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REVENUE ACT, 1936

FRIDAY MAY 15, 1936

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.
The committee met in executive session, pursuant to adjournment,

at 10 a. in., in the committee room, Senate Office Building, Senator
Pat Harrison presiding.

Present: Senators Harrison (chairman), King, George, Walsh,
Barkley, Connally, Bailey, Clark, Byrd, Lonergan, Black, Gerry,
Guffey, Couzens, Follette, Metcalf, Hastings, and Capper.

Also present: Herman Oliphant, General Counsel for the Treasury
Departnient; Guy T. Helvering Commissioner of Interna Revenue;
Charles T. Russell, Deputy commissioner of Internal Revenue;
C. E. Turney, Assistant General Counsel for the Treasury Depart-
ment; Arthur I1. Kent, Acting Chief Counsel, Bureau of Internal
Revenue; Lawrence H. Seltzer, Assistant Director of Research and
Statistics, Treasury Department; L. H. Parker, Chief of Staff, Joint
Committee on Internal Revenue Taxation, and members of his staff;
Middleton Beaman, legislative counsel, House of Representatives;
John O'Brien, assistant legislative counsel, House of Representatives.

The CHAIRMAN. The committee will be in order. Mr. Oliphant,
are you ready to proceed?

Mvr. OLIPHANT. Mr. Russell is here prepared topresent the following
items of information:

All corporations having incomes of over $1,000,000, whether statu-
tory net income or income from dividends, actual incomes of over
$1,000,000, with the tax result in 1934 as compared with the results
under the new bill.

Second, 15 individuals, so far as we have been able to go on the
study of individuals, showing the taxes they paid on their 1934
income, under the 1934 taxes, and the taxes they would pay under
the proposed bill.

Then, third, 278 corporations, requested by Senator Byrd, the tax
paid in 1934 and the tax they would have paid under the new bill, and

Fourth, million dollar corporations with statutory net income of
less than $1,000,000 but dividends in excess of $1,000,000, comparing
them on the 1934 basis and under the new bill, and

Fifth, million dollar corporations showing statutory net loss but
having dividends of over $1,000,000, with a like compaison under
1934 and under the bill, and

Finally, all the public utilities segregated out of the lists I have
enumerated, in accordance with your request.
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The CHAIRMAN. All right, Mr. Russell.
Mr. OLIPHANT. The first thing is all the million-dollar corporations

summed up.
The CHAIRMAN. You are going to give us first all of the million-

dollar corporations?
Mr. OLIPHANT. Yes.
The CHAIRMAN. Mr. Russell, what is this first item, so we can get

it all straight?
'Mr. RUSSELL. I will give you the original of this, Senator, so it will

be easy for you to read it.
Tih first is a recapitulation study of 776 corporations which we

classed in the million-dollar classes.' As Mr. Oliphant explained to
you, those having a statutory net income in excess of a. million dollars;
those having a statutory net income less than a million dollars but
dividends in excess of a million dollars are included in that list.

Senator CLARK. That includes everybody that has an actual in-
come, every corporation that has an actual iilcome of $1,0001000?

Mr. RussErL . Either statutory or dividends.
The CHAIRMAN. The first item is dividends paid, is it not?
Mr. RUSSELL. No, sir; the first one is the recap of the total. It

shows the tax paid on the 1934 income, under the 1934 rate, of
$284,456,138.

Senator KING. How many corporations does that cover?
Mr. RussErL. Seven hundred and seventy-six. They would have

paid under the new bill $437,699,049.
Senator KING. That is more than their net income, is it not?
Mr. RussELl,. No, sir.
Senator KING. I thought you gave the net income as $484,000,000.
Mr. RuSSEL.. That is the tax actually paid under the 1934 act.
The CHAIRMAN. The approximate tax under the proposed bill would

be $437,000,000 plus?
Mr. RUSSELL. That is right. That is an increase over the old tax,

at the 1934 rates, of $153,242,911.
Senator BYRD. Now, Mr. Russell, have you got the surpluses of

these companies?
Mr. RussEuL. No, sir.
Senator BYRD. You have got to go back to that, because the com-

pany that has a surplus is not going to pay 42 percent tax. In other
words, there is no incentive to distribute their earnings in that par-
ticular year. All these companies have surpluses and they certainly
would not pay a 42-percent tax.

Mr. RussL. All these corporations did not pay a 42 percent tax.
Senator BYRD. You assumed that a corporation that might not

have distributed in 1934 would not distribute in 1935?
Mr. RUSSELL. Senator, these even include your list where they paid

no tax at all, this list does,
Senator HASTINGS. This is not based on the 42 percent, is it?
Mr. RtSSEL L. This is based on actual distribution. Some dis-

tributed 3 percent, some distributed 4 percent, and some distributed
as high as 42 percent.

Senator BYRD. You submitted a list yesterday of 75 companies
that (Iid not make any distribution in 1934.

Mir. RUSSELL. That is right.
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Senator BYRD. You assumed, of, course, that under the pending,
law they would pay 42 percent, did you not? I mean, that is in
your calculation?

Mr. RUSSELL. We would apply the rate of 42.5 to those cor-
porations.

Senator BYRD. That goes back then to the financial condition of
those particular companies, because if they had surpluses they would
distribute the earnings and would not pay the 42 percent tax.

The CHAIRMAN. Perhaps, Senator, an explanation of the whole
chart would show what you want. That is the total number of
corporations that are making more than a million dollars.

Senator CouzENs. Except utilities.
Mr. RUSSELL. Utilities are included in there.
Senator BLACK. As I understand it, the actual taxes paid was

$284,000,000 and you have figured it on the income for that year just
as though the neNv law had been in effect and they had retained what
they did retain and distributed what they did distribute?

Mr. RUSSELL. I made no assumptions; I merely took the figures as
they existed.

Senator BYRD. Did you take into consideration in your calculation
the so-called debt-ridden companies?

Mr. RUSSELL. No, Sir.
Senator BYRD. Maybe some of these corporations that retained the

earnings were in the debt-ridden class.
That is not. a. fair statement, I submit, Mr. Chairman, at all, unless

we know how many were debt-ridden companies, because if they did
not declare any dividends in 1934 they may have been a debt-ridden
company and paid the debt, and they would be in a special class.
Yet he put them at 42.5 percent.

The CHAIRMAN. Out of this number of 776 to which you called
attention, how many of these companies had paid no dividends?

Mr. RUSSELL. There were 75 corporations that paid no dividends.
The CHAIRM AN. How much tax did they pay?
Mr. RUSSELL. They paid $27,004.892.
The CHAIRMAN. What would they have paid under this proposed

bill?
Mr. RUSSELL. $96,570,286.
Senator COUZENS. That is the point I would like to make here.

Obviously what Senator Byrd wants cannot be obtained, for the very
reason that you would have to base what they would have to pay
under the new bill on an assumption.

Mr. RUSSELL. It would take 6 months to analyze the balance sheet.
Senator COUZENS. I mean even if you analyze it you could not

determine in advance the dividend policy of the corporation.
Mr. RUSSELL. No, sir.
Senator COUZENS. Being unable to determine in advance the

dividend policy of the corporation you cannot tell what they would
pay under the new bill.

Senator BYRD. What right have you got to assume, Mr. Russell,
that they are all in the 42-percent class.

Mr. RUSSELL. I am not assuming anything, Senator, I am giving
you the figures, that is all.

Senator BYRD. Some of these may have been debt-ridden com-
panies, some of them may have come under the 22.5-percent class,
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or they may have come under the debt-ridden corporations and paid
15 percent.

Mr. RUSSELL. Also, in regard to some of these corporations, that
22.5 percent that they would pay, to offset those there would be some
that would pay more than the actual rate that would be applied to
that proposition.

Senator BYRD. But. you figured all at 42 percent.
Mr. RUSSELL. Not all of them. Seventy-five out of seven hun-

dred seventy-six.
Senator 1YRD. Just one second. Let me get this straight. You

have got, 75 companies that distributed net earnings in 1934.
Mr. RUSSELL. That is right.
Senator BYRD. You assume that all of the 75 companies would pay

42 percent?
MIr. RUSSELL. I could only go on the figures that I have.
Senator BYRD. Cannot you ascertain whether they are debt-

ridden companies or not? Cannot you ascertain whether they come
under deficit class of 15 percent?

Mr. RUSSELL. Not in any reasonable period of time. In the first
)lce, Senator, after you find a company is debtridden you have to

ascertain how much they are going to amortize each year under the
)resent plan.

Senator BYRD. Do you think these figures mean anything then?
Mr. RUSSELL. I think they are indicative.
Senator LA FOLLFTTE. As I understand it, Mr. Russell, you have

taken this whole group of corporations and assumed, as you did in
furnishing information in response to Senator Byrd's request, that
their (lividends and their policies were as they were in 1934.

Mr. RUSSELL. That is right.
Senator LA FOLLETTE. That was the only basis that you could

ol)erate on, just the same as in furnishing the information that
Senator Byrd wanted about the corporations that heretofore paid a
lesser tax?

Mr'. RUSSELL. That is right.
Senator LA FOLLETTE. This is a recapitulation of all of these cor-

portations, as I understand it.
Mr. RUSSELL. Yes.
Senator LA FOLLETTE. Applying the same theory and giving us

the total of the information, in addition to what the specific inforim-
tion is that you furnished in response to Senator Byrd's questions?

Mr. RUSSELL. That is right.
Senator LA FOLLETTE. As I understand it-if I am wrong I want

to be corrected- insofar as Senator Byrd's information is any re-
flection on the loss of taxes, this is on the same basis and equally
informative as to what would be the effect on this whole group of
corporations?

Mr. RUSSELL. That is my thought.
Senator BYRD. I differ with Senator La Follette entirely on that,

because this bill, as I understand it, has three different taxations with
respect to these companies that do not declare the earnings. One is
they have 42 percent, another is that they have 22.5 percent, and for
debt-rid(len companies there is some provision of 15 percent, so you
can replenish a deficit that was incurred in the past year.

Mr. RUSSELL. I think that is still 22.5 percent.

II
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Senator BYRD. It seem to me you ought to follow these 75 com-

panies through, that made no declaration of dividends in 1034, and
see whether they come within the 15-percent class, the 22.5-percent
class or the 42.5-percent class, assuming, of course, that they will not
pay out all the earnings in the future.

The CHAIRMAN. You say it would take you 6 months to do it?
Mr. RUSSELL. Absolutely.
The CHAIRMAN. And you might not be able to do it within that

time?
Mr. RUSSELL. Yes. I would like to say that I want to keep away

from assumptions. If I must go into them I would say that probably
the increases between 1934 and 1935 and 1936 would approximately
offset anf credit for debt-ridden companies, insofar as that is

The CHAIRMAN. Let each member of the committee put his own
interpretation on whether oi not this represents the true facts. Let
us go to dividends, lot us go to less than 45 percent of the taxes.
How many of those corporations were there?

Mr. RUSSELL. There were 89 corporations.
The CHAIRMAN. What tax did they p'y?
Mr. RUSSELL. $35,099,710.
The CHAIRMAN. What do you estimate they would have paid?
Mr. RUSSELL. $78,791,731.
The CHAIRMAN. Of course, the same doubt applies to them, as

pointed out by Senator Byrd, as in the other number of 75. Now,
how many corporations paid more than 45 percent, or legs than 75
percent, how many corposations were there?

Mr. RUSSELL. One hundred and eighteen.
The CHAIRMAN. And how much tax was paid?
Mr. RUSSELL. $81,465,352.
The CHAIRMAN. And those who paid dividends of more than 75

percent?
Mr. RUSSELL. Two hundred and seventy-eight.
The CHAIRMAN. What taxes do they pay?
Mr. RUSSELL. $138,017,237.
The CHIAIRMAN. And how much would they pay under this bill?
Mr. RUSSELL. $26,052,353.
Senator COUZENS. There is a loss of about $110,000,000 right in

that item.
The CHAIRMAN. What is the explanation of that?
Mr. RUSSELL. That would be paid out in dividends.
Senator BLACK. Mr. Russell, you have not traced down to see who

got those dividends that naturally some in the higher brackets wuld
get the dividends and the Government would not lose, even though
the corporation does pay a smaller tax.

Mr. RUSSELL. That is right.
Senator COUZENS. That is on the assumption that nobody has got

anyproof here.
Mr. RUSSELL. Even the Treasury Department.
Senator COUZENS. Even the Treasury Department. It. would

take a year to put this evidence in.
The CHAIRMAN. Let me ask you as to that item, the item of

$26,000,000 in dividends paid by the 278, who paid more than 75

-I
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percent of their dividends, they paid a tax of $138,000,000, that is the
corporations paid that?

Mr. RUSSELL. Yes, sir.
The CHAIRMAN. Under the proposed bill you have taken into con-

sideration what they would have paid to the stockholders too or just
for the corporation?

Mr. RUSSELL. We are just merely giving credit for the dividends
they paid, Senator.

The CHAIRMAN. You do not know what the tax would be after it
was collected from the various stockholders?

Mr. RUSSELL. No, sir.
Senator BYRD. The point that I make, Mr. Chairman, is that there

would not be any additional tax involved except the 4-percent tax.
Senator KING. Mr. Russell, I presume some of these corporations in

your list were included in that general statement which I saw in the
newspaper a short time ago to the effect that there were a largo
amount of dividends in the aggregate, I think it was $40,000,000,000,
at any rate a huge sum, and the net earnings were less by far than the
dividends distributed.

\r. RUSSELL. That was the case of every corporation that Senator
Byrd had, and his corporations are included in here.

Senator KING. I saw it in the newspapers. The sum was con-
siderable.

Senator BYID. I (lid not make any such statement as that.
Senator KING. The amount that was distributed as dividends was

startling, measured by the amount of net income. It went into the
billions, and it showed that the distribution exceeded the net income
by several billion dollars.

Xir. RUSSI.LL. I did not see that statement, Senator.
The CHAIRMAN. Now, let us go down to the fifth.
Mr. OLIPHANT. That list included deficit corporations as well as

corporation earnings. It included the deficit corporations. It
-- shows that if you took all corporations, those making money and

those losing money, that the dividend distributed was more than the
earnings but it included the deficit corporations.

The CHAIRMAN. Now, let us take statutory net income of less than
a million dollars. The others have been over a million dollars.

Senator BYRD. Wait a minute, Mr. Chairman. I do not think we
have gotten a list of those companies that will not pay any income
tax.

The CHAIRMAN. We want to get down to these others first.
Senator BYRD. I mean this is in reference to those that distributed

as much as 75 percent. What about those that distributed 100
percent?

Mr. RUSSELL. They would not pay any tax. They are included
in the 75.

The CHAIRMAN. More than 75 percent.
Senator GERRY. Mr. Chairman, are we going to have copies of

this?
The CHAIRMAN. It will be in the record. Statutory net income less

than $1,000,000 but dividends received more than $1,000,000. How
many such corporations are there?

Mr. RUSSELL. Sixty-nine corporations.
The CHAIRMAN. What tax was paid?
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Mr. RUSSELL. $2 868,947.
The CHAIRMAN. FHow much do you estimate under the proposed

bill?
Mr. RUSSELL. $24,063,837.
Senator GEORGE. Why is that?
Mr. RUSSELL. Because the dividend is not taxed to the corporation.
Senator GEORGE. Is that the normal tax?
Mr. RUSSELL. That is the regular corporation tax.
Senator GEORGE. The regular corporation tax?
Mr. RUSSELL. Yes, sir; under the 1934 act.
Senator KING. Mr. Chairman, at the conclusion of Mr. Russell's

testimony I would like to put into the record some figures from page
36 of this report.

The CHAIRMAN. Let us wait until we get through with this.
Senator CLARK. Mr. Russell, these figures are comparable figures,

as I understand it. They are the actual figures in 1934, the figures of
what they actually paid in 1934, and the figures of that they would
have paid under the 1934 rate if the proposedlaw had been in effect.

Mr. RUSSELL. The actual tax paid for the year 1934, Senator, and
the tax which they would have uaid.

Senator BLACK. Under the proposed act?
Mr. RUSSEIL. Under the proposed bill.
Senator BYRD. Let me correct this, for the purpose of the record.

That is not correct, because there has been no analysis of these debt-
ridden companies which got a different rate. He figured them all at
42 percent. When the company made no distribution in 1934 he
figured the 42-percent rate, which may or may not be correct, because
there are two classifications under this bill that they will come under.

Senator LA FOLLETTE. When the Treasury answered Senator
Byrd's request we made the same assumptions.

Mr. RUSSELL. That is right.
Senator BYRD. Senator La Follette, there was not any question

about the company that distributedd all its earnings not laying any
taxes, but a company that did not distribute any earnings comes into
thsee classes, 15 percent where there is a deficit, 22.5 percent for debt,
or 42 percent.

Senator GEORGE. Mr. Russell said frankly that lie assumed, where
they paid no taxes, they would pay 42.5 percent.

Mr. RUSSELL. That 'is right.
Senator GEORGE. In other words, your calculation was the highest

possible maximum that could be realized.
Mr. RUSSELL. That is right.
Senator GEORGE. Applying the highest possible rate.
Mr. RUSSELL. On the 1934 income.
Senator GEORGE. That is all there is to that.
The CHAIRMAN. The next one is statutory net loss but dividends

received in excess of $1,000,000. How many of such corporations
were there?

Mr. RUSSELL. Ont hundred and forty-seven.
The CHAIRMAN. What was the tax paid?
Mr. RUSSELL. No tax paid.
The CHAIRMAN. How much would you receive under this bill?
Mr. RUSSELL. $125,412,358.
Senator BLACK. What list was that?
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The CIAIIMAN. That was where there was a statutory net loss
but the dividends received were in excess of $1,000,000.

Senator HASTINGS. You have not taken into account the tax paid
by the corporation that declared those dividends?

Mr. RUSSELL. It was impossible to work that out.
Senator HASTINGS. This is not an actual increase in funds to the

Treasury, because those corporations must have paid the normal tax
before they declared the dividends and paid it over to these corpora-
tions.

Mr. RUSSELL. I assume that would be the case.
Senator HASTINGS. It is true, is it not, that this amount of new tax

does not actually mean there would be that additional increase?
Mr. RUSSELL. That is a hard question to answer, Senator. I am

stating just what the returns show.
Senator HASTINGS. Is it not a reasonable assumption that the cor-

porations that paid a dividend to these corporations which you are
now talking about. must have paid the normal tax before they declared
the dividends and paid them over to those corporations?

Mr. RUSSELL. I would say they must have paid the normal tax, or
pretty close to it. rhelr are other questions involved there.

Senator BYRD. There is no net gain to the Treasury, is there, Mr.
Russell, in your jtudg'nent?

Mr. RUSSELL. I think there would be a gain to the Treasury.
Senator BYaD. It would not be anything like you would estimate,

though, that you would get?
Mr. RUSSELL. I would say it would be something like it. How

much less it would be I do not know.

Senator KING. Let us see if I can get this in my mind. I am read-
ing from the Treasury report. Assmen that the statutory net income
in 1930 of all corporations was $6,428,813,000, and the total cash
dividends paid by corporations amounted to $8,202,241,000.

Mr. RUSSELL. What is the total dividends paid?
Senator KING. That was more than two billions in excess of all

the net income.
Mr. RUSSELL. In 1930?
Senator KING. Yes. I am reading from the Treasury report here.

The explanation for it is what I am trying to get at. The 1930
statutory net income was $6,428,813,000, and the total cash divi-
dends paid by all corporations for that year was $8,202,241,000.

Mr. RUSSELL. Tpihose are not the figures that I have, Senator.
Senator KING. Just look at your report here. That table was put

in at the hearings by Mr. McLeod in the House hearing.
Mr. RUSSELL. I had $8,542,000,000, but that included dividends

received from other corporations. That is the figure that I have here.
Senator KiwG. Is there any inaccuracy in Mr. MeLeod's figures?
Mr. RUSSELL. Not that I can see. I have different figures here.

I have the total net income and lie just has the statutory net.
The CHAIRMAN. On this chart it is the last item.
Senator KING. The total net income as against the statutory net

income, what do you mean by that?
Mr. RUSSELL. I mean that figure there excludes the dividends

received from other corporations.
Senator BLACK. Mr. Chairman, I would like to ask that the figures

that he has there be put in the record exactly as lie has them, so that
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we may have those figur,-i if we want to see them, instead of having
a long discussion on each item and having to read 50 pages where
they could just as well be on one page.

The CHAIRMAN. Immediately following the testimony that he gives
we will put this table in the record.

Senator BLACK. Very well.
The CHAIRMAN. Now, the next item is public utility corporations.

You say they were included in the 776 total?
Mr. RUSSELL. Yes, sir; they are included in the figures I just gave

you, but they are set aside for a separate study.
The CHAmn AN. Public utility corporations with dividends more

than $1,000,000 or net income in excess of $1,000,000. flow many
are there?

Mr. RUSSELL. One hundred and ninety-two.
The CHAIRMAN. What was the total tax paid?
Mr. RUSSELL. $71,264,598.
Tie CHAIRMAN. What would they pay under this bill?
Mr. RUSSELL. $60,331,089.
Senator KING. They would pay less?
Mr. RUSSELL. Yes.
Senator KING. $10,000,000 less.
Mr. RUSSELL. Approximately $11,000,000 less.
The CHAIRMAN. Is there any other question of Mr. Russell?
Senator LA FOLLETTE. Let us have the rest of the data.
The CHAIRMAN. In this connection we will have this table go into

the record.
(The table referred to is as follows:)

Recapitulation schedules, corporations 1934, furnished Senate Finance Conmmiltce

Num- Approximate
Statutory net income more than $1,000,000 ber of Tax pfid tax under

corpo- proposed
ration hill

1. I)ividends paid: None ------------------------------------- 75 $27,0i,892 $96,570,286
2. Dividends paid: Less than 45 percent ......----------------- 89 35,W,710 78.791,731
3. D)ivdends paid: More titan 45 less than 75 percent .............. 118 81,405, 352 86,808,484
4. l)Ividends paid: More than 75 percent ----------------------- 278 138,017, 237 20,052,353

Subtotal --- _-----_-----.----------_-----------....... 0 281,587,191 288.222,854
5. Statutory net Income less titan $1,000,000 but dividends received

more than $1,00000----- -. . ..-------------------------------- 69 2,868, 947 21,003, 837
0. Statutory net los 'ut dividends received in excess of$1,000,000.. 147 None 125,,412,358

7. Grand total .....................................---------. 776 284,456,133 437,699,0 49
284,450,138

8. Public-utility corporation with dividends more than $1,000,000153,242,911
or net Income in excess of $1,000,000 --------------------------- 192 71,264,598 60,331,089

M'. OLIPHANT. The next item is the 15 individuals.
Mr'. RUssEL. During the afternoon and late lost night we were

able to find about 15 or 16 individuals where we could apply the
1934 income and the 1934 taxes.

Senator KING. Was it a hit-and-miss selection?
Mr. RusSEm,. It was mostly hit and miss. It had to be, Senator.
Senator KING. I was wondering whether you attempted to make

a selection to fit any particular theory.
Mr. RUSSELL. No, sir.
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The CHAIRMAN. Why is it that Ford is not in this list here?
Senator BARKLEY. They did not hit him.
The CHAIRMAN. All right. I had some curiosity.
Mr. RussEIL. We tried to find him.
The CHAIRMAN. All right, you may proceed. The first list is the

large individual taxpayers. All right, proceed, Mr. Russell.
Mr. RUSSELL. E. C. Sams, one of the principal stockholders of

J. C. Penney Co.
'Plie CHAIRMAN. With a net income of $18,404,000?
Mr. RussmL. A net income of $18,404,000.
The CHAIRIMAN. Just say "$18,000,000 plus", because this thing

will go in the record and then we will got it.
Mri. RUSSELL. $18,000,000 plus. Dividends paid by the corpora-

tion $11,000,000 plus.
Senator KING. Paid to him by the corporation?

ir. RUSSELL. Dividends l)aid by the corporation out of the
$18,000,000, dividends paid to this particular individual.

The ChAIRMAN. Dividends paid to individuals?
2r. RUSSELL. That, should be this particular individual here.

When I say "individuals" that means this group of individuals
down here.

The CHAIRMAN. All right.
Mr. RUSSELL. $419,000 plus. His share of undistributed earnings

was $263,000 )lus. The total income of the individual was $393,207.
The tax paid by the corporation on this individual's total interest-I
am talking now about the dividends lie received from it and his
undistributed earnings.

The CITAIRI AN. All right.
Mr. RUSSELL. The tax )aid on that by the corporation was $93,883.

The tax the individual would have paid had all of his share been
distributed would have been $334,708.

Senator HASTINGS. More than he did pay?
Mr. RUSSELL. No.
The CIAIRMAN. It would have been $10,000.
Senator CONNALLY. Wait a minute. He did pay some, though.

Did you subtract what he did pay?
Mr. RUSSELL. I merely went by the figures that were asked for

by the Senator.
Senator CONNALLY. You just said they paid $400,000.
Mr. RUSSELL. That is right.
Senator CONNALLY. He paid an income tax on that, or a surtax at

least, did lie not?
Mr. RUSSELL. Yes, sir.
Senator CO-NALLY. You subtracted that, did you?
Mr. RUSSELL. I was not asked to, sir.
Senator BARKLEY. YOU said this company paid to Mr. Sams

$419,000?
IMrI. RUSSELL. That is right.
Senator BARKLEY. Then later on you said his net income was

$300,000 and some odd.
Mr. RUSSELL. He probably had losses, Senator, to cut it down.
Senator CONNALLY. As a matter of fact lie paid a surtax on all

those dividends if he paid $300,000, did lie not?

_ S
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Mkfr. RUSSELL. What I was asked to do, Senator, was to show the
tax that the corporation paid upon his total share of earnings, and to
show the tax that he would have paid had he gotten his total share of
the earnings.

Senator BARKLEY. Can you tell us how much more he would have
paid than he actually paid, so as to get at the net result?

Senator KING. You coul not tell what his losses were, could you?
Mr. RUSSELL. No.
The CHAIRMAN. Except by looking at his returns.
Mr. RUSSELL. We could look at his returns; yes, sir; but not as to

all of his returns, because in the Bureau we only have the punched
cards, the transcripts. The returns are out in the field.

The CAIRIMAN. All right, Mvkr. Russell.
Mr. RUSSELL. He had been given credit for what lie actually paid

in the figure.
The CHAIRMAN. I did not catch that.
Mr. RUSSELL. lie had been given credit for what lie actually paid

in the figure that I just read to you. The schedule shows how the
figure was arrived at.

Senator GEORGE. Won't you repeat it then, Mr. Russell? I did
not catch it.

The CIJAIRMAN. l)ividends to the individual were $419,000 plus.
Mr. RUSSELL. Yes, sir. His share of the investment earnings were

$263,000.
Senator GEORGE. $263,000, and the corporation paid on that how

much?
Mr. RUSSELL. The corporation paid $93,883.
Senator GEORGE. On that?
Mr. RUSSELL. Yes, sir.
Senator HASTINGS. On his whole share?
The CHAIRMAN. On the individual's share of his earnings.
Senator HASTINGS. His whole share?
Mr. RUSSELL. Yes, sir.
Senator BARKLEY. That would be 15 percent on the corporate net

earnings before distribution.
Mr. RUSSELL. It might be 15; it might not, Senator.
Senator GEORGE. You say he would have paid $315,000?
Mr. RUSSELL. $334,000.
Senator Goon. And the corporation paid $93,000?
Mr. RUSSELL. Yes, sir.
Senator CONNALLY. How much tax did lie pay?
Mr. RUSSELL. Actually?
Senator CONNALLY. He had $300,000 net income, you say?
The CHAIRMAN. The individual paid $393,000 plus, and the tax by

the corporation on his share was $93,000 plus.
Senator CONNALLY. He would have paid that. I want to see what

he actually paid.
The CHAIRMAN. The total income of the individual was $393,000

plus. Is that right, Mr. Russell?
Mr. RUSSELL. You want to know what the tax actually paid by

the individual was?
Senator CONNALLY. Yes.
Mr. RUSSELL. $184,389.

l
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Senator BARKLEY. So that again there would be a difference be-
tween that and $310,000.

Mr. RussELl. If you want to know the difference between what
he actually paid and what he would pay, that is on the tax sheet here.

The CIHAIRMAlN. What does this item mean, no. 7, total income of
the income of the individual? That does not take into considesation
his losses?

i'l. RUSSFLL. No, sir. On the attached sheet it shows the ildi-
vidual actually paid $184,389.

Senator CONNALLY. He actually paid that?
Mr. RUSSELL. Yes.
Senator GEORGE. And how much did the corporation pay for him?
Senator CONNALLY. $93,000.
Senator GIEoIwRGE. And how much would he pay under this bill?
Mr. RussEiL. $349,691.
Senator CONNALLY. He actually paid, and the corporation paid

for him, $277,000?
Mr. RUSSELL. That is right.
Senator G(:oiioi,. Under this bill to 'what extent does the 4 per-

cent normal tax that he is now required to pay apply; how much is
to be figured into it?

Mr. RUSSELL. I have not figured that, Senator. I merely give the
figures that I was requested to give.

Senator GEORGE. Of course the 4 percent normal was not figured
in the 1934 tax.

Mir. RUSSELL. No, sir.
Senator HASTINGS. Mr. Russell, I would like to find out something

about this: My understanding is he paid $184,000 and that the cor-
poration paid for him $93,000, making a total of $277,000. Now,
then, was that figured on the 1934 rate for the individual?

Mr. RUSSELL. It was figured on the 1935 rate for the individual.
Senator HASTINGS. That is the same as it is under the present act?
Mr. RUSSELL. The same as it is under the present act.
Senator HASTINGS. That is what I want to find out. What would

he have paid under the present act on his total income?
Mr. RUSSELL. $349,691.
Senator BARKLEY. Now, the $184,000 which he actually paid, was

that paid on the dividends that he got from this company, or (lid lie
have other income that entered into that?

Mr. RUSSELL. That was his total tax paid, sir.
Senator BARKLEY. You do not know how much of that was due to

this dividend?
Mr. RUSSELL. No, sir.
Senator KING. -Have you anything there to indicate the losses or

exemptions which lie claimed, the depreciation, and what not?
Mr. RUSSELL. No, sir.
Senator BARKLEY. Of course, his losses were the same on what he

received as they would have been on the total. If he received the
total lie would have gotten six-hundred-thousand-odd dollars from
this company, but lie would not have any additional losses, because
he figured them all in anyhow.

MI'r. RUSSELL. That is right.
The CHAIRMAN. Does the committee want to go over each indi-

vidlual item?
Senator BLACK. Yes, sir.



r , dII

REVENUE AOT, 198 6 13

The CHAIRMAN. The next is Frank C. Rand, of the International
Shoe Co.

Senator CONNALLY. IS that the 1934 tax that you are talking
about or the 1935 tax?

Mr. RUSSELL. That is the 1934 tax actually paid in the corpora-
tion and what he would have paid under the present tax, which is the
1935 act.

Senator CONNALLY. The 1935 act is a higher rate than the 1934
act?

Mr. RUSSELL. That is right.
Senator CONNALLY. If you figure what he would have paid under

the 1935 act, as comparedto what he actually paid in 1934, it would
not be quite correct, because the surtaxes in the 1935 act were con.-
siderably increased over 1934, is that not true?

Mr. RUSSELL. If he got in the higher brackets.
Senator CouzES. He paid the 1935 rate because he got the revenue

in 1935?
Mr. RUSSELL. This is the distribution of 1934 income, Senator.
Senator Cou ZExNs. For him personally?
Mr. RUSSELL. Yes, sir.
Senator CONNALLY. I thought you figured it on the 1935 income.
Senator HASTINGS. What we ought to do, in order to get a fair

comparison, is to find out what he would have paid in 1934 if it were
the same rate as in 1935.

Senator CONNALLY. That is what I thought.
Mr. RUSSELL. I could not see, Senator, if you will excuse me for

saying it, I could not see how much more benefit you would get from
t.e 1934 act, because the 1935 act is in force nqw.

Senator HASTINGS. The point I am trying to make-I understand
he actually paid $349,000, was it?

Senator CONNALLY. $184,000.
Senator HASTINGS. $184,000. Now, if you figure that on the 1935

rate it would be interesting to know what he would have paid instead
of the $184,000.

Mr. RUSSELL. On the 1935 rate?
The CHAIRMAN. Under the 1935 rates.
Mr. RUSSELL. You can do that.
Senator CONNALLY. If you figure what lie would have paid under

the 1035 rate it is fair to figure what he did pay in in 1934 had the
1935 rates been in effect.

Senator BARKLEY. The reason you cannot do that is that you have
not got the figures available in 1935 on his income tax, so as to know
what he actually paid. The nearest comparison you can make as to
what-he would have paid under this bill is to estimate what he would
have paid in 1934 under the 1935 rates, -based oh his income in 1934,
applying the 1935 rates. That is the nearest approxination you can
make to a comparison between what lie actually would have paid in
1935, and possibly did pay, and what he will pay under this bill.

Mr. RUSSELL. That is right. The tax lie actually paid included
all of his income.

Senator ' COUZENS. Of course.
Senator HASTINGS. Have you got his actual income?
Mr. RUSSELL. Yes, sir.
Senator HASTINGS. What was it?
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Senator KING. That is income for 1934, as I understand it?
Senator HASTINGS. I want to see if we can figure out what it would

be.
Mr. RUSSELL. $393,207, as I have it.
k.- tor HASTINGS. Is that all that he received from any source, so

th rates would be the same?
Mr. RUSSELL. I could not tell you the source, Senator. It would

be impossible for us to analyze all of this stuff in detail.
Senator BYRD. In figuring up the individual items you are figuring

that these companies will have 100 percent distribution of earnings
in that clear, are you?

Mr. U USSELL. We figure what the individual's share was of the
total share of corporate earnings, whether distributed or not.

Senator BYRD. You are figuring that there is 100 percent distri-
bution in that particular company that he would pay taxes on, based
on 1935?

Mr. RUSSELL. That is right.
Senator BYRD. Doii't you think that that may vary a great deal,

because a corporation can retain 30 Percent and only pay a 15 percent
tax under this very bill, so there will not be 100 percent distribution?

Mr. RUSSELL. That is true, Senator. All I am giving in these
schedules is what I was asked to give.

Senator BYRD. I just want to make it clear that this is based on
100 percent distributionn.

Senator BLACK. Mr. Chairman, I want to call attention to the fact
that some of us believe that they should be taxed, whether they are
made through the corporate device or made by an individual. That
being true, the only thing we could do to get a fair figure, in line with
that idea, is to find out how much profit the man actually made
through his corporate device, and then figure the income tax on it
for an individual. Therefore, as far as some of us are concerned, it
is very liberal. It may not be for others.

Senator BYRD. I simply want it understood that this is based on
100 percent distribution by these companies. The result would
probably be a very would distribute 100 percent unless they wanted
to do it, because they would distribute 70 percent and pay the same
tax that they are now paying.

Senator BLACK. I want to clear up that it was also based on 100
percent taxes on the profit made by the corporation, the same as
any individual would have paid if he was not fortunate enough to
have it in the corporation.

Senator GEOnE. Why not then just assume that you have got
$1,000,000 earned by the individual and $1,000,000 earned by the
corporation, and figure that out? That gives you a true picture
then, of course, of what you have got to deal with. When you are
deaUng witl specific cases there are so many assumptions, so many
variables, that it does not give me any true picture.

Senator BLACK. There are variables in connection with the cor-
poration taxes, in trying to put in a list of corporations to show that
the corporations paid more or that the corporations paid less. There
is no objection to that. Everybody knows when those are put in to
show the corporation would make more less it is not giving one-twenti-
eth part of the picture, where there are subsidiaries through which
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the corporations drain their profits. None of them are accurate,
but they all give light on the facts.

The CHAIRMAX. I think we all might agree that these pictures
might be variable, if they retain 30 percent, 40 percent, or if they are
debt-ridden, if they have a deficit, and all that, but they do indicate
the picture of these large shareholders in these corporations.

Mr. RUSSELL. Yes, sir.
Senator GEORGE. You think they do, but when the individual is

supposed to pay histax you find out they do not.
The CHAIRMAN. Let us go to the others and go down the line. The

next is Frank C. Rand, International Shoe Co.
Mr. RUSSELL. Frank C. Rand, International Shoe Co. The net

income of the corporation was $11,513,071. Dividends paid by the
corporation, $6,671,000. This individual was paid $215,000. His.
share of the undistributed earnings was $155,000. His net income was
$189,000. The tax paid on this individuals share was $51,000.

Senator KING. By the corporation?
Mr. RUSSELL. By the corporation. The tax he would have paid

on complete distbution was $159,000. There is a difference of
$88,868.

The CHAIRMAN. All right, take the next one.
Senator KING. Do you know wliat the corporation was owing?
Mr. RUSSELL. I do not have the least idea.
The CHAIRMAN. You do not know on any of these corporations

whether or not they declared all, or whether they owed anything,
whether the had a deficit?

Mr. RUSSELL. No, sir.
Senator BLACK. Who was the individual?
The CHAIRMAN. Frank C. Rand.
Mr. RUSSELL. Frank C. Rand, of the International Shoe Co.
Senator CONNALLY. Now, Mr. Russell, you are assuming, of course,

what he would have paid if it had all been distributed?
Mr. RUSSELL. Yes, sir.
Senator CONNALLY. If none of it were distributed lie would have

paid 42.5 percent, his share would be 42.5 percent instead of a possible
60 or 70 percent. Do you think it is fair to state that? Your whole
theory of this bill is that no matter whether they distribute it all or
do not distribute it all the Government is going to get the same aggre-
gate total average tax. Now, when you go into the individual cases
you cannot generalize, you cannot hit the same level on every tax
based, is that not true?

Mr. RUSSELL. I will be very glad to answer any questions that you
might ask, or anybody else, if I can. I am only furnishing informa-
tion which I was" asked for.

Senator CONNALLY, I am not criticizing you. I was -wondering
if you could tell, from the data which you have there, how much that
would have been had none of it been distributed.

Mr. RUSSELL. You mean on the corporation?
Senator CONNALLY. Yes. I refer to the 42.5 percent.
Senator BLACK. What was the amount? We can figure it in about

-1 minute.
Mr. HELVERING. $11,000,000.
Mr. RUSSELL. There is about 60 percent distribution.

Ei3s4-pt. 6-- 3--2



I I
16 REVENUE ACT, 1936

The CHAIRMIAN. The next is W. H. Moulton, of the International
Shoe.

Mr. RUSSELL. The same income of the corporation and the dividend
applies as in the case of Rand, but to Moulton the corporation paid
$138,000 in dividendss, and his share of the undistributed earnings was
$99,000. His total income was $115,000. The tax paid by the
corporation on his share was $32,000. The tax lie would have paid
had there been complete distribution would be $88,000. There is a
difference of $52,000.

Senator Ki.NG. That is assuming lie had no obligations, no losses
and nothing to subtract from the aggregate amount?

Senator LA FOLLETTE. He1 has already subtr'acted the $10,000 loss.
Senator BYRD. Now, are you calculating, Mr. Russell, the loss that

will occur to the Government by reason of the fact that the corpora-
tion is not going to pay any tax un(ler this bill? You say this man
would pay $52,000 more. 'If the corporation will not pay anything,
if they distribute all their earnings, then will not the Government lose?

Mr. RUSSELL. That is all I was aske(l for, Senator.
Senator BYRD. There is another gross discrepancy.
Senator CLARK. What is the total?
Mr. RuSSELL. I do not have that, Senator, but it would be ap-

proximately--you cannot tell from these figures hele, what they would
pay. The total income, Senator, was $11,513.

Senator CLARK. Under this proposed bill if they paid out all that
they earned they would not have to pay any taxes, only the corpora-
tion income tax?

Mr. RUSSELL. That is my understanding, under the new bill.
Senator CLARK. So that' the amount by which the individual

stockholder's income would be increased should be deducted, the
amount which the International Shoe Co., as a corporation paid in
1934?

Senator BARKLEY. That is the proportional part of it.
Senator CLARK. Yes.
Mr. RUSSELL. Yes.
Senator BYRD. You haven't made that calculation?
Senator BLACK. That was $32,000, as I understand it.
The CHAIRMAN. Well, let us take Mr. Horton Watkins now. All

these considerations apply to each of these propositions. Let us
take Mr. Watkins, of the International Shoe Co. All right; proceed.

Mr. RUSSELL. Mr. Watkins was paid $150,000 in dividends. His
share of the undistributed earnings was $108,000. His income was
$132,000. The corporation 1id $35,618 tax. On his total share
he would have paid, had it been distributed, $103,000. There is a
difference of $67,000.

The CHAIRMAN. Mr. Oliver F. Peters, still of the International
Shoe.

Mr. RUSSELL. The corporation -distributed to him $126,000. His
share of the undistributed earnings was $91,000. His income was
$124,000. Tax paid by the corporation on his share was $26,000.
Had it all been distributed to him it would have been $89,000. Tle
difference-is $48,000.

The CHAIRMAN. Well, let us take C. S. Woolworth, of the F. W.
Woolworth Co.
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Mr. RUSSELI,. The net income of the corporation was $31,468,175.
The dividends paid by the corporation were $23,400,000. Dividends
pai(l to C. S. Woolworth, $172,000.

The CHAIRMAN. You haven't got that here. You have got
..500,000.

Mr. RUSSELL. The dividends to the individual were $500,175.
The CHAI.-IN. All right.
Mr. RUSSELL. His share of the undistributed earnings was $172,457.

His income was $668,295. The tax paid by the corporation on his
share of the earnings was $92,000. The tax he would have paid had
his total share been distributed would have been $438,000. There
is a difference there of $99,000. Giving effect to what he has paid,
as shown by the individual sheet over here

Senator CONNALLY (interposing). What (lid he pay?
Mlr. RUSSELL. He actually paid $339,000, the total tax that lie

paid.
The CHAIRMAN. Let us take the next-Jessie W. Donahue.
Senator LONERGAN. She is a daughter of Mr. Woolworth.
Mr. RUSSELL. Jessie W. Donahue was paid dividends of $1,474,000.

Hter share of the undistributed was $508,000. 11er income was
$1,317,000. The tax paid by the corporation on her share was
$272,000. Her tax would have been, had she paid it on the entire
share, $1,018,000 and there is an actual difference between the tax
paid and what she would have paid of $299,000.

Senator HAsIxGS. Mr. Chairman, I would like the attention of
Senator Connally for a moment. In the first name on the list it
shows tax paid of $184,000, and the corporation's proportion of that
individual's tax, was $93,000, making $277,000. Mr. Russell says
that under this new act that particular person would have paid
$349,000, making a difference of $72,000. But if you take that
$184,000 which lie paid in 1934 and apply the 1935 rates to it, it
would have added to his tax $29,000.

Senator CONNALLY. And if you add 4 percent you add $13,000
more.

Senator HASTINGS. I do not think so. It makes a difference of
$29,000, so that the $72,000 difference is reduced to $43,000, the actual
difference.

Senator CONNALLY. Did you include the normal tax of 4 percent?
If you add that it would be $13,000 more.

Senator HASTINGS. The tax experts say that is not correct, because
that is not subject to the normal tax, in 1934.

Senator CONNALLY. It would be under this bill.
Senator HASTINGS. That figures $349,000. The actual difference,

the tax experts tell me, is $29,000. That applies, of course, to all
of these cases, Mr. Chairman.

Mr. RUSSELL. Each one has a sheet attached explaining all about
it. You can get the tax that he paid, the total income, and everything.

The CHAIRMAN. Let us take the next, Horace Havemeyer.
Mr. RUSSELL. Horace Havemeyer is one of the principal stock-

holders of the Great Western Sugar Co. The total income of the
corporation was $7,000,000. They distributed no dividends and
h e received no dividends from the corporation. His share of the
undistributed earnings was $209,000. His total income was $647,000.
'i he taxes paid by the corporation on his share was $28,751. Had
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it been distributed he would have paid a tax of $449,977, on that
particular income and there is a difference between the tax he actually
paid and the tax he would have paid of $121,000.

Senator CONNALLY. Just a minute. How much were his dividends?
The CHAIIMAN. No dividends were paid.
Senator CONNALLY. I mean his interest in the earnings.
Mr. RUSSELL. $209,000.
Senator CONNALLY. A lot of that tax would have come out of his

other profits, because they were $400,000.
Mr . RUSSELL. Senator, we took the tax actually paid and then we

added this.
Senator CONNALLY. I mean there would not be that much difference

just on his earnings from the sugar company, would there?
Senator LA FOLLETE. Why not?
Mr. RUSSELL. Those are the only earnings they added onto it.
Senator CONNALLY. HOW is that?
Mr. RUSSELL. Those are the only earnings they added onto it.
Senator CONNALLY. I know, but 1 thought you said his share was

$200,000. The difference in his tax would have been how much?
Mr. RUSSELL. $121,000.
Senator CONNALLY. That is 42.5 percent on $200,000?
Mr. RUSSELL. No.
Senator CONNALLY. If they had distributed it fully they would not

have paid 42.5 percent, would they?
Mr. RUSSELL. Here is what we did, Senator: We took his total

income as he reported it, on his return, then he paid so much tax,
then we added onto it his undistributed share of this, had he gotten
that as dividends, and that figured out another tax, and the difference
between the two taxes is $121,000.

Senator CONNALLY. If you take the two cases, that is the case in
which they did not pay out anything, and where they paid it all out-
you couldn't assume that they paid it all out, but that they paid 42.5
percent, or whatever it was, is that not true?

Senator LA FOLLETTE. He is assuming that it was based on 100
percent distribution. When you put a, slice of income on top of the
income in the 1934 returns you kick the whole business up to the upper
brackets, you help to pull the rest of them up, whether you shove it
in at the bottom, it affects the totality of the rate all the way up.

- Senator CON NALLY. If it is distributed; yes.
- Senator LA FOLLETTE. Certainly. All this shows is the induce-

ment which exists under the present system for a man in his situation
to have the Great Western Sugar Co. not distribute it.

Senator CONNALLY. Exactly.
Senator BYRD. Suppose the Great Western Sugar Co. owed money

and could not distribute it, what then?
Senator COUZENS. Let us go ahead with the next on the list.
Senator KING. I just want to ask one question. Where did he get

the residue of his income from?
Mr. RUSSELL. I haven't the least idea.
Senator KNG. He did not make it all from this corporation.
Mr. RUSSELL. He had $647,000 from other sources.
Senator HASTINGS. Mr. Helvering, you do not remember whether

any action was taken against that company for withholding dividends,do you?
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Mr. HELyERING. I do not recall.
Senator KING. Is there anything to indicate the indebtedness of

the Great Western?
Mr. RUSSELL. No, sir.
Senator KING. The next one is Mahlon D. Thatcher.
Mr. RUSSELL. He received no dividends from the Great Western

Sugar. His share would have been $62,000. His total income was
$106,000. The tax on his share would have been $9,946 paid by the
corporation. His total tax would have been $64,011. The tax he
saved was $33,000.

Senator KING. That is assuming that there had been a distribution
by the corporation?

Mr. RUSSELL. Yes.
Senator KING. Proceed. The next is Charles B. and Elizabeth

Bolin.
Mr. RUSSELL. Charles B. and Elizabeth Bohn, of the Bohn Alu-

minum Brass Corporation. Their total income was $1,576,000.
Dividends paid by the corporation $1,057,000, and dividends to this
individual were $94,000. His share of the undistributed earnings
was $46,000. Total income of the individual was $234,000. The
tax paid by the corporation on his share was $19,000. His total tax
woul(l have been $124,000.

Senator COUZENS. Next is Albert D. Lasker.
Mr. RUSSELL. Albert D. Lasker, of Lord & Thomas, Inc.
The net income was $1,374,000. Dividends paid by the corpora-

tion $1,247,000. Dividends to this individual $939,000. His share
of the undistributed earnings was $95,000. He showed a loss on his
return of $767,000. The tax paid by the corporation on his share
was $142,000. Tax paid by the individual $116,000. He had a
savings of $52,000.

Senator KING. If he had a loss exceeding his income, would he pay
a tax?

Mr. RUSSELL. That is probably net, a capital net loss where he
would only get a $2,000 benefit, where it wouldbe computed at capital
loss rates.

Senator KING. Charles B. Van Dusen, of the S. S. Kresge Co.
Mr. RUSSELL. The total income of the S. S. Kresge Co. was

$10,906,000. Dividends paid by the corporation, $4,804,000. Divi-
dends to Charles B. Van Dusen, $45,000. His share of the undis-
tributed earnings was $57,000. His total income was $105,000. The
tax paid by the corporation on his share was $13,000. The total
tax to him had it been distributed would have been $65,000. There
was a saving of $32,000 to this individual.

Senator KING. Did you state the amount of tax that he paid indi-
vidually? It was $105,000, is that right? -He received $45,000
dividends and his share of undistributed earnings was $57,000, and
he paid $105,000, and the corporation paid $13,000?

Mr. RUSSELL. His total income was $105,000, Senator.
Senator KING. Yes, sir. There is* $13,000 paid by the corpora-

tion?
Mr. RUSSELL. That is right; yes, sir.
Senator KING. For him?
Mr. RUSSELL. Yes.
Senator KING. His share of the dividends?
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Mr. RUSSELL. His total share of the earnings.
Senator KING. Next is J. E. Aldred. That is the Gillette Safety

Razor Co.
Mr. RUSSELL. The net income of the corporation was $5,009,000.

Dividends paid $3,548,000. Dividends to Aldred, $33,000. His
share of the undistributed earnings was $24,000. His income was
$80,000. The tax paid by the corporation on his share was $8,000.
Total tax to him on his share had it been distributed, $29,000.

Senator KING. Under complete distribution?
Mr. RUSSELL. Under complete distribution on his total share. le

made a savings in tax of $11,634.
Senator KING. Next is Pierre S. du Pont, of General Motors.
Mr. RUSSELL. The total income was $104,000,000. Dividend,

paid by the corporation $73,000,000. Dividends paid to Pierre S.
du Pont, $225,000. His share of the undistributed earnings was
$107,000. His total income was $648,000. The tax paid )y the
corporation on his share was $36,000. Had the total income been
distributed to him his tax on the total, on his total slare, would have
been $391,0'00. lie made a saving of $61,549.

Senator KING. Colby M. Chester.
Mr. Russm.. Colby M. Chester, of the General Foods Corpora-

tion; net income of the corporation was $12,719,000; dividends laid
out by the corporation $9,452,000; dividends to Colby X1. Chester
were $36,307. His share of the undistributed net earnings was
$12,549. The total income of Mr. Chester was $116,000. The tax
paid by the corporation on his share of the earnings, $778. The net
tax would have been on his total share had it been distributed,
$44,000, indicating a saving of $8,000.

Senator KING. Edward F. Hutton, General Foo(l Corporation.
Mr. RUSSELL. The corporation paid a dividend to Edward F.

Hutton of $112,000.
Senator KING. The net income of the corporation was what?
Mr. RUSSELL. The same as before stated in connection with Mr.

Chester. They paid a dividend of $9,452,000. The dividend to Nr.
Hutton was $112,000, and his share of the distributed net earnings
was $39,000. The income of this individual was $111,000; tax paid
by the corporation on his share was $20,900; and the tax he would
have paid from his total share had it been distributed was $54,000.
He made a saving of $20,305.

Senator GEOnRGE. I (1o not know that I understand the relative
figures. You said that his shate of the undistributed earnings was
only $39,000. Is that what you said?

Mr. RUSSELL. That is right.
Senator GEORGE. And if it had all been distributed?
Mr. RUSSELL,~ On the total share?
Senator GEloRGE. It all was distributed but the $39,000?
Mr. RUSSE LL. That is right. What is the question, Senator?
Senator GEOiRGE. How much saving ddl-'he effect by it?
Mr. RUSSELL. $20,000.
Senator GEOGu. He effected a saving of $20,000?
Mr. RUSSELL. Yes, sir.
Senator GEoRGE. I did not understand. What was the last figure

that you gave?
Mr. RUSSELL. I thought it was $20,000.
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Senator GEORGE. Maybe so.
Senator CONNALLY, What was the $54,000?
Mr. RUSSELL. $54,000 was the amount of tax that lie would have

paid from his total share had it been distributed. His total share
was $112,000 plus $39,000. We were asked what his tax would be on
his total share.

Senator GEOrGE. Oh, yes; I see.
Senator COUZENS. What is the next one you have?
Senator GEORGE. Everything would enter into it.

(0) List of large individual taxpayers. (2) names of principal corporations in which they owned stock,
(31 net income, (4) of and dividends paid by the corporations. (5) amount of dividends received by indt.
vidval. (6) amount of dividends in addition which they would have received if principal corporation
had distributed nil net income, (7) total income of tie individuals, (8) tax paid by corporation in indi-
vidual share of corporate earnings. (9) tax individual would hIve paid if earnings fully distributed,
(10) and difference, representing tax loss to Government as a result of incomplete distribution]

(1)

Name of taxpayer

E. C. Sams ....................
Frank C. Rand ...............
W . It. M oulton ---------_------
llorton Watkins ..............
Oliver F. Peters..
C. S. Woolworth ............
Jessie W . t)onahue -------------
Horace ILavomeyer ...........

Mahlon 1). Thatcher-
Chas. 13. and Elizabeth 11. Iohn

Albert D. Lasker ...........
Chas. 11. Van l)usen ..........
J. E. Aldred and wife ...........

Pierre S. (1i Pont ...........

Colby M. Chester ...........

Edward F. Hutton -------------

(1)

Name of taxpayer

E. C. Sams......................
Frank C. Rand ...............
W. If. Moulton .............
Horton Watkins ..............
Oliver F. Peters ............
C. S, Woolworth ................
Jessie W. Donahue ..........
Horace Hlavemeyer .........

Mahlon D. Thatcher ...........
Chas. B. and Elizabeth B. Bohn.

Albert D. Lasker ...............
Chas. It. Van D)usen... .....
J. E. Ahlred and wife ...........

Pierre S. du Pont ...............

Colby M. Chester...........

Edward F. Hutton .............

(2)

Principal corporation

J. C. Penny Co -------
International Shoe Co.
..... d o - -------- -------

.do-------------... o ...............
...do .. . . . . . .

F. W. Woolworth Co.
--- (10 .........

Great Western Sugar
Co.

-( ---------------
lioho Aluminum &

Brass Corporation.
Lord & Thomas, Inc. -
S. S. Kresge ...........
Gillette Safety Razor
Co.

General Motors Cor-
porat ion.

General Foods Corpo-
ration.

... .( ------------

(2)

Principal corporation

J. C. Penny Co .....
international Shoe Co.

-do .................
---...(o .................. .... do0... 1. . . . . .

F. W. Woolworth Co.
. (1o .............
Great Western Sugar

Co.
_ do............__

Bohn Aluminum &
Brass Corporation.

Lord & Thomas, In..
8. S. Kresge ...........
Olette Safety Razor

Cu.
Oenea Motors Cor-

poation.
General Foods Corpo-

ration.-
....- do............

(3)

Net income
of corpora-

tion

$18, 404,096
11,513,071
11,513,071
11,513,071
11,513,071
31. 468, 175
31,468, 175
7,055,079

7. 005, 079
1.576,751

1, 374,306
10. 906, 77.1
5,009,256

104,096, 074

12,719,912

12,719,912

(7)

Total
income
of indi-
vidual

,$33,207
189,291
115,353
132,9.90
124,174
668, 295

1,317,545
1 7,758

106, 642
234,223

(707,486)
105,911
80,249

618,191

116,375

111,145

(4)

Dividends
paid by

corporat ion

$11,307,108
6,071,742
6,671,742
6,671,742
6,671,742

23, 400,000
23,400,000

1,057,254

1,217.813
4,801.403
3,5 18,769

73,541,637

9,452,614

0,452,614

(8)

Tax paidhy corpo-
ration on
Individual

share of
earnings

$93,883
51,026
32,772
35, 618
26, 911
92. 486

272,593
28, 751

9,246
19,403

142,318
13,289
8,012

36,120

778

20,900

(5)

Divi-
dends to
Individ-

ual

$419,493
215, 208
138.528
150,298
126,550
500, 175

1,474,200
----------

94,621

939,777
45, 593
33, 739

225, 345

36,307

112,958

(9)

Tox individ-
ual would
have pad

on complete
distribution

$334, 708.00
159,352.00
88,694. 0N

103,117.00
89,065.00
438,954.00

1,1018,771.00
449,977.00

61,011.00
124,089.00

110.981.76
65,187.00
29,188.00

391,518.00

44, 080.00

54,100.00

(6)

Share of
Undlis-

tributed
earnings

$263,298
155,926
99,821

108,895
91,688

172,457
508, 295
209, 101

62,248
46,494

95,267
57,911
24,536

107,875

12,549

39,044

(10)

Differ-
ence

$150,319
88,868
52,710
67,309
48, 495
99,169

299,894
121,680

33,857
20,673

52,488
32,882
11,634

61,549

8,033

20,305
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Taxpayer: E. C. Sams (owns 3.71 percent of outstanding stock).

Corporation: J. C. Penny Co.

Statutory net income e-------------- $18,404. 096 .$82. 702 -.........

Dividend income received ---------- None None -

Adjusted net Income ------- 18. 404, 096 -882, 792 ----------
Dividends paid by corporation .... 11,307, 109 419,493 ..........

Balance undistribued income 7, 090, 913 263, 298 ----------
Tax paid by corporation ----------- 2, 530, 563 93, 83 ----------
Total income reported ..............----------------------- $393. 20

Dividend from J. C. Penny Co ----- ------------- ------------ 419,493

Other income (net loss) -------- ------------- ------------ (26, 2M)
Taxpayer's share of undistributed

corporate income ------------ -- ---------------------- 263, 298
Taxpayer's share if entire earnings 032,..92
w ere distributed . . . . ....------------------ --------- 26. 720

Total income ----------------------- ------------- ---------

--- --------- -- ---

3----------.. .........

$3, W 181,389 .---..9.

36,2 03 ---------- 110, 319

93, &S,3 ---------- 3,19, 691
---------------- 3:34,708

Taxpayer: Frank C. Rand (owns 322 percent of outstanding s tock).
Corporation: International Shoe Co.

Analysis
corpora-

Year, 1934 tion's
income
and tax

Statutory net Income --------------
Dividend Income received .---------

Adjusted net income ----------
Dividends paid by corporation -----

$11,513,071965

11,514,030
6,671,742

Individual
taxpayer's

share

$371,104
30

371,134
215,208

Analysisindivid-
nal's

income

Tax paidby cor-
porat ion
attrib-

utable to
ind(ivid-

tli's
share

Tax ac-
paid by
individ-

ual

Tax ofindivid-
ni if

corpora-
tion

made
complete

distri-
bution

come ----------------------- 4,842,294 155,926 ..-------------------------
Tax paid by corporation. ---------- 1, 83, 047 ----------- i---- i- ---------- "- -- ---"
Total Income reported ------------ ------- -------- 19, 291---------$73,499
Dividend from International Shoe

Co ------------------------------------------------------ 2 15,208 $29,591 73,499 -

Other Income ------------------------------------ (25,917) .

Taxpayer's share of undistributed
income ------------------------------------------- - 155,922 21,439-$85,88

Taxpayer's share If entire earnings
were distributed ------------------------------ 371 104 51,026 --------- 173,607

Total income ----------------------------- --- -345, 18 7--------------159,352
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Taxpayer: W. 11. Moulton (69,264 shares of 3,338,500 outstanding; 2.0747
percent holding).

Corporation: International Shoe Co.
Earnings for corporation: $3.4488 per share.

Tax paid Tax of

Analysis by cor- Tax ac- URI if
corpora- Individual Analysis potation tally c r oa

Year, 1934 tion's taxpayer's ludivid. attrib. paid b tonsh dual's utable to idIncome Income individ- mdlvid- made
and tax ual's uRI complete

distri-
share button

Statutory net income ............... $11,513,071 $238,329 ................................
Dividend Income received ---------- 965 20 ................................

Adjusted net income --------- 11,14,036 238,39 . -.......
Dividends paid by corporation ... 6,671,742 138,528 ..........

Balance undistributed In-
come -------------------- 4, 842,294 99,821 ..........

Tax paid by corporation ----------- 1, 583,047 32,772 ............ ......... .........
Total Income reported --------------------------------- $11,353-----------$35,94
Dividend from Internittional Shoe

Co ----------------------------------------------- 138,528 $19,047 35,084 -

Other Incom e ................................. (23,176)...
Taxpayer's share of undistributed (-3,-75)

income ------------------------ ----------------------- 99,821 13,725 ---------- $52,710
Taxpayer's share if entire earnings

were distributed ------------ .------------------------- 238,349 32,772 ---------- 101,208
Total Income --------------------------------------------- 215,174 -------------------- 88,694

Taxpayer: Horton Watkins (75,149 shares of 3,338,500; 2.25 percent).
Corporation: International Simo Co.
Earnings per share, 83.4488; distributed per share, $2.

Tax paid Tax ofby cor individ-
Analysis - Tax ac- Ual if
corpora- Individual Analysis portion tally corora-inliivi(i- attrib- roYear, 1934 lion's taxpayer s ual's uiahie t paid by ton
income share in e itdovid individ- made
and tax Icome ual's uRI completeshare distri.share button

Statutory net income .............. $11,513,071 $259,173 ..................................
Dividend income received .......... 965 20 .........................................

Adjusted net income ......... 11,514,036 259,193.............. ...................
Dividends paid by corporation ..... 6,671,742 150,298 - - --- ---- o .... .......

Balance undistributed in-
come.... ................. 4,842,294 10S,895 ................... ...................

Tax paid by corporation ........... 1,583,047 - 35,618 ............ .......... .... ........
Total income reported .............-........................... $132, 99-$45,155
Dividend from International Shoe

Co ...............................................-....... 150,298 $20,665 45,155 .........

Other income .....................-------.----------- (17,308) ......... ..............
Taxpayer's share of undistributed

income ---------.......... ......... 108,895 14,973 ---------- $67,309
Taxpayer's share If entire earnings * "" --- * -

were distributed .................-......................... 259,193 35,639 ---------- 112,464
Total income.................................... . . 241,885 ........---- 103,117
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Taxpayer: Oliver F. Peters (63,275 shares of 3,338,500).
Corporation: International Shoe Co.
Earned per share, $3.4488; distributed per share, $2.

Year, 1934

Analysis
corpora-

lion's
income
and tax

Statfitory net income............ $11,513,071
Dividend income received ......... 9(115

Adjusted net income .........
Dividends p3id by corporation .....

-Individual
taxpayer's

share

Analysislndli..
ial'sinconto

Tax paid
by cor-poration
attrib-

utable to
individ-

ua'sshare

Tax ac-
tually

paid by
individ-URI

$218, 222 ....... .. .... I-.---------

Tax of
individ-nal ifenigma.
corpora-
made

complete
(listri-
bution

11, 514,036A --8 --3 - - - - - - - ----- ----6. 671, 742 i 126, 554) .... .. . ... ....... ... .
H E- ____ _____- _________ --- I____-

Balanceundistributed income. 4,842,294 91, 09S --
Tax pAid by corporation ........... 1,543,047 26,911
Total income reported ........................- -..........
Dividend from International Shoe I

CO ...................................................... 

Other income ...................
Taxpayer's share of undistributed I ......income .................... t.........................
Taxpayer's share if entire earningswere distribute ............... -.........................
Total income ................. . -......................... 

126,550

(2, 376)

91,688

218. ,8
215,862

$17,400

--- -- --- -- - -- -- -- -- ---s - --- --

40,570 ! .......

12,607 - -........

30.007...........

$48, 495

90.354
89.065

Taxpayer: C. S. Woolworth (owns 208,415 out of 9,750,000 shares 2.1375
percent).

Corporation: F. W. Woolworth Co.

Tix paid Tax of
Analyi by i-ndivid.

Analysis by cor- Tax ac- ual if
corpora- Individual Anytually corpota

Year, 1934 tion's taxpayer ns ini, [ii tbyttrib tby ion
income snare icom little to Individ. made
and tax anivid al complete(IIIs dlstri-share bution

Statutory net income ............. $26,353,765 $563,312 ............. ...................
Dividend income received .......... 5,114,410 109,320 ........................................

Adjusted net Income--------- 31,468, 175 672,632---------------------
Dividends paid by corporation.- 23, 400,000 500,175 .....................

Balance undistributed in-
come -------------------- 8,068,175 172,457.................................

Tax paid by corporation.......... 3,623,643............ .............. ...............
Total income reported ............................... " $668,295-------- 339,785 .
Dividend from F, W. Woolworth

CO .................................................... 500,175 $68, 774 '2760,172 .........
Other income .................................. ...... ................ ........
Taxpayer's share of undistributed

income .............................................. 172,457 23,712 .......... $99,169
Taxpayer's share if entire earnings

were distributed .......................................... 672,632 92,486 . ....... 375, 351
Total income ----............................ ........... 840,752 .................. 438.954

• II
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Taxpayer: Jessie W. Donahue (owns 614,250 out of 9,750,000 shares, 6.30 per

cent).
Corporation: F. W. Woolworth Co.

Tax of
Tax paid Indivi(-

Analysis dialysis by cor- Tax ac- ual if
corpora- Individ nl s portion tally corpora-coror- Idi idIndivid- attrib- paid by tton

Year, 1934 tion's taxpayer's nal's ut ra to inid made
income share i o to I ]co made
and tax t l Comliete

nal (listri-
bution

Statlitory net Income ------------ $26,353, 765 $1,660,287 .........
I)ividend income received .---...... 5, 114, 410 322, 20S ............ I- -------

Adjuisted net Income --------- 31,465. 17,5 1,9(82,495 . --------------- ------

1,.iin tids paid by corporation --- 23.400,000 1,474, '20(1 .

liul1ance unidistribujted in-
collie ------------.......... 8, OC.8,175 508.295---- ----------------------------

Ta paid by c operation ----------- 3 623, '43 ------------ - - - - ---------- --- '

Tolal incolile reported -------------.. . . . . .------ ------------ $1,317, 5415--$718,877 -

Dividend fromn F. W. Woolworth
Co .. ........................................... 1,474,200 $Z02,702 718.877 -.... ....

Other income.--------------------16,655) ----------------- ---------
Tam tayer's share of undistr iute Id9,

income ------------------- ---- - ------------ - 295 69,891 ---------- $29,894

Taxlyer's share if entire earnings
were distributed ------------------------------ --- 1,9S2, 495 272,593 --------- 1,111,197

Total Income ---------------------------- ------- 1,825,840 ----------------- ,018,771

rapayer: Horace Havemeyer (owns 2.985 percent of outstanding stock).

Corporation: Great Western Sugar Co.

Tax of
Tax paid individ-

Analysis by cor- Tax ac- ual If
Anass Analysis Iporation tally corpora-ecrpora- Individual indiv Id attrtb- idby t on

Year. 19.34 tons taxpayer's uals autnbl to )alvd-b
income share income I lndivid- ual complete
and tax ial's dlstri-

share button

Statutory net Income ------------- $7,005,070 $209,101 - "- """-"'-- --------

Dividend income received ...... ... 0
Adjusted net income --------- 7, 005, 079 "---'- - ------ -----1----- ----

Dividends paid by corporation -..-- 7 0 ........... - -- - -- ---

Balance undistributed In-
(01110 ----------------------- 7, 005,079 2 0. ------ --- .......

Tax paid by corporation ------------ 9 .3,198 28751 : ::: 0 " ------- ---------

TotalIncome reported ------- - -------- -------- -. 1 $617,758 ---------- $328,297 -

})ividend from Oreat Western 
0

Supar C o ------------------------- ---- -- 0 .......... .........

Otler Income ---------------------- ------------- ----- ---.... 647, 758 -------------------------
Taxpayer's share of undistributed 2,1

Income --------------------------- 28,751 $121680

Taxpayer's share If entire earnings
were ilstributed ----------- ------------- ----------- 209,-101 28,751 ---------- -----

Ttal incollie- .. . ............ I .--------................. 856,858 .----------------..

I
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Taxpayer: Thatcher, Mahlon D. (owns .96 percent of outstanding stock).
Corporation: Great Western Sugar Co.

Tax paid Tax of
by cindivid-

Analysis by cor- Tax ac- ual if
corpora- Individual Analysis poration tually corpora-Indlvld- attrib- aid by tionYear, 1934 tIon's taxpayer's ual's table to id
Income share income individ- indivd made
and tax ual's ual complete

sharedistri-
share button

Statutory net income ............... $7,005,079 $62, 248 --------.-----------------------------
Dividend income received ..........------------ ---------------------------

Adjusted net Income --------- 7,005,079 62.2-18 --------.-----------------------------
Dividends paid by corporal ion -------- 0 0- --------------- -------------------

Balance undistributed in-
come ---------------------- 7, 005,079 62,128 ........................................

Tax paid by corporation ---------- 963,195 9, 246 ......-------------------------------
Total income reported- ..................................... $106,642 ---------- $30, 151
Dividend from (reat Western

Sugar Co -----------------------.------------------------- 0 0 ----------.........,

Other Income ------------------------------- -106,2 ---------- ---------- ----
Taxpayer's share of undistributedi

income ------------------------- ------------- ------------ 62, 248 9,246 ---------- $33,857
Taxpayer's share if entire earnings

were distributed ---------------- ------------- ------------ 6 2, 24( 9,216 ---------- --------
Total income ------------------ ---------------------------- 18C,890---------- ---------- 64,011

Taxpayer: Bohn, Chas. 13. and Elizabeth B. (owned 8.95 percent of total
otitstanding stock).

Corporation: Bohn Ahininuln & Brass Corporation.

Year, 1934

Analysis
corpora-

tion's
income
and tax

Individual
tax 'ayer's

A-nare

Analysis

final's
Income

Tax paid
by cor-
)oration
attrlh-

m able to
individ-

shl'sshoAr

Tax 
ac-

Tax ac-
tually

paid byIndivid"

Statutory net income ............... $1, 576, 739 ----------- ------------ ----- ----- ------
Dividend income received ---------- 12 ............ ........... ....-----

Adjusted net income -------
Dividends paid by corporation- -

Balance undistributed income
Tax paid by corporation ............
Total income reported ------------
Dividend from Bohn Aluminum &

Brass Corporation --------------
Other income ...-----------------
Taxpayer's share of undistributed

income ----.---------.-----------
Taxpayer's share if entire earnings

were dlistrihuted ---------------
Total income ----------------------

1,576, 751
1, 057, 24

519, 497
216,802

$141, 119
94,624

46,491
19,403 $19,403 ... . ..........--------------------- $97, 414 .....

91,624 .---------
139,599 .-....

46,494

141, 118
280,717

Tax of
individ-

tuil if
corpora-

tion
iade

complete
distri-
b)1!.I,

48,823 .----48, 591 .......

.......... $26, 673

.................... 75496
----- 121,087

---I.
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Taxpayer: Albert D. Lasker (owns 75.314 percent of outstanding stock).
Corporation: Lord & Thomas, Inc.

Year 1934

Statutory net income --------
Dividend income received. --

Analysis
corpora-
tlion's in-
come and

tax

$1, 264, 9K3
109,323

Adjusted net Income.- 1.374, 306
Dividends paid by corpora.

tion ---------------------- 1,247,813

Balance undistributed
income ....---------- 126,493

Tax paid by corporation .... 18. 967
Tota/iineome reported (loss) -..----------
Dividend from Lord &

Thomas, Inc ----------------------
Other income -------------.. . .. .--------
Taxpayer's share of undis-

tributed income ..................
Taxpayer's share if entire 1

earnings were distributed..........
Total income ................. ...-- -

Individual
taxpayer's

share

$952, 709. 30
82,335.52

Tax paid by
Analysis corporation

individ Ial's attributable
income to Individ-

ual's share

Tax ac-
tually
Id b

ndalid

Tax of in.
dividual

if corpora-
tion made
complete
distribu-

tion

1,035,044.K - - - - - - - -- - -- -- - - - - - - - - - -

939,777.38 -------------- ... ..

05,267. 44 ..............................................

---.------.--- $767. " 480.0 W------------- --.. .......

---..--------- 939,777.38 $129,219.39 $64,493 ...........
---.---------- 0 ...................... ...........

95,267.44 13, 099.27 1-.... $52,488.76

.............. 1,035,044.82 1 142,318.6 .........
267, 58.82 _ ----------.. ........

553,676.44
116,981.76

Taxpayer: Chas. B. Van Dusen (owns 52,102 shares of 5,487,314 shares out-
standing; 0.0949 percent).

Corporation: S. S. Kresge Co.

Tax paid1 Tax of
Individ.

Analysis by cor- Tax ac- ual if
corpora- Individual Analysis poratlon tally corpora-corora Idivdua Illivid- attrib- paid orporao

Year, 1934 tlion's taxpayer's ual's table to raid by tio
income share Income indivld ndivid made
and ta. Lial's ual complete

distri-
share bution

Statutory net income ......... . $10,766,739 $102,171 .............. ....................
Dividend Income received.......". 140,605 1.333 .....................................

Adjusted net income --------- 10, 906, 714 103, ,04........................................
Dividenes paid by corporation. .... 4,804, 403 45, 593 ...................................

Balance undistributed in-
come ....................... 6,102,341 57,011 .............. ...................

Tax paid by corporation ----...... 1,470,69 .............. .......... .................
Total income reported ......... . ...................... $105,911 ........ $32,305 .........
I)ivi(oend from 8. S. Kresge Co ..... ------------ 38,740 .326 17,333 .........

Other Income ..................... I ............. 0............ 07,171- .............................
Taxpayer's share of undistributedincome ... ........................ ]............. ............ 57, 011 7, 962 ........... $32,892Taxpayer's share If entire earnings

were distributed-- -........ ......-.: ......... ...... 06, &51 13, 289 ...... . 49,316
Total income ....................... ......... 103,822- .....-. '...".0, 187

-- - -- - - II - - -I- -

-I I
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Taxpayer: Mr. and Mrs. J. E. AIdred (own 33,739 out of 1,998,769 shares, or
1.687 percent).

Corporation: Gillette Safety Razor Co.

Year, 1934

Analysis
corpora-

tion's
income
and tax

Individual
taxpayer'sshare

Statutory net Income ------------ $4,085,956 $47, 535
Dividend income received---------- - 923,300 10,740)

Adjusted net Income -------- 5,009, 256 58, 275
Dividends paid by corporation ---- 3,.518, 769 33, 739

Balance undistributed Income 1, 460, 487 24. 536
Tax paid by corporation ........... 561,819 ...........
T otal incom e reported ---------.. . . . . ...--------.------------
Dividend from (lillette Safety

Raror Co -------------- _-_-.-------------.------------

Other Income --------
Taxpayer's share of undistriuted

income -----------------------------------.--------
Taxpayer's share It entire earnings

were distributed ---------------- ...-------------.----------
Total incolne .------------- ------- ------------ i- -I -- - -- - -

Analysislndivld-
ual's

income

Tax pahlby cor-
poration
attrib-

utable to
1ndivl-tIal

Tax 
ac-

Tax ac-
tually

g0aht 
blnivid-

ual

Tax ofIndivid-
ual it

eorlpor i.

mrade
compllete
distr-
billion

$80249 -- -- $17,554 ........

33, 739

46, 510

24,536

$1,639 10,976 1-

3,373--- --- -,-------- -6

5, 275 8,012
104,785 ---------

2. 22, U)29, l~g,8

Taxpayer: Pierre S. du Pont (116,897 shares
shares of preferred, out of 1,875,366).

Corporation: General Motors Corporation.
Earnings per share, 2.177 percent (common).

of 43,500,000 colinion, 10,000

Year, 1931

Analysis
corpora-
t0n's

income
and tax

Statutory net Income ------------- $93,818,245
Dividend Income received .......... 10,277,829

Adjusted net Income - 1------- 104,090,074
Dividends paid by corporate ion ----- 73. 541,637

Balance undistributed In
Income ..................... 30, 554, 437

Tax paid by corporation ........... 12,900,009
Total income reported ----- _------.----------
Dividend from Oeneral Motors

Corporation ...................................

Other Income ..............-----------
Taxpayer's share of undistrbuted

Income .......................... ..........
Taxpayer's share if entire earnings

were distributed ----------------- ........
Total Income. ......................

Individual
taxpayer's

share

$304,484
28,730

333.220
225,345

Analysis
indivhl-

uaI's
income

Tax paid
by cor-

lporatlIn

table to
Individ-

ual's
share

Tax ac-
tually
ahl byindlvid-
tial

. 107,876.
36,120

$648,191---------.. $329, 969.....

225,345

422,846

107,875

333,220
756,066

Tax of
hlnivld-
na11l if

corpora-
tion

made
complete

dlstri-
butail

$30, W6 32,6 .......

14,832 ........
45,817--------

$#, 549

15, 777
391.518
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Taxpayer: Chester, Colby M. (owned .3841 percent of stock outstanding).
Corporation: General Foods Corporation.

Tax ofTax paid individ-
Analysis by co-- Tax ac- .ti ui
corporal Individual nlysis Poratn tually corpora-opoa.Inivdu I idlvl attrib.cro
tion's taxrae' tdonYear, 1934 t sns Tal ye r 'a 

s i' tbet paid by to
income snare ials indild. Individ- made
and tax ncone ual's ual completedistri-

share button

Statutory net income ..............
Dividend income receive ..........

Adjusted net income ---------
Dividends paid by corporation ...

Balance undistributed in-
com e -----------------------

Tax paid by corporation ...........
Total income reported ............
Dividend from General Foods Cor-

porat ion -------------------------

Other income ..............
Taxpayer's share of undistributed

income .........................
Taxpayer's share if entire earnings

were distributed -----------------
Total incom e -------_--------------

$1,476,275
11,243,637

12, 719. 912
9,452,614

3,267,298
202,676

$5,670
43,186

48.857
36, 307

12,5s9778

36, 307
"82,06

12, 549

48,850
130, 921

.. ... .. ......... $3A 47

0 16,617

19,430

$778 ..........

778 ..........

$8,033

24, 650
44,0

80

Taxpayer: Edward F. Hutton (owns 62,761 shares of outstanding 5,251,440
shares; 1.195 percent).

Corporation: General Foods Corporation.

TaesTax of
Taxes [individ-

Analysis bPaid Tax acp aal If
corpora- Individual Analysis ycor tually corpora

Year, 1934 tion's taxpayer's ual's |attrt- aid b ton
income share income utable to ndiviu- made
and tax individ- ua | complete

uais distri-bution

Statutory net income-------.- .. $1, 470,275 $17,641
Dividend income received-.......... 243,b37 134,301

Adjusted net Dn A ......... 12,719,912 152,002 . ----------....................
Dividends paid by ecrporation... 9.452,614 112,958 ------------ -------- - .........

Balance undistributed income 3,267,298 39,044 .......................-.-...-- . .
Tax paid by corporation ----------- 202,076 ............. ...........................
Total income reported ------------------------ _----_-- $111,14b .......... $33-- ......--$33 . .
Dividend from (eneral Foods Cor-

poration --------------------------.. . .------- -------- 112,958 $15,531 33,795 .......

Other income .............---------------------------- (1,813) ...... ....... .........
Taxpayer's share of undistributed

income --------------------------------- -- ... ............ 39,044 5,368 .......... $20,305
Taxpayer's share if entire earnings

were distributed ................. ............. .. 152 002 20,900 .......... 55,061
Total tocome ....................... -- ............. 50,189- ..........----...54,100

Senator KING. Is there anything else, Mr. Russell?
Mr. RUSSELL. Oh, yes.
Senator KING. Proceed.
Mr. RUSSELL, Here is a list of 278 corporations on which Senator

Byrd asked us to show the tax actually paid and the approximate
tax under the new bill.

----------M I: 11- -......... .......
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Senator BYRD. Have you not already given that?
Mr. RUSSELL. I have given that in the totals, but here are the

actual corporations.
Senator KING. Do you desire that read in ex tens or placed in

the record?
Senator BYRD. As I understand it by your other figures, those 278

corporations paid in around $138,000,000-
Mr. RUSSELL. Interposing). And $26,000,000 under the new bill.
Senator BYRD. They will pay $26,000,000 under the new bill?Mr. RUSSELL. That is right.
Senator BYRD. A loss of $112,000,000 there.
Senator KING. Do you desire that placed in the record?
Senator BYRD. Yes.
Senator KING. All of them are going in.
Mr. RUSSELL. In accordance with the committee's request, here

is a list of corporations which reported a net loss but which received
dividends in excess of $1,000,000. They are the group which paid
no tax at all, and under the new bill would pay $125,000,000.

(The list referred to follows:)

,SCHEDULE 2.-Corporations reporting a net loss for 1984 which received dividends in
excess of $1,000,000

Name of corporation

1. The United Light Rall-
w a y s C o . --- . .. .. .

2. Washington Railway &
Electric Co ............

3. New England Power As-
sociation .--_------

4. North Boston Lighting
Properties ....

,5. Massachusetts Utilities"
Associates ...........

6. Eastern Utilities Asso-
ciates .............-- - ...

7. New England Gas & Elec-
tric Association ..........

8. Western Mas&achusetts

9. First IBank Stock Corpo-
ration -------------------

10. Northern States Power Co.
(Delaware) ..............

11. The Fairmont Creamery
Co. (Delaware) ..........

12. New Jersey Investment
Co.................---

13. Wisconsin Securities Co.-
14. South American Mines Co.
15. Almours Securities, Inc....
16. Emerson's Bromo.Seltzer,

Inc ................
17. Straight Securities Cor-

poration .................
18. Northern Finance Cor.

potation -- _-----_-----
19. The Pltenirn Co .---------
20. The Fremker Corporation.
21. Central Commercial Co...
22. Massachusetts Power &

Light Associates .........
'23. The New York Great

Atlantic & Pacific Tea
Co., Inc ...........

:24. Southern California Gas
Corporation .............

Statutory Dividends Adjusted
net income eivend tatutor 'h dv-

(loss) received I ne come ends paid

$610,713

49,253

2,549,670

534,894

232, OOt

233,261

1,581,601

572, 634

87,976

30,527
4", 064

37,1986
1,428

324,619

5,425

191,238

306,353
82,294

269,295
79,502

68,914

3,407

265,058

$2, 786,357

2,400,000

7,799,721

2,005, 462

1,841,927

2,085,901

1,990,486

2,379,103

1,012,383

5,291,302

1,800,000

5,022,311
1 939,128
1,078,125
2,020,034

1,411,107

1,153,220

3,84.%464
1 254.181
1,676. 903
2,120,943

2,287,510

15,981,638

3,642,187

$2, 175,644 1 $1,949,330

2,350,747

6,250,051

1, 470, 68

1,609,m92

1,852,640

408,885

1,806,559

944,407

6,291,362

1,769,473

5,018,247
1,901,142
1,078,697
1,696,015

1,405,682

961,982

3, 53, 111
1,171,887
1,407,808
2,041,441

4,702,816

1,704,894

1,447,599

685,594

520,804

1,957,052

016,500

5, 291,362

720,858

5, 477,59
90,000

1,030.582
1,607,119

1,481,188

1,261,352

2, 650, 000
978,052

1,330,179

2,220,596. .........

Percentage
of divi-

dend ,mid
to adjusted
statutory

net income

89.60

89.58

115.93

89.92

37.01

127.37

108.33

65. 28

100

40.74

97.50
4.73

95.72
94.76

105.37

131.1

72.11
83.29
94.50

15,958,229

3,377,129 5 609, 327 15.08

Approxi-
mate tax

under
new bill

$62,160

999, 067

149,999

45,997

444,633

1068 245

389,284

48,154
760,456

12,305
24,229

........ ..

308 464
68594
24,271

807,612

943,753

8, 782, 247

1,181,995
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SCHEDULE 2.-Corporalions reporting a net los for 1934 which received dividends in
excess of $1,000,000-Continued

Name of corporate ion

25. Transamerica Corpora-
lion - _ -------------

26. Transamerica Bank Ilol-
iog Corporation .........

27, Pacific Lighting Corpora-
tion ..................

28. The United Corporation.
29. The Commonwealth &

Southern Corporation.
30. The Metropolitan Edison

Corporation ...........
31, New York Electric Co.. -
32. Associated Electric Co ....
33. Columbia (ns & ElectricCorporation..........
34. The Texas Corporation...
35. Christiana Securities Co..
36. North American Light &

Power Co .............
37. American Republics Cor-

poration ................
38. Delaware Electric Power

Co ....................
39. United (asoline Corpora-

lion- -------------
40. United Biscuit C0. of

America --------------
41. The United Light & Power

Co ------------------
42. Continental (rs & Electric

Corporation .........
43. Borg-Warner Corporation.
44. Commonwealth Subsidiary

Corporation ...........
45. The Greyhound Corpora-

tion ....................
46. Standard Gas & Electric

Corporation .........
47. Chapin-Sacks, Inc .......
48. Westinghouse Electric &

Manufacturing Co..
49. The Atlantic Reflnirg Co-
50. Marine Midland Co,.pora-

lion .................
51. Consolidated Electric &

(ins Co ..................
52, Mack Trucks Inc ..........
63. Toledo Light & Power Co.
64. Empire Gas & Fuel Co....
55. Cities Service Power &

Light Co ................
50. Federal Steel Co ...........
67. American I. 0. Chemical

Corporation .......
58. The Coalesced Co ......
59. Pennsylvania Electric Cor-

Spotation ..........
60. The Koppers Coal Co.
01. The Koppers Co. of Dela-

ware ....................
62. Texon Oil & Land Co.

(Delaware) .....-- ......
63. Brazilian Electric Pwer

Co . ..................
64. Philadelphia Co ...........
65. McKesson & Robbins, Inc.
60. Standard Fruit & Steam-

ship Co ...............
07. Solvay American Invest-

m en t C orpora tion . ......
68. The Torrington Co. (of

M aine) ...................
69. Tri-Continental Corpora-

tion .....................
70. Bristol-Myers Co. (Dela-

ware) .....................

Stautoy IDivdens IAdjusted ('ash dlvi-StatutoryDlhed stuor
net Income Divi sted r diend s t

(loss) receive net income paid

$35, 203

798,168

152,399
33, 915

783,078

1,306, 089
1,229,387

378,964

897, 757
3,093,790

1,554

796, 551

232, 0W

488, 69

433, 932

53,601

2,006,810

2,169.459
69, 502

877,985

309,741

4, 324,260
103,510

1, 694,367
2,370,833

125, 131

996,131
0,679

276,332
485,859

2,414,605
307

40,427
24,437

1,120, 197
45,382

608,422

14,753

830,225
3,707,308

977,451

200,750

189,154

2,425

74,570f

31,825

$6, 012, 274

4, 325, 787

8, 50,109
10,091,303

7, 130,177

1,945,120
3, 07,465
1, 520,000

14,256,350
9, 310, 714
9, 592,838

1,316,061

1,128,875

1, 361, 027

1,150,000

1,897,120

2,310,231

4, 113, il
7, 50, 05

1,094,031

1, 59, 960

0, 513,718
1,082,815

10,448,810
14,592, 252

2,370,322

1, 4,50,969
1,100,000
1,154,200
6,148, 630

5,067,855
1,020,450

2,437,176
1,559,527

1,892,500
1,244,530

1, 3W 149

1,127,503

2,118,358
9,516,714
8, 066, 919

1,500, 000

3,117,869

2,242,800

1,109,939

4,306,116

$5,977,011

3,527,619

8,353,710
9,457,388

6,346,499

639,031
1,818,078
1,141,036

13,358,509
6, 222, 918
9,591,284

519,410

89, 215

875. 378

716, 008

1, 813, 619

209,421

1,943,652
7,581,003

216,046

1,350,219

2,219,48
1,079,305

8,854,443
12,221,419

2,251,191

454,838
1, 003,421

878,868
5,62,671

2,653,250
1,020,143

2,390,749
1,55, 090

772, 303
1,199,148

691, 727

1,112,810

1,288,133
5,809,406
7,089,468

1,239,250

2,928, 715

2,240,375

1,035,303

4,274,291

Percentage
of divi-

dends paid
to adjusted
statutory

net income

$5,902,715 1 98.43

4, 388, 478
6, 005,883
7,46,001

8,99, 698

700,000
685, 000

1,580,000

6,902,081
9, 348, 820
9,600,000

42,241

618,375

124.40

71.89
78.94

141.76

109.64
32. 18

138.47

51.67
150. 23
100.09

38. 19

70.64

853,013 46. 27

1,749,023

448, 105

715, 199

271,952
2,664,428

049,807
1,188, 291

1,200, 000

1,572, 470
1,050,000

250,000

89. 98

33.19

32.22

3.071362
21.8012

59.4288
135. 207

45.2276

65.6084
68.40

32.41

702,018 63.09

819,827

2,240,000

1,564,752

1,680,672

27.99

99.99

151.13

39.32

Approxi-
mate tax

under
new !l

$34, 154

723,988
598,907

481,790

2,204,168

220,749

210,010

78, 784

301, 328

359,505

89,003

55,632
3,221,926

91,819

351,050

88, 159
458,704

3.630,321
3,910, &%

956, 756

193,306
147, 611

630,650
433,50

260,646
155,427

609,037

-293,983

133,537

647,456
2,468,997
3,013,024

526,681

834,683

983,086

I.
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SCHEDUAF 2.-Corporations reporting a net loss for 1934 which received dividends in
excess of $1,00,O00-ontinued

Percentage

o Dof divi, Approxi.ntatin con i dend Adjusted Cash di l ends paid mate taxNamtuofryorporation statutory
Name o( corporation net Income r Ioed (ends paid toadiusted under(oss) r not Income statutory new bill

net income

71. Humble Oil & Refining Co. $1,862,313 $7,500,362 $5,698,049 $8,908,479 157.39 ..........
72. (iold )ust Corporation ----- 70,392 2,416,341 2,315,949 2, 50, 015 106.82 ..........
73. Tennessee Corporation-...2,585, 133 2,589,275 4,142....................... $1,760
74. General American Tank

Car Corporation ---------- 193,827 1,519,291 1,325,454 1,126,400 84.98 57,436
75. Incorporated Investors .... 164,071 1,253,835 1,089. 764 1,010,526 95.48 15, 56
76. Massachusetts Investors

Trust -------------------- ' 148,871 1,188,767 1,039,890 1,143,271 109.94 ..........
77. United States & Foreign

Securities Corporation_. 17,741 1,022,546 1,001,805 1, 260,000 125. 39 ..........
78. Petroleum Corporation of

America .......... ....... 9,594 1,052,574 1,012,980 1.067,230 102.32 ---
79. General Eletric Employees

Securities Corporation..- 221,673 2, 88, 341 2,602,670 1,400,000 52 .58 426,027
80. The Omnibus Corporation- 21,000 1, 109,169 1,058,169 8, 727 52.26 171, 47
81. General Motors Manage-

mnent Corporation ........ 881,718 2,233,179 1,351,801 673, 204 49.80 236, 575
82. The Lambert Co .......... 133,658 2,344,175 2,210,517 2, 239,112 101.29 ..........
8.3. )u Pont Securities Co .... 5,832 6,918,8)0 6,912,908 6,913,000 100.00 ----------
84. General Motors Securities

Co ...................... 2,874 17,912,232 17,909,358 17,909,250 99.99 ----------
85. Coca-Cola International

Corporation ............. 7,258 3,515,881 3,508,623 3,515,881 100.20 ---------
86 Vick Chenical, In..........29,88 1,800,000 1,770,132 1,680,672 94.94 25,288
87. Salt Creek Pro'ducersAs-'

sociation, Inc ............. 5, 606 1,487, 812 1, 482,20 1,197,481 80.79 83,992
88. Mountain Producers Cor-

poration ................. 10,318 1,397,542 1,387,224 1,009,309 72.76 11.5,001
89. Plymouth Oil Co .......... 339.873 1,.425,000 1,085.127 787,500 72.57 90,428
90. Continental Oil Co ....... 1,658,970 2,804,007 1,115,037 2,341,274 201.46 ----------
91. Electrical Securities Cor-

poration ................. 50,192 2,192,583 2,142,391 2,092,777 97.68 12,24192, The Chesapeake Corpora-

tion..................2,850,765 10,313,239 7,462,474 4,499,363 60.29 979,449
93. The Lehigh &-Wilkes-

Barre Corporation ------- 4,807 1,031,016 1,026,209 1,126,030 109.73 ..........
94. Santa Fe Land Improve-

ment Co................80,608 1,100,000 1,019,392...................... 433,241
95. Amrnerada Corporation_ . -_ 13,109 1,875,625 1,802,516 1,844,150 99.01 5,321
96. American Power & Light

Co ..................... 718,384 3,643,080 2,924,696 2,413,518 82.52 146,234
97. Tide Water Associated

Oil Co. (Delaware). 129,009 4,956,010 4,827,001 5,407,879 112.03 ...........
98. Mexican Petroleum Co.,

Ltd., of Delaware ....... 37,835 24,322,822 24. *4.987............ ....... 10,321,119
99. Western Power Corpora-

tion ..................... 50,089 1,683,090 1, 4M001............ ......... 694,025
100. The West Penn vectric

Co .................... 381,196 4,337,001 3,955,805........................ 1.681,217
101. The Hearst Corporation... 122,593 5,38965 5,24&872 4, 550,000 86.64 194,813
102. Hearst Magazines, Inc ..... 158,181 2,750,000 2,591,819 1,750,000 67. 52 262,292
103. Hearst Consolidated Pub.

lications, Inc ............ 698,803 5, 240,000 4,541,137 5,264,783 115.94 ..........
104. Hearst Publications, Inc... 722,259 3,870,500 3,148,241 2,410,000 77.82 209,883
105. Seaboard Oil Co. of Dela-

ware .... ; ................ 13,702 1,200,000 1.186o298 192,066 161.90 ..........
106, Shell Union Oil Corpora.

tion ...........---- 1,715,282 18,945,383 17,230.101.................... 7,322,792
107. Far East Power Corpora.

tion .................... 407,779 1,394, 083 98,304 ........................ 419,180
108, Consolidated Of Corora-

tion... 1,793,580 20,787,998 18,994,418 6,708,721 35.32 -4,748,604
109. National Dairy Products

Corporation ............. 1,483,156 64,041,588 62,658,432 8,197,573 13.10 22,521,035
110. National Distillers Prod-

ticts Corporation ........ 22,855 5,599,596 5,576,741 1,011,025 18.13 1,868,208
111. Lehigh Power Securities

Corporation.... * ........ 186,452 4, 855,647 4,699,105 5,758,076 122.53 ..........
112. National Power & Light

Co.- - - -................ 1,237,866 7,717,511 6,479,645 6,043,138 93.26 129,592
113. American Water Works &

Electric Co., Inc ....... 1,242,103 4,313,352 3,071,249 2,512,900 81.82 163,798
114. The North AmericanCo... 184,308 9,99,512 9,785,204 7,107,674 72.64 815,430
115. North American Edison

Co --------------------- 2,847,815 9,086, 033 6,237,218 6, 272,960 100.57 ..........
116. Cities Service Co .......... 100,628 4,234,440 4,133,812........................ 1,76,870
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SCHEDUmE 2.-Corporations reporting a net loss for 1984 which received dividends in,
excess of $1,000,000-Continted

Name of corporation

117. International Cement Cor-
poration ............

118. Consolidated Publishers
Inc ....................

119. Blordens Dairy Products
Co., Inc ................

12). Tlordens Foods Products
Co.. Inc .............

121. Continental Bakin ('or.
poration............

122. lDordens Ice Cream & Milk
Co Inc............

123. Allied Stores Corporation..
124. The Borden Co ............
125. McCall Corporation .......
126. The Mohawk Valley Co.
14. The i. t . Seripp Co....
128. Pennsylvania Greyhiound

Lines, Inc ...........
129. Commonwealth Improve.

meant Co .............
130. Atlantic Co. (Maine) ......
131. The United (las Improve-

lent Co ...............
132. Tno Ohio Oil Co .........
133. Minnesota Iron Co .-
134 The Bst Foods, Inc .. ..
135. United States Rubber Co
136. The Ooodyear Tire &

Rubber Co ......
137. Consolidated (as Co. of

Now York .............
138. West Penn Ry. Co.....
139. Massachusetts (as Co..
140. Kennecott Copper Cor-

poration .................
141. Anaconda Copper Mining

Co ..... * ................
142. Amerada Petroleum Cor-

poration .................
143. Rio Orande Oil Co.___
144. Lnion Oil Co. of Cali.

fornia ............-- - -
145. Standard Oil Co. (mdi.

ana) .............
146. Socony-vacuum Oh Co..

Inc ......................
147. Shell Oil Co ...............

Statutory Dividends Adjusted Cash dvi-
nret Income statutory dends pald

(los) ri e net Income

$19.,9i8

217, 721

16, 688

22,81911,609
7. 580

813,514
3,788

111,812

222. 524
42. 521j

738, 539
1,191,339

31,240
106,58
705, 781

227,407

2,972,933
543,087
757, 520

2,122,109

8, 88, 232

383. 755
430,616

3,857,637

1,327,628

9,253,474
107, 767

$2,568,306

1, 318, 3)0

1,041,392

2,898. 000

2,277, 355

%531.017
1,246,939
7,073, 389
1, 355. 754
1.611,6
1,709. 193

!, 182,00

1.480.867
5, 166, 151

30,958,847
1,893, 274

10,400,000
1,002,621

11,605,456

6,525,25

43,659,038
1, 359. 88
2,538. 173

4,162,853

13,780,611

1,129,300
1, 900, 004

6. 16,500

12,326,239

39, 134,693
1,384,337

$2, 518.39,8

1,100,279

1. 04 1. 392

2,898, 003

$156, 570

11, 250

Percentage
ordiv.

(Iends paid
to adjusted
statutory

net income

0.22

1.02

A pprosi-
mate tax

tinder
new bill

$991, 760,

462,117'

442, 591

-------- I ............ 1,231,650 ,

2,260, 6 9 ..................

2,561,017
1,224,120
7,056, 780
1,348, 169

798,174
1, 705, 495

1,165,1.58

1. 258,343
5.123,625

30. 220, 328
701,935

10, 368, 760
89, 049

I, 899, 675

7.0314, 727
1,366,757

850, 000

1,169,600

1,025.000
14, 592, 230

31,728,172
6,294.728
6160, 000

250,000

6,297,878 1 4, 518 936

.-..........99. 69
101.37

49.84

100.38

81.46
284.80

104.97
896 77
63.65
27.90

72.23

960,784

1,088,432'
520, 251

339, 2231
293,455.

71,297|..........

1,205, 368
255,273

4,632,361

545,77,1

40, 6,105 30,5 0 1 7.15 3,118,996
816,741 I ------ 347,114,

1,780,053 2,250,001 . ..........

2,040,554

5.10,309

745, 545
1,49,358

2,258.813

10,998,611

29, 881,219
1,270,570

1,680,638

1,406,250

4.386,070

15,371,229

18,659,922
7,975,430

82. 3618

188.6204

104.17

139. 756

62.380
624.7540

108, 828

2,167,631

959,995

3,697,800,

Senator BYRD. Explain that to me, Mr. Russell. I uderstood
under this bill if a corporation declared all of its earnings in dividends,.
even though they were received on dividends from other corporations,.
that they (10 not pay a tax.

Mr. RUSSELL. If they declare their earnings as dividends?
Senator BYRD. Yes.
Mr. RUSSELL. That is right.
Senator BYRD. How do you figure then that these companies would

pay.t) $125,00010007
Mr. RUSSELL. Strictly on the distribution that they made.
Senator BYRD. They had a statutory loss that year.
Mr. RUSSELL. The statutory loss under the new act; in computing

your taxable income you include dividends. Now, they did include.
dividends.
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Senator BYRD. If they would distribute their earnings of dividends
that they received as dividends from other corporations, they would
pay no tax under this computation?

Mr. RUSSELL. That is right.
Senator CONNALLY. These dividends paid, I suppose, were taxed

in the original company?
NMr. RUSSELL. I Imagine s0.
Senator BYRD. That $125,000,000 item there does not necessarily

mean that it is an addition to revenue?
Senator LA FOLLETTE. If they had the same situation in 1936

assuming this bill were passed, that they had in 1934, it would have
changed this number of corporations that had a loss into corporations
that would have had to pay a tax, and this is the tax they would have
paid on the 1934 figures?

Mr. RUSSELL. That is right.
Senator CONNALLY. Less what the corporations paid, the subsidi-

aries paid in the flat rate.
Senator La FOLLETTE. No.
Senator CONNALLY. They would be free if they paid it out.
Senator LA FOLLETTE. Oh, no. Not to anothercorporation.
Senator KING. Proceed.
Mr. RUSSELL. Here is a schedule requested by the committee,

corporations with statutory net income of less than $1,000,000, but
who received dividends in excess of $1,000,000.
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Senator KING. The corporation 'received the dividends, or their
stockholders?

Mr. RUSSELL. These corporations had a statutory net income of
less than $1,000,000, but the dividends they received were in excess
of $1,000,000; received by the corporations.

Senator KING. Then the exemptions reduced the amount?
Mr. RussEL,. That is right. Here is the percentage of their

dividends paid.
Senator KING. Do the Senators desire that to be read?
Senator LA FOLErTE. I would like to have the total.
Mr. RUSSEILL. The tax paid by these corporations was $2,868,000,

and the tax under the new bill would have been $24,063,000.
Senator (ING. Does that take into account the losses that they

sustained?
Mr. RUSSELL. Yes, sir. That would give them credit for the

losses. It would be income, the dividends received, less the statutory
net.

Next is the list of corporations which had statutory net income in
excess of $1,000,000 who distributed more than 45 percent as divi-
dends, but less than 75 percent.

II
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Senator CoUzE'Ns. That is what you have given in the other state-
ment in the aggregate?

Mr. RUSSELL. That is right.
Senator KING. It may be inserted in the record.
Mr. RUSSELL. It shows tax paid there of $81,000,000, and the tax

under the new bill of $86,000,000.
Senator KING. What is the next?
Mr. RUSSELL. Here is a list of public utilities, which are included

in that tax. They are included in these figures I have already given
you, and this is just a separate schedule that was requested as a
separate statement for utilities.

Senator KINo. It will be inserted in the record.

I.
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Senator. CONNALLY. What do they show?
Mr. RUSSELL. They show income tax actually paid $71,000,000,

and under the new bill $60,000,000. A difference of $11,000,000.
Senator LA FOLLETTE. Of these particular utilities?
Mr. RUSSELL. Yes.
Senator BARKLEY. How many of them are there?
Mr. RUSSELL. Seventy-one.
Senator COUZENS. They were put in the record at the beginning

of the hearing.
Senator KING. Any others, Mr. Russell?
Mr. RUSSELL. I believe that is all.
Senator BLACK. Is that all you have obtained of the individuals?
Mr. RUSSELL. Yes.
Senator BLACK. Could you obtain the records for Mr. J. P. Morgan

or sonic of his companies?
Mr. RUSSELL. We could have if we had had 4 or 5 days' time to

do it.
Senator BLACK. I would like to make a request that information

should be obtained of J. P. Morgan and Mr. Hobart Porter, of the
American Waterworks Co., and Mr. Dale, of the American Water-
woi'ks. Chester Dale, I believe, is the name, of the American Water-
works. They also have several other companies which you can
easily find out. I have them all in my office.

The CHAIRMAN. Let me ask all of these experts, and I want you to
be perfectly frank and free with the committee. This committee
wants the frankest and most candid kind of a statement. We are in
executive session. We want you to, considering section 102 and the
accumulation of surpluses, to tell us-is it possible for us to so change
that law in any way as to make it applicable where we could get at
these large surpluses at all and where it could be held up in court?
As I understood the testimony that was presented to us, it was that
recently, within the last 3 years, there have been something like 300
cases fled. I think that is the exact number here, Senator Couzens,
in that letter.

Senator COUZENS. Mr. Helvering gave me a letter in response to
my query, and if the committee will indulge me, I can read it [read-
ing]:

Reference is made to your verbal request yesterday that I advise you concerning
the number of cases handled under the provisions of section 104 of the Revenue
Act of 1932 and section 102 of the Revenue Act of 1934. The records of the
Bureau indicate that since February 2, 1932, 371 preliminary letters have been
released, in which deficiency taxes in the total sum of $59,555,877 have been
proposed, and that during the same period 254 90-day letters, or letters of final
determination, involving deficiencies of $69,939,246.09, were made. Our sta-
tistics indicate that tinder the provisions of section 351 of the Revenue Act of
1934, 4,377 returns of personal holding companies were filed for the year 1934.

The CHAIRMAN. This section 102 does not apply merely to the
holding companies. It applies to operating companies as well.

Mr. RUSSELL. That is right.
Senator HASTINGS. It appears, (toes it not-I think somebody from

the Department so stated-that the section with respect to the holding
companies, which is that later section 351, worked pretty well; in
other words, it was rather difficult in the case of the personal holding
companies to show that there was any particular need for much of a
regulation.

w
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Senator LA FOLLETTE. The point is that you have a tax device
there.

Mr. PARKER. Section 351 does not require it to be shown that
there is any attempt at all. If you have a company whose gross
income comes from interest, dividends, capital gains, et cetera, and
whose stock is held by five persons, counting as one person certain
brothers and sisters father and son, and so forth, then this tax falls
if they do not distribute. Here they are allowed to keep 20 percent,
I believe. After that, if they do not distribute, they have to pay this
additional tax. There is no question of intent.

Section 102 has intent in it.
Senator HASTINGS. I understand. That section 351 works all

right and is reasonably effective.
Mr. PARKER. I think so. We did not get so much tax out of it,

but we got a. distribution, I think, of $155,000,000 in dividends from
those companies. I (to not know whether that is in Senator Couzens'
letter.

The CHAIRMAN. That is merely a holding company. What I want
to know is whether or not-

Senator HASTINGS (interposing). I just wanted to get it right.
There is no particular necessity for changing that section.

The CHAIRMAN. What I want to know is whether there is any way
in the world to amend section 102 so that it will be effective to get at
these accumulated surpluses; and we want, frankly and candidly, the
opinions of the experts on that.

Senator CONNALLY. May I supplement your question briefly?
The CHAIRMAN. Yes.
Senator CONNALLY. I make no pretension to being much of a

lawyer, but I recognize in my own mind that you can never make an
effective amendment of that section which depends upon the Govern-
inent making proof as to the motive, because there will always be
enough question there for them to litigate it, and the Government
will spend a lot of money and maybe never get anything.

On the other hand, I think the most powerful weapon in the hands
of any Government is the power to tax, and the reason that this section
here which Mr. Parker has referred to, is effective, is that it is not
conditioned upon any proof or anything of the kind, except the one
when they show they have accumulated so much and have not paid
out so much, the tax goes on automatically.

That is one-reason that I am for putting a supertax on these undis-
tributed profits. That is the only weapon you are ever going to use,
and that is the same form of tax to force them either to distribute or
to pay a graduated tax.

Mr. PARKER. That .is, I think, the crux of the thing, the motive,
in section 102.

Senator CONNALLY. Exactly.
Mr. PARKER. I believe, though, that section 102 can be improved

even with motive, but it seems barely possible-from a preliminary
discussion that Mr. Beaman and I were talking about-it seems
barely possible eliminate motive if we strengthened section 102 with
certain other provisions. For instance, one which is obvious, so that
there will be some certainty in a corporation that section 102 won't
apply, we can say that this shall not apply in the case of any company
who distributes 70 percent or more of its net income in dividends, so
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that if they distribute as much as 70 percent, that is one rather obvi-
ous thing. That could be done, because I do not think you could
just come and have the Bureau look into every case. There would
be no certainty on the part of the taxpayer. "Everybody would be
wondering whether the Government was going to claim an unreason-
able distribution if they kept 10 percent back.

Then, of course, there are other things that are troublesome, too.
Questions about whether the company has a deficit, and all of those
things that we know of, of general application, will have to be con-
sidered in connection with the provision of section 102.

Senator CONNALLY. Is it not true that anything we (1o with respect
to that section mi lht be to make a generalization that is self-applicable
in that.measure, because if you put these factors in there that a cor-
poration (toes this and it is exempt, or that, or the other, then make it
necessary in every individual case to have a controversy before you
get any money.

Mr. PARKEI. The most obvious thing on generalization would be
to say that 102 shall apply if there is an unreasonable accumulation
of earnings and profits. Of course, that is pretty broad language.
Great Britain, in connection with the holding company proposition-
they have the word "reasonable" there. They have a board of all
kinds of men, 100, in different businesses. They (1o not all sit, and
they serve without salary; but if there is a controversy, these practical
business men, three of them that know the business, get together and
say, "Was that necessary accumulation or not?" Of course, that
might be explored, although I think it is of rather doubtful merit
here, because this is such a large country.

Senator COUZENS. May I not also inquire if this limitation of five
different stockholders or five different interests is not easily avoided
by an increase in the number, to get outside of the act?

Mr. PARKER. I do not think it is, Senator.
Senator COUZENS. It has been said to me that it is.
Mr. PARKER. It seems to me it is very difficult, because, you see

we go to pretty extended lengths. We count as one person all of the
brothers and sisters, and count all the children. We count everybody
practically that is in a straight line of descent or ascent.

Senator CouzENS. And that is only counted as one person?
Mr. PARKER. That is only counted as one person. I think it is

)retty effective. Because if a man gets out of that class of people,
lie loses control, and the one element of a personal holding company
which is required is for the rich man to retain control of it either by
himself or through his relations.

Senator BARKLEY. It has been suggested that section 102 be
amended by changing the burden of proof to the taxpayer to show
that he is not seeking to avoid taxes. That might relieve the Govern-
ment of some difficulty in making the proof, but would it really meet
the situation?

Mr. PARKER. I do not think it would be sufficient.
Senator BARKLEY. It would not be sufficient, because it would be

easy for any company to prove if it wanted to fix up its records or
books or make claims that this reserve was necessary, and it might be
just as difficult for the Government to disprove that as it was in the
original case to prove that the motive was there.

U
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Mr. PARKER. That is true. if we did not have to prove this
intent-

Senator BARKLEY (interposing). Whatever it is, it would seem
ought to be automatic under certain conditions existing.

Mr. PARKER. Then it would be effective. It would be difficult to
make it not too great an administrative burden. It would be a
tremendous administrative burden without some cushions in section
102.

Senator CONNALLY. Whenever you get away from that section,
don't you get right into this other bill? Whenever you get to saying
70 percent, then you ge into this general bill, and the recognition o1
,either a normal or supertax to accomplish what you are trying to do.

rl. PARKERl. You are getting into it to a great extent, Senator.
The only difference would 0be, and it is also a big difference, that
there would be )erhaps more flexibility in that plan. I mean where
there is a great variety as we have---

Senator CONNALLY (interposing). You increase the administrative
difficulties whenever you get flexibility.

Mlr. PARKER. Yes; I think it would be vastly more difficult to
administer.

Senator HASTINGS. Mr. Chairman, I should like to have an oppor-
tunity-let me ask, (1o we meet this afternoon?

The CHAIRMAN. I do not know. I was just thinking that we
might. get some light by a discussion.

Senator HASTINGS. I would propose between this and our next
session to consult with sdme of these experts and see what I can do
toward revising section 102 and submitting it to the committee. I
would like to try it.

The CHAIRMAN. I will say to you, Senator, that we have been work-
ing with these experts on this proposition for some time, trying to
work out something. I know the general feeling is that we cannot
strengthen section 102 to carry out the purpose of this legislation,
but I want to state to the committee that there is a feeling in the com-
mittee that probably it could be done. The experts, generally, think
that it cannot be (lone, as I judge from what Mr. Kent said the other
,(lay in his testimony. Other people in the country think it can be
(lone. I just do not know and I thought we could have a candid
discussion here on the proposition.

Senator LA FOLLETTE. What do you think about it, Mr. Beaman?
You have given it a great deal of thought.

Mr. BEAMAN. I quite agree that the only hope of improving section
102 is to get rid of the necessity of proving motive. If you proceed
along the line that Mr. Parker was suggesting, which I think is the
most hopeful method of approach, to say that you are going to put
this tax on any corporation where they permit their current earnings
to remain undisturbed in excess of the reasonable needs of the business,
that sounds at first blush hopeful, but when you come to examine it,
you begin to have some doubts, because in the first place, if you left
it just fike that-I am more or less thinking out loud here-that would
be void for uncertainty. Nobody would know what it is.

The moment you attempt to particularize and describe and make
legislative declaration of what are the needs of the business, I am
afraid you are right back to the very things that .caused the real
-complexity of the'House bill; in other words, I would divide the House
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bill up into two parts. Section 13 that everybody is fussing about,
which unquestionably is complicated but which unquestionably can
be simplified along the lines of the draft that Mr. Oliphant presented
here the other day which carried out a suggestion made by Mr. Parker
and me and which could not be written that way in the House bill,
because the Ways and Means Committee insisted on having it the
way it is-that is what I call a surface complication. It is compli..
cated, hut it is not in the last essential anything more than a lot of
laborious mathematical -compilations which any intelligent corpora-
tion can do if they want to work hard enough at it.

But the real complexitities of the House bill do not appear so much
on the surface. They come from the necessity, due to the higher rates,
of putting in the relief provisions or, as we call them, the cushion,
and it is those cushions which cause the complexity.

One of those complexities, and the hardest one, is, what is accumu-
lated earnings and profits? Two of those provisions del)end upon the
relation of something or other to the accumulated earnings and profits,
which is a. question that nobody knows what the law is on that sub-
ject. Much less what are the rules that you gentlemen should write
in if you attempted to settle it, and which you could not possibly (o
without taking an inordinate amount of time, plus the fact that every
time you examine one of those cushions, you find that it does grant
relief in a case that would appeal to probably a majority of the com-
mittee as being just as entitled to relief as the one that it (toes apply
to; but N~hen you try to extend it further, every time you extend it
further you run into a possibility of evasion; in other words, every
time you rephrase it and put in a cushion, you create a lost of Ioop
holed which you have got to plug up, and every plug takes another
cushion, and so on ad infinitum.

It is the attempt to balance the prevention of tax evasion with the
doing of justice that is the cause of the cominlication of the present
law and all of its various ramifications.

Senator CONNALLY. Mr. Beaman, may I ask you right there. In
using the word "reasonable" in our attempting or undertaking to
amend this old section, would you not also run into the question of
uncertainty an(l also into the legal question whether there is anything
to it or not, whether your tax is uniform? One corporation would
be taxed at one rate and another at some other rate.

Mr. BEAMAN. No; not if by hypothesis the word "reasonable"
has a sufficiently definite meaning that you have uniformity.

Senator CONNALLY. For one corporation one thing would be
reasonable, and for another corporation another thing would be
reasonable.

Mr. BEAMAN. Not if the law had a definite meaning.
Senator CONNALLY. The rates would be different?
Mr. BEAMAN. No; I take it the rates would be the same. What is

reasonable dependss, naturally upon the circumstances of the cor-
poration, and it seems to me" if you attempt to define "reasonable"
and "the reasonable needs of tle business" the first question that
would occur right off is, "What business"; is it the bTusiness you
now have or an expansion of business, and if an expansion of business,
how much?

Then you have to lay down rules as to what you mean by "busi-
ness." I start out with it corporation with $100,000, and when I
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make $6,000 clear profit the first year, if I am going to keep on busi-
ness exactly the same way I started, I may be able to distribute almost
all of that money. If, however, I am going to build up my business
and expand, it may be that I cannot distribute any; and what is the
test as to what is the business? Can you say you are going to have
expansion, or are you going to have a percentage of expansion named
in the law, and is that to be for a period of years, or is it to be an
evasion? Or, can you say that the business can be expanded along
the lines of the average representative concerns in the same business,
or are you going to allow unlimited expansion of business requiring
only proof that the money is obtained for a real bona-fide purpose
and not in the hope that at some time or other you are going to expand?

When you have settled what you mean by "business" the ques-
tion is, N hat are the needs of the business? if you say you are going
to pay off debts, is that the reasonable need of the business, or comply
with your contractual obligations and make lip your deficits of past
years, you are right into the question, obviously, that the corporation
has a large accumulated surplus already and makes $50,000 this
year, then its needs, assuming you know what you mean by "business",
its needs for that year, reasonable needs, are certainly less than those
of a corporation that has not got any big surplus built up.

Then you get right into the question of what is earnings and profits.
In other words, the question of the past accumulations must, it

seems to me, be a necessary part of the yardstick by which you meas-
tire the reasonableness of this year's retention.

And so with the case of deficits. You get into all of that highly
difficult-not only difficult from the standpoint of administering and
writing the law, but the exceedingly baffling and difficult questions
of policy for you gentlemen to decide what is the right thing.

And for you gentleinen to make up your minds is still more difficult,
and for you to write*it into law is still more difficult, and the adminis-
tering of it after it is written is still more difficult yet.

I am just thinking out loud here, but that, it seems to me, is the
situation. Whatever could be done with the thing, it seems to me,
is a matter of very close hard work on the part of your advisers, and
the part of you gentlemen yourselves, for quite a while.

In other words, if you could just say '!reasonable needs of the
business", assuming it was constitutional and was sufficiently lefi-
nite, even then you do not know what you are doing, because Heaven
only knows what the Bureau and the courts would hold on it. If you
attempt to define it, to make up your minds what you mean by it,
you are in for a very long and arduous task.

Senator IAS'TINGS. Suppose you provided that if 60 percent of the
income were withheld, Mr. Beanan, suppose it were provided in the
law that if 60 percent of the annual income were withheld in the form
of reserves by the corporation, that it becomes necessary for the return
to be accompanied with a certified copy of a resolution of the board of
directors showing the reason for withholding any such sums. If the
Commissioner should not be satisfied with the explanation, the cor-
poration should be notified and would be compelled to prove in person
that such sum wuis reasonably necessary for its business.

Mr. BEAMAN. That, Senator, it seems to me-something like that
might. be helpful after you had answered in the law all the questions
I have been diqcussing. That is just more or less of a mechanical
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device that might be helpful after you had solved the main problems
that I have been touching on. It still leaves the question of what are
the reasonable needs of the business.

Senator CONNALLY. Would it not be simpler to declare arbitrarily
that all dividends above a certain percentage that are retained, levy
the tax and then make the exceptions?

Mr. BEAMAN. It is no different to say whether you tax everything
but something, or you tax something. The essential probably is the
same.

Senator CONNALLY. If you tax them all and then only allow the
exemption to the companies that make the proof, you simplify it a
good deal, because the tax is on him and lie has to get out of that.

Senator KING. The courts have defined "reasonable" over and over
again in tort cases and many others, although it is difficult. In a rule
of conduct, a person must exercise reasonable diligence, and it is for
the jury and sometimes for the court as a matter of law to determine.
Sometimes the court will say as a matter of law that you (lid not
exercise reasonable diligence. In some cases where it is conflicting,
lie leaves it to the jury to determine whether the course is reasonable.
So that the courts have had to decide over and over again in a mul-
titude of cases what "reasonable" was.

Senator BARKLEY. What may be reasonable depends on the case
in every separate case. You cannot have a standard of reasonable-
ness.

The CHAIRMAN. Mr. O'Brien, what do you think about it?
Mr. O'BIEN. I agree heartily with what Mr. Beaman says about

the complexities in determining what kind of relief you would grant in
cases in which you are inquiring what the reasonable needs of the
business were, and as I was talking to you this morning of the approach
that Mr. Parker suggested, I thought, and I think Mr. Beaman
thought, that there was something there worth pursuing for the
purpose of study to see whether something could be done with it.

It seems to ine that in that respect, without having put much time
on it, there are two choices. Either you can say "reasonable needs of
the business" subjectin yourself to the possible risk of its being voided
for indefiniteness and throwing into the Bureau and the Board of Tax
Appeals and the courts the problem of working out what the rule is in
the number of cases wlich would be brought, or to sit down and try to
work out the rule here.

I am not so hopeful about the possibility of working out the rule
here, for the very reason which made the writing of the House bill
both in terms of its actual draftsmanship and terms of the decisions
which had to be made by the committee, so very, very difficult. The
problems are substantially identical.

Do I make myself clear? There are two choices to work it out;
either try to do it here and have the chance of the courts throwing
it out; or having the Cominissioner and the Board of Tax Appeals ad-
minister the law according to a generally worked out theory of what
is right.

Senator CouzENs. Would you consider a reserve for carrying an
organization through a depression period as a necessity of the busi-
ness?

Mr. O'BRIEN. As a matter of law?
Senator CoUzENs. Yes. Or else stated as a matter of policy.
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Mr. O'BRIEN. I am not qualified to speak of a legislative olicy.
Senator COUZENS. Is not that an element with which it is very

difficult for either a court or a Commissioner or a Secretary of the
Treasury, or whatnot, to determine? Whether the reservation of
unearned profits kept in the treasury of the corporation for the pur-
pose of depression years, whether that would be considered as a legiti-
mate reserve for the needs of the business.

Mr. O'BRIEN. Let me give you the answer in two types of corpora-
tions.

Senator CONNALLY. Let me ask you one question there, and you
can answer both at once. Suppose you have a corporation with a
good income but owes a lot of debts. The question need not arise
whether it is a wise thing and a sensible thing for the corporation to
pay the debts, rather than to pay the money in dividends. Would
that not all go to the rule of reason?

Mr. O'BRIEN. Let me answer Senator Couzen's question first, and
then come to yours, Senator Connally.

It seems to me that this is true. Let us take two types of businesses.
First you have the business of making machine tools, which you will
remember, representatives of that industry appeared before the com-
mittee stating that they had a 10-year business cycle. Were I the
Commissioner or the Board of Tax Appeals or the Supreme Court of
the United States deciding on the reasonable needs of that business,
I would ay that there ought to be a greater opportunity for them to
hold their earnings in their good years than in the case,'let us say, of
the department store, the turnover of which is very, very rapid. Do
you see what I mean?

"Reasonable needs" is dependent upon the kind of business, and I
should say that the riachine-tool business, the reasonable needs of
that business in a particular year were greater, let us say than in a
department store.

In answer to Senator Connally's question, a lot would depend on
what the terms of the indebtedness happened to be; as to whether it
would be reasonable to hold back a particular amount for the purpose
of paying them. I should say it would not be reasonable to hold
back more than a fair amortization of the debt, more than a fair
sinking fund requirement; but on the general question whether a
business ought to be able to hold back earnings for the purpose of
paying debts, I should say that is as much a need of the business as
any other need.

Senator KING. You would have to go into each account, also, in
determining the amount of the amortization and the requirements in
any of the State laws where it requires certain conditions such as that
you eat not declare a dividend if you have money owing or a mortgage
on your property.

Mr. O'BRIEN. My point is? you would have to determine the par-
ticular facts as to each particular type of business and work it out
that way.

Senator KiNG. Is that not true with everything in life? You have
to apply reasonable rules as to what the right should be in each par-
tucular state of facts?

Senator GEORGE. Is not the insuperable difficulty illustrated in the
fact that many corporations have been built up and managed by men
who were honestly trying to make them succeed; that they have gone
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on the 'co because they exercised bad judgment as to whether they
should j out this or that or pursue this policy or that?

Mr. O'BaIEN. There is certainly plenty of testimony before the
committee to that effect.

Senator GEORGE. There is plenty of experience to that effect. Any
one of us that has had any experience knows that that happened.
You cannot help it; you cannot avoid it. Then, do you not come
very near the whole problem here, whether you are going to have the
legislative exercise of discretion and decision, or whether you are going
to have the decision of the men who put their money and their lives
into the enterprise? It seems to me we have to make one choice or
the other.

The CHAIRMAN. Mr. Oliphant, what is your view on this proposi-
tion?

Mr. OLIPHANT. I wish I had the time to put my thoughts in better
order on this important question as we have struggled with it downin the Treasury Department and the Bureau, and probably you had

better discountt some of the things I say because my approach to it
is conservative. Probably that is a conservatism born of my training
in common-law cases of the type to which I am going to refer in just
a moment, because I (to not agree that you would be without guidance
if you decide to put into the statute the rule of reasonableness.
I would like to preface what I say by pointing out that this problem

that we are facing involves this threshold of choice.
It is the terms and conditions and circumstance upon which

earnings may go back into the business without having passed
through the personal income-tax mill, because I find it helpful to
keep in my mind all the time when I am thinking about these cases,
the cases of a corporation which we hear are about to form, because
we here are confronted with the fact that there are no funds available
to us in forming that corporation except funds that have been through
the full income tax surtax mill, so that the choice we are talking about
is the choice between the situation or a special tax bonus, grant,
subsidy or something in aid of these struggling corporations.

Now, as I see the problem, there are only three possible solutions.
One solution is the adoption of some general standard. Whether
that is the standard involving the question of intent or the standard
involving the reasonable needs of the business. Another possibility
is a multitude of detailed rules an(l prescriptions to be administered
by an army of Bureau representatives, field men, or whatever you call
them. And the third possibility is something along the lines of the
House bill, which says it is not for the Government to say What the
dividend policy of the corporation shall be, but we do say that you
must not use the corporation to enable your stockholders to avoid their
surtax burden.

Now, to come to that first possibility
Senator CONNALLY (interposing). Mr. Oliphant, whenever you get

out of section 102, don't you come right into the House bill?
Mr. OILPHANT. No; I think there are three possibilities that I

would like to point out. I say my thoughts are not in very good
order, but I would like to point out that there are three possibilities;
not two. I have a middle one there, namely, a mass of detailed rules
laid down by Congress and/or prescribed by the Commissioner under
proper delegation to him, and then administered by a tax agent

'U
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hitting at almost every businessman's desk. There are tree posi-'

ilities.
Senator CLARK. And necessarily running his business.
Mr. OLIPHANT. Well, seeing how it is run.
There are three of those possibilities, and if we are struggling td

get a clear picture, we have to look at those three possibilities, and
I should like if I do not take up too much time, to address myself to
them in that order.

When you come to the question of adopting a general standard, it
seems to be agreed that any standard which involves intent won't
work. So that the suggestion has been made that we can make it
objective by putting in the rule the reasonable needs of the business.

Now, as Isay, if you adopted that rule, you are not without guidance
in the cases. The cases which the court and the Board of Tax Appeals
and the lawyers representing taxpayers and we in the Bureau wihl
immediately turn to is a large mass of cases in the books dealing with
the rights of a stockholder to compel directors to declare dividends, and
there are lots of them, and I want to talk about those cases, because
it just happens, fortunately, that a few years ago I looked at all of
them. I had a bunch of men get them all together.

We found in the books and we all learned it in law school and used
it in our practice, that the stockholder who is being frozen out, the
minority stockholder who was being frozen out and starved out, was
entitled to his dividend if the directors were engaged in retaining an
unreasonable-there is no intent involved, you see-an unreasonable
amount of the earnings.

So I approached the study of these cases, and I had in mind follow-
ing a general hobby of mine, and I planned to see if there is any
difference between the law in the books on that proposition and the
law in action.

Senator KING. You might mention the Sherman antitrust law--'
unreasonable restraint of trade-if you do not mind my interrupting
you.

Mr. OLIPHANT. I appreciate that interruption, because you men-
tioned a moment ago that this standard of conduct, "reasonable", is
used in many places in the law; in the whole law of negligence and
in-well, we do not need to go over those-including the Sherman
antitrust law; but I went at once to the body of cases to which the
courts I know will turn, and I know that if I have a tax case to argue
on one side or the other, that I will turn, and I went to the books,
and we do not have to speculate about these more remote eases.

This is what we found. That those opinions in all of those eases
coming from all the States in the Union, uniformly repeated the rule
in passing on this bill in equity to compel the directors to declare a
dividend, uniformly repeated the rule that the stockholder was
entitled to that dividend which the directors were unreasonably-in
view of all the situations and the needs of the business-were unrea-
sonable in not declaring in a dividend.

Then I said to the boys: "Now, disregard what the cases have
said; go through all of the opinions and add u;i to me what the results
were."

And I will tell you what the results are. In action, therc is no such
rule, and for good social reasons, and I am coming now to why I am
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conservative about this. In the early part of the opinion, the courts
after paying their respects to that rule, in the overwhelming mass of
the cases said, "But we, sitting here, cannot substitute our judgment
for the judgment of the men who have given their fortunes ana their
lives in this business."

What was back in their mindsin that situation? They knew that if
they did-the courts knew that if they attempted to apply any other
standard, they had to send masters in chancery into every one of those
businesses and make a detailed audit and determine whether or not
there was an unreasonable exercise of business judgment.

And that brings me then, don't you see, to this second possibility.
We could, I think, with enough ingenuity, sit down and put into a
statute or write into commission regulations enough detailed rules that
if it is this, it is this; and if it is this, it is this; and I have no confidence
in this shifting of the burden of proof at all, because it is easily over-
come anyway, and after all, the fundamental question in all of these
cases is not who put the stuff in, but what is the record when it comes
before the Board of Tax Appeals or before the courts-there is no hope
in that-but I say, there is enough ingenuity in this town to sit down
and write all of those rules.

But the moment we do it, we are under oath bound to go out and
enforce them, and we would have to put a revenue agent practically
at the desk of every business executive in this country, and I am oppose
to it.

What is the alternative? The alternative is for the Government
to keep its hands off and to say "I don't know how it is going to be
worked out. It is for the business executives to see what dividends
should be paid."

But that is not the only consideration involved. We have to have
a tax system and to raise revenues and the hopeful source from which
to raise them is business profits. We say "You operate the corpora-
tion to determine the business policy, but do not use the corporation
to enable your stockholders to avoid surtaxes."

So I come to your position as I understand it, Senator Connally,
that the wise thing to do, the conservative thing to do if we want to
get at this six hundred-and-some millions is to say that this is the
alternative: Either distribute it so that the individual pays the income
tax or pay an equivalent amount in the form of a corporation tax.

Senator CONNALLY. Since you refer to me, may I just suggest this?
Mr. OLIPIHANT. May I withdraw that reference?
Senator CONNALLY. Oh, no; I am very glad to have it. I like to get

in the record. But as I see, the weak point-I think you have pre-
sented this very admirably-you have made your views very clear,
much more clear than we got the other day.

Mr. OLIPHANT. I thank you.
Senator CONNALLY. I think you have stated it very clearly, but

here is to my mind the weak place in your case. You say when we
argue about these matters, you say they do not matter, but on the
whole, on the aggregate, on the average, the Government gets the
same amount of money. If that is your only objective, there are a
lot of ways that we can get it without the House bill. But the House
bill, while it does that, it seems to me it somewhat ignores the inequi-
ties that necessarily arise between two different corporations or two
different industries or two different plants in the application of this
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rule. When we are all through, we get the authority and get the money
but the other considerations-I do not think you can ever levy a
tax without taking into consideration toe incidence of the tax, the
economic incidence, and that is what is worrying me. If you just want
$620,000,000, if that is your only objective, just to get it on the total,
the average or the aggregate, we could raise the flat rate and com-
pletely ignore dividends, or we could blend it by having a certain
flat rate and a supertax, or we could raise more revenues from
individual taxpayers.

Mr. OLIPHANT. I am sure that you do not think that that is my
position, that wve can secure this money and ignore all of these hard-
ships.

Senator CONNALLY. No. But when you argue with these Treasury
experts, they say that that is true, but on the whole, on the aggregate,
you get the sum of $620,000,000.

Mr. OLIPHANT. It is true that I have not taken occasion or had the
opportunity fully to say all that I might say on that question of hard-
ships. It is a question that Senator Bailey pressed me with when I
was down here before and I did not have an opportunity to get
around to discuss.

The other point that you raise is the point, it seems to me, as to the
dependability of the Treasury's estimates, that is, would this tax
produce this revenue? On that I would not be the person to discuss
the thing. What I was addressing myself to at the moment was the
problem, in response to the chairman's question, can you modify
section 102 and get after these people satisfactorily?

Senator CONNALLY. I agree with you. I think it is either 102 or
some principle similar to that in the House bill. I think section 102
is worthless.

Mr. OLIPHANT. Unless you want to go in for my third thesis.
Senator CONNALLY. That is too fantastic. Nobody would stand

for that, with your revenue man in every business office in the
country.

Mr. OLIPHANT. There has been a good deal of talk, you know,
about who is conservative on this, and who has wild ideas, and who
wants to intefero with business and all that sort of thing. I welcome
an opportunity for a little analysis of what real conservatism is in this
picture.

The CHAIRMAN. Are there any other questions?
Senator CouzENs. Are you going to sit this afternoon, Mr. Chair-

man?
The CHAIRMAN. I am very anxious to get this to some kind of a

head.
Senator CONNALLY. I submitted to the Treasury the other day

some schedules that I would like to have the estimates on. Are
they here this morning?

Mr. SELTZER. Yes; I have them.
Senator CONNALLY. I think these should be read before the com-

mittee. I had a list, but I misplaced it.
The CHAIRMAN. Have you the estimates I asked for?
Mr. SELTZER. We have worked on them but we have not completed

them.
Senator CONNALLY. Before we recess, I would like to call the atten-

tion of the committee to a matter.
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Senator BARKLEY. Mr. Chairman, I would like to make a state-
mont. In making up these estimates called for by the committee
and different people, it wotld be just as easy to make several copies.
These things are handed to the Senator who makes the request and
they go into the record and we have no chance to see them or study
them until the hearings are printed. I do not know when that will
be. It may not be printed at all because this is confidential. If
there is some wa for the rest of us to get the benefit of these requests,
I would like to (o it.

Senator CONNALLY. I will be glad if everybody were to have copies;
I have no objection. I will make them in my office.

Senator CouzENs. Read them into the record.
Senator CONNALLY. I first submitted to the Treasury the follow-

ing proposal: Impose 15 percent flat tax on statutory net income.
Define adjusted net income as the statutory net income less corpora-
tion income taxes )lus 90 percent of the intercorporate dividends
receive((.

Let me say right there that I do not see any reason why we should
not tax these intercorporate dividends, the whole 100 percent. Is
there any sound reason for that, instead of 90 percent?

Mr. KENT. Of course, if you did that, under the flat rate, on a
fiat rate of 15 percent, Senator, if you had six corporations in a chain,
the entire amount would be practically absorbed in taxation.

Senator CONNALLY. Now you only use 90 percent of the inter-
corporate.

Mr. KENT. You see, you include under the present law 10 percent
of the intercorporate dividend in the net income of the corporation.
That has the effect of taxing 100 percent of the intercorporate div-
idends at a 1.5-percent rate.

Senator CONNALLY. I did not understand that.
Mr. KENT. Yes.
Senator CONNALLY. Now, Mr. Chairman, the next bracket was

10 percent of the amount undistributed on the second 20 percent;
in other words, give them 20 percent after that payment of tax free.

The CHAIRMAN. Retain 20 percent of their earnings.
Senator CONNALLY. It really only amounts to 17 percent, because

you are taking out the Federaltax first.
The CHAIRMAN. I understand.
Senator CONNALLY. That would be free. The second 20 percent,

10; the third, 13; the fourth, 16; the fifth, 20. Then remove the
exemptions from dividends; normal. The Treasury estimated that
that would produce an increase of $499,000,000, but this morning
they tell me that they have to revise that-upward or downward?

Mr. SELTZER. Downward.
Senator CONNALLY. Why?
The CHAIRMAN. You need not take this, Mr. Reporter.
(Off the record.)
Senator CONNALLY. This proposal comes to $637,000,000. That is

more than the House bill.
The CHAIRMAN. How much is your first retention? Twenty per-

cent?
Senator CONNALLY. Twenty percent.
The CHAIRMAN. On that additional tax?
Senator CONNALLY. Yes.
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The CHAIRMAN. The penalty starts then from 20 percent to what?
Senator CONNALLY. The second is 20 percent; the third 20 is 45;

and the fourth 20, 32; and the fifth, 40. And if they keep over 80
percent, they pay 40. That includes the repeal of the capital stock
and excess profits tax. If we did not repeal the capital stock taxes,
we would get about how much more?

Mr. SELTZER. I would not want to extemporize there.
Senator CONNALLY. How much did you figure that tip to?
Mr. SELTZER. I have not got the figures right here.
Senator CONNALLY. That is $637,000,000. Those same rates

with a 16-percent flat tax instead of 15 percent, produce $690,000,000
additional revenue. I wanted the committee to have that over the
week-end.

Senator'BARKLEY. What probable discounts would you have to
make on those figures?

Senator LA FOLLETTE. Those have been discounted.
Senator CONNALLY. And both of them repeal the capital stock

and excess profits. If we kept the capital stock tax, I' think this
first set of rates togethe "ith the capital stock tax-there are about
$163,000,000 in capital stock and excess profits?

Mr. SELTZER. That is not a net addition, because if you impose
that capital stock and excess profits tax

Senator CONNALLY (interposing). It takes a. little bit off the
income?

Mr. SELTZER. Yes.
Senator CONNALLY. That is very small.
Mr. S&L'rzER. It is not so small.
Senator CONNALLY. With the retention of the capital stock, you

could keep this first set of rates and get the money.
Senator HASTINxS. Mr. Chairman, I would like before we take a

recess to call attention to this secton 102 and to call attention of the
committee how it could be improved. In the first place, the provision-
if such a corporation however created or organized, is formed or availed of for the
purpose of l)reventing the imposition of the surtax upon its shareholders or the
shareholders of eny other corporation, through the medium of permitting gains
and profits to accumulate instead of being divided or distributed, a surtax equal
to the sum of the following shall be imposed.

Here is already a provision in here about prima facie evidence. But
let us see what the prima facie evidence is:

The fact that any corporation is a mere holding or investment company, or
that the gains or profits are permitted to accumulate beyond reasonable needs of
the business, shall be prima facie evidence of a purl)ose to avoid surtax.

It does not say that it shall be evidence that they are doing this
thing for the purpose of avoidig tax but "it shall be prima face
evidence of the purpose to avoid surtax."

In other words, they have to do more than to show, as has been
suggested here, that they are withholding it for the reasonable needs
of the business. That only makes a prima facie case against the
corporation. If you put in the law that the act shall apply if they
do actually withhold an unusual amount beyond the reasonable
needs of the business, that of itself would greatly strengthen this act,
and I am quite certain also that the cases which Mr. Oliphant re-
ferred to-I am not disputing his conclusions about them-I know
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that too. I know that it is almost impossible for a minority stock-
holder to get that relief, as those cases report.

But my own judgment is that this situation is not comparable to
that, and that those cases will not apply in a case like this. I shall
try to prepare a little memorandum on it before the committee meets
again.Senator BARKLEY. The suggestion made by Senator Hastings in
effect only shifts the burden. It is easy always to overcome a prima-
facie case by proof that is only within the possession of the company.

Senator HASTINGS. Yes; but, Senator, the point I make is this:
You have to prove more than that here. You have to prove more
than the mere fact that they do not need it in business. We could
improve it by merely stating in here that if it be shown-cut out the
prima-facie end of it if you want to-but if it be shown that it is not
a reasonable amount or the needs of the business, that in itself
improves it. This law as it now stands is not even that strong.

Senator BARKLEY. You will improve it greatly, but you do not
get to the heart of this.

Senator HASTINGS. I agree with you that you cannot get at the
heart of it like this other situation.

The CHAIRMAN. Suppose we meet at 2:30 this afternoon.
(Whereupon, at 12:30 p. m., a recess was taken until 2:30 p. m. of

the same day.)


