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REVENUE ACT, 1936

MONDAY, APRIL 27, 1936

UNrreED STATES SENATE,
CoMM1rTEE ON FINANCE,
Washington, D. C.

'I'he committee met in executive session, pursuant to adjournment,
at 10 a. m., Senate Finance Committee room, Senate Office Build-
ing, Senator Pat Harrison presiding.

dresent : Senators Harrison (chairman), King, George, Walsh,
Barkley, Connally, Bailey, Black, Gerry, Guffey, Couzens. Keyes,
La Follette, Hastings, and Capper.

Also present: Guy 1. Helvering, Commissioner of Internal Reve-
nue, Treasury Department; Herman Oliphant, General Counsel for
the Treasury Department; Arthur H. Kent, Acting Chief Counsel,
Bureau of Internal Revenue; George C. Haas, Director of Research
and Statistics, Treasury Department: A. S. McLeod, Statistician,
Treasury Department; C. E. Turney, Assistant General Counsel for
the Treasury Department; L, H. Parker, Chief of Staff, Joint Com-
mittee on Internal Revenue Taxation, and members of his staff;
Middleton Beaman, Legislative Counsel, House of Representatives.

The Cuamman., All right, Mr. Parker, '

Mr. Parkrr, We come to the question of the tax on foreign cor-
porations and nonresident aliens 1n the bill, and, with your permis-
sion, Mr. Beaman will explain that.

The Cratrman. All ri 1it, Mr. Beaman, to simplify it for us, tell
us_just what the present law is,

Mr. Beaman, 'i‘hat is just what T was going to do, Senator. We
shall take up first, if you will, the foreign corporations. :

The CuairmaN. You put the foreign corporations on the basis of
banks and insurance companies?

Mr, BeamaN. No, Senator. I will start ot by telling you the
sresent. law. Under the present law the foreign corporation is
taxed exactly like the domestic corporation, the same rate of tax,
but it includes in its gross income only income from sources within
the United States, whereas, the domestic corporation includes in
its gross income the income from all sources.

This bill divides the foreign corporations into two categories, First,
those who are engaged in trade or business within the United States,
or have an office or place of business in the United States. Those
foreign corporations the bill taxes 22.5 percent on all their income
from sources within the United States. In other words, it is exactly
like the present law as to that class of corporation, except the rate
is put up to 22.5 percent.

A foreign corporation not having an officer or place of business in
the United States and not engaged in trade or business in the United
States is taxed 15 percent on certain specified sources of income, of
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course, from within the United States, and those ave, generally speak.
ing, interest, rents, dividends, and the fixed or determinable annual
periodic payments, not including things like capital gains, the kind
of income on which the withholding is now required.

The CHalrRMAN. Give us an illustration of that.

Mr. Beaxan. Where they get interest on the bonds of a domestic
corporation, or where they get dividends from the stock of a domestic
corporation, or they get rent.

The Cuammyan. Take a foreign corporation that has no office
in this country, its business is wholly in the other country except it
owns some stock here,

Mr. Beaman. If it does business here, Senator, it is taxed in the
other category, 22,5 percent on all its income from sources in the
United States. If it has no business here, we will say, for example,
it is an investment trust in London. If it has in its portfolio stock
in domestio corporations, bonds in United States corvorations, and
draws its income from those sources, it is taxed 15 percent on the
income from those sources,

The CrairsaN. On what it makes in this country?

Mr. BeamaN., On what it makes in this country, 16 percent flat,
without any deductions against this income. The tax is expected
to be collected largely by withholding. Of course, the corporation
is liable for the tax. If the withholding agent does not take it out,
the corporation is still liable for the tax, and there is a provision in
the bill that the commissioner, under regulations, can exempt foreign
corporations in this category from the requirement of filing returns

sto such an extent as he finds advisable. 1 think if the wit%holding
system works well there will be no need for feeling worried about it,
because the tax has been collected ; there will be no deduction. It is a
flat 15 percent on this class of income,

Senator Couzens. The matter will be aided, though, if the Com-
missioner will be sure that he has adequate returns, whether they
file a return or not.

Mr. BeamaN, Sure. That is all there is to the foreign-corpora-
tion provision,

Now, the nonresident alien individual under the present law again
is treated just like a resident of the United States subject to normal
tc?tldt surtax, but only on his income from sources within the United
weates.

Senator Couzens, He is not required to file returns?

Mr. Beaman. He is required to file returns.

Senator Couzens. He is?

Mr. Beaman. Under the present law I am speaking of,

Senator Couzens. Do we require a return to be filed by an alien
resident, a resident who lives abroad? '

Mr. Beaman. I think there is some trouble in getting the tax out
of him. Theoretically he is supposed to file a return. Of course, if
he has property in this cotntry you can collect the tax,

This bill makes a very decided change in that system. Here again
the field of nonresident alien individuals is divided into two classes,
like the foreign corporation. Those who are engaged in trade or
business in the United States, or have an office or place of business in
the United States remain subject to the normal and surtax just as
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the present law on all the income from sources in the United States
and is subject to the duty to file a return just the same as at present.

The Cuarraman. That is on the business in the United States?

Mr, Beasman. That is on all their income from sources within the
United States, whatever it may be, whether from the business in
which they are engaged here or their investments. A nonresi-
dent alien individual who is not engaged in trade or business in the
United States, or has not an office or place of business here, is taxed
a flat rate of 10 percent on the same items of -income that I just
told you that the foreign corporation was taxed 15 percent onj in
other words, dividends, interest, rent, salaries, wages, and all fixed or
determinable annual payments, not including caplmi gain.

The Crairman, Why is he taxed 10 percent?

Mr. Beaman. Senator, I cannot go into that. Mr. Parker can
tell you later on. I just want to explain to you what it is.

The Crramman. I just wanted to know what the reason advanced
was for fixing that 10-percent rate.

Mr., Beaman. It seems to be obvious that the committes thought
that was the fair rate.

Senator Groree. What is the present rate?

Mr, Beaman. The present rate is the rate applying to him under
the normal tax and surtax, just like the resident individual, except
that there is no tax on income from other than sources within the
United States.

Senator GEorge. Yes.

Mr. Beaman. Now, this 10-percent tax on nonvesident alien indi-
viduals contemplated by the Ways and Means Committee will be
collected in almost every instance by the withholding at the source,
and again the Commissioner is given power, under regulations, to
exempt these people from filing a return. They have no deductions
against these items and so there is no particular need for a return if
1{19 withholding agent has done his duty and withheld and collected
the tax.

Senator Couzens, Is there any penalty on the agency if it does
not collect the tax? :

Mur., Beasan, Oh, yes; it is liable for the tax.

Senator Couzens, How do you get service on him?

My, Beasmaxn. If he has an oflice here you can get him.

The Cuamyan. If he does not have an office here, how do you
get service on him?

Mr. Beaman. If he does not have an office here, the only thing
you can do is to levy on the property that you can find here. The
result is at the present time that there are a great deal of taxes from
nonresident alions that we are not getting. Practically about all
wo get is by withholding from the fellows not engaged in business
here. At the present time the withholding rate in the case of the
nonresident alien is 4 percent. Of course, this bill withholds at the
same rate as the rate of our tax on him, namely, 10 percent.

Senator Couzkns. In other words, if he owned a lot of United
States Government bonds we could not collect any surtax from him?

Mr, BeamaN, You mean United States bonds?

Senator Couzens, Yes.

Mr, Braman. They, of course, are not subject to tax.

Senator Couzens. Yes; but they are subject to surtax.
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Mr. BeamaN, Not in the hands of the nonresident alien. )
Senator Couzens. Not in the hands of the nonresident alien?

Mr, Beaman. No.

Senator Connarny, Why?
Mr. Braman. Because the Congress said they could not be taxed.

Mr. Kent. There was a provision to that effect in the victory-loan

Iaw,
Senator Gerry. How can you collect the surtax on the non-

resident ?

Mr. Braman. If he has any duty, under the law, to file a return
and you assess the tax on the return, and if he has got any propertly,
you distrain on the property. As I say, it does not work so well, In
other words, we are not getting the tax, I am informed, out of these
people that we ought to.

That is what I say, that it was one of the compelling reasons in the
Ways and Means Committee of getting at least 10 percent out of the
Eeople that have no place of business here, getting at least 10 percent

y withholding.

Senator Gerry. What I am getting at is what you would collect
under the surtax is the amount of property that he has here.

Mr. Braman. That is right.

Senator Couzexns, If he has a railroad bond there would be no
way of withholding at the source; there is no way of collecting the

tax.
Mr. Beaman, The railroad withholds the tax when he cashes the

coupon,
Senator Couzens. If it is a beaver bond?
Mr. Beaman, Everybody has to file a certificate when they cash

a coupon.

Senator Couzens. Even on the present bonds!

Mr, Beaxay, Oh, yes. The bank will not take the coupon you
dleposit unless there is a certificate attached to it showing the owner-
ship. -

Sl'onator Gerny. Do not the English collect the surtax on the non-
residen} alien, or the tax on the nonresident alien on the amount he
spends!

IMr. Beaman. I do not know, sir. Does anybody know ?

Mr. Parker. What is your question again, Senator? Do not the
English collect a tax on the nonresident alien? If he resides in the
country more than a certain length of time on what he spends?

Senator Gerry. Yes. )
Mr, Parxer. Yes; if he resides there. The nonresidents do not

get any credit, of course, like the residents do in respect to the British
corporate tax paid at the source. The residents, when they get a
dividend from an English corporation, 22.5 percent being withheld
at the source, get a credit for that against their tax.

Mr. Beaman. There is one further change.

Senator Barxkrey. What page are you on?

Mr. Beayax. I am not discussing any particular pa{;

1 e, Senator.
Under the present law the nonresident alien individua

has a per-

sonal exemption of $1,000, whether married or single. He has the
rendents only if he is a resident of a contiguous country,
exico. This bill, in the first place, takes away the credit
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for dependents from the resident of Canada or Mexico. It keeps the
personal exemption of $1,000. The personal exemption can be used
only as against the part of the net income attributable to compensa-
tion for personal services, If his income is from other sources than
personal services he gets no personal exemption at all,

Now, that disposes of the changes, with one exception. You no-
tice, as I said several times, that these foreign corporations and non-
resident aliens, are taxable only on their net-income sources within
the United States. The present law, in which this bill makes but
one change of importance, lays down numerous rules to determine
that, and under the present law one of those rules is this: Suppose a
shareholder in a foreign corporation, whether that shareholder be an
individual or another corporation, receives dividends from a foreign
corporation which derives income from United States sources.
The present law lays down the rule that if the foreign corporation
paying the dividend derived for the 3-year period preceding more
than 50 percent of its gross income from sources within the United
States, then all the dividend it pays out shall be considered as
income in the hands of the shareholders from sources within the
United States,

For instance, suppose the foreign corporations under the pres-
ent law derives 60 percent of its income from sources within the
United States, and it declares out a $100 dividend; the present law
gays the whole $100 is income from sources within the United

tates.

That did not meet with the approval of the Ways and Means
Committee, and théy have clmngec{ it in two respects. First, they
changed the 50 percent to 75 percent, so that a foreign corporation
must derive 75 percent of its gross income over the 3-year period
preceding, and then when it declares out the dividend there is con-
sidered as income from sources within the United States only the
same proportion of the dividend as the income of the corporation
from sources within the United States. In other words, if a forei
corporation gets 80 percent .of its income from sources within the
United States and declares out $100 dividend, $80 of that dividend is
consideved income from sources within the United States.

Senator ConnaLLy. But if it is under 75 percent?

Mpr. Beaman. Under 75 percent, that is not prorated.

Senator ConnNarLLy. That is not fair, is it? ’

Mr. BeaMan. I am not arguing that. :

Senator ConnNarnry. I understand that. That is not just, it seems
lo me.

Senator Couzens, Have you had any difficulty under the exist-
ing law where you collectedy the whole 100 percent?

r. Beaman, There have been, Senator, great complaints, and
justly so. In fact, most of us feel there is very serious legal ob-
jection to doing it.  Simply because a corporation makes 51 percent
of its income from sources within the United States, to say the
foreign stockholder is going to be taxed on the whole $100 dividend
he gets, when only $51 of it came from the United States is, I think,
very doubtful,

Senator Couzens, How long has that been the law? It seems
to be wholly inequitable.
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Mr. Beaman. That has been the law for quite awhile; since 1921,
I think. There have been great objections to it, and the objections
have been getting louder and louder.

The CuAmrMAN. What is the view of the representatives of the
Treasury ¢

Mr. Beaman. They are heartily in accord with this thing.

The CuamrmaN. They are in accord with what the House did?

Mr. Beaman. I think so. Is that right, Mr. Kent?

Mr. Kenr. In a general way. There may be one or two changes
that we would want to suggest when the committee comes to con-
sider the specific provisions of the bill. We are in favor of the

eneral principles of thig plan, largely for the reason that the col-
ection of foreign taxes, taxes from nonresident alien individuals
who are personally beyond our reach, has proven to be extremely
difficult and rather ineffective from a revenue point of view. It
does not work out uniformly. We have to rely largely upon the
honesty or the willing cooperation of the nonresident individuals,
and that is impossible to obtain in a great many cases. We believe
that, taken as a whole, the plan which 1s set forth here will benefit the
Government from a revenue point of view. We will get more
money and we will get it more easily than we have been able to, do
under the present system..

The Cuamsran. You apply the same theory, then, that we apply,
to reduce the rate in order to collect more revenue? :

Mr. Beaman, That is right. I might say also that this plan
corresponds, in a general way, while there are.differences in detail,
with the plan which other countries having an income-tax system
have come to; that is, they do not in general rely upon returns as
a method of collecting the taxes from nationals of other countries,
particularly on investment income derived from the taxing coun-
try. They have relied mainly upon imgosing a certain rate of tax
and withholding that tax as far as possible at the source.

Mr. Beaman. May I say right in that connection, Senator, that it
is not entirely a reduction in tax, In some cases it is an increase
in tax.

Mr, Xent. Yes; that is true,

Mr. Beaman, For instance, in the case of a foreign corporation,
engaged in business here, the bill puts a rate of 22.5 percent on it.
Of course, that is an increase in the rate. The rate on foreign corpo-
rations not doing business or having an office is about the same as
the present law. :

In the case of a nonresident alien individual, those doing business
here, this bill leaves them as they are now, subject to the normal and
surtax. Those who are not engaged in business here, who are subject
to this IO-H)ercent flat rate, of course, if they are deriving a large in-
come, would, under the present law, be subject to surtaxes. It is a
lowering of the theoretical rate. As to whether or not it is a lower-
ing of the actual rate, it may be, as to some particularly honest
.men who_have been in the habit of filing returns and paying
surtaxes, I think there is good ground for believing that it is, in

effect, a raise on them. In fact, we withhold 10 percent on them
rather than the present rate of 4 percent,
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The CrammaN. You say you are making it more liberal; you are @ unc
raising the 50-percent proposition to 76 percent?
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Mr. Beamax. That is just in one nariow provision.

Senator Kino. You mentioned the foreign corporation. As you
may know, in Mexico, for instance, most, if not all, of the Latin-
American States have 2 provision where a foreign corporation may
not operate within those countries. Take Chile, take Mexico. So
what do the mining companies, big and little, who have an interest
in Mexico do? What are the men compelled to do, particularly in
Mexico, in view of that situation? They have got to organize a
Mexican or Chilean corporation, then they have got to put all the
stock, every share of it, in the possession of those respective gov-
ernments, and the corporation here has to become a holding com-
pany, has to advance the money and the operations are conducted
there. Now, what would you do in a case of thdt kind? All the
dividends are declared in Mexico, but they are the result of capital
which has been furnished by the foreign company here. The smelt-
ing companies and mining companies have, as it is required there,
perhaps two or three corporations to operate a mine, and all the
stocks of the corporations are deposited as collateral with the re-
spective governments in which those corporations operate, and the
holding company is in the United States. Supposing they declare
a dividend there, what halppens?

Mr, Beaman. The dividend comes to the holding company %

Senator King. The dividend comes to the holding company.

Mr. Beaman, If it is included in the income they pay a tax
according to the bill.

Senator Kina. It would be practically confiscatory, would it not?

Mr. Beaman, I do not quite see why. Why is it confiscatory any
more than if the holding company had a subsidiary in New Jersey?

Senator King, Of course you have heavy taxes down there that
you have to pay. _

{r. Braman, They have a credit for foreign taxes. This bill
does not disturb the present law in that respect.

If there are no further questions about the foreign corporations
and nonresident alien individuals, there are two very narrow and
restricted classes of corgorutiOns to which the bill gives only a 15
percent rate, instead of bringing them under the new plan, and they
are, first, the corporations who are dealt with in section 251 of the
present Taw and in this bill. The present law provides that a do-
mestic corporation conducting an active trade or business in one
of our possessions, say Puerto Rico, and gets 50 percent or more
of its income from the conduct of that trade or business, it has passed
the first examination for the purposes of coming under the provision.
The second examination is: Did it derive 80 percent or more of its
aross income from sources within that possession? If it does it is
treated under the present law practically like the foreign corpora-
tion, namely, it is taxable only on its income from sources within
the United States, :

The Cuairsran. That is seclion 261

Mr. Beaman., Section 251,

Senator Bargiey. Page 189.

Mr. Beaman. Now, that kind of corporation did not sesm to the
Ways and Meang Comiiittee to be very well susceptible to treatment
under the new plan. Therefore they have taken them out and given

63884—pt, 2—386-——2 '
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them a 15 percent flat rate instead of dealing with them under the
new plan, :

The second class that the 15 percent flat rate was given to is the
China Trade Act Corporation which, under the present law, was
given a special exemption or credit, and I will be glad to explain it
if you like. It is very complicated, but the situation is such, tech-
nically, that it seemed almost impossible to work out and bring them
under the new bill. Therefore the committee recommended to give
them a 15 percent flat rate. I will be glad to explain to you, if
you desire, llmw it comes about, and what the trouble is.

Senator Couzexs., You might explain it. T would like to know
about it.

My, Beasan, All right,

Senator Connarny. What do they pay now under the present rate?

Mr. Beaman, I will explain that.

Senator Barkrey, The definitions there in sections 1, 2, and 8 are
a little confusing. It pays 80 percent or more in the case of the
citizens of the United States.

Mr. Beasan., We are only dealing now with the corporations.
There is no change in the citizens. What I was saying, t‘lis refers
to the corporations only.

Senator Barxkrey, “Gross income” means only gross income from
sources within the United States?

Mr, Beaman. That is right.

Senator Barkrey. It says:

If 80 percent or more of the gross income of such ecltizen or domestic cor-
poration (computed without the benefit of this section), for the 3-year period
fmmediately preceding the close of the taxable year (or for such part of such
period immediately preceding the close of such taxable year as may be appli-
cable) was derived from sources within a possession of the United States.

That seems to state here an identical condition, but you have got
two different percentages there.

Mr. Beaman, As I say, in order to get to first base under section
251, Senator, you must get 50 percent of your income from the active
conduct of the trade or business, not from holding investments in one
thing and another, but the active conduct of the trade or business.
Now, when you get to first base doing that then to get further you
have got to prove that 80 percent of your gross income from all
sources came from sources within that possession. TFor instance, n
corporation investment trust in New York which got 100 percent of
its Income from Puerto Rico through investments in Puerto Rican
corporations, which did nothing but sit in New York and clipped the
coupons and cashed the dividend checks, is not entitled to this relief,
because it has not gotten to first base to get 50 percent of its income
from there, in fact, none of the income came from the conduct of its
business there.

Senator BarkrLey. The 80 percent does not apply unless numbers
(2) and (3) apply?

r. Beaman, ’i(hat is right. Now, as to these China Trade Act
Corporations. Under the present law the rate of tax on them is the
same as any corporation, on their net income, but the law provides
that they are given as a special credit against that net income an
amount which equals the snme proportion of their net income from
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China as the par value of stock owned by a certain class of people.
1 will come to that later, if you want me to.

To get the idea through your head, as the proportion of the blue-
eyed stockholders bears to the entire amount of stock. For instance,
if the corporation’s net income was $100, and $80 of that came from
sources within China, you now look and find that the blue-eyed stock-
holders are 50 percent of all the stockholders, therefore, they get a
credit against the $100 of 50 percent of the amount of the income
from that source, which is $40. So they get the credit against the
$100 of $40, which we will assume is taxed at the 15-percent rate,
that results in a reduction in tax of $6. Is that clear? I will say
it again,

Senator Couzens. What about the brown-eyed stockholders?

Mr. Beaman. The law says they get a credit for that same pro-
portion of $80, namely, income sources within China, as the par
vc;.lulo of the stock owned by the blue-eyed stockholders bears to the
whole,

The CuairkmaN. Where do you get the expression “blue-eyed”?

Mr, Beaman. There is a whole list of them here.

'.}‘,l;c Cuairman., Where do you get the term “blue-eyed stockhold-
ers

Mr. Beaman. That is just descriptive.

Senator ConnNaLLy. Are these stockholders living within the
United States? What makes them blue-eyed?

Mr. Beaman, I want you to get the effect first. I will come to
that a little later. That is the way the credit is computed, if you
follow me. There is a tax saving of $6.

Now, the law further provides that in order to get that $6 tax
saving the corporation must distribute to these same {;lue—eyed stock-
holders a special dividend over and on top of all of the dividends
equal to the $6, or if it distributes this special dividend to the blue-
eyed stockholders to the extent of $3 then the corporation only gets a
$3 tax saving.

Senator ConNaLLY. In.other words, they give back to the blue-eyed
stockholders what they save on the tax by reason of the blue-eyed
ones being in favor of the tax?

Mr. Beaman. That is right. Now, it seems apparent from that
set-up that the new plan does not fit it, because how much of the
tax -was saved depends on how many dividends were distributed,
and whether you should count the special dividend in that instance.
It just seems perfectly hopeless to try to think that through. Inas-
much as the amount of revenue, derived from these corporations any-
way was not very great, it did not seem to the committee it was wise
to complicate the law further by applying the new plan, so they gave
them a 15-percent flat rate. If the corporation or the stockholders
are blue-eyed, and all the income sources are in China the?r do not pay
any tax at all under the present law. T think the total amount of
money collected from that source is less than $200,000. One hundred
and eighty thousand dollars is my recollection of the total.

Now, Senator, you wanted to know who the blue-eyed stockholders
are:

Persons resident in China, the United States, or possessions of the United
Stn'tes, and (2) individual citizens of the United States or China, wherever
resident,
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Senator Bargrey. Where is that?

Mr. Beaman. Page 194, That is the present law.

S;nator Connawry, That gets pretty nearly everybody, does it
not
. l\lgr. Beaman. Very much so. It does not get a Frenchman living
in Paris,

Senator Gerry. What page is this?

Mr. Beaman. Page 194 is the list of blue-eyed stockholders.

I think that comp%etes everything in title I, Senator, that needs to
be explained at this time. Mr. Parker already called attention to
section 351 of the present law,

Senator ConnNarLy. Under this law a blue-gyed person, either a
German, Frenchman, or anybody, if he lives in China and owns stock,
he %ets the ‘benefit of this exemption?

Mr. Beaman. The corporation gets it. :

Senator ConnNarnry. The corporation gets it; then it is rebated
back to him? It may be an Englishman or anyi)ody else?

Mr. Beaman. As I say, the present law is set up so that the cor-
poration does not pay much tax.

Senator Barxrey, There is no change there anyway from the pres-
ent law, is there?

Mr. Beaman. No; no change whatsoever.

Senator Kine. I think we should keep in mind the reason why
we give an apparent benefit privilege to these Chinese corporations
if the stockholders are in the United States. The English, and all
European nations were setting up corporations there and were get-
ting a large amount of trade, and the Americans wére not so ad-
vantaged, so we passed the law to encourage them, to protect Anieri-
can capital, Americans who made investments in China.

Senator Barkrey. It is an effort to create another revenue for get-
ting rid of some of our surplus products.

enator Kina. To encourage trade and commerce between the two
countries, instead of having Great Britain and Germany getting all
the foreign trade in the Orient. We wanted to get a part of it, and
this Chinese Trading Act was the outgrowth of the investigations
which were made.

Mr. Beasman. Title II of the bill, on page 228, deals with the
capital-stock and excess-profits taxes. It has reduced the rate of the
present capital-stock tax. : '

The CrammmaN. My, Parker referred to that the other day.

Mr. Beaman, Then I do not need to repeat it now. -

The Crammmax. I think he explained that the other day. :

Mr. HerveriNg. Mr. Chairman, if the committee would like to
take this suggestion, I would like to have tho statistician of the Treas-
ury discuss this survey on this tax before we start on the windfall
and the other amendments. 4

The Caamman. Yes; let us take up one subject at a time.

Mr. McLrop. We are going to distribute small copies of this
chart and the statistical data which underlies the basis of the esti-
mates.

The Cuamrman. All right.

(The chart and table referred to is as follows:)
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Ratimated number of individuals and digiribution of individual net income dy
net-income classes, calendar year 1936

Number of individuals

Net income classes (thousand dollars Tgxable Nontaxa-
{ ) mader. | Additionsl | bl u‘x?éer Alﬂ,‘gg‘;’;?‘ Grand
taxable ! presont ble ! total
law
18,772 | 11,312,228 44,000 | 12,248, 000
21,208 | 1,110,794 32,% 1.&1)3.%
147 . 512, 000
429, 579
11835
17, 261
%%
1,161
612
208

191,302 | 13,031,698 141,000 | 16,051,768

Net incomae (in millions of dollars)

Net income classes (thousand dollars) Taxable Nontaxa-
¢ under | Additional | ble under A&‘gg‘;ﬁ?‘ Grand
present taxable ! present bla i total
law law
1,379 30 18, 443
1,215 57 4,160
1,787 of 3, 607
, 530 120 2,440
2,499 538 3,037
, 445 306 2,751
1,311 675 2,046
13 381 1,204
2562 365 617
282 230 518
140 317 457
143 280 423
185 607 792
J14,101 24,015 40, 585

1 Assuming that all corporate earnings were distributed.
1 Exclusive of $370,000,000, the estimated additional amount which would be distributed to tax-exempt

institutions, ete.

The Cuamatan. All right, Mr. McLeod, you may proceed.

Mr. McLeop, Last October and November, when we prepared the
Budget estimate we estimated the amount of individual income and
the amount of corporate income for the calendar year 1936. At that
time wo estimated a tax liability of $1,182,000,000 on the basis of
1936 calendar incomes, of which $964,000,000 was from the corporate
tax, $163,000,000 was from the capital surtax and $5,006,000 was
from the excess-profits tax.

Now, under this bill we propose to repeal each of those taxes and
substitute a tax which would be based upon the undistributed net
income of the corporations. '

The question arises as to how, when we repeal $1,132,000,000 of
revenue through those taxes, we could raise that amount of money
and $620,000,000 additional revenue. This chart points out how
this would result, assuming 100-percent distribution of 1936 corporate
earnings to individual stockholders.
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Now, the small chart which you have there, which is a duplicate
of this large chart—-

The CuairMan (interrupting). Mr. McLeod, before you state that,
how near did your estimate come this last ycar on the various
incomes?

Mr, McLzop, Well, last July we made our last estimate of individ-
ual and corporate income for the calendar year 1935, March of
this year is the first indication we get in the form of collections as
to the nccuracy of those estimates, and we collected about 1 percent
more than we estimated, that is, the individual income taxes and
corporate taxes were 1 percent more than estimated.

The Cmammmax. That is about as close an estimate as you have
experience on any of these tax proposals?

My, McLron. I think it is. It came out very closely this year,

Senator Kixa. T did not quite understand you, Mr, McLeod. Is
it your proposal that we col?ect $1,300,000,000, approximately, from
corporate and individual income taxes for the past and six-hundred-
and-some-odd million in addition, so your proposal is that we collect
practically $2,000,000,0007?

Mr. McLron. My proposal is this. that we have estimated as a
tax liability for the calendar year 1936, $1,132,000,000 from corporate
taxes.

Senator Barkrey. Under the present law?

Mr. McLrov. Under the present law. That would apply to cor-
porate taxes, capital-stock {axes, and excess-profits taxes. Now, in
addition to that we estimate $1,153,000,000 from the individual in-
come taxes. We propose to repeal all the corporate taxes and
through this proposal, through t}m proposed bill, raise $1,132,000,-
000 that we are giving away and $620,000,000 additional revenue.

On this chart we are pointing out how that would occur, assuming
that 100 percent of the corporate earnings in 1936 were distributed
to the individual shareholders in that year.

Now, the small chart which you have there is a duplicate of this.
It is not in colors, but the yellow in this legend corresponds to the
black on that smail chart, the blue corresponds to the double hatch-
ing on the left, which represents the taxable net income, and the
red, which corresponds to the single hatching on the small chart,
represents the nontaxable net income. Nontaxable net income is
not involved in the estimate.

Senator Barxrey. Let me ask you there: Taking the $1,182,000,000
which you now get, plus $620,000,000, makes a total of $1,752,000,000
that you have got to raise. Is that out of the corporation tax or
out of all of the taxes included in this bill?

Mr. McLrop. That is out of the corporate taxes, exclusive of all
other taxes,

Senator Barkrey. Exclusive of windfall, excess-profits taxes or
anything else?

Mr. McLrop. That is correct.

Senator Xina. That does not include the supposed increased indi-
vidual income tax?

Mr. McLeop. The only increase in the individual income tax
would be that attributable to the changes in the rates under the
1935 act. Individual income-tax liability is estimated at $1,153,-
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000,000 for the calendar year 1936 and this figure is exclusive of the
estimated increase under this bill,

Senator Kina. You are assuming that the individuals would
veceive a larger income?

Mr, McLeop. That is right.

Senator Kina. You are assuming that under this bill because of
the dividends which would be distributed to them.

Mr, McLrob. That is correct.

Senator Kine., Therefore you are assuming that the income tax
for the next year will be larger than the income tax under the
present laws?

Mr. McLrop. That is correct. I might summarize that by saying
that we estimate, if this became effective and if 100 percent of the
corporate earnings were distributed, that individuals would receive
about $4,768,000,000 in additional income in the form of earnings
from the corporate earnings which we estimate would be withheld
from the shareholder in the calendar year 1936, and that is the basis
of the additional revenue. Of that $4,768,000,000 we estimate that
$4,015,000,000 would become taxable in the hands of the individual
shareholders.

Senator I.a Forrerre. Under existing law?

Mr. McLeob. That is correct, under existing law.

Senator La ForLerre. In other words, assuming 100 percent dis-
tribution, if you apply the present normal and surtaxes to that 100
percent distribution you expect to get somewhere around $625,000,000
of additional taxes?

Mr. McLrop. Of additional taxes over what we estimate under
the present law, that is correct.

Senator Kinag. As a predicate for those estimates you would
actually know the number of stockholders in all of the corporations
which you say have these large earnings to distribute, and then
ascertain the holdings of the individual stockholders, so that you
could determine whether or not they fall under the surtax provisions
of the existing law, or whether they are confined only to the normal
tax, or whether they are taxable at all? ‘

Mr. McLeop. I was coming to that. We have a record every
year of how dividends fall in the individual-income brackets. We
know how much net cash dividends were paid out to the stock-
holders—to the individuals. We also have a record for the latest
available year of the number of individuals who actually received
dividends and the income bracket in which they fell. :

Now, there is nothing new in making this estimate. The only
new factor is that which is involved in estimating the total amount
of corporate income. Each year when we prepare the Budget esti-
mate we have to estimate the various sources of income to indi-
viduals, wages, salaries, rent, royalties, dividends, capital gains, and
so forth, So the only new problem that is involved here is one of
magnitude.

enator Gerry. Do you know how much you would get from each
class of corporation—by that I mean small corporations of under
$10,000—how much they pay out in dividends, or how much they
would pay out?

Mr. McLeop. We know the net income by income classes of the
various corporations, running from the small brackets up to the
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highest braclets, and from that we can estimate the total amount
of net income and the probable amounts that would be distributed.

 We do not know just exactly how much dividend is distributed by

corporations in each of the net-income classes, but we know how
much dividend is distributed by all the corporations, and from our
knowledge of the distribution of these dividends into individual
shareholders’ hands we have a pretty good picture of how this bill
would work out. :

Senator Grery. As to these corporations that come under this
$10,000 class, have you estimated how much they would distribute
in income, the small corporations?

Mr. McLeop. If there were no such bill as this bill?

Senator Gerry. Noj; under this bill,

Mr, McLeov. We have made various assumptions as to amounts
distributed. This particular illustration is based on 100-percent
distribution by all corporations, whether large, small, or intermediate.

Senator Gerry. I understand that. I mean, have you gone fur-
ther and broken it up so that you know how much each class would
distribute? In other words, you take the small corporation that yon
are talking about here, which you have got in the bill, of $10,000.
Do you know how much that distributes as compared with other
corporations?

Mr. McLrob. We do not know exactly how much they distribute.

Senator (Gerry. Have you got any approximate estimate of how
much they distribute?

Mvr. McLeon. That varies from year to year.

Senator Gerry. I mean. on the same basis that you have worked
this ont.  You must have a basis to work this out for all of them.

Mr. McLron. But we did not work it out necessarily by the size
of each corporation.

Senator Grrry. Well then, you haven’t got any figures on that,
showing that the amount of distribution by small corporations is a
certain amount?

Mr. McLkon. We do not know exactly how much they distribute.

Senator Gerry. Have you got any approximate estimate on that?

Mr, McLeon. On the small corporations?

Senator Grery. Yes.

Mr. McLeop. No; we have not.

Senator Gerry. Do you know how many stockholders the small
corporation has?

Mvr. McLEop. I do not know that.

Senator Gerry. Have you got any figures on that at all, that is,
as to the different grades, the different sets?

Mr. MoLzxop. As to the percentage that the various-sized corpora-
tions distribute?

Senator Gerry. Yes; and how much they distribute.

Mr. McLron. We do not have that for each size of corporation,
because we did not believe it was necessary in making the estimate
to have that material.

Senator Couzens. If you state a different rate for the $10,000
group, don’t you have to have an estimate for that?

Mr. McLrob. We have provided a special set of rates for corpora-
tions with net incomes under $10,000.
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Senator Couzens, If you have no figures as to the distribution of
those $10,000 corporations, how do you fix the estimate of revenue
in that group? _

Mr. MoLkop. Oh, yes; we have the amount of the net income by
those corporations under $10,000. '

Senator Couzens. That is what the Senator from Rhode Island
is trying to get,

Senator Gerry, That is what I am trying to get.

Mr. McLeon. I thought you were emphasizing how much divi-
dends they distributed.

Senator Gerry. I am trying to find out how much they had and
hlow much they would distribute under this bill, in the different
classes. :

Mr. McLroo. Yes; we have a table which, I believe, was placed
in the hearings of the House Ways and Means Committee, which
shows by various brackets the amount of income and the number of
corporations in those brackets. That has been released.

Senator Gerry. And the amount which you distribute under this?

Senator La Forreraes. I assume it is 100 percent.

Senator (ierry. I am taking his table. The Senator from
Michigan stated what I had in mind.

I would like to ask another question: Do you know how many
stockholders there are in those different groups?

Mr., McLron. We do not know how many stockholders there are
in those different groups, we only know how many individuals re-
ceived dividends, by income brackets, from all corporations.

Senator Kine. As I understand, you are predicating your figures
upon the assumption that there will be 100 percent distribution of
dividends. Now, supposing that many of these corporations would
retain, for expansion of business or other legitimate purposes, say,
10, 15, 20, 30, or 40 percent of their net income, then the amount
which youn say would be received would, upon the theory that the
100 percent is distributed, not be accurate, would it?

Mr, McLeop, The amount that would be received by the indi-
vidual stockholders would, .of course, be less, but we have rates
adjusted on the amounts retained, that is, the corporate rates which
the corporation would pay based upon the amount it retained, and
we know upon the basis of the amounts that would be distributed
under those percentages of retention what the tax would be to the
individual stockholder. Up to 30-percent retention there is very
little difference in revenue. Above 80.percent there is considerable
increase in revenue to the Federal Government,

Senator Georep. In other words, the corporate rates on the reten-
tion you figure will get you the same revenue. In one instance you
get part of it out of the corporation, whereas, when there is 100-per-
cent distribution, you get it all out of the individual stockholders?

Mr. McLeob. That is correct.

Senator La Forrerre, Mr. McLeod, as I understand, what really
happens is that by subjecting these corporate profits to taxes, assum-

)00 ing 100-percent distribution in the hands of the individuals, you get
about $625,000,000 of additional revenue as the result of stopping
- the avoidance of surtaxes and applying the normal tax to dividends?

63884—pt, 2—36-——3
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Mr. McLeon. That is right, In other words, most of the revenue
that would result under this plan would come from the higher sur-
tax brackets, which I will point out later on this chart.

Senator La Foruerre. Taking the amount that would be taxable
under existing law, which I understood you to say was about $4,015,-
000,000, what percentage of those corporate profits would fall into
the hands of or be distributed into the hands of individual income-
tax payers who now pay in excess of 16 percent? .

Mr. McLeop. I am going to present another chart to point

that out. i ) .
Senator Lia Fourerte. I do not wish to interrupt your chain of

thought,
Mr. McLeop. I think it would be clearer in the form of another

chart,
Senator La Forierre. Very well,

The CuarmyaN. You may proceed.
Mvr. McLrop, Now, the blue section of the u)l)per deck of the chart,

this being the income class, and the horizontal bars representing the
amounts of net income in billions of dollars, in the blue section of
the chart are the amounts of income subject to tax under present
law which we have estimated for the 1937 Budget. The blue sec-
tion represents the additional income, net income, which would fall
in the various brackets as the result of this proposed bill,

Mr. Parker. Noj; the yellow.

Mr. McLeop. The yellow, rather.

Senator La Forrerre. The black on this small chart.

The CHAIRMAN. You mean the yellow corresponds to the black?

Mr. McLeop. The yellow corresponds to the black on your chart.
Now, the red section merely represents individuals having net in-
comes which are not taxable under present law because of personal
exemptions, credit, and so forth.

Now, as the result of this proposed bill, assuming 100-percent dis-
tribution, we estimate, for example, in the first bar, $1,000 to $2,000,
one and four-tenths billion dollars of net income and only $30,000,-
000 additional taxable income as the result of the increased distribu-

tion of dividends.
In the next bar we estimate one and two-tenths billions under pres-

ent law.

Senator La Foruerre. That is $2,000 to $3.000%

Mr. McLrop. That is right, in the class of $2,000 to $3,000. $57,-
000,000 of additional income would become taxable as the result of
the increase in dividend distribution.

I might say that the lower section of the chart, which has the
same income class gradation, shows the number of individuals who
would be taxable under present law as to those various brackets,
and the additional number of persons who would become taxable
as_the result of the increase in the dividend distribution.

For example, in the first bar—$1,000 to $2,000—we estimate,
under present law, there would be 878,000 individuals taxable.
As the result of the proposal we estimate only 19,000 additional
individuals would become taxable in that income class.

In the second bar corresponding to the $2,000 to $3,000 income, we
estimate 438,000 individuals would be taxable under the present iaw,
and under the proposal there would be 21,000 additional taxpayers.
* Senator Couzens. That is represented by the red, is it?
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Mr. McLeop, That is represented by the yellow.. The yellow
represents the additional, and the red represents nontaxable indi-
viduals, nontaxable income. . o

Now, in the next class, $3,000 to $4,000, we estimate 1.8 billion
dollars of net income taxable under present law, or 472,000 indi-
viduals. As the result of the proposed bill there would be $94,-
000,000 additional taxable income in that class, and ‘that would be
represented by 25,000 additional taxpayers.

l}n the next class, $4,000 to $5,000, under present law there was
1.6 billion dollars estimated as taxable income, and $129,000,000
additional income as the result of the proposal. The number of
individuals would be 317,000 under present law, and only 26,000
additional taxable persons.

In the next bracket we are getting into the surtax bracket, $5,000
to $10,000. There was estimated, under the present law, 2.5 billion
dollars. Under the proposal there would be $538,000,000 additional
taxable income, and the number of persons involved would be 366,000
under the present law and 64,000 additional Yersons. Now, the ad-
ditional amounts begin to get considerably larger, because that is
where you begin to get your dividends in volume,

In the next bracket, people having an income of $10,000 to $25,000,
there was 2.4 billion dollars estimated under the present law and
$306,000,000 additional taxable income. The number of persons
involved in the $10,000 to $25,000 class are 164,000 under .the pres-
ent law and 12,000 additional persons under the proposed bill.

In the next bracket, $25,000 to $50,000, there was estimated 1.4
billion dollars of taxable income under the present law, and $675,-
000,000 additional taxable income as the result of the proposal. In
the lower brackets the number of persons becomes so small that
we printed it out. Under the present law there would be taxable
40,350 persons and an estimated additional number of 15,233,

In the next bracket, $50,000 to $100,000, there was estimated
$913,000,000 taxable income under the present law and $381,000,000
additional as the result of the proposed plan. The number of per-
sons involved under the present law are 13,544, and an estimated
additional number of 3,717 would become taxable,

In the next bracket, $100,000 to $150,000, there was estimated
$252,000,000 taxable income under the present law and $365,000,000
of additional income under the proposed plan. The number of
persons get smaller as you go down, and there would be estimated
under the present law, 2,103 persons; and an additional number
of 2,876 would become taxable.

In the next bracket $150,00 to $300,000, there was an estimated
income of $282,000,000 under the present law and $236,000,00 of
additional income under the proposed plan. In other words, the
additional income in that bracket gets pretty close to the present in-
come., 'The number of persons are 1,398 under the present law and
an additional number of 705 under the proposed plan. ‘

In the bracket $300,000 to $500,000, under the present law there
was estimated $140,000,000 of taxable income and an increase in
taxable income of $317,000,000 under this proposal. In other words,
the additional income is considerably in excess of the present income.
In that particular class the number of persons under ti)le present law,
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in the $300,000 to $500,000 class, is 876 and the estimated additional
number is 786, under the proposed plan,

The next class is_$500,000 to $1,000,000.

The Cramaan. May I ask right there—you have got a larger
number of additional persons in the $300,000 to $500,000 bracket
than 87011 have in the $150,000 to $300,000, because in the $300,000 to
$500,000 you have 786 and in the $156,000 to $300,000 you have 705.

Mr. McLgop. That is correct.

Tn the next class, $500,000 to $1,000,000, we estimated $143,000,000
of income under the present law and $280,000,000 of additional in-
come in the proposal, and the number of persons estimated under
present law are 212, and the additional number are estimated at 400.

Senator BarxrLey. Following this little chart, I do not sce where
you set out the additional taxable income.

Mr. McLxzop. The yellow bar, which, in your chart, is black.

Senator BARKLEY. Are you referring to the top chart or the bottom

now?

Mr. McLzop. I have been shifting by brackets. I first referred
to the top chart and then referred to the corresponding income class
below, to show the number of people involved.

Senator Kixa. Which one are you deseribing now ?

Mr. McLrop. I just discussed the $500,000 to $1,000,000 class.
You will notice in the upper deck there is $143,000,000 of income,
and estimated as the result of the proposal $280,000,000 of addi-
tional income. That will be shown by the heavy black section in
your chart.

Senator BARKLEY. Making a total of $423,000,000%

Mr. McLeop. That is correct. Now, if you go down to that same
income class in the lower deck on the chart—that is, $500,000 to
$1,000,000—you will notice written out the present number of 212
taxable persons in that class—that is, under the present Jaw—and
as the result of the proposed distribution we estimated an addi-
tional number of persons of 400, or a total of 612 persons.

Now, in the last group, $1,000,000 and over, under the present law
there was estimated $185,()00.000~—t1mt~ is, the last income class in
the upper deck—and $607,000,000 of additional income under the
proposed distribution. That, you will notice, is considerably in
oxcess of the amount of income estimated under present law. NOW,
in the lower deck, the last income class, $1,000,000 and over, there
was estimated, under present law, 86 persons, and under the pro-
posal an additional number of 212, or a total of 298.

Now, I will explain what I believe is the significant thing this
chart demonstrates. We have estimated that if all corporate earn-
ings were distributed in the calendar year 1936, there would result
about $4,015,000,000 of additional taxable individual income and that
191,302 additional persons would become taxable. The major reason
for the larger increase in revenue is because an individual in this
class of $25,000 to $50,000, we will say, has $25,000 of income, of
which $15,000 was dividends; and if the dividends should be doubled

.

on the securities he is holding, he would receive $15,000; that would
take him up to the $50,000-income class. Now, he would not be quite
out of this bracket; but if we say he got $25,000 additional divi-
dends, he would move from this bracket of $25,000 to $50,000 into
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$50,000 to $100,000. That means his surtax jumps considgrably, $0
that the average tax on the additional amount of income distributed
results in a large increase in revenue. ‘

That is especially true when you get up into the higher classes
where the surtax rates are high and where the majority of the people
in those classes receive their income in the form of dividends.

"Take this group of $1,000,000 and over—today we estimate they
will receive $185,000,000 of income. Now, most of that will be in
the form of dividends. If they were to get all the dividends that
would otherwise be retained in the cor]i)orutions in which they have
an interest, they would be paying on that additional amount $607,-
000,000—about 70 percent. That surtax is many times the rate of
16 percent which they would be paying on the $607,000,000, if it were
not distributed.

Senator LA Forterre, In other words, when you say “16 percent”

ou mean the average corporate tax under existing law that would

applied to this revenue which is now retained in corporations?

Mr. McoLkop. That is correct: the capital-stock, excess-profits, and
income tax. In other words, there is $670,000,000 retained by the
corporation in the form of undistributed earnings that is not paid
out; the stockholders are paying, in effect, 16 percent on that. If it
flowed out to their individual income brackets they would be paying
several times that rate in the form of a surtax rate on that portion
of the corporate earnings.

Senator Warsu. I can understand how the individual number of

ersons paying additional taxes increases in every bracket from the
51,000 bracket to $1,000,000 and over, but I cannot quite understand
why the number of additional nontaxable individuals increases in
the bracket from $1,000 to $5,000.

Mr. McLrop. The nontaxable?

Senator Warsi. Yes. The nontaxable persons increases in the
$1,000 to $2,000 bracket, 44,000 persons; from $2,000 to $3,000, 44,000
persons; from $3,000 to $4,000, 32.000 persons: and in the bracket of
$4,000 to $5,000 it increases 21,000 persons. Under that there is an
increase in the nontaxable group.

Mr. McLeop. Would you like me to explain that?

Senator Warsi. Yes; I would like to have you explain that as to
why there is an increase in the nontaxable group. T suppposed this
distribution of income would make more taxable individuals.

Senator Barxrey. It is not shown on the chart. What Senator
Walsh has reference to is the table. From $1,000 to $2,000 you have
nontaxable under the present 11,312,228,. and under this new plan

you propose to add 44,000 to that.

Senator Warsi. I thought you were reducing the number of non-
taxables.

Mr. McLeob. There are people who report a net income of less
than $1,000, and that appears in the statistics of income, although we
do not include it here. Now, they receive some dividends. As the
result of the increase in dividends they are moved up into a higher
bracket, so they appear as nontaxable individuals in those particular
brackets,

Senator Warsm. They are really not exempt from taxation, except
they are moved up into the higher brackets, and in those braclkets

they are not taxable?
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Mr. McLeop. That is right; they are still nontaxable. They move
“into the higher bracket of income.

Senator Warsi. How much is the increase of the total number of
taxable individuals as compared to the present law?

Mr. McLeon. Under present law we estimate 2,087,768 taxable

persons. As the result of this proposal there will be an increase of

191,302 persons. .

Senator Warsx., And the additional nontaxable persons in these
groups is 141,0007

My, McLron, That is correct.

Senator Wars. So the difference between that number and the
191,000 represents an increase in individuals who become taxable
under this plan? .

Mr. McLxon. No; the additional number of persons who become
taxable under this plan ave 191,302, The 141,()})() merely represents
seople who are just shifted up. ~ They get a higher income; but still,
{)ecnuse of personal exemptions, they remain nontaxable.

Senator Brack. What. is the amount of increased taxable assets
under the new plan? : oo

Mr. McLzxop. Increased taxable income?

Senator Brack. Yes,

Mr. McLrop. $4.015,000,000 would become taxable.

Senator Brack. You figure you would get how much additional
as compared to the present taxes?

Mr. McLeop. We estimate we will get $1,752,000,000 additional,
but part of it is normal tax on dividends that is already being
received. The $1,752,000000 does not come entirely out of the
$4,015,000,000, because the bill proposes to tax all dividends or sub-
ject them to the 4-percent normal tax.

Senator Brack. That is the gross revenue, $1,752,000,0007?

Mr, McLrop. That would be the additional revenue.

Senator Brack. You figure we will get that much more in addi-
tional revenue?

Mr. McLxon. Noj; we estimate we will get $620,000,000 in addi-
tional revenue,

Senator Brack. I understand.

Mr. McLzop. Under the bill there will be $623,000,000 additional
revenue, because of another factor.

Senator BawLey. Have you taken into account the losses from sales
of stock?

Mr. McLEop. Beg pardon?

Senator BarLey. Have you taken into your calculations the losses
upon sales of stock? Did you offset those losses to the increase in
taxable income? ,

Mr. McLrop. You mean the individuals would sell stock to avoid
these taxes,

Senator Baicey. Take a man there who would be in the $100,000
group—he would be squeezed out into that yellow strip of $365,-
000,000, which becomes taxable at a very high rate; it no }onger pays

him to hold the stock; the taxes would be so high that he would con-
vert it to bonds, Now, when he throws the stock on the market, it
goes down, and somebody takes a loss, probably everybody who has
got stock, Then take a man has who got stock in a corporation that
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has money, that has a big surplus; compare him with the man who
has got stock in a corporation that owes money; the stock in the
corporation that 6wes money is taxable at a different rate than the
stock in the corporation that does not owe any money ; there may be
a transfer there, a sale on one hand and a_purchase on the other, but
a loss will be taken, in my judgment. Now, have you taken into
your calculation the losses, suy, this year, that will occur from the
adoption of this act, this tax system—the losses in the holdings of
stock? This whole thing is based on the stock.

Mr. McLkob. That is correct. The losses, I would say, on the
average, would be insignificant.

Senator BaiLey. You do not think that that would cause a sale
of stock?

Mr. McLeop. It might cause a sale of stock, but the sale of stock
today, at the present market, would result, on the average, at con-
siderable profit.

Senator Bamey. It would at the present market, but suppose I
begin selling and the market should break?

Ir. McLrop. Of course, if you assume that this proposal would
result in a considerable decline in general business activity, that is
a different proposition.

Senator BaiLey. Why would not it result in a decline if I were to
convert my holdings into United States bonds at 214 or 3 percent?
I would get much less than that, because you would get me out into
these high brackets where I would pay 72 or 75 percent.

Mr. McLeon. Of course, that is continuously going on all the time
to some extent.

Senator Bamey. That is not going on now like it would go on
under this, because this is not the law now. I am not opposing your
plan; I just want to know how you would explain it.

Mr. McLxon. T would like to explain that in this way: The wholly
tax-exempt sccurities that can be purchased would be State and
municipal. For the past 5 years there has been practically no in-
crease 1In the amount of those issues. Moreover, the yield on the
short-term Government bonds is low. For instance, 6 months’
Treasury bills are selling at one-eighth of 1 percent and the 5-year
notes are selling from 874 to 834,

Senator BaiLey. The yield on the long-term paper is greater.

Mr. McLron. But those securities are not exempt from surtaxes.

Senator Bairey. The yield on the long-term bonds is now under
the surtax plan, and under this schedule they fall right into the
dividend brackets.

Senator Couzexns. In other words, a stockholder that sells stock
that is yielding 4 or 5 percent to buy Government paper that yields
27 loses an enormous amount of money because of the surtax applied
to the Government bonds, so there would be no purpose, Senator
Bailey, in doing what you suggest.

Senator Bamey. If the rate is the same T will agree with you.

Senator Couzens. The rate would be substantially the same.

Senator Barkrey. He would lose more in income than he would
save in taxes.

Mr. McLeon: In other words, if that were done in wholesale lots,
the yield would change considerably. If there is one share of stock
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sold by an individual in the higher brackets and someone is buying

- that, the income does not disappear unless the total income declines,
which would mean the total corporate earnings would decline, You
might get some slight shifting to lower brackets, but not enough to
make a considerabl% change in the revenue picture.

Senator Bairey. Take the State or municipal bonds, the Govern-
ment pays such low rates that it is not worth while buying the State,
municipal, county, or local bonds.

Mr. McLxop. The average rate on municipals today is in the neigh-
borhood of 414 percent on bonds which have been outstanding for a
long period. New issues are as low as 214 in some instances, but not
higher than 4. The tax that the individual pays as the result of
the tax on capital gains in those higher brackets would no doubt
more than offset the advantage he would try to obtain through the
sale of securities. The tax on capital gains would probably boost
him into a still higher bracket than he is now in. If he sold securi-
ties that he bought within a year he would pay a tax on 100 percent
of his gain. Tf he bought them 2 years ago he would pay on 80
percent. If he bought them 5 vears ago he would pay on 60 per-
cent of their value. You have to hold them over 10 years to pay a
tax of less than 30 percent. So that provision is enough to stop
any considerable amount of liquidation.

Mr. Haas, There is another point that I would like to take up,
and that is this. I am inclined to believe that there might be an
elevating influence on the stock market for these reasons:

The first is you will have a stock selling on the stock exchange
that is earning, say, $7 and that ix not being distributed, and you
have stock in some corporation operating the same industry, assume,
as a hypothetical illustration, that is earning the same amount, but
distributes $6 of the seven; the earnings which are distributed are
always valued in the market higher than earnings not distributed,
so as dividends go up yvou tend to get a higher valuation on the
earnings of the company.

Senator Bamey. You will, provided you cannot find another in-
vestment xomewhere else.  Say he is going to get 7 percent but that
is all going to be taxed, he is going to get out of the way of that
if he can.

Mr. Hsas. If there is a place for him to go to.

Senator BaiLey. All right.

Mr. Haas. And the other thing is that the more dividends that
a corporation distributes the less this corporation tax will be, and
therefore the higher its earnings will be, the earnings actually will
be higher, therefore the market values of the stock will be higher,
The only place they can go to theoretically would be to State and
municipal bonds.

Senator BamLey. How about real estate?

Mr, Haas. The only thing I could answer there, Senator, is under
the Frese\nt schedule you have this experience, you have high rates
in these upper brackets. What has been the experience to date?

There is an equilibrium point that you can reach where it does not
pay you to shift any more. .

enator Barrey. I was wondering whether you have arrived at an
equilibrium point. Now, look at the map there and see what happens
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in those yellow places. You squeeze a great deal of income out into
higher brackets. '

{r, Haas, If he makes earnings on real estate, Senator, he will
pay the same rate. . R '

Senator ConnNarLy. If he did that he would have to buy lower
income stuff,

Mr. MoLeop. We have estimated, you see, in consideration of these
factors, under the 1935 act only 86 people with incomes above $1,000,-
000. Now, in 1929 there were 513 of those individuals. We have
estimated an increase of 212. We will suppose it does not quite
reach 212—that may be, but we believe this estimate is conservative,
it may go above that—it would mean an increase in returns here
somewhere, and here [indicating] it might be still lower. That is, a
man cannot so subdivide his total income as to bring it down into the
very smallest bracket,

fSenator Baney. If he tries to distribute it by gift you have the

ift tax, .
. Myr. McLEeop. That is right,

Senator BaiLey. You have got in the bottom bracket $607,000,000
squeezed out into the $1,000,000-income bracket.

Mr. McLeob. $607,000,000; that is correct. Of course, when gen-
eral business activity was considerably higher than it is at the present
time there was a much larger amount of income in those particular
brackets.

Senator BaiLey. You add immensely to the annual income of the
very wealthy classes in that chart,

Mr. McLeon. They have got the income at the present time. It
only means the income is appearing in the form of individual tax
brackets, but the income rests in the corporations today. There is
no difference in the income, it is only a question of who actually re-
ceives it for the purpose of taxation. What this means is that an
individual would pay a tax on the income he received in the form
of dividends but he would still be free to reinvest in that corpora-
tion, or in any other corporation, if he so desires. He has paid a
tax on it in proportion to his income.

Senator Barey. $607,000,000 is in the corporate treasury that
pa{fs a tax of 15 percent under the present bill ?

Mr. McLeop. That is correct.

Senator BamLey, That is, a man with a million-dollar income, since
he gets over a million dollars he pays 72 percent?

Mr. McLeop. It is ndt fuite that high. $5,000,000 I think is where
the top rate is.

Senator Bamey. What is it for $1,000,000?

Mr. McLeop. I will have to get the schedule,

Senator Couzens. To get these results you have to go back and
analyze the source of the income to all the income taxpayers, or all
those filing returns, is that not correct?

Mr. McLeop. That is correct.

Senator Couzens. After you have gone back to say, one individual
taxpayer, you have had to analyze the source of his revenue, and
assume he maintains the same source of revenue, you fixed these
brackets on that basis?

Mr. McLeop. That is correct.

03884—pt, 2—30—4
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The Crmarsan. All right; proceed, Mr. McLeod. Is there any

~other explanation as to that chart?

Mr, McLeop. Noj I think we have covered this chart, pointing out
that it merely shows where the additional amount of income would
fall; what bracket it would fall into to provide the large amount of
additional revenue.

Senator La Forrerre. Mr. McLeod, do you know what average
corporations over a period of years usually withhold?

My, McLeop. Well, they have withheld varying amounts. Over
a 10- to 11-year })eriod they average about 30 percent. In some years
it was very high and in other years it was considerably lower, hut
it averaged around 80 percent of the compiled net profits.

Senator La Forrerre. Under this bill, assuming that average,
woul?d corporations as such pay more or less than they are paying
now

Mr. McLropn. Corporations above $10,000 could keep a little more
than 31 percent of their current earnings and pay less tax, or pay no
more than they pay today. If they should keep as much as 30 per-
cent they would pay only 15 percent. If a small corporation kept
no more than 40 percent of its current earnings it would pay no more
tax than it does under the present law.

Senator La Forrerre. In other words, we would be getting this
additional revenue of approximately, according to your estimate,
somewhere around $623,000,000 from those who have been, as the
result of being squeezed out from corporations, that have been with-
holding more than the average?

Mr. McLeop. That is right. At the present time they would be
withholding considerably more than the average.

Senator La Forrerre. Who are they mostly

Mr. McLeopn. Well, a considerable amount of that income I believe
is in the large income, closely held corporations, or it may be in the
minority controlling interest of a large corporation, where the stock
has been placed in another corporation in order to avoid the high
taxes which would apply uder the 1935 act, but a considerable part
of that income comes E‘om large income, closely held corporations.

Senator Lia Forruerre. Where they get the advantage of paying,
on the average, about 16 percent instead of paying on what they
would pay in their income brackets, if the abnormal amount of
profits that they have been withholding in the corporation were
forced out under this bill into their hands, where it would fall into
their income brackets. .

Mr, McLeob. If it were paid out to the stockholders, they would
have considerably more to pay in the form of surtaxes than they
do in the form of corporate taxes.

Senator Ly Forreme. In other words, those in the upper brackets
who are holders of stock in these closely held corporations, or in
corporations where they have a sufficient minority interest so they
can have a great influence on the policy of the corporation, under
the existing law have an inducement to hold excessive amounts of
profits in the corliporntion in order to avoid their surtaxes?
© Mr. McLzop. That is true. It would be much more profitable to

them to hold the profits in the corporate form.
Senator Couzens. Have you an estimate of the aggregate number

of such corporations?
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Mr. McLeon. I do not have it at the moment. :

Senator Couzexs. Have you it available in the Treasury?

- Mr. McLeop. I might. I am not positive as to the exact number
of such corporations. _

Senator Couzrns, You have in the Treasury, however, a record
of the groups that have held more than 30 percent, or whatever they
have held, over a 7period of years, have you not? ‘

_ Mr. McLeob. Well, we have the averages available in the Treasury.
That would require a considerable amount of work to get the number
of individual corporations over a long period of time that have kept
above or below a certain actual percentage.

Senator Couzens. Well, now, that is very important. I do not
know how much time the committee wants to give to it, but it is
necessary, it seems to me. because I understundg the philosophy of
this is to reach particularly those corporations who have kept above
the average andI we should know if we are going to affect the whole
corporate cfistribution, the number of corporations that are to be
particularly affected by this bill.

The Cuamyax. How long would it take you to get that up?

Mr. Haas. It is a question of machine tabulation. It is quite a
job. It is not a thing of a day or a week. It is going to take con-
siderable time.

Senator Couzexs. How long!

Mr. Haas. T would not be able to estimate it, Senator, without
going through it with some of my people to size it up.

Senator Couvzens. Can you do that tomorrow ?

Mr. Haas. Tomorrow I can let you know.

Senator Couzens. I think it is very important,

Senator Hasrixgs. In that connection I would like you to state
just what the present revenue law provides with respect to corpora-
tions withholding for reserve more than is normal. Isn’t there some
penalty now in the revenue law?

Mr. McLeop. I think section 351 takes care of personal holding
corporations, where the corporation has been accumulating surpluses
for the purposes of avoiding taxes.

Mr. Parxer, Then of course we also have section 102 that adds
an additional surtax if the Commissioner can show that that corpo-
ration has been formed or availed of for the purpose of preventing
the imposition of the surtax on the shareholders.

Senator Hasrings. Is anybody prepared to say for the Treasury
Department whether that has been effective, and if so to what extent,
and explain why it has not been effective, if that is true?

Mr. McLeop. I think that was taken up i)y Mzr. Kent and Mr. Hel-
vering earlier in the hearing.

Senator Couzens. It is in the record.

Mr. Kent. I wuld be glad, if it is not in the record, to supply
you with a memorandum which we prepared for the House com-
mittee showing our experience in cases arising under section
102, which is the present section corresponding to the earlier
section 104 and still earlier section 220. Of course, we have nd way
of estimating to what extent that section has been effective by way
of moral pressure which was exerted. We do know that, so far
as our experience in cases which have actually arisen under this sec-
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tion where deficiency letters have been sent out is concerned, it is
not very satisfactory. N

Senator Couzens. In other words, in an operating corporation
you would have to substitute the judgment of the Commissioner for
the board of directors?

Mr. Kenr. That is right, Senator.

Senator Hasrines. I understand it is in the record. :

The CuarmMax. You might furnish that memorandum, though,
if you haven’t already stated it.

Senator Groree. Mr. McLeod, I want to get this statement accu-
rately, that on the average all corporations might retain or reserve
30 percent of their annual earnings,

Mr, McLeon. That is what experience indicated over a 10- or 11-
vear period.

Senator (iroree. With no increase in the actual payment of taxes,
no increase over the 15 percent, above the present rate?

Mr. McLron. This rate is probably the highest we have had for
several years.

Senator Grorce. Did you say that on the average corporations
could reserve 30 percent of their annual earnings without an increase
over present rates?

Mr. McLeon. Oh, yes; they would be paying 1 percent less.

Senator Georee. They would be paying 1 percent less?

Mr. McLeon. They would be paying 15 percent under the law.
On the average they are now paying a little more than 16 percent
in excess-profits tax, corporate income tax, and capital stock tax.
On the average it would be more than 15, it would probably run
about 16 percent.

Senator Gronce. In the case of smaller corporations you said
they might retain approximately 40 percent?

Mr. McLrop. A little better than 40 percent and pay no more
tax than they do under the present law. If they retain as much
as 30 percent, on the average they would be paying only one-half as
much tax as they do under the present rate, that is, the small cor-
poration, the corporation under $10,000 net income.

Senator George. The small corporation?

Mr. McLeop. That is correct. It pays 7l4-percent tax on its ad-
justed net income for a rvetention of 30 percent.

Senator CoxNarLy. Now he pays 1334 to 15 percent.

Mr. McLron. Well, the $10,000 corporation would approximately
pay about 13 percent. c

The CralRMAN, Twelve and one-half to 15 percent now.

Senator Connarny. As I understand it you ordered the preparation
of this material on the question of Senator Couzens?

The Criamyan. They are going to make an investigation and will
give us a report tomorrow on how long it will take,

Senator CoNnaLLY. I do not think we ought to burden them with
that, if it is merely to get the names of these corporations, I think
that is wholly immaterial if the statistics already in their possession
show the average.

The Cuamrman. They will give us a response on that tomorrow.

Senator La Forrerte. Do you have copies of the chart which you
are now to explain? .
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Mr. MoLeop. I do not have copies of this chart, but we could pro-

vide copies of it. .
- Senator La Fouterrs, I wish you would. o

Mr. McLrop. The black part on this chart that you now have be-
fore you expresses the proposition in a little different way. Here we
have taken the additional income that would result from 100-percent
distribution of corporate income by the bracket under $5,000; $5,000
to $10,000; $10,000 to $30,000; $30,000 to $100,000 to $100,000 to $500,-
000; $500,000 and over, and we show the additional income subject to

ADDITIONS TO TAXABLE INCOMES OF INDIVIDUALS
Assuming All 1936 Estimated Corporate Earnings Were Distributed
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ML Additional Income Additional Income DOLLARS
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Agditiond! |- a1302 63868 21173 9980 4367 612 Aggiionol

Toto/ Additionol Persons 176 343 Totor Additional Parsons 14959
Tota! Toxoble Persons 2,82/,002. Totof Taxable Persons 58,068

surtax rates of more than 16 percent, 16 percent being about the
average rate that corporations are paying today, and the additional
income subject to surtax rates of less than 16 percent.

Now, to summarize the chart, of the total $4,015,000,000 which we
estimate under the present law will be withheld by corporations, B
$1,448,000,000 would fall in individual-income brackets under $30,000
if distributed, In other words, the surtax rate on the incomes below
$30,000 would be considerably less than the 16 percent which that
income is now paying in the corporate form. There would be $2,567,-
000,000 of the total $4,015,000,000 which under the proposed plan
would be paying considerably in excess of the 16 percent which that
income is now paying in the corporate form.

S(iléutor La ForLerre. What percentage is that of the taxable
tota ‘

Senator ConNaLLy. About 3714 percent—no, it is more than that.
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Senator La FoLuerre. It would be about 64 percent, would it not?

Mr, McLrop. That is 64 percent of the toial additional income, .

Senator La Foruerre. Can you tell me how many taxpayers there
would be? ‘

Mr. McLeon. Well, the total additional persong that would fall
within those brackets would be 14,959.

Senator La Forrerre. And what percentage is that of all the
taxpayers?

Mr., McLeop, Well, that would be a little more than half of 1
percent of all the taxpayers, That, I would like to point out, is only
the additional number of persons that move into that group of
$30,000 and over. There would be a total taxable number of per-
sons in that group of about 58,000. . .

Senator La Forrerre. Well, now, if I understand this chart, it
would appear that there is an inducement for the taxpayers in the
higher brackets who are in a position to influence the withholding of
excess earnings, so to speak, because the earnings, so far as they
are concerned, pay on the average around 16 percent, and they do
not pay in their surtax bracket rates, whereas the stockholders in
those same corporations, let us say, who fall in the class under
$30,000 are paying a rate of 16 percent on those excess profits with-
held in the corporation, so to speak, but if they were paid out to
them they would be paying a less rate than 16 percent, is that
correct?

Mr, McLrop. They would be paying on the average a surtax of
about 4 percent.

Senator La Fourerte. In other words, the stockholders in these
classes of corporations, the corporations that have the practice that
we are now discussing, are given a licking by the taxpayers in the
higher brackets because they do not get the benefit of the lesser
taxation that the taxpayers in the higher brackets get when this
excess is held in the corporation.

Mr. McLeop. That part of it which is due to that particular
function of that particular group of corporate management, that is
true,

Senator La ForLerte. In other words, there is a great inducement,
under the present law, for taxpayers in the higher brackets who own
the stocks to use their influence, or their control, to withhold exces-
sive amounts of profits rather than having them distributed, because
they get the benefit of paying at the flat rate of around 16 percent,
whereas the taxpayers in the brackets under‘$30,000 who own stocks
in these corporations are penalized to that extent, and under this
proposal that the committee is now considering they would pay a
lesser tax on those earnings if they were distributed than they pay
on them as individual incomes. )

Mr. McLeop, That is correct. Now, that is well illustrated by
what happened during the depression, I think. For instance, if
you had this amount of income held under the control of a certain
corporate management to avoid the highest surtaxes, assuming that
the highest surtaxes were in effect at that time, they coul pay
that out during the periods of depression when they were takin
probably severe losses on securities and other forms of income which
dropped severely, and they would pay considerably less surtaxes
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than they would at the time the income was earned. . There is no
“doubt that that occurred in the past periods, and it would probably
occur under the present law, .

Senator ConnNarry. In other words, they offset their dividends
with their losses on sales of stock and shrinkage of values, therefore
that would be the period in which to take the dividends. ,

Mr. McLrop. I think it would be good sense to do that. If one
had a large amount of income and he paid a high surtax rate on it
and did not require it he could hold it in the corporate fund and
pay 16 percent and pay the income tax when the income-tax rates
were reduced, or when there was considerable shrinkage in other
forms of income, one could pay the income out and pay a much
smaller tax than at the time it was actually earned.

| Se%mtor Gerry. They could not do it under the present law, could
they

Mz, McLeop. They could not keep it in the corporate form.

Senator (ikrry. Noj; they could not get the deductions,

Mr. McLrop. Under present law?

Senator Grerry. Yes,

Mr. McLrop. Noj; they would be limited to the amount of their
rains plus $2,000, but that would not affect the company if they

li:md a great shrin]’mge in other forms of income, they could pay this
corporate surplus out and pay a considerable less tax than if thev
paid it out the year it was earned, on top of the other income which
they already had.
Sc;nator Gerry. They could not deduet the losses under the present
law?

Mr. McLeop. Only to the extent of the gains plus $2,000.

Mr. Haas. They could deduct actual operating losses, they could
balance actual operating losses over a period of years which an in-
dividual is not allowed to do. The corporation, by selecting a class
of disbursement, could take that advantage, which 1s very
substantial.

Senator Gerry. That would not affect the individual so much, it
would affect the corporation. - '

Mr, Haas. It would affect the corporation, but the income to be
distributed actually would shrink because of that, you see. They
balance the losses of 1 year against another year’s income.

Senator Gerry. What he is talking about is the question of the
advantage to the individual. He spoke about the fact that they
could take tax deductions. ,That loophole has been plugged under
the present statute.

Mr, Haas. I thought he was leading up to this other escape.

Senator Gerry. No; he was leading up to just this one thing. I
\lm's correcting him in the statement he made, that is what I was
doing,

Senator Hasrines. I should like to inquire whether you have any
calculations as to the number of people that will pay a tax to the
‘Fofg]eral Government under this new law who did not pay a tax
refore.

Mr. McLeop. We estimate 191,302 additional taxable individuals,
and that would be chiefly people who, because the dividend being
exempt from tax at the present time, plus personal exemptions,
credit, and earned income credits, do not fall in the taxable class.
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Senator Hastines. Have you any estimate as to the amount that
the 191,000 persons would pay? Coe -

Mr. McLzon. I do not have it here. The amount that the 191,302
versons would pay would be relatively small. ‘That would be people
in the lower-income brackets.

Senator Hasrines, And if the person in the lower bracket holds
only preferred stock on which he now pays no income tax, and that
preferred stock has a fixed dividend, timt stock becomes that much
ess valuable to him because of the fact he will have to pay a tax on
it; is that correct?

Mr. McoLeop. He pays a tax on that. In the case where the in-
dividual is getting a certain fixed return on the investment and no
more than woild result to him from this plan through corporate
distribution, he would be paying more tax than he does at the present
time,

Senator Hasrixgs. That is, if the person had no income except
850,000 of preferred stock on which he had an income of $3,000,
now he would pay no tax and under this law he would pay $120; is
that correct?

Mr. McLron. Four percent; that is correct.

]The) Cuamyax. Is that about all you want to say about that
chart?

Mr. McLropn. That is all.

Sen?ator Bamey. Senator, would not he get an increase in his in-
come!

Senator Hastixgs. Not on his preferred stock.

Senator BarLey. If it is common stock he might get more.

Senator Hasrixgs. If it is common he might offset it by the in-
crease, but the preferred stock would not have any increase because
it is fixed.

Senator La Forrerre. Mr. Chairman, I would like to suggest that
the first chart we had under discussion should be printed in the
record in black and white for reproduction purposes, and that the
second chart be furnished and put in the record also.

The Cramyan, That will be done.

Mr. KexT. Senator, may I make a short statement ?

The Crammymax. Yes, ~

Mr. KexnT. You asked us to find out whether there were any tax
provisions in the trade agreements which would have to be token
into account in connection with the amendment to the statute to pre-
serve the French Treaty and other treaty obligations, if any.

The Crarryan. That was in this provision on treaty?

Mr. Kexrt. That is right. We have made inquiry, and we are
informed that there are no tax provisions in any of the trade agree-
ments other than those relating to tariff rates.

The CuamyaN, The committee will recess until 10 o’clock in the
morning.

(Whereupon, at the hour of 12 noon, the committee recessed until
10 o’clock, li‘uesday, Apr, 28, 1936.)
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TUESDAY, APRIL 28, 1936

Un1tep STATES SENATE,
CoaMitTEE ON FINANCE,
Washington, D. C.

The committee met in executive session, pursuant to adjournment,
at 10 a. m,, in the committee room, Senate Office Building, Senator
Pat Harrison presiding.

Present: Senators Harrison (chairman), King, George, Walsh,
Barkley, Connally, Byrd, Black, Gerry, Couzens, JIzicyes, La Follette,
Metcalf, and Capper. '~ '™

Also present: Guy T. Helvering, Commissioner of Internal Reve-
nue, Treasury Department; Herman Oliphant, general counsel for
the Treasury Department; Arthur H. Kent, acting chief counsel,
Bureau of Internal Revenue; George C. Haas, director of research
and statistics, Treasury Department; A. S. McLeod, statistician,
Treasury Department; C. K. Turney, assistant general counsel for
the Treasury Department; I.. H. Parker, chief of staff, Joint Com-
mittee on Internal Revenue Taxation, and members of his staff;
Middleton Beaman, legislative counsel, House of Representatives.

The CuamrmMaN. The corumittee will come to order. Mr. McLeod,
did you finish yesterda

Mr. McLreopn. I did, Senator,

Senator Kine. Mr. Chairman, I want to have inserted in the rec-
ord a few paragraphs from the report made by the Joint Committee
on Internal Revenue Taxation in 1927 by Mr. Parker, of the staff,
found on pages 54 and 55 of their report.

The Ciramrman. That may be included in the record.

(The matter referred to 1s as follows:)

The most obvious objection to such a tax is the burden which it places on
legitimate and proper business expansion. As a business expands not only
does its plant and property inerease but a larger working capital is required
and it is desirable that reasonable accumulations of profits necessary for the
expansion and stability of corporations should not be unduly burdened. A
tax placed only upon the unnecessary accumulation of capital instead of upon
the total accumulation involves many of the difficulties inherent in section 220
and is certainly an impracticable solution of the problem. It is believed that
a tax on the total accumulation of profits by corporations is not desirable,
because in many cases it might cause the taking of unwise distributions and
prevent the accumulation of a reasonable and proper surplus.

Tazation of dividends to the recipient.—Another method, which would pre-
vent any large amount of tax evasion by incorporation, would be to allow the
corporation to deduct from taxable income the full amount of dividends during
the taxable year in cash or in property and to tax such dividends to the
stockholders at the full normal and surtax rates.

This would, of course, be a fundamental change in the structure of our
present Revenue.Act and should not be made without careful study. There
might be noted as objections to such a method:
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1. It would decrense the totul revenue because much income now subject
to the corporation income tax would be distributed to fndividuals paying a
low rate of tax or no tax at all.  Such a plan, therefore, requires a general
readjustment of tax rates. , .

2, It would probably incrense the difficulfies of collection, since there would
bhe many swmall sums to be cullected from the many stockholders Instead of
large sums from the corporations,

3. It is open to the same general objection as av undistributed earnings tax
siuce it might encourage unwise distributions.

There can be claimed as advantages for such a method:

It would he an automatic cheek on evasion of surtaxes by incorporation as
there would be a tax, otherwise not payable, remaining on the income which
the corporation did not distribute.

It would go far to make possible an important simplification of the tax
law, for if dividends were taxed on the same basis as other inconme means
might be found whereby the present normml and surtax rates could be com-
bined into one graduated scale of rates for individuals.

Partial deduction for corporations on account of cash dividends.—A third
method, and the one which is recommended, is to allow the corporation a
deduetion in computing net income equal to, say, 20 percent of the excess
of dividends paid over dividends received, the deduction In no case to be more
than, say, 25 percent of the corporation’s taxable net income before such
deduction. In this computation no account should be taken of stock dividends,
This method appears to be of such a nature that it can readily be applied to
the present structure of our revenue act.

An fllustration will show how this plan would operate:

If a corporation having a net income of $1,000,000 distributes cash dividends
of $500,000, it will get a deduction of 20 percent of $500,000, or $100,000. The
taxable net income will then be $900,000 instead of $1,000,000, and the tax
at 1316 percent will he $121,500 instead of $135,000, a saving fn corporate
tax of %13,500. 'The effect upon the corporation income-tax rate will, of
course, depend upon the proportion of income distributed as dividends. Bused
on the present corporation income-tax rate of 1314 percent, this would result
as follows:

Percent
If total net income is distributed, the tax would be equivalent to that
produced by a present tax rate of oo .
If one-half of the net fncome is distributed, the tax would be equivalent
to that produced by a present tax rate of . ________ 12.15
If no distribution is made, the tax would be equivalent to that pro-
duced by a present tax rate of o .50

The Cramaan. All right, Mr. Helvering.

Mr. Hervering., There are two titles in the bill that have not
been gone into, titles ITT and IV. Title IIT is on the windfall tax,
and title IV the two sections as to the refund on floor stocks, export
and charitable institution funds, and Mr. Turney of the Treasury
Department will present that.

The Cramman. We will take that up. Is there some other ques-
tion hefore we start on an explanation of this windfall tax?

Mr. Hrnverina. We might reverse this order I suggested, by-hav-
ing Mr. Kent go into sections 601 and 602, which have to do with the
little reclassification, before taking up the windfall.

Senator Kixa. Just before we go into that, what amount do you
get now from the tax on corporations, and from income taxes?

The Cramaran. Mr, McLeod, will you give us those figures again?

Mr. McLeop. Under the present law we have estimated for the
calendar year 1936, including the capital stock tax and excess-profits
tax, and the income tax $1,132,000,000.

Senator Kina. That is from corporations alone?

Mr. McLrop. That is correct. ,

~ Senator Kixa. Now, what is it from individuals? -
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Mr. McLeon. $1,153,000,000.

- The Cuammawn. And under this bill you would get $623,000,000
more, is the estimate.

Mr. McLeob. That is correct.

The Cuairaan. Not counting the windfall tax?

Mr. MoLeop. Yes.

’I‘I%e Cuarman. All right, Mr, Kent, you are on what section
now

Mr. Kenr. Title IV, beginning on page 240, section 601, If I
may, I will make a preliminary statement as to how this title happens
to come into the bill.

The decision of the United States Supreme Court holding the
Agricultural Adjustment Act unconstitutional, created certain very
special and rather unanticipated situations.

I will take up section 602 first, as I believe that really comes first
in logical presentation of the matter. The amendments to the
Agricultura? Adjustment Act which were enacted into law last sum-
mer, contained a provision for refund of floor-stocks taxes in the
event the act should be, hgld unconstitutional. They are not ade-
quate to cover the present situation, however.

At the time those amendments were enacted into law, it was not
anticipated that the major portion of the processing tax would be
tied up by injunction as 1t is, and would be impounded in court.

Senator George. Can you tell me why we did not anticipate that?

Mr. Kext. I don’t know exactly, as I had practically nothing to
do with that. For some reason, however, and I am not familiar with
just what happened in connection with the legislation, section 21 (d)
(2? limited the refund of floor-stock taxes in the event the Act was
held unconstitutional, to those cases in which the tax upon the
original processing had been paid into the Treasury.

Now, as you gentlemen know, nearly $200,000,000 of such process-
ing taxes were tied up and impounded in these injunction suits, and
after the decision of the Supreme Court such amounts were re-
funded in toto to the processor, so that with respect to the major
portion of the floor stocks that were on hand on January 6 no
processing taxes had actually ever been paid into the Treasury.

However. there was this additional fact that embarrassed the
members of the House Ways and Means Committee
lSeénutor Kixe, You mean embarrassed them in connection with
this

My, KeNT. Yes, sir.  Many of the persons who held the floor stocks
were not the original processors, they were the intermediate proces-
sors, the jobbers and retailers, and they had paid in most instances
a price for these goods which included the amount of the tax, be-
cause, although these processors who brought the injunction suits
had succeeded in preventing the actual payment of the taxes into
the Treasury, nevertheless, in order to protect themselves against the
possible contingency of a Supreme Court decision sustaining the
constitutionality of the act, they continued in most cases to cﬁarge

a price for their products, which included the amount of the tax.

The result was that this large number of dealers, jobbers, and so
forth, who had floor stocks on hand on January 6, 1936, had paid a
price which included the amount of the taxes. As soon as the deci-
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sion was handed down, in most lines at least, there was a rather rapid
and almost immediate adjustment of prices; therefore, they were
unable in many instances, to sell the products on hand to the con-
sumers at a price which would enable them to recoup the amount of
taxes they had paid theretofore. )

Unless some provision is made by way of provision for refunds in
that situation, the amount of the taxes represents a dead loss to these
persons. That is the })urpose of section 602. )

Senator Kina. Would it be a fair illustration, if before the Presi-
dent sent in the message which eventuated in this bill, I had gone
into the stock market and bought a lot of shares of stock, not antici-
pating that this bill would be before us, not anticipating its good
effects or bad effects, but after the bill was passed it was contended
that the bill operated to cause a great fall in the stock which I had
bought, do you think Congress ought to recoup my losses; or, suppose
I had gone out and bought a lot of agricultural commodities.

Mr. Kex. I do not think so, Senator, because I do not think Con-
gress could very well assume the obligation of repairing all sorts of
collateral and 1ncidental injuries. e

The additional fact which I intended to call to your attention,
that the Agricultural Adjustment Act, as amended, contained a
provision that in the event the processing taxes should be termi-
nated by proclamation of the Secretary of Agriculture, refunds
should be made to the holders of floor stocks as of the date of the
termination of the tax. That went along with the provision which
was inserted in the original act, you will remember, iImposing a floor
stock tax equal to the processing tax, on floor stocks which were on
hand at the time the processing tax went into effect.

The purpose of that floor-stock tax was to take care of the com-
petitive situation and to make certain that on and after that date
all products to which the tax applied ¢hiould go into the channels of
trade equally taxed.

For the same reason it was thought fair in that legislation
to provide, in the event the processing tax should be terminated in
the manner provided by the act, that refunds on floor stocks should
be made in order that such commodities might at that time move
into the channels of trade equally untaxed.

The termination of the processing tax, of course, occurred by vir-
tue of a judicial decision rather than by the administrative procla-
mation of the Secretary of Agriculture, but the practical situation
which resulted therefrom is essentially the same, and it was the
purpose of section 602 to take care of that situation.

The Caamyaxn. Let me ask you, so that I can get it clear in my
mind, because it is not now, what we did, we imposed a floor tsx,
but a great many of the people that should pay the tax did not pay
it into_the Government?

Mr, Kexnt, That is right; about $237,000,000 was tied up.

The Cramyan. How much was paid to the Government in these
floor taxes?

Senator George. Do you mean the floor tax was not ‘paid to the
Treasury ? ‘ ) S

Mr. Kenr. Noj that floor tax that was imposed at the time the

rocessing tax went on, was collected substantially in full, about

98,000,000, : ,
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The Cuamrman, That was paid?

Mr, Kent, Yes, sir; that was paid. )

The Cuammaw, But there was a lot of processing taxes people
paid out in the price they paid the original seller for the commodities?

Mr. Kenr, That is right. )

The Cuamman, And the price is fixed along that basis?

Mr. Kenr., That is right.

The Cuaminman. But some $200.000,000, I believe, was paid under
the injunction?

Mr. Kent. Yes, sir.

The Crammman. What was the amount of taxes paid?

Mr, Kext. $956,000,000, I think, is the full amount.

Mr. Hervemine, That was during the period that the processing
tax was in effect,

The Cmamman., Now, this $200,000,000 we propose to collect in
another clause?

Mr, Kexr, Yes, sir,

The Cramrman. That has nothing to do with this?

Mr. Ke~r. That is correct.

Senator Groree. This deals only with the floor stocks?

Mr, Kext. This deals only with the floor stocks on hand January
6, 1936.

The Cuairmax. This refund is to the original parties who sold it?

Mr, Xenr. It is to the persons holding the floor stocks on January
6. 1936. other than the processor or other person, who paid or was
liable for the tax.

The Caamyan. In other words, it is not a double tax?

Mr. Kent. Not at all.

Senator La Forvrerre. As I understand it, this is simply the re-
verse of the situation that occurred at the time the tax was imposed ?

Mr, Kent. That is right, Senator.

Senator LA FoLLerTe. When the tax was imposed those who had
goods on hand that had not paid the tax, had to pay some tax
equal to the processing tax?

Mr. Kent. Yes; that is correct.

Senator LA ForLerre. Now, instead of the tax being terminated
by proclamation of the Secretary of Agriculture, the tax is termi-
nated by a decision of the Supreme Court?

Mr. Kent. Yes, sir.

Senator LA Forrerre. And this is a provision to refund to those
who had ;éoods on hand, presumably in the price of which the tax
had been figured, so that they can obtain a refund and be on a com-
Eetitive basis with those who do not have to pay the processing tax

ecause of the Supreme Court decision

Mr. KenT. That is correct. In other words, the aim of section
602 is to place these persons in substantially the same position they
would have occupied under the Agricultural Adjustment Act as
amended, had the processing tax been terminated by proclamation of
the Secretary of Agriculture instead of by the adverse decision of
the Supreme Court of the United States.

Senator Kine. Let me give another illustration, I am not clear
on it yet. Suppose a broker in my State, who purchased canned
goods and agricultural commodities, had ordered from New York,
or from the factories, or from those who had the stocks, $10,000
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worth, say, of goods which he had on hand at the time this decision
was made, and he had paid for those goods, and, of course, there
had been carried into t}le goods, doubtless, the increased price by
reason of the Processing tax——

Mr. Kent, Yes, sir.

Senator King. He sells those goods at perhaps a little less than he
otherwise would have sold them in view of this decision; is he to be
reimbursed ¢

Mvr. Kenr. He is; to the extent that the sale price of the goods of
January 6 was diminished by the amount of the tax he had paid, in
the price he paid for the goods.

Senator Georae. Is this refund to be made for the processor?

Mr. KenT. No, sir. ) .

Senator Georoe. He does not get any back under this section?

Mr. Kent, If he gets it, it will be under section 21 (d), not under
this section.

Senator Groree. The merchant who has the stock on hand, would
be entitled to file his claim for refund?

Mr. Kexr. Yes, sir. G

Senator Grorge. That is all there is to these sections you are
referring to?

Mr, Kext. Yes, sir.

The Cramaan. How much will that be?

Mr. Kent. It is estimated that the refunds under section 602
would run in the neighborhood of $35,000,000.

Senator Grorge. Will you state to us simply, what the remedy is,
that he is provided with? ‘

Mr. Xent. I will explain this as simply as T can.  Section 602 (a)
provides that there shall be paid to any person who, on January 6,
1936, held for sale or other (}isposition any article processed wholly
or in chief value from a commodity subject to processing tax, an
amount as provided in subsection (b), but it specifically excludes
from the benefits of this seciion the processor or other person who
paid or was liable for the tax.

Senator Br.ack. May I ask a question before you leave that?

Mr, Kenr, Yes, sir,

Senator Brack. It is my understanding and, in fact, I was told
by a cotton-mill operator who same up here to discuss this feature,
and I told him he could probably come before the committee later
if he desired to do so, that at least a large number of processors such
as he had agreed by contract to refund this tax to the people who
had it on their floor, and that under this provision, as he understood
it, it would require the tax to be refunded to his purchaser, when as
a matter of fact he had paid his purchaser the difference.

Mr. Kext., Noj that is not true, Senator, because under subsection
Sb) of this section, in the parentheses, it is provided: “to the extent
that the claimant has not received and wil] not receive reiinburse:
ment for.such burden from the vendor.” That is, if the jobber or
the wholesaler or the retailer has been made whole, or under a con-
tract will be made whole, then he is not entitled to any benefits under
this section. :

Senator Brack. What ‘about the man who has made him whole
under that, the operator by this subsection (b) ?

oo
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Mr. Kenrt. He does not come under this section, as he is here
governed by section 21 (d).

Senator Brack. Where is that?

Mr. Kent. That is in the old Agricultural Adjustment Act as
amended. Section 21 (d) is the section which is intended to govern
the claims of processors or other persons who paid the tax.

Under that section, if they are able to prove that they really ab-
sorbed the burden of the tax themselves, they would be entitled to
a refund of the amount of the tax which they {md paid.

Senator Brack., His statement which he put in writing, at my
request, I have downstairs, and I did not bring it because I did not
know this was coming up, but as I understand he will want to brinﬁ
it up later. The people who had attempted to observe the law an
had not taken advantage of the injunction, and he did not, but
paid the tax up to the Jast minute, and he understands that he is
excluded under here because he is an original processor, and that as
a matter of fact, as this is written it would give the benefit of the
refund to the people who had defied the law and declined to give it
to the people who had observed it.

Mr. KexT. No; I do not think that is the intention, because this
section has nothing to do with the processor or persons who paid or
were liable for the payment of the taxes. They are the persons who
brought the injunction suits, they are the persons at whom the tax
imposed by title III, which Mr. Turney will explain, is directed,
and as far as their right to refund is concerned, their situation is
governed by section 21 (d) of the Agricultural Adjustment Act.

This is only intended to take care of certain cases where, unless
some special statutory provision is made for them, the persons
affected will suffer a dead loss by reason of the invalidation of the
Agricultural Adjustment Act,

Senator Brack. What about the floor stock of the processor who
has refunded and who has paid the tax up to the last minute?

Mr. Kexrt. He will not have the slightest difficulty, in my judg-
ment, in establishing a right to a refund under section 21 (d).

I may say, by way of information, it is proposed to suggest in
another connection certain changes in section 21 (d), in order to
make it more feasible of administration, but that section is the section
which is intended to cover the cases of processors.

If a processor had paid a tax on flour, for instance, prior to Jan-
uary 6, 1936, and he still has the flour on hand on January 6 and has
not sold it to anybody, manifestly he has not passed on the burden
of the tax to anyone else.

Senator Brack. Suppose he has sold it, however, and agreed, at
the time he sold it, and had to, on account of these injunctions, that
he would refund the tax.

Mr. KenT. If he got it back? o

Senator Brack. No; they had an ironclad agrecement, and they
have paid out this money.

Mr. Kext. I have seen a number of those agreements, Senator
and none I have seen have gone any further than to provide that if
in one way or another the processor got back the amount of the tax
for which he was liable, he would make reimbursement.

Senator Brack. I haven’t the contract, but as I recall it was pro-
vided if it was held illegal, after the injunction -was issued, like this
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*  man had in a contract which provided that if the law was held un-
constitutional they would make refund to the purchaser of the
amount of the tax, that being true they have paid 1t, as he says they
have, exactly the same as they had paid it to the Government so that
their floor stock is included, and you include the floor stock of others,
who paid the taxes as you say, there would be a discrimination
against them, which section 21 ?' 3 might take care of.

Mr. Kenrt. Even so, that would be one of the problems which it
would seem to me should be covered by section 21 }d).

Senator Warsu, May I make an inquiry?

Mr. KenT. Yes, sir,

Senator Warsn. I understand inventory was taken of all property
for the purpose of levying the floor tax.

Mr. Kent. Yes, sir.

Senator Warsi. Then, in a particular establishment, let us say
commodities were valued at $10,000, and between that time and
January 6 of this year that merchant disposed of $8,000,000 of those
commodities, leaving $2,000 upon which he paid the tax. He can
obtain refund for that amount.

Mr, KenTt. Yes, sir,

Senator Wawrsi. And this does not include goods he bought since,
because they were taxed at the source?

Mr. Kenrt. No, Senator; it does not include any goods in which
the person seeking the refund is the person who paid the tax.

This provision is intended to take care of certain persons who
would not otherwise be taken care of at all, who have not paid any
tax to the Government, but have in effect borne the burden of the
tax, because of the increased price which they paid to the processor,
but paid by the processor in the price of the goods they have.

Senator BarxkrLey. This bill does not deal at all with the refunds
under the Kerr-Smith Act?

Mr. Kexr. No, sir.

Now, subsection (b) states the method in which the amount of
refund to which the claimant is entitled shall be computed. It states
that it shall be equal to the processing tax which would have been
payable with respect to the commodity from which the article was

5 processed, if it had been processed on January 5, 1936, but not in

*: excess of (1) the amount of the burden of the tax with respect to
the article which was shifted to the claimant in the price he paid
for the article; that is, if he bought his products from a processor
who actually himself absorbed the burden of the tax.

Senator Georae. Or one-half of it?

Mr, Kent. That is right.

Senator George. He could only get what he had absorbed in his
purchase pricef .

Mr. Kent, That is right. And with the further limitation to the
extent that the claimant has not received and will not receive reim-
bursement for such burden from the vendor; that is, in some lines of
industrﬁ repayment has been made.

In other words, we are not going to let him obtain a refund from

the Government if he has already been made whole in the other way. .
Senator Georce. That seems entirely equitable.
Mr. KenT, Yes, sir; it further provides the refund shall not be in

excess of (2) the amount by which the claimant reduced the sale
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prica of the article on account of the invalidation of the taxes under
the Agricultural Adjustment Act as amended.

We are told in many lines of trade in commodities and products
to which the processing tax applied there was a very immediate
readjustunent of prices subsequent to the decision in Hoosac case.

In the case of flour, for instunce, the wholesale price dropped
almost without delay—almost the next day—by an amount w]ixich
praé:itically equaled the amount of the processing tax on that com-
modity.

Senlz;,tor Kina. Let me ask you a question, if I may.

Mr. Kenr, Yes, sir.

Senator Kina. I do not quite understand all of the ramifications.
Suppose I had been a merchant in & mining camp and I anticipated
a great development in the camp, mines should be opened up and
smelters opened up, and I overstocked with canned foods, let us say,
upon which the processing tax had been paid; that I bought $50,000,
instead of a reasonable amount, and when this tax decision came
subsequently, the mining company did not develop, the smelter did
not open up, and it was evident that I had exercised very poor judg-
ment, and had on hand $25,000 worth of those goods; would I ge
entitled to relief?

Mr. Kenrt. And which you would only be able to sell and dispose
of at a considerable loss to yourself?

Senator Kina. Yes; would I be entitled to relief?

Mr. Kena. Only to the extent that the price at which you were
able to sell them would be reduced by the removal of the processing
tax,

Senator Kixe. Then I can see litigation without end.

Mr. Kenr. I think we have taken care of that, Senator, in a later
section.

Subsection (c¢) simply contains a couple of definitions.

Subsection (d) requires the claim to be filed under this section by
January 1, 1987, in conformity to regulations preseribed by the Com-
missioner with the approval of the Secretary, and placed upon the
glagmagt the burden of establishing the facts upon which his claim
is based. :

Senator ConNarry. Will you not run into the proposition that a
lot of them will claim they have not dis‘posed of the goods?

Mr. Kent. That is taken care of in the provision of the bill which
defines the term “sale price” as meaning either the price at which the
article was actually sold prior to the filing of the claim; or the price
at, which it is being offered fo. sale.

Senator King. Let me get one more illustration, if I may, and I
beg the pardon of the committee. In my State we have a large num-
ber of canning establishments. They paid more for the tomatoes
and beans and peas than they otherwise would have paid by reason
of the Agricuitural Adjustment Act, and after the decision the price
went down. They had paid, maybe, for tomatoes $50, whereas prob-
ably, if it had not been for the Agricultural Adjustment Act they
would have only paid maybe $40. How are they to adjust that?
And who shall pay it?

Mr. Kent. Of course, that particular product was not under the
processing tax, but if you will assume a product that was—
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Senator Kina. All right; assume some that were, then, on the
same problem; who would pay for it?

Mr, Kenr, It is probably true that in some instances at lenst there
was some pyramiding as the result of the tax: that is, a processor
wotld not only add on the amount of the tax, but a little more if he
was able to do s0, a common phenomenon in connection with tax on
transactions, such as sales, but this section would not allow relief in
any case in excess of the actual amount of tax which the statute has
imposed.

If there was a dollar processing tax on a barrel of flour, for in-
stance, which was in somebody’s floor stock on January 6, the refund
with respect thereto in no case could exceed that one dollar; in
other words, it is not proposed to make any reparation for any con-
sequences that were incidental or collateral to the economic work-
ings of the act.

Senator Conyarny. You could not do it any other way?

Mr. KexT. No, sir; we would simply be at sea,

Senator Gerry. Would you explain the necessity for any of the
sections of the Agricultural Act which you referred to?

Mr. Kext, Yes, sir; I would be glad to do that. There wounld be
only one or two sections that are velative to this.

It i« proposed to limit the claim allowable under this section to
those of $10 or over, for the practical reason that with claims less than
that, the cost of administration is out of all proportion to the
amount involved both from the point of view of the claimant and the
Government.

Morcover, by virtue of the fact that this relief is not velief which
the law requires, it is proposed to make the determination of the
Commissioner with respect to claims filed under this section final,
and not subject to judicial review.

Unless some such provision is written into the law there is no
principle of law upon which any such claim could be successfully
invoked against the Government. and this relief, if it is written into
the law as finally enacted, is to be justified on grounds of equity
and public policy alone.

For the same reasons it is provided that no interest shall be
allowed in connection with any payments made under this section.

Senator Gerry. Are there other sections in which the decision of
the Department is final?

Mr. KenT. In the case of special assessment, except that where a
review by the Board of Tax preals was allowed, but there was no
judicial review.

Senator Gerry. Where was that?

Mr. Kent. That was in connection with the wartime excess-profits

tax, There is plenty of precedert for making the administrative
decision final in the payment of what in one sense is a gratuity.
Senator ConnarLy. This is a comparatively simple thing com-
pared with the windfall.
Mr. Kent. Yes, sir; and there is no question that can be presented
under section 602 which is not involved, in perhaps a more compli-
cated way under section 21 (d) of the Agricultural Adjustment Act

as amended.

Section 601 is intended to take care of a somewhat different situa-

tion. The Agricultural Adjustment Act as amended contained cer-
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tain sections providing for so-called refunds where commodities and
products with respect to which a tax was due, or a tax was paid
were exported from the country, or were delivered to a charitable
institution, and certain other provisions providing for refunds on
floor stocks where a processing tax should be decreansed in amount
or should be suspended upon a certificate by the Secretary of Agri-
culture for certain reasons which were stated in the act.

The invalidation of the Agricultural Adjustment Act has created
such doubt as to the present legal status of those provisions that the
Treasury Department has felt unable to continue with the making
of refunds to which persons would otherwise be entitled under those
particular sections. It is estimated there is about 10 or 11 million
:lollars altogether involved in them.

Senator Grorer. The sale of goods to the (overnment is also
included ?

Mr. KenTt. Yes, sir: that is included in this case of charitable
zoods.

It is proposed in section 601 to reenact the particular provisions
of the Agricultural Adjustment Act to which I \mve referred for the
sole purpose, however, of allowing refunds in accordance therewith
in the gpecific cases.

In other words, this enables us to go ahead and liquidate that
much of the wreckage resulting from the invalidation of the act.

Senator Couzins, With respect to this section where you say no
refund is permitted under any circumstances, I understand that is
taken care of in the Agricultural Adjustment Act.

Mr. Kenrt. In section 21 (d), or at least it will be taken care of in
a revised form of the section which will be submitted later fou
consideration.

Senator Couzexns. That has created some misunderstanding, and
I want to have something gotten up and put in there to take out
that misunderstanding, because many persons do not go back to the
Agricultural Adjustment Act to read this act, and without going
back to the Agricultural Adjustment Act it shows certain persons
are not permitted to make claim.

Myr. Kent. We tried to cover that by saying no refund under this
section shall be made, not that no refund shall be made anywhere,
but that no refund shall be made under the authority conferred by
this section.

The other provisions of the section with respect to the date of fil-
ing of claims, the finality of the Commissioner’s determination, the
nonallowance of interest, are similar to those contained in sec-
tion 602,

Just a word about subsection (g) on page 231, that is intended to
correct what we are amply convinced was an inadvertance, or a
legislative error made a year or two ago in the amendment of the
Agricultural Adjustment Act.

Legislative history clearly indicates that Congress intended to
write in the date June 1, 1934, but by some mischance wrote in June
20, 1934, instead. The result was to cut off the allowance of a few
meritorious claims for refund arising out of the suspension of the
processing tax such as on large cotton bags, and it is simply the
purpose of that section to remove this impediment. '
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Mr. Hervering. ‘Title I1I has to do with the windfall tax, and Mr.
Turney will explain that, on page 231. th
Mr, Turxey. This title imposes a tax of 80 percent on the unjust
enrichment, or what has been called the windfall, resulting to cer-

tain processors and certain dealers from the unconstitutionality of ¢
the Agricultural Adjustment Act, the impoundment of taxes last M

year, and the nonpayment of taxes outstanding at the time the act

was held invalid. ) _ o
I might say the title is general in terms and applies to similar

situntions in connection with any excise tax, but I take it for the in
purpose of this discussion it is just as well to talk in terms of the "
processing tax.

The tax applies to two classes of persons. The first ave those cov-  J in
ered by subsection (a) (1) on page 231, the processors who last year | .
either had the tax impounded and got it back when the act was held ve
invalid, or who had not paid part of their processing taxes at that
time,

In the case of those persons the bill provides that there shall he & .
determined the net income which they made from the sale of the arti-
cles with respect to which the tax remained unpaid. Then the tax tk
of 80 percent applies to that net income from the sale of those arti- or

cles to the extent that such net income results from passing on the

tax to other people.
Subsection (a) (2) applies to the dealers who bought articles at

prices including the processing tax and who. under these contracts &
which have been mentioned. received refunds from their vendors for de
the burden of those taxes, in cases where they had gone ahead and § P
passed the tax on to their customers.

In those cases the bill provides for determining the net income W
which they reulized from this reimbursement from the vendors, and ® o
the 80-percent tax applies to that net income to the extent they have
passed the processing taxes on to their customers. be

It only applies where they have in effect collected the amount of §
the processing-tax burden twice, once from their customers and once s
from the processor who originnhy passed it on to them. th

The CuamyaN. Why do you fix this percent? pa

Mr. Torney. The Ways and Means Committee did that. tn

The (gHAIRMAN. What was the reason of fixing that instead of 90

ercent ?

P Mr. Turney. The original proposal was to make it 90 percent, and § -
I think the committee had some fears that the tax might be held ta:
unconstitutional because 90 percent amounted to confiscation. I :
think they felt it was better to go to 80 percent, which would be in-
_ safer from attack of that sort. . fa

Senator Georae. I suppose they took into consideration the expense § o
of litigation? i

Mr. Turney. That point was also made, that after all these proces- Vo
sors had been put to a good deal of expense in connection with these :
pmtifssing taxes, extra bookkeeping, accounting, and that sort of co
work. :

The Cramrman. And the lawyers’ fees? ) . :
Mr. Turney. The lawyers’ fees are in here as a special deduction, T

but limited to 10 percent.
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Senator Connanny, They will be put to some ex(fense in meeting
the requirements nf the Treasury in collecting refunds, also?

Mr. Tunney. Yes, sir.

Senator Connvarny, Some of these impounders make the claim
that a part of it, if not all of it, was absorbed, can the Treasury be
able to determine in this kind of cases whether the tax was absorbed,
or to what extent it was absorbed? )

Senator Groror. The burden will be on the claimant, will it not$ -

Mr, Turney. Yes, to the same extent the burden is on the taxpayer
in ordinary income-tax cases when the Commissioner makes a deter-
mination against him.

Senator Grorar. Is there a provision here that if the processor who
impounded the taxes, went into court, and did not pay it to the Treas-
ury, but nevertheless paid the amount of that fund over to his
vendees, is he protected ?

Mr. Tunxev, Yes; that is covered here.

Senator Groree. He is allowed a eredit where he has made an
actual bona-fide payment?

Mr. Turney., Where the rebate was made on or before the date of
the President’s message or pursuant to a contract entered into on
or before that date.

Senator Groree. Suppose they have come since?

My, Turney. That is only if it is made under such a contract.

Senator Grorce. Suppose it is not made under a contract, but is
n bona-fide payment, such as, take the textile people, whether they
do have a contract or not, they have got to pay 1t, and if they do not
pay it, the customer will buy from somebody else.

Mr, Turnkyr. There was a representative of the textile people
who appeared before the Ways and Means Committce, and objected
to the time limit on the rebates to their customers.

Senator Grorae. That is obviously unjust, because if it is an actual
bona-fide payment, it scems to me he ought to have credit for it.

Mr. Turxey. I think the objection to that is that these proc-
essors have known since March 3 that they might become liable for
this tax, and to permit them to go ahead and make all of these
payments to their customers, simply gives them a wide-open oppor-
tunity to buy goodwill at the expense of the Government.

The Cuairman. Would not practically all of them do it?

Mr. T'urney. I haven’t any doubt that if the limitation were taken
off, every processor who thought he was likely to be liable for this
tax, would prefer to give the money to his customers.

Senator Grorge. It is not a question of preference; if he stays
in- business he has got to do it, and he has done it as a matter of
fact, and is doing it today, and there is no way out for him. Tt
seems to me if it is a bona-fide payment actually made to somebody
since the passage of the act, he ought ¢o have credit for it, and then
vou can get it in the hands of his vendee, if he passes it on.

Mr. Turney. Of course it is more difficult for the Government to
collect the 80-percent tax from all his customers.

Senator Grorgr. It will be difficult to make the collection anyway.

Senator Warsu., There was, as I understand, some loss to the
Treasury.

The CuArMaN. We lost about $10,000,000, I believe.
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Mr. Kexr It was about 514 percent, because when we had the
90-percent rate there was a provision allowing a deduction for
attorneys’ fees up to 15 percent, and when the rate was reduced
to 80 percent the allowance was reduced to 10 percent, so that there
was an offset that way. )

Mr. TurwEey. Subsection (b) provides for determination of the
net income from sale of the articles with resrect to which the proc-
essing tax was not paid. It provides for the proper allocation of
deductions to the gross income from that source, and subsection (c)
lays down a similar rule for determining the net income which the
dealer realizes from reimbursement from his vendors.

Subsection (d) gives the rule for determining, the prima facie,
the extent to which the taxpayer under this section shifted the bur-
den of the processing tax to his customers,

The rule laid down there is a comparison of his margin, or the
difference between the selling price and direct cost of materials or
of the article with his average margin determined on the same basis
during the 5 years preceding the tax period. )

In paragraph (3), page 233, provision is made for credit of re-
funds which he muy have made to his purchasers to offset the tax
passed on to them.

Subsections (£) and (g) on page 234 arve minor rules to facilitate
these determinations. Subsection (f? provides for the first-in-first-
out rule in fixing the costs and selling prices of articles in cases
where they cannot be definitely shown. )

Subsection (g) covers the case of dealings through affiliated cor-
porations where fictitious prices may have been set up and provides
that the Connnissioner shall determine a fair price.

Subsection (h) provides that either the taxpayer or the Cominis-
sioner may overcome this prima facie rule which is set out in sub-
section (d) by proof of the actual extent to which the taxpayer
shifted to others the burden of the processing tax.

The subsection enumerates certain types of proof which can be
taken into consideration to determine this extent, but does not limit
either party to this type of proof.

Subsection (i) defines the term “Federal excise tax.”

As I said before, this title does not relate only to the processing
tax but relates to all Federal excises which are of the sort which the
taxpayer ordinarily shifts to other people. ’

Senator Couzexs. Give us an example of what kind of a tax that
would be. i

Mr. TurnNey. Any sales tax; for instance, a tax under title IV
of the Revenue Act of 1932 the cotton-ginning tax under the Bank-
head Act would be another ome. That tax was imposed on the
ginner for the ginning of the cotton, but ke, of course, took it out
of the producer in the price he charged.

Senator ConnaLLy. Is that the requirement he had to have a tag
on the bales and had to pay about $20 for it?

Mr. TvrNEy. Yes; the tax was paid by means of bale tags.

Senator CoNnarny. That would not hurt the ginner provided he
got it out of the man who bought the cotton; is that right?

- Mr. Turney, That is right.

Senator ConnarLy. And in all cases, of course, he did?
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Mr, Turney, Yes; and if under those circumstances the ginner

ets a refund from the Government, he is just as unjustly enriched

y getting that refund, unless he pays it back over to purchaser,

as any of these processors under the Agricultural Adjustment Act.

Senator Gerry. Is there an appeal from these decisions of the
Department?

Mr. TurNey. Yes; this title is an income tax, and is subject to all
of the administrative provisions of the income-tax law. The tax-
payer will file a return showing his determination of the tax. Those
returns will be audited by the Commissioner, and if he finds more
tax due, he will issue a notice of a deficiency, and the taxpayer can
then go to the Board of Tax Appeals or pay the tax and sue for
refund. and the procedure will be exactly the same as that with re-
¢pect to the ordinary income tax,

Senator Brack. I assume this will apply to the tax on oils?

Mr. Torsey. That is right.

Senator Brack. I understand there has been an injunction granted
against that.

Mr. Turxey. Yes; that is correct.

Senator Connarry., The coconut o0il?

Mr. Turney. Yes, sir.

Senator ConnarLy. That was appealed, and was sustained by the
District Supreme Court yesterday, but I do not know what the
Supreme Court of the United States will hold.

Mr. TurNey. Of course, even in the case of a tax which is not held
unconstitutional, there may be a situation where the taxpayer will
get a refund on something not taxable which he thought was taxable

Senator Conxarry. Under this windfall there is no provision for
getting back these taxes on cotton under the Bankhead Act?

Senator Grorge. No.

Senator ConxarLy. Why would not the windfall do it?

Mr. Torney. The windfall tax will apply with respect to the proc-
essing taxes in these cases where the tax was never paid by the
processor. It will apply to any refunds that may be made of the
ginning tax. :

In subsection (j), page 236, the bill expressly provides that while
in general this wmdfgll tax ap})lies to cases where the taxpayer gets
a refund, as far as the Agricultural Adjustment-Act taxes are con-
cerned, and the manufacturer’s excise taxes under the 19382 act, it
does not apply where the taxpayer gets a refund of those taxes in
conformity with section 21 (dI)) of the Agricultural Adjustment Act
or section 621 (d) of the 1932 act, which sections permit refunds only
when the taxpayer can show he absorbed the burden of the tax.

Subsection (k) is a provision in the nature of a definition which
provides that the language used previously in the title with refer-
ence to sales of articles and commodities shall be deemed to include
sales of services where the tax was imposed with respect to a service
rather than an article,

Subsection (1) on page 237 is a special separability clause.

As the main part of the section is drafted it applies to the unjust
enrichment arising out, of the sale of these particular nontax-paid
articles, to the extent the taxes are passed on, without any offset tn
the taxpayer for losses sustained on any other business or during any
other part of the year.
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In the Ways and Means Committee there was considerable question
rnised as to the validity of an income tax which picked out of the
taxpayer's business for the taxable year a special group of trans-
actions and computed the net income on the basis of those trans-
actions without any offset for losses outside of those transactions.

The Ways and Means Committee decided that as far as policy was
concerned they wanted to do that, and they thought there was enough
argument for its validity to i’usti? them in oin% that, but they
wrote in here a provision to the effect that if this broader applica-
tion of the tax was held invalid, then the tax should nevertheless
apply, but with an offset for losses from other transactions.

Senator ConnarLy. That is in order to avoid a court’s decision?

Mr. TurNey. That is in order to avoid a court holding the entire
(ung unconstitutional because it is too broad in its application,

Senator Barxrey. Of course, that gives to this particular class
of taxpayers a right which is not enjoyed by the rest of them, to
offset losses on general transactions. I am not objecting to it, but
it is putting them in a little different class.

My, Turney. You mean the ones who have losses outside of this
part of their business?

Senator BarxLey. Yes,

Mvr. TurNey. Yes; that is true; and this provision only applies if
it is necessary to apply it in order to save the constitutionality of the
tax., '

Section 502 is a provision for crediting against this tax the amount
of any other income tax which is attributable to the same income.

For example, this tax applies to a part of the net income at the
rate of 80 percent. The taxpayer might be an individual in a fairly
high surtax bracket so that his regular income tax, which is com-
suted on his entire income, including this income, wo1ld be increased

y, say, 50 percent of that amount, and you would have a total of
130 percent tax attributable to this unjust enrichment.

Therefore, section 502 provides a method of crediting against this
80 percent the portion of the other income tax which is attributable
to this windfall part of the income, and therefore in effect this part
of his income bears the 80-percent tax and no other tax.

Senator Connarry. The effect of that is to segregate this and not
include it in the tax on any other income.

Mr. Turney. That is substantially it. Technically it is done by
leaving the other income tax alone and reducing this tax,

Senator Barkrey. Getting back to section 501, if this law shall be
declared invalid this income is just put in the general pot of his
income and taxed according to the general tax laws without regard
to this section is that t-rueg

Mr. Turney, Noj; under subsection (1), if the court says you can-
not tax this income without Fiving him credit for losses outside of
this section, this tax still applies to the windfall income, but limited

by his total net income for the taxable year.

To give an example, assuming a man was in the milling business
and had his tax impounded during part of the year and made, say,
$1,000 windfall by reason of the unconstitutionality of the Agricul-
tural Adjustment Act, but on the product with respect to which he
paid the tax he lost 43500, the main part of the section ‘would tax

m o~ .

——

eni




REVENUE ACT, 1936 131

the $1,000 windfall without any offset for that $500, but if the
court should hold that you cannot tax a part of the net income
which is in excess of his entire net income, then the section would
apply to the $1,000 limited by the $500 which he made for the
entire taxable year on all of his business.

In other words, the provision would, if it were held applicable,
give an offset for any net loss on the taxpayer’s other transactions.

The Cuamyan. Why would not the same rule apply to this next
section you are reading from, where in applying the processing tax

for the fellows in the higher brackets he should be separated from
the“ot;xer. Isn’t that a special class where it does not apply gen-
erally? .

I am just wondering on that proposition whether the same rule
would apply.

Senator ({:ONNALLY. The point there is if you take the 80 percent
out of this and throw it into the other income and tax it again, you
would make it more than 100 percent of the windfall taxes.

Mr. Turxer. Of course, as to section 502, its operation will be
dependent on what is finally held as to the scope of the main tax,

The Cuamryax. In other words, it is removing discrimination,
and the other you put it in, except the proposition we ave in the
bigger class of people and you make it apply separately, but you -
apply that to all of them whether large or small. don’t you?

Mr, Torney. Of course, whatever the court holds as to the scope
of the main tax, it will apply as far as legal effect is concerned, to
everybody alike. There will be a practical discrimination in a
sense, between those who have outside losses and those who do not.

Senator Barxrky. Is it true that whatever the court might hold
there will be some tax levied on this amount of money?

Mr. Turney. That is correet, but the application of subsection (1)
to particular taxpayers would reduce their tax or l)erhnps exenipt
them, if they had no net income on their entire year’s business,

s Senator Conxarny. Taking your illustration of a moment ago

2 where a man makes $1,000 windfall, and has a $500 loss on the out-

: side, what you would do, would be to take off $500 and assess it 80
percent against the other?

B Mr. Turxey. Substantially, ves, you determine his windfall at
$1,000, and if you determine his entire income for the year to be

y $500, the $1,000 would be limited by the ¥500, so that the tax would
be 80 percent of $500 under subsection (1), if the court held the tax

e could not constitutionally apply to the $1,000.

‘s Senator Conxarry. Then, the tax would be $400?

d Mr. Turney. Yes. Section 503 makes applicable to this tax the
administrative provisions applicable to regular income taxes, with

- special provision for the due date of the taxes and the returns for

of taxable years ending before the date of enactment.

xd Section 504 makes the tax retroactive to any taxable year ending
during the calendar year 1935 or any subsequent taxable year.

88 That makes it sufficiently retroactive to cover all of these cases

Y where the processing taxes were imnpounded last year.

1- The Cuamnan. That includes the year 1935

10 Mr, Turney. It includes the year 1935 and every fiscal year which

X

ends in 1935. It is conceivable it will apply to fiscal years begin-
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ning February 1, 1934, and ending January 31, 1935. That would
be the earliest year to which it could apply.

Section 505 makes this tax applicagle to Puerto Rico and the
Philippine Islands because processing taxes were applicable in those
1)lossessions, and there were some outstanding processing taxes down
there.

Senator ConnaLLy., How about the District of Columbia?

Mvr, Turnzy. It is applicable to the District of Columbia as shown
on page 2392‘1ine 18.

Senator ConxaLLy. Yes, I beg pardon, I didn’t see that.

Mr. Turney. I think that covers the entire title unless there are
some more questions.

Senator Brack. Do you have a proposed amendment of section
21 (d) in connection with this same thing?

Mr. Tueney. I have not been working on that, Senator. I think
Mr, Oliphant probably can answer that.

My, Ouienant. There are a number of problems there, on which
the Department of Agriculture, the Department of Justice, and the
Treasury Department are working.

Senator Warsit. I would like to know how you estimate the
;;etm'x?ls from this tax at a hundred million dollars a year, on what

asis

The CrairmaN. How about that, Mr. McLeod?

Mr. McLrop, We have a distribution in the Bureau of Internal
Revenue, showing the number of concerns involved and the amount
of taxes, and we determine the net income or deficit of those corpo-
rations for the previous year, and making adjustments in earnings
for the current year we arrived at an approximation which we
believed was fairly conservative, and we wrote that down, allowin
a factor of safety in view of the statistical data we had, whic
amounted to around a hundred million dollars, but the actual statis-
tical ata indicated a higher figure.

The Cuamrman. You estimated the increased revenue by virtue of
this bill, including the windfall and the corporation tax at $723,-
000,000. TIs that right?

Mr. McLxop. Including the capital-stock tax, it would be more
than that.

The Cuammax. The capital-stock tax runs until 1937, I believe—
what is the date it runs to?

Mr. McLrop. We collect everything on the capital-stock tax in
the fiscal year 1937, the first 3 months of the fiscal year 1937.

The Cuamman. Then, taking off whatever the capital-stock tax
would be, it would be $723,000,000; is that correct?

Mr. McLrop. Yes; that is correct.

The Cnamaax. But with the capital-stock tax as written in this
bill going until 1937, you would estimate how much?

Mr. McLrop. $803,000,000, including the capital-stock tax and the
excess profits. There would be probably an additional amount of
excess profits we have not included.

The Cuamyan. There was one phase, Mr. McLeod, you did not
discuss yesterday in all your demonstration on the board there, and
your estimates, they were based on complete distribution of earnings
to the stockholders, and then you discussed about the retention of
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certain reserves; what is your estimate on these reserves that this
bill permits with these various taxes, 15, 2214, and so forth, on the
surplus; does that change your estimate in any respect ?

Mr. McLxopb. By reason of the corporation retaining 30 percent
in the form of surplus and paying out 55 percent in dividends, and
paying a tax of 15 percent we found practically no difference
between 100-percent distribution and 30-percent retention, because
of the rates we applied on the total net income based on the percent
retained plus the tax we get on dividends paid; with the two working
together, we get about the sume figure up to 30 percent.

Above 30 percent retention we gain, because then the rate of
('orptl)fation tax, depending on the percentage retained, rises more
rapidly.

lSengtor Couzens, Yesterday I asked for some information with
respect to the number of corporations that the I'reasury had in mind
to reach when they suggested this method of taxation. Have we
any information in connection with that? _

Mr. McLeon. We have looked into that, and it would probably take
about 4 days, but we might shorten that by working nights. All
of the cards have to be run through the machines.

Senator Cotzens. Do you think you could have it in 4 days?

Mr. McLeop. Yes; we are working on it now, as a matter of fact.

Senator Couzens. Do you intend to give it to us?

Myr. McLEeob. I do.

Senator La ForLLerre. Mr. Chairman, is there any question about
there being any misunderstanding between the Senator from Michi-
gan and the Treasury officials about the data required? I was con-
fused about it, but perhaps they have talked it over since,

The Cramyan. I do not think you can get in 4 days all of the
data he requested. What is it you were getting in 4 days?

Mr. McLron. We were going to get all corporations reporting for
a_calendar year over a million dollars net income, which would in-
clude about half of the total corporate net income, and amount to
about 500 to 600 corporations. That sample would provide the
greater part of the net income-of the corporations and cut down the
work to a great extent. Otherwise we would have the tabulations
to run for about 250,000 corporations.

Senator Couzens. That may cover the question, but when the
Treasury Department apparently advised the President this was a
good scheme, they had cortain information before them to predicate
this scheme, and I would like the same sort of information the Presi-
dept had or you had when this plan was proposed. Do I under-
stand that you are preparing substantially what the President had
when he proposed this plan?

Mr. McLeop. We had not, of course, the number of individual
corporations that retained more or less than 80 percent. We had
a picture of all corporations’ net income and deficit corporations,
and the amount of net income,_that had been retained in the form
of surplus, and the amount that had been paid out over a period
of years. but not broken down by the number that retained, say,
30 percent, and the number that retained 40 percent, and the number
that retained 50 percent.

Senator Couzens, I did not contemplate that, but I did con-
template you would have the same information you had and which
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you gave the President when you planned this scheme, and I woula
like to have that information. Is that available? .

Mr. MoLron. Yes; everything we have has been already inserted
in the hearings before the Ways and Means Committee, and we can
provide similar tables.

Senator Couzens. If you can direct my attention to what par-
ticular tables you refer to in the House hearings I will not ask you
to duplicate it here. )

Senator La ForLerre. I am interested yet in just what it was M,
McLeod was proposing to do in response to the request of the Sen-
ator from Michigan.

Senator Connarry. Mr. McLeod was called upon today to report
just what he could furnish in the limited tiine.

Senator L.a Forrerre. I understood that, but T would like to get
it clearer in my own mind just what they are proposing now to run
through these calculating machines or whatever they are, and what
that data will show when it is assembled. Would you mind restat-
ing your proposal, Mr, McLeod ?

Ir. McLEop. The proposal is to take all corporations in the coun-
try that reported over a million dollars of net income, and that
would include probably one-half of the total net income.

Senator Lo FoLuerre. Reported by corporations?

Mr. McLeon. Yes. It would include say between 500 and 800
corporations. Then, we propose to take certain items on their in-
come statements which would indicate the percentage of their income
retained in the form of surplus or paid out in the form of dividends,
and run a frequency table on that, and show the number of corpora-
tions that retained 25 percent, the number that retained 85 percent,
the number that retained 50 percent, and so on, as a sample of the
entire corporate income,

Senator Gerry. Would that tell you, for example, the number of
corporations that come under the $10,000 class?

Mr. McLrop. It would not tell anything about the small corpora-
tions, it would include only the large corporations which provide a
great bulk of the income.

Senator Gerry. Have you any statistics showing how many cor-
porations there are in the $10,000 class?

Mr. McLeop. Yes; we have a detail,

Senator Gerry. And the number of shareholders they havet

Mxr. McLrop. We do not have the number of shareholders.

Senator Gerry. So that you do not know whether these corpora-
tions are simply corporations that are not doing any work at all.
and not paying any income?

Mr. McLrop. We know how many corporations there are.

Senator Gerry. I am not asking that, but I am asking the $10,000-
a-year corporations included in your basis. I want to find out how
you arrive at the basis. You know how many $10,000-a-year cor-
porations there are? .

Mr. McLEeop. Yes.

- Senator Gerry. You know the capitalizations?

Mr. McLrop. We could determine that, but we haven’t the stock-

holders that they have.
Senator Gerry. You do not know how many stockholders they

have?
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Mr. McLeop. We do not. : :

Senator Gerry. Do you know how much average dividends they
pn‘glout?

r. McLeop. Not for the particular class of corporations, hut
we know it for all corporations.
]Senator Gerry. I am not asking that, but just this particular
class.

Mr. McLeop, We have not considered that.

Senator Gerry. Then apparently you have not given any careful
sttfxidy to@‘ the $10,000-a-year corporations, you have just taken it as
a re )

1\%11'1. McLeop. I think not, Senator. We have sufficient data for
the basis 6f this estimate.

Senator Gerry. You have sufficient data for your estimate as to
what your total income will be if you take all corporations in?

Mr. McLeob. All income classes,

Senator Gerry. What do you mean by that? I am trying to find
out if you have got a class of corporations that had $10,000 a year.
You say you have that data, but apparently you have not any sta-
tistics on_how many stockholders there are 1n that class of corpora-
tions, and how many people will be benefited.

Mr. McLeop. That 1s correct we do not have the number of people.

Senator Gerry. Have you got anything on a higher class, for
example, $50,000 corporations, have you anything on that?

Mr. McLron. The number of stockholders?

Senator Gerry. The number of stockholders and how much they
an{ out in dividends or anything else.

r. McLrop. No; we do not have that,

Senator Gerry. You have not split up your corporations at all as
to their size, have you?

Mr. McLeop. Yes; as to size of net income. We have split them
up as to the number of corporations that have an income of one to
two thousand, two to three, five to ten, and so on, up to a million
to five million, and five million and over. We have the corporations
and the net income. '

Senator Gerry. Then you have the number of corporations that
have a net income and you have gone into the number of corpora-
tions that have a net income so much, and you have that schedule?

Mr. McLeop. That is correct, and we coulg present that in a table.

Senator Gerry. I am not clear on that, and I would like to get it
clear how you arrive at your statistics.

Senator WarsH. I should think if you were getting the number
of corporations with an income of less than $10,000, you would get
it by adding the number of corporations of one to two, two to four,
four to six, and eight to ten, , o

The CuamrmMaN. He has all of the information the Senator desires,
as I understand, except the number of stockholders.

Senator Gerry. I am trying to find out just how they get at how
many shareholders there were in these classes. ‘

Senator Barkrey, That would not appear in the Treasury reports.

Senator Gerry. I just wanted to find out what they did in that
connection,

Senator Connarny. The stockholders change from day to day.
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| Senator Gerry. Of course that is true, and there is nothing to
that,

Mr. McLron. I have a table here of which I would be glad to
provide a duplicate which shows the number of corporutions having
income under $1,000, two to three thousand dollars, three to four
thousand dollars, and the amount of income in those classes.

Senator Gerry. But you have not broken that up into whether
those are corporations of a certain size or not?

Mr. McLeon., You mean by size of capitalization?

Senator Gerry. Yes; on your taxation basis.

My, McLrop. That would not be necessary except in case of excess-
profits taxes, This is corporations of a certain income.

Senator Couzrxs. Could we have that put in the record?

Senator Barkiey. Is that shown on the two tables you discussed
vesterday ?

Mr, McLron. Noj that shown on the tables yesterday was the num-
ber of people receiving incomes, the size of the income, and the divi-
dends.

Senator Couzexs. Mr. Chairman, may we have that put in the
record ?

The Crramraax. Yes; that table may be placed in the record.

('The material referred to is as follows:)

Estimated total corporate net income and number of returns by nct-income
classes, calendar year 1936, corporations reporting net income

]
Total cor- ! Total cor-
Net-income classes p?;%%:)et Number of Net-inceme classes p‘l’;%‘;l{:f‘ Nuntber of
(thousands of dollars) (miliions returns (thousands of dollars) (milllons returns
of dollars) of dolars)
Undert. ... ... ..... 2 205 9, 397
2 . 55 383 g, 240
86 571 4,220
54 490 1,028
41 567 906
152 1,336 744
119 2,929
104
g9 7,308 257, 5806

Mr. Ouipaaxt. Other agencies, as T understand, attempted to com-
pile the number of stockholders.

The Cunamman. What other agencies?

Mr, OnipnanT. I think the Federal Reserve Board has some infor-
mation on it, and the Department of Commerce, and the Securities
Exchange Commission.

Senator Gerry. Why can’t we put that in the record?

Tl(nle CuamyaN. That may be put in the record when it is pre-
ared.

! Senator Gerry. I would like to ask the expert another question.
You put the tax at 30 percent, did you, on a certain class of corpo-
rations, 27 percent on a distribution of 30 percent?

Mr. McLeon. The 15 pereent tax runs this way. Corporations
above $10,000 pay 4 percent if they retain 10 percent, and if they
retain 20 percent the;y pay— )

Senator Gerry. Wait a minute, state that again, please.




n-
1es
ne-

on.
I0-

ons
ey

REVENUE ACT, 1936 137

Mzr. McLeop. On an adjusted income of a corporation having more
than $10,000, it has the choice of paying a certain tax on the income,
depending on the percentage of the net income it has retained in the
form of surplus, or the other way around, it can compute its tax
depending on the amount distributed to stockholders, If a corpora-
tion retains 10 percent of the adjusted net income, the tax is 4 per-
cent. A corporation with an adjusted net income of $100,000 could
retain $10,000 and )a{ a tax of $4,000.

Senator Gerry. All of that goes right into your table?

Mr, McLeop. Yes.

Senator Gerry. Now, what I as trying to get at, what was the
rounding in the amount of earnings in the size of the capitalization
of the corr;orutions on your basis of making this up.

fl\{r. McLeop. That 1llustration has nothing to do with the basis
of this.

Senator Gerry. And what you do not know is the number of the
people who are stockholders?

Mr. McLeop. We know the number of people it will affect of those
who pay income taxes, which is shown on the table we presented.

The énmmmx. Thank you, Mr. McLeod; I think that is all.

This will close these proceedings and the committee will meet
Thursday morning at 10 o’clock.

(Thereupon at 11:55 a, m. the committee adjourned until Thurs-
day, Apr. 80, 1936, at 10 o’clock.)



