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[CONFIDENTIAL |
REVENUE ACT, 1936

FRIDAY, MAY 105, 1986

UNITED STATES SENATE,
CoMMITTEE ON FINANCE,
Washington, D. C.

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

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

Also present: Herman Oliphant, General Counsel for the Treasury
Department; Guy 'T'. Helvering, Commissioner of Internal Revenue;
Charles T. Russell, Deputy Commissioner of Internal Revenue;
C. E. Turney, Assistant General Counsel for the Treasury Depart-
ment; Arthur H. 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, assistmlt%egisla,tive counsel, House of Representatives,

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

Mr. OLipaaNT. Mr, Russell is here prepared to present 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 comparison 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 Cuamyan, All right, Mr, Russell.

Mr. Ouirnant. The first thing is all the million-dollar corporations
summed up. '

The CuairMan, You are going to give us first all of the million-
dollar corporations?

Mr. OuieHANT. Yes.

The Cuammman, Mr, Russell, what is this first item, so we can get
it all straight?

Mr. Russkrn. I will give you the original of this, Senator, so it will
be ecasy for you to read 1t,

The 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 Crark. That includes everybody that has an actual in-
come, every corporation that has an actual income of $1,000,000?

Mr. RusseLn. Either statutory or dividends.

The CHairMaN. The first item is dividends paid, is it not?

Mr. RusseLu. 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 Kine. 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 Kinag., 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.

My, RusseLn. That is the tax actually paid under the 1934 act.

The CuairMaN. The approximate tax under the proposed bill would
be $487,000,000 plus?

Mr. RusseLL. That is right. That is an increase over the old tax,
at the 1934 rates, of $153,242,911,

Senator Byrp. Now, Mr. Russell, have you got the surpluses of
these companies?

Mr. RusseLL. No, sir.

Senator Byrp. 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. RusseLL, All these corporations did not pay a 42 percent tax.

Senator Byrp. 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. Ressenn. This is based on actual distribution. Some dis-
tributed 3 percent, some distributed 4 percent, and some distributed
as high as 42 percent,

Senator Byro. You submitted a list yesterday of 75 companies
that did not make any distribution in 1934.

Mr. RusssLL. That is vight.
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Senator Byrp. 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. Russerr. We would apply the rate of 42.5 to those cor-
porations.

Senator Byrp. 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 Cuairman. 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 Couzexns. Except utilities.

Mr. RusserL. 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 new 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 Byrp. Did you take into consideration in your calculation
the so-called debt-ridden companies?

Mr. RussenL. No, sir,

Senator Byrp. 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 CrairMan, 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 CuarrMan, How much tax did they pay?

Mr. Russern., They paid $27,004.892. .
b_l’ll;he CuairMAN., What would they have paid under this proposed

1117

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

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

Senator Byrp. Some of these may have been debt-ridden com-
panies, some of them may have come under the 22.5-percent class,



4 REVENUE AOT, 1936

or they may have come under the debt-ridden corporations and paid
15 percent. .

Mr. RusseLy. 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 Byrp. But you figured all at 42 percent.

Mr. Russern. Not all of them. Seventy-five out of seven hun-
dred seventy-six.

Senator Byrp. Just one second. Let me get this straight. You
have got 75 companies that distributed net earnings in 1934,

Mr, Russenn, That is right.

Senator Byro. You assume that all of the 75 companies would pay
42 percent?

Mpr. RusseLL. I could only go on the figures that I have.

Senator Byrp. Cannot you ascertain whether they are debt-
ridden companies or not? Cannot you ascertain whether they come
under deficit class of 15 percent?

Mr. RussiLn. Not in any reasonable period of time. In the first
place, Senator, after you find a company is debtridden you have to
ascertain how much they are going to amortize each year under the
present plan.

Senator Byrp. Do you think these figures mean anything then?

Mr. RusskLL. I think they are indicative.

Senator LA FouLerre. 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 dividends and their policies were as they were in 1934.

Mr. RusseLs. That is right,

Senator LA ForLLerre. That was the only basis that you could
operate on, just the same as in furnishing the information that
Senator Byrd wanted about the corporations that heretofore paid a
lesser tax?

Mr. RusskLL, That is right.

Senator LA ForLLeTTE. This is a recapitulation of all of these cor-
portations, as I understand it.

Mr. RusseLL. Yes,

Senator La ForrLerre. Applying the same theory and giving us
the total of the information, in addition to what the specific informa-
tion is that you furnished in response to Senator Byrd’s questions?

Mur. Russkrn. That is right.

Senator LA ForrLerre., 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. Russern. That is my thought.

Senator Byrp. 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-ridden companies there is some provision of 15 percent, so you
can replenish a deficit that was incurred in the past year.

Mr. RussenL. I think that is still 22.5 percent.
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Senator Byrp. It seems to me you ought to follow these 75 com-
panies through, that made no declaration of dividends in 1934, 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
pa% out all the earnings in the future.

he CHAIRMAN. You say it would take you 6 months to do it?

Mr. RusseLn. Absolutely.

) Tl})e CuairMaN. And you might not be able to do it within that
time?

Mr. RusseLn. Yes. T 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 anly credit for debt-ridden companies, insofar as that is
concerned.

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

Mr. RusserL. There were 89 corporations.

The Crairman, What tax did they pay?

Mr. RusseLn. $35,099,710.

The Cuairman. What do you estimate they would have paid?

Mr, RusseLL. $78,791,731.

The Cuamrman. Of course, the same doubt applies to them, as
ointed out by Senator Byrd, as in the other number of 75. Now,
ow many corporations paid more than 45 percent, or less than 75

percent, how many corposations were there?

Mr. RusseLn, One hundred and eighteen.

The CuairmMAN. And how much tax was paid?

Mr. RusseLL. $81,465,352.

The CuairmaN. And those who paid dividends of more than 75
percent?

Mr. Russirn. Two hundred and seventy-eight.

The CHairMAN, What taxes do they pay?

Mr. RusseLL, $138,017,237. .

The Cuairman, And how much would they pay under this bill?

Mr. RusseLL. $26,052,353. .

Senator Covzens. There is a loss of about $110,000,000 right in
that item.

The Cuamman. What is the explanation of that?

Mr. Russern. That would be paid out in dividends.

Senator Buack. 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. Russern. That is right.

Senator Couzens. That is on the assumption that nobody has got
aukrdproof here.

Mr. RusseELL. Even the Treasury Department.

Senator Couzens, Even the Treasury Department. It, would
take a year to put this evidence in. i .

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
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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 Cuairman, 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, Russenr, We are just merely giving credit for the dividends
t.hgly paid, Senator, .

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

Mr. RusseLn. No, sir.

Senator Byrp. 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 1 saw in the
newspaper a short time ago to the effect that there were a large
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.

Mr. RussieLL, 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 Byrp. I did not make any such statement as that.

Senator King. The amount that was distributed as dividends was
startling, measwred by the amount of net income. It went into the
billions, and it showed that the distribution excecded the net income
by several billion dollars.

Mr. Russinn. I did not see that statement, Senator.

The Cuamrman. Now, let us go down to the fifth.

Mr. Orienant. That list included deficit corporations as well as
corporation earnings. It included the defieit 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 Cuairman. Now, let us take statutory net income of less than
a million dollars. The others have been over a million dollars.

Senator Byrp. 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 Cuairman., We want to get down to these others first.

Senator Byrp. 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 Cuairman, More than 75 percent.

thnator Gerry. Mr. Chairman, are we going to have copies of
this

The CrairmaN. It will bein the record. Statutory net income less
than $1,000,000 but dividends received more than $1,000,000. How
m&ir/}y such corporations are there?

r. RusseLL. Sixty-nine corporations,

The Cuairman, What tax was paid?
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Mr. RusseLL, $2,868,047.
bil’lr?he CuatrmaN. How much do you estimate under the proposed

Mr. RusserL. $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. RusserL. That is the regular corporation tax.

Senator Georae, The regular corporation tax?

Mr., RusseLL. Yes, sir; under the 1934 act.

Senator Kina. 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 CuairmaN, 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 proposed law had been in offect.

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

Senator Brack. Under the proposed act?

Mr. RusseLr., Under the proposed bill.

Senator Byrp. 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 Forrnerre. When the Treasury answered Senator
Byrd’s request we made the same assumptions,

Mr. Russern. That is right.

Senator Byrp. Senator La Follette, there was not any question
about the company that distributed all its earnings not uaying 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 GEorage. Mr. Russell said frapkly that he assumed, where
they paid no taxes, they would pay 42.5 percent.

Mr. RusgeLn, 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 GeEorae. Applying the highest possible rate.

Mr. RusseLr. On the 1934 income.

Senator GEorGE. That is all there is to that. .

The CuairMaN. The next one is statutory net loss but dividends
received in excess of $1,000,000. How many of such corporations
were there?

Mr. RussiLL. One hundred and forty-seven. -

The CuairmaN. What was the tax paid?

Mr. RusseLL. No tax paid. Lo

The CrairMaN. How much would you receive under this bill?

Mr. RusseLL. $125,412,358.

Senator BLack. What list was that?
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The Cuamman. That was where there was a statutory net loss
but the dividends received were in excess of $1,000,000.

Senator Hasrines. 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. Russkrn. I assume that would be the case.

Senator Hastings. 1t is true, is it not, that this amount of new tax
does not actually mean there would be that additional increase?

Mr. RusskLr, 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. There are other questions involved there.

Senator Byrp, There is no net gain to the Treasury, is there, Mr.
Russell, in your judgmnent?

Mr. Russewn. I think there would be a gain to the Treasury.

Senator Byrp. It would not be anything like you would estimate,
though, that you would get?

Mr. Russern. I would say it would be something like it. How
much less it would be [ do not know,

Senator Kina. Let us see if T can get this in my mind. I am read-
ing from the Treasury report. Assume that the statutory net income
in 1930 of all corporations was $06,428,813,000, and the total cash
dividends paid by corporations amounted to $8,202,241,000.

Mr. Russenn. What is the total dividends paid?

Senator Kixg. That was more than two billions in excess of all
the net income.

Mr. Russenn. In 19307

Senator Kixg. 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. Those are not the figures that I have, Senator.

Senator Kina. Just look at your report here. That table was put
in at the hearings by Mr. McLeod in the House hearing.

Mr. Russers. I had $8,542,000,000, but that included dividends
received from other corporations. That is the fizure that I have here.

Senator Kina. Is there any inaccuracy in Mr. McLeod’s figures?

Mr. RusseLL. Not that T can see. I have different figures here.
I have the total net income and he just has the statutory net.

The CuairMan. On this chart it is the last item.

Senator Kina. The total net income as against the statutory net
income, what do you mean by that?

Mr. Russeun. I mean that figure there excludes the dividends
received from other corporations.

_ Senator Brack. Mr. Chairman, I would like to ask that the figures
that he has there be put in the record exactly as he has them, so that
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we may have those figur:3 if we want to see them, instead of having
a long discussion on each item and having to read 50 pages where
thgly could just as well be on one page.

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

Senator BLack. Very well.

The CuairMAaN. Now, the next item is public utility corporations.
You say they were included in the 776 total?

Mr. RussieLL. Yes, sir; they are included in the figures I just gave
you, but they are set aside for a separate study.

The Cuairman. Public utility corporations with dividends more
than $1,000,000 or net income 1n excess of $1,000,000. How many
are there?

Mr. Russerrn. One hundred and ninety-two.

The CuammMaN. What was the total tax paid?

Mr. RusskLL. $71,264,598.

The CuairmMan. What would they pay under this bill?

Myr. RusseELn. $60,331,089. )

Senator Kina. They would pay less?

Mr. RusseLn. Yes.

Senator Kinc. $10,000,000 less,

Mr. RusseLL. Approximately $11,000,000 less,

The Cuamrman. Is there any other question of Mr, Russell?

Senator LA FoLLerrE. Let us have the rest of the data.

The Cuamrman. 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 Commillee

rx;‘umi A\Pproxl(rjnnte
, er ol ax under
Statutory net income more than $1,000,000 corpo. | Tax paid proposed
ration bill
1. Dividends paid: None . 75 | $27,004,802 $06, £70, 286
2. Dividends pald: Less than 45 percent__.._.._. .- 89 35, G99, 710 78,701, 731
3. Dividends pafd: More than 45 less than 76 porcen 118 81, 465, 352 86, 808, 484
4, Dividends paid: Morethan 75 percent. ... .. ... ... .. 278 | 138,017,237 26,052, 353
Subtotal. . e eiie e aaans 560 | 281,587,101 288, 222, 854
5. Statutory net income less than $1,000,000 but dividends recelved
more than $1,000,000. .. .. i miaiaeacaeaiiaaan 69 2,868, 047 24,003, 837
6. Statutory net loss but dividends received in éxoess of $1,000,000. . 147 None 125,412, 358
7. Arand total. .. eeee i rmcaciiaceeaes 716 | 284,450,138 437, 609, 049
284, 456, 138
) 153,242,911
8. Public-utility corporation with dividends more than $1,000,000
or net Incoine in excess of $1,000,000.. .. oo reumeaaiaanan 192 71,204, 508 60, 331, 080

Mr. OuipaaNT, The next item is the 15 individuals,

Mr. Russenn., During the afternoon and late last nizht we were
able to {ind about 15 or 16 individuals where we could apply the
1934 income and the 1934 taxes.

Senator Kine. Was it a hit-and-miss selection?

Mr. Russern, It was mostly hit and miss. It had to be, Senator.

Senator Kinc. I was wondering whether you attenipted to make
a selection to fit any particular theory.

Mr. Russern. No, sir.

o
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The CHarMAN. Why is it that Ford is not in this list here?

Senator BArkLEY. They did not hit him.

The Cramrman. All right. I had some curiosity.

Mr. Russenn, We tried to find him,

The Cuairman, All right, you may proceed. The first list is the
large individual taxpayers. All right, proceed, Mr. Russell.

Mr. RusseLn, E. C. Sams, one of the principal stockholders of
J. C. Penney Co.

The Cramrman. With a net income of $18,404,000?

Mr. Russtiu. A net income of $18,404,000.

The CHairMAN. Just say “$18,000,000 plus”, because this thing
will go in the record and then we will get it.

My, RusseLr. $18,000,000 plus. Dividends paid by the corpora-
tion $11,000,000 plus.

Senator Kinc. Paid to him by the corporation?

Mr. Russein. Dividends paid by the corporation out of the
$18,000,000, dividends paid to this particular individual.

The Crairman. Dividends paid to individuals?

Mr. Russern. That shoul(i be this particular individual here.
When 1 say “individuals” that means this group of individuals
down here.

The Cuamyan. All vight.

Mr. RusseLL, $419,000 plus.  His share of undistributed earnings
was $263,000 plus. 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 he received from it and his
undistributed carnings. i

The Cramaman, All right.

Mr. RusseLn. The tax paid 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. RusseLr. No. .

The Crarryan. It would have been $150,000.

Senator ConnNarLy. 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.

Myr. RusseLL, That is right.

Senator ConnaLLy. He paid an income tax on that, or a surtax at
least, did he not?

Mpr. RussiLn. Yes, sir.

Senator CoNNALLY. You subtracted that, did you?

Mur. RusseLn, 1 was not asked to, sir.

Senator BArkLEY. You said this company paid to Mr. Sams
$419,000? .

Mr. RusseLn., That is right.

Senator Barkrey. 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 CoxNaLLY. As a matter of fact he paid a surtax on all
those dividends if he paid $300,000, did he not?
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Mr. Russern. What I was asked to du, 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 Kinc. You could not tell what his losses were, could you?

Mr. RusseiL. No.

The Cuarman, Except by looking at his returns.

Mr. Russern. 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 Crnarrman. All right, Mr. Russell.

Mr. Russern. He had been given credit for what he actually paid .
in the figure.

The Cuamman. I did not cateh that.

Mr. RusserL. He had been given credit for what he actually paid
in the figure that I just read to you. The schedule shows how the
figure was arrived at. :

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

The Cyairman. Dividends to the individual were $419,000 plus.

Mr. Russenn. Yes, sir.  His share of the investment earnings were
$263,000.

Seln‘;xtor Georce. $263,000, and the corporation paid on that how
much

Mr, RusseLn, The corporation paid £93,883.

Senator Grorge. On that?

Mr. RusserL. Yes, sir.

Senator HasTings. On his whole share?

The CuairMan. 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. Russern. It might be 15; it might not, Senator.

Senator GEorGE. You say he would have paid $315,000?

Mr. RusseLL., $334,000.

Senator Grorae. And the corporation paid $93,000?

Mr. RusseLn. Yes, sir.

Senator ConnaLLy. How much tax did he pay?

Mr. RusseLL. Actually? )

Senator ConnNaLLY. He had $300,000 net income, you sa{?

The Cuamman, The individual paid $393,000 plus, and the tax by
the corporation on his share was $93,000 plus. 7

Senator ConnaLLy. He would have paid that. I want to see what
he actually paid. L

The CHAIRMAN. The total income of the individual was $393,000
plus. Is that right, Mr. Russell? Lo

Mr. RusseLn. You want to know what the tax actually paid by
the individual was?

Senator ConNALLY, Yes.

Mr, RusserL. $184,389.




12 REVENUE ACT, 1936

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

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

Mr. Russrrn, No, sir.  On the attached sheet it shows the indi-
vidual actually paid $184,389.

Senator Connanny. He actually paid that?

Mr. Russenn. Yes,

Senator Grorce. And how much did the corporation pay for him?

Senator CoxnanLy. $93,000.

Senator Grorce. And how much would he pay under this bill?

Mr. Russernn. $349,601.

Senator Coxxarny. He actually paid, and the corporation paid
for him, $277,000?

Mr. Russenn. That is right.

Senator Grorcr. 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 1 was requested to give.

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

Mr. RusseLu. No, sir.

Senator Hasrings. Mr. Russell, T 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. Russeni. It was figured on the 1935 rate for the individual.

Senator Hasmixags. That is the same as it is under the present act?

Mr. RusseLL. The same as it is under the present act.

Senator Hasrings., That is what I want to find out. What would
he have paid under the present act on his total income?

Mr. Russeon. $349,691,

Senator BarxiLey. Now, the $184,000 which he actually paid, was
that paid on the dividends that he got from this company, or did he
have other income that entered into that?

Mr. RusserLn. That was his total tax paid, sir.

Senator BArkKLEY. You do not know how much of that was due to
this dividend?

Mr. RusseLn. No, sir. .

“Senator King. Have you anything there to indicate the losses or
exemptions which he claimed, the depreciation, and what not?

Mr. Russein. No, sir.

Senator BarkrLey. Of course, his losses were the same on what he
received as they would have been on the total. If he received the
total he would have gotten six-hundred-thousand-odd dollars from
this company, but he would not have any additional losses, because
he figured them sll in anyhow. B o

Mr. RusskLn, That is right. ,

The Cuammax. Does the committee want to go over each indi-
vidual item?

Senator BLack. Yes, sir.
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The Cuairman. 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 193
act?

Mr. Russenn. That is right.

Senator ConnarLy. If you figure what he would have paid under
the 1935 act, as compm’edy to what he actually paid in 1934, it would
not be quite correct, because the surtaxes in the 1935 act were cons
siderabiy increased over 1934, is that not true?

Myr. RusseLn. If he got in the higher brackets.

. Senat}or Couzens. He paid the 1935 rate because he got the revenue
n 19357

Mr. RusseLn. This is the distribution of 1934 income, Senator.

Senator Couzexs. For him personally?

Mr. RusseLL. Yes, sir.

Senator CoxnarnLy. 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 ConxaLLy. That is what I thought.

Mr. RusseLL. I could not see, Senator, if you will excuse me for
saying it, I could not sce how much more benefit you would get from
the 1934 act, because the 1935 act is in force now.

Senator Hastincs, 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. RusseLn. On the 1935 rate?

The Cuairman. Under the 1935 rates.

Mr. RusseLL. You can do that.

Senator ConnarLy. If you figure what he would have paid under
the 1935 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 on his income in 1934,
applying the 1935 rates. That is the nearest approximation you can

make to a comparison between what he actuelly would have paid in
1935, and possibly did pay, and what he will pay under this bill.
Mr. RusseLL. That is right. The tax he actually paid included
all of his income. o
Senator Couzexs.-Of course. - - - o
Senator Hastings. Have you got his actual income?
Mr. Russenn., Yes, sir.’
Senator Hastings. What was it?
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Senator Kinc. That is income for 1034, as T understand it?
b Senator Hastings. I want to see if wa can figure out what it would
e.
Mr. RusseLL., $393,207, as I have it.
Sexator Hastings. Is that all that he received from any source, so
the rates would be the same?

Mr. Russern. I could not tell you the source, Senator. It would
be impossible for us to analyze all of this stuff in detail.

Senator Byrp. In figuring up the individual items you are figuring
that these companies will have 100 percent distribution of earnings
in that year, are you?

. Mr, ﬁUSSELL. We figure what the individual’s share was of the
total share of corporate earnings, whether distributed or not,

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

Mr. Russenn. That is right.

Senator Byrp. Don’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 distrigution?

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

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

Senator Brack. 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 wery liberal. It may not be for others.

Senator Byrp. 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 Brack. 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 Georae. Why not then PM assume that you have got
$1,000,000 carned 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
dealing with specific cases there are so many assumptions, so many
variables, that it does not give me any true picture.

Senator Brack. 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 CHAIRMAN. 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. RusseLn, Yes, sir.

Senator GEorGE. You think they do, but when the individual is
su;iposed to pay his tax you find out they do not.

he CHAIRMAN. Let us go to the others and go down the line. The
next is Frank C. Rand, International Shoe Co.

Mr. RusseLn. 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 Kina. By the corporation?

Mr. RusseLL. By the corporation. The tax he would have paid
on complete distribution was $159,000. There is a difference of
$88,868.

The Cuairman. All right, take the next one.

Senator Kina. Do you know what 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. RusskLL. No, sir.

Senator Brack. Who was the individual?

The CHAlrMAN. Frank C. Rand.

Mr. Russern. Frank C. Rand, of the International Shoe Co.

Senator ConnaALLY. 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 he would have
paid 42.5 percent, his share would be 42.5 percent instead of & 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 %et, the same aggre-
gate total average tax. Now, when you go into the individual cases
zou cannot generalize, you cannot hit the same level on every tax

ased, is that not true?

Mr. Russern. 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. 1 am not criticizing you. I was Wwondering
if you could tell, from the data which you have there, how much that
would have been had none of it been distributed. ‘ : .

Mr. RusseLn. You mean on the corporation?

Senator ConnaLLy. Yes. I refer to the 42,5 percent.

Senator Brack. What was the amount? We can figure it in about
-1 minute. - - - - : o o S

Mr. HeLvering. $11,000,000.

Mr. Russent. There is about 60 percent distribution.
(3864 —pt, 6—36——2
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51 The Cuairman. The next is W. H, Moulton, of the International
10e.

Mr. Russenn. 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 dividends, 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 he would have paid
had there been complete distribution would be $88,000. There is o
difference of $52,000.

Senator Kinc. That is assuming he had no obligations, no losses
and nothing to subtract from the aggregate amount?

Senator LA Forrerre. He has already subtracted the $10,000 loss.

Senator Byrp. 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 under 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. RusserL. That is all 1 was asked for, Senator.

Senator Byrp. There is another gross discrepancy.

Senator Crark. What is the total?

Mr. RusskrL. I do not have that, Senator, but it would be ap-
proximately-—you cannot tell from these figures here, what they would
pay. The total income, Senator, was $11,513.

Senator Crark. 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. Russenn. That is my understanding, under the new bill.

Senator Crark. So that the amount T)y which the individual
stockholder’s income would be increased should be deducted, the
amou}nt which the International Shoe Co., as a corporation paid in
19347

Senator BArkrLey. That is the proportional part of it.

Senator Crark. Yes.

Mr. RusseLL. Yes.

Senator Byrp. You haven’t made that calculation?

Senator Brack. That was $32,000, as I understand it.

The Cuairman, 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. RusseLn. Mr. Watkins was paid $150,000 in dividends. IHis
share of the undistributed earnings was $108,000. His income was
$132,000. The corporation paid $35,618 tax. On his total share
he would have paid, had it been distributed, $103,000. There is a
difference of $67,000. e e
S}The CuAairMAN. Mr. Oliver F. Peters, still of the International

106, .

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. ThLe
-difference is $48,000, - e e

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

The Cuamman, You haven’t got that here. You have got
£500,000.

Mr. Russeni. The dividends to the individual were $500,175.

The Cuamrman, All right,

Mr. Russenn., Hisshare 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 did he pay? :

\lh RusseLL., He actually paid $339,000, the total tax that he
paid.

The Cuamrman. Let us take the next—dessie W. Donahue.

Senator LoNERGAN. She is a daughter of Mr. Woolworth.

Mr. RusseLL. Jessie W, Donahue was paid dividends of $1,474,000.
Her share of the undistributed was $508,000. Her 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 Hasrixgs. 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 he 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 ConnarLy. Did you include the normal tax of 4 percent?
If you add that it would be $13,000 more.

Senator Hasrtings. 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. o S

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 CuairMaN. Let us take the next, Horace Havemeyer. .
Mr. RusseLn. Horace Havemeyer is one of the Frincipal stock-

holders of the Great Western Sugar Co. The total income of the

corporation .was. $7,000,000. .- They - distributed no . dividends .and
ke received no dividends from the corporation. His share. of the
undistributed earnings was $209,000. His total income was $647,000.
‘L 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 CoNnNALLY. Just a minute. How much were his dividends?

The Cuairyman. No dividends were paid.

Senator ConnarnLy. 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 CoxnaLLy. I mean there would not be that much difference
just on his earnings from the sugar company, would there?

Senator LA FoLreTe, Why not?

Mr. RusseLl. Those are the only earnings they added onto it.

Senator ConnaLLy. How is that?

Mr. RusserL. 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. RusseLn. $121,000.

Senator CoxxanLy. That is 42.5 percent on $200,000?

Mr. RusseLn. No.

Senator Coxnarvy. If they had distributed it fully they would not
have paid 42.5 percent, would they?

Mr. Russern, 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 could not assume that they paid it all out, but that they paid 42.5
percent, or whatever it was, is that not true?

Senator LA Forrerre. 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 CoxnaLLy. If it is distributed; yes.

Senator LA ForLerTE. 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 Byrp. 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 King. He did not make it all from this corporation,

Mr. RusseLr. He had $647,000 from other sources. - - -

Senator Hastines. Mr. Helvering, you do not remember whether '

i(xiny actj)on was taken against that company for withholding dividends,
o you!?
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Mr. HeLyvering. I do not recall.

Senator Kina. Is there anything to indicate the indebtedness of
the Great Western?

Mr. RusseLn. 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 Kina. That is assuming that there had been a distribution
by the corporation?

Mr. RusseLL. Yes.

BS}enator Kinc, Proceed. The next is Charles B. and Elizabeth
ohn. :
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
would have been $124,000.

Senator Couzens. Next is Albert D. Lasker.

Mr. RusseLn. 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. Russenin. That is probably net, a capital net loss where he
Ivould only get a $2,000 benefit, where it would be computed at capital
oss rates.

Senator King. Charles B. Van Dusen, of the S. S, Xresge 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 Kina. 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. RusseLn. His total income was $105,000, Senator.

Sg?nator Kina. Yes, sir. There is $13,000 paid by the corpora-
tion

Mr. RusserL. That is right; yes, sir.

Senator Kinag. For him? :

Mr, RusseLL, Yes.

Senator Kina. His share of the dividends?
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Mr. RusserL. His total share of the earnings.

Senator King. Next is J. E. Aldred. That is the Gillette Safety
Razor Co.

Mr. RusserL. 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 corporatlon on his share was $8,000.
Total tax to him on his share had it been distributed, $29,000.

Senator Kinc. Under complete distribution?

Mr. RusserL. Under complete distribution on his total share. He
made a savings in tax of $11,634.

Senator King. Next is Pierre S. du Pont, of General Motors.

Mr. RusseLn., The total income was $104,000,000. Dividends
paid by the corporation $73,000,000. Dividends paid to Pierre 5.
du Pont, $225,000. His share of the undistributed earnings was
$107,000. His total income was $648,000. The tax paid by the
corporation on his share was $36,000. Had the total income been
distributed to him his tax on the totnl on his total share, would have
been $391,000. He made a saving of $61,549.

Senator Kina. Colby M. Chester.

Mr. Russcur. Colby M. Chester, of the General Foods Coorpora-
tion; net income of the cmpox ation was $12,719,000; dividends paid
out by the corporation $9,452,000; div idends to Colbv M. 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
pmd 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 Kinc. Edward F. Hutton, General Food Corporation.

Mr. RussiiL., The corporation paid a dividend to Edward I.
Hutton of $112,000. /

Senator Kina. The net income of the corporation was what?

Mr. Russeun, The same as before stated in connection with Mr,
Chester. They pmd a dividend of $9,452,000. The dividend to Mr.
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 fr ?om his total share had it been distributed was $54,000.
He made a saving of $20,305.

Senator GrorGe. I do not know that I understand the relative
figures. You said that his share of the undistributed earnings was
only $39,000. Is that what you said?

Mr. Russkrt, That is right.

Senator GrorGr. And if 1t had all been distributed?

"Mr. Russeil, On the total share? .

Senator GrorGe. It all was distributed but the $39, 000?

Mr. RussuiL. That is right.  What is the question, Senator?

Senator Georce. How much saving did-he effect by it?

Mr. RusseLr. $20,000.

“Senator GEORGE. Ho effected a saving of $20,000?

Mr. RusseLn. Yes, sir, L

Senator Georce. 1 did not understand. What was the last figure
that you gave? ‘

Mr. RusseLL. 1 thought it was $20,000.




REVENUE ACT, 1936 21

Senator GeorceE. Maybe so.

Senator ConnaLLy. What was the $54,000?

Mr. RussenL. $54,000 was the amount of tax that he 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 Couzexs. What is the next one you have?

Senator GeEorce. Everything would enter into it.

[(1) List of large individual taxpayers, (2) names of principal corporations in which they owned stock, »
(3Y not income, (1) of and dividends paid by the cerporations, &.’-) amount of dividends received by indi.
vidual, (6) amount of dividends in addition which they would have received if principal corporation
had distributed all net income, (7) total incoms of the individuals, (8) tax paid by corporation in indi-
vidual share of corporate earnings, (9) tax individual would have paid if earnings fully distributed,
(10} and difference, representing tax loss to Government as a result of incomplete distribution]

(¢)) [¢3] ) 4) () )
Divi- | Share of
Net income | Dividends .
Name of taxpayer Principal corporation | of corpora- | paid by ‘}339‘?‘5‘] u‘-li'l])gitid
tion corporation ual earnings
E.C.S8ams. ... ... J,C.Penuy Co____._. $18, 404,006 1211,307, 108 | $419,493 | $263,208
Frank C. Rand.. _| International Shoe Co.| 11,513,071 | 6,671,742 | 215, 208 155,926
W. H. Moulton. do 11,513,071 138, 528 09, 821
Horton Watkins ..do.. 11, 513,071 150, 298 108, 895
Oliver F. Poters. do 11,513,071 126, 550 61,0688
C. S. Woolworth.. '@ 31,468,175 500, 175 172,467
Jessie W. Donshue. . N U do 31,468,176 1,474, 200 508, 205
Horace Havomeyver. ......._._.. (}r(mt Western Sugar 7,055,079 - 209, 101
0.
Mahlon D. Thatcher. ... .. |..... [ 1 T 7,005,079 | oo ool 62,248
Chas. B. and Elizabeth B. Bohn | Bohn Aluminum & 1,576,751 | 1,057,254 04, 6214 46, 404
Brass Corporation.
Albert D. Lasker_......__.__... Lord & Thomas, Inc.. 1,374,306 | 1,247,813 | 930,777 95, 267
Chas. B. Van Dusen -.-| 8.8, Kresgo........... 10,905,774 | 4,804,403 45, 593 57,911
J. E. Aldred and wife._......_.. (‘.l(l:letto Safoty Razor 5,000,266 | 3,518,769 33,730 24,536
0.
Pierre S.duPont.. ... ...._.... Gonem} Motors Cor- | 104,000,074 | 73,511,637 | 225,345 107,875
poration.
Colby M. Chester. ... ......... ﬂenelml Foods Corpo- 12,719,912 | 9,452,614 36,307 12,549
ration.
Edward F. Hutton___.__.__.___{..... doo oo 12,719,012 | 0,452,014 112,958 39,044
(¢)) ?) [y} (8) ® 10)
Tax paid ivide
Total | byeorpo- | XA
Name of taxpayer Principal corporation | 1ncome | rationon 1 40vq paig ere
of indi- | individual } complete ence
vidual gg‘:‘rffng‘s distribution
E.C.Sams. ..ot J.C. Penny Co....._. 1393, 207 $03,883 | $334,708.00 | $150,319
Frank C. Rand. .} International Shoe Co.| 189,201 51,020 159, 352.00 88,68
. H. Moulton... 1 115,353 32,772 £8, 694, 00 52,710
Horton Watkins 132, 99 35,618 103,117.00 67,
Oliver I*. Peters.. 124,17 26,911 89, 065.00 48,495

C. 8. Woolworth..
Jessie W, Donahue
Horace Havemeyer.,

o8 92,4 ,
1,315,506 | 272,503 | 1,018,771:00 | 290,804
61,768 | 28,751 | 440,077.00 | 121,680

Mahlon D. Thateher. .. N N I [ N 106, 642 0,246 84,011.00 33,857
Chas. B.and Elizabeth B. Bohn.; Bohn Aluminum & | 234,228 19, 403 124, 089,00 20,673
' Brass Corporation. |- . ;
Albort D. Lasker....ccaeeouzuas Lord & Thomas, Inc..| (767, 486) 142,318 116,981, 76 52,488
Chas. B, Van Dusen.. L1 8. 8 Kresgo.......c... 105,011 13,289 5,187.00 2,882
J. E. Aldred and wife........... ﬂl(l).‘ette Safety Razor 80, 249 8,012 20, 188,00 11,634
G. .
Piorro S, du Pont....._......... Gensm} Motors Cor- | 648,101 36,120 | 391, 518,00 01, 649
poration.
. Colby M. Chester....cccecuun... qéneml Foods Corpo- | 116,375 78] 44,080.00 8,033

ration. o : -
Edward F. Hutton. . ocouoannfoanss [{ T 111,145 20, 900 54,100.00 20,305
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Taxpayer: B. C. Sams (owns 3.71 percent of outstanding stock).
Corporation: J. C. Penny Co.

REVENUE ACT, 1036

Year, 1031

Tax of
{ndivid-

Tax ac- | ualil
tually |{corpora-
vald by | tion
ndivid- | made

complete
distri-
bution

Statutory net income..... ......o...
Dividend income received..........

Adfusted net income. ........
Dividends paid by corporation....

Balance undistribuced income
Tax paid by corporation. ..........
Total income reported..............
Dividend from J. C. Penny Co

Other income (net loss)
Paxpayer’s share of undistributed
corporate inCome. .. ........o..-..
Taxpayer's share if entire earnings
were distributed.....ooooaian
Total iNCOMe. o ooaiemmncreneann

$184,380° 10000
184,389 | ..o

.......... £150, 319

.......... 349, 691
.......... 334, 708

Taxpaver: Frank C. Ran
Corporation: Internation

d (owns 322 percent of outstanding s tock).

Year, 1934

Tax of
individ-

Tax ac- | ualif
tually corrora-
ald by t
ndivid- | made

on

complete
distri-
bution

Statutory net income......_...
Dividend income received...

Adjusted net income...
Dividends paid by corporatio

Balance undistributed in-

COMB. - oo eeaaenns

Tax paid by corporation.

Total income reported........

Dl(\;idand from International Shoe
i}

Other income. .....-... hreean
Paxpayer’s share of undistributed
neome. ... mmaaenmamesevsmnan
Taxpayer's share if entire earnings
waere distributed.....coeaceeanans
Total inCOMe. .evnnenenaen traeecanan
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Taxpayer: W. H. Moulton (69,264 shares of 3338,500 outstanding; 2.0747

percent holding).

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

Tax pald tadid-
torpora; | Inaiviaua | Anslysis | poration | XSS | (K
Year, 1934 ition ] taxpayer’s ual's utable to aid b tion
ame ey share income | individ- ndl\l co‘;llm}:te
ual’s distri-
share bution
Statutory net income............... $11, 513,071
Dividend income received. 065
Adjusted net income. 11, 514,036
Dividends paid by corporatio 6,671,742

Balance undistributed in-

Tax ‘mld by oorporatlon .............
Total income reported........._.... $115,353
Dl\ ldend from Intemmlonm Shoe
........................................................ 138, 528
Otherincome. . ... b (23,175) fouacccamacfecocccanac]onecacann
Taxpayer’s share of undistributed
[T o Y RN SRR 9,821 | 13,726 |.......... $52,710
Taxpayer’s share if entire earnings
were distributed. o ... i 238, 349 32,772 f.eniienns 101,208
Total fncome. ... .. .o fecaam e e 215,074 oo i faeaanan 88, 604
Taxpayer: Horton Watkins (75, 149 shares of 3,338,500; 2.25 percent).
Corporation: International Shoe
Earnings per share, $3.4488; dlstrnbuted per share, $2.
Tax of
Analysi T?; é:;:'m T lm"lvl‘;i.
'sls ax ac- | ua
corpora- | Individual ‘:::gl‘%?:s ‘g’{ﬂ,‘il{:‘" tually | corpora-
Year, 193¢ tion’s taxpayer's wal’s utable to Imkl by tion
income share income | individ- ndivid- | made
and tax ual's ual cox;ut)loiate
str
share bution
Statutory net income. .. .....oo.... $11, 513,071 8259, 173 |eeenmeecccaafcecacccaaocnmanecac)eieanean
Dividend income received.......... 985 20 oo s
Adjusted net income......... 11, 514,036 250,103 | e aieeaa
Dividends paid by cocporation..... 6,671,742 150,208 |oe e e
Bnlance undlstrlbuted in.
...................... 4,842,204 108,805 1. e
Tax ‘mid by cor;mmtlon .- 1,583,047 | + 35,618
Total income reported. ... ..o voiuaaiiiiarmnninnnan.
Dgidenu from International Shoo
Other INCOMO. . vovrunneaancfureimnneevaia)eaanas aeeen (17,308) e crvinncfenvenannnn amansecen
Taxpa)er's share of undist
income......_.... 108, 895
Taxpa) er s share if - -
were distributed..... 259, 103
Total income, 241,885
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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.

Tax of
Tax paid .
by dor individ-

Analysis Tax ac- | ual if
corpora- | Individual ?n?l“l!.‘l?lh p:?trt(‘r‘llbo-n tually | corpora.
Year, 1034 tion’s taxpayot’s ual's utable to hald by tion
income share income | fndivid- | ndivid- | made
and tax ual's ual coll{ut)hizte
by distri-
share bution
Statutory net incomo...._.......... #11, 513,071 $28,222 f. e feeimmecaanfemcccice e e
Dividend income received.......... 965 16 Jo o e
Adjusted net income... ... 11, 514,036 P10 3 RN PO SOOI RS
Dividends paid by corporation..... 6,671,742 ; 126,550 oo s e
Balanceundistributedincome.| 4,842, 204 QLAS] | ...
Tax ;]'nm by corporation.. .. ...._. 1, 583, 047 26,011 §o .. ....o
Total income reported. ... ... ..l ... 124,174

Dividend from International Shoe
Co 1286, 550

Dtherincome. ..o e e [C:2: (1) B R PPN S
Taxpayer’s share of undistributed
NCOMP®. eemeeimamaananan 01,688 $18,405
Taxpayer's share {f entire earnin,
were distributed. 218,238 90, 354
Total income...__. 215,862 §9,085

Tnxp:)lyer: C. S. Woolworth (owns 208,415 out of 9,750,000 shares 2.1375
percent).
Corporation: F. W. Woolworth Co.

T pald i ge
Analysis Analysi “0' Tax ac- | ualif
- i corpora- | Individual | {RRSSS | POISUON | tually | corpora-
Year, 1634 iheome | “Whave’ | jual's " lutablotof A DY ,Lfé.’&‘e
and tax ) income in‘«ll;;'_;d- ual co;;mlete
distri-
share bution
Statutory net income............... $26, 353, 765 $503,312 | PR PN "
Dividend income received.......... 5,114,410 109,320 | oo i et .
Ad)lusced net income......_.. 31, 468,175 672,632 |ooueena et cieee e .~
Dividends paid by corporation..... 23, 100, 000 500,176 | oo eaeaaes IO MR
Balance undistributed in-
111 1 SRR 8,008,175 JYPE 7 A PPN SIS ORI P PRI
Tax ?ald by corpomtlon . 643 R
Total income reported.............. '
Dlétidend from F w Woolworth
Other Tncome. .. .
‘Taxpayer's share of undistributed
fnCOMe. . .oetie s icieceaieeann PO I I 172,457 b2 3 b I $09, 169
‘Taxpayer’s share if entire earnings
were distributed. . ... oo e iaiaa 672,632 92,486 §..... v-ee.| 875,351
Totalincomne. .. ... b e 840,752 | 438, 954
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’I;x;xpayer: Jessie W. Donahue (owns 614,250 out of 9,750,000 shares, 6.30 per
cent).
Corporation: F. W. Woolworth Co.

Tax of

Analyst 'Ig:x paid . indilvil?-
nalysis . y cor- Pax ac- | ual

corpora- | Individual I‘,{:ﬁ‘eﬂs poration | tually |corpora-

Year, 1034 tion's taxpayer's al’s attrib- ald h;’ tion
income share income utable to| individ- | made
and tax N individ- ual  {complete

ual distri-
butlon
Statutery net fncome. ... $26, 353,765 | $1,600, 287 |.
Dividend income recefved.......... H, 114,410 322,208 |.
Adjusted net income. ... 31,468, 175 1 1,982,495 |.
bividends paid by corporation..... 23,400,000 | 1,474,

Balance undistributed in-
COMB. . o oooceaccannnamanann 8,008,175 508,205 |- caeneeann- PO (i

Tav paid by corporation. ..
Total income reported. . ... . oeiiiiiaaaaos
I)iyidend from F. W. Woo

$1,317, 545 1. eeaeet $718, 877

COvennnn PO JESIIPPOPIREPRS PRPPPEEETRES 1,474,200 | $202,702 TIRBIT |evmrcacan
Other INCOMe. v e ereemasmocmefcncmnmnnmeaoclonenaaaaeee (156, 655) | o eececcneafacncanncas emceen ..
Tarvpayer's share of undi -
s L RN TSRS FRSPPPPPY P 508, 206 69,801 | ooooenane $200, 894
Taxpayer’s share if entir
wore distributed . oo e 1,082,495 | 272,503 |.cceeennes 1,111,197
Total income....... 1,825,840 Joconioonalocaaen ...|1,018,771

Taxpayer: Horace Havemeyer (owns 2.985 percent of outstanding stock).
Corporation: Great Western Sugar Co.

¢ DA Tax of
'I;?)\ &‘;’f’ individ-
) Aotpams | Indiviaual | Analysis | poration Toxi | corpora-

vear. 103 llons © | taxpayer’s | Mol utableto| IRARY. | mndo
and tax income i““l‘g]’};‘i‘ ual  |complete

s
Statutory net income............... $7, 005,079 EYORT) S PUUS SRUPSORponN FRTRRE e B -
Dividend income recelved.......... 0 (L DR NN P P
Adjusted net income. ........ 7,005,079 200,100 fooveeeenianfianen FUUTTN PO FO
Dividends paid by corporation..... [} (1 IR IO SOOI FEPRPET

Balance undistributed in-
COMEG. oo cacecanemmmennns 7,005,070

. 3 Tax paid hy corporation 963, 108

Total income reported..... RN B $647, 758
Pividend from Great Western

T o TS P 0 0f....
O INCOME. .+ eeemccecmemsernmza]emameccciea e enen 647,758 —
‘Taxpaver's share of undistributed

A PRI ISR FERRPPET 209, 101 $121,680
Taxpayer's share if entire earnings

were distributed. oo oeeerooaiifirae e e . 209, 101 Hevpunes

449,977

Tutal income. JUDRN PUDESUTRPIN R 856, 858
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Taxpayer: Thatcher, Mahlon D. (owns .96 percent of outstanding stock).
Corporation: Great Western Sugar Co.

Tax pald individ-

Analysis - ! Taxac- | unlif
Venr, 104 corpora- | Indivtdugd | Y | Pn? | taally | corporn

' i thayers| ual's  lutablato dl M R
and tax share income | indlyid- | " ‘ " lcomplote

) 5;1‘:;5 dlslm‘

share bution
Statutory net income..........cu... $7, 005,079 $62,248 | oo e eeei e e
Dividend incon:e recelved ......... 0 (120 DR IO [ ORI PO
Adjusted net income......... 7,005, 079 [ 1 38 PO PRI PR NP,
Dividends paid by corporation..... 0 [/ DU USRI RIS MO

Balance undistributed in-
COMIC. e e cecicecamccnnmannn 7,005,079 62,248 | .. ...,
963, 198 246 |l

Tax ‘mld by corporation
Total income reported
Dividend from Great Western

Sugar Coo oo

Other income. ... oo iaoamonan.s
Taxpayer’s share of undistributed
fncome. ... .cvov i
Taxpayer’s share if entire earnings
were distributed. _......_........
Total INCOME. oo iaaeiianncainns

$106, 642
0 0

106,642 |..........
02,248 9, 246

62, 48 9,216
168,890 |ooootnl.

Taxpayer: Bohn, Chas. B. and Elizabeth B.

outstanding stock).

Corporation: Bohn Aluminum & Brass Corporation.

(owned 8.95 percent of total

Tax of

o Tax paid . individ-
nalysis . Tax ac- | ua
corpora- | Individual ‘ﬁl’:ﬁ]“ﬁ‘ls ‘f{{:f‘ib"_ﬂ tually |corpora-
Year, 1934 tion’s taxpayer's ual’s wable to ald b tion

income share income | individ- ndivid- | made
and tax nal’s ual colr?;l)lgte

. distri-

shoza bution
Statutory net fnecome. ... .....o.nn 1,576,730 1o e e e e e el
Dividend income received.......... D2 TR IO ISR SR PO
Ad}usted net income. . ...... 1,576, 751 $M1, 19 |l RIS BRI I
Dividends paid by corporation..... 1,057,254 04,624 oo e el
Balance undistributed income 519, 107 46,408 |ecuemmaoefeiceeec e el
Tax rlmid by corporation............ 216, 802 , 403 {oevoienn- $10,403 | .eoonn]iiianan
Total income reported. . ... oooooeadoooo oo oo aaiaiaait $284, 223 Lo....... 207,414 | ... ..

Dividend from Behn Aluminum &

Brass Corporation......coueooiofoacomiaoaainainans e 94,624 |....... ...| 48,823 |....... e
Qtherfneome. . ..oooooocueneoenameaforaccinincaficieniannen, 139,500 {.ooaealo. 48,691 |.._......
'l‘mpa:,er‘s share of undistributed

ANCOME. oo ceeeeeeaeciensecaefocaaccnniean]eiinaraannns 46,494 |...... POV FO, $26,673
Tnxpa; er s share il entire earnings

were distributed. ..o oooeniii e e emmmeen JET 00138 TR I 75,498
Total inconte.......... heermnanaean 280, 717 §oceceeecifemmiiaane +121, 087
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Taxpayer: Albert D. Lasker (owns 75.314 percent of outstanding stock).
Corporation: Lord & Thomas, Inc.

Tax of in.

Anslysis Tax pald by | Tax ac- | dividual

corpora- Individual Anal J corporation ! tually |ifcorpora-

Year 1934 tion’s In- } taxpayer's | individual’s attrlbutable aid b tion made

come and share fncome to individ- | individ-| complete

tax unl’s share ual distribu-

tion
Statutory net income._...... $1,264,083 1 $052,700.30 1. .. oo i e e eeae
Dividend income received... 100,323 82,335.52 | oo il
Adjusted net income..} 1,374,308 | 1,035 04482 |.. ... i ]iiiiiiini el
Dividends paid by corpora-

tlon. L. 1,247,813 930, 77738 |

Balance undistributed
income..............
Tax paid by corporation. .
Potal income reported (Iosﬁ)
Dividend from Lord &
Thomas, Inc..

05, 267. 44

126,493

188, 967

$767, 486,00

939, 777.38
1]

Other income. . . N
'I‘nx(myer‘s share of undis-

tributed fncome. ... o . | ool el 95, 267. 44 13,000.27 j........ $52,488.76
Taxpayer’'s share if entire

earnings were distributed . J..._ . ...} ool 1,035,044.82 | 142,318.66 |.. .. ... 553, 670. 44
Totatincome. .. .. .o toaaii it 267,558.82 [ooeiia i ae 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 patd individ-
Analysis . ¥ COT- 1 Pax ae- | ual if
corpora- | Individual ‘ﬁ{zﬁ""f{s ":{ﬁ.‘i{}‘{“ tually | corpora-
Year, 1034 tion’s taxpayer’s ual’s utable to ram by tion
incomo share tneome | individ- ndl\'ul- made
and ta. ual's c(g:\pl?te
stri-
sharo bution
Statutory net income... .. . $10,766,739 | $102,171
Dividend income received. .- 140, 505 1,333
Adjusted net income. ........ 10,900, 714 103, 504
Dividenes pald by corporation..._. 4, 804, 403 45, 593
Balanoe undistributed in.
....................... 8, 102, 341 57,018 |...........
Tax paid by corpora fon 1,470,869 fovmaemneenboin el
‘T'otal income reported.....__....... $105,911
. Dividend from S Kresge Co 38, 740
Other Ineome. «.coaemnnnvenacanesatovenneiifocmannnanaes 67,171
Taxpayer's share of undistributed
FLIET 1 T Y ORI IR DURRIPPIN 57,911
Taxpayer's share il entire earnings
were distributed.. . 08, 651
Total income, 163,822
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Taxpayer: Mr. and Mrs. J. E. Aldred (own 33,739 out of 1,998,769 shares, or

1.687 percent)

Corporation: Gillette Safety Razor Co.

Tax of
\nalyst ’I;;mx paid T indilv{i;b
Analysis 8 y cor- ax ac- | us
corpora- | Individual ‘?n':,“"fl:l'“ poration | tually |corpors.
Year, 1934 tion's taxpayer’s ual's attrib- paid b\ tion
income share fncome utable to| individ- | made
and tax individ- ual complete
ual distrt-
hution
Statutory net income. - $4, 085, 956 $47,535
Dividend income received 923, 300 10, 740
Ad}usted net fncome. ..__.... 5,009, 256 58,275
Dividends paid by corporation..... 3, 548, 769 33,749
Balance undistributed income| 1, 460, 487
Tax paid by corporation........... 561,819

Totsl income reported..............
Dividend from Qillette Safety
Raror Co. oo

Otherincome...._...........
Taxpayer’s share of undistributed
fNCOMe. . .o
Taxpayer's share if entire earnings
were distributed.. ... et
Total incomo... ... ..o

33,739

46, 510
24, 536

58, 275

104,785

$11,634

. 32,40
29, 183

Taxpayer: Picrre S. du Pont (116,897 shares of 43,500,000 common, 10,000

shares of preferred, out of 1

,875,366).

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

Tax of
Analysi oy dor- T i"'ill"i(;"
na'ysls ; Analysis | poration | Taxac- | ua
year, 193¢ R e M I A
g ual’s utable to ;
ncome | share | iconie | fnatva” | wdisid | made
ual's dls’trl-
share bution
Statutory net income... 393,818, 245 $304, 484
Dividead Incomne receive 10,277, 829 28,736
Adjusted net income. . 104, 096, 074 333,220
Dividends paid by corporatiol 73. 541,637 225,345
Balance undistributed in
MO...enunnn PO, 107,875
Tax {mld by corpo 36,120 - 4
Tota! ncomeroported ceaseaansan $648,101 | ... .....| $320,969 |....... v
Dividend from Geperal Motors
Corporation....... FOUSIPUI SR PO, 225,345 | 930,08+ | 320,060 |........ .
Other ineome. . ..ocoivenonenecnnacafoseaccnsocccfeccmcenennns 422,846 1. ... ... PUTUUIIE RS, -
'I‘axpayer's share of undistributed”
NCOMC. e ememncanannemeeensseena]s cetmmemnncaafecaneennaeaa] 107,875 14,832 |......... . 8,549
'l‘axpayer s share if entife earnings )
were distributed.. . .. PR IR D, 333,220 45,817 | ... .. 182,777
Total IncomMoe. .ooeoveaeenanoa.e P S, reemneennane 756,006 |..oooiiefemeaeanas 391, 518




REVENUE ACT, 1936 29

Taxpayer: Chester, Colby M. (owned .3841 percent of stbck outstanding).
Corporation: General Foods Corporation.

Tox paid iy id-
Analysis - | Taxace | - ualif.
Year. 1034 corpora- igdivlduul %‘é‘kﬁf p:{a."'é’.“ t\%gllg corpora-

ear on’s xpayer’s d 4 on
! income share ual's — futable tof f4ivid. | made

income | individ- ual  |completo

ual’s
distri-
share bution

and tax

Statutory net income..... ———can .| $1,476,275 $5, 670
Dividend income receivea......_... 11,243, 637 43,188

Adjusted net income. ..._.._. 12,719,012 48,857 | i e e e
Dividends paid by corporation... .. 9,452,614 36,307 Joro e riae et eeaae

Balance undistributed in-
CUMIB. .o iceacaaans 3,267,298 12,540 4 ... ..

Tax paid by corporation - 202, 676 718
Total income reported .-
Dividend from General Foods C
poration. ..o el 36, 307

Other income. . . ...coo.oooo oo 82,068 |....ooen 10,430 |..caonnas
Taxpayer’s share of undistributed
1T T) VN PN N 12,549 $T78 |eeeannes $8, 033
‘Taxpayer’s sharg if entire earnings
were distributed. ... e el 48,850 T8 Jeeaeanaoe 24,650
Total iNCOMe. .o e icsaraee e cacaccaaaan 130,924 {ocemeaefuncaannnns 44, (80

..--|  $118,375

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

Taxof
Analysl ko Taxac | eabit
nalys|s Anpalysis | bycor- | 19X8C- | ua
our, 0 e |ludoind) BN | i | il |
' {ncome Share ual’s attne- | BRECY | rade
. and tax Income }utable to) "5\ loom plete
individ- RN
uals bution
Statutory net income...............| $1,476,275 17,640 | e aeae
Dividend income received.......... 11, 243, 637 FRET1) U RIS FOSURIOUTN SURRE SOOI
Adjusted net incoma___ ... 12,719,912 [LY X0 (7 SN IO BSOS FPORU
Dividends paid by ccrporation..... 9,452,614 112,058 .o et
Balance undistributed income} 3, 267,208
Tax paid by corporation........... 202, 676
, Total income reported.... $111, 14b $33, 705
Dividend from Ueneral F
poration...coo.cucnacnan 112,958
Other income. . ...eoieveee.feeeoiianii oo .- 41831} ISR ISR MO 2
Taxpayer’s share of undistributed
13111 1 SR NI F 39,044 5368 J..coonnnnn $20,305
Taxpayer's share if entire earnings
wore distributed . .o e 152, 002 20,900 f.cunueunnn 55, 061
Total facome. ..., .oeanmunennn O 150,189 oo 54,100

Senator Kina. Is there anything else, Mr. Russell?

Mr. RusseLL. Oh, yes.

Senator Kinag. Proceed.

Mr. RussenL. 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.
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Senator Byrp. Have you not already given that?
Mr., Russern. I have given that in the totals, but here are the
actual corporations.
Senator Kixag. Do you desire that read in ex tenso or placed in
. the record?
Senator Byrp. As I understand it by your other figures, those 278
corporations paid in around $138,000,000-———
Mr. RusserLL. Interposing). And $26,000,000 under the new bill,
Senator Byrp. They will pay $26,000,000 under the new bill?
? Mr. Russenn. That is right,
' Senator Byrp. A loss of $112,000,000 there.
Senator King. Do you desire that placed in the record?
Senator Byrp. Yes.
Senator King. All of them are going in.
Mr, RusseLn. In accordance with the committee’s request, here

i is a list of corporations which reported a net loss but which received
2 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 1934 which received dividends in
excess of $1,000,000

PSS pppron
Statatory Adjusted | ol dlvi- pproxi-
. " = | Dividends Cash divi- | dends paid | mate tax
Name of corporation net incotne . statutory i
recelved > | dends paid | toadjusted ] under
(loss) net inconte statutory | new bill
net income
1. The United Light Rail-
WAYS COuerce i $610,713 | $2,786,357 | $2,175,644 | $1,049,336 | 89.60 $62, 160
2, Washington Rallway &
Electric Co. - 49,253 | 2,400,000 | 2,350,747 |- coeriiaiii]aeianaaacan 999, 067
3. New England
soclation................. 2, 549, 670 7,799,721 5, 250, 051 4,702,816 | 89.58 149, 999
4. North Boston Lighting
Properties. _.......... e 534,804 | 2,005 462 1,470,568 | 1,704,894 | 115.93 ... _..... -~
-5, Massachusetts  Utilities
Assoclates. . ............. 232,001 1,841,027 1,809,026 | 1,447,509 | 89.92 45,997
6. Eastern Utilities Asso-
ciates..__.......__. e 233, 261 2,085, 001 1,852,640 685, 504 37.01 444,633
7. New England Gas & Elec-
tric Association......_... 1,581,601 1,090, 486 408, 885 520,804 | 127.37
8. Western  Massachusetts
i Companies._... 572,634 | 2,370,103 { 1,806,559 | 1,957,052 | 108.33
5 9. First Bank Stoc
. ratlon. ... .............. 67,976 | 1,012,383 044, 407 616,500 | 65.28
10. Northern States Power Co.
(Delaware)_..........oenfieiiiiiin 5,201,362 | 5,201,362, 5,201,362} 100 = j..........
11, The Fafrmont Creamery
Co. (Delaware).......... 30,527 | 1,800,000 | 1,769,473 720,858 | 40.74 389, 284
12, New Jersey Investment
. [ S 4,084 | 5,622,311 ] 5,018,247 | 5,477,669 ] 07.50 . 48,154
13. Wisconsin Securities Co... 37,886 | 1,039,128 | 1,001,142 90, 000 4.73 760, 450
14. South American Mines Co. 1,428 ,078,125 1 1,076,607 | 1,030,882 | 95.72
. 15, Almours Securities, Inc..._| 324,619 | 2,020,634 | 1,606,015 | 1,607,119 | 94.76 24,229
18, Emerson’s Bromo-Seltzer, N R - R B - .
L7 SO 5,425 1 1,411,107 | 1,405,682 ; 1,481,188 | 105.37  l..........
12, Stralght Securities Cor-
poration............... .. 101,238 | 1,153,220 061,082 | 1,261,352 ) 1311 j..c.eee...
18. Northern Finance Cor-
ration. ... ... 306,353 | 3,842,464 | 3,536,111 ] 2,650,000 72.11 308, 464
19, The Pitcairn Co_._........ 82,294 | 1,254,181 | 1,171,887 976,052 | 83.20 58, 594
20. The Fremker Corporation. 269,295 | 1,676,903 1,407,608 | 1,330,179 | 04,50 24,271
21, Central Commercial Co. .. 79,502 | 2,120,043 | 2,041,441 867,612
'22, Massachusetts Power &
Light Assoclates......... 66,014 | 2,287,510 | 2,220,5% 943, 753
'23. The New York Ureat )
Atlantic & Pacific Tea
0., INC. oo 3,407 | 15,961,636 | 15,058,229 | ... .coni)umameninanns 6,782,247
24. Southern California Gas
Corporation..... rosmenan 205,058 | 3,642,187 | 3,377,120 509,327 | 156,08 1, 181,995
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ScuepuLe 2.—Corporalions reporling a net loss for 1984 which received dividends in
excess of $1,000,000—Continucd

PoranEee | Approsi
Statutory | pioidends | Adlusted | ooon aivt L aonds notd | mamtae
Natne of corporation net income | DIvidends | g, tory | ('ash divi- | dends pald | mate tax
received dends paid | toadjusted | under
(loss) net income statutory | new bill
net income
— 25, Transamerica  Corpora-
- [30:] 1 D $35,263 | $6,012,274 | $5,077,011 | $5,002,715 | 98.43 $34, 154
26, Tmnsnmorica Bank Hold-
ing Corporation. ........ 708,168 | 4,325,787 | 3,527,610 | 4,388,478 | 124.40  |___._._._.
27. Pacific Lighting Corpora-
tlon. . ... 152,399 | 8,506,100 | 8,383,710 | 6,005,883 | 71.89 723,988
28. The United Corporation. . 633,015 | 10,091,308 { 9,457,388 1 7,466, 061 78.04 598, 067
29. The Commonwealth
Southern Corporation. .. 783,678 | 7,130,177 | 6,346,400 | 8,906,698 | 141.76 .. .........
30. The Motro‘poli(au Edison
Corporation. ... ._.... 1,300,080 | 1,045,120 639, 031 700,000 | 109.54  f..........
31. New York Electrie Co_...| 1,220,387 | 3,047,465 1,818,078 585,000 | 32,18 481, 700
32, Associated Eleetrle Co..... 378,064 | 1,520,000 | 1,141,036 { 1,580,000 | 138.47  }._.._..._.
33. Columbia Uas & Electric
Corporation......_...... 897,757 | 14,250,350 | 13,358,590 | 6,002,081 51.67 2, 204, 168
34, The Texas Corporation....| 3,093,790 | 9,316,714 | 6,222,918 | 9,348,820 | 150.23
35. Christiana Securities Co.... 1,554 | 9,592,838 ] 9,591,284 | 9,600,000 | 100.09  |........._
36. North American Light &
Power Co 796, 551 1,318, 061 519,410 | feeiceeaaoas 220, 749
37. American l(epubllcs Cor’
poratfon. ... ......... .. 232,660 | 1,128,875 896, 215 342,241 | 38.19 210, 610
38. Delaware Electric Power
Con e 488, 649 1,364, 027 875,378 618,375 | 70.64 78,784
39 thed Qasoline Corpora-
.................... 433,032 | 1,150,000 716,068 | ficeaeeaaool] 304,328
40. Unlted Biscuit Co. of
AMErica. o ..ooooooaiaoa 53, 801 1,897,120 | 1,813,610 853,043 | 46.27 359, 505
41. The Unlted Light & Power
[ P 2,006,810 | 2,316,231 200,421 | 89,003
42, Continental Gas & Electric
Corporation._...._..__... 2,169,450 1 4,113, 111 1,043,652 | 1,749,023 | 89.98 55, 632
43, Borg-Warner Corporation. 69,602 { 7,650,505 | 7,681,003 | oo...ifiioacconaaos 3,221,926
44. Commonwealth Subsidiary
Corporation............. 877,085 | 1,004,031 216,046 | ... )oail 01,819
45. ‘The Greyhkound Corpora-
tion. ... ... 309, 741 1,059,400 | 1,350,219 448,105 § 33.19 351, 056
46. Standard Gas & Electric
Corporation............. 4,324,250 1 6,643,718 | 2,210,408 715,199 | 32.22 588, 159
47. Chapin-Sacks, Inc......... 103,510 | 1,082,815 | 1,070,305 | ... .. ... .. ... 458, 704
48. Westinghouse Llcclrie &
Manufacturing Co......| 1,594,367 | 10,448,810 | 8,854,443 271,052 3.071362 | 3,630,321
49. The Atlantic Reﬂnlrg Co.{ 2,370,833 | 14,502,252 | 12,221,419 | 2,664,428 | 21.8012 3,010,854
50. \lmlne Midland Co:pora-
..................... 125,131 | 2,376,322 § 2,251,191 | ... ... fiiieeioae..o] 056,756
51, Cousolldnted Electric & .
s COonanenniicannns 096,131 | 1,450, 969 55 3 PN O, . 193, 306
52, \laek TrucksIne.......... 6,579 1 1,100,000 1, 093 421 649,807 | 59.4288 147, 611
63. Toledo Light & Power Co. 275,332 | 1,154,200 878,868 | 1,188,291 { 135,207  feoo.......
54, Empire Gas & Fuel Co.._. 485,850 | 6,148,630 | 5,662,671 | ... ceeeuoc)iiiinnaen 2,406, 635
55, Clties Service Power &
2,414,605 | 5,007,855 | 2,653,250 | 1,200,000 | 45 2276 530, 650 .
307 | 1,020,450 ] 1,020,143 | ... .... cisenenevnea] 433,560
American 1. G. C
Cor!mm!ion ananen 40,427 | 2,437,176 | 2,396,749 | 1,572,470 | 05.6084 200, 646
58. The Conlesced Co..... ... 24,437 | 1,559,527 | 1,835,000 | 1,050,000 68.40 155,427
50. Pennsylvania Electric Cor- ]
> povation....... ceassans 1,120,107 | 1,802, 500 772,303 250, 000 32.41 204, 660
60. The Koppers Coal Co..... 45,3821 1,244,630 | 1,199, M8 | .. . bl 509, 637
- 81, ’l‘he Koppers Co. of Dela- R
£:1 { . TN 608,422 | 1,300, 140 691,727 {o e Taesieeaa) 203,083 -
62. 'I‘e\on Ol & "T.and Co.
(Delaware).......-.. 14,753 | 1,127,563 | 1,112,810 702,018 63.00 133, 537
63. Brazilian Electric Power
[ J 830,225 | 2,118,358 | 1,288,133 547,456
64. Philadelphia Co. 3,707,308 | 9,516,714 | 5,809,400 2, 468, 997
65. McKesson & Robblns, Ine. 977,451 | 8,006,919 | 7,089,468 3,013,024
88. Standard Fruit & Steam-
[ 115 K O SN 260,750 | 1,500,000 | 1,238,250 528, 681
67. Solvny American Invest-
ment Corporation.._..... 189,154 | 3,117,869 | 2,028,716 819, 827 27.99 834,683
68. 'I‘he ’l‘orrington Co. (of
100)eanecconmnsmeicnnun 2,425 | 2,242,800 | 2,240,375 | 2,240,000 99,90
69. ’l'rl Cominenml Corpora-
.................... 74,576'] 1,109,939 | 1,035,363 | 1,564,752 | 151.13
70. Bristol-Myets Co (Dela-
L17:10:) OO vae 31,825 | 4,306,116 | 4,274,201 | 1,680,672 39.32 083, 086
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ScrepuLE 2.—Corporations reporling a nel loss for 1934 which received dividends in
excess of $1,000,000—Continued

Petﬁ?t?ge A {

Statutory | pyiviqends | AJusted | cagh disl. | dends puid | mate tox

b - paid | mate tax

Name of corporation nol.(lin'soos)me received lf:f}m?:ge dends pald | toadjusted | under

statutory | new bill
net income

71, Humble Oil & Refining Co.| $1,802,313 | $7, 560,362 | $5,608,010 | $8,068,470 | 157.39 |..._......

72. Gold Dust Corporation..... 40. 392 | 2,416,341 | 2,315,040 | 2,506,085 | 106.82 f........_.
73. Tennessee Corporation. ... 2,585,133 | 2,580,275 4,12 | $1,760
74. Genoral American Tank

Car Corporation._...._.._. 193,827 | 1,519,201 1,325,464 | 1,126,400 84. 08 57,436
75. Incorporated Investors. . ... 164,071 1,253,835 | 1,089,764 | 1,040,520 95. 48 15, 563
76. Massachusetts  Investors

|1 51 S * 148,871 1,188, 767 1, 039, 896 1, 143, 271 109. 94

77. United States & Foreign

Securities Corporation_.. 17,741 | 1,022,546 | 1,004,805 | 1,200,000 { 125.39
78. Petroleum Corporation of .

Amerlef. .o oiiinaon 9, 504 1,052, 574 1,042, 980 1,067, 230 102,32 jo.......-
79. Qeneral El2ctric Employees

Securities Corporation.... 221,673 | 2,884,347 | 2,662,670 | 1,400,000 | 52.38 426,027
80. The Omnibus Corporation. 21,000 | 1,109,169 | 1,088, 169 568, 727 52,26 170, 547
81. (eneral Motors Manage-

ment Corporation.. . ... 881,218 2,233,179 1,351, 861 073, 204 49. 80 238,575
82, The Lambert Co.__..._... 133,688 | 2,344,176 2 210 517 | 2,239,112 10120 ...,
83. Du Pont Securities Co_ ... 58321 6,918,8Y0 | 6,912,968 | 6,013,000 | 100.00 J..........
84, (General Motors Securities

[ & RN 2,874 | 17,012,232 | 17,900,358 | 17, 009, 250 09.99 ...
85. Coca-Cola  International

Corporation.__......_._. 7.258 | 3,515,881 3,508,623 | 3,515,881 100,20 jo.........
86. Vick Chemical, Inc. . 20,888 | 1,800,000 | 1,770,132 | 1,080,672 | 94.94 25, 258
87, Salt Creek Producers :

sociation, Inc...... . 5,006 | 1,487,812 | 1,482,206 1,197,481 | 80.79 83,902

88. Mountain Produce

poration.... ... 10,318 | 1,397,542 | 1,387,224 | 1,000,300 | 72.76 115,001
89. Plymouth Oil Co.. . 339,873 1,425,000 | 1,085, 127 787, 500 2. 57 90, 429
90. Continental Ol Co.. ... 1,658,070 | 2,804,007 | 1,145,037 | 2,341,274 | 20046 ...,

91. Electrical Securitles Cor-
{1)0 ation... ... ... ... 50,192 | 2,192,883 | 2,142,391 | 2,002,777 97.68 12, 241

92, T Chesmmnke Corpora-
..................... 2,850,765 | 10,313,239 | 7,462,474 | 4,499,363 60.29 979, 449

93. 'I‘he Lehlgh &  Wilkes-
Barre Corporation..._... 4,807 | 1,031,016 | 1,026,209 | 1,126,030 | 100.73  {..........

04. Santa Fe Land Improve-
ment Co...... .. ... 80,608 | 1,100,000 | 1,019,302 | .. ..cocoooformnioaonanan 433, 241
95. Amerada Corporation. ... 13,100 | 1,875,625 ) 1,862,516 | 1,844,150 99.01 5,321

96. American Power & Light
[ 7 T 716,384 | 3,643,080 | 2,924,696 | 2,413,518 82.52 146,234

97. Tide Water Associated
0il Co. (Delaware) 129,000 | 4,056,010 | 4,827,001 | - 5,407,879 | 112,03 |..........

98, Mexican Petroleum ,
Ttd., of Delaware. .. ... 37,835 | 24,322,822 | 24,984,087 {.. ... eeaeioeaial 10,321,119

99, Westem Power Corpora-
..................... 50,089 | 1,683,090 1.&3.001 mmeemamccaaferemeeeeaaa] 694,025

100 'I‘he West Penn %lectric
...................... 381,108 | 4,337,001 | 3,055,8051 ..... ... -...........[ 1,681,217
101, 'I‘he Hearst Corporation... 122,503 | 5,368,008 | 5,246,372 | 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 Consolldated Pub-

. leations, Inc. . .......... 608,863 | 5,240,000 | 4,541,137 1 5,264,783 | 11694 |..........
104. Hearst Puiﬂimuons. Inc...| 722,250 { 3,870,500 | 3,148,241 | 2,450,000 | 77.82 209,883
105. Sea oard ou Co. of Dela-

13,702 | 1,200,000 | 1,186,298 192,066 | 161.90  |..........
1,718,282 | 18,945,383 | 17,230, 101 7,322,792
407,779 | 1,304,083 986, 304 419, 180

1,703,580 { 20,787,008 | 18,004,418 | 6,708,721 | . 35.32 _.}.4,748,604
1,483,166 | 64,041,588 | 62,658,432 | 8,197,573 13.10 22, 521, 035

r
110. Natlonal Dlstillers Prod-

ucts Corporation........ 22,855 | 5,500,506 | 5,576,741 | 1,011,026 18.13 1,868, 208
111. Lehigh Power Securitles

Corporation.... ........ 186,452 | 4,885,647 | 4,600,105 | 5,758,076 | 122,53 l..........
112, Natlonal I’ower & Light

[0 YN 1,237,806 | 7,717,511 | 6,479,645 | 6,043,138 93.26 129, 592
113. American Water Works & :

Electric Co., Ine......... 1,242,103 | 4,313,352 3,071,249 | 2,512,900 81,82 163, 798
114, The North American Co... 184,308 | 90,060,512 | 9,785,204 | 7,107,674 72,84 815. 430

115, North American Edison

1,756, 80

2,847,815 | 9,085,033 | 8,237,218
100,628 | 4,234, 440 | 4,133,812
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ScuepuLE 2.—Corporations reporting a net loss for 1934 which received dividends in-

excess of $1,000,000—Continued

Percentage
of divi- { Approxi-

Statutory Adjusted | .. L.l
Name of corporation net income | Dividends | god iopy | Cash divis | dends paid | mate tax

received dends pald | to adjusted ] under
{loss) net income statutory | new bill
net income
117. International Cement Cor-
poration.._._..___._...... $19,018 | $2, 568, 306 | $2, 518, 338 $159, 570 6.22 $994, 760+
118. Consolidated Publishers
Ine. .o 217, 721 1,318,720 1,100, 279 11, 250 1.02 462, 117"
119, Bordens Dairy Products
............................ 1,041,392 1,041,392 (.. 442,591

0., Inc
12). Bordens Foods Products

0., Inc 2,808,000 | 2,808,000 J... . .e.fiiieiaial.. 1,231, 650°

121, Continental Bak

poration. .. 2,277,355 | 2,260,639 |..... J 060, 784
122. Bordens Ive 3

Co., Ine 2,591,017 | 2,561,017 |..... -} 1,088,432
123, Allied Stores Corporation.. 22,819 1,246,939 1,224,120 .. .. R S, 520, 251
124, ‘The Borden Co............ 16,609 | 7,073,389 | 7,056,780 | 7,034,72 9.69 |_.........
125. MeCall Corporation.. ... 7,5%9 1,355,758 | 1,348,160 | 1,366,757 101,37 ...
126, The Mohawk Valley Co... 813,514 1,041,688 798,174 §. i riiimieeaan 339, 223
127, ‘t'he . w . Seripp Co..... 3,788 1,709, 193 1,705, 495 850, 000 49. 84 298, 455.
128. Pennsylvania Greyhound

Lines, Inc..ooa ......... 16,842 1,182,030 1, 165, 158 1, 169, 600 100.38  .......l..
129. Commonwealth Improve-

ment Co._............... 222,524 | 1,480.807 | 1,258,343 | 1,025,000 81. 40 71,207
130. Atlantic Co. (Maine)._.... 42,529 5, 166, 154 | 5.123,625 | 14, 502, 230 284,80  |..........
131. ‘The United Gas Improve-

ment Co.cvvunnnnn. ... 738, 539 | 30,958, 847 | 30,220,328 | 31,728,172 .07 ...
132. Tne Ohio Of1 Co.......... 1, 191,339 1,893, 274 701,035 | 6,204,728 | 808,77 |_.........
133. Minnesota Iron Co....__.. 31,240 | 10, 400,000 | 10,368,760 | 6, 600, 000 03.65 1, 205, 368
134 The Best Foods, Inc.. ... 106, 580 1,002, 62) §96, 040 250, 000 27.90 255, 273
135. United States Rubber Co 705,781 | 11,605,456 | 16,899,675 |ooooooooi)oo i 4,632, 361
136. The (oodyear Tire &

Rubber Co._............ 221,407 | 6,525,235 | 6,207,878 | 4,518 936 72.23 545, 7745

Now York...............| 2,972,033 | 43,059,038 | 40,686,105 | 30, 580, 167 75.156 3,118,998
138. West Penn Ry. Co._..... L, 087 | 1,359.8(8 816,741 | el 347, 114,
139. Massachusetts Qas Co. .. 757,520 | 2,538.1v3 | 1,780,653 | 2,250,001 126,35  f..........
140. Kennecott Copper Cor-

poration. ... ... ....o.... 2,122,100 | 4,162,633 | 2,040,554 | 1,650,638 82,3618 108,828,
141, Anaconda Copper Mining

[0 8,086,232 1 13,750,641 | 5,100,309 .. . ._..... emicamanaaoo) 2,167,631
142, Amerada Petroleum Cor-

poration .- 383,755 | 1,129,300 745,545 | 1,408, 250 188.6204 |..........
143, Rio Grande Oll Co N 430,616 1,900,004 | 1,489,358 | o )ieiimanann. W 624,477
144. Union Oil Co. of Ca

fornfa. . __............... 3,857,637 | 6,116,500 | 2,258,813 | 4,386,070 104.17 959, 005
145. Standard Oil Co. (Indi-

ANA) . oo aenaan 1,327,628 | 12,326,230 | 10,998,611 | 15,371,220 130.756  f._.._......
146. Socony-Vacuum Oil Co..

L T 9,253,474 | 39, 134,693 | 20,881,219 | 18, 650, 922 62. 330 3,697,800

147, 8hell Ol Co.cveuenunnn.... 107, 767 1,384,337 | 1,276,570 | 7,975,430 | 624.7546 |..........

Senator Byrp. Explain that to me, Mr. Russell. I understood

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 do not pay a tax.
Mr. RusserL. If they declare their earnings as dividends?
Senator Byrp. Yes.
Mr. RusseLL. That is right.
Senator Byrp. How do you figure then that these companies would
pay 812,000,002 o
Mr. RusseLL. Strictly on the distribution that they made..
Senator Byro. They had a statutory loss that year. '
Mr. RusseLn. 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 Byrp. If they would distribute their earnings of dividends
that they received as dividends from other corporations, they would
pa{dno tax under this computation?

Mr. RusseLn. That is right.

Senator ConnaLLy. These dividends paid, 1 suppose, were taxed
in the original company?

Mr. Russern. I imagine so.

Senator Byrp. That $125,000,000 item there does not necessarily
mean that it is an addition to revenue?

Senator LA Forrerte. 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. RusseLn. That is right.

Senator ConnaLLy. Less what the corporations paid, the subsidi-
aries paid in the flat rate.

Senator La ForLerTE. No.

Senator ConnaLLy. They would be free if they paid it out.

Senator LA FoLLerre. Oh, no. Not to another corporation.

Senator KinG. Proceed.

Mr. RusseLn. 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.

DRI
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Senator Kina. The corporation *received the dividends, or their
stockholders?

Mr. RusskrL. 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 Kina. Then the exemptions reduced the amount?

Mr. Russenn, That is right. Here is the percentage of their
dividends paid. .

Senator King. Do the Senators desire that to be read?

Senator Lia Fowrerre. 1 would like to have the total.

Mr. RussenL. The tax paid by these corporations was $2,368,000,
and the tax under the new bill would have been $24,063,000.

Senator Kina. Does that take into account the losses that they
sustained? :

Mr. Russeul. 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.
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Senator Couzens. That is what you have given in the other state-
ment in the aggregate?

Mr. Russenn. That is right.

Senator Kina. It may be inserted in the record.

Mr. RussenL. It shows tax paid there of $81,000,000, and the tax
under the new bill of $86,000,000.

Senator Kina. What is the next?

Mr. RusseLn. 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 Kinc. It will be inserted in the record.
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Senator. ConnarLy. What do they show?

Mr. RusseLn. 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 ForLLerre. Of these particular utilities?

Mr. RusseLn., Yes.

Senator BArxLey, 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 Kinac. Any others, Mr. Russell?

Mr. RusserL. I believe that is all.

Senator Brack. Is that all you have obtained of the individuals?

Mr. RusseLn. Yes.

Senator Brack. Could you obtain the records for Mr. J. P. Morgan
or some of his companies? A
1 Mr. RusseLn. We could have if we kad had 4 or 5 days’ time to

o it.

Senator Brack. 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-
works. 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 CrairmaN. 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 filed. I think that is the exact number here, Senator Couzeéns,
in that letter.

Senator Couzens. Mr. Helvering gave me a letter in response to
;nyl 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, 1032, 871 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 $69,039,246.09, were made. Our sta-
tistics indicate that under the provisions of section 351 of the Revenue Act of
1934, 4,377 returns of personal holding companics were filed for the year 1934,

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

Mr. RusseLr. That is right.

Senator Hastings. It appears, does it not—1I 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 hol(fing
companies to show that there was any particular need for much of a
regulation,
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hSenutor La ForLnerre. The point is that you have a tax device
there. .

Mr. PArRkER. 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, T 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
;;hose companies. I do not know whether that is in Senator Couzens’
etter.

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

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

The Cramrman. 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 CralrRMAN. Yes,

Senator ConNaLLy. I make no pretension to being much of a
lawyer, but I recognize in my own mind that vou can never make an
effective amendment of that section which depends upon the Govern-
ment 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 t%mt, 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 ConnavLrLy. Exactly.

Mr. ParkEer. 1 believe, though, that section 102 can be improved
even with motive, but it seems barely possible—{rom a preliminary
discussion that Mr. Beaman and I were talking about—it seems
barely possible climinate 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 1ts 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

e 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.
C%uestions 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 ConnaLyLy. Isit not true that anything we do with respect
to that section might be to make a generalization that is self-applicable
in that.measure, because if you put these factors in there that a cor-
poration does 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. Parker. 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 do 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 childron. 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. Parxer, That is only counted as ono person. I think it is
i)rett,y effective. Because if a man gets out of that class of people,
1 loses control, and the one eloment of a personal holding company
which is required is for the rich man to retain control of it cither 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. Ii‘lmt 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 Barkrey. 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.
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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 bo automatic under certain conditions existing.

Mr. Parkgr. 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 sayin
70 percent, then you get into this general bill, and the recognition o
-either a normal or supertax to accomplish what you are trying to do.

Mr, Parker. You are getting into it to a great extent, Senator.
The only difference would be, and it is also a big difference, that
there would be perhaps 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.

Mr. Parker. Yes; I think it would be vastly more difficult to
administer,

Senator Hasrings. Mr. Chairman, I should like to have an oppor-
tunity—Ilet me ask, do we meet this afternoon?

The Cuamman. 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 some 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 Cuamrman. 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. 1 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 done, as 1 judge from what Mr. Kent said the other
«day in his testimony. Other people in the country think it can be
done. I just do not know and I thought we could have a candid
discussion here on the proposition.

Senator LA FoLLerTE. 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
1t just like that—1I 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 1 call a surface complication. It is compli-
cated, but 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 depend 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 do
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 entitied to relief as the one that it does apfly
to; but when you try to extend it further, every time you extend 1t
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 loop
holed which you have got to plug up, and every plug takesanother
cushion, and so on ad infinitum,

It is the attempt to balance the prevention of tex evasion with the
doing of justice that is the cause of the complication 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 and 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”
bas a sufficiently definite meaning that you have uniformity. ,
Senator ConNaALLY. 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 depends, naturally upon the circumstances of the cor-
poration, and it seems to me if you attempt to define “reasonable”
and ‘‘the reasonable nceds of the business” the first question that
would occur right off is, “What business”; is it the business 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 & 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, What 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 up your deficits of past
years, you are right into the question, obviously, that the corporation
s a large accumulated surplus already and makes $50,000 this

ear, then its needs, assuming you know what you mean by “business’’,
1ts 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-
ure 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 baflling and difficult questions
of policy for you gentlemen to decide what ig 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 defi-
nite, even then you do not know what you are doing, because Heaven
only knows what the Bureau and the courts would hold onit. 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 HasTtings. Suppose you provided that if 60 percent of the
income were withheld, Mr. Beaman, 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 was reasonably necessary for its business. i

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 discussing. 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 he has to get out of that.

Senator Kinag. 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 did not
exercise reasonable diligence. In some cases where it is conflicting,
he leaves it to the jury to determine whethor 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 BArkrLEY. What may be reasonable depends on the case
in every separate case. You cannot have a standard of reasonable-
ness.

The Cuamrman. Mr. O'Brien, what do you think about it?

Mr. O’Brien. 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.

1t seems to me that in that respect, without having put much time
on it, there are two choices. Either you can say ‘‘reasonable needs of
the business’” subjecting 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 which 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 Commissioner and the Board of Tax Appeals ad-
_miqis}ter the law according to a generally worked out theory of what
18 right,

Senator Couzens, Would you consider a reserve for carrying an
orgm)lizabion through a depression period as a necessity of tl)l,e usi-
ness?

Mr. O’BrieEN. 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 policy.

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 thisis true. Let us take two types of businesses.
First you have the business of making machino tools, which you will
remember, representatives of that industry appeared before the com-
mittee stating that they had a 10-year business cycle. Were 1 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 say 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 machine-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 reuires certain conditions such as that
you cat not declare a dividend if yon have money owing or a mortgage
on your property.
~ Mr. O’Brien. My point is, you would have to determine the par-
t%culm‘ facts as to each particular type of business and work it out
that way.

Senator Kina. 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 {acts? .

Senator Georae. 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 | because they exercised bad judgment as to whether they
should out this or that or pursue this policy or that?

Mr. -O'BrieN. There is certainly plenty of testimony before the
committee to that effect.

Senator Grorae. There is plenty of experience to that effect. An
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 w{xole 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.

T%le CHAIRMAN. Mr. Oliphant, what is your view on this proposi-
tion?

Mr. OuirHANT. T wish I had the time to put my thoughts in better
order on this important question as we have struggled with it down
in the Treasury Department and the Bureau, and probably you had
better discount 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 do not agree that you would be without guidance
if you decide to put into the statute the rule of reasonableness.

I would like to proface 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 ahout 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 & multitude of detailed rules and 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 ConnNALLY (interposing). l\ﬁ Oliphant, whenever you get

out of section 102, don’t you come right into the House bill?.

Mr, Owpuant, 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, ,unc?

then administered by a tax agent
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s‘iitipipg at dlmost every businessman’s desk. There are tliree possi-
1ties.
Senator CLArRk. And necessarily running his business.
Mr. Onienant. Well, seeing how it is run.
. There are three of those possibilities, and if we are struggling to
ﬁet a clear picture, we have to look at those three possibilities, and

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,

ow, as sn')lr‘, 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 represeriting taxpayers and we in the Bureau will
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-
in% 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. N ‘

Senator King. You might mention the Sherman antitrust law—-
unreasonable restraint of trade—if you do not mind my interrupting

ou, ‘

Y Mr. OuipuaNT. 1 appreciate that interruption, because you men-
tioned & moment ago tgat 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 s(i)eculate about these more remote ¢ases, ~

This is what we found. That those opinions in all of those cases
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 up to me what the results __
were.

And I will tell you what the results are. In action, there is no such
rule, and for good social reasons, and I am coming now to why I am
063884—pt. 6—-36——b
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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 and 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 T 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
to1t.

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 sn equivalent amount in the form of a corporation tax.

Senator ConNALLY. Since you refer to me, may I just suggest this?

Mr. OvipaanT. May I withdraw that reference?

Senator CanNaLLy. 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. OuipuanTt. 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 the inci(f;nce 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 fget it on the total,
the average or the aggregate, we could raise the flat rate and com-
gletely ignore dividends, or we could blend it by having a certain

at rate and a supertax, or we could raise more revenues from
individual taxpayers.

Mr, OurpuaNT. I am sure that you do not think that that is m
position, that we can secure this money and ignore all of these hard-

ships.

é)enator 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., OLrpANT, 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 18 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 aﬁree 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. OripaaNT, 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. OripaNT. 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 intefere 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?

Se;mtor Couzens. Are you going to sit this afternoon, Mr. Chair-
man
. ’lgle CuarMAN. I am very anxious to get this to some kind of a

ead.

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 ConnNALLY. I think these should be read before the com-
mittes. I had a list, but I misplaced it. ‘

The Cuammman. Have you the estimates I asked for?

th". SeELTzER. 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 committec to a matter.
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Senator Barkuey. Mr. Chairman, I would like to make a state-
ment, In making up these estimates called for by the committee
and different people, 1t wowndd 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 stud
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 way for the rest of us to get the benefit of these requests,
I would like to do it.

Senator Connarnny. I will be glad if everybody were to have copies;
I have no objection. I will make them in my office.

Senator Couzexs. Read them into the record.

Senator CoxnnavLy. 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 plus 90 percent of the intercorporate divi(i)ends
received.

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
flat rate of 15 percent, Senator, if you had six corporations in a chain,
the entire amount would be practically absorbed in taxation.

Senator CoxnaLLy. Now you only use 90 percent of the inter-
corporate.

Mr, Kenr. 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. KenTt. 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 Cuamman. Retain 20 percent of their earnings.

Senator ConnarLy. It really only amounts to 17 percent, because
you are taking out the Federal tax first.

The Cuairman. 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. SEnrzer. Downward,

Senator ConNaLLY. Why?

The CuairMAN. 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.

Tl;e CuaairMaN. How much is your first retention? Twenty per-
cent

Senator ConnaLny. Twenty percent.

The Cuairman, On that additional tax?

Senator ConnaLLY. Yes.
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The Cuairman. 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 up to?

Mr. Sertzer. 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 FoLLErTE. 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. Timt is not a net addition, because if you impose
that capital stock and excess profits tax

Senator ConNNALLY (interposing). It takes a little bit off the
income?

Mr. SELTzER. Yes.

Senator ConNALLy. That is very small.

Mr. Seurzer. It is not so small,

Senator ConNnNaLLY, With the retention of the capital stock, you
could keep this first set of rates and get the money.

Senator Hastings. Mr, Chairman, I would hike before we take a
recess to call attention to this secton 102 and to call attention of the
committee how it could beimproved. In the first place, the provision—
if such a corporation however created or organized, is formed or availed of for the
purpose of preventing the imposition of the surtax upon its shareholders or the
shareholders of eny other corporation, through the medium of dpermitting 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 purpose 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 facie
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 {:xdgment 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 BaArkLey. 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 for the needs of the business, that in itself
improves it. This law as it now stands is not even that strong.

enator BArgrLey. You will improve it greatly, but you do not
got to the heart of this.

Senator HasTinas. 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.)




