis
ofthe true net income for that year.

That is another angle to it other than keeping of the promised.
I take it that the corporation back there must have known that it had
that money, but it may be perfectly honestly or, dishofiestly they
thought that it belonged in some other year.

It is awfully dIffIcult, I believe, when you have a tax,--it~is not as
if this were a separate tax all, by itself with a separate return' and
everything. This, is a surtax onp top of the flat taxes and all included
in the onereturn and ll a part of one tax.

Senator KiINO.' It may hold up the settlement for 7 years..
Mr., EAMAN' Itis very difficult, and I think it will take a lot of

thought to find out just what effect it Would have,
Senator CoiTzNs. I think the purpose of section 102 is to prevent

these things, and I ,unk 'that stiffening it up will perhaps ciminate
all of these controversies with respect to the holding.of undue resiprves,
and especially in these family holding companies and so on which this
section is particularly ained at. When a taxpayer, having reserved
an unnecessary amount, knowing that he Proises, because of 'the
concessions he gets to carry out his program, he will carry out his prq-,
gram or will not make it, and I am of the opinion that the Department
will find vely few' cases result in a possible penalty because of mis-
representation.

do not see any objection to putting it in the law, and if it does notWork, we an change it at some other time, but at least we should do

the best we can to stiffen Up0sction 102,.to prevent misrepresentations
for, which the . reserves are.held., I will agree to thp suggestion of
Senator Byrd that we make it 4, years. . .:

senator, 1(jL&,,Forty percent, sand,4 years?
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Senator LA FOLLETTE. Just a minute on that 40 percent. I would
like to make this suggestion to the committee. I realize that whop
you come to fix an arbitrary amount out of which the statement is
to be required, it is a little difficult, but the fact is that in some cor-
porations and in certain situations where they already have lar e
accumulations, 30 percent even may be an excessive retention. It is
my understanding that it is not an uncommon thing for deficiency
letters to go out under the existing section 102 to corporations that
have withheld less than 30 percent, and it seems to me that all you
are asking for here is a statement of their reasons for the retention,
and that it would be a mistake to increase this 40 percent for many
of the corporations.

Senator CouzENs. The only purpose that I understood Senator
Byrd made that proposal is because the present law does nA assess
the 7 percent on undistributed earnings, so he raised the amount to
compensate for that additional 7 percent on the undistributed
earnings.

Senator LA FOLLETTE. But there is not any penalty attached to
this thing. It simply requires the corporation to file the statement
as to the reasons for its retentions if it is above 30 percent, and I
think if you take individual corp orations--I have not any figures in
mind now-but I think you will find a large number, if we knew All
the facts about them, that we would say that a 40 percent retention
in 1.936 was excessive or that there ought to be some explanation of
it, and since it is simply filed as a matter of information to the De-
partment, and I think will operate to the benefit of the taxpayers a
well as help to some extent to reach those that are not retaining their
reserves for the purposes that they allege they are being retained for,
I cannot see any reason why we should increase the amount from
30 to 40. I think 30 percent is plenty high enough.

Senator BLACK. I want to state that I fully agree with Senator La
Follette. It has been my understanding that every member 6f the'
committee was of the opinion that there are many corporations who
are abusing this particular privilege, and there can be no injury done
by simply requiring them when they withhold 30 percent to iaoke a
report of it, and certainly there can be a Vreat many, as Senator La
Follette said, where 30 percent might be withheld wholly for the ptur-
pose of preventing distribution of that much income. Since we are
not doing anybody any injury, and every member of the committee
wants to expose these abuses wherever they occur, I'want to, vote
against changing it from 30 to 40 percent.

Senator BYRD. Take the case of a corporation that in perfectly
good faith made a report that they wanted to retain their earnings to
build a new plant, and then a year later by reason of some other
situation which they could not foresee, could not build the plant; and
they are on record as wanting to retain a part of their eariiins -to
build this plant and then are unable to do it. .

Senator CoUzENs. If you put that kind of a loophole in the law,
everybody will have some scheme about building a plant.

Senator BYRD. I do not want a, loophole in the law, but at the
presenttime, as I understand, corporations are distributing 70P percent
of their earnings; that is the 'average. In, my judgment, thieire is
going to be a stimulation by rea:soin of this 7-pemtcent t X on it; and I
thought it was fair to increase it to 40 percent, and they do not have
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to make these reports until after they have retained 40 percent or
more.

Senator Kiqo. Is there any further discussion? We will vote on
the amendment first. Those favoring 40 instead of 30 will say, Vaye";
contrary, "no."f

(The acting chairman announced that the "noes" have it.)
Senator Bnv. I would like to have a raising of hands.
Senator BLACK. Suppose we take a record vote.
(A record vote is taken.)
Senator Ktxo. It is 9 to 6. The amendmefit is agreed to.
le next is on the change of the statute of limitations from-3 to 4

years. Those favoring the amendment to strike out three and insert
four will say "aye"; contrary "nay".

(The acting chairman announced that the "ayes" have it.)
Senator KiNo. Now, the question is on the amendment as perfected.

Those in favor, "aye"; contrary "nay".
(The acting chairman announced that the "ayes" have it.)
Senatpr BLACK. I voted "aye" because I intend later on to try to

put it back to 30.
Mr. BEAMAN. Through some oversight, apparently, all of these

years, on that section 102 and its predecessors, the language has been
used speaking of gains and profits to accumulate. All the rest of the
act everywhere else uses the phrase "earnings and profits." I do not
think anything ever was intended any different here. We therefore
suggest at you use the phrase "earnings and profits" here instead of
"gains and profits," accompanied by the statement in the report that
it was not intended to change the law, but simply to make it uniform
-with the rest of the law,

Senator Couzims. Is there any objection to the proposed amend-
ment? The Chair hears none and it will be agreed to.

Mr, BAMAN. Subsection (e) on page 81 provides that this surtax
on the amount improperly retained shall not apply if all of the share-
holders of the corporation, even though they do not get, the money,
include their distributive shares and pay a tax 'on it as though they
had gotten it. , Obviously the Government gets its share and the
corporation is relieved.

There is a little quirk to it, however. If the shareholders of the
wicked corporation -are corporations, -they include all, of their dis-
tributed shares in their gross income, but, they immediately take out,.
at least for the purpose of the 18 percent tax, they. take off 90 percent
of it so that the Government is not getting the tax by the share-
holders taking it, but that they would have gotten it if the corporation
had not accumulated.

Senator CoUZE Ns. It seems to me that that is a very objectionable
provision for the reason that, the stock may change ownership and
the next man get it and have to pay.,

Mr. B3EAMAN. The best thing we could think of would be to say
that this subsection allow that. corporation to escape taxes if the
shareholder did take it all, but that that provision should not apply
if more than any percentage you want to fix-Mr. Parker suggested
10-4f more than 10 percent ofthe stock of the corporation was owned
by other corporations. .

Senator LA FOLLETTh. I should think that that would fix it.'
Senator COuZENS. Is that agreed to? If there is no objection, that

proposal Will be agreed to.

I I I



Jal tere anything else,-Mr Ieaman? 4w : ... :' ' ' " .o

Mr. BEAMAN. No.
Senator BAILEY, I will bring, forward at,, thie ti ae thQ amendment

that I proposed on last Friday;, At the tine I, proposed iti, SenAtor
"Connally proposed an addition to it, and it was agreed Rt the time that
his addition and my amendment would be considered together and be
rewritten, and the proposition has been rewritten, aidI understand it
has been approved by ,the representatives of the Treasury. , What is
your attitude in the Treasury? Senator Coinally. handed me, this
[indicating] with the statement that the Treasury said that it, was
satisfactory. Who was it?

Senator CONnqiLY. A man by the name of.Ward who is interested
in the matter, and he has consulted the Farm Bureau and.practically
everybody interested) ,tnd they are in favor of the amendment,

Senator BAILEY. I will ieadthe amendment. It is-
Title V-Amendments to prior- acts.*
SEc. 701. Tax on certain oils.
The first sentence of section 601 (c) (8) of the Revenue Act of.1932, as amended,

is amended to read as follows:
"(8) Whale oil (except sperm oil), fish oil (except cod oil, codliver oil,- and

halibutliver oil), marine" animal oil, tallow, inedible anbial -grease, and fatty
acids of any of the foregoing oils or fats and the salts: of any such, oils, fats, or
fatty acids; all the foregoing, whether or not refined,, sulphonated, sulphated,
hydrogenated,, or otherwise processed, and any merchandise, combination, or
mixture containing a substantial quantity' of one or more of Auch oils, fats, fatty
acids, or salts, 3 cents per pound; olive oil and sesame' ol, classified under pata-
graph 1732 of the Tariff Act of 1930, perilla oil, sunflower oil, rapeseed olli kapok
oil, hempseed oil, and fatty acids of any of thi foregoing oils and the salts of
any such oils; all the foregoing, whether or not refined slphonated, sulphated,
hydrogenated, or otherwise processed, and any mrerchand ise, e6mbination, or
mixture containing a substantial quantity of one or more of such oils, fats, fatty

-acids, or salts, 4Y4 cents per pound; perilla seed, hempseed, ra'peseedj sesame seed,
kapok seed, 2 cents per pound." .....

Senator CONNALLY. You have left out fish scrap, fish meal, and
-other marine animal scrap and meal. I

Senator BAILEY; Lam doing that on purpose; I will explain that.
I have left out tung oil as a matter of Courtesy to the chairman of
our committee who is absent and sick. -He requested me to leave
it out, and I think I consented on last Friday that I would do so.'

Senator KING. Is what you are reading the printed amendment?
Senator BAILreY. I am reading the new amendment. I am ex-

plaining at this time that I have omitted tung oil because the chair-
man of the committee, Senator Harrison, made that request. While
I did not agree absolutely to it, I am perfectly willing in his absence
to agree to strike it out. It is of some importance but not of sufficient
importance to justify me pressing it in his absence,

I hawI left out fish scrap, fish meal, and other marine animal scrap
and meal .for this reason. They are now matter, and the point has
been made here and was made on yesterday with respect to Senator
Capper'd amendment, that that opened up the tariff question. .I do
not and did not propose to open up the tariff question. All I am doing
is perfecting the 1934 act. I wish to be perfectly consistent, about
that.

Senator CouzNs. May I find out from the Senator from North
Carolina in what manner the Treasury Department interprets that
word "substantial qusntit,?' in'these various items? '

I I
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Sen~tQrJ3AIEY. ThQ, words ."ijubsta~tial quanntity" is,,defined. It
means 10 ercentr, more by quantity, That is section. 703 reading:

1The words 'substantial quantity when used in sections 701 and 702 mean
10,'perciDnt or more by quantity."

Section 702 relates 'to processing tax on certain* oils, and is as"
follows:

'The first sentence' of section 60 2 % (a) of the Revenue Act of 1034, as amende ,,
is amended to read as follows: . 1. . .

"(a) There Is hereby imposed upon the first domestic processing of coconut
oil," palm oil, palmikernal oil, or fatty acids of any of'the foregoing oils (whether:
or not such oils or fatty acids have been refined, sulphonated, sulphated, hydro-
genatedl or.otherwise processed), or the salts of any such oils or fatty acids, or
any conbination or mixtitre containing a substantial quantity of any one or more
of such oils, fatty acids, or salts with'regpect to'any of which oils, fatty acids; or
salts there has been no previous first domestic 'processing, taX of' 3 cents,;1er
pounds to be paid by the processor."

Senator COUZENS, That is the present law?
Senator BAILEY. That is amending the 193 act.

'Senator CONNAL1TY. It is pradically the same law.
Senator KING. But "ia6&i the tax?
Senator CONNALLY. No, it does not change the tax. But if you

read onj you will understand why. ' ;
Senator Kiwi. That is all there is in section 702 of the amendment

as tendered.
-Senator CONNALLY.:I think there are some other' provisions in

there about paying money to the Philippine Treasury.
'Senator BAILEY. I am coming to that. This is merely perfecting

the act and putting it in language that will prevent the breach of the
purpose of the 1934 act by further defining the matter.

Senator KING. Let me see if I understand you; I was called, out.'
Section 702 which' you have just read, subdivision (a) is the saihe as'
the existing law?

;'Senator BAILEY. I am taking Senator Connally's Wordfor that.
Senator CONNALLY. I do not say it is 'identical in language,' but

the substance of it is the same as we put on 2 years ago in the 1934
act. ' ' " '

Senator KING. They have not added any commodities that 'were
not in theat'at, or increased 'theorate?

SenaJor BAILEYi. I think not.
Sotatoir C6t4ALLY, I' do not' think so..
Seifator BLACK. Have you a statement which will give, us a' clear

picture of th6 difference' between this act as afietided and, the original

'Sbnator. BAILEY. I gave that for' the record, 'and T have the record'
here before me. I will go into that.

Section 703 which I -iave 'read previoutsly in response to Senator
0duz,6ns query) is asfollows:

The words "substantial quantity". when used in sections 701 and 702 mean
10 percent or. more in quantity.

Senator 'K/wd. That is, entire y new, is it- not?. .
enqtor BAILEY- Yes, that is a defintio0i of "sustanta1 cuaity;

Thiit'is new.
Senator Co N , Y. et me go back there a minute, Senator King.

Jutt Isaid a moment 0,, ction 8023, whic i amndcd by Z0 ,.
in the present act it piroAdesf6tie;i 6f3 cenfs a pound on coconut

63884-pt. 10-30---2



& UtEVBNUJ ACXt 1986

oil, sesame oil, palm oil, palm kernel oil, or sunflower oil. The reason
sunflower oil is omitted is because Senator Bailey carries itin another
section, but in this 602%, it was provided that these oils originating
in the Philippine Islands, we should pay the money to the Philippinb
Islands, and that is what I am trying to get rid of. -

Senator BAILEY. That brings me then to section 704.
Senator BLACK. Before you leave that, Senator, may, I ask some

questions? In reading that, you left out sesame oil.
Senator CONNALLY. No, I did not. The present act has sesame oil

in it. It is omitted here because Senator Bailey, as I understand it,
has it in somewhere else.

Senator BAILEY. I put that under the tax section which I just read.
Senator BLACK, Instead of under the processing?
Senator BAILtY. That is right. Now section 704 is as follows:
So much of subsection (a) of section 602% of the Revenue Act of 1934, as

amended (relating to the processing tax on certain oils), as reads "All taxes
collected under this section with respect to coconut oil wholly of Philippine
production or prodhecd from materials wholly of Philippine growth or roduotion,
shall be held as a separate fund and paid to the treasury of the Philippine Islands,
but if at any tie the Philippine government provides by any law for any subsidy
to be paid to the producers of copra, coconut oil, or allied product, no further
payments to the Philippine treasury shall be made under this subsection" shall.
not be effective with respect to taxes collected on account of processing after the
date of the enactment of this act.

This is Senator Connally's amendment, if you care to make a state-
mont on that. I

Senator CONNALY. The point is that they have, attacked in the
courts thelevying of this tax, on the theory that wehad no power to
levy and turn the money over to the Philippine Treasury. What we
propqse to do'here is simply to repeal that provision and pay the
money into the United States Treasury, and then if Congress desires
to reappropriate a similar amount to the Philippines, thats.an be done.

Senator WALSH. Is there a prospect of the courts hiding it illegal
and thereby throwing out the tax?

Senator CONNALLY. I y understand one of the ubQrdinate courts,,
one of the district courts somewhere has so held. I am trying to,
fill up that gap., That is all that that is.r

Senator JuNG. It is not your purpose, Sexiator, is it 'to deprive the,
Philippine Islands of the benefit of any tax imiposedi?

Senator CONNALLY. No. I say it is my ups od hs oeel
this doubtful -provision,, and then if Congress wants to grant: the.
money to hand it over to the Phippines, they can do that in a
general appropriation bill, or in any other way that they see fit; but,
this directs that it be turned over to the Philippines; it earmarks the
tax, in other words.

Senator CouzNs. You think that is unconstitutional? g
Senator CONNALLY. I am fearful because one court has already held

that it is.
Senator BLACK. Is there'an injunction out against it? C
Senator CONNALLY. No, I do not think there is an injunction. The

Treasury can tell you that.-
Senator ING. I thinkIt would be tremendously disturbing to the.

Philippines. t
Mr. KENT. I think there was an injunction issued against the pay-

ment of the amount to the Philippine Government.''
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Senator CoNDcAllY. That May be. It is not my disposition to take
it away from the Philippines, but if it is knocked out, the Philippines
won't get it and We, won't get it either. -If the court holds tie act
invalid, what good will it do the Philippines?' It won't do' their
treasury nygood, but if We do fill up this crack, if Congress antss
to hand the money to the Philippines, all right.

Senator' Krno. I fear that it Will create a great deal of perturbation
in, the Philippine Islands.

Senator CONNALLY. You would be amazed to know that this act '

has not resulted in a very material reduction of coconut oil which the
Philippines'are selling, and they are getting a great deal more paji for
this coconut oil than they did. I have the statistics here to show that
their imports are being affected very slightly, but they are getting
more for it than they did before.

Senator WALSH. Senator Bailey, -will you continue with your
amendment?

Senator BAILEY. I have about finished. Section 705 is as follows:
Effective on the day following the date of the onactmeut of this act,

the last sentence of subsection (a) of section 602 (1-2) of the Revenue
Act Of, 1934, as, amended, is amended by striking out the comma;
following "imposed" and by striking out "but does not inchide' the
use of palm oilin the manufacture of tin plate." I

Change title V to title VI and change sections 201, 702, and 703 to
8011 802,% and 803.

Senator WALSH. I would like to ask Senator Bailey and Senator
Connally both what effectthis amendment if adopted will have upon
the price of these commodities to the consumers?

Senator BAILEY. I cannot make a definite' statement, but I will
make a very frank statement. It is intended that the price to the
consumers shall be raised. • If that Was not the intention, I do not;
know that I would have the proposition here.

Senator WALSH. To what extent?
Senator BAILEY. I think to a very modest extent, but it will raise

it sufficiently to enable the American farmer and the American fisher-
men to carry on. If you do not aid them, they will have to quit.
They cannot stand this competition.

Senator CONNALLY. Let me suggest to Senator Walsh: In the case
of a lot of these commodities, it won't raise it at all, but the point is
this: We put excise taxes and other taxes on certain of these oils, and
they immediately switched and used other oils as substitutes, which
in effect evaded the effect of the tax. What Senator Bailey is doing
is providing for the taxation of some of those substitute oils.

Senator BAILEY. That is right. In putting the tax, for example,
on tallow at the same rate that it was on the other oils. We were
getting 245,000 pounds of tallow into this country prior to the passage
of the 1934 act, eAd that leaped from 245,000, pounds to 245,000 000
pounds. The who1e business concentrated on that substitute. They
could have used the tallow in competition with all foreign products.
Of course it brought the price down here.

There were other oils which we did not take in the 1934 act, and
they were imniodiately substituted for those upon which we put the
tax. I am supporting the amendment upon the ground that it covers
the very materials on which we levied the taxes in the interests of our
farmers in the beginning.
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Senator W*LsH. What isthe rate on tallow at presentV
Senator BAILEY. One-hlf of Icent,
Senator WALsH, What doyou propose to make it?
Senator,BAILEY. Three cents.

.Senator. KING Do you call. your amendment'a tariff tax or an
excise?

Senator BAILEY. They call it an excise taxi insofar as I am con-
cerned, if you put a tax on an import into this country,. I think wq
have always called, it, according to the Constitution, an impost.
However, that may be, let it go as a tariff tax.

In the first portion of the bill, we have put a tax on the importation
of articles into this country in competition with the farm products,
and I think it is properly classified accordjn& to the way we have
done things here for a hundred years, it is a. tariff tax.
. Senator KING. Senator do you think it. is wise for us to embark
upon the policy in this bil of levying additional excise taxes? If we,
start with tallow, where are you going to end?

Senator BAILEY. Let me say that we are not proposing to levy
additional excise taxes. We are extending the taxes levied in the 1934
act over certain substitutes which are being shipped in, because we
did, put a tariff tax on the original articles. It is not extending the
act; it is extending the purpose of it so as to make it more embracing,
but it is not a new tariff act, and I have cut out here fish scrap, fish
meal, and other marine-animal scrap. I cut that out because thaV
would be breaking newg~pund.-

• If our proposal ,were, entirely, new, I would leave those in; I think,
they should be, because it, is a good thing, but all I am trying to do:
is to stop the gaps in the 1934 act; and if you do not do it you are
going to find th price ofcottonseed and cottonseed oil and soybean,
and soybean oil, tallow, hog fat;'all going down under the cbinpetition
of the foreign nations. If you wish to do that, all right, so far as I am
concerned.

The President gave us an example the other day when he lifted
the tariff on the importation of textiles from Japan, I am just doing
the same thing here. We cannot stand still the balance of the year,
and see these prices go down. Cottonseed has fallen 50 percent'
already. Soybeans have fallen 35 percent.

. Senator Kllo. Do you conten(l that that is the result of importa-
tions?

- Senator BAILEY. There is no doubt about it.
Senator KING. Because of competing commodities?
Senator BAILEY. There is.no question about it, and the whole fat,

proposition has gone down, and the oil, proposition, because of this
imlortation of 245 000,000 pounds of tallow into this country.

Senator KINo. , Where did it come, from? I
,Senator BAILEY. It came from all over- the world; from the Argen-

tine, where you have your main prodIuction; and from Asia as well;
and it comes aeso fronq Geany.

Senator CONNALLY. When we, fist, put this excise tax on, theseJ
coconut and other oils, cottonseed responded instanJy to $12 a.ton,
but as soon as theylearned how to use these substitutes, it began -to
recede.

$enator WALSH. What increased imports have there -been other,
than tallow?

U
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$_untor BAILeY. I will be glad t0 gxve you'that.,Sebnttor KIN'. Whi e' the Senathr 'is +getting that, may I read a
letter.that'came to me and came to the chairman of the committee.
lt came from the National Paint Varns, apd Lacquer.,Association,and the in _' leUin And Fiei 13ase Manufactuiqrs Ociation.

Senator CONNALLY. All of which hfve g0o tariffs orn tlem. ..
.Snator KING. This communication' i as follows treading):
There are two Items in the Bailey amendment, a tax of 4y, cents per pound

on imported tung (china wood) oil-

I understand that tung has been left out [continues reading]-
and a-like tax on perilla oil-which seem to be without merit and will actually
work harm to American agriculture and industry. Tung and perilla oil are no
used in the edible industry; they do not compete with dairy products, nor do
they compete with fish oils.

The request for the tax on these items comes from the American flaxseed
farmer who desires to have the drying.oil market diverted as much as possible
to the use of linseed oil, which is a product of flaxseed. The American flax evi
farmer + is amply protected by a 65-cent tariff and yet he is unable to supply hal
of our national requirements.
, The Department 'of Agriculture attributes failfire to attain greater American

production to a combination of physical causes, such as frosts, grasshoppers,
.nd the drought, Under the new Soil Conservation Act a bonus of 20 cents 'per

bushel will be paid to the flaxseed farmers, and yet the Department of Agriculture
hopes that this aid, together with a 05-cent tariff, will merely brig American
flaxseed production back to the point where half of our requiremenes are ralsdl
in this country.

Every pound of domestic flaxseed that s grown is readily, absorbed b the
market ata fair price,(present market price is $1.68 a bushel). Advocates of
these takcA lint to the fat "that perilla and tung' oi are coming into the United
States in increasing quantities, which is quite true, but so is foreign flaxseed
being imported in increasing quantities. Last year more than 17.5 million
bushels of flaxseed were imported which, when crushed, will yield in excess pf
300,000,000 pounds of oil. In 1934 domestic production of flaxsced dwindled
to 'slightly more than 5 million bushels (due to the drought) and iaturall' it
was necessary toimport greater amounts of foreign oil which did not dispace
but supplemented American linseed oil.'
, Perilla oil, which to some degree comipetes with linseed oil, contains a higher,
iodine value, i. e., has greater drying properties, and has been used in the pahlt
and varnish and linoleum Industries in combination with crybean oil, Which- i
low' in iodine value. Virtually all of the soybean oil consumed In this country
is of domestic production, and soybeans are raised'in more than 20 States. As
stated, soybean oil finds a ready market in the above huduties when combined
with perilla. In 1935 approximately 18 million pounds of domestic soybean oil
were.used in the paint and varnish and linoleum Industries, largely in combina-
tion with perilla oil. Thus, a tax on perilla would curtail its use and at the same
time close one of the large outlets for the consumption of soybean oil.

The next paragraph deals with tung oil, and it is not necessary to
read that.

The communication continues:
It is incontrovertible that the taxing of these two oils will penalize progress-

and tend to suppress the manufacture of superior products.
The problem of the flax grower is not merely, the competition of various otils

but also the ever-pressing competition of nonoll-bearing products, and the loss of
markets for products carrying drying oils. Lacquer and synthetic enamels havo
supplanted Varnish in the important automobile industry, and lacquer is widelyuseg on fuiiiiture, ,

The paint industry haNis contributed over,$189,000,000 in a flax-development
program. It encouraged the development of the soybean industry. It intro,
duced tung platings.: It Is now securing ooperaton of experiment stations In
6xteisiIv'experiineftal perilla plantings'

We approve of an American iparket + foi the American farmer. We have alW
attempted + fiid fn Ametloan fAfiet'to supply the AMtrican, market. *
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There is every reasons to believe that additional tPxes on drying 0il4 i-1 not
result in greater production of flaxseed but, instead, will serious burden .the
paint, varnish, and' linoleum and felt-base industries, with a resultant shifting of
purchases from the Orient to a greater degree than ever beforeto Argentine.,

Senator BAIL9Y. May I now respond to the inquiry of the S eiato
from Massachusetts? I have a table here and it is in thie record.
The tallow imports were as follows.,

:1931 ---------------------------------------------------- 1,671,000
1932----------------------------------------------------- -* 91,vw
1933 ------------------------------------------------------ 238,000
1935 ------------------------------------------------------- 245, 725, 000

It jumped from a low of 238,000 pounds in 1933 to a high in the
last year of 245,725,000. It went up a thousand times.

Senator WALSH. What do you claim is the reason?
Senator BAILEY. Because of tWe substitution of these articles on

which we placed our duty. Perla seed figures are as follows:
13,000 pounds in 1931, and 72,000 pounds in 1935. That is multiplied
by about five or six.

Senator CONNALLY. What did these paint people do before they
got the perilla?

Senator BLACK. May I ask if that is the oil that I read in your
statement that you placed in -,he record, that there was one oil which
had escaped taxation simply by transferring the point at which the
raw product was processed? I believe that was perilla, was it not?

Senator BAILEY. I am not sue.
Senator KING. This paint anad varnish and linoleum is addressed

solely to tung and perilla.
Senator BAILEY. Let us be perfectly plain about it. These manu-

facturers get all of the protection they want but when the farmer wants
a little, the all come up with it thousand excuses. So far as I am
concerned, I will vote against giving them a dollar as long as they
are unwilling to give the farmer k-.s share of protection. That is one of
the troubles in this country. I have very little patience with their
attitude. If they will come in here and take all of the tariff off of their
products, I will take it all off of t14ese farmers. But they won't stand
for it; they want it all. That is no way to run a country.

I have a list of the others-
Senator KING (interposing). May I interrupt you right there,

Senator?
Senator BAILEY. Flaxseed jumped from 14,000,000 to 17,500,000

row, what has happened with cottonseed oil? That is a most singular
thing. It appears that none was imported into this country in 1931,
1932, and 1933, but last year there were 166,678,000 pounds of
cottonseed oil shipped into this land of cotton.

If we want to stand still and see the foreign nations ship their
cottonseed oil into this country and depress the price, we can stand
for it, but here is the point. Last year cottonseed brought $18 to the
bale of cotton. I mean to say, the farmer got $60 for the lint and
about $18 for the seed, and it, was the greatest help in the Wold.
There is 1,500 pounds of seed in each bale of cotton. IU has gotten to
be a very valuable thing.

Senator CONNALLY. -That may be' what it is in North Carolina,
but it is a thousand pounds, ii Texas.

Senator BLACK. . do0nt ae0eottonrned oil in this miendnen.

I I
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.Senator BAXLEYII I think J have it in here; HI we have uot, we

ought to have it. That has come in notwithstanding the 3 centpria
pbund'we have.
.Your soybean cake has jumped from 9 000, poids in 1931 16

101,000,000 '1936. That is Pjump of about three times.
dour copra cake has jumped from 7,400-000 pounds, in 1932 to

102,000,000 pounds. That is a xijultiplicatiOR of:12 or more than
that-nearly 15 times.

Senator CONNALLY, In other words, if they put a tax on coconut oil,
they switch over to cakes.

Senator BAILEY. Cottonseed cake was 1,500,000 pounds in 1931
and is 15,000,000 now.

Senator KING. Where does that come from?
Senator BAILIY. Cotton is produced in 57 different countries.

India is the principal producing country outside of ours, but Brazil
is developing herself and Russia is developing. You can sit perfectly
still and let the world come over here and take our domestic market
away from our farmers. If we want to do that and have a free-trade
country, all right; but if you are going to have any protection for
manufacturers, it does not lie in the mouth of the manufacturer to
come up here and say that the farmer shall not have his share. That
i. my proposition.

The amendment is drawn not to write a new tariff, but simply to
extend the duties on these substitutes which have been used to break
down the act that a Democratic Congress and the Democratic
administration passed in 1034. I am not breaking any new ground.
I have stricken out fisluneal and fish scrap. A little further I have
stricken out tung nuts and tung oil. That is out of courtesy to the
absent. chairman.

I ask that the bill be favorably considered, and I hope you gentle-
geeneemen will pass it as a constructive and necessary and very fine piof legislation. If you do not, your soybean market and your cotton-

seed market and your general American fat market will go all to
pieces.

,Senator KiNG. I feel it my duty to invite the attention of the com-
mittee to a memorandum from the Secretary of State.

Senator CONNALLY. Was that not read once?
Senator KING. No; this refers to the Bailey amendment.
Senator CONNALLY. Then this is something else?
Senator KING (reading):
Proposal: To maintain, in some cases, and increase in others, existing import

taxes on a long series of oils and fats: (1) Continue 3 cents per pound tax on
whale oil, fish oil, nfarine-animal oil; (2) impose 3 cents tax on tallow and greases,
In addition to existing tariff (yV cent per pound on tallow); (3) increase tax on
sesame oil and sunflower oil from 3 cents per pound to 23 cents (no tariff on
these a. present, if denatured); (4) impose for the first time import taxes, 4% cents
per pound on inedible olive oil, perilla oil, tung oil, rapeseed oil, hempseed oil,
and kapok oil; (5) impose tax of 2 cents per pound on perilla seed, hempseed,
rapeseed, seasamo seed, kapok seed, tung nuts; (6) impose tax of % cent per
pound on fish scrap and fish meal- and (7) continue present processing taxes
(3 cents per pound) on coconut. oi!i palm oil, and palm kernel oil (additional
2 centO tAx on coconut oil from countries other than the, Philippine Islahds and
Other United States possessions.)'
The proposal is obviously one to Set ulp 'a solid, highly rsttiictve tax front

against Impor.of fats and oils by plugging uP all the cracks now existing
Arguments against: These ae both general andspe9il ts t paiil oi.

P7 .



A, Broad ai'guments: Taxing .theae products O', increasing tae8 'on some of
them:-,

1. Runs directly counter to our program to reduce trade barriers anddiminishT
f oith o foreign countries in our good intentions.

I f.rduces foreign purchasing poWer toe,:our exports and' invites retaliation
and renunciation o present treaty commitments.' ' . .... ;, , II,

3. Threatens.to create shortages of tylpes f, natetdis especially adapted to
certain uses in soap-inking and to force costly: and burdensome readjustments
upon industrial consumers and to burilen ultimate consumers as well. ' ' -'

4. Impedes restoration of foreigil markets for lard, not'6nlvthrough reduction
of foreign purchasing power, but, more specifically, by diverting on toworld mar-
kets much larger quantities of oils (e. g., whale oil) which compete in foreign coun-
tries with American lard.

B. Specific argumdntO as'to particular items:
1. Tallow: Imposing a tax of 3 cents per pound on tallow, in addition to present

tariff of % cents per pound would:
(a) Normally have no appreciable effect on domestic tallow prices, because

iuip6rts, normally, are too small to affect appreciably the domestic price structure.
(b) Would tend to raise prices materially at this time because of continued IArge

importations of talloW 'resulting from the drought arid high import taxes on whale
oil and palm oil,, which are the chief competitors" with tallow in soap making.
But even under present conditions, livestock producers would receive little, if
any, benefit because of (1) uncertainty as to how far, if at all the tallow renderero
would pass the benefits along't6 the prodticers and (2) fact hat, in any case, the
effect on the price of a steer is small. For a 1;000-pound steer containing 70
pounds of tallow, if the price of tallow rose by the full 3 cents tax and half the bene-
fit eventually got to the cattlemen, the amount would be $1.10. Both thes6
assumptions are overgenerous.
(e) Would complicate our commercial. relations with Argentina,' Uruguay,

Australia, and New Zealand, from whieb tallow Imports have been comiIng.
(d) Would be especially untimely in relation to Australia, because of delicate

situations right now. Australia has authorized imposition of licensing reatlic-
tions on imports from the United States, to effect closer balance of trade, but
has not yet imposed licenses. We imported $1,323,000 of tallow from Australia
in 1935. Suddenly to tax tallow at this time might well precipitate licensing action f
against our exports. (Imports of tallow will doubtless gradually subside in any
event; but the complicating effects of a tax at this time will be no less on that
account).

(2) Whale oil: Reenacting the'tax on whale oil runs directly counter to all thb
considerations which weigh in favor of repealing this tax, which are familiar.
(See below.)

(3) Perilla oil and tung oil: These are drying oils used largely or exclusively
for specialized purposes. For tung oil there is no oil substitute produced in the C
United States. It is a waterproof oil. The domestic tung industry is negligible;
imports, from China and Hong Kong, have always been substantial ($13,131,006
in 1935). Perilla oil is used especially for high-gloss varnish, but whei blended
with slow-drying soya bean oil,, competes with linseed. But free entry of perilla
oil:

(a) Enhances outlet for domestic soya beans. 8
(b) Contributes to Japanese purchasing power for our cotton and other prod-

ucts.
(c) Checks substitution of synthetic (ceilulos) paints for oil paints.'
(4) Rape-seed oil: Used, normally in reciprocating-type marine engines.

Other uses in 1935 due to high prices. To impose tax on this would burden marine
interests and, ordinarily, have no compensating advantages for other interests.

Senator BYRD. Does the Secretary wanit the tax on whale oil 0r'epealed?,•/"Senator KING. I have not read it. There is a statement hero by it

Mr. Paredes, resident commissioner of the Philippines to the United
States. It seems to me that'we ought to do him the courtesy, inas-
much as this is affecting his couMtry, to consider it. .What' are you W
vews, gentlemen? 12 have not read it.1. ' : : 0

Senator WALSH., Are we going to meet this afternoon? 110
Senator KING.I think i
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Senator CONNALLY. I do not object to having it read for the record.
Senator BAILEY. I do not think it: is necessary to reply to -that

statement from, the State Department. The questions will always
be whether the Congress is to raise the tax or run the commerce of this
country, or somebody elso. I am in favor of the Congress doing it.
That is a constitutional obligation. They have a strange idea that
they can build up American trade by letting those people compete
with our farmers, and at the same time we try to give the farmers
tariffs on domestic trade. Why not give the farmer the tariff the
same as anyone else gets to start with?

Senator CONNALLY. Way I just say a word, and I am through?
We fought this thing out 2 years ago and we put it on. It did the
farmers a lot of good, but the soap people and others immediately set
about finding a way to evade the tariff, and they did so by bringing in
a lot of these substitutes and then treating them chemically and ink.
ing comparably the same article that they made before. This amend-
ment in substance does not bring within the law any new subject-
matter. True, it brings in other names of the oils, but basically they
are the same thing.

I know that in the case of cotton seed, the price went up from about
$18 to about $30 a ton in. a little while after this law went on the
books, but gradually since that time they have been evading it by
bringing in these 245,000,000 pounds of tallow in a year where:they
did not import any, to speak of, before.

The simple question is, do you want to treat the farmers and agri
culture like we are treating the manufacturers? Not fully, but only
a little smidget; just give them a little smnidget.

Of course, that letter from the Secretary of State sounds like a brief
from the importers. He had to have all of the argument and tech-
nical data about what perilla oil will do, and he got it from tbe interests
that go over there and throw it on his desk.

Senator BLACK. May I ask, what is the tax on oleomargarine?
Senator CONNALLY. 10 cents a pound.
Senator GUFFEY. There are two taxes on it; one on the white and

one on the colored,
Senator BAILEY. I think that is correct.
Senator GUFFEY. Senator Bailey, as you state your amendment,

it is to tie up some loopholes in the present law and also some abuses
under the present law. There is a tax on palm oil. There is nothing
said about palm-oil refuse, and for 18 moutbs the Treasury Depart-
ment did not tax palm-oil refuse. Last October they started to tax
pahn-oil refuse. It is the refuse from palm oil used in tinplating.
I am wondering if you can cover that in this amendment of yours?

Senator BAILEY. I (lid not have that expression, but I will be glad
to add it. Let me get the facts before you regarding the purposes
of the bill that I have introduced.

Due to the various improvements, experiments and developments,
it has been definitely determined that fats and oils of different types
are interchangeable one with the other. The whole proposition is
that we have reached a point under the development of chemistry
where an oil is oil and a fat is fat. You can put your tariff on this
one or on that one, and if you do not put it on the third one, you
have not anything. They can be reduced by hydrogenation to lhe.
elementary oil. This bill simply extends it t' correct the gap.

03884-pt. 10-3----3

_ __ --
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I am willing to accept that-
Senator CONNALLY (interposing): No; I cannot go with you on

that. My amendment provides specifically in that regard. Tin r
plate has a high tariff, and why should it get all of the free importa-
tions and not have a tariff on what it uses? M

Senator GuFrEY. For 18 months they did not put a tariff on. It is t
on not through the act, but through a ruling of the Treasury Depart-
ment.

Senator CONNALLY. They got this amendment in that it does not
include the use of pam oil in the manufacture of tin plate. a

Senator KING. Senator Copeland wishes to have his amendment
considered.

Senator BAILEY. May I have mine considered independent of his? ir
Senator KING. Out of respect to the Philippine representative, we

should hear his statement if we do not let him testify. They are in
trouble enough now over economic disturbances, and I feel that this
amendment is going to be very serious as affecting them psychologi 01
ally as well as economically. I suggest that we take a recess until
halt past 2. 1

Senator WALSH. I submitted an amendment dealing with mutual
investment trusts on which I would like to have the opinion of the
Treasury Department.

Senator BAILEY. I would like to have a vote on my amendment.
It is being delayed and delayed and delayed. Can we not have a In
vote, Mr. Chairman? A

Senator KING. I am the servant of the committee. I prefer to
wait until 2:30.

Senator BAILEY. For what purpose, may I ask? it
Senator KING. I want to read this statement of Mr. Paredes, and

the statement of Senator Copeland.
Is it desired that you take a vote now or at 2:30? thl
Senator BAILEY. I have just made my statement and I would like thl

to get the thing off my hands.
Senator CONNALLY. Make it 2:30.
Senator KING. Without objection, the counittee will meet at 2:30 ehr

this afternoon in the District of Columbia Committee room in the
Capitol.

(Whereupon, at 12:15 p. m., a recess was taken until 2:30 p. in. 111
of the same day.)

AFTERNOON SESSION re

(The committee met at 2:30 p. in., pursuant to the taking of a pr
recess at noon.)

Senator KING (presiding). The committee will be in order. Sen-
ator Bailey, a few other Senatorsmay come in and then we will be
ready to vote. the

Senator Copeland is here and he has to go. Have you any objection
to his presenting his matter now? this

Senator BAILEY. Not a bit.
Senator KING. The committee will hear you, Senator Copeland. bee
Senator COPELAND. Mr. Chairman and gentlemen, the thing that- P

I am asking you to do is to repeal the 3 cents per pound excise tax on
inedible whale oil r

tax
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Last year the Senate accepted an amendment I offered to this same
effect, and this was dropped out of the tax bill in conference. The

n reason it was dropped out was because the farmer organizations weru
opposed at that time, fearing that imported whale oil might compete
with American fats and oils in the American market, On account of
that opposition, a compromise bill was introduced and it is here now,
that this whale oil shall be rendered inedible by denaturing so that
it cannot possibly be used as a food, product.

t You have on file here a letter from the Agricultural Department and
also from the Treasury Department favoring this proposal. The
Agricultural Department points out the fact thiat it is greatly to the
advantage of the American farmer who is producing oil to have this
inedible oil brought in for soap-making purposes, because when the
tax is so high that it cannotcome in, it is consumed in Norway. They

n use it in making a substitute for butter, and so it is a food product
.s in Norway, and by reason of the fact that it is used as a food product

over there, there is a le~aer demand for butter and lard from our
country, and, as I say, that fact is pointed out by a letter from the
Department of Agriculture dated February 1 and addressed to the
Secretary of State.

C One paragraph states:
The general views of the Department of Agriculture regarding the tax on

t. imported marine animal oils were summarized in the departmental memorandum
in May 1935. This memorandum was published in the Congressional Record of
August 15, 1935.

There is a very full report in that copy of the Record, because at
that time I was urging the committee to accept this amendment, which
it did do.

id These views are that as a whole there is little or no benefit to American agri-
culture from an excise tax on imported whale oil, but on the contrary a possibility
that this tax may work actual harm to some branches of agriculture. While
there has been some changes in the factual, situation since that time-

last year--
they have not been such as to affect materially the conclusions expressed in our

30 earlier survey.
Without taking the time of the committee, the Agricultural Depart-

ment gives eight reasons which they have developed very fully in
favor of the amendment, which I am asking you to adopt.

The Secretary of State, in a letter to Senator Harrison urges the
repeal of this tax and the admission of the amendment which I am

a proposing to the bill, and calls attention to the bill in this way:
There ie leit no cause for fear of damage to any branch of American agriculture

by the removal or the tax in question.

And it goes on to quote the letter which I have just read from
the Secretary of Agriculture and asks:

May I call particular attention to statements in the second paragraph that
this tax may work actual harm to some branches of agriculture if it is not enacted.

That is, if it is left out because of the reasons that I have stated,
because it will cut off a demand for edible butter and other farm

at products, lard, and so forth. , The Secretary continues:
In submitting this material to the consideration of your committee I wish to

reiterate that this tax will, If continued, seriously hamper our efforts io improve
commercial relations with Norway and possibly create new-difficulties. The
tax has also become the subject of representations by the British Government.
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And he makes reference- to .a letter from the British Ambassador
referring particularly to Newfoundland, where there is a production
of whale oil which if shipped in here, will permit the sale of very-
many American products, products from which they have recently
lowered the tariff. He speaks particularly of motor cars, marine motor
engines, flour, oil, skins, rubber boots, rope and nets, and so forth,
and urges also that this tax may be taken off of whale oil in order that
there may be some use for it here.

I am quite convinced, as has been pointed out by the Treasury
Department in another letter to the committee, that it would not be
enough simply to take the tax off of whale oil, because if that were
done, there would be a lot of edible whale oil sent in here, but there
should be, as is suggested in this letter of May 19 to Mr. Harrison
from the Secretary of State-referring to Mr. Bailey's amendment--
that a modification might be made there to read as follows:
except codliver oil, cod, halibut oil, sperm oil, and except whale oil rendered'
unfit for use as food or for use in the manufacture of food products by denaturing,
under customs supervision at the port of entry, by such means as shall be satis-
factory to the Secretary of the Treasury, and under regulations to be prescribed t
by him. F

That would insure that whale oil that is brought in would be de-
natured, and it would not be used for edible purposes in the Uited y
States, and I strongly urge that this may be done.

The committee last year accepted the amendment even withoutthe
denaturing provision, and I believe that with that, there could be no
possible objection.

Senator KIN(. Why was it stricken out in conference, do you know? a
Senator COPELAND. Yes; because, as I said a moment ago, the

agricultural interests at that time thought that it would interfere g
with them. The Secretary of Agriculture in his letter says, no, it g
would not, but this gives a double assurance if it is denatured that
it could not possibly be competitive of any American edible product. b4

Senator BYRD. it competes with fish products, does it not?
Senator COPELAND. No. The whale is a little different animal;

he is a mammal. But the other fish oils tbat the Senator from Vir-
ginia has in mind are not competitive; whale oil is not competitive
with them.,

Senator BYRD. That information I get is that it is. They think
that this amendment will be disastrous to them.. "

Senator BAILEY. We are not here taking taxes off. I am putting t"

taxes on. I think if you get into the business of taking taxes off, you P
are breaking new ground. All oils are competitive no matter from' ot
what'sourcedorived. You can take whale oil and reduce it to fill some N
of the demand for tallow. An oil is an oil, and the processing just tit
changes its character. H

That is our difficulty about this act. They put in sUbstitutes for
articles on which we placed the excises, and we are just moving, out
to get those substitutes. That is the whole principle that we are
following. You, Senator, are asking to make an exception and take
a tax off that is already on. If you do that, you are vielating a en
principle on which I started, My principle is not to tako any taxes mn
off, but simply extending the act.

Senator COPELAND. YOU are putting the taxes in your amendment on
Senator BAILE Y. We are putting taxes on these substitutes., in
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Senator COPELAND. But you are making some exceptions in your
amendment.

Senator BAILEY. We excepted sperm oil as a matter of grace. We
did not have anything else to do about it.- We excepted codliver oil.

or There is a perfect basis for that exception. There is no substitute for
codliver oil; itis not competitive and it is not a food.-

at We have excepted sperm oil, but you have all of the balance of the
whale to make oil out of. You can make just as much oil out of the
carcass of the.whale as youcan out of anysimilar tonnage of meat,

Senator COPNEJAND. The point I have in mind is if this is done,
there will be an increase in our income from Norway, because there

Mre will be a market for our. products, and subsequently they will be
fl shipping other things in here and buying our products, too.

Senator BAILEY. That whole theory that we have to take our.
products of the farm or the sea and have them compete with foreign

'ed' countries in order that those foreigners may buy our manufactured
ng, products, does not go with me at all. If you are going to take the

tariff off and create a market, let us take it off the manufacturedproducts and let them buy our cotton. I will go with you on that.
We have traded the tariff proposition against the farmer for a hundred
years. Now, let us trade a little bit for hini and give him a fair show.

Senator COPELAND. Here you have your Department of Agriculture

which urges that this be done.
Senator BAILEY. I may recognize that, but that does not affect my

mind at all. . I do not think the Department of Agriculture knows
any more about agriculture than this committee (oes. And I do not

Wi believe we get our legislation properly when we go down the street to
-lie get it. The Congress is the sources of laws in America. Those people

ite give us information and we make the laws.
it Senator BLACK. Senator, I intended to ask this: After this oil has

been treated in the manner that you have mentioned, what is it used
for?

Senator COPELAND, Making a certain type of soap, and that is all.

That is all. If I were discussing the general type of oils, I would make
an argument about rapeseed oil which is used in making oil for heavy
machinery and all that sort of thing, but that is not my job.

ink But this particular thing, if that is brought in, it gives us a cheaper
soap of a certain type, where the whale oil is particularly valuable. in

ing its manufacture, and by having it denatured it could not be com,
ou. petitive in this country at all with agricultural products. On the

, ' other hand, if these quantities are shipped from Norway and fromm Newfoundland, there will be a demand there for butter and lard'methere from the American. farmers.
ust Senator KING. Is there anything further to be said by either propo-

for nent or opponents of this amendment?
out Senator BAILEY. I ask for a voto.
are Senator BLACK. I wanted to find out before we voted-I asked the

ake question this mornin-I have never yet ftylly understood the differ-
once between tholaw as itis and the lovaw witl reference to this.amend-
ment. Just what oils are added to what?

Senator BAILEY. - This adds certain oils--I won't be certain which
ones-but we put in oils and fats and salts of other such oils and getting
into chemical oranges.



REVENUE ACT, 19 3 6

Senator CONNALLY. We had it on the processing before, and they
have evaded that by partly processing it before it came in. This is
broadened so that it is still subject to the tax.

Senator BAILEY. It simply stops the gaps in the old law; that is all.
Senator BLACK. Th reason I ask is just in connection with what

Senator Copeland has'said. I voted against the tax on oil originally-.
I am perfectly willing since the tax is on, to vote to include those oils in
that different category that have evaded the tax by processing in a
foreign country. I am perfectly willing to vote for the amendment to
that extent, and I was trying to find out if it went any further than
that. I would vote to repeal the whole thing today, but with it in
effect, I am perfectly willing to vote to prevent the evasion by the
processor. .$

Senator BAILEY. That is exactly what we are doing.
Senator COPPLAND. What you are trying to do, Senator Bailey,

is to increase the tax from 3 cents to 4% cents a pound, is it not?
Senator BAILEY. On the whale oil, the tallow and the inedible

animal grease there is an increase.
Senator CONNALLY. The Secretary of Agriculture says it is 1Y2 cents.
Senator BAILEY. There is an increase, for instance, on tallow from

the present one-half cent a pound to 3 cents.
Senator COPELAND. May I ask you why you except sperm oil?
Senator BAILEY. I will tell you I do not know why they except

sperm oil. It was excepted before, and we excepted it again. We
do not want to change it. There is no evasion alopg the line of sperm
oil. This bill is meant to stop the gaps, and that is not a gap. Sperm
oil is a peculair oil, and is used very largely by the airplanes. It is
a very fine type of oil, and I do not think it is competitive in the
lubrication field as these other oils are.

Senator COPELAND. Now, Senator, your amendment, as I under-
stand it, reads this way:

Whale oil except sperm oil, fish oil except cod oil, codliver oil, halibut-liver oil:w
Senator BAILEY (interposing). That is medicinal.
Senator COPELAND. Yes. Marine animal oil, and then tallow and

so forth. Now, this is what I am urging upon the committee, that
Senator Bailey's amendment be changed to read this way:

Fish oil except cod oil, codliver oil, halibut-liver oil, marine animal oil except
denatured whale oil for inedible use and except sperm oil-
because you have already used that language, and then go on with
tallow, and so forth.
. Senator BAILEY. That just takes the denatured whale oil out, and
the moment you (to that, another one will want to put denatured
rapeseed oil in.

Senator GUFFEY. And denatured coconut oil.
Senator BAILEY. If a man denatures it and ships it in here, it is

still competing.
Senator KING. I would like to hear from Mr. O'Brien. I am not

quite satisfied with the situation as presented. That does not mean 0
to say that I am not satisfied with the clarity of the expressions, but t
I would like Mr. O'Brien to just tell us what, this does; what change
it makes in the existing law.

Mr. O'BRIEN. As Senator Bailey has pointed out, there is added in
this amendment to section 601 various substances which are gen-
erally considered fatty acids, salts of those oils which now are not

20
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classifiable under that paragraph, and which it was intended, I sup-
is pose, as Senator Bailey says, to include in 1934 in that paragraph.

In addition, the amendment does this, with respect to sunflower
oil, it takes that material out of section 602% of the Revenue Act of

at 1934, which levies a processing tax on sunflower oil, which processing
Y.* tax is at the rate of 3 cents per pound, and here imposes an import
in tax at the rate of 43 cents a pound.
a Senator KING. What would the effect of that be?

to Mr. O'BRIEN. The effect of the change is that there is no processing
al tax on sunflower oil in the United States. That article is subject to
ill duty at the rate of 4-4 cents, whereas under the present law it is
1e subject to a processing tax at the rate of 3 cents.

In addition to that, denatured olive oil which now is not subject
either to a processing tax or to an import tax under section 601 (c) (8)
is subject to a rate of duty that--I think it is-3 cents a pound under
that amendment.

In the case of sesame oil, that oil is now subject to a processing
tax of 3 cents a pound under section 602. That oil is taken out of

ts. 602 and put in this paragraph except that this paragraph goes not
to all sesame oil, but to denatured sesame oil as specified in one of the
paragraphs of the Tariff Act of 1930.

Furthermore, the amendment removes the exemption from process-
Ipt ing tax of palm oil used in the manufacture of tin plate. Under the
TOc present law, palm oil used in the manufacture of tin plate is not
rm subject to the 3 cents a pound processing tax but is under this amend-

ment.
As to the Philippines, I think that has been explained.

,he As far as the treatment of the various commodities named in this
amendment, I think that is a summary.

eor- Senator KING. It takes a number of them out of the processing
tax provision and puts them on the -tariff?

Mr. O'BRIEN. Yes.
Senator KING. Taking it by and large, would it increase the price

or the duties or the revenue in any way, or decrease it?
Ind Mr. O'BRIEN. To the extent that new materials are included, of

course there is more revenue if they will be imported.
* To the extent that there is a difference between a 3 cents per pound

*pt processing tax on sunflower oil-and a 43 cents a pound import tax on
sunflower oil, there is that difference in tax treatment.

4h Senator KING. The result is to make them all higher priced?
Mr. O'BRIEN. Not all. A number of them, for instance coconut

oil and palm-kernel oil, are treated just exactly as they are in the
present law. -Senator GEORGE. They are not affected at all.

Senator KING. I mean those that are affected.
,is Mr. O'BRnur. I was naming those as towhich there was a change

in the law.
not Senator BLACK, As the law is, as it is now written, has it tended to

operate in such a manner that it was a constant inducement to process
:ut the oils outside this country and thereby evade the payment of the
ngo tax in this country? I

Mr. O'BRIEN. I cannot answer that. I have heard that said, but
i in I have not been concerned with the administration of the law.
ten- Senatar BLACK. Is there a witness here who does know?
not
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I do not know, but it seems to me as I understand it, that has
happened; they put a processing tax on the raw product and then
simply processed them before they brought them into this country,
and accomplished two results, as I have understood it and as I
gathered from what I had read. The first result was that they
processed it in the country abroad, which deprived us of the benefit
of the processing in this country. The second was that it necessarily
reduced the taxes in this cowirtry, because they id not have to pay
W tax on it in this county.

Mr. KENT. I think I caw clarify that a little bit by telling you
something of what happened after the taxes imposed by section 602%
went into effect. Of cours. , it was known for some little time before
the act became a la-w that something of the sort was going to happen.
Some of the big soap manufacturers forthwith imported a vast quan-
tity of coconut oil into this country. and saponified it. That is a
chemical process by w .ich the chemical oil is broken up into fatty
acids and glycerine, amd the material can be pressed into bars and.
sold as a rather crude soap.

Moreover, the question arose as to what the situation under tile
act would be if instead of treating the coconut oil after it came in to
this country, it was saponified in the Philippines, the glycerine was
drawn off and the fatty acid residue was imported into the United
States.

Senator CONNALLY. That is, tax free?
Mr. KENT. Tax free. We studied the matter very carefully and

we could not fin(ld-I think we went as far in our regulations as we
possibly could-but we could not find in the act any statutory warrant
for imposing a tax on the fatty-acid residue when it came into this
country because all of our chemists advised that these fatty acids were
not coconut oil, that they did not contain a substantial quantity of
coconut oil that they were chemical derivatives of coconut oil, but
that since this treatment had been applied to the oil, the glycerin had
been drawn off, and you had something that was from a chemical
point of view, entirely different from coconut oil. I do not know how
much' of -these fatty acids were actually shipped into this country.
They were not equipped, I was informed, to do that on a large scale.
It would require a considerablecapitalinvestment to setup these treat-
ment plantain the Philippines and othercountries, and people hesitated
to make that capital investment because they feared that as soon as
Congress became acquainted with the situation, the law would lie
amended to take care of the situation and deprive them of any ad-
vantage. But there unquestionably was that danger if the situation
had not been met last year.

Senator BLACK. The figures placed in the record show that there has
been a very large increase in the importation of certain oils on which
a processing tax was not imposed, and which they:processed abroad.

Mr. KENT. Yes; I think it was even more than that. The tax t
'was not imposed with respect to certain oils that could be used as
substitutes for coconut oil and various other oils that were taxed.-

Senator BLACK. Does not that give a decided advantage even
between the products of the different countries?

Mr. KENT. Yes. And, of course, since there was no tax levied
with respect to such oils,'you did, not have to subjectithem to any P
particular treatment* abroad. The oils themselves could be brought
into this country free from the tax and processed here.

I.I
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Senator CONNALLY. Let me state some instances right there. We
put a tax on coconut oil which is made from copra?

Mt. 'KINT. Y8
Senator CONNALLY. When they put that tax on there, what did

they do? They brought in copra cakes from the Philippine which
theretofore had come in 7,000,000 pounds, and instead of 7,000,000
they brought in 102,000,000, because they could take this copra cake
alnl put it through a chemical process and get the same elements out

ly of it as they did on coconut oil. We had a processing tax on coconut
u oil but. none on copra cakes, but they brought those in and evaded

the tax., That is wh at they did.
Senator KING. Are you ready to vote on Senator Copeland's

le amendment to repeal t e tax on whale oil now existing?
Those favoring the motion say "aye"; those opposed "no".
(The vote is taken.)
Senator KING. The "noes" have it.
Before voting on Senator Bailey's motion, I think we should hear

id. from Mr. Paredes. He came to appear before the committee this
morning and I told him that we were not conducting open hearings.
I will ask now that the clerk read his statement.

(The same is as follows:)
as MAY 23, 1936.
,d lion. PAT HARRISON,

Chairinan, Comnaittee on Finance, United States Senate,
Washington, D. C.

id DEAR SPNATOR: I am informed that a proposal has been made to the State
Committee on Finance to amend the existing statute with respect to the coconut-
oil tax to provide that the revenue from such tax be paid over into the United
States Treasury, rather than to the Philippine Commonwealth as at present
provided for.

le On behli of my Government and the 14 million people who for 30 years have
lived in faith and confidence and cooperation in and with American policies, I
hope you will oppose any such unjust proposal.

ut It wotjld destroy the basic reciprocal relationship between the Philippines and
ad the United States which has for years been productive of progress, growth, and

prosperity in both the islands and the United States. It is in direct contraven-
tion of every statute passed since the establishment of our reciprocal relationship,

w including the provisions of the present Tariff Act and previous measure having
I. to do with this subject.

You will recall that when the Philippine Independence Act was passed we
assumed that during the 10-year pondency of that act the relationships estab-
lished would, with certain inequalities removed, remain in force and effect.

We were confident of this mutuality of understanding not only because of, the
as friendly attitude of Congress during th consideration of the independence measure

but, again, because of the statement of President Roosevelt with respect to th6
inequalities which might be found in the Independence Act. In approving that
act, you will recall, he pointed out the act, you will recall, he pointed out the
hpe of removing these inequalities.

Ot will be noted that the coconut-oil tax was contained in an act passed sub-
Las sequent to the Independence Act. And the act was passed over the objection

of the Philippine people and its representatives.The burden of this tax falls heavily upon the vast number of people in the
d. islands engaged in the growth and production of coconuts. The absorption of

lax this tax, or a substantial portion of it by them was inevitable, and this came at a
time when we were entering upon the very heavy and serious responsibility of
an extended autonomy preparatory to ultimate independence.

The President of the United States at the time again called the attention of
Congress to the inequity of the coconut-oil tax.

The only compensatory feature of this tax Is the provision that the revenue
'ed derived from the processing of Philippine coconut oil is to be paid over to the

Philippine government.

hlt 3884-pt. 10--30----4
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If that, compensation is removed, then the tax becomes not only an inequity
but an absolute unjust burden upon the second largest Industry of our islands-
an Industry built up largely through the theory of reciprocal relationship with
the United States over the past 30 years. It was in the spirit of cooperation that
our' Philippine people upon the suggestion of the American Congress agreed that
oir markets be thrown open to the free access of the respedtive countries.
: It is inconceivable that the American Congress would at this time remove the
only semblance of justice in. the entire coconut-oil provision.

I cannot understand how in the face of aPrasidential opposition to the coconut-
oil tax itself there could now be levied upon our people the unthinkable provision
of removing the revenue from this tax from our Government. Aside from its
violation of the long-established principle set forth in the tariff and other acts
over many years, it would establish definitely an attempt on the part of the
United States to profit financially out of what has been a misfortune to the
islands as found in the coconut-oil tax itself.

We were hopeful that your Committee on Finance would, as a matter of faot
remedy the injustice already done and approve the compromise proposal con-
tained in what is known as the Guffey-Dockweiler bill under which the coconut-
oil tax would be limited to oil processed for edible purposes. This would protect
the dairy products as well as the cotton-seed-oil Interests and the various other
vegetable-oil interests of the United States 100 percent, and leave to the Philip-
pine coconut-oil industry the industrial field wherein the domestic products of
the United States are but negligently consumed.

To find now that a proposal which not only does not contemplate that modicum
of relief but is on the other hand an aggravation of our troubles, is something
which we are unable, after our long period of mutuality and cooperation, to
understand.

Your attention is invited to the reciprocal provision of the Tariff Act of 1930
which is similar, or identical, to the provisions of previous tariff acts from the
date of our establishment of our free trade relationships to which policy Congress
and administrative officials of the United States have always adhered, and to
which we respectfully call your attention and consideration.

We attach copies of President Roosevelt's statements ()) approving the Inde-
pendence Act, and (2) urging the defeat of the coconut-oil tax.

We hope that you and your committee will do what you can to defeat this
unprecedented proposal and, in fact, we confidently hope for your favorable
consideration of the relief which we seek through the amendment of the present
coconut-oil tax confining it to those produces consumed in the industrial processing
field.

Very respectfully yours, QUINTIN PAnnES,
Resident Commissioner of the Philippines to the United states.QP:el.___

111. Doc. No. 272, 73d Cog., 2 sem.]

ENACTMENT OF LEGISLATION FOR INDEPENDENCE O PHILIPPINE ISLANDS

Message from the President of the United States transnitting a recommendation
that legislation be enacted to the effect that the Philippine Islands shall be
granted their independence. March 2, 1934.-Referred to the Committee on
Insular Affairs and ordered to be printed

To the Congress:
Over a third of a century ago the United States as a result of a war which had p

its origin in the Caribbean Sea acquired sovereignty over the Philippine Islands,
which lie many thousands of miles from our shores across the widest of oceans.
Our Nation covets no territory; it desires to hold no people over whom it has
gained sovereignty through war against their will.

In keeping with the principles of justice and in keeping with our traditions
and aims, our Government for many years has been committed by law to ultimate
independence for the people of the Philippine Islands whenever they should
establish a suitable government capable of maintaining that independence among
the nations of the world. We have believed that the time for such independence
is at hand. i

U
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'A l&w passed by the Seventy-second Congress over a year ago was the initial
step, providing tha methods, conditions, and circumstances under which our
promise was to be fulfilled. That act provided that the United States would
retain-the option of keeping certain military and naval bases in the islands after
actual,4ndependence had been accomplished.'

As to the military bases, I recommend that this provision e eliminated front
the laW'and' that these bases be relinqulshed silitailously with the accomplisl-
mentnoffinal Philippine independence..

As to the naval bases; I recoimend that the law be so amended as to provide
for the ultimate settlement of this matter on terms satisfactory to our own
Government and that 6f'the Philippine Islands.

I do not believe that other provisions of the original law'need be changed at
this tne. Where imperfections or inequalities exist, I am confident that they

o ca" be corrected after proper hearing and in fairness to both peoples.
May I emphasize that while we desire to grant complete independence at the

earliest proper moment, to effect this result without allowing sufficient time for
necessary political and economic adjustments would be a definite injustice to
the people of the Philippine Islands themselves little short of a denial of ide-.

t pendence itself. To change, at this time, the economic provisions of the previous
law would reflect discredit on ourselves.

In view of the fact that the time element is involved, I suggest that the law
Df be amended as I have above suggested and that the time limit for the acceptance

of the law by the proper authorities and by the people of the Philippine Islands
m be sufficiently extended to permit them to reconsider it.

For 36 years the relations between the people of the Philippine Islands and
o0 the people of the United States have been friendly and of great mutual benefit.

I am confident that if this legislation is passed by the Congress and accepted by
;0 the Philippines, we shall increase the mutual regard between the two peoples

during the transition period. After the attainment of actual independence by
so them, friendship and trust will live.
o FRAN KIN D. RoOSEVELT.

THE WHITE HousE,
March £, 1934.

Iis
e [II. Doe. No. 388, 73d Cong., 2d scns.l

nt COCONUT Ol IMPORTATION FROM THE PHILIPPINE ISLANDS
rig

Message from the President of the United States transmitting a request for
reconsideration of that provision of the revenue act, which relates to coconut
oil. May 28, 1934.-Referred to the Committee on Ways and Means and
ordered to be printed

To the Congress of the United States:
Early in the present session of the Congress the Philippine Independence Act

was passed. This act provided that after the inauguration of the new interim or
commonwealth form of government of the Philippine Islands trade relations
between the United States and the Philippine Islands shall 1)e as now l)rovided by
law. Certain exceptions, however, were made. One of these exceptions required

ob levying on all coconut oil coming into the United States from the Philippine
be Islands in any calendar year in excess of 448,000,000 pounds, the same rates of
onl duty now collected by the United States onldbconut oil imported from foreign

countries.
It is, of course, wholly clear that the intent of the Congress by this provision

was to exempt from import duty 448,000,000 pounds of coconut oil from the
Lad Philippines.
Is, Later in the present session, the Congress In the revenue act imposed a 3-cent-

no. per-pound processing tax on coconut oil from the Philippines. This action was of
ias course directly contrary to the intent of the provision in the independence act

cited above.
ins During this same'period, the people of the Philippine Islands through their
te legislature accepted the provisions of the independence act on May 1, 1934.

Ad There are three reasons why I request reconsideration by the Congress of the
ng provision for a 3-cent per pound processing tax.

First, it is a withdrawal of an offer made by the Congress of the United States
to the people of the Philippine Islands. I I



Second, enforcement of this provision at this time will produce a serious ooudi-
tion among, many thousands of families in the, Philippine Islands.

Third, no effort has been made to work out some form of compromise which
would be less unjust to the Philippine people and at the same time attain, even if
more slowly, the object of helping the butter and animal-fat Industry, in the
United States.
1, therefore, request reconsideration of that provision of the revenue act which

relates to coconut oil in order that the sulbject may be studied further between
now and next January, and in order that the spirit and intent of the indopeadmew.
act be more closely followed;

FAANKLIN D. Roosnvimw.
THE WarTz Housa, May 08, 1934.

Senator KING. Gentlemen, I make an appeal in behalf of the Phil-
ippines. You know as well as I the hardships that they are encounter-
ing, the vicissitudes that are attending their embarking on a new
government. We defeated them the other day, very properly, in
regard to the gold clause and repealed the act which they thought was
just, and now to administer this blow again, the effect will be very
unfortunate.M The President indicated his opposition to the bill which we passed
at the last session of Congress. I cannot speak for him, but I assume
that lie would feel just as strongly now in regard to this matter as he
did then. I think we ought to eliminate, and I suggest to my friend
from North Carolina, to eliminate from the amendment anything
relating to the Philippine situation.

Senator BAILEY. 1 do not feel like doing that.- I have two remarks
to make. The Philippine Islands have for about 5 years been Uncle
Sam's favorite project, and I am a little bit tired of" that.

The other question is this: WhLeh1r we are to run this country in
the interests of American agriculture or whether we will run it. in the
interests of agriculture of the Philippines. They have gotten their
independence on a basis-I am willing to go along with them and
help them-but we cannot help them at the expense of the American
farmer and the American people. I do not feel like yielding to the
suggestion, much as I think of our acting chairman. They come up
here every time we have anything and they want a lot of special priv-
ileges. At the same time, they want independence.

Senator KING. We have hd special privileges there. We have r
prevented them from finding foreign markets for their products.
We compelled tneni to trade with us. We hav-. prevented them for
years from finding a market for their surplus products and to that
extent inhibited them in securing that stability and tat economic
independence essential to the maintenance of their government, where
so many problems are to be encountered.

Senator CONNALLY. Mr. Chairman, may I say just a word? Sena-
tor Bailey is not really responsible for that portion of that amendment.
He and I merged our two amendments into one amendment, and I b
am responsible for that relating to the Philippines. 9

We have got a tax on-Philippine oils, and it probably is going to
stay there, because I do not believe the Congress would knock but
that clause on the ground that the money would go to the Philippine
treasury; but that is a very real issue, and the people interested want
it removed. I have no objection on-earth about paying the proceeds
of, this tax to the Philippines if Congress wants tO do it, just as now. di

But in answer to SenatOr King, this act is not, operating in 1hy
serious injury to the Philippine Islands. From January 1933 to



fRIZVt A(7 1 27

Octobei 1935 the records shbw that the Philipphiesare getting, More
now'foi the coontt that they are sending to the United States than
they did before the tax went on..

Senator QEonoG. "It has improved their price?
Senator CONNALLY. It has improved their price.

* Senfthr GHO0GiE. That is* the ground that I took. Their price
has been improved, and they have not been hurt. I think it highly
questionable that the court decision which has been brought to our
attention will "be followed by the Supreme Court. It looks to me
like the Supreme Court would say that we had a tight to differentiate
in dealing with the Philippines. But that is a danger of the amend-
mont being thrown out on that ground. It certainly does not work
any injustice if they get back the money, and it tins helped their prices

n of oil. Their prices are greatly helped because they have a differential
of approximately 2 cents on that oil. It gives them the market.

Senator LA FOLLETTE. I think that the Nye amendment obtained
a great many votes in the Senate for section 602,% which it would not
have obtained otherwise. Personally, I think it would be a mistake

10 to raise that issue again in connection with this amnendment. The
Senator knows that I supported the amendment before and I want to
support it ,iow, but I do think it is going to cause a lot of controversy,
and I do not know what the outcome will he, because I am satisfied
from my -own knowledge that there were a number of Senators who

.8 voted for it before-
Senator CONNALLY (interposing). The Senator understands that

I am not hostile to that now. I do not object to the money going to
in the Philippines.
10 Senator LA FOLLETTE. I understand. But you understand that
ir the contingency of an appropriation and all of that is very uncertain.

This is Just the decision of a district court, and it seems to me that
LIn under all of the circumstances you would be wise to eliminate this
10 repeal from the amendment, and then if the decision as finally reached
'p by the Supreme Court is adverse, you can always remedy the situation

as the time comes.
Senator CONNALLY. May I briefly put some of these figures in the

re record? In December 193X the value of coconut oil shipped into the
United States from the Philippines was $8,555,000. From January

or to October 1935, after the tax went on, it was $10,000,000. Copra
at and coconut oil, valued for 17 mcnths before the tax, was $20,000,000,

and an average of $1,206,000 monthly.
After the tax went on, for 16 months, they shipped in $22,000,000

worth; $2,000,000 more in 16 months than they did in the 17, and the
answer is that they are getting a better price. They are not shipping

at. as much in, but they are getting more money out of it. As explained
by Senator George, they have a favorable differential. We are still I
giving- them that.

to I want to suggest to Senator King that under this law we are still
ut favoring 'the Philippines because we are giving them a differential.

Senator GEOROI s We give them our market. We buy their stuff,
,nt and indollar value they are not-hurt.
tds Senator CONNALLY. They are benefited. I do not say that the tax

did it, but still the conditions are such that they are getting more
money now; than, they did before; and that is one thing. We are

to giving them, as the Senator, suggested, absolutely the -American



28 VIw 1v .AT;:I 3O

market by reason of this differential, and I rather agree with Senator
Bailey. This balance sheet has not all been on the side of the Phib
ippines. We have spent millions of dollars there. They wanted their
independence and we have given it to them. Let them stand on
their own bottom.

Senator GEORoE. There is another thing, that it adds considerably
to the revenue.

Senator BLACK. May I suggest in line with what Senator La Fol
letter has said, that it seems to me that that letter is worthy of con.
sideration. I had thought originally that this law had been enjoined
and the taxes impounded.

Senator CONNALLY. The money is impounded, and it keeps it from
going to the Philippines.

Senator BLACK. I had thought that they had enjoined it so that
they help up the tax.

Senator GiOCItE. In view of the decision, they won't pay any more
tax.

Senator BLACK. They have not done it. I am very frank to state
that I did not know how I was going to vote. I have decided, as far
as the oils are concerned, it is almost stupidity simply to have an:
excise tax in such a matter that it favors certain oils over other oils,
and it also encourages processing the oils out of this country in order.
to evade the tax. I personally would like very much to see you elim
inate that part of the amendm-ent which repeals the provision of law
which is known as the Norris amendment.

Senator KING. I should be glad if that were done.
Senator CONNALLY. There is a very substantial danger that you

lose it all.
Senator BLACK. This district court evidently did not go very far.-

They did not impound the tax, as they did in the processing taxes.,
Senator CONNALLY. They simply enjoined that part of it going to

the Philippines.
Senator GUFFEY. The chances are we will be in session again before

the Supreme Court decision.
Senator KING. Senator O'Mahoney is here. Do you want to

present any matter to the committee at this time, Senator?
Senator O'MAHONEY. I wanted to be present when there was any

consideration given to sugar.
Senator KING. The subcommittee has disposed of it.
Senator O'MAHONEY. It was my understanding that I was to Ito

called before the subcommittee.
Senator KING. I beg your pardon, Senator. We will hear from

you now. We had representatives of the sugar people from the West;
and I will state very briefly that their opinon was that the bill was
not wise, certainly they did not favor any legislation until the House
had acted or Congress had acted and established a quota. They Were t
opposed to any tax until a quota bill.

Senator O'MAHONI Y. I think that is the general feeling with respectI
to that, but the probability is that some satisfactory legislation will be
developed which will preserve the quota system. In fact, I think it;
is of the utmost importance'that that should be done. ,

Senator KING. So far as the facts were presented before the subI
comniitteo; they reached the conclusion to report to the full committee
adversely pending, of course, any action that was :taken on the quota.;

I I
am d"I -
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Senator O'MAHONEY. That is a qualified report?
Senator KING. Yes. And all of the witnesses were favorable to

that. They said they did not want any tax bill until a quota was
established: That, in substance, was their view.

Senator O'MAHONEY. With that understanding, would it not be
possible for the committee to report that tax provision to the Senate
so that it would have the advantage of coming to the Senate from the
committee, otherwise it would have to be presented on the floor,
and that would be a disadvantage in the closing days of the session.

d As a matter of fact, it would be perfectly easy for the committee
to kill the tax bill if it became evident that the quota system couldnot be effectuated.

Senator COUZENS. May I say something? I listened to all of the
testimony this morning, and the committee was quite unanimous ,
that this should not be tied on this bill, this processing tax for sugar,
but if a processing tax were desired, it ought to be taxed on to the
quota bill in the House where this matter should arise anyway.

Senator O'MAHONEY. That could not be done, Senator, because
that would immediately raise the same constitutional question
which resulted in the invalidation of the processing tax in the tloosac
Aills case.

Senator CouzENs. There is no disposition in the bill that we have
here of processing tax.

Senator O'MATIONEY. No; but your suggestion, as I understand it,was that the processing tax should be attached to the quota bill.
The A. A. A. legislation was knocked out in the Supreme Court
because the processing tax was a part of that legislation.

Senator COUJZENS. No; it was knocked out because of the use of
the money. We were not determining to what purposes the Xroc+
essing tax would be used, so it would not come under the A. A.

to decision.Senator O'MAbONEY. While that is technically correct, the joining

of these two measures in one bill would be fraught with great anger,
and I think probably would invalidate the beneficial effects of the

to I quota system.
Senator CouzENs. I want to say that so far as I am concernedlp

and I think the committee was quite unanimous this morning, thatwe are going to do everything we can to defeat this processing tax
from going into this revenue bill. I am only speaking for the sub-
conunittee.

Senator GEORGE. We are quite satisfied that it will lead to a long
debate and will prolong the discussion of this bill in the Senate

stir several days.
Senator OA oNy. Does that mean then, that the equivalent

of Senator King's statement a moment ago is really not the mind of

the committee?Senator CouzENs. We are only determining about this particular

bill. We are not determining upon the merits of a processing tax
be as such.

Senator O'MAHONEY. I understand that. But if it had been
represented to this committee that the quota legislation had been
satisfabtorily worked out, would the committee then feel that it
would proceed with a recommendation for a processing tax on sugar?

Him-

IMR



Senator KING. I do not think, Senator O'Mahoney, tl1t ave c 6ld
decide that now. I think that we will have to rest on the fact§ that
transpired.

Senator O'MAHONEY. If I understood you statement, the obm-
mittee came to the conclusion that it would not recommend the, proc-
essing tax until it had some asurance with respect to the quota
system?

Senator CouzENs. That is quite correct.
Senator O'MATIONEY. I am trying to determine what the facts are.
Senator COUZENS. We decided that we would not recommend to

this committee the incorporation of the processing tax in this bill.
Senator O'MAHONEY. May I inquire upon what ground that was

based?
Senator CouzENs. So far as I am concerned, and I think we had a

unanimous agreement on it, it was that we were not going to deal
with the merits of a processing tax on sugar at this time, and therefore
we would not recommend it to be put into this revenue bill.

Senator O'MAHONEY. Well, you see, Senator, that impales us on
both horns of the dilemma, so to speak.

Senator COUZENS. Do you want the processing tax?
Senator O'MAHONEY. What I am anxious to do is to preserve the

quota system and to preserve a system whereby the growers of sugar
beets and sugarcane may have the benefits of the legislation which
was recommended by this committee in 1934. Now we are confronted
with this situation, that this committee now says that we cannot
have the processing tax until we have the quota system.

Senator COUZENS. The committee did not say that.
Senator O'MAIIONEY. We cannot have the quota system unless we

have the processing tax.
Senator KING. The committee did not say that. Speaking for

myself, when this bill is taken to the Senate and reported by the
committee, and the House has taken such definite action with respect
tothe quota system as to make it possible and feasible and constitu-
tibkial for us to attach to the bill a provision in regard to taxation I
should favor it. But the information before us was-all of the wit-
nesses said in effect that they did not want us to report the bill out
with a quota system undetermined, because they did not want any
taxation system until they had a quota.
I Senator O'MAJIoNEY. Ihope that the committee has the same view

that you have, Senator King.
Senator KING. I do not know what the view of the committee is

and we have not passed upon the report of the'subcommittee yet, and
I am sure as far as I am concerned, full opportunity would be given
for the further presentation of that matter to the full committee.

Senator O'MAHONEY. When that comes, j would be very glad to
be advised.

Senator KING. Yes. Now, are we ready to pr(oceed with regard to
the oil, matter? t

I wanted to move to strike out the word "perilla." I think in the
light of the testimony that We ought not to, include perilla. : It stands
in the same category as tung oil, and 'there are a lumber of industries c
depending upon it very largely, the linoleum and others, that it seems a
tO me that that ought to be excluded frotn the bill. , I _ t
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Senator BAILBrY Senator, I will just give you the information. In
1931, the amount of perilia oil that came into this country was
13,285,000 pciunds. In 1935 it was 72,327,000 pounds. We pa;,ed
the act in 1934. -When we passed the act in 1934, the amount was
25,164,000 pounds. It jumped in I year by way of escaping the force
of that act to 72,000,000.

Senator KING. Do you think that is quite an accurate way of
presenting it? We New Dealers are boasting of enormous advances
in industry, the increase of production and factories and mills and
so forth. You got back to 1931 when of course the importations
were light.

Senator BAILEY. We have just gotten back to 1931, according to
the index. The New York Times had that last Sunday, and to
make it accurate we had gotten back to July 1, 1930, according to.
that chart. That is in the Investment Outlook. That would not
account for it.

Senator BARKLEY. I would like to know how this 72,000,000 that
is imported compares with the domestic production of comparable
oils for which it is a substitute. It does not mean anything to make
the comparison unless it has an appreciable effect on something that
it takes the lace of.

Senator-KING. I would also like to ask the Senator, if he has any
definite information as to what oils produced in the United States are
comparable to tung oil and perilla and their use in varnishes and
lacquers and linoleum? Whether we have anything that is com-
parable to perilla.

Senator BAILEY. I have no information about that except that
these oils certainly have come in by way of substitution since we
passed the act.

Senator KING. Can you say. for substitution for varnishes and
linoleum, because the increase in paints and varnishes and linoleum
in the last 2 or 3 years has been very great.

Senator BAILEY. Nothing sufficient to account for this increase in
this oil.

Senator COuZENB. May I say, can the Senator inform me what
this perilla takes the place of in this country?

Senator BAILEY. I really do not know.
Senator Couzvvs. Why do you object if you do not know what it

takes the place of?
Senator GUpFFY. This increase is due to the fact that it is now

used with soybean oil. In the linoleum industries and other industries
they take a greater percentage of perilla oil, and that is what increases
its use.

Senator KRno. Because we use more soybean oil that it is used with?
Senator GUmm Y. Paint and varnishes used about 20 percent of the

entiresoybean output in 1935.'
Senator:BRAK Yv in othwr words, this soybean oil wnakesdesirablo

the use of Veilla oil as a, mixture because it dries faster and, it is
used in paints andvarnishes,:

Senator BAILEY. I am perfectly-willing to have a vote on-it-i of
colirso; but I have had an argument of the sort made by these paint.
and varnish and linoleum people on every oil. I have never hoa~
t6 8 84b-- edp sa tha thiir- tariff e'rededt

03884-pt. 10--30J-5
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not want to pay any tariff, but they want to get all of the protection
that they can.

Sentor CONNALLY. I want to say that the National Grange, the
American Farm Bureau, the American Cotton Cooperative, and the
National Dairy organizations are all of them for these taxes.

Senator COUZENS. They do not urge Perilla in there particularly,
do they?

Senator KING. All in favor of the motion which is submitted by
the chairman to strike out Perilla from this bill will say "Aye";
contrary "No."

The motion is agreed to.
Senator LONF-,EGAN. At the request of Senator Moore, I move

that sulphate of olive oil and olive oil be stricken from the bill, and I
desire to place into the record a statement which Senator Moore
sent to me in support of this motion.

(And the same is as follows:)

MEMORANDUM SUBMITTED BY J. A. COULTER, VICE PRESIDENT, COLOATE-
PALMOLIVE-PEET Co., JERSEY CITY, N. J.

There will be an amendment offered In the Senate Finance Committee on
Monday morning by Senator Bailey cf North Carolina, to the tax bill, H. R.
12395, which proposes to place excise taxes ranging from 3 to 4% cents per pound
on a number of oils and fats.

While we object to the amendment as a whole this company will be gravely
affected by the enactment of one in particular of the excise taxes proposed in
Senator Bailey's amendment. We refer to the proposal to place an excise tax
of 4% cents per pound oil "olive oil * as included in paragraph 1732
(the free list) of the tariff Act of 1930".

The proposal is to place a 4 i-cent per pound excise tax on sulphur olive oil,
which is inedible and while now on the free list sells at 7 cents per pound (a fair
averi4 ge price). This would force us to pay 12 cents per pound for the essential
ingredient of our chief selling brand of toilet soap, which must compete with
soaps made from coconut oil and palm oil, the prices of which oils, excise tax paid
is 6% cents per pound. This would mean the practical elimination of our chief
brand of toilet soap from the market.

The sulphur olive oil which we use is entirely of inedible nature. It is called
sulphur olive oil because it is obtained from the press cake which results from the
pressing of olives to produce edible oil by the use of a solvent called carbon
bisulphide. The resulting oil contains approximately 50 percent free fatty acids
as well as the green coloring matter known as chlorophyll, which with traces of
the solvent used render impossible its ustige for ed ble purposes. There is no
record of its ever having been used for any purpose other than the manufacture of
toilet and textile soap.

The average annual importation over the past 10 years has been 42,400,000
pounds per annum. The imports in 1935 were 34,000,000 pounds. About twb-
thirds of the imports are used in the manufacture of soap employed in the textile
industry where it is required because of its easy solubility in water at low tempera- t
tures and quick rinsing properties.

The burden of this tax with respect to the oil mentioned and affecting a specific
Industry, is greater than the entire value of the Atlartic coast production of fish
oil, which iterest, we understand, is chiefly interer ved in this legislation. The
only fish from which is produced oil of commercial importance along the Atlantic
coast is the menhaden. The.value of the entire production in 1931 (ast yeat'of
record) was $704 000, according to Statistical Bulletin No. 1133 of theIBureau of
Fisheries. The Bureau of Fisheries divides this production as follows:
New York, New Jersey, Delaware, and Georgia._--- ---------- $283, 828
Virgina-----.-------- --- ------------------------------ 248, 041
North Carolina ----------------- .----------------- -------- -"72, 960 y
Vlorida. --------------- -- -------------- - 99 170

In addition to the aboye there were odds and ends of various fish oilsi th' toa d
value of which was $200'000 in 1934, the last year of record.



I
VENUH ACT, -1t83

Under no circumstances can olive oil be considered to be in competition with
fish oil in soap or any other industry because of the totally divergent character-
Istics of tle two.

From the foregoing it may be seen that the levying of this tax will affect
seriously one of the important industries of your State and we urge that every
possible effort be made by you to oppose such enactment.

Respectfully submitted. c eatmentC
COLOATE-PALMOJAVE-PEET CO.,

J. A. COULTPR, Vice Preident.

Senator BAILEY. You do not want to strike the word "sulphated",
Senator Lonergan, because it relates to all of the other oils, do you?

Senator LONERGAN. Only insofar as it relates to olive oil.
Senator BAILEY. If you strike out "olive oil", you will get what you

want.
Senator KINa. Are you ready for the vote on that?
Senator COUZENS. What are the reasons for striking it out?
Senator BAILEY. Why not say "olive oil, except sulphated.olive oil"?

If I consent to one, there will be another amendment to each one.
Senator KING. I do not understand the amendment in the light of

the amendment which has now taken the place of it.
Senator LONERGAN. Do you want me to read the long statement of

Senator Moore?
Senator LAFOLLETTE. No, we do not.
Senator COUZENS. Can you not tell us the reason for it without

reading the statement?
Senator KING. Then all in favor of the motion will say "aye"; con-

trarv "no."
The noes have it and the motion is not agreed to.
Senator LONERGAN. On page 2, line 13, I move to strike out

"rapeseed."
Senator ICING. Haveyou any statement to make in support of that?
Senator LONERGAN. It is just for. marine oil. I talked with Senator

Bailey about it yesterday. Do you feel that you can modify that?
(Discussion off the record.)
Senator KING. Those in favor of the motion say "aye"; contrary,

''no.''
The noes have it and the motion is not agreed to.
Senator CONNALLY. Mr. Chairman, I want to accommodate myself

as much as I can to the views of the members on this Philippine
pro osition.

Senator KING. I wish you would let that go out.
Senator CONNALLY. I have'this thought: Let us go ahead and repeal

this, and then let us put in a new section authorizing the appropriation
to the Philippines of the same amount.
Senator COUZENS. That is a very difficult process to go through

every year. I do not see your insistence upon repealing the present
law.

Senator OQNNAJLY. Because the courtshave declared it invalid.
Senator Cou zENs. That is not a 6fmaI decision, We will be back

here in ( oy 7 months.
Seator KING., Thechairman moves t st riko out section 704. Are

you ready for the question?.
Senator CONNALLY. , very much hope that the committee won't

do it.

p.
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Senator KiNG. It strikes out the Philippine proposition and leaves
the present law. Those in favor of the motion say "Aye"; those
opposed "No."

Senator BAILEY. Lot us have a roll call.
(The roll is called, and the motion prevailed, 9 to O,)
Senator LA FOLLETTE. The question now is on the amendment as

amended. Lot us have a roll call on that.
Senator CLARK. Mr. Chairman I have just come into the hearing.

.I have been in the Senate. I understand the last vote was taken on
the question

Senator KING. Striking out the whole provision of the Philippines
and leaving the present law.

Senator GEOROE. That part of the amendment which gave it to
the Philippine Treasury.

Senator CLARK. I understand the amendment was to strike out
the provision of the present law by which tle amount of the coconut
oil tax is given to the Philippine Government. I desire to be recorded
against that amendment.

Senator LA FOLLETTE. You want to give it to the Philippines as
it is now?

Senator CLARK. Ye.
(The roll is called, and the motion prevailed, 11 to 5.)
Mr. TURNEY. We would like to have permission for the Treasury

to submit a revision of this amendment which would iron out some
conflicts between it and the amendment which was passed last year,
or rather some overlafpping.

Senator BAILEY. Providing you do not change the tenor of this.
Senator KING. You are speaking now ofthe amendment as passed?
Mr. TURNEY. Yes. There are some provisions in this amendment

which overlap the amendment which was passed last year and would
cause some confusion. Mr. Johnson from the Customs Bureau can
explain to you some of the difficulties which we would still have in ad-
ministerin; this thing, and if the committee would 'like to consider
incorporating those in the amendment-

Senator KING. Shall we take those up?
Senator LA FOLLETTE. I think it would be wise.
Senator KING. Mr. Johnson, we will hear from you.
Mr. JOHNsON. Our difficulties in administering this bill are to

determine-
Senator KING (interposing). You understand the action which has

just been taken?
Mr. JOHNSON. Yes.
Senator KING. Proceed.
Mr. JOHNSON4. Section 402 Of the Revenue Act of 1935 is somewhat

similar to 'this bill and overlaps it in several respects. Onepurpose of
our revision will be to eliminate those overlapping and perhaps to
qonsolidate sect~ofi 402 of the Relvenue Act of 8135 with this amhend-
ment so as to give th m fall effect;

One of our difficulties is that the rate of tax or ertaicommoditiei
is 'ver' ;ifficult to' determine ; i'h " products aer pr0*"d 'in
foreign countries, the prpocessed products dreass4mblediand reproc4

ssed, aid thatgoes 6n Uhrotgh ~eeal: differentta~,~ nikingthe
retracing of those things practically interminable. Of course iVhAt



we would like is to have rates stated. for each of the products, but
that ia3 I understand, an impracticability from your point of view.

If you, could authorize a determining of the rate on the basis of th6
facts aseertainabltfrom the merchandise itself at the time of impor'
tation, we would have something we could deal with.

Senator LA FOLLETTE. Give us an example of what you mean.
Mr. JOHNSON. Glycerin, a product largely used in medicine and

hospital services in the United States, is derived from innumerable
oils. When it is imported in the state of glycerin, it is absolutely
impossible to determine by examination of the glycerin whether that
came from the city garbage or from one of these taxable oils. We
have to trace the thing back. It is produced, some of it, in Russia,
some in Switzerland, and some in Germany.

Senator CLARK. You mean it is impossible for you to determine
from examination of the finished product?

Mr. JOHNSON. I won't say that it is impossible, but it is as near to
it as anything that has come within our experience.

Senator KING. The cost would be very great?
Mr. JoHnsoN. Enormous. On importations of glycerine during the

effective period of the act of 1935, I (to not think any importation has
been finally liquidated. We have not reached yet a determination of
what the rate is. When the rat.e is determined, I think it will be very
low.

One of our largest problems right now would be solved if you would
give us a special rate for glycerine or specially exempt it from the tax.
Glycerine is sometimes made directly from the oil as a primary prod-
uct, more frequently it is made from waste.

Senator BAILEY. How many articles have you like that?
Mr. JOHNSON. We have two.
Senator BAILEY. What is the other one?
Mr. JOHNSON. 'Whale fish. It is a peculiar product, very small in.

quantity, used principally in the making of composition flooring such
as you have in the new Department of Labor Building. I do not know
of tny use other than that which it has at all. Untilthat use was dis-
covered, it was thrown away as waste.

Senator BAILEY. What is it used as?
Mr. JOHNSON. Composition flooring, flooring for large public build-

ings where they lay the flooring something in the way that you lay
cement, as I understand it. It is a resilient binding material.

Senator BAILEY. So far as I am concerned, when it comes to those
small matters, if he wishes to make a special rate, le can leave glycer-
ine and this whale fish out, and that is- going to interfere with the
operation of the law.

Mr. JOHNSON. One of our solutions would be to eliminate from the
tax altogether all products which are derived from a waste, that is,
where a waste is derived from the taxable oil and then from. that waste
a new product is created. If a waste comes in between a manufac-
tured stage, you would disr4rd that. The compensatory tax would
be small, anyway. , -

Senator KiNo. The waste would havq t be, however, of oil?
Mr. J6HNSON. W6ewould have no. question if it is produced from

some other material that is not within the scope of this tax. Our
problem is first finding out whether it is produced from "taxable oil,
and then how much of it is so produced.
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Senator KING. Your problem is what ameliorating provision should
be contained in this act so that if waste came in which you knew came
from some oil or some fatty substance, you would not be compelled
to ascertain from which oil it came, but would give to it a custoifs.
duty quite different from pure oil or fatty oil itself?

Mr. JOHNSON. Yes.
Senator BLACK. How would you know it came from waste?
Mr. JOHNSON. As well as we know that it came from any other oil.

We know that glycerine may come from garbage or hog oil, coconut.
oil, or several of these oils, and it is commercially so produced in
several of these countries.

Senator BLACK. Why can you not name them if there are only two.
of them?

Mr. JOHNSON. We have had this tax in operation for only 9 months,
and those have immediately come up. We do not know how many
others are coming along. We may have some problems elsewhere
that are not described.

The point I am making is that under the present law the tax would
be small.

Senator KING. Could you prepare an amendment to submit to,
Senator Bailey and Senator Connally for their consideration, dealing
with that, and also with these overlappings so that they can be
properly integrated?

Mr. JOHNBON. Yes, sir. I have perhaps two other items.
Senator BAILEY. Just so that you do not interfere with the prin-

ciple.
Senator GEORGE. You had better put a small. tax on, otherwise

you will have a small loophole.
Mr. JOHNSON. Could we have the bill expressly state that the tax

imposed Ul)On derivatives which are not expressly enumerated in
your amendment-

Senator KiNG (interposing). Give an illustration.
Mr. JOHNSON. Glycerine I will have to use over again.
Senator CLARK. Is that the only one you have?
Mr. JOHNsON. No; we have others. Soap is one. Soap comes

in if it is subject to a tax according to the derivative of its components.
The list is limitless.

Senator LA FOLLE TTE. What do you propose to do about it?
Senator CLARK. It seems to me it would be a strange thing if it

is limitless, if the only one you can give here, the only one that you.
can think of is glycerine. If it is limited to glycerine, say glycerine,.
and if there are some others, let us know what they are.

Mr. JOHNSON. My present discussion is not on eliminating the tax.
Senator CONNALLY. What you mean is if there is a tax on coconut

oil, then any derivative of that oil, if that oil originated in othercoun-
tries, shall be relatively taxed just like the oil would be. Is that
what you mean?

Mr. JOHNSON. At the present time ar product more than 50 per-
cent in value of which is a derivative derived from one of these taxable
oils, bears an import tax equivalent to the tax which would have been
paid upon the quantity of oil represented by that component of tho
imported article., - I ' I * %

Senator CLARK. WhlOt do you propose to do with the amendmentZ
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Mr. JOHNSON. To get rid of the value basis which requires these
elaborate researches in foreign countries, and to provide that the tax
shall apply to the imported article proportionately to the components
in the article derived from the oil.

Senator CLARK. I understood your testimony to be in the case of
glycerine, which is the only illustration you have used, that you
cannot tell whether it is derived from one of these taxable oils or
garbage or from some other thing.

Mr. JOHNSON. We can from examination of the article itself.
Senator CLARK. Just a minute. Why would you proceed under

the rule that you propose rather than under the present law?
Mr. JOHNSON. Under the present law we have to determine the

quantity, and having determined the quantity, we have to determine
the value of the quantity, and we have to trace that back in some
cases to more than one process.

Senator CLARK. Under your proposed rule as I understand it-if
you cannot determine the quantity originally, how can you possibly
determine a portion?

Mr. JOHNSON. In the present case, you already have to determine
everything that I propose to continue to be determined.

Senator CLARK. You have to determine the quantity?
Mr. JOHNSON. Yes, sir.
Senator CLARK. And you say it is impossible to determine quantity?
Mr. JOHNSON. From examination ol the imported article.
Senator CLARK. Then you conm in here with an amendment by

which you propose to set up )ortions, and I do not see how it is
physically or mentally possible to set up portions unless you first
determine the quantity.

Mr. JOHNSON. Exactly. But I say there is one element that we
have not quoted. I say we cannot determine from imported glycerine
by examination of the glycerine itself what it is derived from. We
require statements on the foreign invoices

Senator CONNALLY (interposing). Why do you not draw the pro-
posed change? Draw the regular one and one like you want it, and
we can vote on it when you come back.

Mr. JOHNSON. I will do that. The question of glycerine is a col-
lateral question. If my proposal is adopted, the rates on glycerine
and these pro(lucts derived from an intermediate waste will be
enormously increased.

Senator CLARK. Give us a list of some of these other products that
you are talking about. You say they are innumerable, and all that
you are able to cite up to date is glycerine.

Mr. JOHNSON. Everything you use glycerine in.
Senator CLARK. Give us a list of those.
Mr. JOHNSON. Yes, sir.
Senator CONNALLY. Mr. Chairman, I want to bring up one little

matter; it won't take but about a minute. I have a little amendment
later on coming up relating to the admission tax on community or
cooperative concert associations. It has been a matter of dispute
whether they were taxable or not. There is a delegation of these
people, artists and others outside, and 'they do not want a hearing.
Out here is Mr. Zimbalist, the famous violinist; Mr. Fischer, secretary
of the American Musical Artists Association; Mr. Charles Hackett,

I
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of the Metropolitan Opera; and Mr. Lawrence Tibbett. I should like
to bring them in here and present them to the committee.

Senator KING. Any request made by the Senator is a command.
Are there any further amendments?
Senator CouzENs. Mr. Chairman, on section 602 (f) in the bill, it

provides that no payment under this section shall be made with
respect to wholesale flour stocks, of articles processed from wheat,
sugar beets, or sugarcane except--then come the exceptions--flour,
prepared flour, and cereal preparations, and so forth. I would like
to add the word "gluten" in there, because it really is processed and
comes from wheat, and I have a mill in Michigan, one of the few
exclusive manufacturers of gluten, and I think if there is no objec-
tion-I have tallied with the officials, and there seems to be no
objection to including that word.

(At this point the delegation referred to by Senator Connally were
introduced to the committee, and there was informal discussion of
the proposed amendment relating to admission tax, et cetera, with
respect to community, civic, or membership concert courses or series.)

Senator COUZENS. My motion was to include gluten in section
q 602 (f).

Senator KING. Is there any objection?
Mr. PARKER. The Treasury may know something about it.
Senator LA FOLLETTE. IS this a refund?
Mr. PARKER. A refund of floor stocks which they have on hand.

There are certain exceptions which are granted refunds in section
602 (f).

Senator COuZENS. I want to put gluten in there because it comes
under the same heading as flour.

Senator KING. All in favor of the motion to include the word
"gluten" will say "aye"; contrary, "nay."

(The motion was agreed to.)
Senator CONNALLY. With respect to the amendment in favor of

which this delegation appeared, hero is the present law, the Revenue
Act of 1926, as amended by the Revenue Acts of 1928 and 1932, title
V, section 500, of the act of 1926, subsection (b):

No tax shall be levied under this title in respect of (1) any admission:i, all the
proceeds of which inure (A) exclusively to the benefit of religious, educational, or
charitable institution, societies or orguizations, societies for the prevention of
cruelty to children ci uninials, or societies or organizations conducted for the
sole purpose of niaintaining symphony orchestras and receiving substantial
support from vohintary contributions, or of improving any city, town, village, or'
other municipality, or of maintiAning a cooperative or community center moving-
picture theater if no part of th3 not earnings thereof inures to the benefit of any
private stockholder or individual.

What they want to insert is, after the words "moving-picture
theater", the following: "or a community, civic, or membership
concert course or series."

Senator CoUZENS. I support the motion.
Senator KING. All in favor, "aye"; contrary, "no."
(The motion was agreed to.)
Senator LONBRGAN. I have severalmatters here, and I talked with

Mr. Parker and Mr. Beaman about them.
The first is, on page 166, after line 9, add a new paragraph as follows:

7
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7., The mount received as dividends from a domestic coiporation where the

tax on such corporation under this title equals fifteen per centum or more of its
net income in excess of the credit, if any, provided in section 26; and-

I will ask Mr. Parker to make a statement on that.
Mr. PARKER. It is proposed to add a new tariff which would

decline the not income of a life-insurance company as to gross income
less the amount received as dividends-

Senator LA FOLLETTE (interposing). I thought that we had.
decided, after careful consideration, that we were not going to upset
this base of life-insurance taxation.

Mr. PARKER. All there is to this amendment is that the amount
received as dividends from. a domestic corporation where the tax on
such corporations under this title equals 15 percent or more of its net
income in excess of the crcd[it, i any, provided in section 26-what
they are asking for, as I see it, is that they do not want to be taxed
on the intercompany dividend ds.

Senator LA FOLLETTE. If we are going into this business, we will
be here 2 weeks.

Senator COUZBNS. If that goes through, I am going to offer an
amendment to tax all of their earillngs outside of their reserves
req ired by State laws.

Senator LA FOLLE'rT. I think it is a great mistake to open this
life-insurance matter.

Senator KiNo. As many as favor the motion made by the Senator
from Connecticut will say "aye"; those opposed, "no."

(The motion was rejected.)
Senator LONERGAN. Now, I will offer this amendment:
On page 171, after line 6 add the following new paragraph:
"7. The amount received as dividends from a domestic corporation where the

tax on such corporation under this title equals 15 per centum or more of its net
income in excess of the credit, if any, provided In section 26."

Mr. PAKE. That is the same thing.
Senator KING. As many as. favor the amendment just proposed

by the Senator from Connecticut will say "aye"; opposed, "no."
(The vote was taken, and Senator King announced that the "noes"

have it.)
Senator LONERGAN. I want to ask a question about this amend-

ment that was submitted by Mr. Ferguson, of the Seth Thomas
Clock Co.

Mr. PARKER. These are old companies
Senator KING (interposing). Yes; we have had that before. One

makes money, and the other does not.
Mr. PARKER. When section 351 was originally drafted, we had the

consolidated return in all; and under the 1934 act, there was intro-
duced into the Senate this parent operating company of the Seth
Thomas Clock Co. and the Western Clock Co. in their relation to
section 351. When the consolidated return was stricken out, that
made them taxable. This is an operating holding company really,
and they have some difficulties in declaring dividends with one com-
pany losing and the other making money. There is merit in the
situation, but it is difficult.

Senator CamiRK. In other words, they Want to retain the Seth
Thomas name as ap advertisement and not pay taxes on it as an asset.

I
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Senator CoUZENs. We had the same condition when we examined
the Treasury. We found that this publisher of the Saturday Evening,
Post was making an enormous amount of money on it and losing on the
Public Ledger, and he was transferring his profits from the Saturday
Evening Post to the Public Ledger and obviating taxes. That was.
one of the main arguments that made us dispose of these consolidated
returns. Hearst was doing the same thing with his rotogravure sec-
tion.
Senator CLARK. In other words, if we write an exemption for every

particular company like that, you will have to write five or ten thou-
sand specific exemptions.

Senator LONERGAN. I remember when Mr. Ferguson appeared
before us a year ago, that the committee felt that there was great
merit in his question, and I feel so now.

Senator KING. As many as favor the motion will say "aye"; those,
opposed, "no."

(The vote is taken, after which Senator King announced that the
"noes" have it.)
Senator LONERGAN. Mr. Parker, yesterday I gave to Mr. Johnstonanl aniendmliot that was submitted to ,ne by Mr. Julian Curtis. I

would like to have that presented.

Mr. PARKER. He represents the Spalding Sporting Goods Co. and
suggests an amendment to section 609 of the Revenue Act of 1932,
which imposes a tax on sporting goods. That sporting-goods tax
includes a great many articles, not only sporting goods proper, but
clothes and uniforms and things of that nature. It is very short.
To get an idea, I will read what is in the existing law:

Tennis rackets, tennis-racket frames and strings, nets, racket covers and presses,
skates, snow shoes, ski, toboggans, canoe paddles, polo mallets, baseball bats,
gloves, masks, protectors, shoes and uniforms, football helmets, clubs, lacrosse
sticks, balls of all kinds, including baseballs, footballs, tennis, golf, lacrosse
billiard, and pool balls, fishing rods and reels, billiard and pool tables, chess and
checker boards and pieces, dice, games, and parts of gaines (except playing cards
and children's toys and games), and all similar articles commonly or commercially
known as sporting goods.

Mr. Curtis makes the claim that clothing should come out, and that
baseballs and footballs which are used by the youth of the country
shall not be taxed.

Senator KING. Why?
Mr. PA1AKER. His argument is that, for instance, a State or a city

or a county school can buy baseball uniforms and can buy baseball'
gloves, and all of that, if the school does it as a municipal matter.
They of course are exempt from tax, but all private schools and
religious schools and what not have to pay it.

Senator L,-, FOLLETTE. There may be some merit in it, but I make
the point of order that it falls under the category which the com-
mittee said that it would not consider.

Senator KING. As many as favor the Motion will say "aye"; those,
opposed, "no."

(The vote is taken, after which Senator King announced that the
"noes" have it.)

Senator LONERGAN. The next is the case of Mr. Arthur M. Marsh,.
a Bridgeport lawyer.
. Mr. PARKER. This is an amendment proposing a change in the,
estate-tax law. The decedent dies and leaves certain trust funds.

!
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Under existing law, the widow can receive income from that trust
if it is drawn up in a certain way. She does not pay the tax on it,
but the other beneficiaries, like the son, pay a tax, and it is a question
which ought to be taxed.

Senator KING. What is the present law? Who pays the tax now?
Mr. PARKER. In this particular case that he is arguing about, the

sons have to pay the tax, and the widow gets the income.
Senator LA FOLLE TTB. I do not think we have the time to go into

the question and decide whether the son or the widow should pay it.
Senator KiNo. Are you ready for the question? As many as favor

the motion of the Senator from Connecticut will say "aye"; those
opposed, "no."

(The vote is taken, after which Senator King announced that the
noes have it.)

Senator LONERGAN. I have just one more. This is a proposition
asking for the repeal of that sentence which was put in section 101
in respect to taxing corporations which reads as follows:

And no substantial part of whose activities is participation in partisan politics
or in carrying on propaganda, or otherwise attempting to influence legislation.

Mr. PARKER. That was put in the law here a couple of years ago
to catch a few companies that we thought were getting funds and
using those funds improperly to influence legislation. It affects other
organizations. It affects an organization, for instance, like an associa-
tion to prevent the employment of child labor, afld it is probably
catching some people that you (1o not want to.

I would like to hear what Mr. Kent has to say about it.
Senator KING. Would it affect those who are seeking to obtain

increased pensions and increased agricultural benefits?
Mr. PARKER. It would cover almost everything. If part of the

activities of an association are to influence
Mr. KENT. We are having some very difficult cases io arise under

that section. Propaganda is one of these polemic terms which is used
as one of the things you do not like to use yourself, and it is almost
impossible to set up any precise standards that would get the cases
that one would like to get and should be gotten, that won't sweep in
a lot of cases that should not be included. The most troublesome
kind of a case that we are having is that there have been several
foundations set up in the country for the purpose of making factual
studies, and on the basis of those studies presenting to legislatures
resolutions and making recommendations as to legislation.

Senator CLARK. And some of those foundations have spent great
sums of money in trying to influence the action of Congress; for
instance, like the Carnegie Foundation trying to take the United

3. States into the League of Nations. It seems to inc this amendinent is,
very properly directed to such organizations.

Mr. KENT. I am not expressing any opinion on the policy of it. In
some of these cases2 however, your organization or representatives of
the organization will be called before a committee and will present
the results of their studies, and maybe asked, or the study itself may
lead up to some conclusions as to ways and means oftentimes involving
legislation, in which the problems there studied can be corrected. Of
course, the moment they undertake to make recommendations to a

a, legislative or congressional committee, they are in point of fact
3. .
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attempting to influence legislation, at least to us it is, difficult to
admimster the statute on any other basis.

Senator CouzENs. Do you have any difficulty with any child.
welfare organizations? I understand that there is one in New York
that has been ruled taxable under this provision of the law, and it
does seem to me that there ought to be some possible language which
would exclude those dealing directly with child welfare. I do not see
how an organization, a nonprofit' organization devoted entirely to
the welfare of children, should necessarily be called a lobbying
organization because they desire legislation which will protect the
child.

Mr. KENT. I am not acquainted with the specific case, but I should
not be surprised, Senator Couzens, if that were true.

Senator METCALF. I have a letter from a child-labor organization
which has been in existence for a long time in Providence, and they
were wondering if they came under it. I do not think they have any
money that can be taxed.

Senator KING. Suppose there is an organization, as there is I am
told, which is doing all it can to p)ropagato atheism. While I am very
much opposed to atheisii, I do not think it. is any of my business if
a dozen of you get together and form an organization to propagate
that, or agnosticism or any other form of religious belief. It is not
any of my business.

Senator LA FOLLETTE. This is a question, as I understand, of the
exeml)tion from tax.

Senator CLARK. That is absolutely true. It is not trying to pro-
hibit anybody from getting together in any sort of an organization
they please, but it is well known to all of us that some of these organi-
zations have officers who receive very handsome salaries and they
spend a great deil on overhead. This is a question whether we shall
exempt thcm'fro-,n a tax. It is not an attempt to prevent them from
doing anything that they want.

Senator BARKL.Y. Contributions are made to these organizations
by people who deduct them from their income tax.

Mr. KENT. That is where the shoe pinches, because most of these
organizations will not themselves show any profit and there is no profit
being realized from their operations. They can file an income-tax
return and it would be probably in most instances a nontaxable re-.
turn, but in order for contributors to the organization to get a deduc-
tion from their income returns for such contributions, it must be an
organization that qualifies for exemption under section 1016, I believe,
under the statute, and of course this qualifying phrase appears in that
section of the statute.

Senator COUZENS. I have hero an amendment which would include
with the others, the cases of legislation directed specifically to the care
or protection of children, or legislation relating to the treatment of
prisoners, the sick, the aged, or other unfortunate dependent or delin-
quent persons. I do not know whether that is too broad, but they
do have in there the point I particularly raised, the point with refer-.
ence to the protection of children. I think in those cases contribu--
tions ought to be exempted.

Senator CLARK. On the aim directed to the improvement of indus-
trial conditions, the du Fonts, for instance, could cowe in and make
a very moving plea to. the Treasury Department that the American
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Liberty League was, according to their view, directed to the improve-
meont of industrial conditions, and exempt the contributions. Accord-
ing to the viewpoints of those particular gentlemen, it would be so,
I take it. A great many of us would very violently, I assume, differ
with them in that conclusion, and it seems to me almost impossible to
draw an exemption as far as the few organizations that are really
devoted to the abolition of child labor and conditions of that sort-
I do not think there are any of us that would not be glad to exeir.pt
them. The tax on them would be very sinall and we are likely io
leave a loophole that all of the propaganda organizations in the coun-
try can go right through it.

Senator COUZNS. May I suggest to leave off the language relating
to organizations looking to the improvement of industrial conditions,
I offer that as an amendment; I do not think it should be included.
All that this proposal does is to permit the contributions to these
organizations to be deducted from their income tax.

Senator KING. Is the amendment in concrete form?
Senator LONERGAN. Will your amendment cover the whole thing,

Senator?
Senator CouzENs. No. I say that labor is too controversial. This

amendment would include, with the others, the cases of legislation
directed specifically to the care or protection of children, or legislation
relating to the treatment of prisoners, the sick, the aged, or other
unfortunate dependent or delinquent persons. Of course, that would
carry with it the last provision of the act which points out that there
is to be no profit to anybody in connection with these organizations.

Senator KING. Those in favor of the amendment will say "aye";
those opposed "no".(Tho vote is taken, after which Senator King announced that the

amendment was carried.)
Mr. BEAMAN. If that is carried, I have some questions to ask. Do

you want that to apply to all of the five or six places in the law, or just
the one that Senator Lonergan mentioned?

Senator KING. We are advised by one of the experts here that the
amendment in one place does not do any good; it must be half a dozen
places.

Mr. BEAMAN, The important place is in tho place where it gives
the individual a deduction for contributions made. It is also in the
estate tax and in the gift tax sections, and also in other places. I
suppose you want it in all of those places?

enator CLARK. What was the last vote? I did not understand
that it had been carried.

Senator KING. It was carried.
Senator Coyz=is. Let us have the vote over agaui.
Senator Ki'a. Those in favor will signify by saying "(aye"; those

opposed, '!no..'
(The vote is taken, whereupon Senator King announced that the

noes have it and the amendment was rejected.)
(At the request of Senator 1onergan, the following documents in

connection with the amendments proposed by him are. made a part of
the record:)

MroaonAwm 1W MUWU SAViNGS 134NKU

1. How does the act operate on mutual savings banks? That-ia to say, does
the act place a burden upon mutual savings banks which heretofore did not
exist?
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2. The tax on undistributed income Is based on the theory that such income
could have been and should be distributed by way of dividends to stockholders,

However, "bank holding companies" may be required by regulatory super-
vising public authorities to refrain from distributing income for the purpose of
building reserves to absorb losses in one or more of the affiliate banks. This
situation is different from the usual corporation situation which is withholding
income in that it is being held on account of statutory provisions or by direction
of public supervising authorities. The public has an interest In requiring or
directing that such income be withheld. There is attached hereto a suggested
amend-nent which will cover this situation and also a supporting statement which
sets forth the arguments in detail for the amendment.

3. The House bill purports to impose a tax on the full amount of dividends
received by corporations including "bank holding companies." My under-
standing is that the position of the Finance Committee is to strike out the effect
of the House bill in this respect. A "bank holding company" is merely an
agency or conduit through which dividends from the affiliate banks are paid to
the persons entitled to the same.

The tax on this agency or conduit results in a double taxation of bank dividends
from the viewpoint of the stockholders in the "bank holding company". Hereto-
fore it has been a long-established principle of taxation not to impose a tax on
dividends received on the theory that the tax has already been paid from the
corporation's earnings. In the RRevenue Act of 1935 this principle was slightly
modified in that 10 percent of such dividends received by corporations became
subject to taxation. The universally accepted principle of avoiding double
taxation should be adhered to and no further encroachments upon this principle
should be countenanced. The House bill completely ignores this principle that
double taxation should be avoided. Unless the Senate Finance Committee's
position in this respect Is insisted upon in the conference, there will be established
the oioxious principle of double taxation for the same income. This wo.ld have
a serious weakening effect upon the banking structure for the reason that "bank
holding companies" represent more than 10 percent of the entire banking system
of the country.

SUGGESTED AMENDMENT

"That such part of the net income of any 'holding company affiliate' of a
member bnnk of the Federal Reserve System as defined by Section 2 of the
Banking Act of 1933 (U. S. C., Title 12, Section 221a) shall he rated as distributed
income, (1) which such affiliate retains and invests in readily marketable assets
in compliance with, or in anticipation of compliance with, the provisions of
Section 5144 of the Revised Statutes (U. S. C., Title 12, Section 61) or (2) which
such affiliate by direction or under the advice of the Board of Governors of the
Federal Reserve System, the Comptroller of the Currency or the Federal Deposit
Insurance Corporation, so invests, retains, or contributes towards the strengthen-
ing of the capital structure of any affiliated bank, (3) which such affiliate retains
as required by agreement with the Reconstruction Finance Corporation restricting
the diidends of such affiliate."

It would seem that this amendment might properly be incorporated In section
26 of the bill, "Credits of corporations against net income", in section 27,"Corpo -
ration for dividends paid", or by the addition of a new section.

IN RE [H. R. 12395): SECTIONS 26 OR 27 CONFLICT WITH BANKING ACTS RELATIVZt
TO HOLDING COMPANIES

Under the bill there is treated as undistributed income subject to tax, income
which bank holding companies are required to retain, either by Federal law, by
Federal supervisory and regulatory authorities acting pursuant to- law, or by
agreements made with the Reconstruction Finance, Corporatbn. This treat-
ment defeats the purpose of the statutory and regulatory provisions,

For the reasons hereinafter set forth, this purpose would be better served if
the part of the net income of bank holding companies which cannot be distributed
by reason of these requirements were treated as distributed income.

There are in the United States approximately 100 bank holding companies,
whose affiliated banks have approximately $5,000,000,000,1n deposits. They are
located principally in the South, in Florida, Georgia, and Tennessee, on the
Pclfic coast, in the Northwest, centering about Minneapolis and St. Paul, In
the Centi'al West, in Wisconsin and Ohio, and also in Utah, New York, and
Massanhusetts.

I]m |
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The Banking Act of 1933 dealt with bank holding companies principally in
three respects. (See section 19, revising section 5144 of the Revised Statutes.)

(1) By requiring them to build up reserves of readily marketable assets and
limiting the payment of dividends by them to 6 percent per annum while such
readily marketable assets are below specified amounts.

These reserves were intended to be used for three purposes:
a To replace capital in affiliated banks;
b To pay losses incurred In such banks;

(c) To meet individual liability imposed on any shares of stock held by the
holding company.

Actual experience has shown that it has been necessary for these holding com-
panies in many cases to save their affiliated banks by contributing funds to 1, em
for new capital, taking out losses, etc. In some cases where the assets of holding
companies were practically exhluisted by these contributions, they have borrowed
from the Reconstruction Finance Corporation to secure the necessary funds to
protect the depositors of these affiliated banks.

(2) By providing that holding companies cannot vote the stock owned by
them in member banks without first obtaining voting permits from the Board
of Governors of the Federal Reserve System.

The issuance of such voting permits is conditional upon agreements made with
the Federal Reserve Board, which provide for examinations by the Comptroller,
the Federal Reserve Board and compliance by the holding companies and their
affiliated banks with recommendations made following su cli examinations.

The result is that under such agreements, said supervisory authorities can,
in practical effect, prevent the distribution of income by the holding companies
to their stockholders.

(3) By providing for the purchase by tl Reconstruction Finance Corporation
of preferred stock of the banks themselves and loans by the Reconstruction
Finance Corporation to be holding companies, under agreements between such
banks or companieB and the Reconstruction Finance Corporation.

Unless such part of the net income of holding companies as cannot be distributed
by reason of these statutory and regulatory provisions under existing Federal laws
is treated as distributed income, bank holding companies will flid themselves
in this position: Their affiliated banks will have paid the 18-percent tax, the hold-
ing companies will pay a tax on the bank dividends received by them to the extent
the same arc not distributed (which may make the holding companies liable for
7 percent on the very reserves which the Federal law requires them to set up)
and thus the very purpose of the banking acts and what Federal supervisory
authorities are seeking to accomplish under such acts will be defeated.

To avoid this result under the new tax bill and in fairness and justice to the
bank holding companies which otherwise would have to pay a tax on undistributed
income on the theory that it could be distributed by way of dividends to their
stockholders, but which in fact by law they cannot so distribute,. the following
amendment is suggested:

"That such part of the net income of any 'holding company affiliate' of a
member bank of the Federal Reserve System as defined by section 2 of the
Banking Act of 1933 (U. S. C., title 12, sec. 221a), shall be treated as distributed
income, (1).which such affiliate retains and invests in readily marketable assets
in compliance with or in anticipation of compliance with, the provisions of
section 5144 of the revised Statutes (U. S. C., title 12, sec. 01) or (2) which such
affiliate by direction or under the advice of the Board of Governors of the Federal
Reserve System, the Comptroller of the Currency or the Federal Deposit Insur-
ance Corporation, so invests, retains, or contributes toward the strengthening
of the capital structure of any affiliated bunk, (3) which such affiliate retains as
required by agreement with the Reconstruction Finance Corporation restricting
the dividends of such affiliate."

It would seem that this amendment might properly be incorporated in section
26 of the bill ("Credits of corporations against net comee" in sec. 27), "Corpora
tion credit for diVidends paid", or by the addition of a new section.

-U
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XNCOMn TAXATION ON TRUSTIiE8 AND* BJiNWICIARIEB Or TausT FUNDS

(Memorandum submitted to Senator Augustine Lonergan of the Finance Com-
mittee, United States Senate, April 9, 1936)

OBJECT OF THIS PROPOSAL

The purpose is to make sure, by a slight amendment of section 162 of the
Revenue Act of 1934 (suggested form below), that recipients of income bear
their own income taxes.

Section 162 does not now cover a certain class of cases, generally involving
the widow beneficiary of a testator, but equally applicable whether widow, son,
daughter, or a stranger.

The Government in these cases loses revenue, and the tax becomes payable
out of the trust fund itself, not out of the person receiving the income.

The loss of revenue is explained below.

ROUNDS FOR PROPOSED AMENDMENT

As the revenue act and the court decisions now stand, it appears that in this
certain class of cases income is received from trust funds, and will continue to be
so received, by beneficiaries who nevertheless escape income taxation thereon.

This is the class in which a testator creates a trust fund and gives to a legatee
a fixed annual amotint to be paid out of the income of the fund, but ado the
provision that in case the income shall fall short of that amount, the deficit,
shall be made up out of the capital.

This last provision causes the trouble. The second circuit in (Mrs.) Eva F.
Warner v. Commissioner (06 Fed. (2d) 403) has decided that the beneficiary goesa
free of income taxation, though receiving, out of income, $50,000 per year.
Certiorari was refused by the Supreme Court.

Meanwhile the Board of Tax A)peals has decided that the trustee for Mrs.
Warner must pay income tax on the income distributed to her (Bridgeport-City
Trust Co., trustee v. Commissioner, 32 B. T. A. 1181 (now on appeal)). This Is a.
grossly unjust result. The trustee, if so taxable, must pay the tax either out of
the surplus income of the trust fund or out of the capital. Both the surplus
income and the capital belong to otier members of the family. Why should
they bear the tax on Mrs. Warner's income?

similar and related litigation is going on In various courts throughout the
ountry.

LOSS OF REVENUE TO GOVERNMENT

This loss may occur in two ways:
(1) Since section 162 in its present form (and it was the same in preceding

revenue acts). is ambiguous, or fails to hit the above situation, the Internal
Revenue Bureau has in many cases assessed the wrong person and the statute of
limitations has run. This may occur again.

(2) The recipients of such income usually have other income?, and if Income
from the trust fund should be added, as it ought, the beneficiary a income would.
be raised into higher brackets. If, on the other hand, such taxation Is to fall on
the trustee, the latter would be a separate tax entity; the income so distributed,
having nothing to be added to it, would remain in a lower bracket, and would pay
at the corresponding lower rate.'

This condition would run for years in many eases, because such trusts usually
last for the life of the beneficiary..

t
FORM OV AMENDMENT

The following amendment of section 162 Is suggested to cure the above in-
justices and1 doubts:

Revenue Act of 1934: Add to section 162 anew subsection (d):
"(d) The deduction allowed by subsection (b) of this section shall apply to

income distributed or distributable to any beneficiary by direction of any will or
deed of trust, whether or not the beneficiary Is entitled to a fixed amount per
annum and whether or not said fixed amount is required to be paid out of capital
in default of sufficient income, such deduction to be allowed only to the extent
of income so distributed or distributable, and the amount so allowed as a deduc-
tion to be included in computing the net income of the beneficiary."
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This amendment, during the past year or two, has been duly studied. Xt has
been discussed with Senator Harrison somewhat and withl Senator Walcott while
he was in office, also with Messrs. Ifill and Treadway of the Ways and Means
Committee and with several representatives of the Treasury and Internal Revenue
Bureau, including Mr. B. H. Bartholow Mr. Ralph D. Brown, Professor Magll,
and others. Mr. L. H. Parker, of your johit committee staff is especially familiar
with it. The injustice done to taxpayers and the loss of revenue have been
recognized, but the multitude of other revenue questions has prevented action

It now becomes of greater importance with higher rates of tax and with divi-
dends becoming subject to normal tax.

COURT DECISIONS

The pertinent decisions and others are analyzed and quoted in a memorandum
dated October 22, 1934, and then submitted to Mr. L. H. Parker. A copy will be
furnished If you so desire.

Following is a very brief summary:
If the bill contains an unqualified gift of, say, $50,000 per year payable annually.

or in other words, a pure annuity, chargeable against the entire estate like an
ordinary legacy, the petitioner trustee would not be entitled to deduct it as against
income received, even though, during any particular year, it had paid the annuity
out of income. This is because it would( have been a gift of capital, like an
ordinary legacy. (Burnet v. Whitehou8e, 283 U. S. 148; Hlelvering v. Pardee, 290
U. S. 370.)

If, on the other hand, the gift by will is the entire income of a particular fund,
even though the capital is bequeathed to others, the beneficiary would pay the
tax and the estate or trust would be free of it (Irwin v. Gavit, !68 U. S. 161;
ilelvering v. Butterworth, 290 U. S. 365).

Corning closer to the present question, if the testator gives, say, $50,000 per
year for life to his widow and adds to this annuity authority to his executors or
trustees to either (1) buy an annuity for her, or (2) set awide securities from his
estate sufficient to provide $50,000 per year in income, and the latter course Is
elected by them, the beneficiary would be liable to the tax, and the estate or trust
entitled to deduct the paynont to her, as against income received from such fund
(leiner v. Beatly, 17 Fed. (2d) 743, affirmed 276 U. S. 598, by the Supreme Court
"on authority of Irwin v. Gapit", supra).

But if the testator, inetead of authoring his executors to set up such a fund
establishes the fund himself by a specific list of securities in his will, and makes A
gift to the egatec of a fixed umu per annum payable out of the income of that
particular fund, exactly as in feiner v. Bcayj, supra, but makes deficit in incomechargeable to capital, diffiultyarise. In Irwin v. GNvt, supra, the'beneficiary's
income from the fund was, to be sure, an indeterminate amount while in the

enany case It was a fixed sum. loth eases, nevertheless, decided that the bene-
ficiary was the person, to be taxed. This demonstrates that the ground was that
in both it was a gift of income.

In Irwti v. GaOit, supra, in which the petitioner received surplus income from a
fund but had no other title or interest in the korpus, the court said:

"The money was income in the hands of the trustees and we know of nothing
in tne law that prevented its being paid and received as income by the donee."

Nevertheless, Warner V. Comntisswner, suprsi exempts the beneficiary purely
on the ground that since the $50,000 may become payable out of capital, the gift
is the same as an unqualified annuity, and by implication the trustee would have
to bear tbe tax! (that isi. charge ji to other members of the family who own the
capital and surplus income of the fund, The Board of Tax Appeals has ruled
likewise, and since the Supreme Court has refused to review the Warner case;
legislation seems nccessaryto cure this unfair and unf6rtunate situation.

Both the capital and the surplus Income belong to other members of the family
and it would seem unconstltutio, a) fot that reason to take the tax out of them
(oe per v. Tax Commissioner, 284 U. S. 206). That which is not due proemof
law under the fourteenth amendment is equally not duo process under the fifth;

Thli argument may perfiaps beg the question, but there can be no doubt that
the result shocks the o'onscience. It is clearly unfair that when specific income Ila
collected, held, administered and distributed, as such, to a, recipient beneficiary
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the latter should nevertheless be able to shift her income tax to the shoulders of
others who derive no benefit from it.
* Repectfully submitted. ARTHUR M. MARSH.

BRIDaEPORT, CONN.

CONNECTICUT FEDERATION OF LABOR,

Hon. AUUSTIN LONEROAN, 
ay 1, 1986.

Washington, D. C.
DEAR SIR: I am writing you in regard to the the United States revenue bill

-of 1934. An amendment has been introduced which adds to the usual wording
of section 101, paragraph 6 of this bill specifying certain types of organizations'
contributions which were exempt from the Fiederal income tax, the following
clause:
"and no substantial part of whose activities is participation in partisan politics
or in carrying on propaganda, or otherwise attempting to influence legislation."

The effect of this clause is to penalize organizations engaged in legitimate work
for the protection or welfare of children if they attempt to influence legislation,
and this will do much harm to many of our organization that are engaged in
trying to secure the passage of proper legislation.

Such organizations as the National Probation Association, the Child Welfare
League of America and the National Child Labor Committee and others will
suffer as a result of this clause, and every means should be taken to see that this
clause is taken out of tile 1936 bill.

I understand that this bill is now before the Senate Finance Committee of
which you are a member. I urge that you do everything you call to see that this
clause is eliminated so that these organizations will not be hindered in their work
to secure social and other legislation beneficial to the working people and the
masses in this country.

Sincerely yours,
JOHN J. EGAN,

Secretary- Treasurer, Connecticut Pederation of Labor.

Senator BYRD. I have been asked to present an amendment--I have
no interest in it at all, but it seems to me it is to correct an injustice.
As I understand it, the law now'.is that these leased wires that transmit
news to the newspapers are not taxed, but the leased wires whereby a
radio station transmits its news to. stations over the country is taxed.
Mr. Parker has gone into it, and a man named Digges appeared before
the committee. I am a newspaperman, and naturally there is compe-
tition between the two, but it seems to be unjust where the wires are
used exclusively for the transmission of news, to give relief to news-
papers and then tax the radio.

enator LA FOLLETTE. Thet let us tax the newspapers.
Senator KING. Do you offer an amendment, Senator?
Senator BYRD. I would like Mr. Parker to explain it. This present

bill does not exempt the newspapers. It is the same old law.
Mr. PARKER. In the 1932 act, we put a tax on telegraph messages,

telephone messages, radio messages, and a tax on leased wires. The
rate of tax varied a little; it ran from 5 to 10 percent on the average.In subdivision (b) of that particular section, they exempt from tax
the messages or the leased wire tax which would otherwise be payable
in a case of the messages sent in the dissemination of news by the
public press. I

This amendment does not by any means propose to exempt all
radio broadcasting profits or anything like that; it simply proposes
to take off in the case of two or three companies that have gone into
business since the 1932 act-this business was not in existence at
that time-these companies which give you daily news bulletins over

mo ll .... . No
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the radio. They have leased wires, and they have t central place
for collecting the news, perhaps, and they send theso r messages: out
to the various broadcasting stations, and they get paid for that serv-
ice and they have to pay a tax on it.

I understand that the total tax of these two or three companies
does not exceed $25,000 a year. At present it is a small business and
not an exceptionally profitable one. It is a matter of whether or not
you want to put them on a consistent basis with the newspaper.

Se4inator CLARK. What would be the result if instead of taking the
tax off radio, you put it on the leased wires? We can be consistent
that way just the same as the other way.

Mr. PARKER. I would say we would probably pick up $250,000 at
least instead of losing $25,000. I think that is very conservative.

Senator CLARK. I propose that as a substitute, Mr. Chairman.
Senator BARKLEY. What is the amendment?
Mr. PARKER. The amendment is to insert after certain words

"where the word public press is used", they propose to insert "or for
radio broadcasting stations." And that the words "or by radio" be
inserted after the words "the dissemination of news through the public
press. "

Senator KING. As many as favor t0e motion will say "aye"; those
opposed "no. "

(The vote is taken, after which Senator King announced that the
noes have it and the amendment is rejected.)

Senator KING. Mr. O'Brien, will you please explain this amend-
ment offered by Senator Wagner?

(The amendment proposed is as follows:)

II. R 12395, 74th Cong. 2d soss.)

AM ENDMENTS Intended to be proposed by Mr.WAGNmR to the bill (11. R. 12395) to provide revenue;
equalize taxation, and for other purpose, viz:

On page 3, in the table of contents, strike out the following: "See. 120. Un-
limited deduction for charitable and other contributions."; and strike out "See.
121." and in lieu thereof insert "See. 120.".

On page 40, line 16, strike out "animals-" and insert "animals.".
On page 40, lines 17 to 19, strike out tfhe following: "toan amount which in

all the above cases combined does not exceed 15 per centum of the taxpayer's
net income as computed without the benefit of this subsection."

On page 40, lines 22 to 24, strike out the following: "(For unlimited deduction
if contribut ions and gifts exceed 90 per centure of the net income, see section 120.)"

On page 42, lines 13 to 15, strike out the following: "; to an amount which does
not exceed 5 per centum of the taxpayer's not income as computed without the
benefit of this subsection."

On page 42, line 20, strike out "section 121" and in lieu thereof insert "section
120". "

On page, 127, beginning with line 10, strike out down to and including line 2-
on page 128. 1 , I

Oil page 128, line 3, strike out "Sec. 121" and in lieu thereof insert "Sec. 120'.'

Mr. O'BmN. Senator Wagner's amendment proposes to eliminate
that part of the provision. of the present law which relates to the
deduction for charitable purposes which limits that deduction to 16
percent of the taxpayer's net income in the case of an individual, and.
to 5 percent of the taxpayer's not income in the case of a corporation;
in other words, what he:wants to do is this, to permit the corporation
or an individual to take the entire amount of his charitable deduction
and make a deduion', against his net income..
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Senator KiNG. As many as favor the amendment offered by Senator
Wagner say "aye"; opposed "no".

(The amendment was rejected.)
Senator KINO. Senator McNary has offered the following amend--

mont.
(The amendment is as follows:)

(I1. R. ,74th Cong.. 2d .sess

AMENDMENT Intended to be proposed by Mr. McNAUiY to the Revenue bill of 1930 (If. R. --- ) viz:.
At the proper place Insert the following new section:

SEc. -. Effective only in the case of taxable years beginning after December-
31, 1935, paragraph (1) of section 25 (b) of the Revenue Act of 1934, as amended,
is amended to read as follows:

"(1) Personal eiernption.--In the case of a single person, a personal exemption
of $1,000; or in the case of the head of a family or n married person living with
husband or wife or a married person not living with husband or wife but who
actually supports and maintains such husband or wife, a personal exemption of
$2,500. A husband and wife living together or a husl mnd and wife not living
together but one of whom is actually supported and maintained by the other,
shall receive but one personal exemption. The amount of such personal exemp-
tion hall be $2,500. If such husband and wife make separate returns, the
personal exemption may be taken by either or divided between them."

Mr. O'BRIEN. The effect of that amendment is to permit a married
man's personal exemption not only in the case in which the husband
and wife are living together, but also the case in which they are living
apart but one is supporting the other.

Senator KING. As many as favor the amendment will say "aye";
those opposed, "no".

(The amendment is rejected.)
Senator KING. Yesterday John W. flausserinann's clarifying

amendment to section 251 was postponed for consideration until
today. Who will explain it?

Mr. BEAMAN. It was postponed with the idea that we would look
at it and make a recommendation and report. We have not yet con-
sidered it because we have been considering these other things.

Senator KING. You are not ready to report?
Mr. BEAMAN. No.
Senator KING. Please do so tomorrow.
Senator CLARK. What is it about?
Mr, BEAMAN. I can explain it to you. Section 251 of the bill

provides that a domestic corporation or an individual citizen of the
United States, if he derives 50 percent of his income'from the active
conduct of a trade or business in a possession, then you seek to inquire
if having thus qualified, if lie derived more than 80 percent of his
income from sources within a possession, and if you find 'the second
and the first both, then he is taxable only on his income on sources
Within the United States just like a nonresident alien.

This man says that for the purpose of determining whether 50
percent of his income shall come from sources from the active conduct
of a trade or business in a possession, you ought to include the amount
of dividends he receives from a corporation if he is running the cor-
poration--or something or other, I don't know just what--and that
is what we have not had the time to look into. He says if he is
working for the corporation, if he is devoting 100 percent of his time
to running the corporation and then lie gets a dividend, you might

II
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say that thle dividends just as, much as his salary are derived from
the active.conduct of the business.

Senator KING. Dividends from the same corporation?
Mr. BBAMAW. Yes. If he is devoting 2 weeks out of every year to it,

the query is, Where are you going to draw the line? Or, if you can
-draw a line?

Senator GERRY. Is that not the case of where the individual who
is (loig business in the Puilippines does not have to pay, he is
exempt from the tax, but if it is a corporation he pays the tax?

Mr. BEAMAN. The corporation does not.
Senator GERRY. But he pays if it if he gets it from dividends, and

he does not if it is an individual.
Senator KINo. Mr. Kent, have you any views on that?
Mr. KENT. I have not anything in addition to what Mr. Beaman

has stated. There may be some element of quota involved there,
but the problem is one of devising the limitation.

Mr. BEAMAN. It is complicated by the fact that supposing he
does get som dividends, you cannot take it that the day that he
receives the dividends lie happens to be running the corporation.

Senator KING. It is the view of the Chair that the matter, if any
Senator desires to offer it on the floor, may do so.

Senator LA FOLLETTE. Let us vote on it now.
Senator KING. We do not know enough about it.
Senator BARKLEY. I move that the amendment be postponed

indefinitely.
Senator LA FOLLETTE. I second the motion.
Senator KING. Those in favor, aye; those opposed, no.
(The motion was agreed to.)
Senator CLARK. Mr. Chairman, in connection with the amendment

proposed by Senator McNary and which we voted down, I move to
reconsider that. As I un(lerstand the purport of it now, it seems to
me to be a very sensible amendment.

Senator KING. Tie Chair announces that by unanimous consent it
will be reconsidered and reported. Mr. O'Brien, will you make a
statement on it, please?

Mr. O'BRIEN. Tite proposed amendment provides that in the case
of a single person, a personal exemption of $1,000, or in the case of
the head of a family or a married person living with a husband or a
wife, or a married person not living with a husband or a wife, but who
actually supports and maintains such husband. or wife, a personal
exeml)tion of $2,500. That a husband and wife living together, or a
husband and wife not living together but one of whom is actually
supported and maintained by the other, shall receive but one personal
exemption and the amount of such personal exemption shall be $2,500.
If such husband and wife make separate returns, the exemption may
be taken by either or divided between them.

Senator CLARK. I am frank to say that I do not see why a man
who is supporting his wife, even though they are not living together,
should not have the same exemption.

Senator KING. Is there not some diffillty there in ascertaining
whether he is supporting her? Does it involve a good deal of admin-
istrative matter?

Senator CouzENms If you put that in, you should put in the single
man supporting his mother and father.
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Senator KING. Are you ready to vote on the question?,
Mr. KENT. I would like to call attention to one perhaps minor

difficulty, but the last clause of this section provides that, if such
husband and wife make separate returns, the exemption may be
divided between them.

Senator METCALF. That is what the present law is now.
Mr. O'BRIEN. With respect to that, there is no change.
Senator KING.- As many as favor the amendment will say aye;

those opposed no.
(The amendment is rejected.)
Senator KING. Senator Pope desires to bring up this amendment

to section 604 and section 608 of the Revenue Act of 1932, as amended,
that those sections are hereby repealed and the following substituted-
that there is hereby imposed upon the following articles sold by the manufac-
turer, producer, or importer a tax equivalent to 3 percent of the price for which
so sold, articles made of fur and the hides .r pelt of which any such fur is the
component material or chief value.

Senator LA FoLLrrTTE. As I understand it, and I would like to
know from Mr. Kent if that is correct, I understand that there has

- been a great deal of difficulty in administering this fur-tax business.
It has been very difficult for the industry and very difficult for the
Treasury, and as I understand it, this is not any proposition to take
the tax off, but it is a proposition to state the section in a more
workable form. Is that correct?

Mr. TURNEY. It reduces the rate and eliminates the exemption)
of $72.

Senator CLARK. As a matter of fact, it costs almost as much to
collect this fur tax as it brings in in revenue, (toes it not?

Mr. KENT. Yes, sir. Any exemption that is imposed in that fashion
would be likely to create the same difficulty. You see, it is exempted
in the wholesale price if it is not over $75. If it is $75.01, the rate
applies not merely to the excess over $75, but to the entire amount.
The result has been that it has operated to put a wholly artificial
pressure upon prices, and all sorts of schemes have been iresorted to to
take advantage of the exemption. For instance, you have a fur coat
that formerly wholesaled for $125 and a muff that went with it for
$25. What they will do now is to bill the coat at $74.50 and the muff
at $74.50, everybody getting out from any tax unless our agents.
succeed in checking tile thing up and soaking them.

Senator LA FOLLETTE. This proposes to take the exemption out...
Mr. KENT. And a flat 3-percent rate straight through. It is

estimated I think that the 3-percent tax would yield as much.
Senator. GERRY. Wbat is the tax now?
Mr. KENT. Five.
Senator KiNo. The secretary advises me that a number of people

from New York want to be heard. They are opposing the amend-
ment which has been offered by Senator Pope.

Senator BARKLEY. Mr. Chairman, if this amendment or simil ar
amendments are adopted here, it embarrasses a great many of us who
have told people interested in other things that these matters are not
going to be taken up. I have refrained from offerfig amendments of
this sort, because I thought we were not going to go into it. If you
are going to adopt this changing the basis of the presnt excise tax,
how can I excuse myself for not offering.some amendments on things
that other people are asking me to offer?
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Mr. KENT. I may say, Senator, that I am not appearing in advocacy'
of this proposal.- If it had been proposed to open up the field of
excise taxation at this time, I think the Department would have had
a reconmendAtion to make of its own with respect to this sitUitioh;
because of its administrative features, but of course, when we were
asked to report upon a specific, bill, naturally, the Department stated
its view.

Senator BARKLEY. I understand that.
Senator KING. Mr. Kent, may I ask this question? Suppose we

continue the present law, can you not fairly administer it and meet
the situation in a reasonably fair way to dispose of it all?Senator LA FOI4LETr. The difficulty is with this exemption of $75.
You can see how many different ways there are to get around that.

Mr. KENT. You would have the same situation if you exempted
from the manufacturers' excise tax on automobiles all automobiles
selling at the factory at a price of under $500 or $600.

Senator LA FOLLETTE. Every manufacturer that could possibly do
it would try to get under it by selling you half a car now and half a
car at another tine.

Senator COUWENS. I thifl this is a good amendment, because it
really does not affect the excise tax to the extent of Government
revenue.

Senator KING. We have another suggestion to modify the excise.
taxes on jewely of all kinds.

Gentlemen, are you ready to vote on this proposed amnendluent?
Senator METCALF. Does it not make it simpler for them to do busi-

ness, and does it not make it simpler for you to put this in?
Mr. KENT. That is the representation that has been made by many

people in the fur trade.
Senator METCALF. I am inclined to think it is a good thing.
Senator KING. There are demands to be heard by opponents of the

amendment if we propose to legislate.
Senator METCALF. We have not the time, and I think it shouldjbe:

left to our judgment.
Senator Kiria. I do not know enough about it without a hearing.

Are you ready' for the question? As many as favor the motion will
C'ay "Aye"; those opposed "No."

(The amendment is rejected.)
Senator KING. Senator Schwellenbach offers the following amend-

ment:
111. I. 12395, 74th Cong., 2d sess.l

Amendientiutended to be proposed by Mr. $CUWELLIENBAVI to the bill (If. It. 1W395) to provide revenue,.
equalize taxation, and for other purposes, viz: On page 219, between lines 7 and 8, Insert the following
new title;

TITLE 11-MANUFACTURERS' EXCISE TAXES

SEC. 401. TAX ON JEWELRY, ETC.
Effective fifteen days after the date of the enactment of this Act, section 605

of the Revenue Act of 1932, as amended, is amended by adding at the end thereof
the following new sentence: "If the vendee of the manufacturer, producer, or
importer uses any- article enumerated in this section as material in the manufac-
ture or production of, or for use as a component part of, any article to be manufac-
tured or produced by the vendee, then for the purposes of this title the vendee
shall not be considered the manufacturer or producer of any such artcle or-
articles,. but no credit or refund shall be allowed or made to the vendee under-
section 621, as amended."
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S0. 402. TAX-FROW SALES,
Effective fifteen days after the date of the enactment of this Act, the last

sentence of section 620 of the Revenue Act of 1932, as amended, is amended to
tead as follows: "Tbe provisions of paragraphs (1) and (2) shall not apply wit
respect to tires or inner tubes or articles enumerated in sections 604 and 603.
relating to the tax on furs and jewelry."

Have you anything to say, Mr. Kent, on that?
Mr. KENT. I am not acquainted with it.
Senator KING. I understand from the clerk it just came 'in this

morning.
As many as favor the adoption of the amendment will say "aye;"

those opposed, "no."
(The amendment is rejected.)
Senator METCALF. There is a case in regard to these investment

corporations that seems to work great harm and would almost put
them out of business, and Senator Walsh has asked them to get up
an amendment to cover that, and as he is not here, I want to ask that
it be put in in the morning.

Senator KINo. Very well: Have you any administrative matters,
Mr. Parker?

Mr. PARKER. Here is something from Senator Hayden.
Senator KING. Will you explain it?
Mr. PARKER. Senator Hayden asked for an amendment to section

101, adding a new paragraph exempting "corporations operating re-
clamation projects under contract with the United States."

In existing law, on one of the exemption provisions, there is already
in exemption for ditch and irrigation companies 85 percent of whose
income is used to pay expenses and losses. It appears that this com-
pany does not come in that category, and they point out that they

ave a contract with the United States to build certain dams and they
point out that all of this property belongs to the United States.

I will quote one line from their letter:
I am enclosinig these Budget estimates to show what seems to be the absurd

position of th6 association paying income tax and at the same time having to levy
an assessment.

This is the Salt River Valley 3Water Users Association of phoenixx,
Aiiz.

Senator LA FOLLETTE. Have you looked into it?
Mr. PARKER. I have not had time to look into it.
Senator LA FOLLETTE. *This one company may have a very good

case, but there may be thousands of then1i, for all we know . We"
ought to know what we are doing before we do anything i! 1,out that.

Senator CouzEBs. Let Senator Hayden bring it up on the Boor.
Senator KING. Without objection, such procedure will be suggested.
Senator COUZENS. May I ask if you have made the subcommittee's

report on sugar?
Senator KINO. The subcommittee, consisting of Senator Couzens,

Senator George, and myself, had hearings this morning, and a number
of witnesfses testified, all of whom as I recall, stated in substance they
were not in favor of the tax unless there should be legislation with
respect to the quotas, that the two synchronized and so integrated
that one without the other would not bring about the desired results.

The committee, at least a majority of the committee, believed that
it was unwise to introduce into this bill the tax features of the pro-
posed ainendient.

1!
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Senator COUZENS. May I add to that?
Senator KING. Yes.
Senator COUZENs. There also was an cilmost unanimous agreement

that sugar itself should not be picked out alone for a processing tax;
in other words, it is the most used and the cheapest commodity that
we have, so far as calories is concerned, and that it is unfair to pick
out a commodity so much used and the only one that, of all of the
agricultural products, has not a surplus.

Senator KING. I did not quite assent to that view.
Senator CouzENs. I was just telling what the witnesses said.
Senator KING. I think the witnesses indicated that if they could

get a quota, they would favor a bill if they would get benefits.
Senator LA FOLLETTE. I have no objection to voting subject to

reconsideration. -
Senator KING. As mny as are in favor of adopting-the report will

say "aye"; those opposed "no."
"(The report was adopted.)
Senator KING. I want to put into the record my analysis of th6

statement made by Mr. Seltzer in reply to the statement which we
put into the record on Friday. Without objection it will be inserted
in the record.

1. In my statement of yesterday I asked the Treasury experts the
question as to whether they applied the effective corporation tax rate
under existing law to a statutory net income of 7,200 million dollars
(the amount estimated by Mr. McLeod to be the statutory net in-
come for the calendar year 1936, p. 36 of the House Ways and Means
Committee hearings) in estimating the amount of tax for 1936 under
existing law, namely, 956 million dollars. They answered this ques,
tion in the affirmative. I then asked the Treasury experts why theoy
had not also, followed this same method and applied an 18 percent
rate to this 7,200-million-dollar base in order to estimate the re venue
from a flat corporation tax of 18 percent. I pointed out that if this
method was followed, we would have additional revenue of 302 million
dollars as compared with their estimate of 215 million dollars, or a
gain of 87 million dollars. They stated that I should have made an
allowance of 6.8 percent to take care of that part of the tax which
might be uncollected.

I wish to point out that such an allowance is exceptionally high
and should' in no case be more than 1 or 2 percent. The statutory
net income of. 7,200 million dollars is the amount reported by cor-
porations on their returns. I understand that the Treasury collects
about 99 percent of the tax reported by corporations on their returns.
It is only when deficiencies in income tax are taken into account that
the percentage ofcollections drops as low as 95 or 94 percent. There.
fore, if we are going to reduce our estimated 1936 tax by 6.8 percent
we should add to our tax base-the amount by which deficiencies in
income tax of corporations exceed refunds, credits and abatements in
respect of that year's tax. Since this was not done, I do not feel that
the Treasury has shown that their low estimate on tiis 18 percent flat
rate is justified.

I also pointed out that both Mr. Helverhig and Mr. Oliphant stated
in hearings before the House Ways and Means Committee (p. 24 and
p. 653, respectively, of House hearings) that if existing rates of cor-
porate taxes were increased to 25% percent, we could obtain the
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620 million dollars permanent revenue required under the President's
message. The Treasury experts attempt to qualify this statement
by pointing out that it was probably made without giving any weight
to the effect of such a rate upon reduce dividends distribution, and,
therefore, reducing the tax liability of the individual shareholders.

I wish, to point out.that the record shows that this statement was
made upon consultation by Mr. Helvering and Mr. Oliphant with
their actuaries, and was in answer to a question as to what increase
in the corporate rate would be required to produce the 620 million
dollars requested by the President. This was an estimate as to
additional revenue over existing law and clearly did not contemplate
any reduction in taxes under existing law through lack of dividend
distribution. I quote both Mr. Helvering's statement and Mr.
Oliphant's statement from the House hearings:

Mr. HELVERrNG. The revenue-producing alternatives that might be offered in
lieu of the proposed taxation of corporate incomes on the basis of withheld earnings
appear to be distinctly inferior to the subcommittee's proposal as respects equity
or administrative feasibility. To raise an equal sum of additional revenues
through an increase in the present corporation income tax, it has been estimated
that a rate approximating 25% percent would be necessary. * * *

Mr. LAMNECK. You said that the rate to raise an equal amount of revenue
would have to be 25.5 percent, if we raised revenue at the present rate. * * *

Mr. OLIPHANT. As I said to you, when you get into figures you get me beyond
my depth. I am advised by the statistical staff of the Treasury Department
that makes the estimates that 25.5 percent would be necessary (p. 653, House
hearings).

I also pointed out that a flat corporation tax of 18 percent plus a
7-percent tax on undistributed profits should produce as much, if not
more, than a flat 25.5-percent rate. This was due to the fact that
the base of the 7-percent tax would be increased by intercorporate
dividends which were not included in the estimate arrived at in apply-
ing the 25.5-percent rate to the statutory net income of existing law.
According to Mr. McLeod (p. 56 of House hearings) there are about
$1,000,000,000 in intereorporate dividends which are not taxed under
existing law and which were not included in computing the revenue
from the flat 25.5-percent rate. The amount of revenue to be derived
from including such dividends in the tax base will more than offset
any loss in revenue duo to the allowance of the 18-percent tax as a
deduction in computing the base subject to the 7-percent undis-
tributed-profits tax. The Treasury estimated that the allowance of
this deduction will cost $75,000,000, reducing the revenues from tho
7-percent tax from $292,000,000 to $217,000,000. However, this loss
will more than be made up by the enormous increase in the 7-percent
tax base due to the inclusion of intercorporate dividends.

I feel assured that I am very conservative in stating that the
Treasury has underestimated the revenue to be derived from the
Senate Fnance Committee plan by over $100,000,000.

We will recess now until tomorrow morning at 10 o'clock.
(Whereupon at 5 p. in., the committee recessed until tomorrow,

Wednesday, May 27, 1936, at 10 a. m.)
(Subsequently, the meeting was postponed until 2 p. m.)
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WEDNESDAY, MAY 27, 1930

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. 0.
The committee met in executive session, pursuant to adjournment,

II at 2 p. in., in the committee room, Senate Office Building, Senator
8 William H. King presiding.
y

Present: Senators King (acting chairman), George Walsh, Barkley,
d Connally, Bailey, Clark, Byrd, Lonergan, Black, Gerry, Guffey,

Le Couzens, La Follette, Metcalf, Hastings, and Capper.
Also present: L. H. Parker, chief of staff, Joint Committee on

Internal Revenue Taxation; C. F. Stam, counsel, Joint Committee
on Internal Revenue Taxation; Middleton Beaman, legislative
counsel, House of Representatives; John O'Brien, assistant legisla-
tive counsel, House of Representatives; Arthur I. Kent, acting chief

a counsel, Bureau of Internal Revenue; C. E. Turney, assistant general
counsel for the Treasury Department; W. R. Johnson, Bureau of
Customs, Treasury Department; L. H. Seltzer, Assistant Director
of Research and Statistics, Treasury Department.
T Senator KING. The committee will be in order.

Mr. Kent, you had a matter here to present, as I recall, in regard
to amending section 161.

Mr. KENT. I find that I was under a misapprehension. That
amendment is not the one that I had studied. Could you defer

A action on that?
Senator KING. Mr. Parker, have you any technical matters or

a procedure matters that you desire to bring before the committee?
3- Mr. PARKER. There is that Mather estate matter that Senator
)f Couzens asked for a report upon.

Senator COUZENS. I did that at the suggestion of Senator Buckley.
Senator KING. Are you ready to report on it?

tMr. PARKER. I would ask Mr. Stam to make a report on it.
Senator COUZENS. Have you anything drafted?

e Mr. STAM. We have something drafted. This is what happened:
This decedent, when he died-before his death he made a lot of
pledges to go to charitable organizations and universities and hos-

pitals, and so forth, and after his death, they held that those pledges
constituted an enforceable obligation against the estate. There was
some wrangle in the Treasury, Department as to whether or not they
were deductible for inheritance-tax purposes, and the estate finally
decided that it was to their best interest to incorporate, because the
estate did not have enough money to satisfy all of these obligations at
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one time; and they thought if they incorporated, then they could take
the income of the corporation and gradually pay off these obligations.

Under section 351, the personal holding company section, we
allowed a deduction for debts incurred prior to January 1, 1934.
These liabilities were incurred by the estate prior to January 1, 1934,
but the corporation papers were not taken out until after January 1,
1934, so that the corporation really did not incur this indebtedness.
until after January 1, 1934, because when they took over the estate,
they assumed all of the indebtedness of the estate; but the Bureau
rules that the corporation, not being in existence prior to January 1,
1934, did not incur this indebtedness prior to January 1, 1934,
and therefore they did not get this deduction which is allowed by
section 351.

Senator KING. Was it held that it could not even be a de facto.
corporation?

Mr. STAM. It was not in existence; the papers were not taken out,
There were two amendments that were suggested. One amendment

Was to allow these deductions in full to the corporation because they
had actually been incurred by the estate prior to January I, 1934.
The experts considered that and thought that that might be a little
broad.

Then the other amendment provided that to the extent that there
amounts of these deductions went to charitable organizations or
hospitals which are exempt from taxation under the pending law,.
that they would be allowed the deduction. That would give the
estate or the corporation partial relief, but it would not give it full
relief, because some of these debts were in the form of notes held by-
banks and did not go to charitable institutions.

- Mr. PARKER. This exemption is not to exempt them from the,
regular corporate tax. It is just in respect to the section 351 tax?'

Mr. STAW. That is right.
Mr. PARKER. Which is an additional surtax. There is not any

proposal to exempt them from tie 18-percent or even the 7-percent
tax.

Senator COUZENS. Have you the language, of the second proposal.
Mr. STAM. I think Mr. Beaaman has that,
Senator LA FOLLETTE. Can you tell us whether there are likely to,

be any other similar cases?
Mr. STAM. It is pretty well limited, because in the first place th

debt has to be incurred by somebody prior to January 1, 1934, and
assumed by the corporation after that (late. In the second placer
the debt has to be as the result of pledges or gifts made to Ch~artibl&
organizations and hospitals, so it is pretty Well restricted.
.Senator LA FOLLETTE. In other words, you do not think that there
are other estates in a similar situation which could take advantage
of it by incorporation now?,

Mr. STAM. No; we did not.
Senator KING. Mr. Beinan, have you the amwndxn)nt?
Senator METCA1I. How would it be in q man's will when h.le.ves

something to a hospital?
Mr. STAM. If they did that prior to Januu4ry 1, 1934, and then later

the estate was incorporated after January 1, 1034, this situatibinwould
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arise, because the estate would have to pay off those obligations in the
will.

This amendment provides that we allow deductions for gifts paid to
charitable organizations or hospitals for the purposes of section 351,
and we add to that deduction section this clause [reading]:

Including in the case of a corporation organized prior to January 1, 1936, to
take over the assets and liabilities of the estate of a decedent, amounts paid Wj
liquidation of any liability of the corporation based on the liability of the decedent
to make such contributions or gifts to the extent that such liability of the decendcait
existed prior to January 1, 1934.

Senator COUZENS. I think that is a good amendment. I talked to
Senator Bulkley about it. I mn not his advocate, but I did promise
to look after it for him here, and I brought it up at Senator Bulkley's
request. I do not think that that does any material damage to the
Treasury, and I do think it helps out. this particular situation very
much. I move its adoption.

Senator KING. Mr. Kent, what do you think of it?
Mr. KENT. I collaborated yesterday in the preparation of the

amendment. I have no objection to offer.
Senator KING. Are there any remarks? As many as favor the

adoption of the amendment say "aye"; contrary, "no."
(The vote is taken, and Senator King announces that the motion

is carried.)
Senator GEORGE. Mr. Parker, have you anything on liquidation

worked out?
Mr. PARKUH. We have made considerable progress on liquidation,

and in respect to many of the points are in agreement on something
which would accomplish what we believe is your idea. 'There are
one or two points that still are not agreed upon.

Senator GEORGE. You are not ready to report on it yet?
Mr. PARKER. If we could have one more day I think we could

present something that would meet what we understand you want
done.

Senator COUzMNS. May I ask the chairman if the minority is going
to have any information as to what we are going to do about the
revenue-raising features of this bill, because it seems to me that that
is the fundamental of the whole question in getting this matter
cleared up.,I do not want to sit here as a minority member day
after day if you gentlemen of the majority have made up your minds
about the kind of. tax that we are going to impose.-

Senator, KING. Speaking for myself, there has been no Conclusion
reached other than those conclusions which have been expressed here
in our votes, and our Republican brethren will have 'their say just
as loud and as long as any Democrat has the say in the formulation
of the bill,

Mr. Kent, you had a matter to present. Are you ready to do so
now?

Mr. KENT'. Senator Walsh has another amendment which he has
been waiting to present with respet to a domewhat similar situation.
I may say that I am well acquainted with the general situation with
which this particular amendment deals, •

Senator KING. His amendment?
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Mr. KENT. The one that you have there and also the other situa-
tion, but that I had not, previous to this afternoon seen-no copy of
it came to my attention-and I have had no opportunity to examine
the text of the proposed amendment to see whether it establishes a
proper basis of classification.

This problem is essentially one of a classification once the policy
question which is involved is passed upon. ,

The situation with which the amendment deals is this: There are
a large number of investment trusts. They vary considerably in
point of detail. They subdivide into two general classes, which are
referred to by the terms "management trust" and "fixed trust",
although the line between them is a rather shadowy one. In general,
the difference between the two classes of cases is this: In your invest-
ment trust on the fixed type, the trust instrument itself defines with
considerable particularity the sort of investments or even the specific
securities in which the trustees may invest the trust funds.

Moreover, in the trust of the fixed type, there are usually limita-
tions upon the power of the trustees to reinvest funds derived from
the sale of securities held in the portfolio.
. With your management type of trust, the powers of the trustees
are much broader. They are usually with respect to both the types
of securities in which they can invest and with respect to the sale of
securities already held and the investment of the proceeds' in other
securities.

These investment trusts have grown. They began to develop in
the late twenties, and they have grown and expanded quite rapidly
in recent years. They do provide a medium for investors to obtain
the 'benefits of diversification of risk and the spreading out of the
risk of losses over a larger area.

Under the recent decisions of the courts, reflected in our Treastiry
Regulations, these trusts are now included in the association as de-
fined in section 801 of the revenue act and are taxable as corporations.

Now, they say that that imposes a very heavy burden upon them,
that they are simply agencies for a group of persons to get together
and invest their funds in diversified securities, collect the income, and
redistribute the income to the certificate holders.

Senator CouzENs. Does what you are discussing have any bearing
on what that banker testified before the committee with respect to
these little trusts in trust companies?

Mr. KENT. No; the problem there is really somewhat different,.
although it has elements in coihmon with this situation. What they
wanted there was leeway to pool the resources of these small trusts
they are administering and invest them so as to get the benefit of
diversification.

These investment trusts of course, do very much the same thing.
There is that marked similarity between them, but the action taken
with respect to the common trust fund the other day would not
cover this situation.

Senator BAmILY. There is no analogy between the common trust
and an investment trust. An investment trust is something with
stockholders, and the common trust has no such element.

I
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Mr. KENT. Yes; the only pointof simiarity is that the investment
trust does provide a method where it is possible to invest funds of
a number of people to get the benefits of diversification,

Senator BAILEY. I have no special interest in it. What do you
propose to do with respect to an investment trust?

Senator LA FOLLETTE. Mr. Kent is not proposing to do anything,
but the Senator from Massachusetts and the Senator from Rh6de
island brought it to his attention and asked for~a discussion on it.

Mr. KENT. What these people are asking for, Senator, is simply
this: In the case 'of these investment trusts which are not incor-
)orated entities, they are asking that the law be amended so as to.

classify them as strict trusts, take them out of the classification of
associations under section 701 (a) (2) of the House bill, which simply
continues the present law on that, in order that the income upon
their certificate to the certificate holders will not be diminished by the:
collection of the flat corporate rate from the trust itself.

Senator COUZENS. What do they pay now?
Mr. KENT. They would pay now from 12.5 to 15 percent.
Senator CouzENs. Under existing law?
Mr. KENT. Under existing law; depending upon the volume of

their income.
Senator COUZEN s. They do not want to pay the 18 percent, is

that right?
Mr. KENT. That is right; they want to be classified as strict trusts,

in which case if they distribute all of their earnings to the certificate
holders, the income will be talen up in the retfirns of the individual
holders.

Senator COMUzNS. I do not think We should make any exception
in a case like this any more than we make an exception in any other-
investment.

Senator METCALF. This puts them all out of business.
Senator CouzENs. A jump of 3 percent?
Senator METCALF. Perhaps 3 percent would not, but a larger per-

centage would. Most of these people, they tell. me the average is not
over $3,000 apiece, and these people take up 10 or 12 different kinds
of stock and they pay it out in dividends. C

Senator Couzms. If a man has $3,000 in any other kind of a cor-
poration, his corporation would pay the 18 percent. I do not see why
they should be excepted in this case.

Mr. KENT. I am not certain that Congress actually intended to
include them, or that this situation was considered when the associa-
tion definition was written into the act. As a matter of fact, until
comparatively recently they made their returns as trusts and were
taxed upon that basis; and as the result of these recent court decisions,
they have been swept into the association group and are now being
taxed as corporations.

Senator KING. What would you call them if they are not corpora-
tions?

Mr. KENT. They are trusts. They are not trusts of the traditional
type; they are really a modern development.

Senator LA FOLLETTE. They are not regulated in any way either,
are they?
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Mr. KENr. Under this amendment which has been proposed, the
treatment of them as trusts will be limited to those cases in which
they are subject to the supervision or regulation of the Government
of the United States or any State or Territory thereof or of the Dis-
trict of Columbia, and by the terms of the trust instrument, the 2.
beneficiary may at any time withdraw his share of the trust property
or its equivalent in cash, and by the terms of which there is provided
a method for the diversification of investments. ".

Senator LA FOLLETTE. You have not had much time to go into this?
M/ r. KENT. I have not really had time to consider the text' of the

amendment itself.
Senator KING. Is there any other feature that you are ready to

report upon in the act?
Mr. KENT. Senator Walsh has an amendment-I thought I had

a copy of it with me but it seems to h~tve escaped me-which would
apply to so-called mutual investment corporations. I think that I
had better let him present that.

Senator KING. Then you will examine into that and let us hear
from you as soon as you possibly can.

Senator COuZENS. May I ask of the chairman if we are going to
work along on the assumption of the standing of our action of a few Y1
days ago in our previous vote, of 18 percent and 7 percent. If we are,
I want to raise the question of cushions on the 7 percent on undis-
tributed earnings. If we are not going to stick to that, we might as
well not discuss it now, because it is only a waste of time.

Senator KING. I do not know that I can answer for the committee. a
I think several members of the committee are ready to adhere to that
view. As to whether there has been any change or will be any change
or any change is desired with respect to the matter just mentioned,
I would not care to express an opinion. I think you can assume that
we will go right along.

Senator LONERGAN. Mr. Chairman, are we not to be furnished -Aith
figures this afternoon?

Senator KING, I assume that the Senator refers to an informal
discussion last evening?

Senator LONERGAN. Yes.
Senator KING. It was understood that the Treasury would furnish lei

some figures or estimates during the day, and I am advised that they
are on the way here now. lo

Senator COUZENS. In other words, that is another plan which cone-
templates our abandoning the plan already adopted, is that correct? un

Senator KING. I do not know exactly what the figures will be, but eq
I assume that it will call for the modification of the existing plan.
Here is Mr. Seltzer now. tr

Mr. Seltzer, as the representative of the Treasury, have you any
figures to submit, and if so, from whom?

Mr. SELTZER. Here are two estimates that we were asked to
prepare. 40
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SPfediminary estimate

. ... diipn ;mn ut
(million dolaro)

I. Repeal capital stock and excess profits tax-. $168
Impose pr6s nt corporate tax rate (12%

percent to 15 percent) oh statutory net in.
Ineme as defined In present law, which
includ i I0 perde it of iticorporate divl.
dants recaived,,....

3. Define adjusted net income as tie statutory
net income less corporate income taxes
pIUS.90 perentof dividends received.:Define undistributed adjust bet Incomd
as adjusted net Jn mie less'tme dividend
credit, less a special exemption of $15,000to all corporations.. Imose a tax on' un
distributed adjusted not Income equal to,
the sum of the following: m . t

25 percent on the amount of the, tn-
dietributed adjusted net Income which
is not in excess of 20 Percent of the
Adjusted net income; 35, percent onthe amount of the undistributed'ad.
Justed iot Income which Is in excess of
20 percent and not in excess of 49 per-
contof theadjusted net income; and 45
percent of the amount of the undistri-
buted adjusted net income which Is in
excess of 40 percent of the adjusted net
income.

Yieldof suoh tax on undistributed adjusted net
Income and of surtaxon dividends to Indi-
viduals -------------------- ........ 790

Total additional revenue.. .......... -22

Retain capital stock and excess profits t...
Impre present corporate tax rate (12;f per-'
cebt to Mpercbnt) od statutory net 1fi6ome-
as defned lu pr esnt law, which cluoudn%1 * 0 nWt Ofntercorporato dividends

3. Define adjtqatbl net Income as the statutory
net Incoie less copotlon income taxeslus 99 psro ea of, dividends e e v (

no undistributed adjus net Incoe
as adJustodnet Income less the dividend -
credit, less a special exemption of $15,000
to all corporatidns. Impose a tal on on-
distributed au ted net income equal tothe sum of the following:

15 percent on the amount of the undis-,
tributed adjusted net income which is
not ih excess of 20 percent of the ad-
justed net Income 25 percept on the
amount of ihe tindistributed adjusted
net income' which Is In excess of 20
percent and not in excess of 40 percent
of the adjusted net indomb; amid 40-
percent of the amount of the undistrt-
buted adjusted pet income which Is in
excess of4O percent of the adjusted net
income.

Yield of such tax on undistributed adjusted net
Income and of urtax on dividends to idi-
viduals ...... ............---------------- $ 0

Total tiditionol revenue ----- _------0 030
If the percentage of interoorporato dividends now subject to corporate income tax be Increased from'10percent to 133, percent, the additional yield would be'$5,000,000. If from 10 percent to 16fS percent, thead' ltional yield would be $10,000,000.These etimates assume no changes in existing law other than those citod above and that the new blwill contain provisions which will prevent any avoidance of the above taxes.,

Senator KING. Will you proceed, Mrx. Seltzer, if you care to make
any explanation?

Mr. SELTzER. We were asked to prepare two additional amend.
ments suipnazed in this nimeographed shet.

On the left-hand side of this sheet, you have a proposal whereunder
you would repeal the existing capital-stock and exces-profits taxes*
you would retain the-preset, corporation taxes with their graduatedrates; you would define adjusted net income as statutory not inomo
less corporationinoome tax paid, pluo 90 percent of dividenzds received;you would define the undistributed adjusted net income aw, adjustednet income less the dividends, paid and less a special exemption of$15,000 for all corporations. Then you would impose a tax on theundistributed adjusted net incomQ after these tredits and exemptions
equal to the suni of the. foUowing: 25 percent on the amount of theun(listributed adjusted not income which is not in excess of 20 percentof the adjsted, net income; 35 percent on the amount of the undis,tribute adjusted net ingom wich is in excess of, 20 percent not ia
excess of 40 percent of the adjusted net income; 45, percent on theamount of th" undistributed adjusted net income which is in excess of40 percent of the adjusted net income.

The total additional revenues we estimate would amount to$022,000,000, after allowing for the repeal of the existing capital-
stock and excess.-profits taxes.

On the right-hand side you have a somewhat different proposal,
Under this:proposal you would retain the existing capital stock andexcess profits te e~ and you would have somewhat lower rates on un-(listributed ad9usted netJ in'com

M I
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No. 2 under this proposal is the same as it is under the other.
- Under no. 3, the rates would be 15 percent instead of 25 percent
on the first 20 percent of the adjusted net income not distributed.
Then they would amount to 25 percent instead of 35 percent on the
next 20 percent saving, and the top rate would be 40 percent instead of
45percent on the balance of the undistributed adjusted net income.

The estimated - additional revenues uider this second- proposal
amounts to $630,000,000.

We were also asked to estimate what additional revenues would be
received in the event of changes in the treatment of theintorcorporate
dividends. At the present time, as you know, 10 percent of dividends
received by a corporation are included in the statutory net income,
whereas 90 percent is allowed as a deduction. One of these proposals
was to increase from 10 to 13% percent the proportion of dividends
received by corporations that would be included in ,the statutory net
income subject to the regular corporation income tax. The other, if
the proportion of such included dividends be 16% percent as compared
with the present 10 percent.

We estimate that you would get an additional $5,000,000 if you
raised the percentage of dividends received by corporations included
in the statutory net income from 10 to 13% percent, and the additional
revenues would be $10,000,000 if you raised the percentage to 16% per-
cent from the present 10 percent.

Senator BLACK. May I ask you a question? In these two esti-
mates, what consideration if any was given to the debts and obliga-
tions of corporations?

Mr. SELTZER. No consideration whatever was given.
Senator GEORGE. You provide no cushions?
Mr. SELTZER. These figures mean just what they say here. We

assumed no other changes than these that are specified here. "
Senator BLACK. In other words, that (toes not provide any so-called

cushions of any kind?
Mr. SELTZER. No.
Senator GEORGIt. This treats all corporations the same, banks,

trust companies; insurance companies, and so forth.
Mr. SELTZER. You have this cushion that is included here. Every

corporation may retain $15,000.
Senator GEORGE. Yes; I know that. This treats all corporations,

banks, trust companies, insurance companies, all the same.
Mr. SELTZER. It does with this qualification, that as I pointed o"ut

the other day, the revenue estimates would remain substantially
unchanged if you treated banks and insurance companies as they are
treated under the existing law, because as I pointed out,' the amount
of taxable income of banks and insurance compaiiie has been for some
years now almost insigniflant.

Senator Goitom. I understand. I am just making inquiry.
Mr. SELTZER. Yes.
Senator GEOnGE. You do not take into consideration here the

normal tax on dividends?
Mr. SELTZER. No; there is no normal tax on dividends in either of

these proposals. i ,
Senator GEOROE. Because you are taking that up with your sur-

taxes? Is that the idea, or have you abandoned that? '
Senator BLACK. We have had figures on that have we not?
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Mr. SELTZER. I beg your pardon?
mnt Senator BLACK. The figures we have had heretofore on the normal

. tax on, dividends would be substantially the same?
,he Mr. SELTZER. Oh, yes.

Senator BLACK. If we should decide to impose them.
Mr. SELTzER., Wheres, uider the Budget estimate, we estimated

_4l that a 4-perpent tax on dividendswould yield an additional $90,000,Q00
under either of these two proposals, the application of the normal ta'
to dividends would yield substantially in excess of $90,000,000,

ate because it is supposed it would encourage far more liberal distribution
ds of corporate earnings.

.n, Senator GERRY. hat do you mean by "substantially"?
;als Mr, SELTZER. If we had a few minutes, I could calculate that.
aids You see, the 4 percent normal not being involved in either of these
let two propositions, we made no calculation for it.

if Sehator LA FOLLE'rTE. Could you give us an approximation shortly
-ed of what it would be?

Mr. SELTZER. Yes; we could.
rou Senator BLACK. May I ask you another question before you do

led that? As I understand it, then, so far as banks and insurance com-
:1al panics are concerned, according to the judgment of the Treasury
er- Department, this estimate would remain approximately the same

whether you applied this law to them or applied the changed rates
sti- that appear in the bill now?
Lga- Mr. SELTZER. Well, so far as the corporations' statutory net income

taxes are concerned, it does not make much difference, because as I
said, the taxable income of banks is relatively small. That, ipso
facto, makes the undistributed net income of banks small.

We Senator BLACK. Then is the question that I asked you, correct, that
the fact that you treat tanks and insurance companies )he same as

fled you treat the others makes substantially no difference in your esti,
mates?

Mr. SELTZER. That is correct. About 5 or 6 million.
ks, Senator BLACK. Let'me ask you another question. Would it be

)racticable to estimate what income tie Government would receive
rery rom this present plan that you have if the bill provided that the

income which was needed to pay off contractual obligations of the
corporations during the year, and obligations which had been assumed
under their bonds, on outstanding stock issues or any other necessary

'6t obligations-
ally Senator KING (interposing). Extending over some period of time
are as well. as in the current year?
Unt Senator BL4,CK. Extending over a period of time. Would it be

possible for you to estinate and take tlat into consideration and give
a reasonably accurate estimate as to what we could obtain from that

plan, providing for those payments and those obligations?'
Senator Bynp. Before you answer that, I want to understand

the whether that included an ordinary debt.
Mr. SFLTZER. Do, you mean commercial debt?

)r of Senator 13YRD. Yes.
Senator BLACK. All this includes debts,
Senator BYRD,. You said, a contractual obligation.
Senator BLACK. This is a tax on profits, is it not?
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Senator BYRD. I just want to get it clear.' -
Senator BLACK. This is not on gross income.,
Mr. SELTZEoR. Senator Byrd's question is important for this season

A commercial debt, ordinary bank debt and debt, to suppliers is a
revolving debt that is never paid off: You do not look to net'income

pto ay off that type of debt; you look'to your gross receipts for that,
nd hence it, is important to us whether commercial debts of' thAt

category would be given special treatment.
Senator BYRD. Furthermore, whether a deed of trust: would be

included in it.
Senator BARKLEY. The are not included in the category of debt-

ridden corporations as de1ned under this bill.
. SenatorBYRD. The debt-ridden corporation in the House bill in
my judgment is totally inadequate, because that only gave relief to a
corporation that had debts in excess of-it capital, and ,that was A
bankrupt company, tn t

Senator BLACK. Could you provide an estimate, or is it possible
to provide an estimate, either on the basis of the present 12W to 15
percent or some other graduated scale, superimposing upon that a
graduated tax on undistributed income, not counting that undis-
tributed income, however, until the payment of the necessary con-
tractual obligations, either by notes, bonds, or stock obligations?

Mr. SELTZER. Including commercial debts?
Senator BLACK. I did not ask you about commercial debts now.

* Mr. SELTZER. The possibility of producing a reliable estimate in
that connection depends very importantly on what kind of checks
you would insert against the abuse of'such privilege. In the House
bill we did not have to allow very much of a loss because of the
cushions for debt-ridden corporations, because if you will recall, a t
corporation -could use earnings to retire debt only if it paid 22.5
percent on the amount of earnings so used.

Well, now, when we sit down with ourselves and say "What is
going to be the effect of that cushion provision" we have to say
that corporations that could retire debt only at a tax loss of 22.5
percent would in most cases seek to refinance their debts rather
than to use earnings to retire those debts. They might, of course,
indirectly do so, they might sell additional stock to their stock-s
holders- s

Senator BLACK (interposing). What I want to get at is this. There
is an idea on the part of some of the Treasury Department people
that it'is wholly and completely impossible to give us an estimate
with those cushions, and I simply want to know whether or not it
is or is not. ' I am not prepared to discuss the House bill. V

Mr. SELTZER. I am inclined to say that the possibilities, in this
respect depend very largely upon the type of cushion provision that

you include. ,.
Senator BLACK. I mean the type of cushion provision that we

permit a corporation, to pay the debt that it owes during the year, or
part of the debt that'it owes to discharge a part of its bonds- that are
due if there were some due, or the interest thereon, or to discharge
any stock obligation or any other outstanding contractual obligation 0
that it assumed. I am not including now the commercial indebted- t
ness that runs from year to year. N .

Mr. SELTZER. Without any penalty whatever?

U



* Senator BLACK. What I .,want. to -know is without any discussion
of anyti "g else connected with the House bill or this bill or any other
bill, whether the Treasury can or cannot give up an estimate which
will be reasonably certain--not to. the dollar-:but can ,we get.an
estimate of that kind on a,provision of that type,.

Mr. SELTZER. Well, as I tried to say, if you make the use of earn-
ings for debt retirement possible at a tax cost sufficient to discourage
unnecessary use of that cushion, you have one situation, but--

Senator BLACK Oiterpsmg). Lot me ask you this, Suppose we
)e assume that there is no discharge necessary where the debt or. obliga-

tion is due, or where there is a partial payment due, and suppose
there are some of us who want to draw a bill-let us suppose we want
to draw a bill, and I want to know if it can be done or if it cannot be

in done. To draw a bill providing for a base tax of 12.5 to 15, or 12.5
a to 16, or 12..5 to 18, and we want that bill then to provide that before
A we consider taxation on undistributed income, that the corporation

should first have a right to discharge- the obligation that it ought to
'le discharge, that it owes.
5 Senator CONNALLY. Senator Black, in ill fairness to these experts,
a they cannot form an estimate on a general statement like you make

to let them pay all debts that ought to be paid. One man -would.
think one thing and one man would think another, and I think in
fairness to them.-you are introducing such a variable element there
that it makes it impossible for them to get any ctinate of it. YoU
have to say $25,000 or $150,000, or some definite standard before you

in can expect an estimate.; .
Senator BLACK. I am not talking about a definite exemption; I

[se am talking about a bill which would provide-and nobody could be
definite about it because we would have to ssume that it would have

a to be drawn in such a way as to take that into account.
Senator CONNALLY. When you speak of estimates, you have to be

definite,
is Senator BLACK. I am not asking for an estimate; I am just asking,

By if such an estimate can be made and such. a bill drawn.
Mr. SiLTZt. We -did make an estimate in ¢oniection with the

er House bill that provided cushions of the character that you men-o, tioned. We were able to ,ake fin estimate of the character, thatyou
suggest,. -but, that posblty, was due in no small measure to the
specific provisions of the House bill, I believe that is what Senator

3ra Connally has In mind. - , 1 9 . 6,
)le Senator BLACK. Of course we would draw specifid.provisioxns or.
to we would not have any bill. What I Want to get at is, if we draw' the
Sit specific provisions permitting them to pay whatthey 0we during the

year, and we start off on a basis of 12,5 to 15, or any otlr amount,'
us and then we fix a definite graduated scale b6t we provide' specifically

in the bill the terms under which the obligations shall be paid-what I
want to know is, I see uo reason why the Treasury Department cannot

we give us an esthnifte andJI think they can.
or Mr. SBM7 In. I say in general if you want a general answer' to- a
re -ery general question, the answer is yes and the answer is illustrated

-ge by our:estinato in Connection with fhe Vous, bill, but the reliability'
Lon of another estimate would depend again upon the )articular provisions.

that is, if you were to propose'. Mr. Senator, a certain series of cushions
with rates attached,' we might feel that there was so much play in
those particular provisions that we could not give you a close estimate.
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On the other hand,you might-hnpose another series of questions in
which there is far less play, in which case I feel confident of my abMlitY,
to give you a close estimate.

Senator BYRD. Isn't this true, that the question that Senator Black
has asked takes in much more territory than the House bill? t

Mr. SELZTER. Decidedly.
Senator BYRD. Because tie House bill confined these debt-ridden

corp orations to those corporations that owed more than their capital, y
and they pay 22.5 percent. The question that Senator Black asked,
and that I would also like to know, is in regard to any debt that
may be properly payable within that year. Take it deed of trust of a

1 corporation andsay they have 5 years in which to pay it, and whether
they can prorate it so much in each of the 5 years and pay no surtax.

Mr. TURNEY. Any whatever?
Senator BYRD. Any whatever. When it is applied to that debt.

That is the question Senator Black wanted the answer to, and I would t
like to know the same thing, if you can furnish it. Frankly, in my
judgment it cannot be done. g

Senator KING. It could not be done. Can I ask one question of n
you, and this is a political question rather, perhaps what might be
called a scientific-expert question to be propounded to an expert.
Has the Treasury Department any idea as to what a cushion is, and
have they defined cushions, and have they defined cushions with S
respect to the corporations that are in debt and have various classes
of debts? in

Mr. SELTZER. That is essentially, I take it, a legislative matter.
Senator King. I think so. cr
Mr. SELTZER. And certainly my own division does not do that.
Senator KING. I was wondering whether in the Treasury Depart-

ment or outside of the Treasury Department your division had been
asked to define what "cushions" were, and what provisions should be
made to meet cushions, and with what particularity should they be
surrounded so that there could be no evasions or no injustices.

Mr. SELTZER. I cannot speak for tho whole Treasury Department, fo
but I can speak for myself personally. I have not been asked to do
that.

Senator KING. Is there any other question?
Senator BYRD. Is Mr. Seltzer going to attempt to got that informa-

tion up, or can it not be furnished?
Senator LA FOLLETTE. He cannot give you any estimate until you

tell him what your cushions are going to be.
Senator KING. Senator Bailey, have you any questions to ask of

the expert in regard to this matter?
Senator BAILY. In regard to those new schedules?
Senator BYRD. On the cushion question.
Senator KING. No -in regard to the estimates. tic

Senator BAILEY. Tis proposition here does not contain the propo- rig
oition that I thought we were going to consider. Let me say one l)1

thing that strikes me as being of the essence of it. I do not think that
I would ever consent to putting a tax of 20 percent or 25 percent on f
the first earnings of a corporation. Here is a tax of 25 percent on UI1
the income which is not in excess of 20 percent.

Senator BARXLPY. That is after deducting $15,000.
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Senator BAILEY. I understand that, but that $15,000 is a very
small sum. There ought to be a fundamental exception as to earn-
ings. We begin to tax earnings on top of a tax. A man might not
make enough earnings to pay a dividend and yet he would have to pay
this tax. What I think at the outset is that that is not in accord with
what we are supposed to be discussing.

And secondly, I do not think if you adjust it according to cushions,
you will get as much money as we propose to get under the law that we

d, practically agreed upon.
at Senator BARKLEY. I think this is in accordance with what we re-
a quested the Treasury to get. The only difference between it and the

one we were considering is that that proposal repealed the capital-
x. stock tax and excess-profits tax.

Senator BAILEY. I understood we were to make some proper allow-
ances for debtor corporations and some corporations that had con-
tracts with respect to the payment of dividends, and reservations ofprofits, and provisions with regard to banks, and provisions with re-gard to insurance companies. If you make those provisions, you do

of not get as much out of this plan as you got out of the plan that we
have developed up to date. Our first task is to get somewhere around
$650,000,000 to $670,000,000. This won't do it.

Senator KINa. Are there any other questions to be asked of Mr.
th Seltzer?

Senator CONNALLY. I would like to ask Mr. Seltzer this. I notice
in the next to the last paragraph here you say that if the percentage of
intercorporate dividends now subject to corporate income tax be in-
creased from 10 percent to 13% percent, time additional yield will be
$5,000,000; and 16% percent, $10,000,000. Suppose we just advance
that sum of 10 percent, 2% percent; how much additional revenue
would it bring in?

be (Discussion off the record.)
be Senator CONNALLY. I understand thlmn, about $10,000,000.

Senator BARKLEY. As I understood, the statement was made that
for every 1-percent additional tax you put on this 10 percent, it would
bring in $100,000,000.

(Discussion off the record.)
Senator CONNALLY. Suppose we raise that rate to 13.5 instead of

la- 12.5, to 16, we get a right considerable amount of money there, do we
not?

Mr. SELTZER. Yes.
Senator CONNALLY. That is 1 percent. You would get about

ofsixty or seventy million right there, would you not?
Mr. SELTZER. You would not gain that much; no.
Senator CONNALLY. We would get a considerable amount right

there by raising that rate from 13.5 to 16, and retaining the gradua-
tion. I should say that, roughly, you would get at least fifty million
right there, and whatever you picked up there, and whatever you
picked up on the normal tax, would serve to reduce these brackets.

at. Senator GERRY. I would like to ask a question if everybody is
on finished. I would like to know what a million-dollar corporation

o that has earned a million dollars in a year would pay under both-
I)lans.

Mr. SELTZin. If it retained what percentage?
Senator GERR f. If it retains the whole amount.
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Mr. SELTZER. If it retains everything? ' I. .
Senator GERRY. Everything. I want to know what it would pay

under these two plans. ,
Senator CONNALLY. That is a simple matter of calculation. in
Senator GERRY. I would like to have it calculated. fc
Mr. SELTZER. It will take about 5 minutes. fa
Senator GERRY. And put it in the record. I think we are entitled a

to know that. That is the picture.
Senator KING. Any other questions? w
Senator GERRY. Under this first plan it is 55 percent, is it not? tl
Mr. SELTZER. You would have to make assumptions with respect c

to dividend receipts, and so on. b
Senator GERRY. No dividend receipts. It is 15 plus 40; is it not?
Senator CONNALLY. It is not 40 on the same amount.
Senator GERRY. I see. The thing that will really answer the pi

question is this tax on a million dollars of earnings. of
Senator BlYIm. It would run around 55 percent o a million-dollar

corporation.
Senator WALSH. May I inquire if in this latest estimate that has cc

been sublmibted you have included all of the provisions of the House w
bill relating to the computation of net income? tl

Mr. SELTZER. 'You mean the regular provisions of the law?
Senator WALSH. All the cushions.
Mr. SELTZER. What is not included there is approximately $37,- a

000,000 of special provisions with respect to the liquidation of foreign
corporations, and the taxation of nonresident aliens. If you take
over those provisions of the House bill, you would add about $37,-
000,000 to these two estimates.

Senator WALSH. They are not included? n
Mr. SELTZER. They are not included in these statements.
Senator WALSH. But we practically. decided to include those, so

that is $37,000,000 more.
Mr. SELTZER. Oh, yes.
Senator WALSH. But are all the cushions included? of

Senator LAFOLLETTE. They are not included.
(Discussion off the record.) on
Senator KING. While the experts are making their calculation W

Which has been requested, Mr. Kent has a proposition. do

Mr. KENT. We were asked to report upon an amended draft of 'he al

receivership sections of the bill. We had worked out this amended be
statement for your consideration. Of course, ' the undistributed-
profits tax would not apply to these corporations . [Reading] ha

Domestic corporations which for any portion of the taxable year arc in bank- M
ruptoy under the laws of the United States or are insolvent and in rceivership in
any other court of the United States or any State, Territory, or the DVstrict of
Ooluwnbia. ,,

Senator GEORGu. You would apply only the flat rate?. Ila
Mr. KENT. Yes.
-Senator GEORGE. Is there any. objection to this amendment? of
Senator L. FOLL$T1TE.. Do you give, them tho year under which of

they come out in that? e,
Mr. KENT. V08. to
Senator LA FOLLET'E. Do, you think it would haew any material to

effect uipon the revenue if you gave them 2 years? . ,. .

wi
iuF
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Mr. KENT; Yes; I think it would. Under this, if they- go into
receivership during the taxable year or come out of receivership dur-
ing the taxable year, they are treated as corporations in receivrAliI
for that year, Otte change that we made in here was to limit this
favored treatment to corporations which are in receivership and which
are insolvent.

It was pointed out the other day-I should say by the way, that it
was our purpose, to write into the committee report a statements that
the term "hisolvent" here used, is used in the :broad sense to include
cases wheb6 the corporation may have in excess of: its liabilities assdte,
but which Pmre in such frozen conditions that it c not meet the claims
of ita creditors. Of course, if they come out during 'the middle of
the year, this does give them a little breathing spell. It would be
pretty hard to make an exact estimate, of course, of just *hat the
effect of that will be.

Senttor LA FOLLETTE. The only thing that I was impressed with
is the fact that, there are soic of these corporations, where they
come out of receivership, there is an adjustment which they make
with their creditors or bondholders, and there may be the situation
that unless they have a little time wherein they could make these
adjustments, that they could not get out of receivership at all.

Senator GEORo. If there is no objection, this amendment is
approved.

Is there another one?
Mr, KENT. The other one has already been presented.
Senator GERRY. I have an amendment that Senator Van Nuys

asked inc to introduce for him. I think I had better read the expla-
nation first, and then the amendment.

MEMORANDUM PERTAINING TO REFUND OF R XPORT DnAWBACKS

Certain packers exported meat to foreign countries and thereby became
entitled, under section 17 (a) of the Agricultural Adjustment Act to the refund
of a processing tax placed upon such exported neat.

The right to this refund is known as export drawback.
The reason for export drawbacks was to enaLle the exporting packers to sell

on foreign markets, at the lower foreign prices, and yet to suffer no loss- in other
words, the export drawbvacks were to qualize the lower fQreign with the higher
domestic prices, and thus the exporting packers could hold their foreign.markets
and thus handle more commodities.

Refunds of export drawbacks were being allowed to the exporting packers,
being the consignors namRed in the bills of lading, until January 6 1926

However, due to routine administrative delay mn passing upon claims for export
drawbacks, many such claims had been made but were not allowed, or, if allowed,
had not been paid by January 6, 1936. Also some large packers (like John
Morrell of Ottumwa, Iowa) were paid export draWbacks though they obtained
Injunctions against payment of processing taxes; while other packers were paid
no export drawbacks at all. I

The exporting packers relied upon the promise of the Government to refund,
made tinder the'Agricultural Adjustment Act, in making such exports. They
have this argument based upon considerations of fairnepss and consisteney which
should entitle them'' to permission for refund in the present tax bill; if the spirit
of the Agricultural Adjustment Act should be so observed as to justify the re-
tention of processing taxes paid, and the recovery by means of a "windfall tax"
of impounded and returned processing taxes. then also Its spiit should be suffici-
ently respected to permit'the'onpldition of refund of export drawbacks the right
to which was'earned by packers in reliance upon the promise of the Government
to make such refunds.

If such export drawback refunds are not permitted then the expomting packers
will not only lose the amount 6f processing taxes paid and Impoundod Ut tly
will bc penalized for having relied upon and followed out the Agricultural Ad.
justment Act in the exporting of goods, for which they earned export drawbacks.
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This situation can be recognized and the exporting packers can be treated
consistently and fairly if subsection (b) of section 601, be amended by adding
to the first sentence the underscored words following:

Senator GEORGE. I think that has been covered, but you can read
the amendment.

Senator GERRY. I will read the amendment then.
(b) Except for refunds under section 15 '(a) of the Agricultural Adjustment

Act as reenacted herein, no refund under this section shall be made to the processor
or other person who paid (or was liable for) the tax with respect to the articles
on which the claim is based, unless such processor or other person was the
consignor in the exportation.

The remainder of section (b) to remain unchanged from the Senate
draft.

Senator GEORGE. Is that not covered, Mr. Kent?
Mr. KCENT. I do not really understand that situation, because if

these people are not processors who paid the processhig tax, they are
certainly taken care of by section 601, and if they arc processors, all
that they have to do-

Senator GEORGE (interposing). I thought they came along with the
big bag people.

(Informal discussion.)
Senator GERRY. Would you like to look into that and report back?
Mr. KENT. Yes.
Senator GEORGE. Are there any other amendments to be con-

sidered by the committee?
Senator BAILEY. Are you ready for the amendment on oils and

fats? You will recall it was adopted yesterday. It was referred
to one of the representatives of the Treasury for redraft, and he
has redrawn it, and I think it is all right. If the committee desires
me to read it, I will read it. He has changed the structure, but he
has not changed the meaning or intent. He has made some adapta-
tions to the existing law that are necessary, but the purpose and
effect of the amendment is not altered. He used the word "article",
and I have added "merchandise or combination."

It is further provided here:
Notwithstanding the provisions of subsection (a) of this section, the first

domestic processing of sunflower oil or sesame oil, imported prior to the effective
date of this title, shall be taxed in accordance with the provisions of section 602w14
of the Revenue Act of 1934 in force on the date of the enactment of this act.

I think that is very wise. The other provision is not exactly new,
but it is different from what we had:

All taxes accrued or paid unler section 402 of the Revenue Act of 1935 on the
importation of glycerin or stearine pitch shall be remitted or refunded under such
regulations as the Secretary of the Treasury may prescribe.

You recall that on yesterday the statement was made about the
difficulty of ascertaining the duties on that subject and they never
have been able to resolve it, so the effect of this bill will be to remit
those duties and end those controversies, but the expert tells me there
is nothing in it anyhow.

I will offer the amendment and state that it is in accordance with
the amendment that I offered yesterday, but it is probably in much
better form.

(The amendment submitted by Senator Bailey is as follows:)

IEl
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ted TITLE V. AMENDM3N!S T6 PIn Aore
dingSvc. 701. TAX ON CERITAIN oIes.---The first sentence of section 601 (c) (8) of

the Revenue Act of 1932, as amended, is amended to read as follows:
,ind "(8) Whale oil (except sperm oil), fish oil (except cod oil, cold-liver oil, and

halibut-liver oil), marine-animal oil, tallow, inedible animal oils, inedible animal
fats, inedible animal greases, fatty acids derived from any of the foregoing, andsalts of any of the foregoing; all the foregoing, whether or not refined, suphonated,

aent sulphated, hydrogenated, or otherwise processed, 3 cents per pound; olive oil and
ssor sesame oil, provided for in paragraph 1732 of the Tariff Act of 1930, sunflower
icies oil, rapeseedoil, kapok oil, hempseed oil, fatty acids derived from any of the fore-
the going, and salts of any of the foregoing; all the foregoing, whether or not refined,

sulphonated, sulphated, hydrogenated or otherwise processed, 4% cents per pound;
any article, merchandise or combination, 10 per centum or more of the quantity
by weight of which consists of or is derived directly or indirectly from, one or
more of the products specified heretofore in this paragraph or in section 602% of
the Revenue Act of 1934, as amended, a tax at the rate or rates per pound equal

if to that proportion of the rate or rates prescribed in this paragraph or such section
802$ in respect of such product or products which the quantity by weight of the
imported article derived from such product or products bears to the total weight

all of the imported article; hempseed, rapeseed, sesame seed, and kapok seed, 2 cents
per pound."

the Sc. 702. PIOCESSINO TAX ON CERTAIN OILS.--(a) The first sentence of section
602% (a) of the Revenue Act of 1934, as amended, is amended to read as follows:

"(a) There is hereby imposed upon the first domestic processing of coconut oil,
palm oil, palm-kernel oil, fatty acids derived from any of the foregoing oily, salts

ck? of any of the foregoing (whether or not such oils, fatty acids, or salts have been
refined, sulphonated, sulphated, hydrogenated, or otherwise processed), or any
combination, merchandise, article, or mixture containing a substantial quantity
of any one or more of such oils, fatty acids, or salts with respect to any of which
oils, fatty acids, or salts there has been no previous first domestic processing and

and no import tax has been paid under section 601 (c) (8) of the Revenue Act of 1932,
.-red as amended, a tax of 3 cents per pound to be paid by the processor.

he "(b) Notwithstanding the provisions of subsection (a) oY this section, the first
domestic processing of sunflower oil or sesame oil imported prior to the effective
(late of this title, shall be taxed in accordance with the provisions of section 602%

he of the Revenue Act of 1934 in force on the date of the enactment of this Act."
(c) The last sentence of section 602% (a) of the Revenue Act of 1934, as

amended, is amended by striking therefrom the last comma and the words, 'but
does not include the use of palm oil in the manufacture of tin plate."

SEC. 703. MISCELLANEOUS PaovisioNs.-Nothing in section 601 (e) (8) of the
Revenue Act of 1932, as amended, shall be construed as imposing a tax in con-
travention of an obligation undertaken in any trade agreement heretofore entered
into under the authority of section 350 of the Tariff Act of 1930, as amended, or

first as imposing a tax on the importation of gylcerin or stearino pitch or on the im-
'tive portation of any article by reason of any component or such article derived directly
1021 or indirectly from a waste not named in section 601 (c) (8) of the Revenue Act of

1932, as amended. Section 402 of the Revenue Act of 1935, is hereby repealed.
All taxes accrued or paid under section 402 of the Revenue Act of 1935 on the
importation of glycerin or stearine pitch shall be remitted or refunded under such
regulations as the Secretary of the Treasury may prescribe.

the SEc. 704. EFFECTIVE DATE.-Tho provisions of this title shall be effective on
suchl and after the thirtieth day following the date of the enactment of this Act.

Senator GEORGE. Without objection it will be agreed to.
the Senator BLACK. I should like Mr. Seltzer to submit an estimate

where the present corporation income tax rate, retain the present

cnit Capital stock and excess profits tax,inpos a normal tax on dividends
of 4 percent, exernpV the first 20 percent of the adjusted net income,impose a 20-percefit rate on the next 20 percent retained; impose a

it 30-percent rate on the rest retained.
uc Alternatively, the tame thing except that you exempt the first 30,

and then the other two steps.
Then, P. third alternative, wherein in addition to the 20 and 30

percentexenptions, you have $15,000 additional exempted'

Ui
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I think that on the theory ,that,,it will get,.sQmething before us
.which would contain what I would consider the most practical
*cushion we could get. I think it is the best kind of a eushion,'and, I
believe some of them have to get cushions. .i

Senator GEORGE. In order that we may make some progress,' I
move that this committee report'the bill as it has thus far beenbuilded
in this committee. I donot care to press it tonight, bxlt I. want to
lodge that' motion. If anybody has any substitute, let thenmjjae
them ready.

Senator CLARK: You mean to report the bill including the pro-
visions that we adopted some 10 days ago?

Senator GEORGE. Yes.
Senator KING. But postpone vote until tomorrow, and that does

not preclude the offering of any substitutes.
Senator BLACKC. In order that there may be no misunderstanding 0

abolt the 18 to 1 vote some (lays ago, I stated at the time what my
position was.

Senator KING. Are there any other amendments or suggestions to
be offered?

Mr. KENT. There is one matter that I ought to Lring up here in
connection with Senator Lonergan's amendrrent. It merely refers
to the phraseology of the amendment at one point:

Provided, however, That the proceeds of policies on which the premium-paying
period is less than ten years shall not be deductible.

We are informed that you can get almost any arrangement for the
payment of premiums that you want, and that under this provision
it would be possible to have the policy in which 90 percent or 99
percent of the total premium was paid in the first year, and the bal-
ance of the premium, the small amount remaining, was spread out
over the 10-year period.

It was our thought that what the committee probably had in mind
was that those 10-payment policies should be that the premium under
such a policy should be substantially equal in amount, otherwise it
would be virtually the same as permitting a single premium policy
to be written for the purpoges of this amendment.

I merely bring that up for the consideration of the committee, and
inquire whether you would wish to have the experts modify the lan-
guage of the amendment in such a way as to provide not only for a
10-payment policy, but also that the premiums for each year of the
10-year period should be approximately equal in amount.

Senator LONEROAN. What is the advantage in that, Mr. Kent?
Mr. KENT. The advantage is this. You could have a man who is

very ill, and you would expect him to die. If he wiil pay a high enough
premium, he can get a policy from an insurance company, For
instance, he thinks he may (lie next year, and le has a large estate,
and he wants a million dollar policy, and if lie will pay a high enough
premium so the insurance company could be certain that it is not
going t( lose money on it, he can get a policy, and a mere proviso that
it should be written as a 10-payment policy would not affect fil situa-
tion very much because the policy could provide t6' the payment of
all but a very small amount of the total premium 'at the 'timO' the
policy was written, apd the purpose of the safeguardifig clause would
be sibstaitially defer.ted'unlss. that possibility 'wgre eliminated,
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Senator LONERGAN. I would like to have action on that deferred
until tomorrow.

Senator LA FOLLETTE. I think it should be eliminated. I move
that it be changed so that it will provide, for approximately 10 equal
premiums.

Senator LONERGAN. And I ask to have action deferred until
tomorrow.

Senator KING. There is no objection, then.
Are there any other amendments or suggestions?
(No response.)
Senator KING. Are there any administrative changes, Mr. Parker?
Mr. PARKER. No; we have no more ready. We may have one or

two more to submit before we get through.
Senator KING. The committee will stand adjourned until 10:30

o'clock tomorrow morning.
(Whereupon, at 4 p. m., a recess was taken until the following

day at 10 a. m.)
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