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R minw, unr 22, mée L 'z_' R
PR Ummn‘s'wrns SENM‘E, g
- ;»5: " Couumﬁn oN: FINANCE,
Banry e, D, u;,ﬂf‘ TR SRR A aahmgton,b a
. ,Jl‘he cpmm,tttge met m executlve gessxon pursuantﬁ tif‘l\]ournment.,
at 10 a. mi., in the committee room, Sena’te Office Bux!ch,ng, Senuto;

Pat Humst)n presidin,

Present: Sendtors gHarris(m (hq,lrman), ng, George, : Walsh,
Bar, W. Conpally Clark, Yonergan,, Black; Gerry,
Gu ouzens em astmgs, and; Capper i

so px' ent: arker, ,chxef of staff -Joint . Committee .on
Intern evenue Taxatlon and members 01 his staff; Middleton

Bet ma,n, iegquatxve coqual, ,iI ouse of Representatxves; John O’B.uen,
g:? istant legislative _cqunsel,; House, of . epregenmtwes,.Lawenoe
tzer, assistant director of research and statistics, 'I‘re&sury
partment ;
T% CHAIRMAN.. Th[e committee will come- to ordep
ere was a general discussion wlnc,h by du ectxon of the chamnan,
.was off:the record,) .. o
he CHAIRMAN. Mr. Soltzér is now here ‘Mr. Seltzer, hive you
the. est,xmo.t.e on: the proposal i10, 7 comprising retained ca c 1tal-st00k
tax ug& .excess-profits .taxes,. repeal of . .exemption, of dividends, from
ual normai tax,, in;pope 4-percent tax; on. corporation. statutory ,
}ncome as at present defined,, and. imposing a. 7-%51rcent. tax.on

undlstn ted net mcome of porpomuons? hat wpuld e
Nfﬁtunqbe on, t]htx
.+ M. Serrzer. 1 had thm computod fox: you on Monday mth othe;

provxsl ns mserte et
_.; The CHAIRMAN. YQ{; had it ,th,h j;he np,rmai tax incropse. from 4 to

: ‘ns.:}‘ .f: \.Z-.'».'a

5 pant,, and, yo %d $642, SOO 000? T
Tmm 1 f} Js,righ
a Mmmu yqul VO, thefip nt as x,t ls, what would w bef
xMM T SELIZER.  We figured $244,00 0, from the; corporation rate

x S

ut thabgges npt tux the tam i At L

.

raised to 18 percent an we ﬁgured $ 55 000 00;) Irom the 'Irpercenp
tax on yndistribu
éor Byrp.,
ELTZER. :
he CHAIRMAN, We do not wang the, t
Igr. SEm‘zEm That«xs )yha,t youx:lxd m 10 pxoposal thub I took homo
me yesterd
oot g‘epagx; Jaa. Fo,m,E'm'J;: -You,may, disregard. that. ... (
HAIRMAN, Give us now the.fi uresm;n thi gropqg;tmn,&hg Q.
- Mr, SEryzEs. You would get, as $24, 0 Q,Obo from ;t

corporation - tax. a,t, 18 percent., ,Tha,t‘, 15\ ut; any allowance . for
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small corporations. You would get $265,000,000 from the 7-percent
tax on undistributed earnings. You would get $90,000,000 from the
normal tax on dividends at 4 percent. That is all you would get.

Mr. Beaman. May I just ask one question? I am asking in
ignorance. Should t ,q& estimpte be gx‘gre.asﬁg ﬁ little bit because of
the impulse on corporations’to:distributé, which is a little bit bigger
than it was under proposal no. 7; in other words, they were faced
with the proposition of paying 7-perceht tax by that or having their
stockholders pay a 5-percent.tax: .Now:they are faced with a pro-
posal of paying a 7-percent tax or having their stockholders pay a
4-percent tax. Is that not a little more inducement to distribute
and should you not add a littlé ‘more for that?

Mr. SerrzER. Well, there is a little, a slight added inducement
to distribute, but on the other hand there is less corporate income
-left to distributo because you have riised your corporation rates
from 12.5 to 16 g?rcent,'to»a‘ flat rate of 18 pereent. - - -~ ' "

Mr. BeamAN. You have that under your profiosal nio, 7,

Mr. SerrzeRr, Yes; that is right. o

Senator Cougznns, Mr, Beaman is workitig on the assumption,
however, that the added distribution under this proposal will bring
nore individual income tax, That is something ‘we have not any
estimates on, ) o . R b

Senator Brack, May I ask if theso estimates you have given us
do not include what the committee agréed on with relation to the
-exemption of $1,000? T o Y

Mr, SenTzER. No, - L

The CuairmaN, How much is that? We have one estimate where
that was about $32,000,000, I believe. s

Senator ConnaLLY, Have you an estimate on what we did yestet-

day?
Klr. Serrzer, Yes; I have an estimate on that and on nothing else.
Senator LA ForLerrs, I think it would be interesting to have it,
. Senator Byrp, You have a differential now of 7 and 4 instead of
7 and 5, therefore it is some incentive to the corporation to distributb
its earnings, ‘To what extent have you allowed for that? =~ °
Mr. SeLrzER. We felt that the only safe thing to do was not to
allow anything for that, and for this reason. ‘The incréeases in the
surtax rates on individual incomes that were incorporated in the
1985 act go into effect for the first time in connection with the calen-
dar year 1936 on individual incomes.. Thoserates are very subitaiitial
and we did not feel that it was safe to figurd on a 7-percent tdx o
which either 4 peréent or 5 percent would be countérbalaiiced by a
tax on the individual, a8 » sufficient incentive to stimulate ddditional
dividend distribution, wro T oE et ST
Senator Byrp, Have you considered thé retenition of the excess
profits tax of $168,000,0007 -Is ‘that considered in your eéstimates?
Mr. SevrzeRr, Yes, - ‘ o IR
Senator Byrp. What is the total then?: - :
Senator ConNAvvLy. That is' iot over the piesent levy; we have
that now. , . o T
Senator LA FoLLertn, Atre" {2\3
estimité on what was done Yester aﬁ? L oo
'M¥. Serrzes. I would like to, if-that is what you wish,: =

*'Senator La Foruwrrs. Let us have it for the record.

now giving the committes’ the

A

SR e s
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-"Senator Byap, Should we not get.the.totdl of this other firat?:: -
The CralrMAN. There is $5569,000,000 on this, less an eatnnated
330,000,000 0n the §1,000 exemptiou on $30,000 of earnin
BLTZER. .In connection with })roposal 0. 7, we- dld not com«
pute any allowance for an:exception for-small corporations. . . .
» Senator Covzens. Did you not in your tewmony the other d&y
lsxgaeogsm(;xagge that ‘the $1,000 exempuon would mean a ddference ofa
s ’ B ' :
gm.'rznn I sald as I recall i thab in soveral of: the sohedules
it wo bt workod out, that that Lappenad to.be the loss. I also
B said, I think, that you cannot make a mechanical transference of-a
lois e(\lmldm' one sohedule to 8 loss under another sﬁhddule-q—any other
80 wel .- oo
‘ Senator Couzmvs I remember, whan We were dxsoussmg the ¢ ues-r
1 K tion whether we would have a $3,000 exemption or & $1,000 exemption,
ou made the estimate without regard to what any other taxes might,
o, and that'that exemption would mean a loss of a.pprommately
$30,000 000 to the Treasury.
énmzmn That. is not my understnndmg. I may have glven
you tha.t. ression, = :.
u Senator Covzens. I do not hold you m it, but that is my recollec’
on., .
{The CHAIRMAN. I have an xdea that m one of these tables lb W88
330,000,000 or-$32,000,000. . .

Senator La Fowm'rm But he made 1t clear thab that could not be
transferred.

.+ Senator WALSH. What would it be? :

Senator La FOLLETTE Ho must know what the other rates are
before hé can tell.

Senator GEORGE. Ib was esumated on the proposal thab the chalrv
man suggested here. -

Senator Brack. Is there not one dlﬂerence in this estimate than
the one suggested by Senator 'Byrd? Did not no. 7 also mludo an
mcrease to 5.percent on mdiwdual mcomes?

-Senator Byrp, -Yes. .

~Senator BLaok. i8o. that 1f we got no. 7, we would have to ehmmate
wha,tever we' got- from: the inorease ito & percent and we would also

J g have. to eliminate the exemptions:to the corporatxons S i
The CuAirMAN. He lhas. eliminated that in ‘ his estimate, -
. :. Senator Buack. I.did not.so understand; - On. your estimate, dld
you eliminate the increase of normal tax and putit back at 4 percenb?
1 ¢ “Mr. Serrzer. Do youf refer to. thcfestimabe uqder no. 77 5
- “Senator Brack. Yes;: v
- Mr, SpirzeR:: I Eave, you % (0] xﬁgure for the dxﬁerence, I beheve,
that that would 'make. ' 'I-said if the normsl tax were cut to 4 percent;
the yield: would ‘be reduced by $88,000,000, approximately.. - - .

""Benator BLAox:' You:are'not able to give us even an approxunate
estimate-of the reduction on'account of -the exémption tha.t the com4
mittee voted yesterday?:

hMr ‘Sgrrzer. 1-wolld very much prefer not to. It is not safe td do

t at. -
‘Sendtor Braok; If b’ ‘were $30,000,000, as has been stuted under-- :
atandmg thab you say that. tha.t mxght not apply at all but 11’ w wero
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$30, 00&(()10?0 what would ‘we get sxmply by the'7 percent that 'is
sugges

r. SELTZBR. Perhaps you would get a better nleh 1f’ I would tall-
you what happened .under your proposal:yesterda;

Senator Brack. I think we could get it later. : am very anxxous-
tg get it, but I am amuous to 8ep, if any of us could get. a,n apprdxxmute
idea. - - i
Senator Byrp. It lS $559 000 000 and $30 000 000 from thht. WOuldl
be $529,000,000..

Senator Conmnw Why nob let Mr Seltzer give what he dxd
yesterday? : \ :

The CHAIRMA.Y: ‘That. does not tnko mto consxderaﬁon sbrai htenmg
out section 102, and it does not, take into consxdemtxon the acb thut.
you put 7 percent on the undistributed income: .-

S&I;gtor HasTINGS. Let us get what ﬁhe estixhate is on whhb we did
yesterday X

The CHAIBMAN. On that, as I gather it; 1t is 8529 000 000 on no 7

Senator Buack. With what left out? . A

- The CHAIRMAN. As I understand, he says that the 18 percent thoy
aﬁ ured $244,000,000, imposing the 7 ercent on the undistributed

justed net income would give $255,000;000, and then $90,000,000
on the normal tax which you would get That gives $559,000,000;
Take $30,000,000 off, roughly,:for the $1,000 ' exemptxone ‘of *the
$20,000 of earnings of cmpomtlons, the small corporatxons, would
give you $529,000,000.

Senator BLack. What was the $90 000 000 for?

The CuairMaN. Today they do not. have a 4~percent normal tax,
and this would add $90,000,000.:

Senator Byrp., What about strengthemng sectlon 102? Havesyou
an estimate on that? | -

Senator LA FoLLETTE. You ctmnot expect thom to. make an eat.xma.te
unless they know how you are om% to strengthen it. . -

Mr: SeLrzeR. The proposal from you.yesterday, ‘and I read
it before I left, was—so that that I.might make sure t at I was not
in error—was somethmg like this: Impose an 18-pefcent tax on corpo-
ration statutory:het income as now defined, except.that: corporations
with net.incomées ‘of ‘$20,000- or.less deduct’ an exemptlon of $1,000
from net income'in arriving at statutory net mcome "That would
automatically exempt that $1;000 from both:taxes.. (v

Second, reo eal the present exemptlon of dundends from normal t.ax
on individuals. B

Third, impose 8 ?Kmrcent tax on undlstnbuted ad]usted net mcome
of corporatxons justed net income is deﬁned 8. statutovy net
income plus 90: pdrbent ‘of dividend-in¢ome. ‘ Undistributed a d]usbéd
net income is defined as' adj usted nbét ingome less. dividend. paj

On that basis, with no other, changes in the law,; and -assuniing that
all of: the loopholés-or possible loopholes that: arisé in:connection with
the House: bill: woiild -be: stopped -up,.:you would. get. We. estnnate,
5596 000,000.

“The CaairMaN. There is & difference -theni betweens$529,000,()00
and $596,000,000?

. --Mrv SeLrzER. I jwould.not: hkes to -say.that; that would %be »fthe
dxﬁerenéa, Mr. Ghsirman; becanse it is not:possible to meke ar

{leseénbling an accurate com;»utatxon of the loss, nght out of “your
ead.
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Senator LA FOLLETTE. :Does. that mclude the retentaon of the
excess-profits and the capital-stock: tax? - - - .
* Mr. SsLzBR. . Yes;: there ‘being .no- change in t.hut respeot You
sée, we - would - get 214 ,000,000. additional from the corporatiom
incomé:taxi:\Wewould! get. 3292 000,000 from thé 7 percent mx on
undistributed earnings.:
:Senator CoNNALLY. I thought you esumuted the other day $244,
000,000 on- the 18:percent, 1/ . .4 - A Fadegny
;Mr. SkrrzeR! But you héve rigw. exempt.ed 81, 000 s et e
- Sehator CoNNATLY; Yes.: :And that would'be the 330,000,000. v
Mr. Spurzer. And' there was $90,000,000 from :thé normal. tax
applied::to. dxvxdends, -making:the .aggregate iricrease $596,000, 000,
he CHAIRMAN, T lt;mc&ludeas the capital-stock-tax being retained®
l\/{r SEL’I‘ZER. 'i'es, that would: represent net mcreases ovéi' exmt-
(0. N L PRI
enator Wu.s;x. dyou mcreaaed that 18 percenb t.o 19 percentz; '
how much more would you get? .
- Mr..Seutzer, 1 oannot make 8 rough estimate,’ i .
Of course, I mxght. point: out: that: so: far: as’ the . cor’ oratxon tax
proper goes, this estimate here shows: a yield of about- $5,000,000 in
excess of that in ithe House bill‘on the:corporation tax. proper, and
the normal tax applied to dividends. . The House bill got $591,000,000
from the normal tax from dividends and from the:taxes on corporas
tions. . The balance:of the 8623,000,000 of the House bﬂl was made
up by oOther measures, . - ¢ o
Senator GEORGE. What are those? :
Mr: SeLrzer. For example, a 10 ‘percent tax levied at the som'ce
oh ‘dividends paid:to! nohresxéent ahens‘ We figured we woﬁld ick
13 erhaps $4;000,000:in :that. - Then' they h provmwn :which
d-encourage the. h&u;ldamon of personal holding aniesi: A
number of personal holdifg ompanies-exists ‘that hold c | ox other
assets. abroad, that the House commiittee was informed would like to
dxssolva and: brmg their :money home, but they dd not want to do
go’ if . the 8.le'zhtwe to. pay.100:percent of the: capital gams that they
have realized; if those would be subject to-the ordinar
«As: T understand it, the. House :bill -provided in-e ect that these
holdmg companies - eﬁhﬁ dissolve and. the assets 'be'distributed, and
the capital gains taxed on the-same basis.as individual capital gains
are taxed:  :The longer: the assets weré held, thelower the proportion
o6f :thé gains:subject to.tax; that is; assets held: for mére than 10 yedrs,
only-80 percent of:the gains on.such: assets would be subject to: tax)
but:Mr. Turney:or one of .the othér lawyers co‘uld explain better the
precma:progsxonsms respoct than can I, i .o or
We would pick up, I believe, about $33, 000 000, we estlmated ndt'
permanently—mnot- & recumng 1tam, bub dunng tixe naxt year, from
such d-provision.. : ...} ¢ 2
‘Senator CLarx, How much do those taxes amount to?
= /Mr. SeLTEER: Wo thought we wouldpick up a.boub $33 000,000 from
thls liquidating. provision. .
- Senator BYrD. And the nonremdent« ahens, $4 000 000, which
makés $37,000,000?: . .
MISELTZER, Y8, i1 v st bttt an
. Senator. BARKLE!Q ﬂ‘he hq\ndatmg part, would be., dver in: 1 year?
Mr SEL’I‘ZHRnYeS. PR I SR FEARNNIE B S LIITENG SRS LIPS S S AT o
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Senator BArkLEY. You would not have any more than that?

Mr. SeurzER. That would be over within a year.or two.. There
were some- other provisions that resulted in some. slight:deductiohs,
so that you.got a net balance of about $628,000,000.in the House bill.

Senator Byrp. How much of the House hill of 3623,000 000 camef
from the same sources that we are ﬁgurmg on now?

- Mr. Seiraer.. $691,000,000.: . - -

Senator BARKLEY. I8 there any reason why those miscellaneeue:
small items should not be kept in this bill, to- which Mr. Seltzer las
been referring? - Even though itis temporary I would prefer to haVe
& permanent basis, myself.

‘Senator Georgn. My recollection s that we kept the ‘one mth
reference to the dissolution of personal hdldmg compamea I

- Mr. Parker. That is right; we.did. - :

Senator Grorae. The trouﬁle about 1t all is that we start here to!
),mpolse o tax to get so much money without regard. to a prmexple
involv

Senator Brack. I thought, Senator George, that you had a pro-
posal to do away with that hquidatmg provision? -

Senator Grorae, No; I carried that over. I thmk we did reduce
the amount applying to-the nonresident ahens. D1d we not mak\e &
reduction there on the House bill?- .

Mr. ParkeR. Just from Canada- and Mexxco, but we ﬁgured that
would increase the revenue rather than decrease it. - .

Senator ConnaLLy. Under the plan yesterday we would geh
$599,000,0007

Mr. SELTZER. $696,000,000 is what oup ﬁ%'uree worked out {0. -

Mr. Parker. Could I ‘ask one: question? . I cannot - understand
MTr. Seltzer, on this proposal O1 that we had the othier day, you: esti-
mate $641,000,000 additional revenue. . That was with 25 _percent.
flat and 40 percent of the dividends pald allowed as a deduction. It
did not change the normal tax and contemplated a repeal of the present
capital-stock and excess taxes. .. The plan that was put in yesterday,
that you estimate $596,000,000 on, contem tﬂﬁla.t.ee the retention of the
capital-stock and excess~proﬁt.s ‘tax, and still when I compute the tax
of those two plans, compared. on' the-amount of dividend distribution
up to 100-percent distribution, I find that the proposal yesterday is
more tax, and therefore I:am at a losg——— -

Mr. SELTZER (I interposing).’ You get more tax from whlch?

Mr. PArkER. I get more tax from the proposal yesterday than I
did for the plan C1.. I am at a loss to account for that dafference.

_Senator Cougzens. I .cannot ' either;. 'because "there ::was-- some
%1168 0%% ,000, as 1 recall losﬁ by the repeal wlneh wa,s proposed in

or . !

- Senator Groras.: I, dld not understend that n;yselfx .

Senator Couzens. Now it seems to e, if thet 18 not repealed that
tlns $168,000,000 ought to be added. '

Seriator ConnarLy. He is only: gmng the additlonal revenuo. : We
have that already.

Senator Couzens. Yed, but that was true w1th' Cl alsd

Senator Grorae. You are proposing to do certain: re ealmg there
and yet on the plan C1 that I asked for an estimate 6 ey. estunhted
$641,000,000. : : We ‘weére doing away withithe: capxt.a swek entirely,
doing awafr mth excess profits tax entirely, and-were not-incdreasing
the norma

~»
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Senator ConNALLY. You were doing this; though; you were adding
a flat 25 percent with these deductjons, which would probably bring
in a good de‘a_l»more.mone%than what we did yesterday. « -~ .= 7
~ Senator'LA Forrerre, "Will you: just take a.look at these figures;
the comparison, and forgefting the rates for a ninute; ses what the:
aétual-burden:of: the tax is? ::Compare it with no. 7-and the proposdl
of'g[est,erd,ay. . , , ‘ S
+Mr. Seureer. You are confining this, Mr. Parker, to' the taxes on
corporations, are you not; it tlifs comparison? - - : e
Mr. Parker. That table shows the tax on ths corporations, yés, i3
Mr. Suirger. Well, ‘of -course, ‘that probably explains why you
were not dable to sutls_fy ‘yourself. ~ You cannot apply ratés mechani-
cdlly and get proportionate revenues, because theform of the tax hds
an enormous influence upon yourrevenues. If yotrmake a tax purely:
dontingent upon retention of earnings in business, you' do stimulate
distribution, and wo find whon carnings are distributed, the. average
rates to which they are subjected in our individual idcome  tax
schedtlles are sufficiently higher to produce greater revenues than
flat tax, say, of 18 percent on corporation income would. That is
thé'expl’an’at{on. B g o BRE : T T
If you recall, Mr. Parker, this plan put a 10-percent tax in effect ot
rotained corporate earnings. - It dlsg included, if I recall correctly,
a tax on & tax, as does this proposal which we call C3. You had s
much more powerful inducement to distribution thai you have under
C3.  That is'why we got greatér revenues. S
“Senator Couzens. It seems to me that we are wasting an indefens
sible ‘aiount of tire on a 25, 30; or 40 million dollars 'of indome,
instead ‘of lﬁ}vmg to:do equity. In view of the fact: that we ‘ard
spending billions of dollars without considering $40,000,000, which
ﬁoes out of ‘the window in 30 seconds, we are spending days and dAﬁ?s
ere and doing injustices to raise $40,000,000. It just seems wholly
indefensible.- ‘Let us build an équitable tax bill and tske whatever
revenue wovget,‘and geo' what the experienceis. - 7
Sénator WaLsH.' Let us vote-on principles first. - L
Senator Hastinas: It seems to me we are approaching the thing in
an entirely ‘wrong manner by trying to find out how much a certain
plan will raise; '‘Let us dothe equitable thing to the corporations and
see'what that will raise; and then go to some other place-and find
whatever els‘e'they insist they niust have as their revetue; -~ -
-(Discusgion off ‘the vecord:) "~ -~ .. T
- ‘The:Citataman."T will put the question. All ‘those in favor of
ﬁxmg an 18-percent flat rate and a 7-percent tax on that part retained
by the corporation: and :undistributed will:say “ayei”. - - -
Senator Couzens. I do not think they ought to be together. .
. vh?" Onatiiman. -Allin favor of the'first proposition, then, will say
baye e D e e S AR
gl’hhé*motioﬂscurried.);’ c T T T ot
- The GHAIRMAN. The 18'percent provision is catried. - Now; all in
favor ‘of the:7-percent surtax on that part that is rétained by the
@mﬁbn‘ and undistributed will say “aye.r>: - - © . ¢t
“* (Discussion off-the récord.) -~ »-1 .

I

PR P cot g

he-CrateMan; “Will you explain‘“that, Mr.‘?Piquer?F [AREIRTIE &
Mr. Parkek: Inthéi'House  bill; you will find that in defining
undistributed net income you not only took off dividends paid, but
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they ‘took off the tax;. that is to. say, when you say. the'amount re-
tained, if you have $100 ;000, and you are going to pay 18 percenb ‘on
that, that is $18,000. - ‘There.is. $82,000 left.. Everybody is
apparently . that this- 7-percent; rate-or whatever: rate! it. mayt o, if
you keep it all, that 7 petcent for éxample is going to apply:to the
382&202 If it does appfy to: thab, you are going to;pay: sOme $5,700
on tha

. After you have paid ‘that tak, then you have not got- 382 000 left;,

- and therefore you haveriot got $82,000 retamed you» only avo- less

than. $77,000 to put into surplus, - -

The House even went so far ns not to a%rea to thnt proposltxon of 8
tax on a tax, and’ that is-why you have the complicated schedules inx
the House bill. You wanted to make the amount retamed the. aotual
amount that was passed to surplus net. . . -

I assume that the committee, in order f,oqget sxmphﬁcamon, and
that was explained in - the: first part. of this discussion.a number-of
days ago, that in order to get simplification, that we would not go to
the point of that second tax on a tax, which T have just explained. - -

Senator GeoraE. There would not be the necessity of that -so
much when you have not got your graduated rates on. the undis-
tributed part?

Mr. PARKER. I do not thmk that Would bo a8 neoessa.ry reﬁne—
ment, no. ¢

. The Cm.mmm What. this commmtee wants to do, as T, ,;udge it,
is that if there is $100,000 made and they first pay: 18,000 fat, if
they want to distribute of. that $25,000,. that goes out.: Then what~
ever is retained is the difference between the $25,000 and. the. $82,000,
and on that, 7-percent tax is paid, That is what we. want to get at.
Wo want to remove all of these frills. - .

_ Senator Byrp. I want that written up and put m the recard B()
that there won’t be any question:.about it. - :

The CHAIRMAN, Are you clear that that language dOes that?

Mr. Parker. I think it is stated in a practical way.:-

Senator Byrp. Would you mind. checking . this no.. 7, and if there
is' any change, just dictate it, . This has. the;excess profits.. :I want
to ot it down in exact language so that there cannot be any quesmon.

enator CoNNALLY, Let him just. state at m plain.English.,;;

Mr PARgER. The ru1§13 simply:;: You take; your; net, maome
as defined in. the law,: . Yoy take off. your int;erest from- Government
bonds. That gives you what was defined-in-the House bill: as 'the
adjusted net income; Upon that mcome yOu are -going to levy 18
percent flat. tax,. . .. RIS

Mr. Snmzm ‘How about the mcorpors.te dmdenda under the
present law? -

Mz, Pmmn I thought 1 would take thatiup separatgly, but I can
put that in. You ﬁ ut into your net income, of course, in computmg
net income, all of the dividends received. ’i‘hey go:into met income,
and!then you deduct from-that net income 90. percenb of: those divi-
dends received,: That comes into the computation,, g ‘your net t8x
able income. You apply, your 18-percent tax, you subtract.vhat from
the adjusted net income, and then from: that.you take the. dlvidends
pald and you app%hyour 7 percent or.whatever-rate,, upo,;,,that,

Senator me at about; the. excess-proﬁts tax? Y

Qi ¢ A el sy s v o % ST S
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Mr, PARKER. "That is in... .You have to make an addition to your
undistributéd net mcomp ‘which g subgec( to this tax, of the amount
of intercompany. dividends received, because, )f you,retainad  thiose,
you: are going.to pay 7 percent, on, them They have to ba @ .put, in
100{'1;:?031; wmto, your“mcome ‘that j s 8 ’B]ect to the. undxsmbuted
pro its tax,,. . .

*he CrAx RMAN Does ey body undprst d tha,t?
enator ﬁmn. Does that Qx(':'yt;nforhn ‘with eﬁfé proposal no. 7?..
Ar, PARKER.  That,conforms with that.,
enator Couzens, 1 want to offer as a substxtute 4 percent mste&d
of 7 percent,

The Cmmwm Aﬂ m fgvor of makmg 11; 4 percent vnll say aye,

thos@ opposed mo., .
6 noes have it.

.Senator Byrp, . I would hke to vote for 4, K;srcent but. if the agree- -
ment ‘which we reached yesterday, which I t ink is-for the hest mter-;
ests of all propositions i is to be carried gut, I will vote for the 7.

. The Crammman. All in.favor. now of makm it 7 percent on the
bt:lslis we have discussed as BXpIamed by Mr. tu‘ker and by others.

Y, 8Y¢ .
D&'ﬂscusmon off the record,)
he CrAIRMAN. Tt is carried,’ Now, ah in favor of p\;’:ﬁng 8
$1 000 examptlon on corporations earning $20 000 or les‘s‘ say.
., The Motion is.carried. o
r Beaman. That is strictly understood for the’ purpose. of both
the 18- Sercent tax and the 7-percent tax. .

ELTZER. In these other cases where we have exempted a
$1, 000 for: the small corporations, we have changed the law onl
c,onnectxon }wt(h the un mtnbuted income. . Here you would a ow

his income from statutory net income as well? I have to know that.

The Cuatrman. As I'understand, that was the obéec , of relieving
theae ‘amall corpomtmns an gwm them some benefit,

Mr. warzm You.will obvious y get a Iargor loss. t,here than you

%t;ld un % the other proposals, .

natoy AvsH, Why not, give us. the figitbes both, ways
Senator C‘ouzmns I am opposed. to: eg:emptmg the $1, 000 for the 18

‘Percent.
P be $1,000 apphed tg

Bold

+., Senator, BARKLEY T.did npt understund tha

thq i ‘percent; it only ap hed tq the. t&x oq%md mbuted proﬁts, $

6 WIong. a out ﬂla!&, o '

mcussmn off the. recq e

) SEL’I;ZER You, can set substanbm.liy the fsame revenue from the

cprpora,tnon tax rom a gra uat.e corporate mx of lp 5to 19’ percent as

you get from a flat 18 ercent, in whxch gase you mxghﬂ not need, this.

$1,000, gx«ampmop for Iblﬂ 8 atutg y, et

_ ébna, tor,Couzens, m pq,ssmg that; motxon, the comm1t~
téo intonded to waive all.c

The Cmatrman, That, wa,s one tl;;ng, we.wanted to get awuy from

‘the cis ions. :

épsenator Copéznns I Just wanted to kpow ‘what you d1d I do not ;

Senator mn “My Hhotion yesterday was, to exempt froin 18 pol‘-\

© 1 tax and the 7-percent-retention tax, '
9!'1?h29(§%‘2mmﬁ§ Thgt is {iﬁ corgoratioés of $20 000 or less?
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Senator Byrp. Yes. We certainly cannot increase the little man
5.5 percent and the big corporations 3 percent, o
Senator Couzens, Will'yout give mie an exaniple of that? -
Senator Byrp, Thé present raté starts at 12.5° percetit at $32,000,
Now we ste miiking it o flat 18 percetit: Thereforé we incroase the
littie corporation 5.5 percent, and yet the large corporation; which lias
most of its income above the $40,000 bracket, pays 18 perceht, and
they only get an incréase of 3 percent. S e
. Senator Hastings. Suppose they make $10,000. What is the first
thing they do? ‘ o
Senator Byrp. Take off $1,000 up to $20,000 net. I agree with
Senator Couzens that it is not a very good practice, and I hate to'see
an arbitrary line drawn because a corporation with $21,000 might be
as much entitled to'it as one with $19,000. " ,
The CaarmMAN. 'Why can we riot agtée on $1,000 on corporations
of 815,000 or less? 1t has been pointed out to us that 90 percent of
the corporations are $15,000 or less. T :
Senator Couzens. You are framing all kinds of laws to make
cheats out of tmtpag‘ers. , o
The CrairMAN. Those in favor of giving them $1,000, both on cor-
poration tax and supertax, on corporations of $15,000 or léss ésrnings,
will say “aye.” . ' S ;
(The motion is carried.) .
The CrairMAN. How much can I safely say now that we will
get in revenue?
Mr. Serrzer. You cannot say a thing, safely.
(Discussion off the record.)
v Mr. Sevrzer, If corporations under this proposal ﬁaid the same
: dollar amount of dividends after the taxes to their stockholders as we
had anticipated, that they would do under thie budget, the proportion
of those cash dividends to their net income after taxes would be some
3 or 4 percent greater than they were estimated under existing law,
so that you do get a greater percentage of distribution of earnings to
stockholders. We did not feel that we dould ¢ount upon a greater
dollar volume of dividend distribution both Because corporations
would be payiu%la‘larger sum in direct ‘taxes, and because yoir have
a relatively small differential tax on retention of earnings. - You'tax
them 7 percent, bit if the earnings afe paid out, you collest 4 pefcent ‘B
from the stockhiolders anyhow), so fou really have a 3-percent penalty
on the retention of earnings, and we did not feel that that r&englty
could be counted upon to do very much in the way of disttibution. 4
The CrAteMaN. Is it your idea if we just put no penalty at all, :
that we would have gotten just as much money out of it, less than
$240,000,000 thatﬁrou s‘%’y we will get bﬂ;irmgs of it? o
Mr. SeLtzER. No. We inchide for this perelty tax $225,000,000.
If you did not have thdt peénalty tax, you would not' get that
$225,000,000. R A
" Senator ConnaLLy. You get the money under it, but it does not
operate much as a penalty for distribution. .~~~ .
“Senator Byrp, Do you not think if you penalize ihiem to the ex-
tent of $225,000,000, 1t certainly ought to have some effect in' trying
‘to get rid of that pepalty? "' " oo vih e c
he CnairmMaAN. Do you figuré we would get a8 much ag'if it wad 4
percent instead of 7-peféent? =~ o 0 0 o




I .
'-Bﬁvmms AOT, 1936 1

%f' %szmn. Ohl, no. tmﬂ C o
. The CuairMaN. 1t is not influencing forcing it. A
. Sengtor La¥orrerte, Bﬁt;yon“gefft. in 1};3 tax. _ The inducernent
has not been changed very much as far as the distribution is concerned,
but Ko‘u get' the distribution, because ‘if the corporation retains it,
T e A ot 7o micdn i dhiat, th  figire of 7 poroant
enator (EQraE. What you mean.1s that the figure of 7 percen

on tha,uqd?atmbutedx earnings will not force gut more in dividends
actually paid than 4 percent would. I mean, in your figures. - -
- Mr: Betrzer. It is our judgement that it is not safe to,couut_ofx}
additional dollar distribution. o

Senator Georare. You have considered that the distribution would
be the same? ‘ o

Mr. SerazBR. Correct.
" (Discussion off the record.)

r. SBLTeER. What your 7-percent tax ,&oes is to, 've‘,‘al paftiq.l
compensation to the Treasury for the revenues that it sacrifices by
of dbtirse gét'a fitll' compensation, and you do ot fiecessarily and'in
of earnings, but froni the corporition’ you' collect a'partial ¢om-
pensation. Lo e T T T Itib
iy opinion that 7 percent will stimulate the distribution, IR
does or not. We will never know until after the event.

Senator Georae: My, Chairman, I submittéd: yesterday a certain
(6). Mr. Alvord has ﬁr(;pared & series of amendments a'gplicable to
112 (b) and 113 whic wish to submit for the experts and have
whether by merger or consolidation or outright liquidation, I would
like to hand this to the Treasury experts and have it .cqrefully studied

yeason of -the retention of eardings, but you do not in the firs place
our judgment you cgnnot vourt én’ Fptt.i_xl any further distribution
" Senator BAttmy. I think that is'a matter for our judgment. -

"Senator Couzens, It does not make much difference whether it
suggested amendment—-at least the thought was there—to: 113 (a)
them studied. That js intended to affect this question of liquidation
by the timé we next meet;.or as soon as you can.

Prker,
- Mr., Parker. I have a copy.
" (And the same is as follows:)

The CHAIRMAN, I ish you would bave a copy of fhis also, Mr,

' AMENDMENTS—SIMPLIFICATION OF CORPORATE STRUCTURES
AMENDMENTS TO BECTION 112'(B) (0

(1) Amend the first sentence of sedtion 112 (b) (6) to read as follows:

“No gain or loss {shall be recognized by a corporation upon a statutory merger
or consolidation with ‘another corporation, if the corporation is the owner:of
yoting stock (in such other OOTPO{‘&tlQﬁ) ‘possessing at' least 80 percent of the
total combined voting Po“;e, of all classes of stock entitled to vote (whether or
not such merger has the effeet of a liquidation of such other corporation), or
upon a complete liquidation of such othe cogmf)atlon.” o A S
L (%‘J#me_nd the last sentence ,of,.éeo‘t_lq;; 112 (b) (8) to rcad as follows: = *
© "hiig paragraph shail not apply to any liquidation if any disttibution’in pur
suatn}ce t{‘fée? ha(ag be?nt gnado before ng d?tgg%; ﬂ(md%ln?icfioment (zlt 'thif»l%bt it{:gt
section 112, (b). (6). of the Revenue Act of 9934 (added by section 110 of the
Reventé Act o; 192;8) ‘shall c%:tlnu‘e‘ 16 apply with respect to{lqu‘idatlons' initiated
ynder sych seption, whether or not sysh Jiquidations have been comploted prior
to the enactment of this Act.” - ,

Lol e
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. AMENDMENTS TO BECTION 118" . ' .~ ~ 1.7 i/

(1) Amend the first sentenco of segtion 118 () :(6) by insoriing aftor the word
: “lna?uély;s’z’ a )cd(gg_u’\,ajand the follogejng: “oth?t‘)tl(m{x 'ay tr&nsgct%on‘ , esoi'i%ed fn
seotion K e L R TR T
. (2 :Ameng the first sentence of seotion:113 (a) (7) IK inserting after the worde
‘‘the same persons or any of them” a comma and the following: *or. upon.a
transaction deseribed in section 112 ib) &6),'7 I
"1 (3) Amend section 113 (a) by adding the following hew paragraphy’ ="
- -4(15) 'Basis- established by Revenii¢ Acl of 1934 ~If property:is asquiretl' under
section 112 (b): (6) of:the Revenué Act 'of 1934:(ad edib{aseetionwltoiof‘tho
)}ev,enue Act, of, 1035), then the basis.shall be:the same.as that provided by sec-
tion 113 of that act.’ : T PR SYEITUTEES SF o
: . - 7 . AMENDMENT WO BROTION MB (H) - ...y - o
Amend section 112 (h) to read as follows: ‘ L
“Definition of conirol.—As used in this section the term ‘“‘control” means the

ownership of at least 80 per centum of the total combined yoting power:of all
classes of stock entitled to vote and at leagt 80 per contum of the total number

AT

of shares of all other classes of stock of the corporation.” .-~~~ = ©
. Senator Hastinas. Mr. Chairman, I have had submitted to.me an
amendment on the si{xestxon of tax-free covenant.hond amendment of
ction. 143 of H. R. 12396. .I would liké to submit this. to the
Tressury Department and find out their attitude.. -, ... =~ .
The Cmairman. It is all right to submit it to them, but this
geutlemanu*;p,eared before the committee. on_ that matter and has
appeared before on the proposition also, and it has not met thg
approval of any so far, but the experts will take the matter up an
give us a response on it. ‘ , S
Senator Byrp. I have one on the same subject.

(The proposed amendments are as follows:)

Prorosep AMENDMENT T0 PeNDING REVENUE BInn
(H. R. 12395) Finance Committee Print No. 1)
SIMPLIFICATION OF CORPORATE STRUCTURES—FOREIGN CORPORATIONS

Page 88, after line 4, add the following new paragraph *» section
112 (b) of the bill: .

(7) No gain or loss shall be recognized if stock or securities in a foreign cor-
poration which, prior to the date of the enactment of this Act, is in ‘¢ontrol of a
domestic corporation, are exchanged by one or more persons solely for stock or
securities of such domestic corforation, if immediately after the exchange such
person or persons are in control of such domestic corporation.

(H. R. 12395, Committee Print, Compura.ti\"e Print No. 1)

. ginning on‘pa%e 1%3, line 18, strike out subsection (a) (1), (2), and (3), and

beginning on paﬁe 47, line 13, strike out subsections (d), (¢), and (f).

. %)n page 146, lines 13 and 14, strike out the words reading: *‘in the cases pro-

wvided for in subseetion (a) of tﬁislsection'nndlexee £, . ‘ L
On page 149, line 3, strike out the proviso reading: ““Provided, That :n the

case og interest described in subsection (a) of that section (relating to tax-froe

covenant bonds). the deduction and withholding shall be at the rate specified in

such subsection.”

TAX-FREB COVENANT BOND ,An‘aim‘«‘p'a&nfm‘m BECTION M3, m, R. 12008 L
' History: Change recommended by House suhcommittee report Deember 4,
Ex'lsting law requires no withholding of tax on bonds issued after January 1,
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and subsec 3 IR R T S TR Y S S S TS ST
. Henate amendment, not.agreed to In- conferenge... Only.'$10,000,000 in taxes

" ‘li lva’d" DTN S Paaba g A 4 USRI TN Lo ae
“,Ys_?flet:i,‘nf mendt{: nt: No'loss in revenue would result from amendment, ...

. Bondholder wo dﬂf.t@xor;vintexesbinggeadaof.oormmm obligor... . . . ¢
Ymmense saving of time and expense to banks, corporations, and Bureau.of

Internal Revenue ] ‘administerme{gmsent provisions. . ..

. . Would result ultimately increasing Government revenues.. .. - . w o .
. Wgu.lg.dispensﬁ with 6,000,000 tax forms and monthly and annual returns by
€0 rations. . P N W T el ' R R
‘ .Wo‘uld‘a‘void paying large pymber of small refunds,

. Would reduce. enormaus. detail '"?8" “of 'gor in{; sectlon, . Tternal Revenue
0

1, 1934 tax bill; as;passed:by- the-Senate, eliminated seotion 143 (8) .(1),:(2);;and
‘(351\ §onan(§l)?3§?&nd.(f) e, oliminatec san @ (1, (2)yand

1

,,,,,, PR .

Bureau release approxirately. 100 present employees for more useful tasks, .-
%ui’dqgl?mina two,ibems:audﬁ{ o more space on face of income-tax return,
... House subcommittee found wit .oldins‘.ataqumeisg.nadmi istrative nuisance,
easons, gupporting amﬁndm@nt:, Simplification and reduction in Government
adminlstrative expenge will result. .~ o .
by ‘Dde'stlimt‘ afféot nonresident dliet’ individuals,' foreigii partnerships] or foreign
worporatlonn, ;. i o v : VRN TT Cr s
" Treasury Department does not sefious), :

' I

N I A R A ¥
y objeot to proposed change. .

SECTION 143, WITHHOLDING OF TAX AT SOURCH :
P S R T e A A :
[ 1, In 1934, when the tax bill passed the Senate, section 143 (a)_ (1), (2), .and
13), and subsections (d), (), and (f) were stricken from the bill. In conference
the Senate amerdment was not agreed to. ~ - L o
1 2," The present proposal to-eliminate thesg»rovisio‘ns’ is covered by the attached
amendment, and excerpt showing the bill (H. R. 12395) after amendment.: ;.. -
.. 8. Section, 143 requires: withholding of. 2-percent tax at the source on iaterest
‘on go-called tax-free covenant bonds of domestio corplrations when the interest
is payable to a citizen or resident of the United States or a domestic partnership;
iat 10 percent in the casé of a nonresident alien individual or & nonresident part-
nershi? composed in whole or in part of nonresident aliens; at:16 percent in the
cas]f of a nonresident foreign corporation; and at 10 percent in case the payee is
unknown. " - . L ‘ . )
4. There' seerns to bé some duplication because section 211 of ‘the bill taxes
all nonres‘dent alien individuals at 10 percent of the same items of income-specl-
fied in subsecction: (b) of section 143. - Section 211 is entirely new. Likewise,
there is apparent duplication, so far as the item of interest is concerned, between
subsection (a) of section 143 and section 231 (b) in the case of nonresident foreign
¢orporations, the tax being the same, 18 percent, in each section.

5. There would be no loss of revenue if section 143 (a) were eliminated from the

[

bill, . .
., 6. Existing law glpplies the withholding frovisions only to bonds issued before
January 1, 1834, The 1934 act amended the rior law in this respect. This is
the only remant of taxation at the source which remained unrepealed since 1916,
.. 7.-The House subcommittee report of December 4, 1933, récommended “that
this :gsbem of withholding & tax on tax-free covenant bonds be entirely discon-
tinued. * * * It is an administrative nuisance and requires a payment of
many small refunds. Simplification and’ reductfon in administrative expense
can be sedured by the elimination of this section. No loss-in revenue will result
from the change.”

8. The provision requires the filing of over 6,000,000 tax forms and & tre-
mendous amount of detail work by corporations and the sorting section of the
Biireau of Internal. Revemie. The corporate obligor is required to “deduet and
withhold” the tax, and the individual bondholder must report the interest in his
taxable income and then take orgdit for the 2-percent tax withheld at the source.
if he'is liable for tax-at all. If the gorporate obligor has paid.the tax, and the
bondholder files no return, or does not take eredit for the tax paid at the source, 8
refund of the tax must be made to ,the‘q%i&dmtion, . ‘ :
©79. Total taxes colected 18 about $10,000,000 per ainum. ' If it' were not for
the provisions of section 143, corporate obliFors, especially in the cases of rail-
road honds jssued prior to 1913, would fulfill the bond obligation by é)ayi_ng the
full amount of, Interest without deduotion, .ghi.oh Is dong in ay. even ;,and only
where thiere is an expreas covénant to pay 2 6f 4 percent of the” ¢deral normal

{ax i there an enforceable contract right on the part of the bondholder against
the corporation. = - : RTINS SO A
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10, In the Senate Finanoo' Committes report on the 1934 bill it was stated
that “from the Government viewpoint there seems no more reason for withholding
in the casé of bond interest than in the cases of salaries, dividends, and other
items.”” - The amendment proposed does not affeot withholding as to nonresident
alien individuals, nonrésident partnerships, or foreign eorporatfons. It is
‘a?l}eveid advisable that withholding at the source should be retained in vespeot
oreigners, S : - ,
11. Section 147 of the bill enables the Butreau to obtain full information as to
the payment of interest to citizens or vesidents of the United Btates, whether the
intorest &ayment‘ls for $1,000 or less, and seotioh 148 (a) oould be smended to
cover interest as well as dividend {xlx;ente. LA
12. Under the pending bill, if stockholdérs are to pay norfnal-and surtaxea on
“dividends, then bondholders should be required to me the tax on interest received.
There is no novmal ot legal obligation or public policy for intervention of the
Government in the enforcement of a private contrdet #ight, © -+ - '~
- 18, Undoubtedly simplification in administration would result by elimihating:
‘this-anomalous provision of withholding tax at the source on bond interest.

. Mr. Beaman. While you are on- this question of rates, can we not
ggt;ltlle ;, few. more questions before you take up the miscellaneous
a7 . g abten

The CuairMAN. Yes. ‘ ‘
. Mr. Beaman. The committee voted yesterday afternoon to ap{;ly
the 18-percent flat rate to all of the corporations which under the
House bill were exemipted from the undistributed profits tax and sub-
jected by the House bill to a 156-percent flat tax—banks, insurance
companies, corporations iu receivership, and a few others,
~ Assuming that you are going to adhere to that decision; what was
not covered yesterday and what we want to be certain on is: Do .all of
those people for the purpose of that 18-percent tax get a $1,000
exemption, or do they not? ‘

Senator Couzens. Oh, yes; there are no excéptions on that.

Senator BARkLEY. Does that $1,000 apply to those that get the
16-percent rate? ’

Mr. Beaman. We are going to get an 18-percent rate now.

Senator BArkrEY. Did we not make an exception ss to banks?

Senator GEorge. We did not impose any surtax on them. But the
$1 ,1000 exemption would apply to any corporate earnings of $16,000
orless. ‘ N
. The CuairmaN, Is it the view of the committee that that shall
apply to all institutions such as named, corporations in receivership,.
banks, insurance companies and so forth, where they earn $15,000 or
less, that they should have a $1,000 exemption? That is the view of
the committee without objection. -

Senator CLARK. Do I understand you are putting the flat tax at
15 instead of 18? :

The CuarrMAN. It is 18 percent.
* Mr. BeaMan. I wanted to be absolutely sure of that. 'The banks
und insurance companies and all of theso people that are taxed 18
percent flat, that, like the ordinary corporation, include in their
income subject to the 18-percent tax; the 10 percent of the dividends.
received from other corporations. e
P Tlixe g)xmmwm. The same principle. Is there anything else, Mr.

arker : : e

~ Mr. Parker. No. U
"l‘l?ie‘CHAIimxn.*Mr. Beaman, do you want to ask any other ques-
won? . T T T
Mr. Beaman. No. _— R

o
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-1 The Caammman, 'Will .you please .get just -ag soon as you, cam,
%r;‘ Seltzer‘;-:an;eabimatﬂ of just. what revenue wou gP ogmmg7 in from
. ab.sources B B U TIPS PR S ey :‘;‘,,_ N
" Senator Bxgp.. .1 would like to ask -Mr, Parkerrit has beon called
to my: attention that in the consolidated veturns that railroads have
some -privile %es that motor-vehicle carriers do not have. . The motor
vehiole people think that they, ought fo bo in the same clasa with the
railroads. I am not v.e;«ly familiar with it, but is that the situation?
- Mr. PARkER:. There has been that argument advapced. - "
. Senator Bysp.. Do you. think: that the motor carriers ought to Mf?
- MraParker, In 1934, when we took the . consolidated-return
privilege away from our.corporaiions except railroads, we. allowed
railroads to file consolidated returns. . I think it was through a mis-
understanding, ‘-but I.think thxs,g:omgnbbee meant to include street
t

"

railroads. . The department ruled  that street rajlroads were, no
entitled to file consolidated returns. The House bill has amende:
th_:};, g«(aiction and they have included with steam railroads, electric
raliro. 8. . s . e . S . L N

Senator Byrp. Do you think motor carriers should be put in?
'I‘l}s{ are in direct competition. .

.Mr, ParkEr. That is & question of policy, .

The CaamrMaN, Do you mean interstate buses? . .

Senator Byrp. They are doing exactly the same business as the
railroads and the street cars. 4

Senator CLark. There is a difference between them in that rail-
roads are regulated and the busses are not. p

The Crnammman. They will be under the law. ,

Senator Georee. We might let them go along another year and
see how they come out. :

Senator Hastings. The reason for the railroad provision, as I recol-
lect it, was that. the corporate form was such that the could not very
well separate them. I do not know whether that 13 true with the
bus companies.

Senator Couzens. That was one reason, but the primary reason
" was that under different State charters they were compelled to take
out separate incorporations. That is not true of the bus companies,
and I do not think they should be included, at least at this time.

. Tho CuairMaAN. Let us got the expression of the committee. All
in favor will say “aye’; those contrary ‘“no.” L

The “noes’ appear to have it, The sug%estion is rejected,

Senator LA FoLLErte. Mr. O'Brien called my attention to the
fact that we. did not take any action yesterday afternoon in the
matter that was brought up by the secretary of the Federal Reserve
Board. Do you. want to take that up now?. o .

hSet_mtOr Georae. That might affect the rates. Let us see what
thatis. : - o , DR
- Senator Lia FoLLETTE. {\h .O’Brien has the section of the 1933
Banking Act which is really the crux of the whole thing. You need
nl(:t rea ('{,he, definition, Mr. O'Brien, but read what. the law requires -
them todo, . . . . e S

Mr. O'Brien. The banking act of 1933 ﬁro‘vides that after 5 years

after the enactment of that. act, every, holding company. sfliliate.

hich is defined in section 1 of the act shall possess and shall continue
*03884—pt, 0—86——2
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1o possess during the life of sich permit--that is, the permit issued to
it by the Federal Reéseérve Board——{free and clear of any lien; ot cetera,
readily marketable assets other than bank stock in an amount not
less ‘than 12 percent of the' aggregate par:value of ull bank stocks
controlled by such holding company-affiliate; which amount shall be
iticreased by not less than' 2 percent ‘per: annum of such: aggregate
par value until such assets shall amouut’ to 25 per centum of the
aggregate par value of such bank 'stocks; and (2) shall reinvest: in
readily marketable assets other than bank stock all'net earnings over
and aboveé 6 per centum per ahnum of thé'book vallie of its owh shares
outstanding until ‘such assets ‘'shall amoint to said' 25. per centum of
the aggregate par vialue of all bank stocks controlled by it. -~ ~ .
" Senator Georae. What is the suggested amendment? =~ - =
Mr., O'Brien. The amendment su%%’esb‘eddiy’ the Federal Reserve
Board proposes to' exempt from both the corporation ‘tax and the
undistributed tax the amourits required to make up this requirement—
to purchase the assets other than bank stock. T
enator LA FoLLETTE. Are they not paying the flat corporation
tax now? ‘ , o o
Mr. O’Brien. Under this bill they are not included within the
definition of a bank, and therefore would be subject to the flat cor-
gomtion tax just as they are under the present law, aid under this
ill, not being defined as banks, they woild bé subject to the undis-
tributed profits tax. : - - S
" Senator La ForLerre. AsI understand it—and this need not go'on
the record. : ‘
(Discussion off the record.)
The CuairMaN. Do you understand just what was the result of
this discussion? :
Mr. O'BrieN. Yes. o
The CrarrMan. Will you draw it up then in proper form and
submit it? ‘
Senator Gurrey. In my State we have some institutions which do
not accept deposits, but they do only a trust business. : .
Senator WarsH. We have the same thing in my State. Banks
which now do a seneral deposit account business are exempted. -
Those same banks do a large trust business, but thoy come under the
classification of a general account business, ©° What we want to do is
to put the banks that do more of a trust business than an account
business in the same category, because they are in competition with
each other. ‘
The Crairman, Mr. O'Brien is %:)ing to submit something on this,
Now, what else is there that we have not taken up? ‘
Mr. BEAMAN. The method of tréating foreign corporations is the
most important, L o 3
Mr, ParkEer..I have been waiting to giet in touch with Mr: Kent,.

Y was hoping that we could brin%‘in‘j_a. plan that would be elear and

would not provoke a great deal of discussion.

(Discussion off the redord: S R .
u Senator BarLey, Mr., Chairman, I have copies of an amendment
(The amendment refetred to is as follows:) '~ - °

v
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“{H B, 12205, Tdth Cang,, 2dMess). . - . v
AMENDMENT Intsnded to be proposed by Mr. Bailéy.to the biil (H, R. 123908) to provide revenu
i tota i, and o A porposes 11 A T e aft 1V aar i drmiggs

_f 0 +1 TITLE V—AMENDMENTS TO!
Bk, 701, TAX ON cwmFAlN Qus, ' o el 0 e

The first sentence of section 601 (¢) (8) of the Revenue Act of 1882, as amended,
ia!apéondedgtor as follows: .~ . A
' %(8) "Whale oll’ (excépt ‘spérm 01‘1}, ‘fish_oil (exeept cod oil, cod-liver oll; hnd
halibutiliver: oil); marine-animal oil,- tallow, -inedible animal grease, :.and. fatty,
?o;gs'of.i?iny of iltlle‘fi)regol;xg oiha:l O{hfats‘ and :ho éa:gx; of uim}{ suggx oils, ftlaltséégg

y: acida; sl the foregoing, whether. or not refined, sulphonated, sulpha
&Qm’ enatia‘d,p or 0 hqrwgo,pgt’)'ces‘séd;;and any dombination gi' mﬁpxtu o oglx{’tainin .
& substantial quantity’ of 61né or ‘more of such:oils; fats, fatty aeidh, or salts,:
cents per pound;:olive oil and sesame oil, olassified unider paragraph 1733 6f the
Toriff Act.of 1 da?, a‘p,erﬂlﬁ‘ - oil, pun,ﬂozgr oil, tung oil, km{)eseed;_oil , kapok_ oil,
hempseed ofl, and fatty acids of any of the foregoing oilsi all the foregofng,}whethel‘
or not, refined, sulphonated, sulphated, hydrogenate(f or otherwise processed;
dnd any combinhtion or'mixture containing a substantial quantity of such oils,
fats, or fatty acids, 4% cents per pound; fish sorap, fish meal, and other maring.
animal sorap and, mesl, five-oighths cent, per pound; perills seed, hempseed, rape-
seed, sesame seed, kapok séed, and tung nuts, 2 ¢ents per pound.” T
S80. 702, PROCESSING TAX, ON CBRTAIN OILS. . o .

"The first sentence of section 802} (a) of the Revenue Act of 1934, as amended,
isfamended to read as follows: , ) ) ) o .

“#(a) There is hercby imposed upon the first domestic processing of coconut
oil, palm oll; palm-keérnal oil, or fatty acids of any of the foregoing oils (whether
or not such oils or fatty acids have been refined, sulphonated, sulphated, hydrogen-
ated, or otherwise processed), or the salts of any such oils or fatty acfds, or any
combination or mixture containing a substantial quantity of any one or mors of
such oils, fatty acids, or salts with respect to any of which oils, fatty acids; or
salts there has been no previous first domestic processing, a tax of 3 dents per
pound to be paid by the processor.” , . L
8ec. 703. CONSTRUING PROVISION.

The amendments made by sections 701 and 702 shall not be construed as
repealing section 402 of the Revenue Act of 1935, and such section shall be con-
strued as aj plyiuﬁlto ‘{qroduots of section 601 (c) (8) of the Revenue Act of 1932,
as amended by this Act, and section 602% (a) of the Revenue Act of 1934, as
amended biv this Act. . i

glg:’%ge itle V to title VI and -change sections 701, 702, and 703 to 801, 802,
an . , o -

Senator BaiLey. The amendment purposes to perfect what we
undertook to do in the 1934 act respecting the importation of fats,
oils, and ‘oil producing seeds competitive with our products.. Fats
an’d, oils of ¢ertain types are interchangeable now one with the other.

The object, of the amendment-is to place all of these oils on the
game basis that the oils were placed upon in the 1934 act. This is
not a new matter; it simply stops the holes that were driven in the
1934 act.  That is to say, it places certain taxes, i;))rocessm_g toxes and
also tariff taxes on the importation of these oils, but we did rot place
them on all of the oils and the mterchanl%eable oils. L

For instance; we did not get tallow. They are shipping tallow into
this country at this rate. or to the passage of the 1934 act it was
264,000 p'qundsi biit since then it is 265,000,000 pounds, so the act is
inefféctual whdi}g by-way ‘of substitution of other facts and oils for
those fats and oils upon which we placed the taxes. -~ = . - S

PRIOR:ACTS '~ &

i

s

‘To make the staterent complete, I must say that we went beyond
that; and as the act was drawn, we included fish scrap and fish meal.-
They ‘aré mot oils.” To that extent, the bill is not ‘precisely in line"
with the 1084 aet: 17+ © 0o il
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Senator CouzeNns. Are the rates the same?

: -Senator BarLxy, Yes, the rates are the same. - I have a statement.
here on linseed oil, which is the principal oil used for the drying of
paints. Under the Smoot-Hawley: tariff, that oarries:a duty of 4.5
cents a pound. My amendment makes uniform the import tax on all
other imported drying oils that are interchangeable with and substi-
tuted for linseed oil. =~ =~ = R

- That is the whole principle of the bill, simply to expand the 1934
act 80 ag to take in these substitutes for those oils upon which we
placed the tax, : o : e
. Here is the effect of it. Unless we do that, cottonseed will go down
in price. Cottonseed went up at first under the influence of the 1934

t, but as these substitutes came in from abroad, cottonseed started
Bﬁ\gg, ?nd it is selling now for about 650 percent of what it was
selling for. , ‘

You take the same thing in other oils. Take the soybean. We are
developing the soybean at a tremendous rate. The soil conservation
act is planting soybeans all over this country. That is thevegetable
or plant they are using for soil conservation, and it produces the very
finext oil and of world-wide use. But what use will those soybedns be-
to us if the oriental and other countries ship it in at a price at which it

"would not pay for us to press them? That is the principle of the bill.

You can read the bill and see what they are, whale oil, fish oil,
marine-animal oil, tallow, inedibls animal grease, and fatty acids of
anf of the foregoing oils or fats, et cetera, S ,

have the statistics here on the whole subject, and shall be glad to
place them in the record to show the imports, and also to show an
estimate here which I did not make, but made from data gathered by
the Department of Commerce—— :

Senator CLArk (interposing). Who made it?

Senator BarLey. It is made by the advocates of this bill, which is.
the Farm Buresu. I will come to that. These estimatea show that
we will get additional revenue of about $25,000,000. ‘That would be
lifting the price here but not preventing the importation of these
articles; they will continue to come in, but simply enable our people:
to Iget a better price for them. S

would not have introduced this measure at this time but for the
fact that I had petition which I did not think could well be resisted
by the Congress or anybody else. Here is the National Cooperative
Milk Producers Federation, in a letter to myself, and in behalf of
the dairy farmers of America. L

T also have a letter from the Federal Farm Bureau which I want
to go into the record.

- Here is & letter addressed to Senator Harrison from E, H. Cooley,.
of the Massachusetts Fisheries Association. , . e

Senator Wavrsn. The fishing interests are very much in favor of it.

-Senator BaiLey. We have fishing interests in' North Carolina,.
They are telling me that they will have to.go out of business, the
will cease to og,émte their plants, they will let the fish that are off
our coast go wherever they. may, .. . C L

. Senator Byrp. Virginia fishermen say the same thing. .

.-Senator BaiLuy. Rather than get them and ¢rush them for . the
siniple reason that the 'Japanese-and. the Scesndma,mn;ge?fpl.e ,are
catching fish, and under their low-wage scale and standard. of living,.
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:are’ shipping the oil over hete or the fish scrap, at a price that will not
‘permit our people to operate.. By way of illustration of that, I have
—-seen 100,000 &Ounds of mullets brought: into: Moorhead City and
-onrried back to the sea .and fed to the sharks simply because you
could not get a cent s pound-for them, - That is the situation. = . -
. I do-not-think I would bring:forward a tariff measure at this.time,
I think my position on those matters is perfectly plain. I have never
hesitated to vote for the protective measures for the farmers. : I think
they are entitled to it.: 1 read whai Mr, Chester Davis said yesterday
in the paper dfter his trip through France. -He said that we have lost
ou: market abroad and we never gét it, the farmers will never
getit., . . : , : S ; ‘
" If that is the case, we have to. preserve their market at home;
There is no use for us to.sit down here and let the other geople sell
farm prodticts all:over this country. But I am bringing the amend-
ment forward solely tt\zw'a of saying that it is not a new matter but
it is a correction and the fulfillment of what we undertook in the 1934
act, and I think it will be a révenue-producing measure. , :

Senator Couzens. Do you know why it was not considered in the
House, Senator? : : c

Senator Baney., Yes; it was not considered, and these gontlemen
tell me that they brought it before the chairman of the committee,
He hesitated to bring it up on the ground that he was afraid it would
introduce other tariff matters; that there would be riders put on for all
-gorts of things. v

Senator LA Forrerre. It is my understanding that the Ways and
Means Committee early in their deliberations felt that they would not
-consider any subject matter that was not mentioned in the President’s
message, and therefore this, along with other things, was excluded from
their deliberations, :

Senator Warsa. As I understand, Senator Bailey, you are not
changing rates, but you are including substitutes that were not defined
in the original law? :

Senator BaiLey. That is right; we are just putting the rates that
we put in the 1934 act on these substitutes. - I think it is a very
timely and beneficial measure, and I really believe it will add a great
deal to our revenue. I would not offer it except I believe it is &
necessity, and 1 have all of the farmer organizations and, in addition
to that, the fisheries, and I am going to ask the committes to adopt
the amendment. o ‘ \ '

Senator Couzens. May 1 ask Senator Bailey why he repeats the
rates; why he does-not just put in these articles and put them under
the old act without repeating the rates in the bill? - - :

Senator BaiLey. I did not draw it, It was presented to me by the
Farm Bureau. But I do not-care about the mechanics of it. . All I
say is that we should put these substitutes under the same rates as
we p(tlxt the original articles,. ‘I think you will find that that is what
was done, : ¢ - . SR :
. Senator Lia FoLtruerre. I suppose there is some relationship probs
ably that has to be expressed in this amendment—I am just assuming
there is some relationship:to:these rates—thdt hias to be expressed in
this amendment, between.the articlés or the produects that were taxed
in the 1934 act and these substitutes,  In other words, I do not know,
but you probably could nét put the same rate on inédible anin a
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grease as you put on the article for which it is a substitute, but you
would have to take:into account.the conversion costs and all of that;
- Senator Bamey. Thatisright. . .« o " ovg oo
Senator ConNaArLLy., Mr. Chairman, I am in sympathirl;mthwthe
Scnator, but I have an dmendment to his amendment that covers
certain other aspects of this oil situation: that I wotild like to present
to the committee and have a:vote on it along with this amendment.
- It will be remembered that when we first-put on this.vegetable-oil of
coconut-oil tax, the processing tax with regard to'thé Philippines, that
wlo;]wfrovided that the revenues arising therefrom should:be paid to'the
Philippine government. They have attacked that.in' the courts on
the ground that it was not authorized and that we have not the power
to levy a tax for the benefit of the:Philippines, SN
So I propose here now an amendment that so much of that section
relating to payment of the tax that is derived to the Philippines be
repealed, and we just leave it straight out. Then if we want to appro-
priate in the appropriation bill, that same money to the Philippines
we can do it so as to obviate that attack. That attack goes to all o
the foreign vegetable oils that are now in the law.. - o
The CrairMAN. Is it a fact that some court did hold that?
Senator ConnarLy. I understand some subordinate trial court
held adversely to the act.  : . - 4 S
Senator GEorgE. It has not reached the Supreme Court. The
amendment to which Senator Connally refers was'inserted by Sénator
Norris. He made the amendment on the floor of the Senate and it
was not carefully considered—the legal effect of the thing—on the
body of the amendment that we were trying to put-in.. - .
The CuairMAN. What you ought to do, it seems to me, Senator
Connally, is to keep these two propositions separate. I understand
Wllxglb you are trying to do is to cover a loophole because of the court’s
ruling. X :
Senator ConnaLLY. That is one aspect of it, but there is somewhat
more. I havein mind givin% both of these amendments to the experts
and the drafting people, and let them work out something in harmony,
because there 1s one of mine that sort of overlaps Senator Bailey’s.
in that I do include some flower oil and tallow, and you have them
both in the bill. \ i .‘ o
- Senator BaiLey. I have them both in mine.
- Senator ConnaLLy. I do not want any conflict. c ‘
Let me call attention to one other matter in respect to this amend-
ment, section 2. As I remember; there was an exemption of these oils
for the manufacture of tin.plate. I do not see any reason why
particular industry should be exempted from the use of these oi
when everybody else has to pay.: . - - . - T
' Section 3 also refers to section 402 of the revenue act relating to
ooxhx‘/llpensatorg tax on the products of certain oils, ... . . - .
My thought was that since these were related thet ought to be
turned over to the drafting men, and if we adopt them oth; let them
modify the language so as not to have any conflicti; : That is why I
bring it up now. - SR T
' Senator BaiLpy. All I'want is. the objective; and: if the committee

approves, I am' perfectly willing-to turn my amendment and Senator
nnally’s and this data, which I wish to go into’ theirecord; to’ the
experts and have them report to:us:om Monday. « ' /iindiacr oy jod
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+ Senator Gurrey.. I have more . protests_against Senator Bailey's
amendments in my: office; which T-would like. to present to the coms
_ mittee belore.it.is voted on, .than'all the other protests shout the:
whole tax billi .. I-do not.have them available this. morning,. but; L
would like to have the opportunity of presenting those protests.-, -1
should ilike: to .suggest. to Senator Connally. that he. consider; this.
remoying the. tax ontil,xsedxble coconub ikt - il i
-;.Senator CoNNALLY-(interposing). No; that..is: the .whole. thing.
That goés-into the making of soaps, and that is where .the. big tax is.
-.[The CrAmrMAN,; The State Department thinks that:to enlarge this.
greatly may affect some of these agreements. Senator Copeland hos:
a. bill in. to repeal that part of the present law pertaining to whale
oil, except sperm oil, and he has been very insistent on that. ... = .:
ﬁ‘hpre is dne part of Senator Bailey’s amendment that:I hope:tha
he will: eliminate; and that is tunig oil: Down in my country they
have recently been exploiting the tung oil trées and they: are really .
making quite a success of it. . They -have called me up and they are
fearful now to put any: tax.on the proposition or a. tariff, because it
might be. prejudicial: to themr. . Tung oil goes into -varnishes and
p&lllts. o ' BER A SN ' R . PRI SN . N L
- .Senator BaiLey. Tung oil is classified as a very fine carrier for the
soybean oil. . = . S R
..; The CrAtRMAN. I did not'know that it came.into competition with.
it at all, :Tung oil goes into varnishes; thatiis its great use. . ... .
. Sendtor WarLss, Why are the domestic producers against the tariff’
on\%mgoil?. o . S . ,
The CHarMAN. They are just -afraid that it will cause. them to
starb.to use sométhing else instead of tung oil. - They are trying to
build up the:tung-oil industry now. . .. . . P -
..Senator BAILEY: ‘You misapprehend me Mr. Chairman. I am
willing to:strike out tung oil on the grounci that the use of tung oil
aids the:use of the soybean oil. S : .
.-Senator Grorag. Mr, Chairman, it has really resulted in producing
revenus, and with this amendment it will: praduce very much more;
Senator ConNALLY. :Importations have fallen very little, but there
has been a good deal of revenue. : Ca
~The Quaigman. In view of what Senator. Guffey said, can we take
this up Monday morning? o T I
-Senator BaiLey. Just allow me to present the amendment and then
resent; the: data,  without reading it. ‘- There are: certain briefs and
etters which I wish to go into the record. I will be back here Monday
and we can settle the question on Monday,. - T
Senator HasTiNGs. Senator Guffey does:not insist on (?'our. holding
up. the vote. . He wants to put his protests in the record, .
- Senator CLARK, I da not degire to delay the vote on the matter in
view of the fact that Senator Bailey wants to get away,.. 1. merely
as&y that I wanted to be recorded against the amendment. ~This is an
effort,.as I see it, to.turn the revenue billinto a tariff bill by picking out
certain specified itoms for increasing the tariff. ; That is all.1t amounts.
to. It hasalways been.my. vibw; and until last year it was supposed to
ba.the settled view .that .'t‘e:dggiomble sitnation of agriculture in the-
United States was caused hy bigh protective prohibitive, tarifls, and_
it;has been maintained by, docasionally: throwing: a little sop through.
these so-called farm organizations to agriculture to delude them into-

going along with the generally high protective theory.
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As far as I am concerned; I would much rather;take the view of Mr.
Davis as to the abandonment of ourforeign markets for farm produocts
and accept the view of Secretary Hull and the announced view of the
administration, who I think know a great deal:more abotit it than Mr,
Davis; therefore I am not willing to hand out a little sop of this sort
to contribute to the fastening further on th%})eople of the United States
of the high protective tariff system, and resulting as I believe, in 4 great
detriment to agriculture. T have no desire to go into it:fully at this
time. - I voted aqi;ﬁns'c the excise tax in the 1934 act and I do not
desire to say anything more, but I do desite iy vote recorded against
itc . v v ! b

The Cuarrman, I have brought to the attention of the committee
the Copeland amendment with reference to whele oil. I

Senator Hastings. Is there to be & vote on this today? ‘

Senator ConNnNALLY. Why not dispose of it and let the experts

frame the amendment? - -
- Senator Couzens. I would like to see the protests. It is very
illegitimate to try to pass these tariff acts without any hearings, to
pass it without being heard. I am perfectly willing to have this bill
reﬂorted, and then between the time it is reported and the time it is
taken up on the floor, let us have some hearings. Senator Capper
has a proposal which does something else to some other commodity.
Senator Guffey has stated that he has all kinds of protests, and I am
gotting protests. And I do not know the merits of the thing.

Senator Barkrey. I have put off and denied all of my constituents
the right to come here, bzl:elling them that we were not going to
take up anything except this bill, that we were not going to open it
up to tariff legislation or for considering present excise taxes that are
being collected. I have a lot of friends in Kentucky who want to
come here to reduce the taxes on some of the things which are now
taxed, and I told them that we were not going to consider any of
those things. If you are going to open up this bill for tariff legisla«
tion, there are just as equally meritorious reductions on some of the
gresent excise taxes. I think it is very unwise to open this thing up

(l;r thedbeneﬁt of anybody who wants the tariff changed or the excise
changed. ‘

Senator Couzens. I think we will make better progress if we do
- not try to vote on it today.

The CaairmAN. I think you had better put this over until Monday,
and zn the meantime let the draftsmen get up a combination.amend-
ment. - C R

Senator LoNErRGAN. Can you tell us to what extent the Philippines
are competitive, Senator Bailey? : R :

‘Senator Batruy. No; I could not tell you to what extent. I have
here the data showing the increase in the volume of  the imports
gggzrally of these substitutes against which we laid the tariff in ths
1 act. ) o St

- I wish to repeat just one thing. - We are not frying to write here
a tariff act; we are simply trying to perfect one thut we wrote in 1934,
I am not bringing any new matter in; but I am simpl -stoppin% up
the holes that we drew in the best of faith; whith worked for & timé
anid which was rendered iiseless by substitutes, and to such an exteént
that there has been a trémendous inorease ‘in-the’ revenue, ' If wé
E RS T T S N S RS S R S creat Tount v iy lug E 2
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put the taxes on, we will save the bill that we passed in 1984.; That is
all it does. . It does the work which we originally intended todo. . ;;
- Senator CoNNALLY. It is just really ﬁlhng;xp, thegaps. =~ oo

- Senator: Barury. I should'like all: of this data placed.in the record;.
Mr. Chairman. T T
- The Cirairman. Very well. - .

* (The matter referréd to m‘asafdlld;xré:'jls T |

- FETEPECTY I S T e ,Af“ . T e s
.- Imports of tallois, certain otls, oil-bearing seed and oil cake, 1981-35°
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OW . <cevcesennsncnin] 14 oput porpouRd.iui| 1,071,978| - 501,888 238, 682| 43,813, 209|945, 725, 434
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Rope seed oii.oo 2o oo oo dor o ST 03| 0w 07| Teehatt| 1078 atr] 248208
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Fish meat andmg... Free..oceaccenincnnnn - 88, ’ , 851
Copra _cake, Philip-|..... L [ O, 72, 008, 617{102, 399, 208
pine Islands . .
pra cake, othet. .....] 0.003 cent por pound.. 1,551,848) 1,388,187
Cottonseed cake....... 0.003 cent per pound. . 44,891, 000] 59, 743,572
Tankage (tops). . -..... Frod. .ceeenmesocncnnns 22, 748 1, 130) 25,007 13,499 30, 851
Palm nuts and kernels_|.._.. do. . lillllllll 34, 815, 619]28, 699, 761] 14,018,052| 8, 500, 404] £0, 072, 548
1 Bushals. '

.

In testimony favoring the e‘xclﬂe taxes contained in sections 602,
and -602% of the 1934 revenae bill witnesses estimated the annual
revenue' from these taxes at $30,000,000. It is generally believed
that this figure will be exceeded by a most substantial amount for the
fiscal year ending June 30, 1936. Most conservative estimates by
these same .witnesses show an estimated annual revenue from .the
proposed Bailey amendment of well over $30,000,000, making a total
revenue from tax on foreign fats and oils of approximately $65,000,000,
with the tax being widely distributed and a ﬁa,r'dshi on pone.
The purposes of this bill are in the main corrective. Due to the
various improvements, experiments and developments, it has been
definitely determined.that fats and oils of certain types are inter-
changeable one with the other, For example, among others, whale
oil, fish oils, cottonseed oil and soybean oil by hydrogenation can be
hardened to any consistency desired and utilized in the manufacture’of
soaps or other coramodities where a hard fat such as tallow is re«hmre.d»:
- Under sections 602 and 602% certain of these oils are taxed at.3

tents per pound. ' - If is‘'one of the purposes of the proposed legislation

to place on 'the same tax basis-all imported oils and fats which are

interéhangeable and substitute one for the other so that none will be -
own preference. - I AN |
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-- Linseed which is-the principal dtying oil consumed in paints carries
& duty under the Smoot-Hawley bill of-4% cents per pound. -1t is the.
purpose of the Bailey amendment to make uniform the import tax on
all other imported dx;fﬁng’ oily that, are interchangeable: with and sub-
stituted for linseed oil. L

ish meal is used principally in the manufactire of poultry:feed
about 10 percent to the ton. ' Domestic meals,  due to improved
methods in the taking, the preserving and the reduction process, are
much lower in oil content than imported- meals. - Hence, the tendency
to rancidity is reduced to a minimum. Unprincipled feed -mixers
naturally use the cheaper material, usually resulting in a heavy loss
in chicks to the farmer consumer. ‘
 Itisfor this reason that this tax has the active support of the various
farm organizations. ’

Prior to the passage of the Smoot-Hawley bill fish scrap and fish
meal were protected under the tariff acts. .

This tax, as was the case in the 1934 revenue bill, will hot curtail
imports but will raise the price level of domestic competing products,
increase wages and employment, as well as aid most materially the
American farmer, ' :

Unless sections 602 and 602% of the 1934 revenue act are made
-effective by the passage of the Bailey amendment it will no doubt
follow - that importation of these tax-free oils and fats will increase
.and thereby render the provisions of the 1934 Revenue Act ineffective
.and the revenue from this law will decrease most materially.

(The tabulation referred to is as follows:)

I'mporis of tallow, cerlain oils, oil-bearing seed and oil cake, 1931-35

Materlal Duty 1031 1032 1033 1984 1935
| ) 2R oont pound.| 1,671,973 501, 583 238, 562 | 42,813,200 | 245,725,434
Perlllaofl. ..o . oo 09 - eeveennn , 02 | 16,525,130 | 22,775,858 | 25,164,203 | 72,327,854
TUNZOlle s o reevnemmafenman do. .. ... 70,311,185 | 75,022,290 |118, 759,963 {109, 787,088 | 120,058,817
Olive oil (sulphured).....]..... do...-.... 36,923, 45, 900, 330 ), 463, 38, 165,879 , 197,218
-Olive oil (Inedible)...-...]..... do. . n... 12,085,441 | 11,759,045 | 12,009,541 | 9,670,342 | 19,743,453
Hem ofl 1% FUAROVOIIR RS SRR R

: B0 - wel---:

%apeseedo!l ............. ¥ 600,437 | 1,464,841 | 1,075,841 | 3,348,205
§1€:Y001) o} | RRRPURPIN FRUPR ¢ (: SRR [ FPNUpY FRRRE ST HR
:;i;,esz:mn oil (inedible 424 2,319 600 11,083
er) P cemrasmvscer]unsasscncvcslasmesaciaconferscnoinenn
. 0,374,853°) ", 538, 464 | 12,681,940 12, 443, 131
Ra) 10,747,605 | 13,629,030.] 9,323,706 | 29,515,220

Kapok seed... cecovmnecamfrapmanean-an] 14,617,641 | 12,055,
o 500 10,182,005 | 42, 630, 800 326, 147,470, 044
VY-8 1N TR SRR [; JPNIN MR PPN SRSRoR SO NP .
Fish meal and scrap. 21,805 26,528°) " a8, 612 27,88

" Tae NATIONAL GliANGE, |
~ - Washington, D. C.; May 9, 1936."
Hon, Josiag W. Bar L o .

LEY, ‘
¢ Senate Office Building, Washington, D, C,. e e,
Dear 8pnator: It has come to my attention that you intend to offer an amend-
ment to the pending révenue bill im?osing excise taxes on'certain imported ollg
:and oil-bearing seeds for the benefit of domestic prodiders of oils and fats. Such
.a step is needed to make more fully effective sactions 602 and 802% of thé Rerenue
Act of 1934. Your proposed amendment conld not fall to benefit produaers of
-cottonseed, peanuts, soya beans, heef, sheep, hogs, and dairy products. . . .

R >

s ¢ . .
FA R R Y S I [T A ,5; Poe Lt

ooy Ly
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- The excise taxesimposed by the act of 1984 have not only brought considerakle
revenue into the Treasury, but théy have greatly-benefited the Amerioan pro-:
ducers of olls. andifats, - - o0 o o

dWe& dtherefore, approve yolir proposed amiendment and trust thatiit may be'
adopted. : . : o e .

:..Very singerely. yours, ' e AR
. o Frep BRENCKMAN, . -
Washinglon kcpreamlale’ve. :

1

AMERICAN FArM BUREAU FEpERATION,
: R * Washington, D. C., May 8, 19386.
Senator Josiamg W. BaiLey, . :

. Senate Office Buildq'ng,vh’aaht‘naton, D, C.

My Dopar Senator Batey: You may be assured that the American Farm
Bureau Federation is 100.percent in favor of the amendment which you intend
t?l pres;x;t ttéo‘the pending reventie bill, to place certain excise taxes on a list of
oils and fats. ‘

The American Farm Bureau Federation for 10 years has stood firmly on the
rinciple that an imported and cotgé)etitlve product; such as the oils and fats:
isted in your amendment undoubtedly are, should, before they enter the com-

merce of our nation, pay an excise or an import duty, so that when they are sold
in our markets they must move at prices which will permit American producera,
of our own oils and fats to survive. : ' G .

In fact, your amendment, in a brief way of considering it, is nothing more or:
less than stopping some leaks and plu g{)g up some holes in the excise taxes.
which were secured’in 1984 on a too limited list of oils and fats. . .

Anything which I can do to help 8%'ou in this effort will be gladly done, if you
will let me know when I can be most effective. : S

Very respectfully,
AumericAN FArRM Bureau FEDERATION,
Caestern H. Gray, Washinglon Represenialive,

Trae NaATioNAL COOPERATIVE MILK PRODUCERS’ FEDERATION,
Washington, D.-C., May 15, 1936,

Hon. Josiin W. BaiLey, .
Senate Office Building, Washington, D. C.

Dear Senaror Batuey: Our attention has heen called to your amendment to
the pending tax bill in which l31rou levy import and processing taxes upon certain
designated pils and fats which come into this country in competition with oils
and fats produced by American farmers.

It has been an historic principle of the National Cooperative Milk Producers’
Federation, which represents more than 52 dairy cooperative associations with
& farmer membership of more than 360,000 dairy farmers, to protect the home
market for the. American farmer. . .

Ingofar ae oils and fats are concerned, the first step in this pro%ram of pro-
tection to the American producer was taken in the Revenue Act of 1934 when
taxes were placed on a fairly comprehensive list of foreign fats and olls.

These taxes have been of immense value to the American farnier in maintaining
8 price level for domestic fats and oils under which reasonable returns could be
obtained for domestic fats and oils. The taxes have not acted as an embargo as
indicated by the imports of these fats and oils since the taxes were levied.

Your bill will be a further and valuable step in the program of Amorican agri-
culture {o obtain a well-rounded tax structure on all foreign fats and oils, Your
amendment will ‘substantially improve the price level of domestic fats and oils
while at the same time-the rates are so reasonable that they will not aet in any
way a8 an embargo on imports, | ‘

our amendment will produeo substantial revenue and will at the same .time
stimulate the production of fats and oils in the United States to the end that we
maév radually. agproaoh that time when American farmers will be'in a position-
to'supply all of the fate and oils neaded in thé American market. ~* "™ ,
. Your amendment will be of %reat‘ value to all American producers of ofls and .
fats and will dlso ba of substantial valite to the dalry farmérs of this-country by

protecting, them' Bgainst' the influx of oheap substitutes fromi abroad:
R R T S ‘ Lt nd

LEPS]
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We are enclosin ‘g herewith study made by our statistical: department. showing
%resent rate of tax or duty.on. these oilg; the auggeswd rates in: your amend.
he amount of revenue which mig ht b
fats an% oils, provided’your amendment la adopte
ours very truly, LTI
Tre NarioNar CooPERATIVE MILK PRODUCBRS'. anmnnxon,
CHARLES W HowLmaN, Secraury.

C'ompamon of revenue relurns from the present and proposed new rales based on

dpeo from importe of theae—_

1935 zmports
’ Imports for Revenue
&ﬁ‘mg Exclse ‘Aa‘idg:'“}g} fin | year Revonue | pro
in amended "”‘ a8 Lxd)osedg: %1 g‘{“ b‘m‘t ved !?-lm"t"g—'
p&aod onthly axX NOwW ent by
Article ﬁ‘,ﬁé&?&? T, (c; B,“%g Supmary { in effect | Mr, Bailey
Aot of 1932 Batley ool 1) | & Foreler (estimate) &‘ﬁ‘,’n{‘{gl
(1) ()] ® 4) (G ©
Cenis per | Cenls Cents per
mun’:{e pounel” pound Pounds
Whale oi] (exce {)t gporm oil).... 3 3 0 8,070,422 $02,293 $02,203
Fish ofl (except doo, cod-liver,
and hallbut-liver oils)........ 3 3 0 1,245,483 87,346 37,304
Marive animal oll........ JOR, 3 3 0 s% ............... N
TalOW. cereeensvuanncanen PO 0.5 3 2.8 [245,85),022 l,% 7,465,528
Inedlble animal greass. - .. -.... 0 3 3 @ |} Freoj..... cransmn
Fatty aclds, ete., from any of
roresoin(f (see pro- :
. e nmen .......... 0 8 ] ) Froo |-vececaconce
ne:
Ollva ofl (as ola.sslﬂed under
par. 1732 of Tarift Act of
.................... 4.5 4.5 53, 840, 670 Freo 2, 409, 330
Sesame ofl (as classified un:
der par. 1732 of Tarift 0 P s 11,088 Free 9
0 i 45 | 72,327,864 Free | 8,254,754
3 4.5 LS 37,051,732 | 1,111,652 . 1,667,328
0 45 4.5 {120,068, 81 Froo | 5 402,647
0 4.5 4.5 25,447,042 Free 1,145,117
0 4.5 4.6 8 cecasrrcnmns|ennsenmannen
i 1.5 4.5 3 L) I P! S
Fatty aclds, etc., of any of .
the foregoing oils (see
proposed amandmont)--. 0 4.5 [ %% A PO S SIS
Pish gorap and fish meal....... 0 . . 02, 386, 240 Free 889,914
Othar mntlne anlmal scrap and
g g 625 g 625 sg.} .......... eafemavacnarane
0 2 2 juel, 787 Freo “3,333,635
. €0
0 2 2’ |7, 470,044 Freo | 2,840,410
0 2 2 2, 658, Free
0 2 2 o mncsrvesnssafrommvaanenie
R s oS .| 2,485,464 | 27,901,265
2. 485.801
Potent{lal additional re;re-
nue from proposed in-
ereased r tgs ................................ [N SR F. OO R 25, 508, 801
1 Not avallable.
1 No imports.

" s(t}lompuauons based on Monthly Summary of Forelgn Oommorco and Division of Forelgn Trade Sta~

WABBINGTON’, D. C., May 15, 1986.
Senator PAT Harrison,

Senate Office Bmlqu, Washington, D. C.
" DEAR BENATOR; AS requested in our oonversation this moming, 1 subm;tq

herewith:
The. domeatio producers of oils and fat; gqqg hemselves unable to operate;

under conditions existing jmmediately prior to 1934, when Con 5 ;gged
excise tax of 8 xclzznts p%?%)ound on cm{xp%t nxg intere 'nggablé fma:q 2 %
To summarize the results of this tax:
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. O Caﬁtrdrgto olaims 'of opponents; there Liag been no deorease in importation
of oila-and fats; in fact,i Government statistics prove s :general inorease.! ' )i

- -2i Foreign producers, instead of being-injured, have been definitely benefited
'alambginoreaqedmnitpﬁmi'rb R AT AN IR AL AN Pt B

3. Domestic producers of oils and fats have been. materially benefited, ‘and
enabled to open-idle plarite and give employment to thousands-of workers; .-/

. 4. Despite the blaims that products made from- theso.oils and fats would reach
‘prohibitive prides; there has been little or no inoreasa in the price of these producdts
:and markets have been broadened. . fo 5o L e
.- 8. Sofentific study:and invéntion have.made. oils .and-fats interchangeable
hence untaxed oils and fats have been imported and substituted for those include(i
in the Revenue Aot of 1034, thus defeating. the' purpose of the legislation and
resulting ih destruotive competition, whioh has again: lowered tm,riws of do~
.mestic oils and fats until bankrupteéy again threatens a widely diversified industry.

6. The logical solution is to tax the remaining oils and fats of the intetchange-
able group as pfovided.in the arhendment introduced by Senator Bailey.

7. venues to the Government amounting to more then $60,000, annually
will acorue from this source, yet not possesa the usual characteristic of a tax since
there is definite benefit to practically all produoinﬁ areas of the whole Nation,
yet a detriment to no -one since:interchangeable, oils-and fats are produced by
dairymen, fishermen, livestock growers, soya-bean growers, flax-seed growers, the
. growing tung-oil ‘industr%;, and the growers of cottonseed, as well as every butcher
and retailer who- benefits from the sale of the waste trimmings from his meat
counter, a byproduct usually yielding enough to pay the rent of the independent
grocer. . . : .

8. Soil conservation is furthered since there is a potential industry for the
farmer in miaing soya heans. . .

9. Poultry raisers using fish meals are seriously harmed by inclusion of cheap,
rancid imported meals now used in commercial feeds. Hence, the farm groups
endorsing this excise tax on fish meal as roPosed in Senator Bailey’s amendment,

10. Reason for proposed rale.——-Linseecf‘ ed 0il now carries a tax of 4} cents per
pound.. All competing drying oils should carry the same rate. ‘ .

Coconut, palm, and other soap oils carry a tax of 3 cents per pound. ILogi-
cally competing oils as provided in Senator Bailey’s amendment should bear the
same rate. The soybean and cottongeed oils are cared for in the Tariff Act of
1930 at similar rates. )

11. Summary.—The Bailey amendment but corrects the omissions that time
and experience have demonstrated to have been made in the Revenue Aot of
1934. It should be remembered that any one of these interchangeable competing
imported oils, if left out of the revenue bill of 19836, will destroy this necessary
protection to domestic industry and lose & revenue more than $60;000,000
annually to the Government. .

I have made this brief—very brief—as you suggested but shall be glad to get
further data for you if desired.

" Thanking you for all that you have done for my industry and for your great
interest, I am as always,
\’fery truly yours, :
) E. H, Coorry,
Massachugetls Figheries Associalion
Fish Pier, Boston, Mass,

Tere NarionaL Dairy Uniow,
: : Washington, D. C., May 8, 1936.
Hon. Josiag W, BaiLgy,
Senate Office Building, Washinglon, D, C. o
My Dgrar SEnaTor: I am taking this occasion to let you know the deep in-
terest which is fell by the members of our organization in the amendments which
have been prepared and placed in your hands for introduction concerning the
internal-revenue taxes and imgort taxes on various tropical and other fats and oils.
1 have been familiar with the preparation of this amendment and as you know
have given much attention to this particular proposition ever since it came to
public attention by the most effective action taken by Congress in 1934,
< "The axﬁ‘endﬁmn{ passed’ in 1984 ‘placing the 3-cent tax on thess various oils

"Wgé "oné- of ‘the most: beénefleial "p}eeear;o ‘leglslation for American agriculture
fb iiﬁ ilfiiwgé‘ gaé‘ﬂed'bythaﬁ‘sebﬂ&n of 'Congréss; benefits running 1mto the hundreds
‘ot milliohs

f dollare:BY’ diteot inoreassd in the values'of all domestic:fate and oils,
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Experience has shown, however, that cértain interesta in:the United Btates liave

been able to seoure substitutes and in other ways avoid and escape these taxos,
‘80 the present amendment has been .p‘rexared:w th extreme oare to prevent these .

evasions, place equal taxes on the substitutes, and thereby to oarry. out the intent
'of Congress as oXpressed in the 1934 enaotment, - :. oo o o0
_In particular we are Interested in thé dairy industry in having an adequste tax
:placed . upon- sunflower oil and sesame oil in refined form whioch can be used in
he manufacture of oleo ine a3 a substitute for butter and in.place of ¢oco-

nut oil which is already subject to the tax. =~ - Lo Caot
1 am authorized as.a representative of the dairy industry to say to you that
.your efforts in behalf of this proposed amendment to the oils and fats tax enaot~
ment will be of great value to the entire dairy industry of the United States and
we are supporting you to the best of our ability in your effort to have this amend-
ment enacted into law as a part of the tax bill which is now under consideration.
Yours sincerely, . : -

v

Tan NATIONAL Datry UNION; .
A. M. Loows, Secrelary. . .

BRIEF EXPLANATION OF SENATOR BAILEY'S AMENDMENT ©

These two brief amendments will correct minor defeots which experience has:
shown to exist in the provisions for the fats and oils excise taxes enacted by Con-
gress as a part of the Revenue Aot of 1934. : - o

Experience has disclosed that numerous evasions of these taxes were found to
be possible and that substitutes for the taxed oils hawe been developed by foreign
producers,imported in considerable quantity, and their use free from tax has made
these amendments necessary. :

EVASIONS CORRECTED

Certain of the taxable oils have been imported in fully processed form, thus
escaping the processing (excigse) tax. This is correctéd by transferring these oils
from the excise tax paragraph to the import tax paragraph. This includes sun-
flower oil and sesame oil. ' o
: . ‘ FATTY ACIDS INCLUDED

Certain- users in the United States evade the processing tax on certain oils by
doing the processing abroad and importing the resultant fatty acids for use in
this country, such fatty acids being held by the Internal Revenue Bureau not
subject to tax. This is corrected by specifying in the amendment that the fatty
acids, salts, ete., derived from the fats and oils shail be equally subjeot to tax.

CERTAIN NEW OILS INCLUDED

. Experience has also disclosed that certain fats and oils were imported last year
in large quantity which were not inciuded in the taxable ligt in the 1934 aot and
that this volume of new importations has seriously affeoted domestic producers
also reducing the importation of the taxable oils and thus reduéing the expected
revenues. ‘The moro important of these oils have been added by these amend-
ments to the taxable list, notably, tallow and animal greases, inedible oilve oil
and kapoc oil. o ’
DRYING OIL8S INCLUDED

Rapeseed oil, perilla 'oil,‘hemipseed oil, and tung oil have been added to the
taxable list. This will materially increase the revenue and assist domestic pro-
ducers of drying and semi-drying oils, particularly soybean oil, fish oll; linsecd
oil, and domestic tung oil. A A

- "Phe ofl sceds, the raw materials from which the taxable oild subject to the
import taxes are produced have also been included at the reduced rate of 2 cents
‘per pound, This includes perilld seed, hompseed, rapesecd; tung nuts, sesame
.seed, kapok seed and sunflower seed, - e

]

: ) Aé{nowm rl;i;;‘l;s'Pgt:():mﬁcéﬁ;vv ' , N
- . Fish and marine ahimal meals and cake (the bypreduats of the fish and marine
-animal-oil industry) are aaded to the taxable lst with s nominal tax of five-gighths.
-cent per pound. . This will.insufe. the ¢ontinuance,of the domestis production
.of .these important plant and: apimal, protein. foeding matorials;, .1t would he
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'éﬁoat unlotmnaw to lose thieso. induatries and beoome{ dependent upon forelgn
uroea. ! B ’ ' PRREI B ‘.

‘«‘ ‘n} MRS ;73 e

’l,‘~”:. R N I

eaen 'I'HI BAW’?NBOBBBARY

‘A sur‘vev of the lmporumt domeatio fata d oﬂa gustries qhowa.
the increasing imports of untaxed oils during ¢ past 14 months, pric;ls
dro) ped 0.5 point in most oages bel oo?t of praduetion, Prices are still ch
8 is the urgent and oﬁntrollmg n for favorab e action on these amendments
und their.inclusion in.t Fresent reyonue. b
The present prices of important. domestic fats and oﬂa compared with the
«pﬂces of the same’ oils 1 yean ago are as. t‘ollowe

) « M&l, Mga" " :. - Mggs!, Mlgol.’"
o . 322 %
200 B

. o8

AMFRICAN qux:mns Ae k?umon, Coomnmvn
Suite 1004, Raleigh Hotel, Washington, b c.

RE TAX ON CERTAIN IMPORTED OILB BY MODIFICATION OF SECTION 602 OF REVENUB
ACT OF 104 WHICH WILL INCREASE PRESENT ANNUAL REVENUE OF $30,0(X),000 TO
APPROXIMATEBLY $60,000,000 AND MAKE FULLY EFFECTIVE WITHOUT DIBTUBBING
IMPORTS AND GREATLY BENEFITING DOMESTIC PRODUCERS OF FATS AND OILS.
THESE FACTS ARE FULLY BUBSTANTIATED HEREIN

Prices of domestic-produced fats and oils, includmg dairy roducts, during the
period 1930 and early 1934 declined to their lowest level in history.. .During that
period rendered lard was sold as low as 2 cents per pound; cottonseed oil at 3 cents
per pound; reiidered ‘tallow at 2 cents per pound; fish oils at 10 to 12 cents per
gallon; and others in like proportion. These prices were the dircet result of
immense imports of duty-free foreign-produced interchangeable oils and fats.

The Revenue Act of 1934 ?mvided taxing certain of these foreign-produced oils
for Revenue. Opponents of this claimed-—

. That the 1mpos1tlon of the tax would not in any way tend to advanée the
prlce of domestio fats, oils, and dairy products. )

. That the tax would rot produce revenue.

The imposition of this tax would prohibit the importation of. the oils taxed.

The first contention is answereéd by the irmmediate response in the gdvance of
prices of domestic fats, oils, and dalry zgoducts. Lard advanced to'12 cents per
pound; cottonseed oil advanced to 10 to 11 cents per pound; tallow to 7% cents
per pound; fish ol to 36 cents per gallon with all othér domestic fats oils, and
dai;y pmdug1 advancing in proportion. -

2.” As t0 the revenue feature, we submit that the first year the tax was opera-
étive, July 1, 1934, to June 30, 1935, the revenue amotinting to $24,817,048.24
(see p. 1 attached hereto), while for the 8-month period from July l 1935, to
‘February 29, 19360, a revenue of $19,884,622.20 has resulted. At this rato for
galmtlct; of year the revenue should approximata $30,000,000. (Sece. p. 2°attached
ereto

3. That the tax has notf cuttalled the imports but has tended -to advance the
price of domestic fats and ofls.

We submit the impor tion f‘ urcs on coconut and palm oil for the past 6
years. (See p. 4 attached heéreto.) “Thesé oils were and still are imported in far

greater, iquan ities than any of the_oils covered under .the act of::1934.. .For

example: The imports of palm ofl duty-free in 1933 were 287,516,000 pounds,
and these imgorte increased thh the: tax .of 3 cents per ound to 296,502,000
pounds in Coconyt g _jmporta free of duty were 612,428,000 pouuds in
1933, against 639,500 té, 548p hdd it 1986, with tax of 3 conts per pound,ii- .7
emm

iea{s ‘whie ahould be Hiimediately. - Fol exatnpléz« "Alprpoessing tax of

.3 cents per pound was app] ed to sunflower ofl. The results were that sunflower

3%1 & most ‘benefivial, nethelm, left’ certain '



‘0il was processed and packed ready for sale whén imported and thus the tax wag
evaded. From July 1, 1084, to June 80, 1935, there were 33,625,463 pounds of
sunflower ofl imported but approximately 23 800,708 pounds were processed -
-abroad and thus evaded the processing tax. “The loss in.revenue to_the ;Uniheg
States Treasury in this one instanoce amounted to approximately $716,723, an
has had & most depressing effeot on domestic cottonseed oil with which it comes
in direct competition r’écentlg. - (S¢o p, 8 attashed hereto.) - - .

- Another feature of the aot of 1984 that oalls for immediate correction is the
ftem of tallow. During 1933 there wore but approximately 288,000 pounds
fmported, but by reason of taxing imported oila and greases intérchangeable
with tallow and not grovldiugot("or' miported tallow the linports of this product
by 1935 inoreased to 245,000 ‘pounds--over 1,000 percent incroase. .-

From the attached page B it is apparent- that-imported drying olls, such as
perilla, hempseed, tung, etc., are-increasing in imports to-the extent that the
are displacing domestic drying olls such as soy bean. (”:(f" 0), fish oils, linseed,
eto. These oils should be 'flaced on a parity with linseed oil which now bears a
duty of 434 cents Eer goun . : oo . .

In order to make the tax fully effective, we would recommend that the taxes
as listed on page 5 (attached hereto) be provided and that the processing tax on
Sunflower oil be changed to an exciso tax,

This we believe would at least double the revenue now aceruing from the tax
and maintain a dprice level at which domestic fats, oils and dairy products can
be manufactured at a fair margin of profit. o ’

Respectfully submitted,
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AupricaN Fisapnies As_modlumu, CooPRRATIVE,
By Tromas H., Haves, Chairman of the Board.

P. 8.—See page 7 for the story of the American fisherman.

Paan 1. Taz receipts from see. 602 and 808% of Revenue Act of 1934 (period July 1
: pls f 1984—~June 30, 1936) pert

{Compiled from figures furnished by Mr. Asmuth, Department of Commerce}
8e0. 602: Whale and fish oils_ _ ..o $460, 857. 12
{Figures given by Mr, M. E. Hoyt, Intarnal Revenue Departmenﬁ
Sec. 60214:

Sesame ofl oo $583, 100. 84
Palmofl. . aoa 4, 4086, 400. 00
Palm kernel oil. oo e 851, 098. 75
Sunflower oil ' L. 292, 130. 03
MiXbUreS - oo e ———— 186, 906. 79
Coconut oil:
Other than Philippine Islands._........... 22, 503. 22
Combination mixtures. ..o u . 202, 028. 37
Philippine Islands oo oo 17,142, 472. 20
Other United States possessions...._... 138, 108. 52 ,,
Floor taX .o v ee e 472, 3562. 40 '
e 24, 357, 001. 12
TOtAL. o e e mmm e s 24, 817, 948, 24

1 Figures on this page from United States Chamber of Commerce and the Department of Commsrce
Division of Foreign Trade Statistics. ' 1 s

Paan 11, Tax receipts from section 602 and 602% of Revenue Act of 1984 (perfod
ple July 1, 1985 to Feb. 29, 1'236) o / o @ .

[Complled from figures furnished by Mr. Asmuth, Department ot Comnmeroce}

Bec. 602; Whale and fish ofl8.. - ovo oot cmieeanes <.~ $031, 485. 09

{Figures farnished by Mr. M. E. Hoy$, Department Interusl Reveats].

0000, o s dorved Lo porod Jua o Wb e ¥ok -
LAY 1 \DOTR &) URAST ADOVE 860 \SGAAIS O, \ Ok,
" polm keynol b sunfiower oil, hixtures, cocoanut ofl; il iasees), 19, 203, 184, 30

¥ R
H




REVENUE AQT, 1986 31

] . Pagp IIL. Sunflower ofl? .
ports !rom Jujy 1 193 to June 80, 1988~ venerinmioeiins 8
-{*axpgm d as per gul"es oﬁ intemal !ggi'réhm Bareau. ... e “e § §66§
Pracessed abroad and tax under geo. 6024 evaded. .- ouroraiinao 2 890,

This tax evasion amounted to 8716,723 94 in ﬁsoal year: July 1,,
1034, to June 80, 193 ‘

mon v
[Figm'es from U. 8. Deparbmmt or comme:co. Divlslon ot Porelgn Trade Btatistios)

Palm oil importa . " Pounds.
1920 it eeene evmremmtm— e m e —————— e———— 261, 816, 000

1080 i s ot 2 o e b 287, 404,

O8] e e 258, 144,

198 e e e ccnbeme e mcamcae e e 216, 166,
1988 i cacaran e ——————— o - 287, 516, 888

O34 e ctnenee e ———— 155, 530
1980 ciccrmccicermees cemmmemme e ————— ememmn—— 2, 000

Coconut oil im sorted for United States cousumption (copra
imi)orts figured at 63 percent oil):

................................................... 692, 982, 000
S 5 U USRI 614, 810, 000
3082 e ecdcicdecaas y 000
1988 e cdccccc e mnc e n e e aemaaaa. 012, 428, 000
1084 e dcc e, - 566, 319, 790
1086 e et c e e 639, 500, 548

Paan V. Recommendations to make Sfully effective secs. 602 and 808% of Revenue
Act of 1934 :

Material Present duty 1938 imports Proposed duty Reovenue

Pt
120, 058, 817
as m, 218

2!5.%%0. 922

327,851

4345 oents per pound,.. 8:2,

¢S

J
2, 548
. ;‘% 443,131
20, 515, 223
147, 470, 44
12, 655, 000

Xspok-ml P
" Potentlal additional revenu lmated from
propésad tlles ° .

Flgnm from VJ. 8. Department of Commaeroce, Division of Foreign Trade Statistics.

1
-+ Nomtllnipons, seo .

*No lmpoxu.no on ofl,
+ NG import, of frep. ™
. uon vi. BOYBEAN

i In respeot to- doil oonaervatlon, owr Government is eneouraging the growing of
egumes, -

erhaps the moat proﬁtable, it properly proteated from the oompetitlon of
foréign producsd: competin and interchangeable oils will be the soybean from
‘which soybean oll is extra .

aJ ﬁ%‘f g 8%8’&%" fsi%i"’%«ie o’ﬁ“sﬁm’f‘ﬁu i’éﬁ"?ou 2t T, ;ﬁ"fﬁg
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“It may be grow'n on gny land that is normally considered good for corn and
the nodules in the root of the bean enrigh the nitro%g content of the soil in much
the same manner na does alfalfa;” according to Dr. Donald M. Matvin, ecotiotmist
of the Royal Bank of Canada. =~ . .~~~ 7 - o
‘The sane ‘authority further states: “Until a few yéars ago soybean ofl was
considered unsatisfactory for-usé in high-grade paint, but recent experiments at
the Univeraitiy of Illinols overcame the chemical difficulties, in this.connection
and in 1934, 10,000,000 pounds of soybean oil were used by the paint industry in
the United States. In varnish and lacquers soybean oil is the principal base.
The Ford car is finished with soybean lacquer, and the Ford Co, i erccting a
$5,000,000 plant in Detroit to make soybean products. Insoaps, glues, linoleums,
and rubber substitutes the ingredients of the soybean have come: to be of pre-
dominant importance:” -And -still further he adds:-“The goybean. brivgs a
}-etum tlo tleg’farmer roughly equivalent in value per acre to that whioh is obtained
rom wheat, . S e o - .
. At the present time numerous soybean-crushing mills.are in operation in
various sections -where the bean is cultivated to take care of the oil extraction.
If this very desirable industry-is to flourish in the United States, it is obvious
that it must be protected from the low-priced cheaply foreign produced inter-
changeaole oils and fats. . . :

PAGE VII. THE AMERICAN FISHERMAN

On the Atlantic coast and in the Gulf of Mexico, a species of fish, known as
“‘menhaden”, are found in great quantities during certain seasons of the year.
On the Pacific coast a type of fish used for many similar purposes, known as
the sardine or pilchard, are very plentiful.. e

The taking of these types of fish for redugtion purposes is.a most_important
industry of very long standing on the Atlantic, Pacific, and Gulf coasts. The
principal volume produetions are fish oil, fish meal, and fish scrap. IR

Vessels are of course employed in takinf the fish and transporting them to
the shore plants for reduction; thesé shore plants being located at strategic points
along the coast and labor id by far the greatest expense item, both in the actual
taking as well as in the reduction process. '

- The principal commercial value of these types of fish oil is in connection with
the manufacture of oil cloth, linolcum, soap making, paint and varnish, tanning,
and .allied industries. Fish scrap is of major utility for poultry feeding and the
?Shd scrap contributes exceedingly valuable nitrogen elements to the fertilizer

TR, . .

During the period 1921 to 1930 average price of crudé fish oil varied approxi-
mately between-456-to 50 cents per gallon; but due to the generally disturbed and
depressed conditions from 1930 on, which, resulting in a flood of competing prod-
ucts of foreign origin of interchangeable and substitute oils and fats, the price
of domestio fish oils in 1933 had declined to a price level approximately 10 to
12 cents per gallon. e : : : T

After the passage of section 602 of the Revénue Aot of 1934, crude fish oil
prices advanced to 36 cents per gallon, which is distinet evidence of the beneficial
effect of this act as a measure of partial relief. When making this law more
effective as proposed herein, there would appear to be’ nojt}ue'etinn‘ biit that this
commodity will regain its proper price level. . Results of.section 602 in this
Industry Wwould immediately inorease the wages, the building of new,vessels and
plants, and restoring to.operation vessels and plants which have hitherto. been idle.
- Prior to_the enactment of tho Smoot-Hawley bill, fish mesl was protected by
tariff but for some unknown reasog it was omitted from that bill and the price
started to decline rapidly from that {ime betaiige foreign fisheries, in most cases,
subsidized by their governments, overwhelmed our markets with cheaply pro-
duced meals in competition. (Fish meal is dried grourd fish scrap.)  From 1921
to 1930 this material sold for $60 to $80 per ton but ruinous foreign competitibn
forced this price to $30 per ton in 1933 and this price was far belsw the dost of
domestic production for a fine protein feéding miéal of thisd class.

: It is absolutely’essential that the tax herein proposed be.applied to fish sorap,
fish meal, and marine-animal meals if this branch of American fisheries is to
survivé and such:& measure will again permit the nepm&loymentrof the American
fishermen at a fill fair wa, “thtoufhﬁhe operation of all vessels:and shore plants
many of which still are {dle and closed, =~ . ..o N
AR 4 1 R R T I I O R R ST BT I i) R i i ks B
,ﬁérhegcgmuw .. We will ratess o uritil 106’elock tamoriow tiiorn-
. g SIS [ ITRS

_ .. (Whereupon, at 12:30_p. m., & recess wag taken until Safurday,

May 23, 1934, at 10 8. m.) _ ‘

*
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. SATURDAY; MAY 23, 1036

UNxrED STATES SENATE,
ComairTree oN FINANCE,
‘ . _ , A ‘ Washington, D. C.
" The committes met in executive session, pursuant to adjournment,
at 10 a. m., in the committee room, Senate Office Building, Senator
Pat Harrison presidinﬁ. o o S '
- Present: . Senators Harrison (chairman), King, George, Walsh,
Barkley, Connally, ‘Clark, Lonergan, Black, Gerry, Guffey, Couzens,
LaTollette, Hastings, and Capper. 4 o
- Also present: L. H, Parker, chief of staff, Joint:Committee. on
Internal Revenue Taxation and members of his staff; C. F. Stam;
counsel, - Joint Committeée on Internal Revenue Taxation; Middleton
Beaman, legislative counsel, House of Representatives; Arthur H,
Kent, acting chief counsel, Bureau of Internal Revenue; C, E. Turney,
assistant general counsel for the Treasury De'p[zl\rtment; Prew Savoy,
special attorney, Department of Agriculture; L. H. Seltzer, assistant
dli)rector of research and statistics, Treasury Department. o
The CuaiimaN. The committee will be in order. The Secretar
of Agriculture called me up this morning about the title of the bill.
Thére is one change to be made that they think is very important.
Explain that, Mr. Savoy. It was a change of date, I think. »
: bgr Savoy. ‘That matter wag touched on the other day.
Senator Kixa. Let me have it explained de novo, because I do not

think I heard about that. :

. Senator L ForrLerre Is that the one about making it 30 days
after the passage of the act? N , ; L

i Mr. Savox. The Secretary suggested if you made it 30 days after
the passage of the act the secondary processors will compel the
processors to pass the tax on to them, and instead of having 2,000
wheat millers, for example, you will have several hundred thousahd
bakers, cake makers, and so forth. L . ,
- Senator La TForrerre. Have . you considered the fact that it is
very much easier to..collect it from those people than it is from
the processors, beayse you have got a very much less difficult com-
putation and administration problem to tackle? = Now we. talked
that all out with the Treasury experts and it is their idea, and I
think you ought to have this in mind in commenting on it, as I
understanl it, it is. their idea. that while it will, increase numerically
the number of geopla that they have to deal with, that because. of
the:gimplér problem :with regard.to. these %@h,el: pgo%g it may not
entail -ahy Er_,eatev amount of woikfn,f the Treasury. Departmént, jn
collecting the tax. : Have I stated that right, Mr. Turney? .

Cingtrrer e Tatiin. S i g ; :
’.‘*‘?‘,H"{,:Ls‘gq; f)j:p{,lzf’,f;n;' FNS TR &1 Fultnes g S e "1” .’ia}:f"i'i 5 33{‘:_”,.;;;;
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. Mr. Turney. Yes. We think, as to the administrative ﬁr’oblem,
that it works both ways. It wifl unquestionably increase the num-
ber of taxes, but some of those taxpayers, especially in the cotton
textile industry, will present a much less difficult problem than you
have in the original processors. Of course where the reimburse-
ment goes to a secondary processor your problem is just about the
same,

Senator La Forrerre. As I understand it, it is your feeling that
the greatest part of the increase will not be from the secondary
processors.

Mr. Torney. That is probably our guess; yes.

Mr. Savoy. That, of course, is anybody’s guess. In looking at it
from the standpoint of the molasses and sugar industry as contrasted
with cotton, it 13 obvious you would have thousands of processors and
it would be quite an accounting problem to determine it.

Senator La ForLerte. What do you suggest to meet this situation?

Mr. Savox. We have two things to suggest. .One is going back
to March 8, which is the date on which the President announced this
windfall tax.

Senator LA Forrerte. You know there are a lot of cases where it
is going to be very unfair to them., Take the case that Senator
George mentioned, this concern somewhere that he is familiar with;
they had all their accountants work on it and they just could not
get their tax out by the 3d of March.

The CuHARMAN. Senator George, you understand what we are
getting at, do you not?

Senator Grorge. No, sir.

The CrarmMAN. The Secretary of Agriculture called me up this
morning and he said the secretary of the Millers’ Association had
¢ome in and he said he thought this was going to raise a good deal
of trouble. : :

Senator Lo Forrerre. This changing the date, Senator, from
Itfifarch 3, as it was in the House bill, to 30 days after the act becomes
effective. :

The CrARMAN. Mr. Savoy, you may discuss the matter with Mr.
Turney, and let us see if we cannot agree on some statement about
jt. We have already passed on it, but if it is o glaring mistake I
am willing to consider it. ' '

Mr. TurNEY. Senator, it is purely a question of policy, where, on
the one hand, you have the undoubted unfairness in 2 large %roup
of cases by sticking to this March 3 date, and on the other hand you
have the possibility that to some extent the administrative burden of
this thin%)owill be greater by putting in the amendment, and pos-
sibly—nobody knows—a greater loss of revenue.

The Cramman. How much loss of revenue? S

Mr. Turxey. We did not anticipate that there would be any
great loss of revenue.. U oo

The CrammAN. You do not think that there would -be?

Mr. Tornex, No. - RS

_Mr, Savox. The second su%gestio‘n‘was with respect to this-admin-
istrative problem. About 95 }

ercent of the tax was paid by 1400

taxpayers and about 4,700 taxpayers paid over $1,000, : Nowy'if-you
the tax you would eliminate

allowed a credit of, say, $500 against
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of the 78,000 taxpayers as much as perhaps somewhere between 60,000

and 85,000 . oo oo T

" Senator Georor. What do you  propose to do, Mr. Savoy? ‘Why

don’t you talk Ylain? 0 o ’ ‘ R
Mr. Savoy. The proposal was to go back to March 3.
Senator Groror. Iﬁnow, but here are:the facts: Here i8 a proc-

essor' who, immediately-after the court’s decision, hired all the avail-
able auditors he could get and went to work, and before they could
work out the exact amount that was due to all of its customers wi
whom it had contracts, and those with whom it did not have con-
tracts, because it wanted to be fair and treat them all alike, it had
to do it from a commercial point of view, then on March 8, when
it spent all its money, and before it could get out the checks, why,
you propose to come in here now and say it shall not be allowed any
refund. You are putting an 80 percent windfall tax on a legiti-
mate, honest concern. You arglgomg to say, “You pass it on, eve
bit of it, to the customers by March 8 or you will not get a dime’s
credit on your taxes.”

I will not defend it.. I do not care what any department thinks
about the matter of policy, because after all the tax that the people
of his country must pay is imposed by me and the other members
of this committee, and the Senate and Congress, and not by the
Secretary of Agriculture.

The Cuairyan. I merely wanted to bring that to your attention
because the Secretary was very much exercised about it.

Mr. Savoy. Yes, there would probably be a few cases of hardship
in cotton. ‘ : i o

Senator Grorce. There will be innumerable cases of hardshilp
where they were trying to act perfectly honest. If we wou d
meet that 1n a perfectly frank and open way we could write a very
much simpler tax bill, one that a citizen would know what it was
about, would know what he was doing. The man who is going to pay
the money in this country certainly ought to have a tax bill which he
could read himself and understand it. _

Thé Cnammman. Now, Senator Murray has a matter that he
wants fo bring to the attention of the committee. ’

 Senator Murray. I received a letter from Mr. McLeod of the Mis-
soula Mercantile Co., which I ask you to consider in your delibera-
tions.

" The Cuamsan. The letter may be inserted in the record and given
consideration. : :

(The letter referred to is as follows:)

Missovra Mercantizy Co.,

) Missoula, Mont., May 13, 1936.

Hon. James . Murnay, : ‘
Senate Office Building,

i - Washington, D. 0.
Re Revenue bill of 1936; item: Floor stock taxes. .
¢ My DEAR SENATOR MUBRAY: I understand that the present revenue hill as
passed by the House provides for a refund of floor stock taxes based on taxable
merchandisé on hand January 6, 1936, the date the Agricultural Adjustmient Act
became Invalld, Theré-is a proposed amendment to the effect that. this refund
should be based .on the floor tax paid by the merchant as of Auguat 1988 whep
S Do opposc fo.the MIL s now witten and m 1n ‘tavor of'the Beoposed
aiSibaisavors 5 e AL ee por it a4 In Suva o the ppone
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First. It would be difficult for all retallers to attempt  to:'establish .the
taxable content of merchandise on hand as of January 6, 1936. ;:The larger
concérny could probably do this because their records are myre complete,” but
the smaller merchants, in particular, ‘would bave innumer@ble difficulties in
* trylng to prove to the (Hovernment the exact amount of their faxable’ merchan-
dige on hand as of January 6, 1936, I o e s
- Second. By ‘adopting ‘the amendment there would bé no uncertainty about
the processing tax paid as of August 1938 because that was a sum actually pald
to the Government and figured on a stock on hand and theé whole "matter
was a matter of record flled with the Government. By using the August
1933 return there would be less chance for fraud. - O

Third. 1 believe failure to adopt the amendment will cause a financial. losg
to the smaller retatlers who have not been able to keep proper records and
would cause a greater amount of confusion and uncertainty among the mer-
chants and would cause the Government to incur an exorbitant clerical: and
printing expense which would not need to be incurred because it already has

possession of the August 1933 returns,
. I am ecalling this matter to your attention because I understand the pto-

posed amendment to this bl is now before the Finnnce Coninittee ‘of the

Senate and will soon be acted upon.
It you thing I am right will you do what you can to see thut this smend-

ment is adopted?
Sincerely yours, . )
C. H. MoLpop.

Sevaror Kine. Mr. Chairman, before leaving that, I just passed
to Mr. Kent the letter to which I called your attention, complaining
about the floor stock taxes, and so on. Have you any light to throw
on this, Mr. Kent? ’ . .

Mr. Kext. All T want to say is this letter is right in light with
communications we have been receiving from other groups recently
protesting to any proposal to go back to 1933 and indicating that
many groups are very much satisfied with the way in which the
thing was worked out in the present bill. They favor. a clear-cuv
provision for refunding taxes on January 6, 1936, stock. -

Senator King. January 4, :

Mr, Kent. Or January 4; yes. o

Senator Kixe. This writer states that the industry is now in a
state of turmoil and uncertainty bordering on chaos with reference
to the question of processing tax refunds from millions of customers,
and from these customers to their respective customers, and so forth,
There is no end of trouble, and so forth. i
.~ Senator Barkrey. It is exactly what we have done except we made
it January 5. ’ ' o
. Mr. Kent. It really does not make any difference, because the 4th
is Saturday and the 5th is Sunday. '

Senator Couzexs. May I bring up another matter? I brought it
up when there were very few present the other day. It is with re-
spect to page 241, where no claim shall be allowed in an amount of
less than $10. I think there is perfectly silly legislation, If a man
has a claim of $11 he can get 1t back, but if he has a claim of $9
he cannot get it back. My view is there will be hundreds of thou-
sands of little claims for $3, $4;$5 that will never: be made. :

I would like to eliminate that clause from the bill. - It seems a
gilly legislative pohc{ in the first place, and then it preclides a man
who may, have a $9 claim from getting it back, and tﬁé man. who has
& $11 claim would get it back. .~ .. .~ . -~ - o oo
.. Senator Barxrxy, It n‘mg' be_silly, but it is_along: the line of all
the jurisdiction legislation' that lim ts'the rights.of pedple-according
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ta the amount involved. - I think the Dggaﬁgxpen,t ought; to.spend as
~much: time on a 80-cent claira as on a $300 claim. . IS
: think they will

. ¢ Seniator Couzens, As a.practical matter do, you.
m@suchﬂill relaims® ., o o cL o
Senator Barkrey. I do not in‘ww.. 1.Liave comé to thé view thap
& lot .of people will: do almgst‘,anyt.hmgqto,gpt* something back from
$he. ‘Government, They will spend three times as much as is in:
wvolved. to get it back. "I do not care what you do with it. It just
means a lot of work over a lot. of little chicken feed. . ... =~
The Cuamrman. That was the reason for' this prayision. . - .
1, Senator Couzeys. I understand:the reason for it, but I think it is
* gilly.to say. that if a. man has & claim for $11 he can get it, and if -
k@,gaas;a: claim, for.$9 he cannot get. it. . I am’ convinced, fro.n the
«%)]'@Qtl(}&,l ap¥ﬁcgti01;,'of this thing, that there will be hundreds of
thousands, of these. claims to wlucir'tho_\_'l‘reasury seems ‘to object,
{ﬁat will never be mgade because of the cumbersome method of making
e refunds, Con . S
‘Senator La Forrerre. I do not think the objection came originally
from the Treasury. It was in the law. = . ,
. Mr. Kext. That is right. In drafting the bill, Senator Couzens;.
we tried to following as closely as we could the question of what
rights there would have heen had the processing taxes been termi-
nated by administrative proclamation rather than by adverse judi-
cial decision, and, of course, we regarded it as primarily a questio;
of policy. The mere cost of handling a small clajim, even thoug
no lz;lttgmpt* is made to have any sort of an investigation, is consid-
erable, o . '
Senator Couzens. I will make the motion anyway. :
The Cuamman. I had a communication from the secretary of the
Retail Dry Goods Assaciation, advocating just what you wish to do.
Senator Couzens. I did not get any letters about it, but it does
,setém so unfair and unreasonable to adopt such a legislative pro-
cedure. : '
- Senator Brack. Mr. Chairman, before the motion is put, as a
member of the subcommittee I would like to add to what Senator
?axfkle}y said, that we asked for the reason for that provision, because
I do not think it impressed either one of us in the beginning, and
F_ly recollection is we were told that under the tobacco law that
i

n{itation of $20 was put on it, if I am not, mistaken. That is what
we were told. T know we were told there is a limitation, and some-

one said it is $20. , : . L .
" . I will say now that there would be thousands who would be denied
thefig claims and there would be a discrimination, and I think it is
unfair, o

At the same time, if we are going to open it up to all, it would
sc,?\mnto,,mg that it should be made uniform in connection with the
other refunds, and if I had anything to do with the original passage
of it, I woul& have favored giving a man the right to the, refund
whatever it iss .. .. ., . . L o
... Senator K1ne.: May I ask you a question, Senator Black? ..
. Senator Buack. Yes. - .. ... o
.. Senator. Kiva,; Don’t you think that by mentionin 4$IQ,‘¥‘0 are.

the attention of & large number of persons who mig 1t have
c

aims to the fact that they can ge

0}
t a

aim if it is above that

calling
émaﬂgci
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amount and they will present their claims, whereas if-there is no
" mention made in the law at all the effect would be that people would
say, “It is o small amount; I am not going to bother with it.” By
mentioning $10, you are f;oing to invite everybody who has got' a
claim for $10.01 to file a ¢laim, o o

Senator Brack. I think they will practically all file them, Senator,
because my observation has been that some lawyer will get busy
and get an agreement out of all of them, practically, as they do in
other things, and it might be wise to consider that in connection
with the amendment. '

I want to say, personally, that I believe a- man ought to get what
is coming to him, whether it is $2, $10, or $1,000, but the committee
did not_take any decided view, except when we found it had been
the uniform custom to limit, we did not feel justified in asking for
a discrimination in this case. That is the way I understood it.

The Cuamman. Without objection the vote by which that part
of the amendment was agreed to is reconsidered.

Now we will just vote a just vote on it, 'Those in favor of the
suggestion of Senator Couzens say “Aye.” Those opposed “No.”
The “Ayes” seem to have it, and the “Ayes” have it, so the draftsmen
will write it up accordingly. _—

Senator Gerry. Mr. Chairman, I have an amendment here
that I would like to bring up for the attention of the committee.
It refers to when an em oger and employee have a stock bonus
profit-sharing plan. I talked with Mr. Parker about it.

Under the present law, as I understand it, the employee, if he
receives his stock, is taxed on the year that he receives it, when it
ig paid in to him. After the employer and employee have paid up
the full amount of the stock and the stock is turned over to him he
is taxed on the year he receives it, on the market value, the amount
that the face value of the stock is over the market value, and as I
understand it, that was in the 1926 law and then it was amended in
the 1928 act. .

The amendment that has been suggested to me is that the stock
should not be taxed on the supposed increase in value until it is
sold, because an employee who has been paying into the corporation
to get stock, as a part' of a profit-sharing plan, is taxed on it ap-
parently when he receives the stock, although he has not reallg had
any increase until he sells it. Now that comes into section 165.

enator Connarry. Let me ask you, Senator, suppose he does not
sell it? He has, as I understand it, received a portion of the value
of this stock as a part of his profit-sharing plan in the corporation.
If he does not sell it how is he ioing to be taxed on the profit?

Senator Gerry. Apparently he 13 taxed when he receives theé
stock although he has gotten nothing from it. '

. . Senator Connarry. If he gets it as a part of the profits why does
he not get the profits when he gets the stock? =~ - A

The Caamman. What is your reaction to this, My, Parker$

Mr. Parker. Let me give you an example of the two rules. In
the first place, thess plans are getierally provided in order to allow
the employees of the cognp:gly to get a stock ownership and to have
an actual participation in'the business. That lias been good for the

employee in many cases, and good for the corporation, bécause the
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employee; of course, takes more'interést in the corporation-ifihe owns’
some of its stock, Cieweg e s e

. Now under the existing law, suppose the employer has contributed

$1,000 toward the purchase of this stock of the company for which.

the man is working, and the employee has put in $1,000, that is
$2,000 worth of stock. Now suppose at the time that the employee'
ets his stotk it hag not been %aid;u‘p, and at the time he gots it
the stock is worth $3,000, there has been an appreciation in value, :
Now of course the real purpose of the plan was not to have the
employee sell his stock, but to keep it, to participate in the business.

Under the present law he is taxed in such a case on $2,000 profit,

he is taxed on everything that he has not put in, including

appreciabtion. : : , : :

The old rule that we had at one time was this: He was taxed on’
$1,000, but he was not taxed on the capital gain, the appreciation,
under the law, until he sold it, because he might never realize it. In
other words, under the old rule, which has a good deal of consistency,
you might say, in view of the general policy of this thing, he 1s
taxed on everything that the employer has put into it, and he is
taxed on every dollar that the employer has put in, he is taxed
on all dividends, and se forth, that have all accrued on the stock
while it has been held, but he is not taxed on the appreciation until
he sells the stock.

_ As T understand it, that is the rule that Senator Gerry is advancing.
Senator CouzeNs, It seems to me a perfectly equitable rule. _
Senator LA Foruerre, It depends on the way the market is going.

. Mr. Parker. It does not make any difference which way the market

is going. : -
gena%or Couzens. I am objecting to charging him for the apprecia-

tion which he has not realized.

" Mr. Parger. That is what we are doing now.

Senator Gerry. That is the point that I am raising. )
Senator Brack, You mean the employees are the only ones who
pay on the appreciated value? . :
r. Parker, The employee pays it when he gets the stock. _
~ Senator CoNnnavLny. Mr. Parker, s,u}[l)pose I buy stock and it goes

up in value, I do not pay until I sell the stock?
‘Mr. ,PA;;!%R.; Oh, no. k . ;
Senator CLARk, Why does the employee pay it, if nobody else

ays it : 4

o KIr.‘P’ARKER; I will tell you how we got that rule. We got that
rule when the market value was declining. For instance, suppose
the.employee has paid in $1,000 and the employer has paid in $1,000,
that is $2,000; at the time he gets the stock it is only worth $1,5005
under the rule proposed here he would still pay on the $1,0000
because that is what the emrl'o{er has put in for him, and of course,
under this proposition, really the purpose of it, to my mind, is that
the employee shbiﬂd'x{’ot sell the stockj the whlolé purpose of this
thing was to dllow tle émployes to' gét an interest in the company.
Y think it is.a matter 6f which is t :elrl%'[ht pql.iﬂig?- e
- Senator’ GErry. I would like.to read right here what the Ways
dnd Mearis Committee said about t. It is short, it will not take very

¢

{4y
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long, This was the report of the Ways and Means Committes on:
the 1928 act explaining the change: PRI

" Bectlon 219 (f) of the 1920 nct provides that where a’ trust'is created by,
an employer as a part of a stock bonus or profit-shating plan for thé benefit
of the employées, and contributions are made to the trust by the employer and
tho employees, the amount actually distributed - to the employees by, the trust,
in excess of their contributions, is taxable when distributed. Upon the.ter-
nmination of the plan there is distributed fo the employee his proportionate
share of the stock or gecuritiés purchased urider the ‘plan. Under section 219
of the 1926 act, in such a case the appreciation-in the value of the stock; from
the date of purchase by the trustce to the time of the distribution, is treated
as income. As a result the employee is taxed not only. upon the amount con-
tributed to the trust by the employer and the dividends or interest distributed
to the employees, but also upon tlie appreciation in the value of the stock,
which has not been realized. The amendment provides that upon' such a
distribution to an employee there should be taxed to him as compensation the
amount contributed by the employer toward the purchase of the stock, ail
cash dividends on the stoek, any Interest paid to the employee, and any other
income recelved by bim but that any appreciation in the value of the stock over
the cost to the trustee should not be taxed unless and until the gain is realized.

In other words, the reasons set out in the report are entirely sound
and warrant a change in the present act to conform with the.pro-
visions of the 1928 act. The only amendment to the present bill
necessary to carry out this change 1s one restoring it to the language
of the 1928 act. ‘ L o

Senator La Forrerte. You should not consider this entirely from
the point of view of the small, low-wage-earning groups in thé cor-
porations, These big executives class themselves as employee for this
purpose too. Otherwise we would not have so much interest in what
the Congress is doing in connection with it. . L .

Senator Couzens. Mr. Stam is throwing a different light on it
than I understood here. IAr. Stam, you pointed out to me section
165 of the employees’ trust, which you have a different construction
of than some of the members of the committee seem to have.

Mr. Stam. I say under the present law the employee is taked when
the trust is terminated on the difference between what he put into
the trust and what he got out of it, and in order to arrive at that
difference, if there is distributed to him stock in the corporation
they have to file that stock and see what it is worth at the time
of distribution, and the value of that stock over what he put in is
regarded as income to him at the time of the termination of the

trust. That is the ’lpresent law. L
Senator Gerry. Therefore, if he is a small employee he will sell:the
stock, if he wants to raise money he will sell it. L o
Mr. Stam. He has income Wwhen the trust is terminated. =~ "~
Senator Gerry. You kill the profit-sharing plan,” That is the thing

I am thinking about, - - L . o s
~Senator Brack. Mr. Chairmsin, I think that they all ought to bé
taxed alike, both the employees and theé others. It seems to me the
statement in the trust-fund provisions is quite & different thing. =~
T want to state that I do not agree with the views of policy as ex-
pressed by Mr. Parket, My observation is;that it ig not such & good
thing for all these employees frequently to be coercéd into bn%uig
stock. We happened to have some evidence v‘f_thére'e‘51’1‘p1§15oye,,essH were.
practically coerced all over the United States to buy stock, and &t the

very time they were paid their price for it the man who had control of
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it sold $19,000,000 worth:of that stock on the market. It is my judg-
ment that, to a large extont, alot of this mcalled'proﬁt:aliaring plan:
. of employees is a plain racket and it is intended not for the beriefit
of the employeeés and. doeg not.redound to their benefit. or advantage,;

I am not willing myself to vote for any amendment on-the:basis: -
that I want to further éncourage any such schémes' that have been
perpetrated in this country by niimerous’ countries.’ T'do not méan’
that all of them do that at all; I think some of them are honest and
bona fide in their efforts to get their stockholders interested, but with
reference to & lnr%t? number of companies we have had evi(ience that
they hire agents, they hire promotors to go over the country and sell
this stock to their stockholders, My observation has been that the
stockholders have actually lost a great deal of money, that is the em-
ployees, and it has been brought about by the control of the people
who were tryng to get them to buy this stock and succeeded in doing

50. :

Now, I fully agree with the principle expressed by Senator Gerry
that stockholdersg-;ho ha’pgen to be employees shoulg not be assessed
higher or lower than anybody else, and to that extent I favor any
amendment that would bring that about, but I do not want us to
pass amendment on the theory that we want to do it to encourage a’
continuation of this widespread practice over the countri'l. ; :

Senator I.a ForLerre. They got the advantage of it when the mar-
ket was going down and now they want the advantage twisted around
because the market is going up. That is what it amounts to.

. The CuamrmaN. Have you got an amendment, Senator Gerry %

Senator Gerry. I do not believe it is in the form of an amendment.
It goes back to Mr. Parker to draft that. I was going to suggest that
Mr. Parker draft the proper amendment.

Mr. PArgEr. It is Just like the old law, that is all. It is just a
matter of policy whether you want to tax appreciation of the stock
in the hands of the employee who gets it. ‘

Senator Gerry. This would help the profit-sharing plan of the
em{))lo ees. I thought it was a good thing, Of course there may
be ady cases, but I thought this was a good thing.

The Cramrman. Suppose you get the amendment. up, Mr, Parker,
and present it Monday morning, Senator Gerry. =

. Mr. Parger, There is nothing to the drafting of it. It is all
drafted practically in the 1928 act. : »

Senator Barkrey. Mr. Chairman, I have a letter from Judge
Covington sugit{a ting an améndment to section 112 (B) (8) covering
liquidations. He wants it broadened s6 as to cover' voluntary con-
solidations and purchases. . A

" (The letter referred to is as follows:) '
' CoVINGTON, BURLING, RUBLEE, ACHESON & SHORS,
- " -« Washington, D, C., May 21, 1936, -:
s " ''Washington, D. 0. o ‘
. DreAr SEnATOR, Bmurxx”: I agx; transmitting herewith a memorandum, deal-
ing with certain proposed amendments to the pending revenue bill designed to

Hon. ALueEN W, BARKLEY,

effectuate, the purpose of the amendment in the Revenue Act of 1985, to- make
pgssﬂtale the elimination of subsidiary corporations and thus simplify corporate
structares. . . .., <o e L L . ) ;
Yaur technical experts will say, 1 um gpure, that the 1935 amendment does not
-afford a full.opportunity to .accomplish the desired purpose,; and it.is hoped
that the now proposed amendments will'be included in the pending bill. They
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are simply intended to -make it possible for corporations to teke: over. the
property of their subsidiaries, whether by statutory mepger, cousolidation, or
llquidation as may be necessary under the laws of the varlous States and in
congonance with the existing corporate structures, without capital gain or loss
and -with a preservation to theé parent of the basis of vilue of the property of
the subsidiary. . L - s .
It is earnestly: hoped . the Senate Committee on Finance will see. its way
clear to .adopt the proposed amendments. o
" Sincerely youts, ; ‘ : . ‘

o ) J. Hanry COVINGION. -

AR - May 21, 1036.
MesmoranpuM ox H. R, 12305

SUGGESTED AMENDMENTS TO SIMPLIFY EXISTING CORPORATE Si’BUCTUhEB

The elimination of subsidinry corporations wherever possible has been urged
by the President and others for some time, It is conceived to be in the interest
of the public, and it also conduces to n more expeditious and efficlent adminis-
tration of the revenue laws, In pursuance of that purpose the Revenue Act
of 1030 provided in section 110 (wihich added subdivision (6) to sec. 112 (b)
of the Revenue Act of 1934) for “exchanges: in liquidation” without gain or
1088 where property (other than money). was distributed to a corporation in
complete liquidation of another corporation when the corporation receiving the
property was in control of the liguidated corporation.

1t developed, however, that in many instances coiporatiens, by rcason of the
restrictions of State laws or the pecnllar nature of the corporate organization,
could not effectunlly, under the 1035 amendment, eliminate thelr subsldiaries.
The amendment had been proposed and adopted in the closing days of Congiess
without adequate opportunity to study fully the legal situations involved and-
thus completely to achieve the avowed purpose of the amendment.

The proposals for further amendments are simply intended to assure the
full accomplishment by corporations of the previously determined intent of
the Congress to promote the liquidation of subsidiaries with the consequent
simplification of corporate structures. !

(1) Amendment to section 112 (b) (6)

Amend the caption thereof to read “Exchange by statutory merger, consoli-
dation, or liquidation”, instead of “KExchange in liquidation.”
. Amend the first sentence of section 112 (b) (8) to read as follows:

“No gain or loss shall be recognized upon the receipt of property (other
than money) by a corporation in a statutory merger or consolidation with
another corporation (whether or not such merger or consolidation has the
effect of a liquidation of such other corporation), or in complete liquida-
tion of another corporation, if the corporation receiving such property is the
owner of voting stock possessing at least 80 per cent of the total combined
voting power of all classes of stock of such other corporation, , ‘

Amend thie Inst sentence of gection 112 (b) (8) to read-as follows: .

“This paragraph: shall not apply to any liquidation if. apny distributjon.
in pursuance thereof has been made before the date of the enactment of.
this act; but section 112 (b) (6) of the Revenue Act of 1924 (added by
section 110 of the Revenue Act of 1933) shall contiiue to apply with
respect to liquidations initiated: under such section, whether or. not stich
liquidations have been completed prior to the enactment of this act.”

g0 that the section as amended will read as follows:

“(8) Ezchange by Statutory Merger, Consalidation; or. Liguidation.—No
galn or loss shall be recognized upon the receipt of property (other than
money) by a corporation in a statutory merger or c¢onsolidation with an-
other corporation (whether or not such merger or consoltdation has' the
effect of a liquidation of'such other ‘corporatioii), or-in complete liguida+

" tlon of another corporation, '{f the corporation receiving sucli property is
the owner of voting stock possessing at least 80 per centum of the' total:
¢ombined voting power of all classes: of stock of such other corporation.

AB used in this paragraph ‘c?mpl'ete Hquidation ihcludes any oné. of a gories:

i-
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- -of distributions by @ - corporation .in complete- cancellation; or redemption
- of .all {ts stock in accordance with a plan of liquidation under which. the
transfer of the propérty under the lquidation 18 to bé completed within a

time specified in the plan, not exceeding 8 years from the close of the tax-
able year during which 4s made the first of ‘the seiles of: distributions under
the plan. . If such transfer of property 18 not completed within the taxable
year the Commissioner may require of the taxpayer, as a condition to the
nonrecognition of gain under this paragraph, such botid, of watver of the

" statute of limlitations on - assessment and collection, ot Lioth, as hé may
deem necessary to insure the assessment and collection of the.tax If the
transfer of the property is not completed in accordance with the plan.
This paragraph shall not apply.to any liquidation if any distribution in
pursuance thereof hag been made before the date of the enactment of this
act; but section 112 (b) (6) of the Revenue Act of 1034 (added by section
110 of the Revenue Act of 1035) shall continue to apply. with respect to
MHquidations initiated under such section, whether or not such liquidations
have been completed prior to the enactment of this act.”

(2) Amendments to section 113

Amend the first sentence of section 113 (a) (8) by lnserting after the word
“Inclusive” a comma and the following: “other than a transaction described
in section 112 (b) (6)”. ’

Amend the first sentence of gection 113 (a) (7) by Inserting after the words
“the same persons or any of them” a comma and the following: “or upon a
transaction described in section 112 (L) (8)".

Amend section 113 (a) by adding the following new paragraph: .

“(15) Basis established by revenue act of 1934.—1f property i8 acquired
under section 112 (b) (6) of the Revenue Act of 1934 (added by section 110
of the Revenue Act of 1935), then the basis shall be the same as that
provided by section 113 of that Act.”

(3) Amendment to section 112 (h) )

" Amend section 112.(h) to read as folléws:

4 “Definition of Coptrol.—As used in this section the term ‘control’ mean

. the ownership of at least 80 percentum of the total combined voting power

of all classes of gtock entitled to vote and at least 80 per centum of the
total number of shares of all other classes of stock of the corporation.”
* The Caamman. Have you brought in an amendment here?

“Mr. Parker. 'We had to work on the foreign-tax situation. We
have not gotten-down to that. :

. Senator Barkrey. I wanted Mr. Parker to look it over and see
what there is to’ it. 4 ,

- Senator Warsa. Mr. Chairman, the question has been asked me:
“Is the amount of tax at 18 percent to be deducted from the earnings
upon which the 7 percent ig to be paid?”® =~ . o ‘

- Anocther question was! “Is the windfall tax t6 be deducted first?”
Mr. Beaman. You are asking a question of policy, Senator. Thé
present law ‘;proni'désithat you 'do not get a deduction from gross
inhconie ‘in com tiﬁg ‘net: income in the' amount of income taxeg -
;)aid. The windfall tax is an income tax, therefore, as far as I know,

t would not be deductible. N R
X S?enator:WALsm- Neither would it be ‘deductible from the 7-percerit
ax SRR
Mr. Beaman. No. _ \ Co o
- Sénator Warss. T would like'to have the experts’ opinion’ as to
whether; that is.sound policy. Whg 'should not this tax be ‘deducted
before the 18-percent levy is made¥ © 0 oo
o (R LT T Lo o [

GG e e
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‘The Crmamrman. Is it not becriise this tax has already been’ col-
lected? The Supreme Court held it was collécted impropetly.and

now they are trying to get it back,

Senator Couzens. Therefore it is not a tax, - -~ .-

- “Mr. Turxey. As far as the 18-percent tax is concerned, the in¢ome
on which this windfall tax is’ imposed is, in effeit, though’ the
mechanics is not exactly that, but it is, in effect, excluded from the
computation of the 18-percent tax, because there is given as a credit
against the windfall tax the amount of the 18-percent tax or of the
7-percent tax which is imposed on that same income, Now it may
conceivably be that as to the 7-percent tax you would want to ado][:t
a different rule, on the theory that they could not distribute the
income which was necessary to );ay the windfall tax. o

Senator Warsu. They certainly cannot distribute income that has
already gone to the Government by way of a tax, can they? I would
like to submit that to the committee members for considaration.

Senator La Forrerre. They cannot distribute it and get it back,
that is sure. ‘

Mr. Turney. The way the bill is set up it seems to me you get sub-
stantially the same result, because if there is a 7 percent tax on the
amount of the income which is subject to this windfall tax the 7
percent tax is credited against the windfall tax, It is just the same,
in net effect, as if this windfall were excluded from the computation
of the other income tax.

Senator Warsu. If I understand you, it is not credited against the
18 percent tax but is credited against the 7 percent tax.

Mr. Turney. To state it exactly the way it works under the bhill,
there is a credit ag{ainst the windfall tax to the amourt of any other
tax, 18 percent or 7 percent, which is imposed on that amount of the
income, and as far as any double taxation is concerned it is completely
eliminated. .

Senator Brack. Is it double taxation when an-individual pays the
surtax over and above the normal tax? Is that considered double
taxation o

Mr. Turney. I would not say it was, , S

Senator Brack. Do you consider it double taxation then when it is
paid by a corporation? Does the same rule apply to it?

Mr. YI‘tmNBY. No. ‘ : ‘

Senator ConnarrLy. No; it is not the same rule. : ,

: Senl::t,or Brack. We have departed .from the individual rule,
thou » - . ’ . i N

Mg. Torney. Of course you can make a distinction, I think; here,

})ecause the individual surtaxes depend on ,what he does. with his
neome. - .. - T T

Senator Brack. It depends on how much he.made. In.other
Wor?ds, however, both of them constitute, in effect, a surtax, do. they
not e ot = S
Mr. TurNey. That is true; yes, sir. el el

Senator Brack.. In the corporation plan, where you permit them
to first take out the.taxes they paid the Government, .we.apply: quite
a different rule than we do to an individual. 7 oo 0 ey oy

Mr. Torney. I think it is a different situation. Oné is taxed on
distributed earnings and the other is taxed on income. . The ¢redit
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.provision: in the windfall tax gives the taxpayer more relief than a
'deduetéon, of the windfall tax in computing the 18 percent and 7
pereen. . N P : L v

The CuHAmMAN. Mr. Seltzer, let us get at the estimates again.
‘Thig is your final estimate on this same proposal? -~ ~ = = -

+ »Mr. - Seurzer,~This is what we ‘call . of -the -proposal’ n;ade
yesterdgy. L R
The Craameman, All right, go ahead and explain that, Mr. Seltzer.

. ‘Mr. Seurzer. We get a total net estimated increase in revenue of
$5622,000,000.:-'Of this amount $215,000,000 would come from the in-
crease in the ordinary corporation income tax to 18 percent.

~Senator ConnarLy. How much

Mr. Seurzer. $215,000.° : 3 :

The: CukrMAN. Then you estimated about $19,000,060 on that
$1,000 exeniption. I think you had $244,000,000 yesterday on that
item. . . EA ! B . .

Mr. Sevrzer. We were comparing that with plan no. 7 or C-3.

The Cuaman. I thought yesterday you said that the increase on
the 18 percent, thie present rate, was $244,000,000. ' -‘

Mr. Seurzer. That is right. :

The CrAtrMAN, Now with the $1,000 exemption on $15,000 corpora-
tions, there would be a-difference between this $215,000,000 and
$244,000,000, which would be $29,000,000. ’

Mr. Sevrzer. That is right, $29,000,000. Then we get $217,000,000
from the undistributed earnings tax. That is $8,000,000 less than
we had gotten under no. 7. And we get $90,000,000 from the normal
tax on dividends, making an aggregate of $522,000,000.

I might say that no account has been taken in this estimate of
the exemption of banks and insurance companies from the surtax
on undistributed earnings. I do not believe that that exemption will
reduce the revenues very appreciably, I do not believe that that
eke(;ggtion‘would reduce the revenues by more than $5,000,000 or
$6,000,000, -For one thing the banks in the past have usuall paid
out in dividends a greater amount than they reported in taxable net
income. That is the tax-exempt interest. -

- "The Caamman. You did not put that in the House bill. You put
a 15 percent flat rate on banks. S .

Mr. Sevrzer., That is right, T

'The CHamMAN, Here we put an 18 percent flat rate on.

Mr. .Seurzen. ‘That is right. o, : :

" The CuammaN. Why would not you get more revenuef. -

‘Mr. Sevrzer. I am referring here only-to the undistributed earn-
ings, tax, that 7 percent on undistributed earnings. I am saying I
do not anticipate that a correction of this estimate for the exemp-
tion of banks and. insurance companies. from the 7. percent supertax
would make an appreciable difference in the estimate. s
. Senator Couzens, It would 'be s¢ small it would hardly be worth
taking into #ccount? A . Cre g

Mr. Sevrzir. Yes, because g large part of the income is tax-exempt.

Senator Warsa. Does thie exemption include mutual savings

bﬂg.}‘;?, T S
. Mx. Pagxes, It is mainly, those that, are exem
e Fneces, Te s meinly, those ¢ g

¢ ynder the present

i

ot ‘cost you any:mioney. . Usually pay a: ¥athersmall
tax, If they are taxable’ythé !1%0;1111] ’."igﬁ‘%];%igtg,' lg theremall

d pay percent.
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_The Cuamaan, Here is_a matter that gives me some. concern.
You said that under this House bill, undex’ this theory, you would
raise $623,000,000 more, I believe, in taxes; is that nghtj Coe
. ‘Mr, Sernrzer. Yes. oS R

The Cuairman. And that, in order to.transform the complete
distribution and put it in the form of a flat rate, it would take about
25 or 25.6 percent ? e

Mr. PARKER, 25.5 lpercent,. ‘ o .

The Cuairman. In other words, 25.5 percent would give you
what you would expect to get the other way, this $628,000,000%

Mr, Serazer: No,

The CuaryaN. That was as I understood it. - I understood that
to be Mr. McLeod’s testimony. Am I wrong or right about it?

Mr, Parker, That was repeatedly testified to. ‘The 25.5 percent
flat increase on corporations, without the $1,000 retention of in¢ome,
would produce the necessary additional revenue, both in the House
and, I think, here. .

The Cuatmaan. That is way I understood it. Now, if you take
the 18 percent flat rate and put 7 percent on top of that, on the
amount retained, that is 25 percent, is it not? ,

Mr. Sevrzer.. Yes, :

Senator ConNarLy. Now, Mr. Chairman, it is 7 percent on only
that part that is retained. ~ '

The Cnararan, That is what I mean, on that part retained. Of
course, it is not 7 percent on the 18-percent tax. .

Mr. Serrzer. T was not here when Mr. McLeod gave his testi-
mony. ‘

Senator Barxrey. What was said, Mr. Chairman, was that, in
order to raise the amount of money provided for in the House Eill,
the way the House bill provided to raise it, it would take a flat rate
of 25.5 percent on all net earnings of corporations, without regard
to any retention or distribution. Of course, this proposal that we
have adopted is different from that in that it does not tax the
undistributed income more than 18 percent. That would make a
difference. . -
. The Cuamrsan. Well, if it is distributed it does not change the
situation. They vva’v the increased tax, - R v

Mr, Serrzer. Well, that is excluded, you see, in the present budget
picture. _You are seeking a net increase of $620,000,000, or there-
abouts, I take it, ovér what we anticipate in the budget picture.
The dividends that we anticipate corporations would pay during the
calendar year 1936, in the absence of any change ih the law, are
already ircluded in our budget picture, so far as. their effect on
individual incomes and the surtaxes that we collect’ on 'those
incomes are concerned. . v e e T

Senator Barkrky. The question was asked' during the héaring:
“What sort of g flat rate would be réquired with no supertax. on. the
part retained, in order to prodice the ainount ‘of revehue the‘Houg?
bill provided. for$® . . . TR T
" The CHaRMAN, He said 25.5'percent, ~ = . b

Senator BArkrey, Yes. - e

The CriarrmaN. Did you take into consideration ﬁgat the 7 percent

that, we put in Here applies to intercotporate dividends' and undep
) T T T O € I S B ;

the Flouso bill # did Aot apply to thein
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- Mpe Sexnzer: As I understand the House bill; it: would apply. to
incorporate dividends there, 'That is, the withheld earnings subject
to tax under the House bill-do ing¢lude dividends received by cor~
porations. R
i+ The CHAIRMAN. Well, you are getting 7 percent and 18 percent and
you are applying it on intercorporate dividends too in this proposal
‘that we have got now? g AT S
- Mr.. 88yrzer. Oh, yes... . . oL
* The Crameman, Did you take that into consideration at all?
Mr, S8eurzer, We did. . - : :
The Cramman. Well, it does look to me like the figures are awfully
low. Here you get $522,000,000 and you get $623,000,000 in the
other case. e o e CL
'Mr. Sevrzer, You get $591,000,000 in the other, from the compar-
able provisions. : o
The Cuairman. That is by exem,{‘)ting the $1,000¢ : o
Mr. Serrzer, Noj that is from the taxes on corporations and the
effect on distribution, that would give you $591,000,000. - It brings
it up to $628,000,000 by a number of miscellaneous provisions which
I mentioned yesterdu{r. S A ~
Senator Barkrey. You mean under the House bill you would get
$591,000,000, g S
Mr, Serrzer. I beg pardon? .
Senator Barxrxy. The House bill, as I understand it, provides
$591,000,000 on the corporation tax, but your figures yesberd’ay, before
we exempted so many people, produced $596,000,000%
Mr, Seurzer, That is correct. o
The Cuamman. It did not go to $596,000,000, it went to $544,-
000,000, did it not? ,
My, Serrzer. 1t went to $596,000,000 before you made the deduc-
tions for small corporations, S N
The Crammman. Oh, yes, when you put a tax on a tax.
Mr, Seinzer. That is true, - / . S
Senator Couzens, May I say, Mr. Chairman, I think we are gettin
more confused every minute when we try to add the 18 percent an
7 percent. They have no relation to each other.and youjust cannot
add those together and say it is 23 };ercent. That ig not true. The
'more we discuss the 18 Eercent and 7-percent together the more con- .
fused we get, because they are two.different things entirely.  They
cannot be added together. I PR S LA R
Mr. Seurzer, We had estimated that for 1986 the dividends.to be
paid by corporations would increase over the dividends that we esti-
mated:weré paid in’'1985 by, I think, $870,000,000. - Under. this:bill.
the corporations would be ggging in taxes to the Federal Governmeit
215,000,000 plus $217,000,000, or a total of $432,000,000 more than we
‘had anticipated in making up the Budget estimate.’ | Nevertheless, in
making the estimate for this''propdsal. we ssid “that- corporations
would not reduce their dividend disbursements’at ‘all fde;spitefthe
fact that they will pay in Federal taxes $482;000,000 additiénal; -We
said that that could:be counted upoti approximately to' coyinteract the
additional stimulus to distribytiof’ provided by'n net 8:percent'tax
diﬁemg:gé;oytleemmlged %ai;niﬂgsj-e;ln{n'4,:::?3,4-2 Eey .';;‘:-'f,‘s'«f:ti'i,’f';v&f
- Qur 1atés under $his proposeal. assumeé: a-greater proportion of -
darfings paid ‘out' by ogrpbﬁ&m after taxed than: thgy?ﬁ(i’mu der

%08884—pt. —386—4
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the Budget estimate. They do not.assume a greater dollar vclume
of dividend payments, because we believe, as X have just said, that
the additional taxes paid by corporations; $432,000,000, would act as
a partial or total counteractive, v
" Senator Couzens. That means substantially that the:corporations
will obviously have to: curtail the dividends in many.cases because
of the increased corporate tax, is that what you-are trying to.get at#

Mr, Seurzer. No,  What, in effect, I was trying to say was that
the tendency to increase their dividend. distributions by. reagon;of a
net 3-percent penalty on retained earnings might be counterbalanced
‘by this $482,000,000 of additional taxes that they had.to:pay. ..

Senator Couzens. That is exactly-what I said.. They eannot dis-
tribute as much when we take it away from them in the form:of
taxation than they would distribute if we.did not take it-away from
them by taxation, ' Sl

Mr. Sevrzer. What I am trying to say, Senator, is.that they would
distribute just as much in dollars despite the fact that you are taking
$432,000,000 additional away from them, I said-that they might
distribute just as much because you do impose a penalty on not dis-
tributing, but I also say that they will not distribute as much addi-
tional as you miﬁht at- first think because of this: penalty, because
of the fact that the absolute volume of their taxes will be increased.

The Crammman. Well now, you estimate we have got to get some
additional taxes if we carry out the President’s message. Now: let
us see just how much we need, You have got $522,000,000 and -we
want $623,000,000. : e Ce

Mr. Seurzer. The President’s message said $620,000,000.. "

The Camman, $620,000,000. So we have got about $98,000,000
more to get; is that right? -

Mr. Seurzer., That 1s correct. o o o

Senator Lia FoLLerre. That is not quite accurate, either; is it§

The Crairman. Noj that is not quitfnccurate. C

Mr, O’BrieN. Senator, do you not‘have ito get the difference be-
tween $522,000,000 and $591,000,000 instead of .the difference between
$522,000,000 and $620,000,0002 . -~ . . .

Senator ConnarLy, Mr. Chairman; I'do not subscribe to the prin-
ciple that we have got to get $621,000,000 exactly. ‘We ought to levy
what we believe to be-a fair and just act. . I do not subscribe to the
theory that we have got so much cloth here, and we have got. to fit it
on a person, whether it does or not. L S

. Senator .bo'nzzns, I said the sume thing yesterday. - We are:all
exgemmentmg. R T O U TR TR

. .Senator CoNNALLY, ‘Suppose.we miss it by $100,000,000; what dif-
fOl‘el’lOe doeB it lmke?*'3 LD T “ IR ’ 0 ¢v Tl L gt et ,;
.~The Cramman. Of course,. it is a rather difficult £r0p,p:;iﬁom I
am frank to state, without any .element. of: criticism, that.X think the
estimate:is too low on thig proposition...; . . oo b0

Senator Lia FoLrerre.. Senator, it is s disagreement. between, you
and the Treasury: on what you fignre this sixpeweptépenal? on're
tions will hring, as. to what effect it,i5.going, to;have.on distribution
of dividends. That is what it gomes downifo,,: - . uin i s

Mr. Smirzer. As T understand the House bill-:I, may be. mistaken,

ve.been working .on the: Se 0K

-

I, have. ‘ ate. propogalaifor several- wes
a8 f?ren.o lect: the: provisions .of. fh?gé’useqﬂl niescprporate i divie

e e iy Beeliog
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‘defids were included in the éai-nin’ga'subject‘ to tax, retained earnings
subject to tax. - If I am mistaken I should like to be corrected. -
. < The Caamman, Is that rightt - - .0 K
< Mr, BeaMAN, Sure;: .. .00 st
The CrarMAN. Is that your information, Mr, Stam%. - .. .4
- Mr. Sram.’ In figiring out your 25.5 ppercent fldt, the:testimony was
ﬁ;ven‘ if you had a:flat rate of 25.5 percent, that:that- would ;produce
‘the needed: amount of irevenue. .-Now;: that:iwas ‘based:: on ‘existing
-law; as I understani, tlat 25.5-percent. flat irdte, andy of course; the
existing law did not: take into account: the intercorporate dividends.
In the proposal you said you could raise this much revenue by 25.8
percent. flat. , Now; the 7 percent flat:is, imposéd on the ‘intercorpo-
rate dividends, so that you would probably. get'more by that 7-percent
rate than: you would t. rbugh"yoﬁr, 25 - percert flat.!’ .1 mean-that is
the thought we had in mind. - .i;-: ~0 .70 r .-
Senator CoxNarry. That is impossible. .
Mr»‘STAlLWhyQL Cig T < s ’ o
.. Senator CownaLtx. Because the 7 percent is o&lg on one-half of it.
Mr. Sram. You see the part that is distributed is taxable in the
hands of the shareholders, and we picked up from them. -The part
that is not distributed is taxable in the hands of the corporation
and. we get the 7:percent of the intercorporate dividends that are
not distributed. So I think you would pick up something from
that source. Y
Mr. Sexrzer. You are not, however, talking about the House bill
provisions? B ' L
. Mr. Stam. No, no. ‘ . :
“The Cramman. What is l;nmr reaction to that, Mr. Parker?
Senator ConnNaLLY. Mr. Parker, let me ask you right there, before
iyou. start, you already figured the 4 percent that you are g‘oin_g to
‘pay. on the dividends in the hands of the individual shareholder
you figure-that in a separate bracket, so you have got to disregarci
that in computing any increase? - A S
.. Mri Srass, 'Pardon me just a minite, Senator. We have not figured
there woilld be any increase in’ distributions due to the 7 percent
additional tax. o T N L . !
i Senator La- Forverre. It is only 8-percent net, as far as that
inducerhent ‘is!concerned. - Furthermore, I think we are talking at
oross-purposes, because what I understood Senator Harrison -was
asking about was whether or not, in proposing the House bill; they
took into account the intercorporate dividends, whether they had
that in this-estimate, trying to squeeze & little more money out of
‘Mr;- Seltzer on thé ground he did not ﬁ%;‘re'it in the House bill and
did :figure it.in the Senate proposal,: That id not true.” They did
figure it in the House, and it is figured in this, so you can not get any
‘more imoney from it on:thgt basie, i - 7 o e 0 0
. Mr. Parkes Dithink: thers is an ‘itery here‘on’ this liquidation
‘prgposmnfthwbﬁghﬁp&add&8 000,000} ' < e B sine
- Sendtoy Tia dewn'a‘fsﬁid‘-éﬁ’m?ooo,‘oo&iﬁ‘the:Housefbjl,l;cmp;
‘pared to $522,000,000 in this one. Y‘quﬂhaveﬁ not, eliminatéd “those
rovisibngg therbforeyolt ! ure’ dotih a gositim‘r ‘to add ‘that. - Now
ol can '%‘b ahead and add these ‘other things and see what you get.

HTHY) ORAL ‘f;j;;;}‘;ij’i’Mﬁ'gﬁi?éﬂ;ﬁé{gg:???‘ﬁﬁ‘this{'tmd sécbim} 02%
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- Senator Lia Forterre. I do not think, Mr. Chairman, it is fair
to ask the Treasury experts and actuaries to estimate on:how much
102 is going to do until they know what iou’are‘ going to-do to 102.

The Cramrman. I am asking Mr. Parker now; I am not asking
Mr, Seltzer. L \ LG LR

Mr. Panker, I think the possibilities ard, there will be a' very
considerable amount of additional revernue from- the: psychological
effect of changing section 102, if we can do it in a practicai manner.

Senator Barkrey. I think as far ag section 102 is concerned, for
all practical purposes it is just like a turnip, it has got'no blood in
it yet. g . o - .

he CrairmaN, We have got $69,000,000 difference between the
$591,000,000 and $522,000,000. How much have we lost, Mr, Turney,
by this windfall tax business and the refinding proposition from
what we started out with! We expected to get there $100,000,000,
did we nott : : '

Mr, Turney. Under the provisions of the House biil-—I think Mr.,
Seltzer can answer the question—it was reduced from $i%2.00¢,000
to—do you know what the figure is? ,

Mr, Sevrzer. Yes. Under the original House bill provision it was
$100,000,000. ‘ :

The Cuamraan. Now, as to these changes that were made, what
effect have they upon the revenue? :

Mr. Seurzer. We have not seen the changes yet. When we get
those changes we will be glad to submit a revised estimate,

The Cuairman. Well, Mr. Turney, have you any idea what it will
be? We have got to get more revenue. We would like to know
what it would be. - o

Senator George. That is temporary anyhow, Mr. Chairmen:

Senator LA Forrerre. Mr. Chairman, if you want to figure out on
the basis of the Treasury estimate what your bill would raise under
the proposal the committee adopted yesterday, as I understand Mr.
Seltzer’s testimony, you are now in a position. to add to the. $522,-
000,000 those -other things which were estimated and included in
the $623,000,000 and which. are still retained in thig bill, such as
the liquidation provisions and other things of that kind. ‘I think it
would be helpful if, in an orderly way, we could proceed to do: that.
. The CuammmaN. Now; what are those: things; Mr, Parkerf. - -/
. Mr. Parger. The: principal provision is the Treasury estimate of
33,000,000 on_the liquidation proposition.: . - .~ -~ . .

Senator La Fortere. ‘That 1s for L.year,” ... v/ o L
. Mr; Papker. Well, that is what they estimate for 1 year. I:think
myself it is going to last for 2 years, because I have got a list: of
corporations - that will liquidate, that will run up to $42,000,000, a list
of actual cases... . - .. AR IR A S G

Senator La Forrerre. That is just temporary, - - .

. The: Cmamman.. What other provisions are there now? - . .

Senator La Forvwrre. How much did you say that was?®. .. .-
.. Mr;: PapkeEg.; $88,000,000 was the Treasury estimatei T$ that.right,
Mr. Seltzer? .. . . P R N T RS AT IUC SRS SERPRTE
+ Mr. Seurezen,- I believe it is, but I wonld like to look at the shect

- to.make sures ... .l o el

LA T,

TS s b T e G T e fa
r. Parerr. T am pretty suro that is it:{ J. estimated . $40,000,000
and the Treasury said $33,000,000. P e e
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Senator Georee. What about the foreign stotkholders and.nén-
resident dliens?: (. . . o« oo T
- - Mr. Barisr, I we keep section 851~-1 do not think the Treasury
over made an estimate of what that would be; but we get consider-
able money under section 351 now. = ° : Y

. Senator Lia Forrerrs: You mean you want to include that? -

_Mr. Parker, I think we lost a certain amount under the House
bill. - I do-hot know whether théy figured any: loss under section 851
or not, but if they figure a loss, then . we.ought to add it in. . . .-

Senator La FoLvupre. Did you figure any loss, Mr. Seltzer, do you,
Inow, under the House bill by the repeal of section 3511 :

. Mr. Seurzer, I'would have to refresh my memory there. ‘I have
gotten away from the figures in the House bill during the last:
several ‘weeks,.’ . . o R

The CirairmaN. What other item is there, Mr. Parker{- L
. Mr. Parger. On this bank situation the House bill had 15 percent
flat and wé have 18 percént; I do not know just the nature of their
figures, whether that is taken into account. I should think it would:
eliminate any loss there, any loss from taking the banks out of:
the 7 percent, because we have done it under the Mouse bill, when:
we only had 15 percent on the banks, : SR ,

The Cuamrvan. Have you taken that into consideration, the in-
crease in the rate on banks, in your estimates here?

. Mr. Seurzer. Yes. ‘We do know this, Mr. Chairman, that the
House bill yields $591,000,000. from the comparable provisions that
you have in your bill, and they get a total of $623,000,000. There:
is a difference there of $32,000,000, to which you might add $5,000,~
000, because of a loss accounted for in the House bill by reason
of certain buffer provisions which are absent in the present bill
So that you get an addition of $57,000,000, which will be reduced
by any. changes that may possibly be made, or any changes which
you have made in other respects. . ‘

The Cuasrmar. I have got it up to $560,000,000 now. .

Mr. Parker:' We have the elimination of the cushion. That wouldi
add .$5,000,000. .Then. there is the matter of the exemption of the.
banks, that were exempted:from. the 49.5-percent provision on. the
Huyse bill. - I think that is inconsequential, o
- Mr. Sprrzer. The banks do not make much difference. :
. Senator Connarry. Why is.it?. Because so-many of their hold«
ings are tax-exempt bonds, and things of that kind? SR
Ml’; SEUMKR- Th t is l'ight« St Lo EA e o
.'Fhe Crmamran. Let me ask.vou, Mr. Parker, in reference to the!
estate tax-—on the estate tax weexertipt the first $40,000¢ -

Mr. Parger. That is corvect,. . . ..p . . - IR

The Cuamman. How much. eonld: we raise if: we- would permit
the first $40,000 to be exempt, and put a $20,000 exemption on ‘the

J«{ow w}xo-imsn&nﬁwﬁﬁﬁo estate, and -a. $10;000 exemption on-the
ellow who has a $100,000 estate, and after you get up here over:

: fﬁsg,ooo,, to ‘wipe;.out the exemption; how much would you:get in
obopge¥ . o f s T Ce S Al

- My, R&B.m?;Welly T think one. of; those: proposals.ran around,
$40,000,000, . L think: that one proposal was to take. the exemption

i

1 at; $80

Lav s R0 s S NEASARE EADS

SIS I B /
atoy, Bamgnsy, Take:what awayf ... . . o0
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-The OrarrmaN. The $40,000 exemption. . = . S

Mr, Parxer, If you had a $40,000 estate it would be all exempt,
if you had a $60,000 estate there would be $20,000 exempted, some-
thing like that, and then if you had an $800,000 estate:it would be
all exempted. fo e

Senator Connarry. He would be worse off than the man with a
$40,000 estate. : o ~ S A A

:Senator Gerry. As a matter of fact, Mr. Chairman, it is going
to hit the fellow with a small estate. : : L
- 'Mr. Parker. It hits the estates between $50,000 and $500,000.

The Crarrman. Cannot you pare that off so it will not hit them?.

Mr. Parxer. Wo could reduce it d&mbably and werk out some
schedule that would return you $20,000,000. o .

Senator ConnaLLy. Don’t you get the best results by graduation,
to put a higher rate above § 0,005? co

nator Gerry. Mr. Chairman, I have an amendment that I
want to bring up now or sometime today, I do not want to bring it up
at just this minute, as to an estate which is in trust. I spoke of it
the other day. One of the heirs, when she gets her estate, will owe
the Government money. I can bring this thing right now. It
gives you an example of your estate taxes.

Here is an estate where a man died in 1900, when there was no
estate or inheritance tax on it, and he created a trust and one of the
heirs has now inherited the estate and has to pay the estate tax on it.

The estate cannot be distributed because it 1s held in trust until
certain other beneficiaries are dead, and the trust is not making as
much interest as the Government is taking the beneficiary of the
estate. Possibly that will run on for twenty years .and the heir
will not be able to get any estate, and when she does, the interest will
probably eat up everything that the heir is receiving. I would like
to have that referred to Mr. Parker and the experts here, to ses if
something cannot be worked out on that. : '

Mr., Kent. If T might say a word regarding that. I made some
inquiry as to these cases. The remainders are handled up in the
estate tax unit, and I was informed that it: was very seldom that
actual advantage was taken of that provision of the statute that
provides for a postponement of payment, that what they usually did
was to talk to people and discuss the matter with' them, and they
would make an arrangement for them to pay the tax immediately.
upon a discounted basis, They have various mortality tables; and’
so forth, that they use in that connection. If the probable period
before the remainder would come ifito possession was 15 years, for
instance, they would pay a tax; discounted upon the 4 percent basis-
for that period, and clean the tﬁinf; up right away, - -

Senator Gerry. In this particular casé they: cannot do that,
- Mr. Kent, I know that. R A,

Sdena;:lor Gerry. In this particular case it is abgolutely impossible
to do that. o ‘ C o T

- Mr. Kenr. That is a peculiar case. The only point I was-making
is that the 4 percent interest which is charged under the statuts is'
redlly just making up the difference between the discounted value
which would be taken ‘if-they-wanted to pay-their-tax immediately”
and what the Government gets if the tf(x is postponed -until the res
mainder comes into possession..’ I tHink :

’Senator' Gerr'y has & very
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difficult case, on the facts. . It is just one of those occasional cases of
severe hardship that will arise. - . . - e y Co
Sevator: Gerry, Mr.. Chairmsan; . X think& you are going to ;ﬁ;}fr ()
eat many more of them. - You have got. your estate tax so high
at it-is confiscatory .ina great many cases, and: you are going to

have a great many more bad cases. I

- Senator La Forrerre. Mr. - Seltzer, how much did you figure in
the estimate of the House bill for the change in the treatment of
nonresident aliens and foreign corporations, and so on? oL

Mr. Secrzer, $4,000,000, if I remember correctly., o
Senator LA Forrerre. There is $4,000,000 more for you. .
Mr. Seurzer. Thaty of course, was included in the $37,000,000.

" Senator Georoe. Mr. Seltzer, did you figure anything at all on the
capital stock that would be in addition to what was estimated in the
House, did you figure anything additional in this estimate? .

Mr. Serrzer. No. In computing this estimate we went on the, as-
sumption there would be only those three changes in the law, the
increase in the corporation income tax, the surtax, and the applica~
tion of the normal tax to dividends. We assumed that the capital
stock and the excess profits tax would remain unchanged, hence you
get no increase on that account.

Senator Grorae. That is under the present law ¢ ,

Mr. Seurzer. We made no computation of an increase in the rate

of capital stock and the excess profits taxes. ,
The Cuamrman: Mr. Savoy is here from the Department of Agri-

culture with reference to this sugar proposal, and I think we should-
take that up. The committes is familiar with the fact that we passed
the sugar equalization law. It expires when, Mr. Savoy?

Mr. Savoy. December 81, 1937, . :

The Cuamman. In 1937. You are not collecting any processing
tax now?

Mr. Savoy. No, sir; we have not since January 6. o

Senator Kine. What law is to be continued until next year? -

Mr. Savoy. The Jones-Costiﬁu‘n Sugar Act, under which quota-
tions have been established, and which deals with allotments, - - -

Senator King. That is still in effect? o '

Mr. Savoy. It is still in effect; yes, sir. ‘ :

Senator CoNNALLY. Are any benefits paid-out to the Government
under that act? - S ‘

* Mr. Savoy. No, sir. C cooat
Senator ConNaLLy. It is purely a quota matter? * - - 0 i
Mr. Savoy. It is purely a quota matter. Secretary Wallaoe't)re-

sénted aletter to the comniittee at the request of the committee

on May 7, with respect to sugar, and we have drafted a proposal
to have the tax continued, the old tax in the Jones-Costigan Sugar,
Act. The first section imposes the tax in exactly the same mannér
and at the same rate a8 ig in existerice in the Jones-Costigan Act. !

* Senator George. Is that in existence until 1987¢: = 7« - "¢ v
Mr. Savor. No, sir; it is not. That is, no ‘taxes Have beéi ‘col<

lected since the'decision in the Hoosas Mills dase, no processing tax.,
The CaarMaN. You did collect it before thaty * "= ' i

s N

~Mr. Savoy. Yes, o v 0o e E o c
" Seniitor Connvartiy. It is'still’on the statuts books; even though'it
was ‘nullified by the Supreme Court decision? . - - '

);f 3

i
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Mr. Savoy, The Treasury Department has apparently -so:-con-
cluded, since it suspended the collections. - - .~ « . .
Senator Kina. You suspended’ collection on all commodities?
¢ Mr. Savoy. We suspended collection 'on all commodities, . = .
Senator Kina. What is your theory then as to- the continuation
of the taxes upon sugar? T -
* Mr. Savoy. This is not a continuation, this is the imposition of a
new processing tax, our theory being that there is nothing in.the'
decision which says you cannot impose a‘Erocessing tax. Y
Senator Connarry. You do not earmark it#- :
Mr. Savoy. That is correct. . - e S
Senator Kina. The other day we decided, as I recall, adversely, to
the imposition of processing taxes upon all other commodities but
reserved it on sugar. ‘Why should we differentiate?: oo
Senator Couzens. He is comin%to that, Senator. - Co
* Mr. Savoy. In the Secretary’s-letter he pointed out that up until
the Jones-Costigan Act we used to collect in import duty $96,000,000.
We tiow collect $86,000,000. With a tax of one-half cent per pound
on sugar the total revenue from import duties and sugar taxes would
amount to about $102,000,000. That would restore, then, $66,000,000,
and it would be possibly in excess of that which we calculated for,
without there being any additional cost. to the consumer, because it
would be reflected in the price of raw sugars rather than in any
additional charge to the consumers. o ,
- The table which accompanied the Secretary’s letter shows that
when a tax went on on sugar in 1938 the raws, duty-paid, were $3.
a hundred, and the average over the period 1985, while there was &
temporary rise, it levelled out, and the average for 1935, with the:
one-half cent tax on, was 833, which was practically the sime as
that for 1988. y , . T .
Senator ConnaLLy. When there was no tax?
Mr. Savoy. In 1938 it was 321, and in 1935 it -was 838,
Senator Crark. How much did you raise? . .
- Mr. Savoy. We raised $65,000,000.a¢ that time. The ¢onsumption
requirements have increased; and we now estimate the consumption:
requirements will be 6 600,006 tons. That will give us $66,000,000.
enator Gerry. Did the domestic price of sugar go u } .
. Senator Couzens. It went: up considerably above border prices.
%’I}ll'.SéVOY.YeS.Th 5 ' c b b o
e CuairmaN, This Jones-Costigan bill has been a .ve reat
help to the sugar-beet peoplef. . . g. Lo » , ry gre
.Mr. Sa‘vpr;%’ e Lo
. The Cuamman. They put it in this Canadian agreement, that is
where you want to recoup., . . . L
. Mr. Savox. There is a bill now pending in Gongress to cure such,
legal defects as are considered to exist, such as.the. delegation of
gowev and, nonfixation of definite _qéxotqs; in the bill. I believe the
ones-Costigan ‘and, other acts with relation to this subject were
referred to_this committee. » o s ~
.Senator Xine. Suppose it will not pass,; how will it affect your
proposition heref .. .. .. o T T T T
r. Savox. We will administer the law with reference to: quotas,
The Sccretary points out. that with & quota system in effect and o

iy e

Lo or
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processing tax the returns to' processors would ainount to something
tween: 14 and 18 percent on their invested capital and surplus.

Senator Gerry, What do you figure is due to the rising cost of
sugar to the original individual® =~ .. - oo

r. Savoy, To the ordinary individual we: estimated there would
be no material additional co:ﬁy e A
, Seng’ztor Gxray. You figure that the retail price of sugar will not
o up o s o o , ,
& Mr. Savoy. Not materially. = .- - 3

Senator Gerry. What do you mean by “not materially$”.

Mr. Savoy. There will be an immediate reaction, but over the period
of a year it would level out, just as it did during the operation of the

Senator ConNarLy. If you lower the tariff,if you do not put the tax
on, we will just hold that back? o . - .

‘Mr. Savoy.  In answer to your question, sir, the chart which wa
made of retail:prices shows there was an immediate reaction here,
when the tax wént on it was leveled out, then there was a slight rise,
and then it was leveled out aﬁain. ‘ Y

The CuairmaN. What is the amount.of the processing tax?

. Mr. Savox. One-half cent a pound. That is the tax rate which was
put into effect under the.Jones-Costigan Act. ~

Senator King. I am not quite clear as to the deduction to be drawn
from your answer that this would not increase materially over a
leveling-out period, whatever .that may mean, the cost to the con-
suther. - It would- seem to.me that if you establish a policy under the
terms of which you are.going to-impose a processing tax, that means
that the processor is going to pay less to the producer of the sugar, or
he is going to charge more to those to whom he sells, and the person
to whom he sells, the wholesaler and retailer, is going to ¢harge more
to the consumer. ‘ , .

Mr.. Savoy. Experience shows that during the operation of the last
tax the price of raws was affected somewhat and the processor’s mar-
gins narrowed somewhat. Of course, in your beet area, where the
tax comes partly out of the processor and partly out of the producer
that would necessarily have to be taken care of In some other way, an
ig being taken care of under the Soil Conservation Act and under the
new, ac’-which is being groposed. There is nothing to prevent similar
additional payment under the Soil Conservation Act to take care of
that situation in'a geparate legislation. .. .. .~ . ... .
‘.,;$gnaitor Kine, ,'fﬁe,n ou anticipate that the administration under
the Soil Conservation Act is going to pay the beet-sugar. producers
a?d cune,»iggar producers -for not plowing some of their land and

anting it . . ... . L ’ Lo
th ﬁamm .Noj; but for marketing ‘wi.th{n the interstate marketing

quotas for the particular ares.. ... - ... . - o
Senator Couzens. May I ask if this proposal of yours does not, in
part, ab. least, éﬁmd to compensate the praducer for the loss of the
protective tarifff .~ e e
Mr. Savoy. ‘Well; I would not say;tha;t;.tl&nix_1 was for t}\e‘ purpose.of

doing anything. for. the producers at all. o tax itself .will not be
of nﬂﬁgtot_ e producers, : We Sprqgoge to bepefit them under. our °
Soil Conservat; :

payment act and the on Act.

conditional p: act, il Conservation Act. =
' enztor &ma. What do you mean by “conditional payment?”
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Senator ConNaLyy. The proposition . of the limitation of -the
amount that could be -imported-could be a benefit to the domestic
producer, he gets some benefit there. T BT

Senator Couzens. Yes; but Yoa are running a hazard there.of it
being declared unconstitutional. We ought.to make adequate. pro-
vision at this time so that in the interim thers is no action taken to
‘declare it unconstitutional and:leave the producer. high and dry
without a tariff and without this allocation of quotas. S

Senator ConnaLLy. You certainly have a right to levy a processing
tax without earmarking, S R

The Cramman. Now you have got an agreement that .does not
conflict with the Jones-Costigan Act? . . . I

Mr. Savoy. The Philip}l)ine Islands have reduced their production
very materially;. Hawaii has reduced its production very materially,
and it cannot, within 2 or 8 years, increaseit, = - o
* The CaAmMAN, Do you think that by putting thig processing‘i‘tax
on sugar it would be an encouragement to change the law in these
respects, according to the. recommendation of - the -Agricultural
Department ? NI B i 2

Mr. Savoy. Yes; I think very materially. 'I think if n tax on
sugar is imposed that there will 'be a very strong movement to clear
up the legal defect in the'Jones-Costigan Act.  ~ =1 - 0 - oy

The CrHAmRMAN. Is the trade generally pretty much for these
amendments and for sustaining the Jones-Costigan Act? ;

Mr. Savoy. Yes, siry very much: so. R

Senator Gurrey. Senator Harrison, this morning I was called
-over the telephone by a man representing three large sugar refineries
in Pennsylvania, in Philadelphia, and he said that they are fot this
processing tax of one-half cent-a point,; and they hope also that we
will extend the Jones-Costigan Act, because it saved the sugar
industry in this country. They tell me they were in-very bad shape.
- The Cramrman.' My observation 'is there' has been. no opposition
to it and they are all satisfied with it, with' the exception of the
‘sugarcane producer in Louisiana who'does not ‘think he has a large
-enotigh quota. Is that about right¢ - - - . a B
* Mr. SAvoy. Yes, sir. - Our recollection is that there is ‘to be no
-change now that the Jones—(}ostigl?n Act be really ‘enacted 'with the
difficult- or bad- parts -out, that the question of quots is not :to be
reopened at this time. o Tt e

Senator Crarg. Take the sugar producers in Puerto Rico, Flawaii,
‘and the Philippines, would' there not be & discrimination against
‘them if you had & quoth® @ = 0 onuaees e E

‘Mr. Savox. They ‘have been very - satisfied, at least so far as we
hayve been able to determine, with this Jones-Costigan: Act}‘ there
may be some iiidividuals ‘who ‘oppose it, ‘buf' by and ‘large every
‘member of the industry has been very pleased’ with its operation, -
-excépt Louisiana. ' ' "' © ot o0 e
- The Caamrman. Well, Louisiana is producing so tijucli mors sugay
than the other States. I would like to see Louisiana helped in sorhe
way in théit quota, if it is possible, because it stems like'thiéy have a
eitre for that mosaic disease that has gotten into the sugaicane.

~ Senator Kina, What is'the view of the beet-sugdr péople in Mich-
igan, Nebraska, and Colorado, not to say Utali, with respect to your
proposition® 7 v e I LA
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Mr. Savoy. So far as T have been able to determine, from discuss:
ing. the matter -with Senators froi. some .of the States that.you
mentloned they seem very well pleased. with the pending bill,.

‘Senator Kina. You- have talked with Mr Kearnay, haven’t you?
* Mr.-Savoy. Yeés, sir. .

Senator King: What is lns attltude?

‘Mr.: Savoy.  Entirely for it, and he is out today trymg to aseertam
whether everyone is all ready to support the bill.

‘The CaamMAN. There was-a group in my. oﬂice the Secreta
Agmculture came up, and Chairmdn Jones; of the ousé Agricu ture
Committee, was over, and my observation to him was that unless the
sugar-beet people and the suﬁarcane people can get tOgether there
wouldbe no use to try to amend the law... -

Senator King. Senator, not.as expressing any opposmon to thw’
proposal, but if you begin with one-industry by introducing: the
grocessmg tax and so on, are you not going to be pestered with

emands for processing taxes -with respect to. other commodltles?
We turned:it E own the other day. -

The CHARMAN: Give us your.idea.: What is the dlstmctlon now?

- Mr. Savoy. The important distinction is that this is really replac-
ing the import revenue due to the lowering of tle tariff, and:the
second distinction is it is:the onl 8; industry which-is opevatmg under.
4 quota system, the other industries are not,:and-that:quota- system
has been of tremendous advantage to the whole industry., : :

Senator Connarry. As a matter of fact the Govemment helped
it to operate the quota system, :

Mr. Savox. Yes; but t at was not very expensive.

The CratraaN. Mr. Savoy, what is the amendment.that.you. want
to write? We do not want to change this whole law and write it
into this bill. Do you want us to just put the processing tax on it
and let the g»ropex committees make the other ¢ an%es? It has got
f)ouc?ma in from the House fiest.  Of, coirse, we could put it in this

1 1ere,

~Mr, Savox. We sre not: suggestm in this- proposal any cha.ngeg
in the act. This deals with sugar onf

“The CaarmaN, It makes nio change. in the, ptr esenit law?

“Mr. Savoy, It makes no change in the present law, '

- Sentttor Couzens. While we are on that.point may I asl., when
{ou come to amend the J ones-Costlgan Aob do you propose to Speley
he quotas in the act itsélft * )

r. Savoy, Yes. o '
Senator ‘Couzens. That will obvmbe the constltutlonal ob]ectlon.
“'Mr.'Savoy. The objéction to delegation of: BOWer; yes, sir,

: Senator. Couzens. In amending the Jones:Costigan Act you pro-
pose to pub in ihe q\iotas in. substantlally the Same amount as y
uow exist{ ; e

- Mr. Savoy. Yes sir -

Senator Kina, fmt mg ask one questxon there, in' view of t.he Senﬁ
ator s question, = . ;

Senator Couzang, . Yes. . ;.-

- Senator Kina. The: Virgin Islnnds, as you all know, s habilit
to the Federal, Governmetit. ' ‘We: are spending considergble: mongy, :

thrree hundred thousand donars wually, to help theri m

'

R g

e "y
tain that government, and the Federal Government hag;gone mto
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activities there, it is making rum, it is making sugar, it bought a
sugar mill there, and so on.  About the only glroduct‘that may -be
obfained from the Islands are sugar and rum. Now complaints have
come to me from representatives of the Islards, have come to mem-
bers of the Committee on Territories and Insular Affairs, that the
are restricted, as my recollection goes, to 5,000 tons. Now . wit
the acquisition of lands by the Federal Government for the purpose
of helping those poor people, who are rather helpful in a way eco-
nomtically, they must have a larger quota, because that is about the
only thing they can produce, and if they can produce more sugar
then the subsidies from the Federal T'reasury for the maintenance
of their insular government will gradually diminish and they think
they can be self-sustaining in.a few years. Have you contemplated
the effect of increasing the quota there? :

Mr, Savox. Not at this time, Mr. Senator, because in order to give
any area more sugar you have got to take it from another area, and
when you do that you precipitate a quota fight, and when you pre-
cipitate a quota fight it will take too many months to handle it, -

Senator Covuzens. Senator Bulkley handed me this letter here
which refers to some corporation organized to take care of the
Mather estate. I think Mr. Parker knows something about it. I
told Senator Bulkley that I would bring the matter to the attention
of the committee, and I ask now to have the letter put in the record.

The CaarMAN. It may be inserted in the record.

- (The letter referred to is as follows:)

Picrkaxpg MAtHER & CO.,
. . January 8, 1936.
Hon. Ropesr J. BULKLEY, e
Senate Office Budlding,
Washington, D. O,

Dgas Roy: You will recall that at tlie time the special provisions for surtax
on personal holding companies were put into the 1934 Revenue Act you arranged
to have subparagraph (b) (2) (B) insertéd omitting deductions from the
special tax of “amounts used or set aside to retire indebtedness incurred prior
to January 1, 1984, if such amounts are reasonable with reférence to the size
and terms of such indebtedness,”. ' ’ o

It was thought that this might protect. the unfortunate situation of Mr.
Samuel Mather's estate which had large fndebtednesses to Western Reserve
and other charitable organizations as weéll as to the ‘banks so that it was
practically insolvent and which was able to get additional time from 1its cred-
itors only by incorporating :and pledging all- of its assets to a trustee for the
creditors, subject to provisions requiring all incone and realizations from sales
that were made to be applind on the debts, o S

Unfortunately, .however, the incorporation was delayed by a threat of the
Qovernment to impose latge Inheritance taxes without allowing deductions for
the recognized valld obligations to the .charities, etd. - This so disturbed. the
creditors that:we were unable to close the arrangemeént yntil the inh{gritance-

x mattér was finally adfusted in 1935, In the nieantime, under the Treasury

epartment’s interpretation of the quoted section; ¢ 18 now sapparently cleat
that although the debts involved were incurred prior to January 1, 1984, they
were not 80 incurred by the corporation and therefore the corporation will find
iteelf in tWe unfortunate position of haying been compelled to pledge all of its
assefs to pay these delits which were Incurred prior to January 1, 1034, but
ungble to dediict such payments, leaving it subject. to the"penﬁﬂy’tax on

moneys it may be forced to realize by its creditors and pay over’to them, '
* I believe you know atidut the situation generally and tlig large public-interests °
Involved, both on nccount of the university ‘and its difficult finapcial plctuge; th:
other charities, and the.substantial amounts involved  fof the closed banks,
Just to refresh your recollection, the university holds about '$2,200,000 of the
notes and the elosed banks abdut $1,600,000, = -« iU e e
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. You have been kind enough to say that.you wonld be glad to take this matter
up to try to have it straightened out by an amendment of the law at the, ﬂr,ag
-opportunity which I very much hope will ¢ccur at the coming session. of Con-
gress. The estate cumpangv has been able so far to get along hécause its in-
come hds been materially less than its intevest charges but if we are compelled
to sell a substantial block of securities next year to pay down on the debt, ag
we may. well be, it will be a most upfortunate sitnation for all involved.

As to a -definite siuggestion for the amendmen,t; the paragraph involved is
subparagraph (b) (2) (B) of section 351 and it it were made to read as fol-
lows it would, I believe, pro’&)erly take care of our'sifuationy - .

“Amounts used or set aside to retire indebtedness incurred prior to January
1, 1984, (including such indebtedness of an estate assmmed by a corporation
organjzed to take over its assets and iabilities prior to January 1,-1936, and
the indebtedness of such corporation substituted for any such estate indebted-
nesg) if such amounts are reasonable with reference to the size and terms of
such indebtedness”. ;.- - | e o - :

You will notice in this language I have confined it as much ag possible.
t?tm; tllt ,will not be hroadened in any general way to affect other upsimila
situations, S ‘ -

You may conclude that it may be better to liave this taken care of by adding
a separate paragraph, in which event I wounld think it swould be accomplished
say, by inserting as paragraph (b) (2). (D), the following: Vo

“In the case of a corporation organized prior to January 1, 1936, to take

over the asgets and liabllities of an estate, amounts used or set aside to retire .

indebtédness of such estdte which exlsted ‘prior to January 1, 1034 (or any
substituted indebtedness of such corporation),. if such amounts .are reaspnable
with reference to the size and terms,of such,indebtedness.” . .
With best wishes for your health, happiness, and success throughont the
New Year, I am, : o
Sincerely yours, ’

s e I o

Senator Braok. Mr. SaVog, you igde the statement that a tax of

one-half cent a pound would not incréase the price retail. - As T un-
derstand it, you based it on the statement that it would be absorbed
by the processor. What ¢conomic foree'is there, or what is there in
your judgment, that would cause the processor to absorb that and
no&pass it on to the public? ! T
r. Savoy. Dirring’ the operation of the act in the jpast the proces-
sor’s margin was narrower than it i8 now, ‘On the‘removal of the
tax, since January 6, the constimer has had no ‘bepefit, and the con-
sumer.did not pay materially more during the ‘gperation of the tax
over the period of a year, - ' ConE e ‘
Senator Buack. Did not that tax immediately follow the taking
off of the tariff? . o B
‘Mr, Savoy. Yes; itdid. . =~ - o oot
Sendtor BrACK. So, as a matter of fact, there was'no reagon why
the price should have gone up, economically speaking, if you simply
§u§sgi§}1ted'ogie, method of paying the tax for another, was .there?
o
would fail to pass this tax on to the consumer. . =07 0
Senator ConnapLy, The purpose was to take off the tariff and get
it throughi the processing fax, and if you do not get it'through the
processing tax you are goin1g' to lose that amount of ‘revenue.”
*Bentitor Braok. Personally I'favor taising taxes by other means
thl{)!il. taxing any kind of food and letting it go on to the wholé
pu ic. LA L A N A AT A

. :Mr, Savox, Since January 6 the. price of raws to_the. ieﬁx;ers,ham

e nrice to

1

been reduced : by virtually the amount-of .the tax hut:
L T T R P A N S LI e

L S P AT
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not' quite get how we can anticipate that these particilar men .
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the - consumer has not’ matermlly changed. It means the margm
of the processor has widened. .
. Sena or Brack. The spread has mcredsed? ‘ '

Mr. Savoy. Yes, and our behef is -that they will be narrowed
matermlly

Senator LoneraaN, Mr. Savoy, ‘does reﬂned sugar come mto thls
country in com ’ﬁ)etxtlon with the refiners in this country? -

Mr. Savoy. The aet provides that only a given percentage of the

total quota may come m a refined state. That is limited to 22 per-

cent from Cuba, and from Hawaii, the Philippines and Puerto’ Rico.

. Senator anmmm I ﬁet a fhan 2 or 8 weeks ago here who, was

employed in: business.in. assachusetts, who emp oyed seven or: eight

hundred people and he smd that they are in competxtxon with these
refineries in Citba, * '

Mr., Savoy. They cmmot be materially i 1n competltlon with them,
because the major portion of the sugar is 1mported by Hersheys
and the Coca-Cola people: . .

. Senator GurFEy. Hershey gets the blgger percentage
. Mr. Savox. Yes,

Senator LONER@AN,. Is there anything in your pxoposal that would
be injurious to the planters'in the territories? A

Mr. Savoy. No; we have not dlanged the s:tuatlon as 1t exnsts
in the Jones- Costlgan Act

Senator Brack. Do the refineries sell sugar at. the spme, prlce ‘or
is there uny active competition between them$

Mr. Savox. It i fq v1rtually the same price. It is determined by
the world price, plus tariff, plus tax..

The CHAIRMAN. As a matter of fact, Mr Savoy, this Jones-Costla
gan bill gives to the local peaple their own market it gives t em a
corner on the r gm ket in the United. States? ,

Mr. Savoy. ‘

. The Cuamrman, And it has worked very satlsfa,ctorllﬂ

‘Mr. Savoy, Tt lms ‘worked ver, satlsfactom
. The CIIAIRMAN. It was the Jones-C 1gan Act and’ the way it
operated that influenced lar, ely ﬂn Is country in making the tx; de
agreime;lt with Cuba to re uce f ) tamﬁ on Cuioan sugars in"thi
country \ RIS

Mr. Savor. That s i ht o >
and what it is w that; yoy seek n{yqu, th;s processmg tax on?

‘ Savor. b the tariff general

Thq CEAIRMA‘N If you did not do that the. reﬂnerg would' mﬁease
the price and m % it np:in, other ways, -and the producers wou not
get the benefit ‘o o

. Mr, Savoy. Thet s right. ' Lo e

' The Cramyay. Suppose we go.to the amendmenta now. SO

(The proposed  amendment is as follows:y L

(1) On page 264 atrlke out nnes 1 and 2 ?md lnsett in ueq thereor the

tmlownga e
"'rlcmm v‘_mx oN sﬂGAn

‘g0, TOL. I oa on ' of p:‘ooem'ia t00.~Theré 18 liereby lmposed ‘upon the
first domiestic: p g of ‘sugar bects;: sugarcane,. or ‘raw sogar;  whether. of
domestic production or imported, a tax, to be patd by the processor, measured
hy the direct-consumption sugatr produced therefrom at the following rates:

b e $ :.x,* e

; 4‘
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" (1) Dlrect-conaumptloh sugar, except sirup of cané julce, edible riolssés,
and sugar niittures, 0.5 ¢ent per pound of sugar raw value;: -

. "(2) Sirup of cane juice and edible molasses, 0.126 cent per pmmd of tho
total sugar content thereof, translated into terms of pounds of raw value;

- ©#4(8) Bugar, inixtures, the sum’ of 'the’tax computed with respect to the
gugar Ingredients tsed Jn aby such mixtare dt the rates’ specified in* sub-
divistons (1) and (2) of this section appllcab]e thereto.

“Swro, 702. Determination of raw valup—For' all purposes under thig title
the following methods shall bé tised: to determlne the’ mw vame ot nny sugai‘
or article contiining sugar:” = -

“ ‘For all sugar derived from sugar beets by multlplying the number of pounds
of the sugar’s welght by 1.07;

t¢(2) For rll sugar derived from sugarcane -(except sirup of cane julce,
edible molhssés and sugar mixtures) testing 92° by the polariscope, by multt-
plylng the nuthber of pounds-of sugar's weight by 093; -

144(8) For all-sugar derived - from' sugareane: (except sirup ot ‘cane ’ julce,
edible molasses and subar miitnres) ‘testing more than 02° by the polariscope,
by 'multiplylng the number of 'pounds ¢ the sugar’s weight by the figure ob-
tained In adding to 0.93 the product obtained by multiplying 0.0175 by the
nuimber of degrees and fractions of a’ degree of polarization thereof above 92°;

“¥(4) For all sugar derived from sugarcane (except sirup of cane’ julce,
edible molisses and sugar mixturés) testing less than 92° by the palorigcope,
by dividliig the number of pounds of the tdtal sugar content thereof by 0.972:
- 4 ¥%(B) For all sirup of cane’ juice, by multlplslng the number of gullons
therebf by 7.68;"

b . ‘(6) For an’ edlble mdlnsses, by multlplymg the number of gnllons thereof
y ' .
‘“(7) Yor all sugar mlxtures, by aadmg the’ pounds raw vaiue of the
respective ingredients used in thé production of such mixture, comptited in the
ma:n!ner prescrlbed in subdivlsions (1), (2), (3), (4), (5). and (6) of’ tms
sectioh ;

“e¢(8) In the case ot any m-ticle derived in chief value or partly from sugm' :
beets, sugarcane, or sugar; the amount of sugar established to have been used
in the manufacture of the’article shall be transiated into raw valug in the
thanner prescribed fn ‘subdivistons (1), (2), (8),: (4), (B), (6), and (7) of
this section, in' accordunce with the réspectlve sugar 1ngrcdients used in the
manufactuve of such articles’” -
©S8mo, 708, Definitions of certain' terms—'For’ the purposes of thls title (a)
the term “procegslitg™ means the last processing of sugar beets,’ sugarcane, or
raw gugar which’ directly Festlts: in ‘dlrect-consumption sugar, -

“(b) The'term’ ‘hugat’ means ahy‘grade or type of sugar derived from sugaﬁ
beots or sngarcane, ‘whether raw sugar or-direct-consumption sugar, including
but not lritited to dry- sugar, lquid sugar, invert sugar, invert ajrup, augar
mueh molaises, sirups, and sugar: mixtures: .

“(o) Thé term ‘Yaw sugar’ means 'nn{ sugar as deflned- above, mrmuractured
or marketed in or brought into the United States in any form whatsoever for
the putpose of béing or. which shali bé fnrther refined or lmproved in quauty
or farther prepared for distrlbntlon or use, ¢

“4(d) The term ‘direct-consumption ‘sugar'' meana any gugar as deﬁned ab(we;
munufactiired ‘or marketed -in ‘or btou ht into the United States in-any form
whiatsoever, which ‘Is to 'be’ used or wh ch shall ba tised : for nhy purpose othes
than to' be' f tther reﬂued or’ improVed ih quality ot furtbertpepared for
dlstribuﬁoh r use. '

“(g)y Thé term ‘sirup of cane :lnlce' meanﬁ sirup made by evaporation ot the .
jmce of tho sugarcane of by-thie solution of.sugarcane concrete. '

H(7) The terint ‘édible Molasses’ means any molasses when obtained &8 a
byproduct i’ the manufacture of: sugar. except-that any- molugses when obtained
ag 8- byproduct in the proceds. of refining raw sugar shdll .not be considered
as ‘edible- molasses glthm the ‘meéaning of this definition if ‘it contalns more

ﬁn 90 percent of the tdtal solids thérein in the-form of. total sugars:: . y

(9)’ The" térm - ‘sugar’ mixtares' meatis the ' m}xture of- any two on mom.
px‘?ﬂucts ‘of'byproducts of ‘sugar'béets or sugarecaneé, .
be term ‘raw value' means a standard’ unit of sngm- testing 96 angar
degrées ‘by.'the- polarigcope, . For the purposes of all'tax.or refund:measure: -
mentd under the provislons ot thifd tmé, ull sugar shau be translated {nto terma
bf raw value a8 provlded‘ ’section 702 ot thls tlt!e. e Typde Brug 0

et R R e P Y A :':
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“(4) The term ‘total sugars' or ‘total sugar. conten{’ means the sum of
sucrose (Clerget) and reducing or Invert sugars contained in any grade ox
type of sugar. N .

“Spo, 704, Imposition of floor stocks iaw-—There I8 hereby imposed upon
any direct-consumption suygar, whether. of domestic manufacture or jmported,
that on the effective date of this title 18 held by any pergon for sale or for
manufacture into other. articles for sale (including direct-copsumption sugar
in transit), a tax, to be pald by such person, equivalent.to the amount.of
the processing tax which would be payable with:regpect to ithe processing of
sugar beets, sugarcane, or raw sugar into such direct-consumption sugar. {
the processing had occurred on such date. Such tax a?all-become due and
payable on the last day of the month immediately follow ng,tho,eﬂe%ﬂve date
of this title: Provided, however, That the taxes impoged by this sectlon gha
not apply to the retail stocks of persons engaged in.retall trade, but the extmp-
tion granted herein shall not: be deemed to include stocks held .in a warehouse
on the effective date of this title. In determinipg.the. amount of tax due and
payable under the provisions of this section, all such. direct-consumption sugar.
shatl]lﬂbeﬁhiansla,ted into raw value according to the provislons of section 703
of this title. B P

- “S8gc. 708, Imposition of import oomtzpemating‘taa.—,—{l‘here is. hereby imposed
upon any article processed or manufactured wholly or in chief value from
sugar beets, sugarcane, on raw sugar imported into the United States or any
possession thereof to which this title, applies, from any. forelgn. country, or
from any possession of the United States to which thig title does not, apply,
whether imported as merchandise or otherwise, a compensating: tax equal
to the amount of the processing tax in effect. with respect. to gte-,domestic
processing of sugar beets, sugarcane, or raw sugar into such article, Such
tax shall be pald by the importer prior to the release of the article from
customs custody or control. In determining the amount of tax due and
payable under the provisions of this section, the sugar content shall be trauns.
lated into raw value, according to the provisions of section 702 of this.title.

“Sko, 706. Ewamplions—(a) No tax uynder this title shall be required to be
paid upon the processing of sugar beets or sugarcane, by or for the producer
thereof for consumption by his own family, employees, or honpsehyld, .

“(b) No tax under this title shall be vequired to be paild . with respeet to
200 gallons or less, in the aggregate, of sirup of cane julce. processed during
any calendar year when the processing is done by or for the producer of the
sugar cane from which such sirup of cane julce was processed, .and when the
producer, or his family, employees or. household, ﬁnally-pregres. the sirup of
cane julce for ultimate sale to, or exchange with, cohsumers: Provided, however,
That the provisions of this subsection shall not apply when the. producer
processes, ov. has processed for him, during any calendar year, for salg or ex-
change, more than 500 gallons, in the aggregate, of sirup of cane jujce. .

“(¢) No tax under this title shall be required to be pald with respect t
the processing of sugar beets, sugarcane, or raw sugar for use and which sha
be used for animal feed or for distillation purposes. . ..

“Spo. 707. Rofunds and oredits generally.—(a) When any product processed
wholly or in chief value from sugar beets, sugarcane, or raw. sugar, with respect
to which a tax imposed under sections 701, 704, or 705 of .thig title has, been
peid or is payable; is subsequently dispoeed of for the exclusive nse of the
United States, any State, Territory of the United States, or any. political sub.
division of the foregoing, or the Distrlct. of Columbia, or i8 sugseq, uently. dis-
tributed or used for charitable purposes by any organization, and such disposis
“tion, distribution, or use is established to the satisfaction of -the, Commissioner
of Internal Revenue, under rules and regulations presgribed by. the Commigsioner
of Internal Revenue with the approval of the Secretary of the ‘Treasury,
an amount equivalent to such tax shall be paid to the Unjted States, the State;
the Territory.of the United States, or.the. political subdivision of .the, foregoing,
or the District of Columbia, s the case may. be, or to sych organigation, none
of which shall be required .to establigh that the tax has been patd. - - . -

4(d) Upon the exportation of any foreign country- (or_mthe,(}ommonw;glth
of Philippine Islands, the Virgin Islands, American Samaa, the :Conal Z
or the Islarid of Guam) of any product proocessed wholly.-or in chief valu
from sugar--beets,: sugarcane, or-raw sygar, with respect -to.xwhigh preduct g
tax has been pald or is payable under thin title, the.tax dup- <,pu§nbm«m
due and paid shall be credited or:refunded, and ».!mt.qunseéq . 85:peFeon, ofg
the taxpayer, an amount equivalent to such tax shall be pald to such pergon,
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vvﬂm shall Yot bé required to establish ‘that :the'tax has beén paid, Under
latiorié prescribed by -‘thé’ Commigsioner of'lnternnl Revenue, with the ap-
g ho' Becretary of the Tishsury, the credit, refund, ‘'or payment shall
lld‘. ot" madé tb thie conéignhr named'in ‘e bill of lading under Which

«the prod nc t ‘'or to the person liable'for the tax
provlde«} lg t ; gnbtr w?nwes any cuﬁﬁ therietb %vor ot such smpper m2
oF ‘the tax.
it (o) Wg rqﬂhct ‘of: suifax beets, gugﬁrcmne, oi- raw, sugar, with respect’

to which o&ed under sections 701,704, or 705 of this title hag been
paid; is suvseQuently used ds animal feéd, or In the production of animal £
f'or dis llatlcin purposes, and such use is establlsht,d to 'the satlstaction
1 et of, Intenml Revenue, under rules and regulations pr
: yi Ihe Ré! tsslone of Internal Revenue, with the approval of
ry’ 0 tﬁe 'l‘ ‘wmount of such tax shall be credited or refunt d
roduct ‘ag, animal teed. ‘or in the m-oduction
? xf ({i&r qtgst; sés. ‘
‘d Fihining' the amouﬂ refumls, credits, or payments to be made
unde rovi fong of thig sectlou. the sugar or the sugar content of the
aruce shul bé’ téanslated fnto raw value, acegrdfng t6 the provislons of

of this tl

"sgg Reﬂmda“‘ofedits. and abatements relating to processed’ arﬁoles-—-

(a) Wl; n ;hé pr slng tax Imposed by section 701 13 wholly terininated :
“There’ shall ‘be’ réfunddd or ‘ctellited ‘to any person holdiig for sile
ah consgmptlou sugnk' upon the processing of which the tax s’ termi-
tﬁwces ﬂg of which’ dlrect—consumption ‘sugar the tax:

qmler ?ﬂs title’ hds beeu paldi

‘(2 'l‘here ghall’ be cred ted Or abated to any person holding for sale any.
-direct-constimption 8uggt! with respect to the processing of ‘which a tax under
thls ﬂtle ls paya l {where such person 1s the procesaor ll@ble for thé payment.

“‘(3) ’l‘hete shall be eﬂmded or credi ¢d (but not’ bcifore the tax’ has been.
paid) to any ?xe]rson holg ng for sa irect-consumption sugar. with respect,
‘to’ thz S:rqcesa g of h!ch 'Y tgf nhaer tms title Is payqble, where smch person
15 not the processor lable for the pnyment of such. tax.’ | "

& sum equivalént to the amount of - the processing tax whlch ‘would- have been
payable:with' respect: to the processing-of the sugar beets; sugarcane, or raw
:sugar into such- direct-consumption gugar if such processing had taken place’
lmmedlately ptior to the termination of the tax: Provided, however, That the
credit,. vefund, or abatenient referred. to,in- this: subsection shall not apply te
the. retall. stocks of perdons engaged . in retail trade that are held on the date’
the tax 1§ whiolly terminated, .
44(h) In determining the credit, retund or abatement to be made under tha
provisions of subsection'i(a); all such. dlrect—consnmptlon sugar.shall be trans.
!gted into. raw: value, according to.the provisions of section 702 of this title.
~“Spo, 7109, Qolleotion of. tiwes~—(a) ‘All provisions of law, including penalties,
applicable. with; respegt to!theitdxés imposed by section:600 of the Revenue Act
of 1926, and the provisions of section 628 of the Revenue Act of 1932, shall.
Ingofar as -applicable. and -not inconsistent with.the provisions of this-title, be
-applicable in: :respect to taxes imposed by this title: Provided, That the: Com-
missioner' of Internal -Revepue -is: authorized to’ permit postponement, for a’
period not exceeding 180.days, of the payment of not exceeding thred-fourths of”
‘the amount.of the' taxes covered by any rettirn under:thig title.: The ‘Commis-t
skmer ottmternal Revehue may .permit’the. taxes in -the case df sugar to be
atd each month on tht’amount:marketed: during the.next préceding Hionth and:
1%\05 ch ¢ase, mhy postpone payment of thé enm'e tutfrov a perlod not exceeding
vAByE; i o peaas
() In«oxder that the; payment ot‘mxes nnder th!s title may ot impose»
any itmmediate undue  finanocial. hurden. n})fm processors. or - distributors, any-
persqn:gubject:to such taxes: shall be ell b for loans from:the Reconstruction-
mnanm Corparation ander sedtion§ of the Reconatruction Finance: Corporation
}5(0)' Under: arexulatlonn made by/the i@ommlxsloner otxlnterm‘\l Revonue, with
ppxoml of. the 8 of the Areasuty; any: person:: rﬁured*pursunnh

to:the ;proylsipns . of., thls ti a:‘to~flle a.feturn:may: be required-to:file:duch;
returh and ;the tax shown ¢¢ be dué theteon to the collestor for the distriet’
4n’ which' thé processing was done or ‘the lability eumd “Whenever the

%*03884—pt. 9—30—8
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Commissioner of Internal Revenue deems it necessary, he maf require any-
person or class of persons handling or dealing in any commodity, or produc
thereof with respect to which a tux ig imposed undér the provigions of this
title to make & return, render under oath such statements, or keep such.
records, as the Commissloner of Internal Revenue deems. sufficient to show,
whethiér or not such person, or any other. person, is liable for the tax.,
“Ska, 710. Penaltics for false statcments concerning iad—(d¢) Whenever in.
connection with the purchase of, or offer to purchase, any commqodity subject
to any tax under this title, makes any statement, written or, oral, é&l) intended .
or calcdlated to lead any person to belleve that any amount deducted from.
the market price or the agreed price of the commodity copsists of a tax under
this title, or (2) ascribing a particular pait of the deduction from the market:
price or the agreed price of the commodity to a tax under this title, knowin
that such statement is false or that the tax Is not so great &f the amoung:
deducted from the market price or the agreed price of the commodity and.
aseribed to such tax, shall be gillty of a misdemeanor, and upon conviction
thereof, shall be punished by a fine of not more than $1,000 or by imprjsonment.
for not exceeding ¢ months, or both, e
“(b) Whoever in conhection with the processing of any commodity subject
to any tax under this title, whether commercially, for toll, upon an.exchange,.
or otherwise, makes any statement, written or oxal, sll) inténded or ¢alcula
to lead any person to believe that any part of the ¢ ar%; for said processing,
whether commercially, for toll, upon an exchange, or otherwise, conglsts of a.
tax imposed under this title, or (2) ascribing a particular part of tg&phurgg
for processing, whether commercially, for toll, upon an exchange, or erw{]se‘,,
to a tax imposed under this title; knowing that such statement 1g false or that
the tax is not so great as the amount charged for sald processing and.ascribed
to such tax, shall be gullty of a misdemeanor and, upon conviction thereof,
shall be punished by. a fine of not more than $1,000 or by imprisonment for not,
exceeding 6 months, or both. - ’ T
“(¢) Whoever in connection with any settlement under a contraét to buy or-
sell any commodity, or any product or byproduct thereof, subject to’ any tax.
under this title makes any statement, written or ornl, (1) inténded or cal-
culated to lead any person to believe that any amount deducted from the gross.
sales price in arriving at the basis of settlement under the contyact conslats of a
tax under this title, or (2) aseribing a particular amount deducted from the-.
gross sales price in arriving at the basis of settlement under the contract to a
tax imposed under this title, knowing that such statement is: false:or that-
the tax is not so great as the amount so deducted and ascribed’ to snch tax,
shall be guily of a misdemeanor and, upon conviction thereof, shall be punished-
by a fine of not more than $1,000 or by imprisonment for not ‘exceeding slx:
months, or both, e e . S
_ “Sgo. 711, Limitations on refunds and: oredits—(€) Né refund or credit
shall be made or allowed under gection 707 unless, within 1 yeay after the right
to such refund or credit accrues, a claim for:sach refund or credit' (conforming:
to such regulatioas as the Commissioner of Internal Revenue, with the approval
of the Secretary of the Treasury, may prescribe) is filed by the person entitled:
to such refund or credit. .. o C e
“#(b) No refund, credit, or abatement of any amount of any .tax shall he.
made or allowed under section:708 of this title unless, within 120 days aften.
the right to such:refund, credit; or abatement accrues, a claim for such refund,
¢redit, or abatement' (conforming to such: regulations a8 the Commissloner of*
Internal Revenue, with the approval of the Secretary of the Treasury; may pre-.
scribe) :ig- filed by .the’ person .entitled to such refund, crédit- or gbatement.
No such claim.shall be allowed for an amount less than §10, .~ .. . . .. '@
- #(0): The:provisions of section 8226, Revised: Statutes, as amended, are horeby-
extended to apply to any suit for the recovery of any amount of any tax, i)enu
alty; or interest which accrues under this title .(whether af overpaymenit nr
otherwise), and to any -sult for.the recovery of any amount of tax which ie-:
sults from en error in:the:computation of: the tax:or from -duplicate pay-
ments of any tax, and to-any.suit’'for: the recovery ‘of any. ré¢fund, oredit, or:
abatement authorlzed by section 707 or 708. ‘ o
“Bro, 712, Applcadiliy of this title~The ?mvlsions of thig title shall be ap-.
plicable to the United States and its possessions, except the Conimonwealth of:
e a:hn&pplne Islands, American Samoa, the Canal Zone, and' the Island of:
u \ vy T v T A AR R TPV RS 3,,;'7‘3;‘; -I,w,,';’

)
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 “PITLE/ VI--GENBRAL PROVISIONS

we. . 801, Deﬁnitiqm

7
‘ "(2) ‘Paga 236, lide 8, strike out the ﬁguroq ‘702‘ and insert in leu thereof
the figures '802.

- #(8).:Page 236, line 8, strike out the figures ‘703’ and lnsert in lien thex‘eof
the figures ‘803.’ i N
' Senator. Krng.:: Can you tell me. why it needs 12 pages‘(

Mr. Savoy. Yes, sir.

Senator Georee. You provlde for- methods for. refund, and every—
thmg ih theret

- Mr. Savox. Yes, sn-, we put back all of the provisions that aré
necessary to administer the act. -If we have to have a processing tax
on a given event we define what that event is, and: we must efine
those terms; ‘In addition, since it is: based on raw valie you must
define what raw value it." g

Senator' WALsSH. How much tax: wxll be reahzed? i

: Mr. Savoy. $66,000 - :

; Stt}alngator GEORGE, Y’ou have' deﬁmtxons for sngar, snrup, and so
or '

Mr. Savoy. les, sxr; we folt. that 1t 'Was esséntml nob to leave any-
thing having to do with the imposition of the tax to regulation

The Cramman. That is'in the present law ¢

Mr. Savoy. That is in the present law,

. Senator Groree. Is.there any change from the present law. at- alle

Mr. Savov. The only change is as respects floor stocks, Since' wé.
are not reducing the tariff and since we do not have the two ty
of sugar that we had at that time, those which had paid the hig
duty and those which were coming in under the lower duty«-—-—- . ~a

enator George. From Cubat® - o

- Mr..Savoy.: From Cuba—we. have not put in the exemptlon T0-
visions which we were required to do at that time in order. to eque 120
the situation,

Senator GroraE. In other words, when thls gOes in you are gomg
to:have a processing tdx on sugar?. -

Mr, Savoy. Since they will move in channels of trade in competx-
tlon with the newly processed sugar.

Senator Georae. And. you are going to have them absorb that and
you are not going to pass the processmg tax on to the consumer, you
are not. going.to raise pmces? L

.- Mr. Savoy. Yes..,

- Senator WALBH Is thxs presented for the purpose of mcreasmg
the revenues to the Govemment? ,

- Mr. Savoy., Yes, sir.,

1 Senator WALBH And for that purpose only?
iMriSavox, Yes. - -

The Gnummn* We lost it when ‘we reduced the tamﬁ

«Senator: Kina.: You stated a few moments ago that you expected
thﬂ goil; conservation administration was gomg to. go out and spend
millions of dollars to aid the farmers.

: Mr, Savoy. Yes. -

J:Senator: CONNALLY. That: was whether they levied this tax or not. :
. The GmarMan, Supposé I appoint a subcommittée to look over
thm untll Monday? will appomt Senator King, Senator George,

!
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i?d genator Couzens. You go ahead and give us your report on it on
onday. S .
. Senator Georae. Does the industry generally know about' this?
Did they have any hearings? ' . FENEY
Mr. Savoy. There have been no hearings on it. The matter has not
been presented before. S
Senator Grorge. I mean both the producers and refiners; do:they
know what it is? A R
- Mr. Savoy.. The producers know  what it is, because that has been
discussed with all the producer organization and they have favored
it.. Now, the refiners have seen it also; and; as Senator Guffey said,
he received word from his refiners today saying they were in favor
of the processing tax. B S T
Senator Georor. I am curious to know whether the refiners who
make and produce sugar in Cuba object to it. ' .
Mr. Savoy. The refiners generally, and their representatives, have
both come in to discuss the matter and have.not raised any objection.
The CaamMAN. Senator George, you and Senator King and. Sena-
tor Couzens will take up this matter and we will discuss it on Monday.
- Senator Walsh, you had something to present.- coofee
Senator Warsa. Thig is changing the definition of “bank or trust
company” in section 104 of the proposed Revenue Act of 1936, -
 (a) Definition.—As used In this section the term' “bank” means a bank or
trust company incorporated and doing business under the laws of the United
States (including laws relating to the Digtrict of Columbia), of any State, or
of any territory, a substantial part of the bysiness of which consists of receiving
deposits and inaking loans and discounts, or of exercising flduciaty powers sim-
lar to those permitted to natfonal banks under sectlon 11 (K) of the Feédersl
Reserve Act, as amended, and which is subject by law to supervision and exan.
ination by State or Federal authority having supervision over banks, .
I am informed that this will not make any material difference in
the revenue produced. - " SRR e
The Caamman. That is to take care of the trust situation? -
- Senator WaLsw. Yes,. : - . - T o
Mr. Kent, May I state, Senator Harrison, that this is not a Treas-
ury 'Fropo‘sal. ‘Several of us helped yesterday in polishing it up, but
the Treasury feels that the amendment is properly drawn and it has
?g‘ &)bjectxons to it, if the committee feels that it is a desirable policy
0.80; " i« IS B ety I T A A TR oA s
I might say in some States they have laws which reall : classify
institutions in two groups, more or less: Those that af'e‘epév ed. ‘pri-
marily in’ the bankirng aspect and those:that:are engaged ‘in' the busi-
ness of administering and receiviggtrust‘ depodits, ‘and urnder thosd
laws similar restrictions are applied to trust complaitits with respect
to the distribution of.earnings beforé proper reserves have been built
up as are a‘%{hed to banks, and to that extent their situation-is sub-
stantially stmilap, <. oo oo end el 0T s e Y
' Senator: Kino.! Mr, Parker, I sent a gentleman to: talk with-you,
&t Mr, Benilett, who said-he wanted: te sa "somet.hin'% about: banks.
le.asg his proposition involved in:this? ~Would that 'be involved' ir
118 Sl
.V MryPargsri’ No. - He: wasinot:

i

articularljiinterested in that, - He

was workied about: the House bilk: which; i’ regard to thd bihk-
holding compuhy, might impose & tax of 18 percent ahd then anothdr
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15 -percent. when the’ dividends ‘went to the holding - company -on
account of the intercompany dividends prorosxtion, but, as g undler:
“stand the uction of the commitee now:with relation. td these: bank-
holding: compamos, 1t seems to me 1t ought. to be- reasonably
satisfactory; - :

The CHAIRMAN. 1 thmk the committee thou ht. somethmg éught
to be done with reference to that situatioh, an 5 if this ambndment
is in order, in proper ‘form, I do not see whv there should be any
objection. . -~ - :

T, KnN'r Mr: Chmrman T was ask‘etl to 1eport on & mntter that
cams iip in the meetmgfof the committee day before yesterday during
the afternoon.: ‘It was siiggested that the aneridment 60! section: 116
(c), that ‘is the liquidation prbvxslon, should ibe ngan a limited-
retroactivity. D) et .,

Senator Kine. Stdte that again, please e

Mr. Kent. Should be given'a limited retrbactlvxt, One aase 'was
called to the attention of the committes: where a little manuf‘acturmg
corporation down in Louisiang which had béen operating for’a ﬁrreat
many yeurs had ‘received:some unfortunately ‘erroneous: advite:
gomeons connécted with thé reveriue service and it found itself-caught
in ‘a-trap under ‘this liquidation ‘provisionas it stands,Because it
had to take up 100 percent of the gain realized il income,'and, if
thoy had been properly ‘adyised, there: waere other ways! in ' hwhioh
they eould’ havé f¢ eved the samo result wnthout beingmuughf, in
that manner. el

'The ¢ommittéo: was' unwm{ng to act upon’ thé amendniem at that ‘

time without having further information as to whether thire.weré
any otheér cases which had developed 'under this section whére siini-
lar circumstances were not: present and where a retroactxve amend‘-
ment would entitle them to a refund.

I made inquiry déwn in:the Income Tax Umt yeaterday moming
and I find they have a record of only two cases. One -is this
Louisiana case and the other ciise is a somewhat- different case from
snother. district, but is ‘equally bad. So that there would be no
appreciuble révenue effect 1f thab suggestion were:adopted. :

nator Kina. You think it was not the fault of the: tnxpaver but
the cul alflllty of the representative of the Government?

“Mr, Kent, That is’ right. He was act:mg honestlv; it wag' just
a. new' amendment" & ,

‘Senator CoNNALEY: ‘Mr. Ghmrmah as I’ recﬁll 1t ‘the only c&se wis
instéad of being applicable’ oni the date of the enaictment of the. act
in 1985 they made 1t:1034. T will ask that the committee authorms
it.  T'will see that somebody draws it up properly. : :

.The .CrarmMaN. The amendment is not dmwx; yet? .

Senatbr Co Ar.ix. It i8'drawn, but I htwe not. got it here o

Mr. PAimEzz That 1s A sxmplé mat,ter We wb‘uld know how tq~
: make 1t ive, ! 4 .

The Caamman. All'ri ht e s ""’!‘
-Senator-Kina, Did vot' make ‘such an- mVesh%atxon d0wn theit
that would ive us assui'a{nce there was not a
w%ld fall i41 that category ¥ :
“'T:think'so. "T° coﬁéﬂlted*thh one. 6‘f the veterhn then
there who searched the income-tax records. They have a very ‘cirel
ful clissifcation’ of ‘41l these caséd down tliere; and tHere Ywére only

Iarge nnmber th
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the two cases of which they. had any record. - Of course we had sus-
pected, and this confirms our conviction, that the 1934 amendment to
gection 115 had really operated as simply to block: liquidations in
such & manner that the section would not be applicable. FLT
S%nator Gerry, Are we going to take up the question- of liquida-
tion ¢ S B
: 'I“ihe? CramrmaN. Yes, I understand you have an amendment
rea C
Mg',. Parker. We are not ready to report on general liquidation,
that is what they call simplification of corporate structures,iwe. are
not ready to report on that. We are %oing into that. this afternoon.
Senator ConNaLLy. Was this amendment adopted? .. = . .
The Cramman. That applies to 19349 Is that the year
Senator Connarvuy. That is right. o
The CratrmaN. Without objection, that. will be adopted.
We want to take up the foreign corporations. proposition.:
Mr. Parker. Yes; so we can_progress to draft a bill.
The CuamaanN. What page is this one? S L
Mr. Parger. The main portion of it is on page 25. You will. re-
member that we have already disposed of the taxation of nonresident
aliens, This simgly now is a taxation of foreign corporations, and
since of course the principal changes in the bill are in connection
with the taxation of domestic corporations it is a matter of tryin
to be as consistent as we can and still be practical in a taxation o
these foreign companies. ;
Senator %rlmnr. Mr. Parker, do the Philippine corporations come
under this section? Y R
Mr. Parger. No, Senator. The trouble with the Philippine prop-
osition was the matter of the individual stockholders. That is a
separate proposition. .
enator Gerry, That is a separate proposition?
Mr., Parker. Yes. L :
Senator ConnaLry. Mr. Chairman, let me ask the committee a
question, Is there any sound reason' of government policy which
we should not tax foreign corporations more than we do our own
cp}il)omtions? ) o L L .
he Cirairman, That is what they have done in this House bill,
Senator Coxnarry. I do not see. why we should not. . We levy
tariffs to protect our people, we do this and do the other, and then
we invite the foreign corporations to come in here and compete with
our own people and levy the same tax. on them as we levy on our
own people, A S e
Mr, Parker. Senator, we also have our own foreign corporations

operating in other countries, TP O PN

The Cuamrman. I think you are absolutely right, in principle.

We have got to give it consideration because of %e gystem that is

built u% Section 281, page 185, what does that mean?t. - i
A

g
Mr. Parer. That is the first class of corporations. Those are

the corporations that are residgm; here, that are doing business here,
that have an office or place of ere B S

Senator Kina. Like some of the Canadian corporations$ - ', . -
. Mlé- Parger. They might be Canadian:or they might be any other
coyntry,. Yo : s N

iness here,

vt

. T PP SRS P 1) ECRLPRE RO IS SUUUULL S S I R TN S STRDE |
he Crarsan. You put 22.8 percent on those corporations.
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- Mir; Parger, That was what was done in the House bill, - Our
recommendations are slightly different from that. -~ -~ .~
 The second class of co‘rx;?’ratibns are ‘those that are not éngaged
in business here. Under the House bill, you will recall, the maxi-
mum tax was 42.5. gercont on ‘our own corporations, so the 22.5
percent was a considerable cut. It is true our own corporations
mi'%ht have paid no tax, but it was about half way between. :

he Crxairman. Why did they arrive at 22.59 We have tried to
giveithem favored treatment. ~ - o

Mr. Pareer. No.” When you come to the foreign' corporation
doing different. percentages of -its business here, and doing busiriess
in other places in' the world, it seemed to us it was just impractical
to tﬁy to levy the tax on theim'in respect to the amount of the divi-
dends they paid. In other words, the distribution of dividends by
anEnglish company over in London, with checks made out to Lon-
don stockholders, Englith stockholders, it did not seem that we
could properly apply the undistributed profits tax plan to the
foreign corporations. It leads into a lot of difficulty, the difficulty
of finding out their entire income and allocating the portion that
comes from the United States, and what is the dividend paid out,
or twgs paid out of American profits or foreign profits, It just does
not fit 1.

Senator Warsn. We levy the same tax on the foreign corporations
‘that we levy on domestic corporations, but we add the contractual
-obligation not to Kay dividends? : ‘

Mr. Parker, That is what the House bill did. We have a littls
-different theory now.

‘Mr. Kent. May I interrupt there? Another thing that influenced
‘the selection of the 22.5-percent rate was this, that under the House
bill it was proposed to raise the additional revenue by increasing the
burden upon corporate enterprise, looking at it as a totality, by about
"$600,000,000, which compared with about $1,100,000,000 derived from
-corporations under the existing corporate-tax laws. Now that was
an increase in the neighborhood of 50 percent, and it was felt entirely
equitable that foreign corporations doing business in this country
‘should ¢ontribute to the revenue needs of the Government in a sub-
stantially similar proportion, and for that reasorn the tax on them was
‘raised from 15 to 22.5 percent. . - T IR

The CaAmMAN. About 50 percent? ‘

- Mr. KenT. ‘About 50 percent, - .o - o o
- The CuaAmmaN. Now, if we place this other matter at a flat 18

-

.and 7 p;rcent, do you think it would carry out the same theory ¢

“Mr. Parger: We came to an agreement on that after a long time
-and -we were prepared to recommend that the foreign'corporation
pay 22 percent. ’gVe arrived at it-in this way : If they pay 18-percent
normal tax on individuals and we add to it 4 percent that: would be
aid by the individual stockholders, that would give us 22 percenti
ndet this bill the highest rate of tax that any domestic ¢orporation
can pay is 28.7 pércent. . . oo oo T o
Senator Warsr. That is wheré they distribute‘n’othingi!‘ SO
Mr. Parker. That is whers they distribute nothing. 'he highest .
tax they will Say is 28.7 percent.:-'We have got'the foreign corpora-
tion paying 22 percent. : _ .
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The CramMAN, Of course you would apply the 7 percqnt then om
the retained earmngs?

“"Mr. Parker, No. We did not want to go mto the dlstrxbutxon of
the foreign corporations.

Senator George, It is more or less 1mpract1cal nh

Mr, Parger, But if we did a plg the 7 pexcent the most we. could’
get out of it in that case would ge 8/7.porcent. -

The Cuamman. What ia the viewpoint of the committeo?

Senator Coxnanry. Why not make . it 28 percent mstead of 22
percent? That would approximate the House rate.

Mr. Parxer, We suggested 22 percent, the highest rate i4:98. 7 per-
cent and the House rate is 22.5 percent, Y am just telling you how we-
arrived at it: We took the 18 percent and ac{ded the 4 percent nor-
mal, makmfz it 22 percent.

Senator Kine. Would there be any ref ercussions elsewhere, any

repr: 1?sals, any retaliations whereby we would lose more: than we' would
ain :

8 Mr. Parxker. We have a sound reason for it. :

Senator ConnarLy. I do not see where it would raise repercussxons.
We raised the tax on our own corporations.

The CuammAN. I do not see how they can kick on that Without
objection we will fix the rate then at 22 percent on these foreign
cor orations.

r. ParkEer. I will point out now that these forelgn residence cor--
pomtxom file a return just like an American corporation, though we:
do penalize them in one further re {‘)ect, we recommend that we do
not give them the $1,000 exemption that we give to domestic corpora-
tions. They have their income from elsewhere and ‘we do not glve
them a $1,000 exemption.

The Crawrman. Without objection, the $1,000 exemption will not.
ap ly to them.

r. Beaman. That includes foreign insurance compames?

Senator Georoe. Yes; all of them.

‘Mr. Parker. Now, we come to the other class of corpomtlons

The CrarmaN. Nonresident corporations.

Mr. Parxer. Those that are engaged in business here and do not;
have any office or place of business here. At the present time the
payments to such corporations are withheld:at the source at the rate-
of 16 percent, in fhe case of interest, royalties, and similar annual
income, and on dividends they have deducted at the source only this:
1.5-percent tax, on account of the 1ntercompuny dnldend prop051-
tion.

The CramMaN. Lot us take:up the forelgn cor poratmns that- have
no business here, that do not live here, that have their headquarters-
in some foreign country but they do business here.

r; Parxer. They do not do. business here. Suppose.you had an
Enghsh investment trust and they have got somé railroad bonds, or
what not, they are not over here, they just clip the coupons and send
them over here to the bank for collection, that is all they do. . When
tha5 bazlk sonds: them the rmmey they w1thhold 15 percent of the
interest. . .o o e

- The CHMRMA'N« That is the pi‘esent law? T BT

. .
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© My, Paticest; That is-the present lawi’ But if they' gét dividends
fxbm ‘the Unifed States Steel stock: there’ will 'be ded ucted at’ thb
source only what amounts to 1.5 percent.

" The Crairpeay,’ What do you pmpose to do- now?

Mr. Parker. Undérthe present law they ha H mght to ﬁIQ‘
return in spite of -the fact thab they are not resid ent@, andin spite
of the fact that they do no do any business here, they can. file the
réturn and’ get'the advu 19ge of certain deductiops. ' We propose’ not
6 Have these people: file retitrns; except in exceptional caées and’ we
propose to withhold 18 percent on these paymerits,’ gro gl‘het‘e is
no' deduction. “The 18-percent tax is' really’ on %)ross 1hbome, ‘you
‘might' say, 'instéad’ of ‘net. But, of conrse, 1ot being:, engaged in
trade or husiness here their ‘deductions should not be \?ery larg
Th(it s o mberest oyalties, and all éther income éxcept dividends

dmdend g, mas ugh as our'own corporation tias only mthhéld
or has already paid at least 18 ‘percent, we propose to witlihold- 10
percent in the case of all countries’ except Oanada, where we propc)sé
to’ withhold ‘5’ percent.

Senator Connarry. How about Mexxco?

¢ Mr. 'Parker. Yes; ‘Mexico. ,

The CHAIRMAN. Why ‘do you not say “cont:guous countriest”

Mr, Parker. Yes; contiguous countries. In respect:to dividends
we expect to treat the foreign corporation just like the foreign indi-
vidual. That is a _practical way to do also, because the foreign cor-
porations ‘can readily defeat a “higher withholding rate by holding
their stock in the naes of nominees.

Tl;e CmAIRMAN, Are  we getting any revenue from tlmt souroe
now

Mi. Parxeg. We aré getting very little revenue frdm the divi-
dends, becatise we practically withhdld a very msxgniﬁcant amount
-of the dividends. -

] T;le CHAIRMAN You think we will get some- ‘revenuée under this
aw ‘

Mr. Panien. Yes. What is proposed is- that the tax on forelgn
%or%oratloﬁs WOuId be 18’ /percent ‘on all mcome eXcept from divi-

ends.

‘The’ CHAMAN. To be withheld at the source? '

Mr. Parker. Yes; and on dividends it will be 10” percent

. Seniator KiNe: You mean’ foreign corpoiations that are not func-
txonmgpm the United States? ‘ Lo e

arger. That i§ #ight. - ~‘-'f’ e

' ‘Senator Covzens, I move that be ag roved N o

"The Crammax. ‘Without objection that. will' be agréed 't

' My ParkEr: T shﬁtﬂd ‘have mentxoxied that it is less in'the border
countries, - 0 T et T e S

The CHAIRMAN, That i 1s in contx 6!1& dduhtt‘ies it is: 5( pércénb?

Mr, Panker. That is right. 'l‘h isw t thé

" ‘Beitator Braox. Mrl Parker, yoil’ men dlb! dhd divi-
vd nds. - 'What aboyt the méurance con hﬂy m Loxi m} for mstahz

{hat doeg 1ot Kuve ‘an offite in Amiéridad’ ‘There ate a 'great’sian
tat do'tlot" Phey wiite iuting! nsmnéefaﬁa%ﬁ?y 44 a's ‘gy” ¥
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Senator Kina, Some of the States, I think my, State, forbids any
insurance company doing business in the State without having a
residence in the State. L . e

Senator Braok. That is correct: A great many people engaged
jin the shipping business go to, London, American .shlfpers'thut(are-
subsidized by the Governient, buy their insurance in London. Does.
t‘h%tfapBly«to them? , o ‘ TR

r, Parxer, Well, the law enumerates, along with interest and:
other things, just what is being withheld, " It enumerates premiums.,

Senator Brack. It does? R L o

- Mr. Parker, Yes.. Most of the companiés: that are likely to-do. &
substantial amount of business here it seems to.me would be engaged,
in trade or business of the United States. - . : L

Senator CrLarg. The American shippers can go to London and ne-.

otiate an insurance contract, they receive a subsidy from the United

tates Government for carrying merchandise on American ships,
but the insurance is carried in a%ondon company, is that right?

Senator Brack. That has been a very serious complaint from
American insurance companies. I know that the insurance com-
panies are bitterly complaining about the fact that American ship-.
pers go to London and uf their insurance there.

Myr. Parker. The way I interpret the law, it would be too severe.
on them. As I interpret the law, if I pay a premium to a British
insurance company that is not doing business here I would have to.
take 18 percent off the premium and send it to the Government..

Mr, Beaman, They are not taxable under this bill. . ,

Senator Brack. I simply wanted to call the attention of the com-.
mittee to it. . .

Mr. Parxer. That is right. Insurance companies are taxed sepa-
rately. This would not agply to transactions of that kind, I think:
we ought to go over to the Insurance section and do.it oyer there.

Senator Brack. I simply wanted to call the attention of the com-.
mittee to it, because, as I thought, there is no provision in here that
would require any payments by those companies who sell insurance.
in London to our geo le here. It may not be wise to do it. = .

The Cwamrman. I thought they were included in this proposition..

Mr. Parker, Oh, ges'; they have to.pay their 18 percent, they
have to pay that on their business, They are not free from tax.

Senator Brick. They are not engaged in business in this country,,
thggv go to London and buy it. AR IR

enator Gerry. How would you get at them?. L

Senator Brack. Well, with reference to the trapsactions of the.
American company, they are required to withhold a part of the pay-
ment. - It may not be a wise policy to require that: in that connection..

" The CrairMAN. You mean an insurance company here would take-
out an insurance policy.in London® . ... - ..« . .. ..,

Senator Brack. No, .. 0 "o oy . 0 T

Senator Crark. It is,’f(hg shipowner who wants maritime insur-
ance; he goes over. to London and negotiates fpritimo Insuranos
contract with someum.ﬁvram;é;wmgany .op-set. of . underwriters like.

Lloyds, and the. premium. g, psid, frequently; from. fundg furnish:
ﬁ‘y' ﬁne"f}nited Sttftes g&iiﬁgmegig in ﬁ?g%?&;y&f st%s ¥, &aﬁg}:}s}n ,

to some British concern. . .
The Cuairman. How do.you get at it, Mr. Parker{

o
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 Mr, Parker, That is a .special case. ~The transaction is made
abroad. ‘We would like to make a special investigation into .that.

- Mr, Kent. You would have a substantially similar situstion if the
American shipowner that wanted:insurance sent a cable to;London,
to an insurance ¢ompany over there; and made an-offer to place: in-
surance with  them and- they accepted by cable, because under the
accepted legal principles of the common law. that contract is com-
pleted in London when' the cablegtam is sent accepting the agreement.
- Senator Kino, Would not this case bé.anslogous: Suppose I am in
London, <. I have a food deal of faith in one of :the life-insurance
companieg there:and I ‘get life insurance for $25,000, and I remit
my premium to them every year. How can you tax that{ -

r. Parker. ‘X do'not know, . - R T
= Senator Crark. You can remedy it by an amendment of the ship
subsidy bill.. o o ey

"The Caamman. I do not ses how you can get at them. Is theye
any other phase of this thing now that we have not touched? .
r. PARKER. Just a few minor points. . - ~ o
Senator Kine. We got:through the major points? :
Mr. ParxEer. Yes; in dealing with the resident corporation, which
is taxed practically the same as our corporation, when they get divi-
dends from a domestic corporation they are going to include 10
percent of that dividend, which has already been taxed, of course,
‘In_their income just like a domestic corporation. C
Now, as I pointed out, the $1,000 cxemption is not allowed to any
of these foreign corporations doing business here, but we do (Fropmo'
to give them the Liberty bonds and excess profits tax credit, just
liké our own corporations, because they are subject to the capital
stock and excess profits tax. ' ' e
" The CrammAN. I do not understand what you mean by that.
Mr. Parker. It was agreed the other day:that for the purpose of
the corporate taxes we would give them a credit against net income
of the excess profits tax paid, that is for our own domestic corpo-
rations. We au%gesb you do the same thing with:the foreign cor-
porations doing business here, - o o
t Tl&e ‘Crnarman. All right, without objection that will be under-
stood. : ‘ C e
- Senator Couzens. And also on the tax-exempt income,
Mr, Parker, Thé tax-exempt income? S
" Senator Covzens, Yes, : T ‘ -
"Mt Parxer. The Liberty Bond Act requires that, - IR
*“The CuarmmaN. Without objection you can write it that way, -

i
)

How about the foréign banks? ‘ S

Mr. Parxer. Now, foreign banks, thers has been an' investigation
‘made’ of-for’ei%n“ banks and we find that there were ‘2’ couple of
foreign banks in New York, and one in California, and the liws
‘of those States now - require thit’ they can take the deposits bﬁt?
from nonresidents. ' They cannot -deal with our own résidents.
Theréfore; it’ seems to.us"that foreign banks ought to be taxed 22
percent, the same as any foreign corporation. Tl e
. The Crranioean.-You mean thess foréign ‘banks are'located in ‘the
‘Umted $tatesﬂ I LTI SRS R e i ’ *;" o
Mﬁ:‘PARm.}\Tﬁaﬁ’igcorﬁe‘ct, ';?‘% ‘:»‘t‘ ‘, RS B TR S S :,
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R hc“C}!'A‘i?HMAN‘.' ‘They" cannot: thke -deposits froii anybody except
A foreigher® 't 0 ol i e P T
o Mr.‘PARKet: That ‘is‘right.: » They: do an exclusively foreign-busi-
1iegs, el think they. pught: tuibe taxed 22 peteenty:- . .0 i,
- The CrAntman. Is there any objection to:that? - That. séems to
‘me to Ve all right. . ‘Al right, without objection, we will make that
gﬂﬁor‘ceht. " T'did not-know that we had any such banks.’ & ..

3

1 Parker. ' We: also propose that you take hway’ the /$1,000: ex-
inption: from' foreign insurance companies, Chifa . trade: corpora-
tions, and ‘so-calléd section ;251" cogjoratibns. Exghtgr Esperoeht.»df
their Business comes: from thie possessions-of the: United ‘States.: . .-

Senator Kina. Iimjove we ceept that; - .0 ooonn
. The Cramman. Without objection that will:be done.: .t ...
i Mp.!Parker: The mext thing is in section 119, page -125.. The
House bill provided for a change here on page 125, gamg‘r‘aph" (B),
gind’ wé_propose that we' eliminate that change and return to:the
present’law; except for lines 5,6,7,8, and 9. :0 -~ oo o
The CrairmaNn. Now explain exnctiy,what that section :(B) is.
. Mr. Papxer. I think T will ask Mr. Beaman to explain that.
£ 'M¥, -Beaman. Here' is the situation, gentlemen, that led to the
‘change' i, the House bill: The House bill provides, and the preserit
‘law provides; and your own bill provides; that certain people, under
.certain ‘circumstances at least, are taxed on their net income from
gources in the United States and not on’any incomé that is not from
'sources in the United States. Therefore, it is important to determine
‘what'is net-income from sources'in the United States, In section 119
‘there'is laid .down a'whole lot of fules.  Oné of the rules .is. that
idividends. fromn domestic corporations was income from. sources
within the United States. T S
__Now, tlie ?uestion that has got to be settled arises, obviously:
‘What about dividends from foreign corporationst . -+ .
- «:Senator Kina. To American citizend? .. - - Do s
.~ Mr. Beaman. No; -not to American’ citizens. ‘They are taxable
-on-all-their income from «nywhere,i* It -is unimportant to know .in
their case whether it is income from sources within the United States
-or not, LN ithe: eage of :the’ forcighers it is~;iﬁ[i}mntant -because they
are only taxed on income from sources in the United States. .~ ...
So we get.down to the questioni: Is.the dividend from foreign. cor-
porations income from sources.within the United States}. ., '« ¢~
The present law says that if the foreign corporation: during the
}mnod of 8 years back has got 50 émrcent.»or more of ity groes income
rom.gouxces within the, United States, then all the dividends 'prid
by it constituted income from sourceg within:the United, States. '
w0 Senntor King., That ig a. vather hit-and-miss propﬁit,i,on.g 1
1. My, Beaaran. It is. | It seemed perfectly unfaie to the House, and
J-think, it will to you, gentlemen; to say that. if a.corpergtion gets
b1 percent of its; inggme. from, ,iources within the. United -States. and
Pays.out $100 in. dividends, that the.whale $100; is' income ,from
'soureas within the,United. States. , Obviously only $51 of.that,$100
R‘i;nfﬁne xg;{lnl\ sou;i;es \'&: in theUnited States. ,;.‘mm.t. is, .n((i: ghange
«he riouse. pyl made; . Ag. e, Farker galdy Wa recomimnends t 1t
be rewritten, con ning it d*tﬁevpﬁ rﬁtf amo‘gnt{ mmmm {i;hg '

P e [

Now, the House bill went further %x:&gspvidggmﬁig{, lé,g}égﬁié’pﬁéz
ess 85 percen

be income from sources within the States un
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of ‘the gross dticome of the?cm;pbmtion was realizell ar svas. derived:

from soutces iwithin.the United States, and, furthermorey that,if:the
foreign ‘corporntion -was!hot- ex:‘fgnge An-trade:or-business. in- the
United: States, ‘then:no dividend, under.any circumstances, shiowd

ever be considered as income from sburces within tha: United States;

- Now that opens up a very large loopholeé which X. will: gie:mrib,é p

you::+ Senator King; T suppose you and I-have:got $1,000,000 apiecs -

which we want to. invest and accumulate.an income on;.we organizg
a foreign corporation, we organize two.of them, we organize.a parent
foreign corporation which.owns all the:stock of a fdrmgﬂ-kul;mdmry;
we take our $2,000,000 and give it to the foreign sub, -which -huys
United :States bonds, ivestments, and so; forth, and all ;we get out
of it from:that foreign: sub:is.thé tax we withhold at.the sources
which s just agreed tipon as 18 'percent, or: in: the: case of  diviy
dends 10 percent—thie foreign sub then-declares out all its income in
dividents to the foreign'parent, and-assume:that under the' House
bill 16 ‘percent of the foreign investment'would noét be income froin

sources:within the United States, then the foreign parent -would not

only pay no tax to us because it-had no income from sources within
the United States, but it would not be subject'to section 102, no mat-

ter how many terrible toeth you put in section 102, because you have.

got no income. You can make 1t 100 percent or zerd.

" Soin order to get away from.that terrible loophole we propose
that you go back to the present law and say. that if a foreign corporas
tion Kas moré than 50 percent of its gross 1ncome from sources within
the United States, thé dividends are paid: to the extent-bf that pers
cénta eé'whatever‘ it is,-and that shall be income from sources within
the United States: - Now, we are faced with the proposition that thé
House! was faced: withy as to what cases there: ave that you shall
require @ withholding in, o v o e T Ty

ow thatj-bf course, is entirely a matter of policy. So far as we
are concerned, we do not change: the House bill, unless you' gentle-
frien’ want 0 change it. ‘We will’carry out the House bill} unless
{Gu gontlemen want to change-it. ‘W propose that you write into
he: withholding 'section’ a ‘provision: that foreign: corporations: shall
not withhold anytliing on"dividerids’ unless that corporation ig .enk
aped in‘trade or busitess within the Unitéd> States, and'even it

1t Is engaged in trade’or business within the United Stutés it shall
not be required to withhold on is-dividends unless more’than ‘86 peft

cent of its ihcomo for the 8-year period preceding. was derived- from
sources within the United States, and if it has derived more than
85 percent of its income, say it has derived 90 percent of it&! income
from sources within the United States, every time it: pays ‘dut $100
in’dividends it ‘will be required ‘to'retain $90. The tax is on $90,
it is 10 percent on the $90. ' 2 A ki

“Thiit, 'of Gotirse, ‘leaves o little-kap’ for the fellow that  tetelves

it-uiider the preceding ‘seétion, it constitutes ihcome from'sources
within the United States, but there is no withholding unless: the
percentage is over 85. But the ‘impol't&nt'fthinf; is it closed up the
gap, or loopliole of 'Yeorganjzing a‘coufple of foreign corportitions i;ig

getting’ themi” out, ‘of -absolutely” any ‘possibility” of resching ‘th
undergse,ctmh 102,y ypo SRR §1g iy

$oarhien gn srhieierrn T LR SR AR N X b "f,éf}'
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_Mr. Kent. If I may make a remark about the withholding ques-
tion, wo were influenced in the suggeation on that proposition, to. &
very considerable oxtent; and I think the Ilouse committee wes nlso,
by the fact that other countries do. xct normally’ ;re%uiro: foreign
corporations .doing business in their- territoriés to withhold tix on
dividends paid by such forei%nfcorporations to: their: shareholders.
There are some difficulties that are uﬁresent ‘there.: The: revenue
involved is not very important, and:I- think there is something to be
gaid from the practical point of view.: . co e st

Senator KiNa. The administrative features ought to be considered;

Mr. Kent. Yes, . N R Lo
. Senator Grry. I would like to ask-Mr. Beaman something, Mr;
Chairman. I do not know that I have this clear. ‘Do I understand
that the foreign corporation %ets ithe dividends received.from this
country without paying a tax¥- < - S BT A PRTS.L

Mr. Brasman. That is not the question at all. That question . you
disposed of awhile ago. On the dividends received by. & foreign
corporation from this country you taxed the company 10 percent,
or B percent if it was a contiguous country. . R :
_ Senator Gierny. If they invest in securities of foreign countries{

Mr. Bramax. Noj it is a broader thing than that, What-we are
dealing with here is the question of a foreign corporation that pays
dividends .to a foreign individual, or another foreign corparation.
Shall that be considered as income from sources within the . United
States! Because if it is not considered as income from sources
within the United States it is not taxable to that recipient,

For instance, if foreign corporation X pays a dividend to me in
Paris, and also pays a dividend to the Kent Corporation in Loncfon,
then the question is: Do I, as an individual, 8. Frenchman, and Xent,
and English corporation—are we taxable as one cox;{)oration X, are
we taxable on what corporation X paid us as a dividend ¥ :

Senator Gerry. 1f the profit was made in this country? L

Mr, Beaman.. Noj if I, as the Frenchman, lived in Paris, and the
British corporation was in London, corporation X, which is a foreign
corporation, pays a dividend to mo and also pays a dividend to Kent
Corporation, the question 1s: Is that dividend in'my hands and in
Kent's hands income from sources within the United States? . Be-
cause, if it is not, it is not taxable, . If it is, it is taxable. . This rule
that T have been describing attempts to settle that question., ., .
" The Cuammman. Have you, got your amondment drafted carrying
out the ideas that:you have expressed heref - SR

Mr. Beaman. Partially.. do .

. The Cumamrman. All right. . - . o

- Senator Kina. I move they complete it and that they dispense
it to us as soon as possible. A T

. Mr, KenT. In order to zwm% the negessity of bringing this niatter
up again, Senator Harrison, ., would like to say that we have,one
or.two suggestions._: : SUNTE Ry B
. The CuATRMAN. You mean.op. t is, Jast. question§ g
. Mr. Kunt, Yes;. this. general problom;, I would like.to say that
there are ons or two suggestions .o or, than a few, clerical changes,
that is the clarification of the text that we would: want, to make.to

the experts. - The principal one is a provision which would make it
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clear ‘that' the penalties %agplicable in’ respect to ths‘tnéi; ‘ag impoged
. by title I of the act shall be applicable in respect to' the liability im=
osed by sootion 148 arid seotion 144; that is, if & withholdibg ¢om-

any 'wis-under & dutyy utider ‘the-law; to withhold the'tax dnd fails
o'do 80, it shiall be subject to thé proper penaltiea under the statute.
And, moreover, that if there is a question ag to the hmount of tax’
‘Whlch‘fho‘is!liat)le to withhold; if t at‘qi‘mstimi ‘ariges, he' should: be
.given:the'sathe records of the Board of Tax Appeals that any other
ttm'xlpdygrvwonld‘ﬁﬁyfuriﬂer!-th'e game ‘éircumstances, '+ v
- The Ceraxsisedn. AL wighty c0 e dos v Bo it
- Mr, Kent. There is one other thing. I have been making some
progress; I believd, on inclitding in section 211 a legislative definition
as to 'what'is' meant by “engaged in trade or business‘in the United.

Btates’, which’ it ‘is anticipated s the one thing in this set-up that

Would:i)eﬂ{kel'y:w be the most-fertils source of controvery.
Senator King. That:is on page 211% -
~Mry Kenpe:Yegio 1 o 0 o0 0
Senator Gerry. What page is thatt o
Mr. Kent, That is page 180. What we should endeavor to do is
to define “trade or business” in such a way as to give us a legislative
rule in respect to the border-line situations where we are likely to
have the most trouble. We have a good many precedents on what
constitutes doing a trade or business, and I should like to have the
approval of the committee in attempting to draft language that
would cover it. ’ ‘
’lI‘he Cuamman. You and the experts try to get together on the
ll'u . ’ ‘ P .
_ Mr. Parxer. There. is one thing in connection with the draft that
is'niot defiinte about the 90-day prolgl)osmon. o
. ‘Mr. Kent, Yes. I may say that there have been several references.
in the committee’s discussion to these complaints regarding our tax-
ing and collectinig the tax from-these people who come over here on
commorcial business for just 8 or 4 weeks, perhaps, and find them-
selves confronted with an income-tax demand when they are at the
point of leaving the country. : : :
- Senator Kina. Some have been here only 10 days, when they have
‘made a‘ﬂirett;y lgood gale here, o ' o
Mr. Kent. Yes. I think it is possible tp eliminate most of that
difficulty. It seems to me it is rather undlgmﬁ.ed and absurd for
this Government to hold the employee of a foreign corporation, or,
foreign individual, who has come over here to negotinte some, con-
tracts, or some business,.and he:being held in order to.collect. a few
‘dollars of tax from him. It leads to international ill will out of all’
iproportion to the amount of revenue involved. o =
Senator Kina. Es'gecian when we are sending our representa..
tives abroad. We had Mr, Peak and others trying to find markets for
‘our wheat and cotton. - S e Co
Mr.-Kenti. Yes, ' 0 ' ‘
~The CrimemMAN., What else ig theref
it' was: Senator: Hastings, - He is not hére. Do!you wish ine to'bring’
" The

Gy ot 1o,

arrMAN. Noj we will wait until fie gets back.

" Mr. Knnn, There. was. one other matter that X.am ihformed Tiwas, -
asked.to report upon;at.the request of one of the-Senators; I bélievé:-
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. There is @ bricf here from- Mr; Haussermann, this. gentlesnan who
is from the Philippipes. ... " i - 0 0 LT
My, Papgen: It hag not been . discussed with ‘the exports,. I s,
not.ready to make any suggestion. His proposition vgagisqmethm§
elso. ;. As a. practical matter, if a man goes to the:Philippines and:
conducts a grocery store——. oL
~Sepator Kina Xnterr.upt-mg)l Assuming he is an American oitizen{
. Mr, Parker, Assuming that he is an;.American. citizen,.the .in-
come hé gets is not subject, to the income -tax of.the United. Statesy
but it is subject, of course, to taxes there, he'is subject to the. Philip-
pineftaxgsw : S i 5 AT o t’ S
Now, if a man is over in the Phxlip({)ines .and he incorporates a:
ocery store, for instance, and. he gets dividends from that;co‘xip()ram
tion, he is taxable on that; under the income taxes of. the United:
States. Mr. Hausserman%olaimsthat puts that kind: of .person. at.
a serious disadvantage with competitive concerns. . . . < - . .
The Crmamman. The letter of Mr. Haussermann may- be' incor-
porated in the record, . : R SV
(The letter referred to is as follows:)

Lor . .

© Mavriowem HoTEL, :
I ' . Washington, D. 0., Moy 14,1886,
To the Honorable The Conunitice on Finance, United States Senate: : .
My Dxar: SenATons: I should like.to call to your attention a matter: which;
at one and the same time results in changing, by inadvertence, the policy of.
the United States with reference to the Philippine Yslands, and in a discrimina-.
tion against the American citizens actually and in good faith engngéd in busi-
ness in the Philippine Islands; ‘in the hope that you'inay see fit-to recommend
to Cougress at this time a clarifying amendment to section 251, of the revenue:
act now before you. . ' :

By virtue of a_construction of section 262 of-the 1921 act (now section 251 of'
the pending act) by the, Revehue Bureau and the coutt contrary to wxhat‘
Oongress ‘meant 1t to have, the American citizen actually, and in g faith,
engaged in business in the Philippines 18 subjécted to discriminatory.taxation,
and the Philippine Government, ag a result of such taxation, will loge the
Income taxes which might otherwide come into its treasury, . ., .

Utidoubtedly the polley of ‘this Government with reggrénce‘ to the_l‘ml‘lpplnes:
is-well known to you: bt since:our occapution of the Phillppihes It has always-
been the fixed purpose of this Government not to derive any.revenie by way;
of taxation, elther directly: or dndirectly, from business, conducted Ip the Philip--
pinés by Filipinog, Anerfcans, Germans, Spanfnrg]s, Rritigh, Yapanese, or other;
natlong, The renson for the policy has been that this"Government hitg always.
sought to maintain the position of guardian and ward, -~ . ¢ .00 Lo
- The best evidence of this is tlie firat income-tax: law passed byithe Congress:
qth Itlllw }Jmtf“; .sg\te,q {net Q‘f 1013) £ \t\‘hzc'l; was lx’"f”mx :{)rce gx{d»emecé:.f‘in théy
P pine Islandg, spve and except that by speclal pravision of that act it wa
to bepadn}inlrtéi‘ﬁd'in the Philippines by the officidls 'df’tnqe' I{mll)pfnh‘é Gavér’;,\’?‘2
ment, and a

I' revenue derived theréfrom by way of fiicome tax was 'to'incak’
intact. to .the treasuvy:of (hoe Philippiue Islands, This policy: was again relt..
erated by the Congress of 1.2 United States in the enngtinent ofthe 1916 income-:
gn;c x(;;‘“;._ which, contained .the spme provisions, aud by the revepue acts up to-
* Aunotliér ‘concrete evidence of-‘the fixed policy of the United Stitds: in ‘this’
regard Is the provision of the act of Congress, or administiative order, requiring:
that cigars gnd tobacco fmported into the United States from the Plillippine-
Islands should bear the revenue stamps ag.set forth in the mgqrml_-rqvepueglpw
of the United States, but declaring at the syme timé that all-the revenue col-

lected In‘ the United Btates inder the tax must revert thtiet to- he treasury of"- .‘

the Ehilippine Islands: During .all. those years; nll' personts reslding in” the:
Phil pl?g Isla ,ti.lm;stsidlﬁes, of their natignality, filad Income-tax rdturng in'
the Philipping Islands and the tax thereon was goileot by Philippin .g?c;ﬁzyg
and the proccedy turmed ovel {o, the treatury of the Ehiltppine, Tddts.; N

.
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dnié dothy - besinbss’in' the Philippine Tslands wag vequired t4 le any incomie tax:
voturiiy 1ti ‘the Unitéd Btates’covering liicome derdved from sources witliin ‘th‘?i
. Philippine Islands, - ¢ , L S e e
4 Phe 'World 'Wat brought on: conditibris: which' maide it necessary ‘for ‘the’ Con-.
gress of the United States to materinlly iinerénse’ income-tax 'vafes ‘hove In' the!
Untted ‘States; but, because our 'legislators: were' not fomfliar’ with ‘conditions’
in the Philippine Islands, they did not consider themselves competent to fik the’
rates to be enforced in-the Philippino Islands. ~Thus the War Reventle Act of
1017 did not: alter’ the' vates Insofar a8 the Philippine Islands were concersied,
Lut’ continuéd rites and procedare as fixed By’ the et of: 191610 full: torce and’
effect- thereln, 'Furthermotre, in the same det authorlty -whs delegated to the:
legislature in the Philipplne Islands to change, modify, or repeal the lncomé:
tax law ingofar as the Philippiie Islands were concerned, and, acthig thereunder,
the-legislature did fix rates in 1017, which: sald jaw. was legalized dnd ratifled:
by Congress;, ' ¢ - - v o T T e e s
After the United States entered’ the:World Wak:‘and-1fi ordeér to prevénti
draft doflgers and tax dodgers, ¢itizens of the United States, from 1¢aving\:the
United States to avoid their obligations, a ‘rule ‘wasg enforced reguiring every'
pérson ‘who sailed ‘from the United States to: obtain and flle with the' steam::
ship company a paper known as the “tax clearance.” American citizény; who!
were enguged’in business in the Philippine Yslands, and made periodicdl trips,
to the United States, either on vacntion' or business, were confrontéd by the!
steamship agent with a demand for Federal tax clenrvance, and were told that’
no ticket could be sold to nn American’ citizen ¥vithout sueh clearance. " Thé*
Amerfean citizen, -on his side, being engaged in business; and: convinced that
he was not lable for any ¥ederal income tax, because of his payment of-
such Federal tax to the Philippine Governiment, usually appealed to the Way
Department Bureau of Insular Affairs, which intervened with 'the-resilt that
every American honestly and in good faith in business  in the' fdlands, was!
enabled to sall iwithout. the necessity of such a tax clearance, In due course
these cases of intervention of the Bureau of Insular Affalrs became so numer-:
ous and burdénsome that the administration {n Washington wag asked to-
undertake the clearing up of this mattexr. - A L
The unfaltness and injustice of the situation was apparent in the Philip:
pine Islands and the Philippine Yegislature passed a resglution in February.
1920 fistructing its Commissioners to the Unlted States, ag ‘follows:: - C
“ " Pe it resolved by the Renate, the House of Representatives of the Philippines
oonpeurying, That the Resfdent Conimissioners be, and they hereby. are, instructed-
to'ask Congress fo? the amendment of the United States Interiial Revenue Act:
of nineteen hundred and nineteen, in' the serise that Amerlesin’citlzeng:who are!
Yona-fide residents’of the Philippiue Islands ghall niot be subject to’ any iincofne
tax greater than that required of other residents of snld islands.” -+ "~ KHE
< Oh ‘September §, 1921, the United ‘States Philippine Commission, commonly:
known ity the *"Woods-Forbes :Commission”,’ cabled the Secretary 6f War, msf
follows : IR STt ! ' o C ’
- %A1l ‘Natlonals in the Philippines, except Amerieans, exempt from' Mability’
for the United States-income tax. -No-foreigners here required to pay income!
tax to his home government. Amerlcans here also pay income ta ' Philippiné:
Govefnment: Hinancial sitiation very criticnl and: heavy losses have- already
been sustaired:’ Attempt colleet hack taxed under Revenue Act'1918 would: bef
futile the majority of cases and would only result in bankrupting' many-of such:
Ameériedns ‘as still remain' in‘ business, léaving commiercinl fleld - entirély “in ‘the
linnds of British and other fofeigners. ' We; therefore, urgently recommend that.
Amerleans b placed on tlie same tax basis here 'ng other Nutionals; otherwise,:
they are pienalized for belng Amoricans unable to successfully compete with:
those who are exempt, afid that 'the relief grunted be made  retronctive to»
include exemption: from tax lability under Iriternal Revenue'Adt of 1018M !
" Qopgress - then -endeavored' to ‘remedy and eclarify -the situation; and in:
November 1021 it enacted ‘Into’'law as part of the Revenue Act-of 1021, the
following provistons, knowh' as séétion 262, which ‘have been continved downh:
to, thig date, it now being known as section 251 fn the pendihg revenue’ actt
“ugpb, 202 (1) Geheral rule~<~The ¢use’ of -eitlsens of- the United-States or
domestit dorporatioiis, stitisfying the*fo‘llpwlgf conditions, grogs fncomé mieans’
only gross ircome from sources within the Unitéd Beateg—— -+ -, oo oh o 07

“4(1) X£UBO per centum 'of more of the' grody fncome of such' citiens ort
domestic  corporation (computed- withott the benefit of this section), for the
8-year period immediately preceding the close of the taxable year (or for

#63884—pt, 9—36-——8
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such part of such period fmnediately, preceding the close of such taxuble
year as may be applicable): was derived from sources within a possession of
the United States; and .

“4(2) If, in the case of such corporation 50 per centum o nore: of its gross
income (comnputed without the benefit of this section) for such period or
such part thereof was derived from the active conduct of a tvade or business
within a possession of the United States; or ‘

“1(3) If, In case of such citizen, 50 per centum or more of its gross income
(computed without the benefit of this section) for such perlod.or such part
thereof was derived from the active conduct of a trade or business within.
a possession of the United States either on hig own account or. as an employeo
or agent of another. _

“(b) Amounts received in United Siates—Notwithstanding the provisions
of subsection (a) there shall be included in gross income all amounts recefved
by such citizens or corporations within the United States, whether derived
from sources within or without the United States,” . o

All of us in the Philippine Islands, as well as the responsible officials in
the United States, thought that that section cleared up the situation, and
for a numbér of years we went on paying our taxes to the Philippine Govern-
ment as usual, . .

In 1026, the Revenue Bureau audit of my Federal income tax return flled
here in the United States discloged the revenue that I was vecelving from
the Philippines which had been omitted in the calculation of the tax because
of the above-named provislions; whereupon the Bureau held that that part
of the income which I had received from sources within the Philippine Islauds
and, which was represented by dividends, should be excluded in calculating
the 80 percent, prescribed in section 202, The effect of this was that, not-
withstanding I was actively engaged in the conduct of a business, the segrega-
tion from such business of that part of my income which was derived from
dividends, placed me below the B0 percent, and, under the ruling, subjected
my income from the Philippine Islands to the Federal income tax law. The
question involved was finally submitted to the Board of Tax Appeals, which, in
the case of Haussormann v. Commissioner, docket no. 28101, sustained the
interpretation of the Revenue Bureau. The decislong of the Board of Tax
Afppeals wag subsequently aftirmed by the Court of Appeals of the District
of Columbla (no. 8647) and, on certiorarl from that court to the United States
Supreme Court, the writ was denled, This we belleve to be, in effect, an
erroneous Interpretation of the act of Congress which results in onerous dis-
crimination .against Ainerican cltizens actually and in good faith engaged in
business in the Pbilippine Islands under corporate form,

No question has been raised as to the exemption of an American individual
doing business in the Philippine Islands, or an American engaged in the
profession of law, or of mediciue, or .a partnership, from Federal Income tax,

provided 80 percent of his gross income.is derived. from sources within the

Philippine Islands and 50 percent thereof from the active conduct of such
business or profeéssion, Needless to say, the great bulk of Amerfcan business
that is done In the Philippine Islands, by citizens of the United States residing.
thereln, is done in corporate capacity, . | .

The unfairness and injustice of this interpretation by the Bureau, having
become . apparent, in 1828 administration officlals concerned in-the matter,
Including. the President of the United States, the Secretary of War, the Secre-
tary of the Treasury, and the. Governor General of the Philippine Islands,
Joined in requesting Congress, then engaged in writing & new internal-revenue
act, to clarify section 262 so as to permit that part of the income which a
business man in the Philippine Islands derived by way of dividends from a
company . conducted by him to be included.in that 60 pergent,. el ey

This-effort on the part of the administration failed and I feel that the matter:
is. of sufiicient Smportance: to. again call. to the adininistration’s attention the

gross injustice. and digerimination imposed upon American citizens and to uvge.

that clarification be.innde of section 261 (formerly 202) in the income-tax law:
now, before the Senate., . T .o - I -
I was personally ;present: when this. effort ;waas . heing madeé, here in ‘Wash-

ington, in 1928, and X.have no hesitation.in saying it fafled simply hecause.
Senator Bmoot, then chajrman of the Finance Committee, was opposed to. it for,

personal reasons, the nature of which need not ba dwelt on at this paint, .- .
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Olarifying’ Amendniont to Seotion 251 (PMlippine-United States: Rosidonts)

The matter has been discussed .int‘orma'l‘]y'wlth Mr, Parker, the le‘glslntlve?'
cnogmgk' now alding the Finance Committee, at the suggestion of Senator

‘ The amendment proposed by us for such clarification follows : ' .
‘:Amead‘ s;clcltlo:: 2?1 l?t i;t;lxle propos’(ed) I:;genuéabt.ct ,otdmactztﬁ include a new.
su on thereto to be known as (a) (4), and to read ns follows: . ;
'‘t{ui_’fovl_r‘lel(}‘g howéver, that for the pu - o} subsection § of this seétion,
dividénds m%:ed from a corporation; socieédad aponima, partnership, ‘trade,
of ‘business, shall be deemed: tobe . gross: income. derived from the -dctive
conduct of & tradb or.business, when such citizen is actively. engaged- in- the,
condlg;t of such corporation, soclednd anonima, partnership, trade, or. business.”,
Phe éffect of such clavification will bé to 1ift the disceimination which now
exigts against the American citizen who is boba fide and actually engaged in’
the cohduct of a business {n the Philippines; and put such American business.
manon an equality -for taxes with the ¥ilipino, German, French, British,
Japanese,. Chinese, and, any other .pationaly engaged ip business in the Phiilp-
pines. It will not In any way result in depriving the United States Govern-
ment from recelving income taxes op the dividends received by any American
citizen who has merely invested his money in the Philippine Islands. - .
Another important effect of thig clariflcation will be to enable the Philippine
Government to have the full benefit for taxing purposes of the income which an
American citizen engaged in business in the Philipplne Islands earns in the’
Philippine Isiands, which the Philippine Government would not now recelve be-
ctiuse of the credit allowed to such American cltizen for any tax pald toithe
United States Goverament. L ‘
Realiging that the undersigned is not known to the members of this com-
mittee, I perhaps should mention that I went to the Philippine Islands in 1898
as an officer ‘of the Twentieth Kantas Infantry Volunteers; end was subse-
quently commissioned as a fivst lieutenant in the Thirty-fourth United Stntes
Volunteer Infantry, Thereafter, I served under the United States Military
Government_then in existence in the Islands ge chief of the municipal law
department under the provost brigade of the city of Manila. I then served s
city attorney of the city of Manila, and later as Assistant- Attorney General of
the Philippine Islands, in which capacity I remained until 1803; I then engaged
in the practice of law unti]l 1915, aid since then I have been actively enguged
in the mining business in the Phlllp{nne ¥slands, L S
Personally 1 will not profit by thia clarification because I am about.to retire
from active businesy in the Philippine Istands, and have paid my taxés under
the -existing erroneous interpretation. The clarification- will not enable me to
recelye a return of the:taxes paid,. - . o ‘ .
Respectfully submitted. ’ L N :
) e L . ) JorN W. HAUSSBERMANN.
The CHammaN. Mr, Parker, will not you discuss this matter with
%rfur. lIl(elaxt and Mr. Beaman, and the others, so. we go‘into this-matter
rtherd - -~ ¢« - e ' ST
- Benator King. Would not that fall somewhat in the category of
the’ China Trade ‘Act, the benefits. and losses- that are experienced
there; in handling that question®: . : .. .. ¢ e
.- Mr. Parxer. 1t would be & good ‘deal like the China Trade Acty
in A ways: 0 ooond LRI 4 e el
Senator Kina. I think you better consider:the two together. - 1
The CrammaN. Is there anything.elsef - .. - ' . -« =
' Mr.. Parkir. There isione more question that I forgot to:mention.
We agreed on the $1,000 exemption for domestic corporations, - :.:
’ThOiCHAIBMAﬁi §¥‘§‘S.‘ﬁ~f‘ ITIC I B I PRI A,
‘Mr. Parkzr, For the purpose of the 18-percent: takiand: the: purs
poses 0f thé 7-petdent tax. iWe did not say anything:abouti giving.
the $1,000-exemption from the excess-profits-tax. Now we changed
the credit on-the excess-profits taxit -~ v b e e T v
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The Cuamaran: I .would net pay a $1,000 exemption on the excess-
profits tax. That is a different progos_ition altogether,

My, Parser, We'have clidnged the credit, Senator, - Under ekist-
g law, in'figurinig the excess profits taxes, you deduct the iricore,
tax. Now we have changed:that around; we do not allow them that
credit for the iricomeé tax:that we allow for ‘the excess profits: tax.
We feel that it would be rather ﬁéculia: for ‘'somé corporiition to pay-
no normal income tax.and still have to pay the excéss profits tax. .
. The Caamuan. In other words, we charge them, on the one hand,
the excess profits tax for doing something they should not have done,
but we are %oiug to allow thém a credit on  other tax for having'
done that, I do not think that is right. . L .

Mr, Parker. No, not exactly. We have a $1,000 corporation, for
instance, and they are exempt wnder the 18-percent and 7-percent
tax. Now do you want to put an excess profits tax on them, on
that $1,0007 , h - . S

The Cuamrman. We have here a corporation. that. makes. just.
$1,000, is that right? -~ - - : ' -

Mr. Parker. That is right. - C

The Cuampan. I think that is absolutely exempt, under. the rules.
we passed, that all corporations making $15,000 and less have a
$1,000 exemption, L . ‘ co n

Mr. Paruer. That is just whitt we have to do: We have to give.
them $1,000 credit for excess Erdﬁts tax. We do not feel we should’
make them pay an excess profits tax if they.only make $1,000. .-

The Cuarryan. Where does the excess profits tax come inf :

Mr. Parxer. Supposing they have declared the capital stock value.
of $1,000, and they make $1,000, that is 100 percent; they will have-
to pay practically 12 percent tax. . Lo e

he é‘HAIRMAN. Would not the capital stock and thoe excess profits-
tax he taken as a credit against that exemptiony . - - 7
. 'Mr. Panker. That is not the question, Senator, ' The question is.
on the $1,000. The other part has been agreed to. You want to give-
then $1,000 exemption, the domestic corporativns, for: the purpose
of the excess profits tax. ST e K
The CuamrmaN. The excess profits tax does not come in here ex--

ceg} on the capital stock, does 1t ¢ S

- Mr, Parker. It is':measured by that. v e

~ Mr. Beamax. The excess profits tax is a tax on net income.
The Cmammman. That is quite. true. I do not know where we-

have got any excess profits tax in this thing, except on the capital:

stock levy for the year where the fellow fails to come in, or under-;

estimates his capital stock and he makes more net than we charge

him under the excess profits tax. Now where we have got the excess.

profits tax otherwise than that$ N

Mr. Parker. That is thé only one.

.

Senator King. T imove we pass it .out and proceed v‘vitb‘ the né:_t‘tr

£

proposition. - - O S R : L
10 CriatrMaN. Take the case of a man who puts his capital stock

at $20,000 and he makes $30,000, and soon. ~ . - ¢ - -
- Mr. Parker. ‘That is not the case. --That ‘would ‘not bé affected..
The Onamman. I would be-inclined to disallow: the excess-profits:
tax. That is what I would do in figuring your $1,000 exemption.
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Mr, Parker. The whole thin% comes down to this: Here is a man
that makes $1,000, he is exempt from the 18-percent tax, he is exempt
from the 7-percent tax, he on f' makes $1,000; if you do not give him
the $1,000 exemption he may have to pay the excess-profits tax. Do
you want’ him to Fay the excess-profits tax because he made the
$1,000¢ That is all there is to it. ‘It seemed to us very peculiar
that a man would have to pay an excess-profits tax when he did
not have to pay these other normal taxes.

The Cuarrman. I would let him do it. If he did not put in his
capital stock tax right I would let him pay it.

enator Brack. Is it simply an excess-}'?‘)roﬁts tax where they make

a mistake in putting in the capital stock

The Cuamrman. We penalize them if they do not put in the capital
stock at its true value. _

Senator Brack. I think you ought to penalize them in that case.

The Cuamman. In that case we put on the excess-profits tax.
Ihdo not think they should be permitted to take a deduction from
that. ’

Mr. Parger. All right. .

Senator Kina. Mr, Chairman, I move we adjourn until Monday

at 10 o’clock.

(Whereupon, at the hour of 1:10 o’clock p. m. the committee

-adjourned until Monday, May 25, 1936, at 10 o’clock a. m.)
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MONDAY, MAY 25, 1936 T

Unrrep Stares SENATE, .,
-CommirreE ON FINANCE, .. |
S e Washingtot, bC’
The committee met in executive session, pursuant to adjournment,
at 10 a. m,, in the committes room, Senate Offico Building, Senator Pat
Harrison presiding. _ e : L
Present: Senators Harrison (chairman), King, George, Walsh,
Barkley, Connall{, Bailey, Clark, Byrd, I’aonergu,n Black, Gerry,
uffey, Couzens, La Fayette, Motcalf, Hastings unci Capper. -
Also present: L. H. Parker, chief of staff, Joint Committee on
Internal Revenue Taxation; Middleton Beoaman, legislative counsel,
House of Representatives; Arthur H, Xent, acting chief counsel
Bureau of Internal Revenue; C. E. 'I‘utnef, assistant general counse
for the Treasury Department; L. H. Seltzer, assistant director of
research and statistics, Treasury Department. '
The Cramman, The committee will come to order, . :
Mr. Parker, will you let us have what you have on this matter of
r, Parien, It is at page 87 of the bill. This wag section 110 of
the 1935 act, which has now been incorporated in the print of the
bill under section 112 (b) (6), ,
Last year it was pointed out, iii order to give the corporations an
ggportuxlity to simplify their corporate structure, that it would be
visable to provide a method by which corporations could be liqui-
dated and the capital-gains tax postponed. That was done, and the
principal point involved is the question of what basis the property
would take in the hands of the corporation that took over their

'Ii(ﬁidatik)n? First; what is the present law on that?

_assets.

For instance, if wo have a %arent company that wishes to dis-
solve a subsidiary, assume that the parent company has paid $100 for
the stock of the subsidiary. The basis of the assets in the hands of
tho subsidiary may be $50. The effect of this section is that on a
liquidation of that subsidiary—- o o
enator Lia Fovrerre (interposing). You are spenking of the pres-
ent law now? , i
Mr. Panxer. Yes, sir; of this section. C e
Senator King. You are speaking of this section in this bill?
Senator Grorge. That is existing law. . :
Mr., Parger. When that subsidiary is liquidated, the basis of the
property in the hands of the parent is $100, and that $100 has to-
spread over the agsets of the subsidiary, becauso on the books of the
subsidiary, they only show as being worth $50. , .
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In that particular case that is an advantage to the corporation, and
the most serious point is that they can write up by that method, the
value of their depreciable assets, such as plant and property, and get
depreciation over again. Of course, then we have the reverse case
where the cost of the stock of the parent was $100 and the book value
of the assets $150. In'that case, there'id 4 write-down.

But it is true that under the existing law there is very great un-
certainty, because there is no method-set forth as to how this sum,
this cost of stock, shall be distributed over the assets of the subsidi-

i T PR GRS It

ary. : o

%he main purpose, as I understand it, of this liquidation proposal
is to have the parent take over: the assets of the subsidiary and carry
in. their @ccounts that basis' of the subsidiary, the basis that the sub-
sidiary had for'those assets. That is exactly the rule that is followed

‘in the ¢dse of a ‘merger or consolidation ag distinguished ‘from a

Jiquidation. ' - » v
. This deals with liquidations and reorganizations,- which is' gen-
-orally accepted to be one of the most difficult sections of the law.
The experts do not know what the existing law means, and that,
what makes it a very difficult proposition to make a change i
something that the courts do not agree on, and the inten;p’ret_atx?ns

-do not agree on.

I think that Mr. Beaman ought to make some statement as tp
the difficulties of that, because he has béen involved in that thing
for a lohg while. - : ’ SR Y

The Cramsan. All right, Mr. Beaman, : :

Mr. Beaman. You are "K}cking on the wrong man, Senator. I
heartily agree with what Mr. Parker says, that it'is complicdted;
but I do not knoéw enough about it to' form an intelligent judgment
except: the intelligent judgmeént that it is complicated’ and’ very
‘difficult. T have heard people discussifig it, and apparently every-
body agrees that neither rule is right.* One rule 1s right in some
‘cpses and the other rule is right in the other cases, If you are
going 6. pick out of two eyils the one that is:the least evil, and
‘{nck that one, which ohe you pick, I just don’t know erough’about
‘thes¢ business transactions to khow, but the only thing X, do. know
is the point that Mr. Parker touched on, that'whére you deal, ag you
are dénling here, with a situation where the present Inw is based on
inferences or an absence of a specific provision in the law, and &s tb |
‘which apparently no oné is quite in agreément, as to what the proper

“inference is, particularly in' view of a‘very.recent deégsion of the

Supreme Court.last Monday, which has rifst; ing to do with problen,
‘but ‘as showing the way the coutt is'heading up, it is xtrémel;g’difﬁ.
cult to write an amendment dealing Wwith the ‘miitter properly; in
‘othar words, it is the kind 'of o thing that as'far as' T gm concérned,
if they knew what the situation was(?o that they could describe to
you the exact situation, so thit your coild adopt a policy, and secondl
to write'it up to cdrry out your irtenfion, that is a matter that’ will
take some jt(i{mc: G e AR e e M e e
- Senator King, ‘Were there any ‘witnesses either 'ip the House or in

?t%é' eﬁiit@nheﬁfiﬁﬁé,‘ thit “went ‘hitg’ this glestioh and pointed’ out
‘the ‘perplexities and’
mistakes?

3

suggested some pectificabion of tho bvils or the
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Mr. Braman, Plenty of peoHle xauﬁgested remedies. Mr. Alvord
suggeswd' a remedy, but just what it does, I am not preparéd to say:
I do not know :enough about tho business situation and the .way the
presont law is being administered. N K S oo
" 'The Cramyan. What do you think, Mr, Kent? ' T

Mr. Kexnr. I had studied, as much as the time permited, some of
the proposals thut had been made, and X am' not prepared to gay
that here is not merit in some of the suggestions. On' the othed
hand, I am equally unready to say that the hastily consideréd amend-
ment, in order to corredt one situation; may not open up ‘a veritablé
Pandora’s box of evils and uncertaintied in other situations arisin
under the statute. I think that these sections of the statute; as
eaid the other day, are probably the most sensitive and difficult
gections in the statute, and that quick action may lead us into difti-
culties and troubles that we cannot now foresee. DA
© I fuel, almost, ‘that 1t is pretty dangerous to tamper at this time
with' the liquidation provisions of the statute. ‘I'he safest thing, I
think the least radical thing thot could be done, would be to iake it
clear that the term ‘“reorgamzation”, which is defined to mean
a statutory merger or consolidation, includes a statutory merger of
a subsidiary into a Eurent corporation, V '

On the other hand, if that particular change were made, it wotild
fail to accoinplish its purpose completely as long as the 50-percent
clause which has been 1n ‘the statute for a great many years—it wag
tormerly 80 percent—remains in section 113 '(a) (7)—I think that
there is probably some need of some changes in these sections of
the statute, but some of the suggestions that are being seriousl;
urged are so radical in character that if they weré adopted at this
time, they might throw out or cease to inake applicable at least
some decisions of the Supreme Court and the lower Federal courts
under the existing statute which has at least given us an approach
to certainty on some points, and I cannot help but feel that it is
the sort of thing that ougf:t to be very carefully studied for a
period of weeks or months before any very radical changes are
coneidered. _ o : A .

‘Senator Georoe. Let me call your attention to the fact that there
is this language on pa§e 87; that is, where the difficulty came, bes
cause it was thrown in here without any really serious consideration.
- Mr. Kent. I think that is true. ‘ ‘ R

Sonator Groroe. I know it is. :We were going to let thede 80

or 100 percent 'subsidiariés get out; we undertook to do that. It
whs a hastily drawn section; and we did not'give it the cousidera-
tion that it ought to have had. It seems to me if you carry out
your first suggostiori that the liquidation should be included in the
term “merger” and “consolidation”—— o .
My, Kent'(interposing). T' do not mean that, Senator, T mean
that in form, a merger under the ‘State statute of a subsidiary into
a'parent, showld be treated ds & merger, éven though in some re-
spects it hag the effect of a liquidation, but of course tlie changes
that are being suggested in the liquidation provisions hers go fuuch
further than that.”: They’ would- include other Chses"of’}iquida’tans ~
. Lot me: point one thing that ean hippen.' " If you writé into’ the

Inw st thig timé & provision alloying thé busis to go over liguidatiori
under 112 (b), it is perfectly possible for a corporition which intends
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to liquidate under that section to first declare out in dividends-all
of its liquid sm('lplus, for instance, and to get a stepped-up basis with
respect to the declaration so made; in other words, the corporation
has it within its own control to determine what property shall go
over under the liquidation, with the basis of going over along with
it, and that fact alone makes me pause before giving approval to
xtxlx;y sp%lciﬁc proposal which thero hag not been adequate time to think
rough, : ‘

Senator Georae, If they did declars out all of their lignid assets,
they would become taxable, would they not?

Mr, Kent. Yes; that is true.

Senator Groroe. You can reach them. That is what we were
trying to do, or at least one of the things we were trying to do.

Mr, Beaman, Only 10 percent wouk{f go into the income of the
parent. , '

Mr. Kent. Yes; you see, in the case of the subsidiary and the
parent corporation, it is an intercorporate dividend We only get
the tax of 114 or 1.8 percent under the rates in the present bill from
the corporation receiving the dividend, and it is at that point that
the decision of the Supreme Court last Monday to which Mr. Beaman
calls attention has led to a great deal of doubt and confusion.

Senator Groroe. I have not studied that decision, but our diffi-
culty, Mr. Kent, is that we get on to these complicated provisions
that really do have a very serious effect upon business, at the end
of a long and hard struggle over rates and over what kind of scheme
we are going to adopt, and everybody is worn out when we reach
it, and we continue passing it over from year to year.

The Crarman. 1 had understood that you gentlemen would talk
among yourselves and had agreed upon something to recommend
to the committee,

Mpr. Parxer. As far as I am concerned, as I said, I think the most
practical basis is to carry over the basis the same as we do in
mergers.

Senator Georae. I think it would do & great deal of good if the
next time we get on u tax bill, that we write harmoniously some of
these foatures. I realize that even then, as Mr. Kent says, it runs
into other provisions. But something really ought to be done if
we can do it. , :

Mr. Parxer. I think, Senator George, that it is something to
which some very hard study ought to be given, and, as I say, I am
not prepared to disagree with somo of the suggestions that have
been made. I think they probably contain a great deal of merit,
but experience has shown that it 1s quite possible in making what
seems In itself to be a meritorious change in these reorganization
provisions and liquidation provisions, that you may be exposing
yourgelf or the revenus to dangers that were not. anticipated at
the time that the change was made. . : . L

_Senator Kinae. Do you concur in the suggestion just made by
Mv, Parkert . o

Mr. Kent. I think I might concur.in that if the problem is lim-
ited to a statutory merger of -a subsidiary into a parent.

* Lt

.Senator Kina, T assume you are not contemplating mterﬁéinéiii
any -way with the laws of the States with respect to mergers and
corporations and the formatiop,and soon. . .. .

O T
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Mr. Kent. Not at all.. As a matter of fact, I think myself that
under the law as it is now drawn, & merger of a subsidiary. into
8 parent is included in the reorganization tErovisionof the statute,
but there is some feeling of uncertainty with regard to that because
of a decision of the Board of Tax Ap%eals 2 or 8 years ago. That
decision was handed down, however, before the word “statutory”
was interpolated before “merger” in section 112 (g) of the statute
on page 90. But I think so far as the present law is concerned, if
that were made perfectly clear in the statute, it would simply clerify
what the law probably already is. :

Mr. Parker, It is true when you depend upon a statutory merger,
you go back to State law. Some States do not provide for any
statutory merger, and so the same transaction which would be post-
poned in one State will not be postponed in another State, because
}ve do go back to State laws, and it" does seem to affect their uni-

ormity, - - ‘

The Cnaraan. Mr. Parker, let us take the amendment you have
suggested and analyze it and got . through with this proposition.
You have it all prepared there, have you$

Mr. Parxer. No; this is simply the amendment that was sug-
gested to us, and we have been stu«f}ing it.

Senator LA FourLerre. Do you mean the Alvord amendments?

Mr. Parger. Yes.

Senator Hastings. The Alvord amendments are not satisfactory?
Senator La Foruerre. As I understand, their position would
that they have not had sufficient time to make a study to see whether
they could recommend them or not. The matter has so many ram-

ifications that you cannot give a horseback opinion about them.

The Cmamman. Mr. Parker, do I understand you to say that it is
your opinion that this ought to be incorporated ¢ :

Senator LA Forrerte. When you say “this” .what do you mean,
Mr. Chairman?  All of the amendmonts?

The CramrmaN, The Alvord amendment that you have been con-
sidering about which they have had conferences. Do you approve or
disapprove of the proposition or what do you advise the committee
to do with reference.to it? To do nothing about it, or proceed and
try to change this liquidation provision? SN

~Mr. Parkrr, I believe it: would be better, as a matter of policy, to
tako the basis of the assets that are in the hands of the subsldiméy 80
thu{; iyou ‘get -xrid of valuation and .allocation "and that kind of

roblem. dotralo : I
P As to the legal task of ‘making this right, of course Mr. Beaman
knows more abouti that than I do. I would always hesitéte to go
against hig judgment when he says it is a hard legal. proposition: to
draft; because X know it is, 'The only thing: I might suggest is that
if we get 4 little ' more time—we have all spent several hours on it—
we might come to an agréement on a draft, - . . - -

. 'The Cramman. What would you think about a little more time?
If we.are going to-do anything with this bill, we have got to get it
out pretty soon, - This one ‘of the ratters that I thought: you had
been conferring on a good deal about.. - 7 ..o T

Mr. Pargen.’ Qficourse, there is this ‘much to besaid, : The present
law is imperfect. Maybe we can put something in that won’t be any
worse than it is now.
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- Senator Barkrey. If the law at the present time does nét‘inslude:
the whole picture of mergers and consolidations as well as liquida~
tions, you mean to simply add that to the section and:let it go at
that{ "As for as I amn concerned, I do not think we ought to delay
this bill a dey on account of either putting anything'in or leaving:
an&thm& out on this subject, Would it not be easy to do that? -~
r. Parxen. Of course, you can put it in and take a chance on.
fixing it up in conference. I ‘ P

The Cuamman. Won’t you all get together on some draft to rec-
ommend to the committee and then let us pass on the proposition? . -
. Senator Georce. Let me make this suggestion, Mr. Chairman. If
the suggestion which Mr. Parker makes can be carried out in'an
amendment, that the committee will then consider it on the floor as &
committee amendment: You can then offer it on the floor as a com-
mittee amendiment. and not delay the other features of the hill. - X
a very much intercsted in it, because I do know how it cuts, and I
know we should do something with these various sections. As Mr..
Kent says, they are complicated, ‘Mr. Alvord worked out what he
thought was a complete scheme. I do not know; I have not studied
his proposal, and I do not know whether it is or not, but if it.is.
possible, as Mr, Parker suggests, to go a little flirther at the present
time, to put it into the act and ask the experts to work it out and let
it be handed to you and offered on tho floor as. a commitfee
amendment. ' b
- The Cuaarrman, All right, Mr. Parker. You all confer about this
proposition and see what you can get together on that you will rec-
ommend to us. If you need further time; we will follow Senator
George’s suggestion, ' : :

Senator Braok. Anything on that will be resnbmitted to the:
committee : o
. The CHAmaN, Oh, yes. S

Mr. Kent, There is one clarifying change upon which we are en-
tirely ngreed, and that is 112 (h) on page 91. 'That is simply a clar-
ifying change in tlie definition of “control.” . As amended, the section
would read:

As used in this section, the term “control’ means the ownership of at least
80 per centum of the total combined voting power of all classes of stock entitied
to vote, and at least 80 per centum of the total number of shaxes of all of the-
clasges of stock of the corporation. ) o oo

- Senator George. Confusion has existed thore as to whether:it meant
80 percent of the voting or 80 percent of the other stock? L

Mr, KenT. No. As a matter of fact, tha chango suggested does.
not, I think, change the meaning. e !

Mr, Beaman. Mgr, Kent, I want to know right off; if the Treasury
will tell me that that change is absolutely certain; that that is the-
present law, then all you have to do is to write that ini': ¥ you are
not going to make that statement, then-if there is any possibility of’
doubt on that score, it iz for the committee to ¥elb me what to do.
I do not care what they tell me. : But you haveto spend a couple of’
hours at least to ﬁo through it to sée what you. hihve to write under-
section 113 (a) (12). If it makes no clinhge jun the: 'presenblaw‘.‘ -

- Senator KiNe. Does it make any change in: the lagr¥:e -1 - o

S oo i
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Mr. Braman, If 112 as it now stands read 80 percent of each class
of the voting stock, then I .should say that the change suggested
would changgnthe.meaning‘of the section... .= . .

- .Senator Coxnaruy, The ownership of the voting stock is what
xeally controls in the.corporation, is it not? o o :
i MP-*,KWTL That is trae. s : " ‘

. Senator ConNarvy. Theso big com;lmniestissue a very small por-

tion of the stock that has voting privi , and many of them issue
the bulk of the stock with no voting privilege. The fellow that has
not the voting privilege is just out. ‘
. Mr. Kenr, Of course,; the amendment does not change that at all;
it-does not change at all the last ;mrtion of 112 (h) as it now stands,
It includes at least 80 percent of the total number of shares of all
-other classes of stock of the corporation.. The present section re-
quires 80 percent of the voting stock and 80 per.snt of the non-
voting stock of the corporation. That is left unchanged under this
amendment. The only change. that is made is that instead of saying
80 percent of the voting stock, we say 80 percent.of the total com-
bined voting power of all classes of stock entitled to vote.

The Cramman. Is thers any change in the law1

Mr, Kent. I do not think that it is.

The Caairman. What do you say, Mr. Beaman?

Mr. Braman. The problem: presented is very simple. Fixing -it
right is the difficult part.

'he CHAIRMAN. Just a moment. Sonator Steiwer is here and
wishes to present a matter to the committes. :

Senator Sterwer. I want to-ask whether the committes would con-
sider a supplemental dofinition of lumber. Under the excise tax law,
the language as used is interpreted by the Department to be so nar-
row as to include only sawn lumber and not sawn timbers, like 4
by 8%, or 8 by 10’5, and things of that kind. The result is that
there is no excise tax upon sawn timbers but only upon sawn lumber.

I have here a proposal for an amendment that was prepared by the
legislative counsel. I am not going to také the time of the com-
mittee to read if. I just want to know whether this committee will
congidor an amendment of that kind. - o ' C

The Cuamman. Did you take it up with the Tariff Commission to
find out what'their construction is$ s e :

‘Senator Srriwer. No; the matter is being construed in the eustoms
courts, It is in litigation in two or three courts, Los Angoles,
Seattlo, and elsewhere. - .- ‘ S C

My attention was called to it by Colonel Greeley, who, you kn()w;
is now- the manager of the West Coast Lumber Manufacturers
Association. . - ... 7 - e s

The Cramman. Did the State Department give any expression as
to the Canada agreement'in regard to it? S

-Sepator Sterwer. Noj; it was not touched in any reciprocal a%tee-
ment: that- I know of. The madtter is still in litigation, and 1t is
anticipated and feared that the court may hold fing g' that a piece of
dimension timber; wé will say 6 by 6 or:6 by 10, is not lumber. - -

Seénator Kina. Is it lumbert. - - S

Senator Sterwer. That is quite & question. -~~~ -

N
ERS



092 REVENUE AOT, 1936

senator King: Is a tie lumber? S
Senator Sterwer. It is:quite a.question, as X say.. . =~ -
Senator Crark. The N.R.:A. held that a tie was lumber. . -~
Senator Steiwer. Some of our courts in the past have-held: tha
this dimension material is lumber, and I think they all intended it so.
Otherwise, our definition in the excise law 18 .inadequate ‘and
insufficient. - . ‘ S .

If the committee does not-want to consider it, I'do’ not want to
impose upon the good nature of my friends. I probably will offer
it on the floor. ‘ .

The Cmamman, If you desire to have your amendment incorpo-
rated in the record in connection with your remarks, you may do so.

Senator Sreiwer. I appreciate that. Would the committee go at
least so far as to consider it, or indicate whether they will consider
it at this time% ‘

The Cuammman. We have not determined anything with referonce
to that. We have several amendnents here with reference to the
tariff in various different ways, which we are going to take up. -

Senator Striwee. This 18 a very important matter if we are going
to make the excise tax mean what we:thought.it meant upon the
various occasions we considered it. :

Senator Kina. Why is the tariff now on lumber? - .

Senator Sterwer. There is g tariff in the old tariff bill of $1 per
thousand, but the description in that act is sufficiently broad to cover
both lumber and timbers. The excise tax, as you know, was adopted
at a later time, and the language eniployed in the excise tax was a
little different, sufficiently different, that some of the customs courts.
held that it should be interpreted to mean a different thing.

'The Craigman, Thank you, Senator Steiwer. ‘

Now, on the suggested amendment that you made, Mr. Kent, where
would that coma? :

Mr. Kent. That would come in section 112 (a). Since, however,
the other problem is being left for further consideration, I do not
see why this one could not be included at the same time and looked
into and make absolutely certain.

" The Crmamman. All right, we will leave it for further considera-
ion, ‘ :

Now, what other :‘:Eositions are left open in this bill?

Mr. Kenr, Ma e just another moment? I understand, Mr.
Chairman, that the other day when I was not present, it was sug-
gested that T report the Treasury’s attitude with respect to the
suggested removal of the withhoiding ‘requirement on -tax-free
covenant bonds. I think Senator Hastings was interested in that.
I think there is possibly a joker in that proposal, for this
reason—— , » . - e .

'The CxAmRMAN (interposing). What proposalf .

Mr. Kent, In the proposal to abolish the withholding require-
ment on tgx-free covonant bonds. I might say that from a. purely
administrative point of view, the point of view of the Bureau,
there are many of them down there that would like to see it done,

But here is the difficulty. A large number of bonds have been
jssued containing some such language as the following, that the
obligor of the bond agrees not to deduct from the intorest pay-
ments on the bonds any tax—many of them contain a limitation of

I i
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2 percent—any tax not to exceed 2 percent, which the obligor is
permitted or. required by lawto withhold. When they withhold
this 2 ‘percent ‘and :pay it ‘into' the "I'reasury, the holder of that
bond gets the benefit' of it. He returns-the 6 or 7 percent or 5
percent 'interest ‘which he -receives as income, but he is allowed a
credit for the amount of the tax which the obligor of the bond has
paid into the Treasury. i L R S

Now, if you take away the withholding requirement in such a
case, it means that the ‘holders of all of those bonds lose the bene-
fit of that 2 percent which the corporation has already paid, and it
meang—— - : :

Senator ConNarLy (interposing). Why can they not take that de:
duction in their return? , ‘ : *

Mr. Kent. They could not take a deduction unless the Treasury
has received the money, and it does not receive the money unless
!;lhe corporation under the section has paid the 2 percent into the

‘reasury: : ' ! : ’

My fg’eling about the thing is that all of these corporations that
issned these bonds made that contract, and if this provision of
section 148 is taken out of the act, they are thereby relieved from a
mensurable financial burden at the expense of the holders of the
bonds. I cannot ses any other answer to it. o

Senator ConnarLy. Why should the Government assume the ob-
ligation of adjusting their equitics! Why can they not pay the
tax and reclaim it from the bonds? :

Mr. Kent. For the reason that when section 143 was amended, the
withholding was limited to bonds before January 1, 1984; in other
words, the problem will gradually eliminate itself as these outstand-
ing bonds are refunded or retired.

enator ConnarLLy. I do not see that it is any of our business.

Mr. Kent, Of course, many of these bonds were issued when Sec-
tion 148 was in the statute. That has beon the established policy of
the Government since, I believe, 1916. .

Senator ConNaLLy, That may be, but X do not see any. obligation
on the part of the Government in it.” Here is a man that takes a
bond and the corporation says that it will pay the tax——: ' -

Mrv. Beaman (interposing). No, Senator; that is not. what the
bond says. Most of the bonds say that the corporation will ;ia any
tax up to 2 percent, which they are required to withhold, they
are not required to withhold it, which they would not be if you
repealed this thing, they would not bs under any obligation to the
bondholders. - They do not have to pay them a cent. :

Senator ConnNarLy. I do not see that it is the Government’s duty to
have to hunt up these squabbles between these people and adjust
them. Let them file a claim with the corporation. : S

Mr, Beamar. They cannot do it. R e

Senator Connarry, That is their business. They made the con-
tract, and I do not see that it is the duty of the Government to go
around and spend w lot of money protecting these people, . -

The Cuamraan. Whet do you recommend for us to do¥ ‘

Mr, Xenr. I have already indicated that our own position is un-
favorable, but it is all a question of policy. ‘ : -

’
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The Crammman, All in favor of putting. this section in as suggested

by Mr. Gerrity will say “aye”; contrary.*no,” .. , o
.(The chairman announces that the suggestion. is rejected.) -

. The Caamman. Are there any other amendments? -

Mr. Parger. Yes; we have some more things that have to be con.
sidered by the committee. L - L

The Cuamman, Then we will first take up some more of these
amendments. ‘ : ‘ »

Senator King. Before you do that, I should like to ask this:

I understand that the Treasury actuaries have advised us that the
effective rate of tax on corporations under existing law, with the
graduated schedule, is between 18.3 and 13.4 percent. Mr. McLeod
stated in the hearinﬁs before this committee (executive hearings no.
2, p. 95) that on the basis of the estimated corporate income for
the calendar year 1936 the Government would get $964,000,000 from
corporation incomes for 1936; during the hearings before the Com-
mittee on Ways and Means he stated that the statutory net income of
the corporations for 1986 amounted to $7,200,000,000. In arriving at
the amount of $964,000,000 to be obtained from corporations for the
calendnr year 1986, was not the base of $7,200,000,000 used? It ap-

ears that in applying an effective rate between 18.3 and 18.4 to that
ase approximately $964,000,000 is.obtained. Is that correct?

Mr, Seurzer. Yes, sir. ‘ :

Senator Kina. If the base of $7,200,000,000 was used in computing
the estimated revenues from corporate incomes for 1986 under exist-
ing law, why was not such a base used for computing the revenue
from the 18-percent flat tax imposed under the plan of the Commit-
teo on Finance? Applying an 18~Bercenb flat rate to d base of $7,200,-
000,000 we get $1,296,000,000. Subtracting from this the $9064,000,000
to be obtained under existing law, we arrive at an additional rev-
enue of $382,000,000. Allowing $30,000,000 for the exemption of
$1,000 to corporations with net incomes of $15,000 or less, I find we
have left additional revenue of $802,000,000, to be compared with
your estimate of only $215,000,000, - ' c

- My recollection is that Mr. Helvering stated in the House hearings
and Mr, Oliphant also, that the existing corporate rates, if reised to
25.5 percent, will produce the 620 million additional revenue required
from corporations under the President’s proposal. It was also stated

%y some of thoe Treasury experts-—and I think confirmed by Mr. |,
3

nt-—that for every 1-percent increass in rates over existing law.
$60,000,000 in revenue would be addéd. In other words, a 10.5 per-
cent increase in revenue would produce: $630,000,000 additional rev-
enve, ‘ : : :

If an increase of 10.5 percent in the case of graduated rates would
produce additional revenue in the amount of $630,000,000 it appears
that « flat rate of 28.5 percent would produce even a greater e-nount,
-Jf an increase in the corporate rate about.28.5 percent. will produce
as much as $630,000,000 it is not clear -why:the committes plan of a
flat 18-percent rate plus a 7-percent rate on undistributed profits will
not produce a'gnenter sum than that indicated... It should be remem-
bpred;that a T-percent tax on undistributed profits adds to.the tax
base. According to Mr. McLeod’s. fignres on page 86. of the hears
ings of the House, about one billion was in intercorporate dividends
which are not taxed under existing law and Wwhich are not included

o R g o
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in: -computing the revenue from the flat 28.5-percent rate. - The
amount of revenue to be derived from including such dividends in’
the tax base will certainly more than offseb any loss in revenue due:
to the allowance of the 18-perceiit tax as-a deduction in computin
net: incothe subject'to' a-7-percent undistributed-profits tax, In you
estimate without thig deduction for the 18-pétcent tax you estiiiisted:
the T-percent tax would yield $292,000,000: With the deduction’ for
the 18-percent corporate tax it:was estimiated- that this tax would
yield $217,000,0600, or o loss in revenue of $75,000,000, due to the’
allowance of this deduction. However, with the e¢normous increase
in the tax base due to the inclusion of these intercorporateé dividends
it would appear that this loss would be more than made vp.

Are not these dedustions whioch' I ‘have indicated lere accurate?

W Mr; Srurzer. Do yow want a ono-line answer to o number of ques-
ions g

-Senator Kina. Noj:that would not be fair. - : ,

Mr. Seurzen. The mathematics are all right in liere. Wo, too,:
arrive at your gross revehnue of $1,200,000,000 from an 18~¥ercent.\
tax, but you neglected to correct that gross revenue figurd for' the:
regular difference between tax liability and tax collections.

pointed out one day that over a period of years we find that we
can regularly expect that tax revenues from the corporation income*
tax will average about 6.8 percent less than the computed tax liabil.
ity, and in making our revenue estimates, both for Budget purposes
and in connection with new bills taxing corporations, we regularly-
have to make that allowancs, Otherwise our figure would be all
haywire. You will find, I think, Mr. Senator, that if you apply that
correction our arithmetic is all right.

Senator King. I will go through it and apply it. I am not sure
that you are right and I am not sure that I am right. It did seem to
me the other day there was a great difference there.

Mvr. Sewrzer. As regards this' 25.8 percent rate, I was not here
when Mr. McLeod or Mr. Helvering made the statement, but I am
sure that what was meant was this, that if you raise the flat tax
on corporation incomes to 25 sercenb or 2.5 percent, and you have

ot no decrease in dividend distributions in consequence, then the
federal revenues would be increased by more than enough to make
your $620,000,000, It should be something in the neighborhood of
$700,000,000. That is quite right, but if you were going to make a-
revenue estimate based upon a 25 or 25.6 percent ilat corporation’
income tax, you would have to take into account the probable effect
of such a heavy flat tax upon dividend policies. Corporations would
have less to distribute than they have at this time,

Morcover, as I tried to say on Saturday, you cannot add up the 18°
percent: flat corporation tax that you had in your (c¢) (4), I believe,
and the 7 percent supértax oh undistributed earnings, and come o &
25 Yercenti tax, because the bases are different. The 18 percent
apg ies to statutory net ihcome; the 7 percent applies only to undis-
tributed adjusted net income. ~So you cannot get a simple uddition
there. “You have your 18 percent and your 7 percent applied to two
different bascs; the 7 é)eg‘cmb being -applied to a much smgller bass* -
than the'18 percent. ' So you have not the equivalent in an 18'percerit

lus 7 ‘percent supertax' of a 26 percent tax on all statutory net-
‘income. Have I anewered your questions, Mr: Senatory- - - - -

08884t 980T
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Senator Kiva. I will examine your statement. I:think you:have;
answered it from your:point of view.. I am not-quite sure that you
are right and I am not quite sure that L .am right. J

The Cuamman. I am very .uncertain about;these. estlmates, Mm
Seltzer. Here ig no. 7 that you. funmshed an ﬁtlmate on, and you get
$642,000,000, is that right?-

- Mr. Sgrzer, Corregt,. -

The Cuamyan, There. you retam the prevent capltal‘stock andz
excess-profits taxes?. . . : ,

. Mr. Seurzer. Correct.

‘The Cuairman. But on this other, you repeal the present P 1tal-
stock tax and you impose 18 percent tax on corporations, and yow
repeal thp present exemption on. d1v1dends from normal tax: and
imp &?rcent tax on undistributed earnings; and. you only getz
$522,000 0

Senator ConNaiLy. You -eliminated - the . increase, on. mdlv:dtml
incomes of 1. percent. .

"The CHAIRMAN. Yes; tha,t makes & difference of $60 000,000—-or s
it $90,000,000% .

Senator Byrp.. $88,000 000 is- what- they testified to the. other day.

. Mr, Serrzer, In this no. 7 here you ad no. exemptlon for small
corporations.

enator Grorae. That is $30000 000
$ Th&) gHAIRMAN That would be $30,000,000 That reduces ~1t to

* Mr, Seurzer. And you have this i mcrease a8 you pomted out in the
normal tax on dividends, .

The CualrMAN, But you have your caplt.al-stock tax: there. I do
not understand by what we. have done already. and since, under this.
House bill, the capital-stock tax is repealed, and we l1fte(i it and put:
it back agam at $1.40-that is a pqrmanent law and is eﬁom on in.
the future—-I do not understand why we.do not get credit or. that
when you compare what we have done.with the House bill

r. Sevrzer. Of course, that is’ somethmg that I have never done..
'I‘hls committee is framing. revenue. legislation.,, I make these esti-.
mates without reference to. estimates in' comxectmn thh the House-
lnll this;being an independent. matter-here, = - . i)

1 recall, however, that under, the House bill the mmxmum rate on:-
retamed earnings is something like 2834 percent. That js the mini~
mum rate. That is bound to make a very considerable difference. .

You have also this factor. When corporate earmngs are distrib-
uted to stockholdexs and you impose a noxmal tax.on ividends, and
the regular surtax, you get a very substantml nse in individual tax
collections for two reasons T

~In the first: g ace, you have a . l?l ger volume of d1v1dends subj ech
to these,individual rates, and m the second . place the average. effec-
tive surtax ratg rises on the whole base. For example, for the budget:
we estimated that we would get about. $518,000,000 in surtazes from.
d vidend distributions;. goas dxvxdend distributions. to;individpals:

, if Lrecall correctly, § 0. Fhatisan. average rate with-:

t any norma) tax on’ wxdends of & little, better than, 19 percent..

'I? hat is -when co; tﬁoxgte | AN a ?1 .80, out to ing 1v1duals, even on the-
d ional ;stmbutlon and. thhout auy

.
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mal tax: on dividends, we get back. t',hrongh mdivxdual*mcome-tax

00 ect,xons, better than, 19 percent,. i o gt L
enator CONNALLY, As.an, mrer

 Mr. Sernzem, Yes; on. thq,over-ai ,If you add a normal tax on
vidends. &nd ,ma é an allowance r tax-exempt. institutions. and

x-exemgf, individnals, you. cpuld ad approxlmately 8.8 or 8.6 per»

cent;, to. that surtax, . Immediate g you.get a rise to better than 22

percent; of earnings, pard out m mdends that you eolleqt through

your: come tax,. .-

For, thig reason: Any proposal that encourages & grea,ter, dlstrlbu«
tion. of the corporate earnings is bound to.be very iproductive from:
revenue standpomt “The productivity. may. be out:'of proportion to
what looks like the immediate! incentive because there is:no;mechani-
cal relationship there. If earnings go out; they go.to:pedple who
hold stocks now.. These people are,_ Aistributed in certaifi income-tax
brackets. . Such a lar%f proportion of them happen to bethe higher
mcome—tax rackets that our over—a]l average surtax mcreases ovel.‘
what it is, at the present' time,

enator YRD. 6. percentuge o;f the stockho]ders do you regard
as in the nontaxa,ble rackets today under the present mcome taxd

r. Seurzer, I have 0o figures on;that. . .. reo

‘Senator Byri.. I .do not, see, how. .you can, make up accurate esti«
mates until you.'get some. figures' on . that, becatise there are ma dy
of these gtockholc exs .that., won’t: pay. any< tax on thelr divxden
because they are not in a taxable class, . .

Mr. Seurzer..-We cap. make our estnuates, neveltheless, for thls'
reason, that we do. not have to know the number of stockholders
that are not taxable. : R N

Senator Byrn, The. pementaga.

r. SEurzER, If We know how mueh dlvxdends they get, that ls,
if we know what corporations have paid out; m dividends, and how.
much have been reported for .income-tax purposes, the-difference
obviously. has gone. to msmtutlons and. m( 1v1 uals not sub]ect to
income tax.. .

‘Senator Byro. Then Would you 1ot have to inVestlgate all of ! the
com arutlve rabes stal ting at 4 percent and going: right up?

ere ig not any -very: greatz investigation neede
because that 1s automat;callya done Over at the Bureau of Internaf
Revenue every year, and:g, good deal: of the 1nformatlon is pubhshed
in this volume,. Statistics: of Income, :

Senator Byrp. So far as a speeulatnve estnmate is concerned ‘this
. will .morg surely, much more surely, bring in the revenue than the

House bill, because this is based upon an:established. lgrmmple, and!
it does not relieve anybody of their taxes, while the House bill did
relieve -certain. corporations’ of -tiaxes. You- would say thatz thxs
would be a more certain estimate? 1

- Mr. Sevrzes, I do not think that I would, Mr. Senator.

‘Senator. Byro, The aogher ig entirely: new, in- thie field .of ta‘xatmn
It has never "been tried before, and there is necessurxly go miich
spequlatnon in. it, Wh le, these estxmates Iiimagine, are:just abotit

as, accurate ag.any, estnuate can: be; because : ou: Have ‘the basis: to:

’ma o .them as .accurate. asis: ﬂi) Ssni)le to:.make: theh‘n, because yoﬂ
have the present taxatnon to go

. soday, “ i1t ot
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- Senator King. I may not understand your'statemient, but for'thy
f own information, did you take in account in' éstimating your dis-
tribution for dividends which would be subject to taxation 'the fact
as illustrated by the testimony, for instance, of Miss Curtis; the head
: of some Women’s organization; to the effect that: there weré mote
woren receiving dividends—that is, more women stockholders in
gorporations—than there were men; gnd my recolléction’ig'some: 14
; or 16 million, and the holdings were very small, and the interference
that I deduced from her testimony was that the majority of thém
wore not in any of the brackets for surtaxes. I'do not kiiow whether
that fact would militate against the testimony you dre givitig or the
estimates which X’ou have given or not. = et
My, Srrrzer. As I said to Senator Byrd, we have notian{l datg on
the number of individual stockholders.  You can easily see how difi-
cult it would be to get acourate data. ‘One man would ‘own 10 shares
each in, say, 20 corporations. Sheould you coitnt him 20 times o¥
once? But we do have, I think, fully adequate information on the
volume of dividends that-goes to. individuals subjéct to incorie' tax,
and we find that, of course, the largest proportion of dividends goes
to such individuals,. - ' . T BRI
The Cuarrman, Mr. Seltzer, the thing that has ilveh meé concern,
and which is %iving‘me concern, is that capital-stock tax. It may be
. that because 1 .do not understand it, but I am all up in the, air,
» I thought when we made that permanent after the House had re-
ealed it, and that 1rom your figures here, that we had raised some
560,000,000, that by the imposition of this $168,000,000 being raised
from the capital-stock tax that we were going to get pretty much the
President’s demands, with probably $60,000,000 more'to raise, but I
find that you are including in this $520,000,000 or more the capital-
“ stock tax. Let me get that clear in my mind, because it ig veér
material. If we have to go to some otlier plan here, we might just
as well know it. o o ‘ o
We adopted (¢). 8%)2) the other day with 18 Xercénta You'said we
would get $220,000,000 additional from. that, did you not -~ = -~
‘Mr. Sevrzer, (¢) (4) was difforent. oo e :
The CaARMAN. My: figures were that you gave $220,000,000 in-
crease from the flat rate of the present loss to 18 percent. -~ -
* Senator Gurrey. That was $215,000,000, wds it not? ‘
" Mr. Seurzer, On:(c) ' (4) it was $215,000,000, - o
‘The CrarMAN, That was after th $f,000 exemption came off ¢

- s

Mr. Serrzer, Yes. . S , -
- The Cmammman. Then you m}:gmsa your 7 pércent on thé whdis-
, tributed adjusted net income. You put that at $217,000,000; o
: " Mr. Sgurzer. Correct. : : i o
; The Cuamman; Then-you put $80,000,000 on the repeal of the 4-
percent exemption ¢ s o - AR
Mr. Seurzss. Correct. =~ C .. o 0 oo
.The Cuairman, That gives you about $522,000,000%8 =~

‘Mr., Sevurzer, Yes, TR S P

The Cmamman; Then there was some hew provision' with refer-

*& ence to this liquidation, where-we were to get agou_tf $38,000,000 ‘and"
‘i also, you.said, that $5,000,000 shouldkiber added on the Cushidh‘}s ‘that!
L. - e [RF AT IV RUIRT ST | B IR I

i
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Mr. Seuezee. ‘I figured that you could add about $37,000,000 if you
adopted some. of the provisions of the House bill relating to liquida-
tio; &nd thel_ike.a R NS R : . U
- The .Oramman. Tha 1gzwe ug about:$560,000,000; ‘in. fact, $559,
000,000. ' Now, where is the capital-stock tax involved in that? You
do not put it in at all there. -~ - - : A B
© Mr. Seirzen. That is vight. . . .~ -

- The CammmaN, Where have we lost it - .

‘Senator ConNarry, That is in the present law. . . . =

The CmamrmaN. I understand it 1s in the present law; but the
House bill has repealed it and: we are ‘putting 1€ back. .

Senator ConnarLy. He is making these eéstimates on the basis of
the present law and not of the House bill. : :

Senator Barkrey. !The reason why it has confused you is that
the House eliminated it and tried to raise that amount of money
from some other source. We leave it like it is and that also elim-
inates the other source. You have that. This is a net increase over
the ;present law, so that you do not have to be worried about that
capital-stock tax. . S

Senator ConnaLLy. It is there and we-are going to leave: it there.

Senator King. The Secretary of the Treasury gave me an. esti-
mate of $218,000,000 or $209,000,000—I do not have his report here
but it is in m{ office—upon an 18 'ﬁex'cent‘graduated from the pies-
ent law.' Twelve percent on up. Take that-graduation and his esti-
mate then was-$208,000,000 or $209,000,000. ~ Certainly it would be-
more:when those graduations are eliminated and it is' a flat rate of
18 ﬁercent. S R ,

r. Serrzer. It is a little more, is it not? $215,000,000 with your
$1,000 exen]l%)tion as against, your $208,000,000 or $209,000,000.

Senator Kna. You eliminate those graduations, and. doesn’t that
make a difference? LI : S

. Mr, Seinzer, The graduations do not really lose you very much
revenue. In the present law the steps are so small. For exami)le,
the 12.5-percent rate applies to the first $2,000, The next step applies
to the next $18,000... You: get a new step at $15,000. . Then you go
to $40,000.- Then you stop . your graduation at $40,000, You: cap
easily ‘see that the bulk of your corporate .income is:subject to the
15-percent rate.:. - . . . R TS SR S

_Senator Byrp. As I understood you to say Friday, you made no
allowance for. the stimulation that would occur in-the payment of
dividends:by the imposition of the 7-percent tax. . -~ " ...

Mr. Sevrzer: As I pointed out on Saturday-—~I do:not believe you
were here, Senator Byrd--we did make allowance:in this respect. -
Woe eaid that corporations are going.to pay out in: taxes som9;$282,~
000,000 : more. than:they are paying out, right now.. Nevertheless,
they are going to maintain- the same dollar volume of dividends,
whichi; would-mean. of course:an increase in the proportion.of earn-
ip%e;;that they pay. out: after taxes... We do not feel that we could
safely allow Tor.more than that special incentive in view of the fact
that, you, had)a 4-percent normal tax -rate operating as a.partial
°Qun'?°1‘£m<2@l,l$1ve_" *11 S Dbl TRt Viearr st AN I
. Senator; Gesx,-Did you not take:into account the fact that the
corporations’ directors.were not; thinking so.much about the tax that
the stockholders would have to pay, but of the; gaod showing that
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corporations would maké. - Nuturally, if they do not have toié)“uy that
7 percent tax, it seems to e that that is going to affect the directors
seriously in their decision. I do not thir the directors in & ‘¢orpot
ration are only thinking of how much tax their stockholders ‘are
going to have to pay. AT
Mr. Seurzer. Of course, the directors also are chargedwith' reé:
sponsibility for maintaininﬁ the corporation’s ‘position” in-its* field,
maintaining the corporat¢ finances: Théy are aced: with the fact
thuth tllley pay out $432,000,000.extra in taxes, taking corporations as
a whole. Vo * ‘ e
~ Senator Gerry. Yes; but the director is going to look at the fact
that if this tax is paid out ‘in dividends, they. are going to save
7 percent. There is not any question in my mind that any board of
directors is going to look at it in this way. This ‘theory that they
are only going to pay dividends on what the increased taxes are’ going
to be is a wrong basis, in my judgment. : coe Tt
The Cizamnyman. Let me ask you, Mr. Seltzer: The House bill was
estimated to produce $808,000,000 for the first full year of operation.
That is right, is it not? Cot e
Mr. Serrzer. I would have to look at it. S e
The CrAmdAN. Well, it is right. - Assuriing we enact the pro-
posed corporate tax Flan of the committee, your' would get $560,-
000,000, and the windfall tax, I think, is about 100,000,000, is it not?
Mr. Sevrzer, Yes; except, Mr, Chairman, that you recall that on
Saturday you asked us to estimate the effect of thé changes that you
have made. We have a Ereliminary estimate on that, and it' would
reduce that $100,000,000 by $18,000,000. " :
The CramMAN. So it would be around $82,000,000%
Mr. Sevrzer. That is our preliminary estimate. ° - S
The CrammMaN. Well, you-add those two together—I am- not
counting the sugar proposition and the other. b S
Mr. Seurzer. You did ask me also to get an estimate on an estate-
tax change. D N : S
 The: CaamrsraN, How much was that? ; S e
. Mr. Seutzer. We have it on three different bases, If you were to
maintain the present $40,000 cxemption for estates of 000 and
less, but would remove that exemption for estated in excess of $80,000,
and graduate the exemption in between estates of $40,000 and $80,000
so everybody would always have a $40,000 estate at the minimum,
and as the estate got larger he would have & larger estate after pay-
ing his taxes none the léss, you could get $58,000,000, * If now_you
raised the point at which the exemption vanishes, if you said instead
of graduating’ the exemption between $40,000 and $80,000, mak&r)\g
it disappear at $80,000, you graduate between $40,000 and $100,000,
&alki,n , O()tzéxe exemption ' disappear - at' $100,000, you" would - jrét
) A . T i [T F o »z’:’:"*:j“
If row });ou‘(:ook $120,000 as:the net estate sizé at ‘which' the: ex-
;gbp&%\oo s(;) ould disappear, you would: redice’ the: yield to ‘zbout
3 A . ' co [T A E AR T
Tn order to mike every oné of ‘these three yields offective for tha

"next year, you would have to make the change in -exeriptions apt

‘plicable to ‘estates that: canis into iheinig ‘sitice January 15 1936, on

‘which your returns are:not due until J. anuqry 1,1987,; 0 1
" Senator Gerry. Would you have to make
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. Mr. Sgtazer. Ad you would, for example, in the revenue bill you
are now discussing- tho other' ﬁm‘ts; ‘yout ' would ' make it applicable
to the calendar jyear 1986 whick started January 1. So in this cash
if you wanted to' heve yout revehues tome in in 1987, you would
have to make the change applicablé to estates that came into' being
since January 1. ‘ ‘ S o
_ Senator GErry., Do you mean by that if the‘people died before

January 1, 1986—-—0 - - o o e e

Mr. Seurzer (interposin } No; I medn people who died in 1936,
‘Senator Gerry,‘The people who died in 1936¢ '
Mr. Spurzer, I have just given you the information. I am not
arguing. g b o ) ’ - o
enator GErry, That is what I am trying to get; I am trying to
understand this. You will say you will make the tax ap’Ylicable to

-1936. Do Jou mean by that that you make the tax apply to angz-

body who died since January 1986, although at the time of his death

the tax did not‘~'a¥‘ply, but you now put the tax? The title has

‘already passed to thig estate, and now you are makihg it retroactive,

because' the theory dlways has been on these past e¢state taxes that

the tax did not go on until the titlé passed, and I should think
there ig & question about that, about putting a tax on after the title
has passed. I do not know: It isa novel 1des in estate taxes; and

I think a' very unsound one. ‘' -~ '~ o o

Senator Birkrey. Of courss, there is already an‘estate tax on.

. _ Senator Gergy. Yes; but this increase is not, and this is increas. .
ing the tax. The theory always has been that they did not put the
tax on until after the title has“gdSs‘ed. I think this is extremely

dangerous ' procedure and unsound. = - Lo . A

le CHAIRMAN. Let us get to this other proposition of seeing
how much we have to raise. * As I get the figures now that you have
given us, the 215, 217, and 90 make 522, and 87 million increase Y )
virtue of other cimn%%s, which /i’ $560,000,000 increase in this bill,
Mr. Sevrzen: $559,000,000, exactly. - R .
The CrAmuaN, All right, $82,000,000 on the windfall, which
gives $642,000,000. . o o oo oo
Senator Braok: May I call attention that that iz one year, an
we did adopt a provisioi which' will'probably be taken advantage of,
on extensions of the tithe of payment. I sinply want to_call ‘youf
attention to that as aE‘plyi’ng to what we caii get this year.. |
Senator Genry. If business picks up, -~ .- 0
Senator Braok. This year you: wilP probably pick it up on your
other taxes.” - . L T T =

~ The Crairman. That is $642,000,000' total. We were trying to

got, $808,000,000 for the first full year. We are shorf Ati_lej,ﬁrsﬁt, full

Fear by $106,000,000. ¢ 0T T n T

- Senator BARKLEY, _Iré arriving 4t that $808,000,000 you had to
absorb the loss of 168,000,000 by ‘the repeal of the capital stock
ahd ‘excess iprofits taxes, so that when you do not repeal them, you
do npt harV,e td pbsorb.tﬁat‘ e [ ,-.L"‘ L ;.\,“ ';i B ‘::.:‘g‘w :
! The CrantsaN: I did not think so either, but T get right back, to
thi (_;-'snﬁg%fﬁgsitipnf' I gﬁ:{e bgbb‘gob‘ittclear et. d s ST
- Jenator BAgkrey. You had,to wipe out your loss, ‘ekiwgf,e onl
of the' d&i&it&l‘f:t}o.gﬁ&’ d ‘excess-pro ts,‘,tdxybéfore,);oj; starte V;tprpget

»

any new revenue in the House bill. Isi’t'thiit trué




102 REVENUR ACT, 1986

My, Sevrzer. The House b111 makes the effective revenues from
individuals so great that without the capital-stock and. excess~proﬁt6
taxes they reach their permanent revenue figures..

Senator Barkrey. But they had to start. out by absorbmg that Ioss
.somewhexe before they could start again. = . .

. Seurzer. Correct.

Senator Barkrey. So they absorbed $168, 000000 that they were
repealmg and after absorbing that by a new tax on corporations.and
individuals they started out. and g;ot $620,000,000. We do not have
to absorb that Joss, Those $168,000,000, they are’ there, and they are
going to be there.

Senator Hasrinas. The Treasury said that we had to raise $803 -
000,000 this year. You do not take into consideration the capltaf
stock tax in these figures.

The Cuamman. Yes; you do. That is what gets me confused.
Here is Mr. Morgenthau’s statement.. He sn $ the yield from cor-
porate earnings under thd House bill is $628,000,000.. That is one
item. Then $100,000,000 from the windfall. ;I'hen $80,000,000 from
the capital-stock tax. That was because they had cut it dqwn to 70
instead of $1.40. So he adds $80,000,000 thexe to get the $803,000,000.
You ave now figuring the same way.. We got. %560 000,000 out of
what we have dong, and I do not se¢: why we do not; add to that, the
windfall of $82,000,000, and then add to that instead of the $80,000;
000 capital, because we retain it at $1.40, add. to it $168,000,000. i
cannot get it out of head the other W{l{ ,

Senator ConnaLry. If you increase the capltal—stock tax you might
get it that way, but if you do not increase it, it is static. -

Senator La FoLLerrr. It all depends upon whether you are asked
to compare this bill with the House bill, xi Whether you are trying
to find from the Trepsury how much this bill will raise over existing

w, and you cannot do both thmgs at the same time and get any
c’i of arithmetically sound estimates.

Senatm ConnarLy, These estimates are not based on the House
bill gt all; they are based on the present law; so I do not e why
we should have to consider the House basis.

Senator Barxrgy, The President asked for§ 620,00 OOO per;nnnent,
revcnuq,?vex the present law, He suggested that, lt gtten fram
corpo rations, b ut he said he wanted it, Now, we ave
here, and in addition, your present reyenue, It is true thut
$82 000,000 of it may be temporary, und w e on ifor once,

" Senator HasriNas. That léaves. you.$ 000 short, . -

' The Cramman. Can you help us out on {’:hls, Mr Seltzor{ -

Mr. Serrzer, 1 will be glad to tr

The Cramman, It is quite true tfmt here was a case of compa%q%
this bxl with your estimate and not w1th reference to our bill
here is Mr, Morgenthau’s stateme t of the y1e under the ouse
bill, and he adds $80,000, 000 trqm o (gl(f,\tu -stoc'k a,x. ,

Senator Gerey. Did you not only, a part of the ¢ap1tal thx 1o
that motiey that he asked for
_ ’I;he C LATIAN, In glae House b,l léhey reduced 1t one~§1 alf tp 70
cénts hey ‘got’$ 8 n repeale
had feft it as at’ present eyyo c'i;gey gs;l?e Odé)e ut of { i
pro sttion. V hat i _th that lie r:sb tpoku.
all ouit, bat then put l,t baé ind e
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Mr, Sevrzer. For this reason: 'The House commiittes wanted 'to
Taise the permanent:revenues in ‘a waiseparate and different from
‘the way-in which they woiild: raise the temporary’ revenues, s6-in
computing what they would. get-from: their changes in cor'poration’
.and individual taxés, principally corporation taxes, they said, “Let
us assume ' that :the' capital-stock - and *excess-profits: taxes ate re-
pealedy because they are repealed in thieir view for:permatient reve-
nues.”” Then they set up-taxes which it is estimated would yield;
$628,000,000 ‘ot $620,000,000 rgular revenues without including :the
-capitalsstock or excess-profits tax. L

The CramrmaN. That was from corporate earnings?

- Mr, Seurzer. That is ri%ht." ' c

The Cratrman. All right, -

Mr. Sevrzer, Then they say, “But we are short'on the témporary
révenues, 8o let us inpose a temporary capital-stock and excess-
profits taxes combination to raisé some of these temporary revenues.”

“There is'mo real conflict, therefore. Here you are raising without
repeal of the capital-stock and excess-profits tax these sums which
you added up to $599,000,000, so you cannot use those for temporary
revenues, since you are counting on them right here for permanent
‘revenues, ‘ ' o o R
¢ Senator Byrp. Would: it not simplify it a great deal if we would-
-consider that we were short on permanent revenues, then:consider
what we are:short on temporary revenues. There is a'vast difference
between thie two. ' Roughly, what do you think that we are short of
now on permanent revenue ? o :

Mr. Sevrzer. Well, on permanent revenues: you are short the dif-
ference between $620,000,000 and $559,000,000, or about $60,000,000, -
" The Ciiatraran. What sre we short on temporary revenues?

Mr. Seurzer. Any way that you would like to handle that, - The
President had suggested making up the sum of $517,000,000 in 2 or 3
years. He was not very speeific whether it should'be'2 or 8 years.

- -Senator - Cragk. My, Chairman, I do not see ‘that the question
whether they are permanent' revenues or téinpo"rhr%' revenues could
really be of any predominant importance in-this thing, It is still
-contemplated that thie Congress will mieet, next year, and it séems’ to
me the thing that this committee ouglit t6' do and that Congress
-ought to do is to provide for the revenue for next year. 'If it ig neces<
sary to put ofi something else next yéar to supply some of the temp-
-omr{items of taxation which pass out of existence, we will have
plenty of tithe to'do it next year. - T
" Senator GErry. You ‘are going to have & tax bill next year
any way. . cL T ‘
n‘a't}:)r Barkrey, You do not have to: raise ‘but $798,000,000 to
«carry out the President’s sug 'estib&i..‘ 1f you spiredd this $517 ;60(),()00
out over 8 years, you' get %1'(8, 00,000° & year, whith *with- your
$620,000,000 pérmaneht teveniie ‘makes the total $793,000,000. -+
“The' Crramsfan. T'wint to ask My, Piiker to explain this proposal
(¢) "(1); which stritck me ag d vety forcible proposition. ' Tii’thid
proposal, yoii ;gfbiride; for the'repenl'of the present capital-stock wind
‘excess profits taxes, and, in addition“to tat, veri though youl afe -

répealing it; you' dve | tting' $641,000,000; or 'if We do not repeal it,
we ought 'to’get $168,000,000 a yea’r on t’d'p"‘ of‘ifn R R
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- Mr. Parker. Nearly that; not quite. . R VR
. The CHAmRMAN, Explain that and let.us see about it,. ... - - .
i Mr. Parker. In spite of the fact that it throws the whole plan
more or less before the committee again, it does.seem to me that it
ought to be considered on account.of the very little difference in the
taxes that ocour under the two plans, and I could make that: plainer
bf' comparing the total tax that would be secured under the two
plans. .o T T
- Let us take a corporation with a net income.of $100,000. If no
dividends are declared, under the committee plan as adopted a few
days ago, the tax would be $28,740. Under this plan (¢) (1), which
contemplates 25-percent tax with a 40-percent deduction for divi-
dends paid, it would pay $25,000. o AT
" Senator La Forrerre. If no dividends were paid ? : .
. Mr. Parxer. No dividends at all. The plan (¢) (1) would only
increase the tax by $1,260; that is in the maximum case. That is,
with absolutely no dividends declared. That is the unusual - case,
and it is not the average case, . M o
- Suppose this corporation declares about one-tenth :of its net in-
come, or $10,000, in dividends, Under the committee plan, as
adopted, it would pay $28,040. Under plan (¢) (1) it would pay
$24,000, a difference of only $960. These differences will get less and
less as more reasonable distribution is declared. o
Supposing $20,000 is distributed in dividends, . On the committee
plan the tax would be $23,660. Under plan (c) (1) $28,000, a differ-
ence of only $660, ‘ - o :
. Senator ConNarLLy. Does your plan take into account the exemp-
tion of $1,0007 , o ¥
Mr, Parker, No, Of course, you can put that in or not. ‘The
$100,000 hers is not affected by t’ha,t, $1,000at all. =~ - o
Senator ConnarLy. It would, though, on the other corporationst
Mr. Parger, That is $30,000,000. altogether, . ;|
With $30,000 distribut,eﬁf-——that is, under the: community ; plan—
the tax would. be $21,640; and under the plan (c) (1), $22,000, a
difference of only $360. : .., - e e
.. With a dividend distribution of $40,000, or 40 percent net income,
the committee plan would be $20,940; and (c) (1) $21,000, a differ-
ence of only $60. . o -
f:aThg CuaArMAN., Does that contemplate an increase in the normal
xes - O . B N I L.
Mr. Parker. No; except that we are repealing the. exemption,
The dividends will be subject to normal tax, but there is no propo-
sition from 4 to 5. R
.. The Cramman, What is the lowest flat rate that you will reach
under that plan under the porggf&tipn tax? .
. Senator. Couzgns, Let huﬁ_ ish the schedule, ... =~ ...
Mr. Parker, I will skip through it a little faster. I would like to
giye you the $50,000 ‘d,xstmbutiongoxr 80. percent. Under the com.
mittes plan the tax is $20,240; and under the plan Ol it.is $2.Q,063
in other words, now we are going the other way., . The plan Cl.is go-
ing to give you the advantage whenever you, distribute, 50 percent,
or more of your net income.in dividends. ‘This now. is going o the
advantage of the corporation. ., . i i
‘ R

Seb




BEVENUB . AOT, 1986 105

. Senator'Byrp; The same thing applied to the House: bill. They
gave down to zero:tax if they distributed everything. L
Mr, Parkes, Yes; Iistill think the differences:are very small.. : . .
*:Senator Bxmo. Have you provided for any cushions?  , .
‘Mr..Pagrkes, I think cushions are unnécessary. except the contract;
cushion,  which. I; think is necessary under this:plan, and. which I
suggested .to :the committee the other day, which I suggested was
necessary under the proposal the committed made. . T
."Senator. Byrp., A corporation that hag no debts to p,z:f' would only:
Bg've to pgy 15 percent; where one that had debts would have.to pay
percent. T e
Mr. Parxer, Under the committee proposal, you are going to have
to pay 28.74 percent. , . e S
enator Byrp. I understand that. - It is a difference of 10 percent
insstead(of‘ 7 percent. I th it the while 100. th o
enator Hastings, ey pay out the whole , they pay a
tax of $15,000. ©. . . L y o
Mr. Parger. That is true, but that would mean, of course, that.
they would 'have to distribute some: of their surplus to do that.
I am taking the limiting case where they declare out $82,000, which
is all subject to:the 18 percent: Under the committee plan, they:
would pay $18,000. Under plan C1, they pay $16,800, or $1,200 less.
In other ‘words, you have a tax here of $1,200 less, which is a very.
small amount in comparison to $18,000, and in the top bracket where
they do not distribute anything, they piy $1,200 more. It just
about balances up. :
Senator Bynb. To a modified extent it carries ottt the same prin-
ciple of penalizing the small company that atxplies its earnings
either in the building of a plant or to pdy a:debt, and benefits the
big company, except fo 4 modified degree. - . - : .
r. PARkER. That is true, Senator, but that is an argument against
the undistributed-profits tax, You haye. in your Senate proposal an
undistributed-profits tax. - Some péople like it:and:some people do

noty . o LT TR S P S T S
- Sendtor Byzp.. One vital difference between the.two.is that under
your plan, the rich corporation that can distribute all of its earh-
ings will orily pay 15 percent. Under the plan that we adopted
the other day, they will have to pay 18 percent.’. =~ .« =t - . ™

.. Mr, Parker. They will have to pay more than. 15 percent unless
they distribute some of ‘the surplus. The only way they: are,(goinge
to get:down to 15-pércent tax, and weé can take that away and stop
it.at $16,800, if you want to. - - oo .o o e S
. Senator Bangy. I thought ‘the chairman: asked. you to state the
difference between the two plans. Now we are discussing this, plan.
I think that is past. I.am not ready to.consider the whole thing
Let us go:ahead and sce where we are. I want to know what we.dre
doing under the present. If it does notiraisé énough money, let-ug
find ‘othér ways fo d¢ it. If:we are’going to change. the -plan every

morning, wewill be hiere until doomsday, @

Senator Couzens. That is what Mr, Park
GX lainit. ‘ ) o A : ,_w';f: T ",‘3 e * oL
Benator Gerry. You are: going back to something.
in principle. B S RIS S ST IS

we.voted:-dowii

.4 vy el

Dot e RIS SRS £ AR D N R S |
r. Parger. I want to show you the difference.in the estimates.
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.The Cuamrman, There is no desire to change the: plan -unless
it meets with the approval of the committee and everyone thinks
that we have to get more mohey, and this is the way to do it. - .
- Senator La Fotrerrn. I think it does bring out one ‘thing that
I have been impressed with from the beginning, and: that is that
the amount of tax the corporation ipays under any plan is the thing
that is vital to the corporation. It is not therates. And I'think that
this shows conclusively that there is not any very great variation
between these two plans so far as the actual‘apiplication of them is
concerned, even though you may'say that there is a very substantial
difference so far as the rate is concerned.
« Senator Byrp. I differ with Senator La Follette there greatly on
that, because there is a vast difference in the application to -different
companies. The rich corporation will benefit much more by Mr.
Parker’s plan than by the plan this committee has adopted, and no
one can deny that. o

Senator Brack. I do not care to deny it myself, but I have a
very vigorous protest from a small corporation insisting that the
Senate plan would be most injurious to them and favoring. the other
idea of the undistributed-profits plan, I am just calling your atten-
tion to it. It was the first letter that I had on the subject.. - -

Seriator Byrn. The corporation that is in'a positionito pay all of
its earnings out in dividends is in a favorable position. The mini-
mum rate under the plan the committee adopted is 18 percent.

- My, Parker. The small corporations can take advantage of it
just the same.

Senator Byrp. They may not be in a position to doit. -~ -

Mr. Parxer. There is a_difference, Senator, but the difference. is
vexéy small. That is what I want to bring out. BRI

enator Byro. It carries out the same principle that the commit-
tee voted against. ‘ ' R

Mr. Parger. What I was particularly interested in was the esti~
mates on -these two plans, and- the fact that the second ‘plan gives
$150,000 000 more and f)uts you in a position where your revenue
proposition is practically concluded, whereas under -the plan~-as
adopted by the committee, you have got to go on and get $200,000;000,
of revenue, T , : R R 0.

Senator Byro. Wait a minute, Mr. Parkér, Let me correct you
on that. They have testified.here that the House bill with réspect to
corgorate taxation would bring in $591,000,000.- We are ‘only short
with respect to those ‘particular taxes, something like $60,000,000,
'The other shortage comes from other things. Your plan would not
correct that shortage. ‘Am I correct about thatf The House bill; it
has- been testified here, brought in .$591,000,000 from the corporate
income. ' This bill brings in'how much$ .~ - R
- Mr, Seurzer. A good-deal of the revenue of: this bill, $841,000,000;
is obtained from individuals, = - .~ Co T
" Senator By#b. I understand; but I am ‘speaking about this sched-
nle no. 7 compared with the House bill.. The House bill: brought -in
how much$ - - B e T A e »:”‘

Mr. Seurzer. $591,000,000 from: corporations, B
- Senator Brro. $591,000,000 from corporations, and-as:d_substitate
to this the committee’s bil] brings in how much? DR

My, Serrzer, 522, -t e T G g b

:

d




'REVENUE AT, 1986 107

- ‘Senator Byrp. A difference of dbout 50 millions between thé two.
‘Mr. Parker. Senator, I cantiot'agree with' that, bacause:we get
‘Hght'back to the other proposition' that the House billowas estimdted .
on the proposition of t e'c‘a})itgl stock -and 'excess:profits- tax ‘Léing
repealed, and that additiondl ‘révénue’ was not on})yvad‘diti‘onal ‘over
xisting law, but this- js additional’ to the ‘extent makinE up for
Ahe‘ repeal of the capital-stock and 'excessiprofits ‘tax. - The $560,-
000 doﬁtémplutes‘reteh@idn‘*of“ﬂxis"caﬁitalustock tax, N
: §eﬁﬁtm“3mb. It ig iot’ included in the' figures; Mr. ‘Parker. 1
haveithe figures right here. The $168,000,000 is not’ included in the
$560,000,000 at alli - o0 o1 Lo T
Mr. Parker. To get the $560,000,000 additional revenue under that
estitnate, Senator, as' I understand it, and I am sure that T am riﬁht,
Kou have got to retain the eapital-stock and:excess-profits tax, which
rings in one hundred and sixty million-and-odd dollars a year, - Is
that your undetstanding¢ . * .. . .. o o hoEe oy
Senator Byro. It is to be retained, but the $168,000,000 is not in-
cluded in the $560,000,000. - The $168,000,000 is -conipletaly new
revefivie. - e T : S
“Mr. Parxer. No, Sonator, - = ¢ R
.The Cuairman, They argue that it is contained in it. .. :
" Senator' Byrp, Let us go over it, because that is very important.
Senator Bargrey. Under this Senate bill, thé' $168,000,000 is not
included in the figures that make up the figures of $559,000,000. That
is absolutely certain. Because you have $215,000,000 to $217,000,000, -
$90,000,00 and $87,000,000. -~ - . . cT
Mr. Parker. And what' are those figures, Senator?  Those figures
represent additional revenue over 'existinF ‘law, contemplating the
retention of existing law, which contemplates the ‘retention. of the
capital-stock tax, - e Gt
‘Soniitor Barxrey. Of course. 'But your House bill raised $808,-
000,000 revenue, which, of course, included enough to‘obsorb thé loss
of the capital-stock and excess:profits tax, but-that does not mean
$803,000,000. et revenue over and above ‘existing law: - You have to
subtract in che House bill your capital-stock and excess-profits tax
from $803,000,000 in :brder to get :your net over the present law, - .
Mr; Panker. No, Senator.. S A
Senater Barkrey, Take your $641,000,000, then, from your corpo-
rate taxes under the House bill.. Where do they gét enough to make
up $8033000’0003 S W T o
Mr. Pareer. Under the House bill, the estimate of $591,000,000
wag additiohal revenue over existing jiaw after subtracting out the
capital-stock tax, whidh they contemplate being repealed. = .-
lgenntor Barkrey: That is true.,i‘, T :
Mr. Pakeer. In othér words, if'they estimated in the House bill
this corporate plan on:the basis of retaining the capital-stock and
excess-profits tax, their . estimate of :revenue instead of being
$591,000,000, ‘Wo_hlh be $168,000,000 additional..- ... ... .
Senator Barkipy.: That- is: true; $891,000,000, which. absorbs
$168,00,000, and then makes up that much:difference, in the corporate
‘tax, and $559,000,000, and:that-leaves about.$40,000,000 difference -
botween the corporate-tax provisions of the House bill and the Sen-

’
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ate; because you are.leaving your’ excess-profits tax: in there, and
therefore you do not have.to absorbit. . : - .. - . ..«
. Mr. Parxer. I do not:think that is right, that it is only $40,000,000;
‘8591,000,000 is contemplating repeal of the capital-stock tax, . - -,
Senator Barkiey, I understand that; it contemplated it. @ = .
- Mpy. Parger, And $560,000,000 not ’contemli}:tihg. it oo
Senator Barkrey, What is the.difference between adding enough
money in the House bill to get $168,000,000 and leaving it in the law
as it iIs now? You get it just the same, - You might wipe the capital-
stock tax and the excess-profits tax out of your mind. Just forget.it.
. Mr. Parker. No, Senator. I have two estimates in my hands
ere. i o : ; L e i
Proposal no. 7 gives you a certain estimated increase in revenue.
‘What does it say for the assumption? Right up in the first para-
graph it says that the assumption on which this additional revenue
:s estimated is, (1) retain the present capital-stock and excess-profits
ax, : S . , S
Senator Byrp. But that is not added in the total. .. -
Mr. Parxer. Proposal C-1 says that this additional estimate is
estimated on a re;{)eul of the present capital-stock and excess-profits
tax, There must be a difference. s .
Senator Byrp. If we repeal the capital-stock tax, you would be
right. But we do not propose to repeal it.. We put 1t -back to the
extent of $168,000,000. A S C
Senator Barxrey. The House repeals it but makes it:up. The
Senate does not repeal it, so those two things cancel each other out.
Mr, Parker. This proportion of the:House estimgte anust have
been estimated on the basis of the repeal, because after putting in
the $591,000,000, one of the items which they used in order to get
the temporary revenue is $80,000,000 due to the retention 'of:ﬁ\e
capital-stock for 1 yedr, Whicfl‘they add on at half the rate, So
in the House bill itself, the capital-stock tax. is added, $80,000,000.
. Senator Byrpo. Does it make any difference to you whether we
put the capital-stock tax back or not? .That is a matter for the
:committee to decide. If they get $168,000,000 that way, you cannot
say then that the bill is short because it is put back. ~ =~ -
Senlntor La Fourerre. It depends on what you are comparing
© Mr, Parxer. That is the whole thing that T am -interested in, I
am assuming the committee wants to get $798,000,000. . =
Senator Byrp. What I want to make clear ig that this retained
‘capital-stock and excess:profits tax in proposal no, 7; $168,000,000 is
not carried .out in the total of that; but you can add it up, ..~ .
Senator La ForLerre. They wanted to (f;W‘e' you an estimate over
‘the existing law, and the capitdl-stock and the excess-profits tax are
4in.the existing law.’ This.estimate furriished you by the Treasury is
‘not a comparison with the House bill; it is & comparison with exist-
ing law and states what the additional revenue willbe.. .. .« .
- %enatoi' Byro. All T want to make ¢lear i that the item that says
‘“Retain the capital-stock and excess-profits tax, $168,000,000” is not
‘carried in‘the'totals of that particular’proposal.. ‘Yowcab add them

Siod

) ‘ﬂp ﬂ“d S(‘,ch&tit is not, - S I A GBI eIy e e
Senator. La Forerre. For the simple reason that they are trying
to tell you how much it will raise over existing law.
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Mr. ’PAmina ’I‘hat “point: absolutelf has to be clear, becauge that is

the whole crux of the matter. I still think, and I think if we have
Mr: Seltzer’s attention that he mll agree on it. The c()miriittee musﬁ
get that straight.” . -

‘The CzsarMan, We have to understahd this pro osntion. _—

- Sénator’ Barkrey, Let us' forget-the House bill-‘for'a moment.
'We have to raise $620,000 of permanent mvenue? :

Mr.  PARiter, That is correct. ‘

Sengtor Barxrey. Our hill up to ‘date raises $5B9 000,000 perma-
nently. That does not include the windfall taxes? ‘

Mr. Parken. That'is correct. -

. Senator BARKLEY Which leaves us $61 000,000 short fOr perma-
nent revénuef - -

Mr. PARKER. That is true B

Senator George. Let us not do more than one thing at a time; T
am: willing to bage rriy guess that; we will get it. under the adminis-
tratwn of ‘thig bill. :

-~ Senator Barguey, As I’ ﬂgure 1t ymx ‘are $160,000 000 short.

Mr. Parger. Yes; and you cannot make up that shortage by put-
ting on the capxtal-stock tax 'That i8 what want to make clear to
Senator Byrd. - ‘

Senhtor Barkrey, With the wmdfall tax added, and what thxs
'bxll raises here now, whether you consider it permanent or te g;

rary, because the windfall can only be temporary, you are $1 0,
000,000 short. .

Mr. Parker. That will show that we both interpreted it the samMe
‘way, if Mr. Seltzer confirms that. If we annex the Senate ¥roposal
tohreﬁurn $é‘%i(SOO()OOOO approxxmately, and enact the windfall tax,
‘which’ is' $82,000

Senator Barxrey. That is $642 000 ,000,

Mr. Parker. Yes. ~The President asks for $793 000,000, Accord-
ing to my figuring, that leaves $151 ,000,000 short for the first year.
Ts that'r oht Mr,: éeltzer? Do you figure that we are about $151,-
000,000 short, assuming that we need $793,000,000 the first year?

Mr, Snmm. Yes,

Mr, Parger. And we cannot make up that shortage by retammg
the capital-stock tax, because that has already been figured in.

Mr. Sevrzer, That is correct.

Senator Barxrey, That is the shortage you get after figuring the
capital-stock tax inf.

r. SEUTZER, Yes, .

Senator Byrp, If I am .ingorrect, I wanb to. be corrected, This
proposal relating to the permanent, revenue is $60,000 000. shorb now
a8 com garqd w?ghthe House bill, .

. qu t 18 lgh 01
; Senator. Bmp 18t ls ‘the: basis we can go on, The %rmanent
16Venue we are. only short $60,000,000 as compared to the Houge bill

"There. must have béen: some changes made in the. windfall tax and
~other, things bo ‘have ereated tlus ahortage mdependent of’ what, we
dld in. f) oposal no. T, .

. arer. 1 did w;mt, ‘to % mt out, and that was ‘the purpose :
of comparmg this other H}an,
texnplated the repenl of ® oxo

at-under this $641 000,000 that con-
ess-proﬁts tax, so 1f you kapt 1t you
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could have addul on $150,000 000: more and. you would haye your

total,

"Senator Barxrey, I do not understand how, it the Housa blll rO-
duced $591,000,000 from co f)ox ations and $100,000,000 from windfa
which makes. $691 000,000, 1 do not. know.: where: the House bill:} ets
th?t §110,000,000 to make up the $803,000,000 that you sny: their- 111
raise

Mpr. PARKER, The kept the capxtal stock tax of $80,000,000 rlght
in the ostimate, at half the rate, .

Senator BarkLey, Of course, our blll here on the corporatxon tax.
is only about $32,000,000 short of the House bill; -

Mr. Panxer. The House bill had an estimate, as 1 x'ecall of $623,-
000,000 of permanent revenue above exxstmg law, after havmg re-
pealed the capital-stock tax. , ,

Senator Barerpy. I.understand.

‘Mr. Pariger, And then they added $100 000 000 more. for the wind-
fall tax, which is $723,000,000, and then they had $80,000,000 for-the
retention of the cs,plt;a,l-stock tax at one-half the rate for- one yea,r,
and that is the $808,000,000,

Senator Byro. Do {ou not thmk that we should ]ust assume that
what the comittee did the other day ‘s the action of the committee,
and if we have to get some more revenue, to try to got it? I vote
for that on the idea that it was a compromise. I do not approye
of it m';d I feel that having compromised it as we did, that we should
stand

The mammaN. We all stood by that the other day as a compro-
mise proposition. I thought we were going to get the money. If
this other proposition should a (Fpeal to the committee'and the com-
mittee should feel that it would get rid of the shortage by adopting
it, all right; but we won’t have any dissension in the committee
gbout that. This informal discussion need not go on the record.

(Discussion off the record.)

The CuairmMan, We will resume at 8 o’clock this afternoon in the
District of Columbia Committee room at the Capitol.

(Whereupon, at 12 noon, a recess was taken until 3 p m. of the
same day.)

AFTERNOON SEBSION

The coinmittee reconvened at 3 p. m., at the expxratxon of the
recess, in the committee' room of the Commxttee on- the District
of Columbia, Capitol Building, ,

The CrammAN. Is there anythmg further from Mr. Savoy? '

Mr. Savoy. I'have nothing further. -

The Crarman. Is the Subcommittee on Sugar ready to: report?

Senator Kina. The committee has not met. ~If we-were not going
to have a session this afternoon, I thought thet we ‘would get to-
gether. " But at the present time Wo are not ready to report.

The Cuamrman. T think how we have finished with the admihis-

‘trative features except the liquidation prbpomtion, Whai‘. other ad-

ministrative changes are there, Mr. Parker? .. ' ATy A

- Senator ‘Batey. *You have thig matter of common trust fuﬁds. I -
"would like to submiit a statemént'about that: ‘A conimon ' trust: fund
vis:a’ fund ina’tiust company ot i bank with a triet dépdrtimeiitsin

which by reason of the number of small deposits in trust, they make
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a common’ fund,. Say that I putin :$1,000,000, you put in $1,000,
Senator Gerry $1,000. .-You cannot invest the $1,000 well, but when
you get $100,000, you can. make a. good investment, and they partici-

pate in the profits pro-tanto.. The law has held that. that 'sorb of.p

trush.in.an association under the existing law. . R RPN

O course, 1t is not an ussogiation: It is a.necessity. if the bank is
going to’ got trust business.. It can Hesociate my $1,000 with-several
other $1400, and lend it out, but alone it.cannot. make a fair invest-
ment. of $1,000.. The pro osition is that the funds invested, the
profits; shail. be taxed to the individual just as if it were a person
-and not a corporation.  As the law stands it is (i)roposed to consti-
tute that association of trusts as an assoclation and tax it as if it were
a corporation, which is clearly not, intended by the law, and it is
clearly unjust. The.corporation js the trust company. You tax its
profits as a corporation, N '

Mr. Kenr. That situation has resulted, from a decision of the Cir-
-cuit Court of Appenls for the Second Circuit, which has. held that
that is the effect, under the present law, o S :

The Cuamrman. To be taxed as a corporation?

Mr. Keny. Yes. . ‘ . , , )

Senator Bamwey. This amendment rdads as follows [reading] :

A common trust fund shall not: be subject to taxation under thig ‘title, but
each trust participating thereln shall include in computing its net income its
share of each item of the income, deductions, and credits of. such -fund, com-
puted, classified, and subject to the same provisions as in the cuse of an
individual, ’ ‘

That is what it is—it is not.a corporation.

Senator Kine. Any profit that goes to the trustee—— E

Senator Bamey (ll_ngerposmg). Ihat goes to the bank. But what-
ever I got as an individual, would be as an individual. The amend-
ment goes on further [1'eudmg]: L .

Bubject to the approval of the Commiissioner, the share of eacli trust in each
such item shall be determined in accordance with the principles of accounting
adopted in connection with the operations of such fund., The computation of
the gain or less renlized, if any, and the basis of assets received, by a with-
drawing {rust, upon the withdrawal of a trust from such fund, shall be gov-
erned by the rules applicable in the case of ‘the withdrawal of a partner from
a partnership. . 5 .

That is to say, if he withdraws, he pays his tax from his profits.
You simply throw him into the individual bracket. :

Continumng: . L . Ca

No¢ gain or loss shall be realized by a coimmon trust fund by reason of ad-
mission of new participants. * The term “common trust fund” means any fund
maintained by a bank or trust company, incorporated under the laws of the

United States or any State or Territory or of the District ‘of Columbia ag:l.
£

subject to the supervision of ¥ederal or State banking authérity or, bo

s

solely fo¥ the purpose of managing, investing, and reinvesting, as'a unit, finds

contributed thoreto from trusts, estates, or other funds ns to which such bank -

Q}'d trust company is i flducéiary (referred to in this section as trusts), pro-
vided l [ L y ana reg
lations of the Bourd of Governor§ of gh‘e Federal” Reseiyve Systend prévalling
from tinie ‘te time' (o coltld be so raintaln &x el
. mpintaining the same were, 4’ menber pf;thié Eedgt'a’ljRegetvg"gy"s)tem)‘;“

Tt strikes me that that is thoronghly rensonable and just, and' I~

‘hope the committee will;adopt it.,
’ﬁw Crratmaian; I recall :that

e

‘brought it up,

“matter up, that this quéestion arose. Senator
#08884—pt, 0—86——8

that such fund’is one which Is maintiined pursuant to rulés and regu- -
¢d’if the bank or ' trust edmpafly -

{ho.other day e 6 lsd this
ac
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I believe, and the experts said that it wag impossible for them to
get it fixed immediately. That is my recollection, - - -
Senator Barey. There is’no'complication: about that, and in
;practically- every trust company of the United States there ave com-
mon trusts. They make their:reports to:the fiduciaries; and the
report is, “Your profits from this institution in the past year at 4
percent amounted to $4 or $400”, or whatever it may be. - = v

I happen to get one of those reports; I happen to be & guardian.
There is no trouble on earth aboutit; they tell me what to report on
the income tax. It is a simple thing, and it is a great injustice to
prevent somebody with $5,000 or $16,000 from getting his money
invested in a trust company or by means of a trust company with-
out being taxed as a_corporation. ‘

Senator Gurrey. I quite agree with the Senator.

Senator La Forrerre. Mr. Beaman made.a statement, about it, as
I remember. He said there might very well be something in tilis,
but if the committee wanted it in language carefully worked out,
that it would take some time to do-it. '

Senator King. That is my recollection of his statement.

Senator BaiLey. They have not worked anything out, and this lan-
guage is perfectly simple and it is not susceptible to misconstruction,
It simply. provides that where a common trust is made up of several
funds, the profits to each beneficiary shall be taxed as if he were an
individua1~——¥recisely what he is—and that the sum of it should not
be taxed as if it were a corporation,

Senator King. The existing law has attempted to segregate from
the aggregate profits, if any, the amount which would be due tn
A, B,and C. :

Senator Bamey. Yes; and you do not propose to tax aggregate
profits as if they were a corporation. You propose to divide the
profits according to their pro-tanto interest.

Senator Kina. I was wondering whether the Treasury Depart-
ment, where these common trusts exist, have uttem‘i)ted to separate
frt:lthhe aggregate the amount which would be due to A, B, C,
-and D. ‘

Senator Bamwey. Here is the statement of Mr. Gilbert Stevenson
who, by the way, is the trust officer of an institution in Delaware and
was formerly the trust officer of an institution in North Carolina
[reading]: - ,

A common trust fund makes it possible to invest a fund of $1,000 as
economically and satisfactorily as a fund of $100,000. In other words, a common

“trust fund is merely a means of grouping the funds of many small trusts for

fnvestment purposes, , .
At the present time there is no general rule as to the taxatlon of common
trusts and the general uncertafnty has been heightened by the recent Brooklyn
Trust Co. decision' (80 Fed. (2d) 866), where the composite fund of the
.Brooklyn Trust Co. was held to he taxable, L
Since all of thevordinar{ income.of the common trust fund must, under the
rules, be distributed, it follows that if the common trust fund. be taxed as an
assoclation, small ttusts—the very ones that are least able to bear the burden
of taxation—are subject .to an extra tax. burden, the income being first taxed

- .at the full corporate rate upen the. common fund as an assocfation, and then
taxed again to the estate or tru‘stzitseli ag tliough the income were cofporate -

‘ distribution. -

_ This amendment is fof the purpose of learing ip that situghion.
Tt does not depFive, the Goverhmo g i |

overhiert of any of its. taxes justly due,

A IR0, 1T e

i
i
E
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and it may throw taxes into the hands of the Government if some-
body géts a-high income in: the individual brackets. R

Senator’ Kina. Has ‘the Treéasury -been treating them:as & cor-

oration; or :been- atteripting :to icollect  from: the individuals,‘and
‘have the individuals who haVve interests reported their dividends as
‘part ‘of their incomet . - a0 P

Mr. Kinr, The problem did not come to my attention at all until
‘the ‘metter was presented in the committee hearings, and I assume
that' since this case got into court' in the second circuit up there,
that the Bureau ig proceeding on the theory that they are in asgo-
ciations,. . . R
' Senator Kine, How have you been proceeding anterior. to this
time? - : ‘ ‘ L SRR

‘Mr. KeNT. There has been a number of important decisions re-
«cently which have ‘piit ‘& rather ‘broader interpretation upon- the
‘dssociation provisions of the statute that have formerly been the
.case, over the considerable number and variety of what were regarded
-ag'strict trusts and have béen swept into the ambit of the association
provision of the statute. ' o -

- Senator Bamey. You are here representing the Treasury. - Does
it appear to you that this is unjust in any particular, that if I put
'$1,000 in a common trust and they put it in with $100,000, and in
there they make 6 percent on my $1,000, where 'they could not have
made 3 percent ‘without it, does that ¢onstitute me a member of an
association? Should we not have a law that would enable me to-
get - my income from a trust fund and pay my income as an indi-
vidual? What is wrong with it? _

Mr. Kent, I have not at the present time any quarrel with their
objective. As far as I can see, there is a great deal of merit in it.
But we have been so busy with so many different things we were
not prepared to say for any particular form of amendment that it
would accomplish what they had in view.

Senator: ‘Vlf)&LSH. Are there many taxpayers in this classification?

Senator GUFFEY. A great many. , ‘

Mr. Beaman, It is not right to say that the individual trust shall
be taxed as an individual, because under the law now it may be taxed
as a trust, , ' :

Senator Bamey. I don’t see how you would have any trouble. I
had dealt with these things for a long time; and I never had any
trouble with it. I can invest $100,000 for everybody in this room
and do it. The Treasury says that they are not ready because they
have not passed on it. They do not have to pass on these simple
things. It is hard enough for them to pass on the addition and the
subtraction, but when it comes to such a simple matter as this, I
think the committes is petfectly conipetent to pass on it. =~ =

Senator King, Do you see any chance for evasion or investment
'beinggmado‘*ostensibly as a common trust to escape the corporate
taxes? .. - . - Bt S SO Y TR T
. Senafor Bamwey. I.do not see how there could be:any such diﬂiqult-y.
Jugt tmzag practical jnstance,. I get a report from the Norfolk Bank .

of Commerce and; Trust orice a, yedr for certain wards that I have. -
-The;itivestment: this, ‘fi?p:@meaéw 80 much, an%fsokmuch of 1t.is’ tax
which'is’ withheld at t

e gource, and -on so much:they:tell me, “You
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are liable to pay taxes to the State of Virginia and to the United
States.” That happens tq be a:Virginis, trust -company, I go:out
and I make my report.. There is not.any trouble in it] but if they
were converted into what. you call .an association,.then it will make
my ward pay taxes on the. individual.income and also a pro-rata.
share of a corporation income. That is not fair and it was never so
intended by the law. . T T

‘Senator Brack. I would like to see this amendment pass and go to
conference, and I want to say that it is on exactly that basis that I
favor the original objective of this bill. . I do not think it is fair to put
a tax on an individual simply because he has his money in a trust,
and it is a common trust, when you let an individual wf;o invests it
on a different basis. I believe exactly the same way about the original

.objective of this bill; and feeling as I do about the original objective,
I am bound to be for this, and I hope we can pass it. g .

Senator Grorar. I think it ought to go to conference. I think that
we ought certainly try to work out something on the. dissolution of
the corporations and something that would bring the issue in con-
ference, and it ought to go to the conference. - o .

Senator Kine. Something like the liquidation we were talking
about this morning ¢ Lo .

Senator Grorop. Certainly. To bring the issue to the conference to
see if we can do something,

Senator Kine. If there is no objection, the amendment offered by
Senator Bailey—— -

Senator Bairey. I have the amendment here, page 767 of the Reve-
nue Act of 1936, hearing, part 8, dated May 8, 1936. The amendment
is marked, and I will give it to the stenographer, :

(The proposed amendment is as follows:

A common trust fund shall not be subject to taxation under this title;, but
each trust participating therein shall incilude in computing its net income its
share of each item of the income, deductions, and credits of such fund, com-
puted, classified, and subject to the same provisions as in the case of an indi-
vidual. Subject to the approval of the Commisgioner, the share of cach trust
in each such item shall be determined in accordance with the prineiples of
accounting adopted in connection with the operatlons of such fund. The com-
putation of the gain or loss realized, if any, and the basis of assets recelved,
by a withdrawing trust, upon the withdrawal of a trust from such fund, shall
be governed by the rules applicable in the case of the withdrawal of a partner
from n partnership. No gain or loss shall bé realized by fi comnion trust fund
by reason of adniission of new participants. The term “common trust fund”
means any fund maintained by a bank or. trusi compuny incorporated under
the laws of the United States or any State or Territory or of the District of
Columbia, and spbject to the supervision of Federal or State banking nu-
thority, or both, solely for the purpose of manpging, investing, and reinvesting,
as a unit, funds contributed thereto from trusts, estates, or other:funds as:to
which such bank or trust company is a fiduciary [referred to in this section
as trusts] : Provided, That such fund is one which is maintained pursuant o
rules and regniations of the Board of Governors of the Federal Reéerve Systein
prévailing from time to time [or could be so maintained if the bitik or trust
company malntaining the same were a.member of the Federal Reserve System].

Senator Kiva. I hope our experts will examine it very carefully.

- Mr. Beaman. Senator, if the committes so votes, we will put it ix

the bill, but if‘?ou'\?aﬁt' the experts to exaniine it, it 'will take usa
"l‘Q‘nSg time. | Unless you want us'to-hold up the bill; -+ it ¥ to
'Se

enator KiNa.  There is no objection’to your examining it ‘anywdy.
* " Mr. Beaman, 'We will put it Zﬁ"ju'sjﬁ‘"theywayﬁit'igh’i”! ‘g y‘ 7
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Senator Hasitnas. This has been the suggestion; Mr. Béaman—
that you examine it after it goes:in: the bill, s0-that when:it comes to
the conference, if you find anything particularly wrong with it, or
any suggested 'ianguage that would 1niprove ity you may suggest it to
the conferees, '+ v oot 0T ol
- Senator Kine: That matter is disposed of. - - :

Senator Gerry. I would like to bring up an amendment that I
brought up yesterday in regard to the profit:sharing plan and dis-
tributing stock to employees: I brought this question up with the
experts, and I brought it up ‘yesterday, and whit it is, then, is that
where a corporation distributes stock to its employees, and the em-
ployees contribitte and the corporation -contributes when the stock
18 distributed the employee is taxed on the yield of the distribution
of lhis stock, not when the stock is'sold.. = -~ - :

T think I: can give an example ‘which will explain this, For ex-
ample, the employee puts in $1, and the emploKer puts in $1, and
then the stock goes up in value say 50 cents, so that the value of the
stock is $2.50. - When that stock is distributed, the contribution of
the balance that the employe puts in is taxed, plus the proposed
50 cents appreciation in value: What should be taxed is only the
$1 thdt the employer puts in. ‘

What I have in mind is that it is not fair to-tax the employee.
The whole idea of this amendment is that this is a profit-sharing
scheme, and the employee %?ts the benefit of it by holding the stock,
and when he sells that stock, he has to pay whatever has been mada -
on the capital gains, and capital losses. It is not fair to tax him
on it before it is distributed, because it means that probeably he has
not %Ot the money and he has to sell these shares instead of realizing
on them, and it seems to me that this plan is a beneficial plan. » -

Senator Black called attention to the fact that some of these

eople forced the employees to buy stock, but I do not think this
ﬁas anything to do with this profit-sharing plan. But to the em-

loyees, the mere fact that they have to pay this tax when the stock
1s distributed’ to them, does riot have anything to do with it, and I
think it is a very unfair thing to make these men working in the fac-
tories pay this tax when they have not realized on it. at they do
is that they assess.the amount of the profit on the stock on the market
value, and the amotnt they receive, and if the market value is higher,
they tax him for'it. Ifhe wants to'hold his stock, whicli is the whole
idea of the plan, it is a saving pldn, and if the market goes down, he
already paﬁs the tax and he has'lost. R . #

Senator Kina. That has been'¢hanged several times, that provision.

Senator Geriy. The Ways and Means Commiittee came out in 1928
and had a long statement on it, which I read to the committed the
other day, and it seerns that the plan has merit,” -~~~

Sendtor Hastines. If Hé ‘putd'in $1 and the employee puts in $1,
and the stock at the time it is distributed i$ worth $2.50, does he
cont'it'at $1.50 or Just 50 centsd”

‘Sohator Grhey. Just'the B0 cents. ~ 1 nr i

“Mr. Pitxer. He' bilys on what' the employer puts'in. “He doés not
paj’on’the tapital gains until he selly the stock,” 'z ' =~ o -
.Senator HasTings, What does-he pay on? =~ = ot

- Mr. Panxer, Whatever contribution the employer paid, plus the
dividends or interest that has accrued to his share during the time

[
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the stock was being purchased. It would-be something like buying
-stock on a-purchase plan, only the employer and the employee both
contribute. ... - . . s ey
“Senator Baiey. Suppose L buy stock oy the installment ;{‘lan,- and
I pay tax on my income. I do not pay any tax on the stock until I
sell it. Why should we make somebody else pay a tax on a stock
before he sells it? ] . , Lo
Senator La FouLerre, We had it the other way once, and then we
changed it because they got an advantage out of it by changing:it.
When the market was going down it was an advantage to them to
take the loss. o A
Senator BaiLey. I am in favor of treating them like anybody else
is treated. ,
Senator La Forerre. I personally think that as long as they have
had the benefit of it when it was going down, that the Government
ought to get the benefit of it when it.is going up. Take it off some-

time when it is a sound thing to do. But I think that where we
switch around and try to take into consideration the position of the
taxpayer and try to give him an advantage, the Government always
takes a lickin%)because they always switch it around at a time when
it is going to be to the advantage of the taxpayer and to the disad-
vantage of the Government, - . : ) . :

Senator Bamey. We should fix the principle and keep it.

Senator La ForLerre. You cannot fix it because they come around
here and want it chan%ed all the time. I feel a good deal about this,
in a smaller way, as I do about the capital gains and loss proposi-
tion. 'The Government, it seems to me, ought to have some considera-
tion in the picture, o ‘ o

Then, as I said the other day, these are not only these small stock-
holders, but all of the executives that participate in this thing. . X
think that is why you hear so much about it.

Sel%ator Gerry. I do not see where the executive gets anything
out of it. N _

Senator La Foruerre. They regard themselves as employees.

Senator Gerey. If they go info an outside corporation and have
stock, they are not taxed on it unless they sell. I do not see. that it
makes the slightest difference.. . . S

Senator La Forrerre. It makes a great deal of difference if they
can take off the taxes when the market is going down and not have
it added when the market is going up, . L -

Senator GErry. At the present time, if 13;0}& adopt this, they cannot
take it off, because, as a matter of fact, they can only take that loss
on it or the profit, when they sell.. Til_tit is ‘what you do on every
other stock. =~ . .. .. .. . L T

Senator Braok. T would like to ask a question of Mr. Kent about
it. Do you know to what extent these plans are used by’ the com-
panies over the country® . ;. o
“'Mr. Kent. There are a great many of them. I haye not any
_ exact_statistics with me on_it, Senator, There are a %léggt; many

of these plans; set up following the war. A large number of con-

ANy

ticipated.

PR S

cerns ‘over the couritry; set, up, plansin’ whichy; their’ emplojees par:
‘ o e ’ . L ; 3 :":.»’; ) ’, § ~
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_ Senator Braok. Is it possible to use them in such a manner that

those who. wanted to escape taxes could put large blocks of -stock:
inthesefundst . - . . . . oo L 0 o

Mr. Kanr.-Of: course, it is hard to generalize, because each. plan
differs: in some respects from any other plan. Some of these con-
tain:limitations upon the amount of stock which an employee can
purchase, Those limitations are usually in terms of percentage or

Senator Brack; I ran up on some funds of that kind where it
seemed that very large stockholders were in the plan.

Mr, Kent, Yes. . :

Senator Brack. What I am getting at is, Could that be used as
a device for preventing the payment of taxes?

Senator Kina. Or dumping it on the employees? .

Senator GErry. As soon as you sell the stock, you have to pay
the tax. I do not see how it could be. ‘ :

Senator Brack. I am trying to find out, because I have heard
that those plans are used for that, purpose.” Frankly, I do not see
how, but I would like to get the information. . ‘

Mr. Kenr, If a company is contributing a portion of the pur-
chase price, under the present rule when the stock is distributed,
the employee pays a tax not only upon the amount which the com-
pany has contributed toward its acquisition, but also upon an
appreciation in the market value of the stock.” You value the stock.
at_the time of distribution, and the difference between its then
value and what the employee has actually put into it in the earlier
years is treated as taxable income at that time. :

Senator Braok. You do not know of any method by which thig
plan could be used or is used for the purpose of evading taxes?

Mr. Kent. Noj; other than the method which any taxpayer can use
in selecting the year in which he is going to dispose of his securities,
and of course the 1934 limitation'on the deduction of capital losses
was aimed, in part at least, to meet that situation. - .

Senator Kina. Mr. Pariter, you are familiar with this proposi-
tion ?that has just been presented. What is your view in regard
to it : , : ‘

Mr. Parker, I testified the other day on it. I pointed out that
it was a matter of getting a consistent policy and a_question what
was the right policy. I am. inclined to the view that the policy.
suggested is correct, but, on the other hand, I recognize considerable
merit to Senator Black’s contention that these pension plans are
not all of ‘one variety.  There have been some good ones and some
bad ones,. Whether there could be any improvement made in that
section to keep out the bad ones, I do not know, and I do not know
how many of the bhad ones are ’l,eft. T think Senat,qr Black knows
:,%ore about that than .X. do, because he has investigated some of

ose. . . . A T T .
. Senator La Forrertn. Won't you get into.this question, top, if you
go back to the old rule, and.you will have a controyersy as to why,

44444

- ~ownership.in. this thing was effectuated,” whether it was when the - -

thing was established or whether it:was when it was terminated] . .
M%;’.Pémm i -v.-;w@‘s;?ntgrmed;tbdayp? something lfmcgglnotkr?1 W
yesterday, and that is that the old rule, that there has been a court
dqcisidp on it which has held to this efi‘ect, that if the value of the
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stock when a man gets it is less than what he himself contributed
to the stock, that you cannot tax him, ‘That mitigates the severity
of the former rule, which I had presumed to mean that éven if a
man had contributed $100 to-the stock and he only got back some-
thing that was worth $50, that you could still tax him on what the
ismployer put in. You cannot do that, it appears, under existing
aw, ' Co : Co
Senator Bamey. On the other hand, you never know what the
value of the stock is until you sell it. We are not dealing with
stocks that are listed on the exchange. = '

The Cuairaan. All in favor of the amendment will say “aye”;
all contrary “no”. The amendment is agreed to.

Gentlemen, I am going to leave, and Senator King will preside.
When you recess, will you recess until 11 o'clock in the morning,
because there is' a subcommittee on the sugar matter that wants to
meet, and we will go on this afternoon and finish up as much as
we can,

Senator King (presiding). Are there any other matters to be
brought before the committee? :

Senator Baitey. My amendment on oils.

- Senator Kina., The chairman suggested that that come up tomor-
row mornmg.

Senator Caprer. I have an amendment on starch that I have
offered. :

Senator Kine (reading) :

(H. R, 12395, 74th Cong., 2d sess.]

AMENDMENT Intended to be proposed by Mr, CAPPER to the ﬁiil (H. R. 123895) to
k)rovlde royenue, equalize taxation, and for other purposes, viz: At the end of title
V Insert the foflowlng:

TITLE V—EXCISH TAXES

SE0. 701. TAX ON HAPIOCA, 8AGO, AND CASAVA.—The Revenue Act of 1924, as-
amended, is amended by adding after section 611 the following new section:
“Sgo, 611%. TAx ON TAPIOCA, BAGO, AND cAsava.—~There is hereby imposed
upon the first domestic processing or use of sago, sago crude, and sago flour,
tapioca, tapioca flour, and casavi, whether or not such products or any of
themx have been refined, modified, or otherwise processed, and in whatever
combination or mixtures containing a substantial quantity of any one or more
of such products, a tax of 2%, cents per pound, to be pald by the processor or
user thereof in manufacturing or processing. For the purposes of this section
the term ‘first domestic processing’ shall mesn the first use in the United
States, in the manufacture or production of an article intended for sale, of
the article with respect to which the tax is imposed, The tax on the article
described in this paragraph shall apply only with respect to such articles
imported after the date of the enactment of this paragraph and shall not be
subject to the provisions of subsection (b) (4) of section 801 of the Revenue
Act of 1032, as anmended (prohibiting drawback), or sectlon 629 of such Act
(relating to expiration of taxes).” R : Ce e
‘Senator Capper. I have & little ‘statement here, Mr. ‘Chairman,
which will tell why I think we ought to have this. o
The amendment proposes an excise tax of 2.5 cents per pound on
talgoca‘, sago; and cassava, now on the free list. -~ - o
- Expected révenue shoul

- nually. " On jiiports equal to 1985 revenus’ would' be $5,672,760. - If
itnports decline, revenite from starches 1iow subjéct 'to” tqrigff§h6ﬁl<i,

iricrease.

N T [ Dot o

d be from three to six million dollars an-

R T T I sy s
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Farm benefit from the:measure is an .issue at least as important as
revenue—more so in the mind of the farmer, because he expects it
to increase his income by stimulating the sale of his wheat, rice, corn,
potatoes, and sweetpotatoes for the manufacture of domestic starch,

Tapioca, sago, and cassava starches, not grown here but which have
the same chemical formula as all other starches, They.are used in
competition with all other starches in the making of textiles, ad-
hesives, paper, chemicals, and other industrial goods. They are the
only imported starches on which the lower cost of production abroad
is not equalized by tariff duties. They sell at a price more.than 40
percent below the cheapest domestic starches. : ,

Imports by 1-year periods: 1905-14, 62,000,000 pounds; 1915-24,
00,836,000 pounds; 1925-34, 150,304,000 pounds. :

In 1935 the imports were 226,910,000 pounds. 3

First 8 months of 1926, 77,711,000 pounds, or at the rate of 310,
000,000 pounds per year. .

In relation to United States consumption, of all starches, domestic
and imported, tapioca, sago, and cassava constituted 12 percent in
1924, 23 (Percept in 1934, 26 percent in 1935, In price relationship
compared to domestic starches, tapioca, sago, and cassava were 92
percent higher than cornstarch in 1924 and 45 to 46 percent lower in
1934 and 1935. ’ , :

The principal foreign source, Java, exported to all countries in
1924 about 157,000,000 pounds, of which the United States took 49
vercent. In 1935 Java reported over 224,000,000 pounds and the

nited States took 84 percent of this larger amount. These figures
apply to tapioca flour alone and do not include additional quantities
of sago amf) crude tapioca. Among industrial nations Germany uses
no tapiocp flour; France uses less than 200,000 pounds; Great Britain,
with her huge starch-using textile industries, uses less than 8,500,000
pounds; the United States is using more than 188,000,000 pounds,
plus about 38,000,000 pounds of sago and crude tall)ioca. With con-
sumption by foreign nations decreasing or actually vanishing, the
United States is taking practically the entire ‘output. Other tropical
countries, attracted by Java’s success, are cultivating larger amounts
of tapioca for the American market. Brazilian exports to the United
States grew from 2,204 pounds in 1934 to 6,471,480 pounds in 1985,
a?d have totaled more than 8,300,000, pounds in the first 8 months

Competition of these duty-free foreign starches deprives domestic
starches of their own market. It has taken over a great part of the
previously developed business and is constantly absorbing a large
part of the new business develo&ed by: the research departments of
the domestic starch industry. Many potato-starch mills. have been

-closed, and o surplus of more than 20,000,000 pounds of domestic

potato starch now.remaing unsold. . : o : L
Enactment of this legislation, in addition to providing new reve-
nue, will:block. an .existing avenue of.escape from payment of the
present tariff duties-on, other :imported-starches (purchase and use- -
of; duty-free tapioca and sago in. place of dutiable potato, wheat,
and rice starches), will give domestic agriculture its rightful.oppor- .

tunity.to market:its; own wheat, rice,: corn, potatoes, and- sweetpo-
tatoes for: domestic. starch manufacture. at a.fair American - price,
and will stimulate business in the starch industries and in the.fuel,
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equipment, transportation, and:labor activities connected with their
operations. A N S
. Relief from the present situation has been requested by national
farm %rou s, potato growers, rice producers, and at least one corn
State legislature. The National Agriculturai‘Coundil, the National
Grange, the National Farm Bureau Federation, the’ Rice Millors
Association, the Potato Program Development Committee of -the
United States, and the Illinois State Legislature are among those
on record in favor of this legislation. :

Senator Kixe. Are you ready for the question? o

Senator Crark. I would like to say this, that if we going to turn
this bill into a tariff bill, there are a multitude of rates that I think
are altogether too high in the tariff bill, and” we ought to start 'in
and hold hearings on a real tariff measure and bring in a measure
designed as far as possible by independent action of the United
States, outside of the reciprocal-trade agreements, working out a
competitive tariff situation.

I object to the amendment proposed by the Senator from Kansas
for the same reasons that I assigned the other day, and to the amend-
ment proposed by the Senator from North Caroiin’a, for this addi-
tional reason, that this matter urged in favor of the amendment of
the Senator from North Carolina, that there was an excise tax
included on oils in the revenue bill 2 years ago, and it may be fair}iy
urged, as Senator Bailey did the other day, that his proposed amend-
ment 18 to close loopholes in that measure which the Senate and the -
Congress adopted 2 years ago. The measure of the Senator from
Kansas simply is to open up the gate to a whole tariff revision, and
certainly if we are going to reduce the tariff, if that is what that
amounts to, I think that this bill ought to be stopped as a revenue
measuré and we ought to hold comprehensive hearings on a com-
plete revision of the whole tariff schedule, Therefore, I am very
much opposed to the amendment of the Senator from Kansas.

Senator Kina. Those favoring the amendment will say “aye”; con-
trarf', “no.” : :

The amendment is rejected.

Are there any other amendments?

Senator Gerry. I would like to present a matter just to be referred
to the staff of the Joint Committee, and that is in regard ot the estate
matter that I brought out, and I would like the committee to study'it
and see what they can recommend. , R

Senator Kine. It will be referred to the committee. It may be
well to have it put in concrete form. ; C I

Senator: Crark, I would like to bring up a %ue'stion‘forfthe pur-
pose of getting some information from Mr; Parker; a matter in
which I Have no great personal interest, except that it was presented:
to me and it seemed to me to show a:condition. of hardsh p‘which

I

-m&iyl be widespread throughout:the United States. -

. 1ad-a case presented to mé:the other day of a man who had been
divorced from his first wife for' 4 great many years and had been
‘ _.anihg to her an-alitony of some $30,000°a year; which-was: not

urdensome to  him-before' this: very heavy tax 'sg’viste‘m*- 'oRING ‘aloﬁq
but which; with the:imposition- of tremendous taxes on‘-persofia
income, have gotten tobe very burdensome. It seems that-under the
present law, although:this wife—and, as I say; the case is not impor-
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tant unless it,fshotild‘fhﬁ})p‘en*tofbé more. or less widespread—under
the ‘present’ law this wife is:getting an: alimony of $30,000 a -year,
and she does not’ a;ty anything at all. - ' P T
‘Senator Kina, Whyt - .~ - -~ -

Senator Warsu.: Because it is'paid at the source. - TR

Senator Crark. 1 would like ‘to ask’ Mr. Parker if he has. any
information. on- the 'subject -0f how much difference in revenue it
would amount to to allow a credit of any set amount—say 8 or 10
or 12'or 15 percent—on the man that pays the alimony, and impose
the normal tax on the person who receives it. s :

Mr. Parker, Do you mean the whole tax?

Senator CrArRk. Yes; I mean the whole tax. .

Mr. Parker. With that ‘limitation, say 15 percent, I.do not think
it would cost very much money. It might in one or two cases cost

ou something, but I could not think it would be excessive with that
imitation. ‘ 4

Senator Crark. I have no particular interest in the matter, but it
does-seem to me that that is & case where a taxpayer would have a
just complaint. - -

Senator Warsa. You would want this $30,000 deducted from the
man’s net income as a legitimate deduction?. :

Senator Crarx. Up to a certain amount. I do not wish to open
up a matter of agreement between a man and his wife if divorced.
But, on the other hand, that does seem to me to be a legitimate com-
plaint on the part of a taxpayer.

Mr. Parker. In some instances, under this rule, we might even
get more money than we do.now, as I understand it. For instance,
suppose & man has $200,000 income and he has to pay $100,000
alimony. At present he pays a tax on the whole $200,000. Under
the rule contemplated he would be permitted, even with the highest
limit you suggest of 15 percent, he would be entitled to deduct 15

ercent of the $200,000, or $30,000. So he would pay a tax on
¥170,0QO. That would probably cost us in tax about $15,000 less
from the man. ' : - ‘

Now, if we tax the wife on the $100,000, as I understand it, the
full amount, and she would pay a tax of $30,000,. roughlg, s0 that
in that particular case we would pick up $15,000 tax. Of course,
in other taxes we would lose a little, but 1 cannot see that the result
would be very great in revenue. ‘ o

Senator Crark. I know 7you have a lot of estimate to make, and
that sort of thing, but could you by: tomorrow make up some sort
of a little study on what that provision might mean? :

“Mr. Parxer. I do not believe the records are going.to be stfficient.
‘Senator Crark. I understand-you have no definite data on which
to figure it, but I would. like to have some typical cases on which
you: might figure,” oo oo T T
- Mpr; Parker. I. willimake 'a-guess on:it- by assuming various

-amounts of income, and:seé what we would lose and what we:would

gain on the -average, for the Government. ..~ ...~ . . o
~ Senator Crarx.!That:ig all‘that:I would like to have: T :am not
at all committed: to'the proposition; but it.may bé véry suggestive to
me’ as being a-fair case:in' which the Government could incresse ite
revenue, A el e
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- Mr. Parger. I have always thought that'a woman getting ali-
.mon{;should pay a tax. Is there any constitutional question on that,
Mr. Beamon ¢ o S o

Mr, Beaman. I think there is. It may be doubtful what the an-
swer to it is, but I think the question is:there. o

- Senator King. Is there anything else? AT

Mr. Panker, We have a few poinits that we have some suggestions
to make on. : : »

Senator King. Are there any other amendments by members?

Senator LA Forverre, Yes, certainly; but I did not assume that -
the committee was going to go into the matter of additional revenue
this afternoon. I am read?' to go ahead at any time.

Senator Xine. We will omit that. Senator Guffey, have you
any amendment?

Senator Gurrey. I have some when Senator Bailey’s comes up.
Senator Crark. I was called out of the committee this mornin
before final adjournment. Was anything done about the amend-
ment to the Lonergan amendment that was put on by Senator Couzens
the other day? If there was not, I do not desire to take up the matter
in the absence of Senator Lonergan and Senator Couzens, but I simply

desire to reserve the right to do so.

Senator Bargrey. There was nothing done about it this morning,

Mr. Parger. There are several minor points here on questions of
policy that we need a decision on before the draft of the act will be
completed.

You will remember that the other day the committee decided that a
company in receivership or bankruptey should pay the 18-percent
flat tax but should be relieved from the 7-percent undistributed profits
tax. In discussing that matter it has been pointed out that receiver-
ships may be brought about in some States in the case of solvent
corporations through some dispute between stockholders or holders
of minority interests when the corporation is perfectly solvent and
able to pay taxes and with a large surplus, ’

Senator Kina. Still doing business aud making profits?

Mr. Parker. Yes.

Senator Crarx. I was in a case which is pending out in Missouri
now where two partnership interests, ench owning 50 percent of the
stock, and they cannot agree on the policy. And the only thing to do
is to throw them into receivership. It 18 a very profitable business.

‘Mr. Parxer. May I ask the Senator, in that case, because it has
troubled me somewhat—could the receiver declare dividends?. . :

Senator Crark. I do not see how they could. Any distribution
would have to be under the order of the court. -~ - =~ - -~

" Mr. Parxer. This was a suggestion, but. the suggestion we make
would not. take:care. of that particuia'r‘ case, u"ge were going to
au%gest that as to the tax, as to receiverships, which, if.they
had taken place before the enactment of this act, ‘'be given' 18 per-
cént, but in the ‘case of receiverships or bankruptcies aftor-the date -
of the enactment of this act, we will:apply the ;percent tax.: e
»Senator Kina, ‘Whetheér they are solvent-ormotf...i::s' « - =
- Mr. Parger. Unless those recéiverships or, bankruptey come under
the Bankruptey Act. . When they come under the: Bankruptey Act,
they are insolvent. PR o T
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Mr. Kent. The Bankmptog Act, of course, includes 77(b), which
is applicable in cases where there is no: insolvency in the strict sense,
but mderely a'shortage of liquid working capital, where -they have
to reorganize in order to get the ready money that they need.

Senator Kina. Is-it your suggestion that the 7-percent tax be im-,
Kos%d upon solvent corporstions .that come under the Bankruptcy

(0172 SR - S R :

Senator Crarx. What would be the situation in which a concern
was in bankruptcy under section 77(b) of the Bankruptcy Act, in
which the distribution of dividends would not be a fraud upon:
creditors.  That is the only way they are in court us being bankrupt,
and for a bankrupt concern to distribute dividends to stockholders
seems to me to be a fraud on its face, on creditors. i

Senator BaiLey. Is there a tax on bankrupt estates? ,

Senator Crark. I do not see how they can distribute dividends
to stockholders.

Mr. Beaman, Mr. Parker’s proposition takes care of that.  He:
said any corporation now in receivership from the date of the enact-
ment of this act gets the 18-percent rate. But in.the future, any
corporation going into receivership should be exempt from the
7-percent tax only if it has gone in through the Bankruptcy Act,
including 77(b), when it is in there under 77(b), then it does not
have to pay its dividends, It is not subject to the 7-percent tax.

If, however, in the future it goes into receivership in the State
court, then it has to ay 7-percent tax if it does not distribute.

The effect of that is that a corporation that wishes to get out of
the 7 percent, has to go through 77(b) or bankruptcy rather than
go through receivership in a State court. -

It is a quick and rough method to get us out of the trouble we
are in. If the committee does not wish to do that, tell us something
else to do.

Senator Bamey. Do I take it that if an estate in receivership
makes profits and does not distribute them, notwithstanding it is
insolvent, it will have to pay 18 gercent plus 7 percent?

Mr. Beaman. If it goes in in that.

Senator Baiuey. - That is monstrous,

Senator Warsn. Do I understand if two corporations equally in-
solvent, one of which chooses to apgly for recexvershig in the State
court and liquidate, and the other chooses to go into the bankruptcy
court unider: the bankruptey law, in that case they will not have
to pay the 7 percent? o L

Senator Barcey. It is not in_contemplation: that a corporation in
receivership is :{)ayingﬂividends to' stockholders. * It is doing very
well to:pay the liquidating dividends to:creditors. - - .+~ — =

Senator Warsa. 'Why should there’be any :distinction made in the
tax bet ween the company that chooses to liquidate'through insolvency
proceedings in the United States court, and a company that chooses;
- which is thé less expensive for all: parties-concerned; to go:into the -

State court and liquidate? - ‘Why sliould there be & distinction:in-
taxation ? . . T o ospn T ~: ‘.‘,§';’€' st e et

Senator Bamky, Tdomotknow. . - ° fo i

Senator Warsn., That is what this proposition proposes'to doi. - -
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. Senator Crark. ‘We do not want to put. the prémitiin on.cdneérris
runnini\into recoivership to evade taxes. ' . . . . -oieonclogn o
Mr. Kint, You have a very- definite. safeguard - under ;the hank-
ruptey act, because there are in general only two situations in-which a:
corporation can be placed in receivership under that act. One is
where it is a bankruptcy, an acbual-‘bankrugtcy in the strict.sense;:
its liabilities are more than its assets, and the purpose of the bank-
ruptey is to liquidate and distributé the assets to the creditors. ..

The other is where the purpose .of the receivership proceedings
is to reorganize the corporation under the 77 (b) amendment.. Those
amendments are being used by a.lot of corporations that are: not
insolvent in the bankruptcy sense. -

Senator Bamey. Why not draw this distinction between the corpo--
rations in receivership or bankruptcy making profits for the stock-
holders, and a corporation .in receivership or bankruptcy simply
making profits for the benefit of creditors? Why should you tax
profits that are just for the benefit of creditors? :{That is not what
this bill is for. Why not try it that way, and. then:you will have a
principle to follow? co ‘ ’o

Senator Crark. I think a-judge that would permit dividends to
be paid to stockholders, or as they might then be, the holders of a
beneficial interest, ought to be impeached, and I do not think we
should have a right to come along and levy a tax on a basis of trying
to have receivers do something which is immoral for them to do. -

Senator BamLer. We should not tax profits available to creditors.

Senator Warsu. What they had in mind was receiverships. in the
State courts, where it was found a corporation wag not bankrupt.
There are cases where the {;etition is filed where the corporation is
not bankrupt, and that is the case where you want to tax?

Senator Kina. Take the case that Senator Clark mentioned, of
the company making money and the creditors get the benefit of any
declarations of dividends, then the dividends should be taxed.

Senator Crark, It is all right to levy a tax like that, but I was:
just afraid Mr. Parker had made the situation too broad; in other
words, we were trying to apply the taxing power to a situation where
the payment of dividends to stockholders would be a fraud on the
creditors. , B

Senator Warse. Why can you not reconstruct your amendment
along the lines proposed by Senator Bailey ¢ A . .

Senator Bawey, Put the 7-percent. penalty tax on any profits made
by the corpcration in bankruptey or receivership that are available
as dividends.to stockholders, but any othe rofgts-«that,aresimply
by way of increasing the estate for the benefit of creditors, there is
no penalty tax and there should not be. You are trying to press.
out into the hands.of stockholders money that was never. intended
to be put into their hands. It was intended to be put into the hands
of creditors, - - .. i L
- Senator King. Xf-it..waes put. into the hands: of .creditors, .they
would have to pay the taxes,: .I. thinly;that. that.is the proper. solu--
tion of this. hat do you think of that? N e

Mr. Parkxer. I think if that is to-be the policy, I do.not know:
" “whether. we-cang;stapeith‘ it U el E G s T e e
Senator King. Can you, Mr. Beaman ¢
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Mr. Beasman: I do.not see how.iwe-can do it offhand; we will try.
- Senator -BaiLey, :If these gentlemen cannot draw that amendment,
I will be glad to draw it. . . R T S A
< Senator Crark, I do not think anybody on‘this.committee or any-
body.else can take -the: position that. we should have.the right i)
try to-make receivers pay money to stockholders that. belongs to
ereditors. . - - .o e e
Senator Kine. That matter is:disposed of. . Is there anything elset
Mr. PARBER. One-other thing in connection with receiverships.
Receivership may- commence in the middle of the year and may:
terminate in the middle of the year, and. it is a very difficult propo-.
sition to require a short period:.of return they are in receivershi
and then when they are not in receivership. .So we are vreeommenc&
ing that any year in which the receivership starts, they are:not sub-
ject to the 7 percent for any portion of the year, and in the year in’
which it terminates they are not under the 7-percent tax for. any
portion of the year. Of course, that gives them a~ break, but. 1t
seems to.me reasonable that in respect to the period just before the
go into bankruptey they certainly must have been going downhill,
and there is no special reason for imposing the 7-percent tax on that
portion of the year when they get out:of receivership, we will say
in August, and I think we can apply it and give them the 4 or 4
months before they try to put the 7-percent tax on them. It is a
very difficult proposition to try to have these portions of one year,
one taxed on the one plan and one taxed on the other plan, *
Senator Kine. What do you say to this suggestion 6f Mr. Parker’s?:
All in favor will say aye, contrary no. :
The suggestion is adopied.. o
- Mr. Parker. We gave a $1,000 exemption in the case 6f corpo-
rations whose net income is $15,000 or less. We have in certain’
cases a return for a period of less than 12 months; for instance, a
corporation may change from thé'calendar-year basis to the fiscals:
year basis, and some cases like that, where we have a return for less
than an annual period. o R
We suggest, in order to get rid of the difficulty of proration, et
cetera; that in these: short -periods, we do not allow the $100,000
exemption. - : R t o
In that connection, though, I would point out that that does not;
nalize the corporation that starts in business, If you stdart in’
{:lelsiness in August and you are on a calendar-year basis and file &’
return, really have been in business from August 1 to December-81,
the courts have held that that is a return for the full year, so those*
new corporations that get the $1,000 exemiption;. but if they want to-
shift over from one basis to the other, I‘do not thirik they should get
the $1,000 exemption, = & 0 o i s
Senator: Kine, Is there any objection to that suggestion? - Hears’
in%enone;-it"i_gvappi-‘ ed, T T T e s
“ Benator: BaiLey, 1-have drafted ‘a proposed: amendmeént as fol-’
lows[reading] s ,‘ o .- o f-:) T »;‘1.:: . w : »'! -.’-% ;:E'.‘
“The 'percent tax provided for heréin shail not apply to nox be liposed upon
corporations who are n"x’*eéeivétsﬁip‘o% ‘bankruptey, with respect ti the pidofits ' -
available ‘only “ to‘creditors,"but shall- applyto any profits avatlable to stocks~ ~ ~
holders after paymert of the same in'full to ¢reditors. .- .- < A
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- X will offer.that as a base to workon; - . -~ ..
_.Senator Kina., It will be accepted and referred to our experts as
a %ldlide in their '{)ere rinations. S

r. Pargrr, The bill provides for consolidated returns in the
case of railroad and railway companies. Where we have a humber
of corporations in a group filing one return, the question arises, if
you have got five corporations, whether they should get the $5,000
exemption in case the total income is less than $20,000, or whether
they should get less than-$1,000. We vecommend -in the case of a
consolidated return,” where the net income,-of course, is less- than
$15,000, then they only get one $1,000 exemption.- L .

Senator Kina. Is that approved? All in favor will signify by
saying aye; contrary nay. o e : ,

The suggestion is approved. SR .

Mr. Parger. You will recall that we levied certain taxes here on
foreign corporations and nonresident aliens, and that we collect that
tax in many cases by withholding at the source. . This bill is re-
trodctive to the 1st of January 1936. Of course, withholding under.
this bill cannot be retroactive. The first date we could get would be:
to withhold at the date of the enactment of the act. :

It is suggested, however, that there should be at least some few.
days for people to inform themselves of their duties as withholding
agents so they can familiarize themsclves with the law.

Senator Kina. Do you want 30 days? :

Mr. Parxer. I would suggest not less than 10 days. You can go
a little more or less, :

Senator Gerry. We should give them 30 days in a case like that.

Mr. Beanman, The only thing in making it as long as 30 days is
that this bill makes certain changes in the law, and they can shoot
those dividends out during those 30 days.

Senator Crarx. It is getting close to the normal dividend times,
too. : ‘

Mr. Parker. 1 suggest 10 days, . ‘

Senator Kine. If there is no objection, 10 days will be approved.
Hearing none, it is approved.

Mpr. Parxer. There is a provision that we were going to suggest
on dividends out of current earnings. Under existing law, if a cor-
poration has current earnings in a taxable year but has a deficit at
the beginning of that year more than sufficient to absorb those earn-
ings, all the profits, that if a dividend is declared, it is not a dividend-
within the contemplation of the act. It is a distribution of capital,-
and if we do not do something about it, the corporation won’t get its
dividend-paid credit, and the.stockholder; will pick that up tax-free
from income tax, and reduce the basis of his stock. - . .- ,

We think on account of the construction of this act, that, being a.
corporation-and_finding itself in, shape so that it: can declare. this
dividend out of its annual earnings, it ought to get:.credit for it and:
ought not to be subjected. to & 7-percent tax- when it has- actually
distributed the current earnings, ‘ S i et

Vice versa, we think the stockholder should pick that up in his in-

- come.~ And-I pointed, ‘oit in: that conngéction- that. a -deficit may. -

appear under:the income-tax.rules.which may-be entirely different
from a deficit as shown .oti-the ‘booksi - It- is’ perfectly: possible:'to-
have a deficit under our iricome-tax computations and have a surplus
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a¥ far'us thb 'State laws would ‘ba ¢onverned, which: might restrict
the ¢ompany from’ dedliring oitt ‘avdividend. That s, many ‘com:
panies actually can declare & dividend in spite of the fact:that they
have un income-tax deficit, and to pendlizé them and-say thut they
have got to pay this 7 percent, ‘whether you:declare a dividend or
not, seenis to ue very hard: 'On the other hand, we would lose no
money by that, ‘We want to say that where-current annual earnin
are distributed: to the stockholders, that should be considered a divi-
dend :which will give the corporation the deduction for that divi-
dend in respect to the 7-percent tax, and the stockholder will pick
that dividend up and be taxed at the normal rate'of 4 percent on it.
I think'it is an equitable proposition. ‘- e
Senator' Kine,” What shall be done with it?. Without objection,
the suggestion made by Mr. Parker is approved, and he is‘instructed
to draft the necessary amendment. : o
- Senator BamLey. 1 want to move, for the purpose of having it
tliought over, that instead of undertaking to raise any taxes in addi-
tion to those in contemplsation upon the plans we have here, assuming
that to be $642,000,000, tﬁat we authorize the President to reduce the
expenditures for the tax period to which this applies by a sufficient
sum to equal the $808,000,000 that we expect to raise. .
Senagor Waren. Is that ‘to be incorporated in the bill that we
report? G . - T :
Iéenator Barnzy. Put it'in the bill,
" Senator Groras, You mean from any appropriation ?
Senator Bairey. Let him pick out any that he pleases, - -
Senator BArkrey. I did not hear the motion, but I have heard
en‘(mﬁh to gather its import. We have already appropriated money
for the fiscal year 1937.- It has been done in all of the appropriation
bills. The only thing left is the' deficiency bill, which:is now in the
committee and will sodn ‘be out ‘here. To’autimrize‘ the President,
after having appropriated this rmoney and- just finished appropriat-
ing it, to delegate to him the %)'ower to cut wherever he wants to cut
or wherever he feels like citting, simply because we cannot find
thdt much revenue in the United States, it seems to me unthinkable.
Senator Grorer, I think we should think thé matter over. - S
Senator Krna. If there is no objection; we will postpone consid-
cration of Senator Bailey’s suggestion, - I S
Senator Bamey. I made it as'a suggestion, but I made it in good
faith after a: good deal of worty as to what we-should do.. I think
it is the best thing to do. - And it will notify the American ‘people;
instead of dppropriating and taking, that we are beginning to reduce
appropriatiotis and ar¢ not goinig on with.the taxing business; but
it will just’'give them the gréatést heart I;l}at'you‘evar,snwﬁa‘;vthe
ﬁ,me they'ﬁ dit." : ':Aa» WETE e e N A : ol
' Senator’ Baskrgy. As far as! I 'am ¢bncerned, if there: is an Way
of reducing it énough to obviate the necéssity of passing: this bill-dt
all, T would begladtodoit. =~ coetiwefanol dea gl
Qe’hﬁ, ot Barey, Lot lim ‘redive $160,000,000: from the mopey’fve
g&ii‘)rbiggiaw&j‘f‘l‘ 18 Pregident hinigelf iwiphed $500,000,000- cut off -on
Aardh-8; 19385 @wéié‘égéi}ig%idﬁit"hndf-l—*willa‘-g:vd?hnmeei‘e‘dxtefon
saying that he had not been in office 4 cfays before he.sent the)message

‘ TR R SE

down here. -I remember all about th‘iitifaﬁﬂ;f'ﬁl'}ys‘it 1wéh ‘not :done,
That is where we lost the battle for economy in this country. I would
%03884—pt. 9—86—9
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like to stigigback, We are appx:opriati(l))(% millions and billions, and,
it is a simple proposition to save $160,000,000, but it-is a-very hard:
one to collect that amount. T Ly

Senator Kine, I regard it ag very unfortunate to have a deficit of
$6,000,000,000 with all of these lavish expenditures we are making, .

Senator Barerey. This motion, if it is carried, means that you
reduce the amount which would be available for relief by whatever,
amount you authorize him to reduce from the expenses. T%Et is what
it amounts to. It may be that that is all right and ought to be done,,
but we certainly ought to know what we are doing. - :

Senator Kine, What is the next matter? -

Mr, Parxer, The chairman has requested several times the consid-
eration of section 102, which deals with the avoidance of surtaxes by
corporations, to see whether or not we could strengthen that sectiom..

he general plan suggested was to do away with the necessity for
proving a purpose to evade surtaxes and to make section 102 depend
nierely on the reasonableness of the accumulation. We talked over
that a long while, and we are unable to get any definition of “reason-
ableness”; and if we leave “reasonableness” alone in there, we are
very much afraid that the Commissioner will find it is his duty to
make an exhaustive investigation of every corporation’s business and
find out what the needs of that business are. . , _

It is very obvious, perfectly obvious, that the general run of inter-
nal-revenue agents will not be able to tell the reasonable needs of the
various and complex industries in this country. So what we have
suggested, I think it is fair to state, is not a very severe proposition,
but one which will, we think—which may have a very good psycho-
logical effect, because it is reliably reported that many corporations
fear the imposition of section 102 under existing law, and the changes
which are made in it will make them more apprehensive. o

In the bill, section 102 begins on page 78, and the matter in italics
is the House bill, which, of course, will be entirely stricken out, be-
cause the structure of the House bill was supposed to do away, in a
great majority of cases, with section 102, . ,

So on page 80-—in fact, we go back to the existing law as shown
there in roman type. The first change would be under section (¢) on
page 81. The definition of “adjusted net income” will be stricken
out, and we are proposing a definition as follows: We have changed
the term “adjusted net income”, because we used that in other parts
of the bill, and we call it “special adjusted net income”; and the term
“special adjusted net income” means the net income minus the sum
of first taxes, Federal income and war-profits and excess-profits taxes
paid or accrued during the taxable year, to the extent not allowed ds
a deduction in section 23, but not mqluémg the tax imposed by this
section or the corresponding section of prior income-tax law. - =

‘Then there is a-minor deduction  here for bank affiliates; credit
that we gave for these bank holding companies that are unable to
declare out their dividends. G Clat

- .We propose a -deduction for contribution of .gifts not o&h‘e‘rmsé
allowe&gsi a:deduction to or for the.use of donees described.in sec-

tion:23 (0)... Those are strictly. charitgb__légéif‘t,s;ed\icqtipgiél;qudqig o

zations, et cetera, « ...
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Senator Warsm, Religioust.-: -.... . . ., . ),
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. Mr, Parken,. Religious also. - Not gifts to individuals, J : .

Finally, a fourth dedyction, losses from the sales or eg:chn,n%es of
capital assets which are disallowed as a deduction by section 117 (d).
. Of course, we have to keep in mind all the time that hers we have
a 25- and b6b6-percent tax graduated, which is going to be imposed on
top of your 18-percent tax and your 7-percent. tax, . . .

havxng gotten at the special adjusted net income, which, you will
see, excludes from, the net income all other taxes, and these losses
realized on the sale of capital assets which have been disallowed, and.
these contributions to charitable organizations, we have got a net’
income there which really represents what the corporation has left,
exceﬁ)b for one thing, ‘ ) : )

Then we have a definition of the term “retained net income” which
we believe is a fairer definition, and we want to make it fair, o

This definition has not strengthened the law so much, but it has
made a much fairer definition. Our present definition that we pro-
pose is fair, o : .

What we have now in the law is not fair, and that makes the courts
all the more stringent in interpreting it.

Now, here is 2 thing which we think will have a considerable
Ehycholo ical effect on the taxpayers. This subsection will be

eaded “Statement of the reasons for accumulation.” It provides
that ever;i'l corporation subject to taxation under this title other than
personal holding companies as defined in section 851—we take care
of that separately—of the retained net income of which is more than
30 percent on the special adl]'usted ‘net incoms, or more than $15,000,
whichever is the greater, shall include in its return a statement setting
forth the reasons for accumulating gains and profits.

We think if we make it mandatory in certain cases for the cor-
Eora.tlo_ns to set forth the: reasons for the accumulation that it will

ave a great deal of psychological effect on them. -

Se;xator BaiLey. Are you going to get corporations to state reasons
now?

Mr. Parer. In the first place, we exempt ail corporations from
this requirement that make less than $15,000. We only exempt from
the necessity of making any statement all corporations who declare
70 percent of their income out in dividends, It is only those cor-.
porations that keep more than 80 percent or have a net income of
more than $15,000 who will have to make these statements,
th,Stfaenato’r Bamney., You want them to give reasons why they hold:

a ‘
 Mr. Parkez. There would not be 5 percent of the corporations in.
this country that will have to make these statements, 4 <

_Senator BaiLey. Do you.want them to give a-reason why they are
withholding it ‘ o 4
« Mr, Pargen. Yes., - . .. . C

Senator Bamwey., I }higk that ig their business. | T
,Senator Gropep. If they withhold an. unreasonable amount, we
already . have. in the law. that;they .can be taxed.50 percent. ., . ;
. Senator Waxsn, That only applies.to-that section where the Com."

missioner can. order g tgx:of 50 porcent on.all of the. net income in

case he. finds that:the ave:not.made g, satisfactory distribution$ .. -

Senator, GEoRaB, Xes.., | @ ‘i g s e
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_ Mr. Parker. It puts a corporation on notice that they:olight: to
have some reason for this. It may be helpfdl to them;iit may build
up a record, - - C o T
“"On the other hand, if they keep on year after year and say, “We
dre putting this ih stocks and bonds so that we'ean build a plant next
year”, and  if they keep on doing that, we will have something ony

.whith- to go to court and say that it is unreasonable, -

“Senator Byrp. Do you not think that 30‘})‘ercent i8 too low? Are
you not assuming that a corporation accumulating 30 percent is doing
something wrong? I am not a lawyer, but I would assume that the
Government thinks that they should not retain more than 30 percent
because they have to explain why they do, in the event that they do
retain more than 30 percent. :
Senator Lia Forrerre. It is only that the purpose of section 102 is
to prevent the accumulation of these huge amounts for the purpose
of avoiding taxes. 1 do not think it would be subject to that con-
struction, Senator. It would simply be that if the corporation re-
tained more than 30 percent, that it should have a sound reason for
doing so. S ! - K
'Se%ator King. It may be regarded as a gort of a presumption that
if they retained more than 30 percent, that they had to make an
explanation and a reason. Whether it ig satisfactory or not is a
matteir for the Commissioner to determine. If he determines that it
is unsatisfactory and attempts to collect, he runs the risk of being
defeated if the court holds that it is satisfactory. o
- Senator Byrp: Does it not put all of the corporations under sus-
picion if they retain more than 30 percent? - o
Senator Mercary. Many corporations put that aside for the pur-
pose of building an addition to'a mill. : S
- Mr. Parxer. Then all they have to say is that they want to build
an addition to the mill. But if they go on year after year saying
t-lmtt they want to build it and they do not build it, that is another
matter. S
- ‘Senator Byrp. If they are convicted under section 102, there is a
double penalty overand above the other penalfy ¢ ‘ !
-Mr. Kent. If T may say so, I do not believe that this will néces-
sarily work against the interests of the taxpayer. It may save the
taxpayer in a‘great many cases from having preliminary’ déficiéncy
letters sent out against him. An agent goeg out and examines their .
Books, and he thinks they are accumulating a little- too much of their
corporate earnings, and he sends in a report recommending that the’
deficiency be assessed. Whenever a deficlency letter is sent out, then
it does become necessary for the ‘taxpayer to comé in’and: show his
reasons’ for accumulating thesé earnings; otherwise thé deﬁciéi\cyz‘\till
be sustained. ’ Tt ‘_'_ffiev:: S‘.i‘"i:“ 73
Senator La Forterre. Under existing law if the ‘defi¢ienty Iéi;ﬁer

goes out, the corporation’ rivst 'fjxi'pish*réab?ii&' dnd indicaté why" it

is-not liable: for' the deficiency, ad hére youl'ard simply asking him
: ietamcas efors they Dve

iSenator Byrp;! Will' the! WimiEﬁei‘ thin ‘say thyt' the Yedsons’
are ‘approved or :disapproved? ! 'What I ari gefting ap'i¥' that it'

does not seem to me that this should be hanging ovétthe ‘éoifiora-
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‘tiong indefinitely, that they may be proceeding against them to col-
lect a lot of back.taxes. ., .. L

Senator La Forugrre. There won't be any difference under thiosp
circumstances on this suggested .amendment than there are undey
section 102 now, " ... .. TR - S

Mr, Kext, The statute of, limitations runs, anyhow,, . L ,

Senator . Byrp, But the Commissioner, under this section, has
nevor. sent letters where the retained amount was as low as 30. per-
cent, has hed = . :

r. Parger. Oh, yes, they. have. o ‘

Senntor Byrn, A corporation may feel that these additional taxes
-nay be assessed against them in future years. If it could be settled,
it wouyld be all wht, L :

r. Papxer, Well, there has been a very large past accumulation
of %unplus, and letters have been sent out with 10 percent or 15 per-
cent. ‘ .
Senator. Kine, Are you ready for voting on this suggestion,
gentlemen ¢ o T .

Senator Bamey, I do not understand what it is, You are going
to require the corporation to give us reasons? .

Senator Kine, If he retains more than 80 percent after all of these
generous deductions., - - o

Sengtor Bamgy, And pays the tax?

Senator Kina. And pays its tax, :
. Senator Bamex. I think when the Government collects the money
and that man pays the tax, he might be spared the necessity of any-
‘thing further,” S ‘

‘Senator La Forrerte. Under existing law, under section 102, if
the Commissioner thinks, or it is recommended to the Commissioner
by an, agent that he §en(f out a deficiency letter, then it is up to the
corporgfan to come in and fully justify, They are told to come in.
Here, all that you are asking them to do is to make the statement
iuéger certain circumstances prior to the jssuance of a deficiency

etter. -

Senator Barkrey. Is it not likely to be true that a statement filed
with the return is more calculated to allay an - suspicion on the part
-of the Commissioner, than to cause any trouble to the corporation {
- Sen?‘t_or ?BAILEY. Is it compelling him to give his reasons, or is it
uptohimg ... - 7 7 ,

Senator Barkrey. He must accompany his return with the state-
ment. A large corporation with large earnings that retained. more
than 30.percent, the mere retention of it might create a.susgzc;on;on
‘the part of the ( n;lgussxonen;thaﬁ f.so!{lxgthrng'was wrong, but if he
has a reason there which he has filed, that might clear it up in itself.
I think it i8 very likely that this will in, many, cases render. improb-
able the sending of these deficiency letters, .~ . . . .

Se atoioKng ir. ‘Fgrke.r will make a brief explanation, becatise

gﬁg“, o8 fidve Jnst, ‘ ‘

two & ust,
. Mp- KapkEn, We have been talking about strengt .
whigh deals with accymulations by corporations, which result.in our
gettin =n9fh&esﬁfxqm’~th@f§5wkholde surtaxes. . The part that is -

80y becpuse the, italics are all stricken out

come into the conference.
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" The main sugg’estioxi i this, that we think it will have a good

psychological effect and bring it to the attention of all 6f these cor-

‘porations’ which are accumulating a large amount, if we require a
certain statément to be made with the ret’m‘ni and it is proposed only

to require a statement which I will describe later, in the ease of cor-
porations whose special adjusted net income, which is defined, ex-

‘¢eeds $15,000, which the retained net income exceeds 80 percent of

the net income; in other words, all of the corporations, and that will
be about 95 percent of them—won’t have to make any statement,
because those that make less than"$15,000, there is no statement

‘required, and those that distribute 70 percent or more in dividends,

won’t have to make any statement. The only statement we are ask-
ing them to make is to set forth reasons, with their return, for the
accumulation of their gains and profits. o ‘

~ Senator Byrp. How much would the penalty be? You have
already taxed them 7 percent. ‘ '

Mr. Parker. The penalty is the same as the existing law.

Senator Byrp. at is 1t? :

Mr. Parker. The penalty is 20 percent of the retained net income
below $100,000, and 85 percent of the amount of the retained net
income in excess of $100,000.

Senator Byrp. That is in addition to the 7 percent$

Mr. Parxer. That is right; but the retained net income has got
pretty nearly everything off of it. We have taken the net income
and reduced it by all of the taxes paid, the income taxes, and undis-

‘trbuted-profits taxes, all of the taxes come off. We have taken off

the losses on the sales of securities, which is disallowed in the ordi-
nary income tax. We allow the contributions and gifts to charitable
organizations which exceed 5 percent, which is the present limita-
tion. Then, finally, to get the retained net income, we deduct aik

the dividends paid, so that we have reduced that dmount to which the

penalty tax can apply to & very fair minimum.
Senator Couzens. %Vhat do you do with the statement that youn

get from them? '
Mr. Parker. That builds up our record in the Bureau so that we

have some record. If a corporation goes on year after year and

‘makes fictitious reasons, we will have some kind of a reason to try

to apply this matter in the court. ,
‘Senator Syro. How far back can the Commissioner go in giving-
them notice? ' S
Mr, Parker, This is not retroactive. R "
Senator Byro. I understand. Sui'ip‘ose in the time allowed—
Senator Couzens. I think the statute of Limitations—tow long is

" Mr. Parger, Three yeats, =~ © 0 o v
Senator Couzens. I believe the statuté of limitations should be &

- years.” If they repeat for several years these promises’of 'datélop-
~ment or some other purposes whitgx , o
j{n‘ob‘ably‘ will be many of the promises that these gqople, will-make,

are not carried” out, and that

he Commissioner should’ have a right to go'back’l years to ' deter-
mine whether or not they have substaritially carried out the'promises
which they haye iiade'in that ¢onnection, and I think iﬁthg‘s‘a ase

75

cases
the statute of limitations should be increased to 5 years, " They’ will
jockey along 2 or 8 years and then the statute will have run.
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Senator BarLey. Does not the language as written prediciite that
the taxpayer, will have to state his reasons in the event that: the
Commissioner should find there was some ground forsuspicion under-
the reasonable needs as called for here? That means that it is'a
case which' he must rebut by evidence on his part.  Why not let.
him state his reasons? : : s L

Senator Kinae. This supplements existing law by requiring that
he shall file this statement with his return. The 'H-resent? law simply
means that if the Commissioner is dissatisfied with the return, after:
he has made it, he may give him a deficiency notice, and then he
will have to come in and make the showin%. ‘ o .

Senator Bamex. That predicates that he shall state his reasons.
upon a_prima-facie case being stated by the Commissioner. =~

Mr. Parxer. The thought that I had in the matter was the fact.
that the corporation having to set forth briefly the reason for the
accumulation of these profits, will put him on notice that the Com-
missioner intended to Impose this section vigorously or to put him.
on notice that Congress wanted him to enforce this section, and it
will have a considerable moral effect, because when the corporation
made up its return, he would. say, “Why do they want the reason
And he will say, “Because he is going to enforce them if we do not.
have an adequate reason.” : ' o -

Senator La Forrerre. As I said before, I do not have much faith
in your abili‘fiy to make section 102 work, but certainly you dre up-
against this dilemma, you are either going to have to make section
102 work or you are going to have eventually to come to the Presi-
dent’s recommendation so far as attemptipf to establish equit
under the tax system, and it seems to me if you require them—
think the ﬂojnt that Senator Couzens made if you require them to-
build up their own record for several consecutive years as to why
these accumulations are being made, and then they do not build
the factory they say they have been setting it aside for, or they do-
not improve their plant, or do whatever they have said, you will
have some record upon which to go into court, and the position of the-
Commissioner will be to that extent strengthened.

Mr. Parker. On the other hand, if they are an honest taxpayer-
and have set forth adequate reasons, it wilf help them.

Senator La Forrerre. Because he establishes a record of perform-
ance. : o

Mr. Parger. Otherwise, he may have no record when the Commis-
sioner tries to assess a tax 3 years afterward. -

Senator Byro. I have not seen it as you have proposed it. I would’
like to read it. L L S '

Mr. Parker. Here it is [handing p'a%e'r‘ to Sengtor Byrd].,

Senator Byrp, Is this new from the House bill? . L

Mr. Panger. Yes. R T
- Senator Kind. I there any objection to taking a vote on’ thist

_Mr. Paiger. May I-—

. Senator’ Byro, I have no objection. 1'think it is one of the most.
important paits of the bill, and I think we should wait on it to vote-
until the morhing, I have not read that section carefully., . =~ -
. Senator'King. If there is no objection, we will take & vote on that:

the first thing in the morning. .
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Senator Bxrp. And I think each member of the committee, should
be furnished with a copy of it. ..
Senator. Kina. Please see that they. get it, Mr. Parker. Is them

-anything elso?

. Parker. I think that is all.
Senator King. Mr. Beaman, have you anythmg further to suggest?
Mr. Braman: No, .
Senator King. Mr, Kent?
" Mr, Kent. No.
Senator Kina. The secretary has the individual amendments of-

-fered by various Senators.

Senator Steiwer came before the committee and offered an amend-
ment, which 13 as follows. For your 1nfoxmat10n L wlll read it
[rea(fmg ;

I?‘or the purposes of this paragraph, lumber is defined as the, prodnct of the
saw and planning mill not further manufactured than by. sawing, resawing, and
passlng len '%thwlse through a standard planing machine, crosscut to length and
matched. The board measurement of dressed lumber shall be based upon the
corresponding nominal dimensions of rough green lumber Lumber less thnn
one inch in thickness shall be measured as one inch,

" Senator Kine, Those in favor of the amendment of the Senator
from Oregbn will signify by saymg “aye”; those opposed will say
“no”; the “noes” have it. ‘The amendment is rejected.

Mr, Parker. This next amendment has been explained before. It
is pointed out that our law permits a man to go to the Philippines and
vonduct a grocery store, we will say, as an individual, and he is
exempted from our income tax. He pays a Philippine tax msofar as
the income derived from that store is concerned, evén though he is a
citizen of the United States. If he mcorporates that store——
~ Senator Kina, Under the Philippine law or under our law?

Mr. Parger, If he incorporates under their law he is sub]ect to

be taxed on the dividends he demve}si although he still remains in

active conduct of the business. aussermann’s brief pomtc; out
that that situation puts an_American citizen conducting business in
a corporate form in the Philippines at a disadvantage with the
nglish, German, and French, which countries do not attempt to

col ect their i income taxes in such 8 case.
Senator Kina. Is that not analogous to the Ching Trading Act

‘and its benefits?

-Mr. Pareer. The China Trade Act is entirely different. We gave :

“them a very considerable benefit, it is true.

- Senator La Foruerre. As I understand it, that was one of the

;ma.tters that we asked to have looked into, and they have been 80
‘bus Sy that they have not looked jnto it. - . 3 L

nator Kina, Have you. looked into. 1t3

Mr. Parger. No.”
Senator Kina. It will be passed on tomorrow morq
The Crerk. Senator Bone offered an amen menl; an

agréement between this count Canada. - Senator Haryison
suggested that he offer ;t on tfn{ oor and haye it r ferre 9‘0 the
committee, and he would, rtment A Tepo

-ofi it, 'The Stats Dggértmeﬁi W te ggzg; g:% rrigon th a, thg émgtg
'

as & result

pepred . . &
"before the committee in respect to. rqd—cedar shingles un er 't mde "
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discussion they were inquiring into the prospects of an agreement
between the interests in this country and in Canada in the hope
that it would make unnecessary any legislation.

(Senator Bone’s amendment is as follows:)

[H. R, 12305, 74th Cong., 2d sess.]}

AMENDMENT Intended to be proposed by Mr. Bone to the bill (H. R, 12395) to provide -
;e;'lenulo. equalize taxation, and for other purposes, viz: At the proper place ingert the
ollowing :

Whenever any organization or association representing the producers of "
more than 756 per centum of the red cedar shingles produced in the United
States during the previous half-year period shall request the President to limit
the importation of red cedar shingles from Canada under paragraph 1760 of
the reciprocal trade agreement entered into with the Dominion of Canada under
date of November 15, 1935, and the President finds from available statistics
that the total quantity of red cedar shingles produced in the Dominfon of
Canada which is entered, or withdrawn from warchouse, for consumption in
the United States, during any given half of any calendar year exceeds or will
exceed 25 per centum of the combined total of the shipments of red cedar
shingles by producers in the United States and the imports during the preced-
ing half year, the Prestdent shall issue an order limiting for the six months im-
mediately following the half of the calendar year in which said excess occurred,
the quantity of red cedar shingles to be imported from Canada to 25 per centum
of the combined total of the shipments and imports of red cedar shingles for-
such preceding half calendar year. The President shall issue a new order for
each half of the calendar year thereafter during the continuation of the opera-
tion of the reciprocal trade agreement entered into with the Dominion of
Canada, under date of November 15, 1935, with the same limitations as here-
inbefore set forth,

Senator Crark. I move it be indefinitely postponed.

Senator La Forrerre. I do not think that should be done. The-
fact of the matter is, if I recollect the testimony, Senator Bone
stated that it was pretty generally conceded that these Canadian
manufacturers have been very unreasonable in their attitude on this
question, and I do not think it should be foreclosed by action on the-
part of this committee in case the State Department finds it is in
agreement with their contention, i

Senator Crark. The State Department has not any authority at
the present time to modify a trade agreement, as I ‘understand it.
As I understand it, this proposition puts into a revenue bill a pro-
vision for changing an agreement heretofore entered into. If you.
open up that field, you will have everybody coming in to change
provisions in the agreements. .

Senator Kina. Suppose we let it go over until tomorrow,

Senator. CLark. I am agreeable, but if you open up the subject
of modifying these trade agreements, we will have very, very little-
revenue bill and we will be here all summer.

Senator Xina. If there is no objection, the committee stands at:
recess until 11 o’clock tomorrow morning. .
~ (Whereupon, at 5 2 m., the committee took a recess until tomor-.
row, Tuesday, May 26,1936, at 11-a.m.)- - - -- - T




